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Introduction

Background and Purpose

The Strategic Commercial Assets Division (SCAD) was created to ensure the effective governance
and stewardship of assets where the Scottish Government (SG) has a financial stake and/or
provides a sponsorship function. As well as managing SG’s shareholder interests, the division
provides a coordinated response to companies in distress in close collaboration with Enterprise
Agencies and working with cross-portfolio policy colleagues to support ministerial engagement with
businesses. We continue to develop and improve our approach to assurance across the current
portfolio of assets of Ferguson Marine (Port Glasgow), the GFG Lochaber Guarantee, Glasgow
Prestwick Airport and the ongoing administration of Burntisland Fabrications Ltd. The approach to
interventions are considered as part of the annual review of SG’s consolidated accounts by Audit
Scotland and we are committed to upholding the principle of transparency whilst also protecting
commercial interests in line with Freedom of Information legislation.

As part of the drive for continuous improvement and to take a portfolio approach to managing these
assets, SCAD has developed specific and targeted operating procedures, detailed guidance and
signposting to existing best practice as reference documents for those who are managing
interventions and providing advice to Ministers. Although primarily targeted towards dealing with
distressed businesses, the commercial principles will have a wider application and will be of
interest to the wider public sector.

The Playbook sits underneath and supports the Scottish Public Finance Manual (SPFM) (including
the Business Investment Framework) and the HMT Green Book. It will act as a central repository
for targeted information, guidance and templates to support the business intervention lifecycle from
acquisition through to asset management and ultimately divestment. The Playbook serves as a
comprehensive toolkit and ‘one stop shop’ for operational policy.

Intervention Lifecycle

The Playbook is structured to mirror the lifecycle of an intervention which fall into three main
phases; Investment, Management and Divestment. The workstreams that make up the Playbook
can sit neatly into one distinct phase (such as the Stand-up Process) or span multiple phases of
the lifecycle (e.g. Commercial Due Diligence Guidance) depending on the breadth and intended
application of the guidance included within them.

Whilst the workstreams look to address and guide officials through each phase of the intervention
lifecycle, many workstreams do overlap and will be utilised across the intervention lifecycle. Figure
1 below shows the various workstreams which make up the playbook and when they may be used
in the intervention lifecycle:


https://www.gov.scot/publications/scottish-public-finance-manual/contingent-liabilities/contingent-liabilities/
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government/the-green-book-2020
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Figure 1 - Workstreams Across the Intervention Lifecycle

An overview of each phase of the intervention lifecycle is set out below:
1. Investment

SG is a lender of last resort but stands ready to consider financial support mechanisms for
businesses facing difficulties that cannot be addressed by a market response, and the business is
considered critical to the economy or is a long-term strategic asset.

The Investment phase of the intervention lifecycle typically involves gaining an understanding of
the issues facing a business in distress, assessing available options, considering all potential risks
and providing a recommendation to Ministers regarding the provision of financial support to a
business.

Such financial support could comprise, for instance a loan, financial guarantee or the purchasing of
a company’s assets, which could result in taking a business into public ownership. Each type of
intervention presents both risks and opportunities. Our Enterprise Agencies are the main point of
contact for businesses in distress and they assist hundreds of businesses annually.

The Scottish National Investment Bank can also provide finance to businesses on commercial
terms. It is only on rare occasions and very specific circumstances where SG would choose to
intervene to support a strategic business. The rationale for SG to intervene is likely to achieve
strategic economic objectives for the country and/or to protect jobs.

2. Management

During the management phase of the lifecycle, SG has provided the initial financial support to a
business. This phase will determine the return on the initial investment made by the taxpayer. SG
actively monitors all strategic interventions where it has a financial stake. Distressed businesses
are, by their nature, challenging to turn-around. Some of the levers that SG has to maximise the
chances of a successful intervention include; ensuring there are good governance arrangements,
clear roles and responsibilities and agreed strategic objectives for the business.



Interventions Assurance Playbook

W Scottish Government
. Riaghaltas na h-Alba

As part of the Management phase of the intervention lifecycle, officials monitor SG’s strategic
assets from three main perspectives; management delivery, asset performance, and assurance, by
setting and tracking asset-specific KPIs. This ensures more effective monitoring of asset
performance and tracking progress against objectives. The management phase involves
embedding continuous improvement through business processes and risk management. There
may also be additional requests for financial support which should be considered as part of the
wider business case.

3. Divestment

It is not always the intention for SG to become a permanent investor in private enterprise and we
should seek to consider divestment opportunities when appropriate conditions are met. This phase
of the intervention lifecycle therefore predominantly centres around the consideration and
application of the exit strategy for each asset. The exit phase follows the management phase
where control points have been agreed to consider the appropriate timing of divestment of the
asset, subject to certain pre-agreed criteria being met, such as performance of the business and
whether intervention objectives have been achieved. It is important that any exit strategy revolves
around maximising value and ensuring a smooth transition for the business where applicable.

For businesses in public ownership there may be approaches to acquire an asset which may
prompt a market testing and divestment exercise. It is crucial in any such exercise that
procurement and subsidy control law is adhered to, and specialist input is likely to be required. The
Playbook is structured around this asset lifecycle, although in reality each case will be slightly
different and may diverge from this structure. It is anticipated though that the operational policy
outlined in the Playbook will be applicable to most scenarios and will be a useful starting point to
navigate the complex commercial decisions that are required.
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Playbook Workstreams

Stand-Up Process
What is it?

The Scottish Government (SG) provides a stand-up function to support and sometimes lead on
the due diligence regarding making a financial intervention into a distressed business. This
stand-up function is usually in response to when an approach has been made to SG for financial
support. Both SG policy areas and Enterprise Agencies (EA) are able to request support to
manage these cases.

Our role is to provide rounded, evidence-based advice that brings in all the relevant parties at the
right time and ensure there is a consistent methodology behind it and to minimise policy bias to
support decision making for Accountable Officers.

What is its purpose?

The purpose of the stand-up process is to:

e Support SG policy teams in situations where a business is in financial distress and
requires support to continue to deliver towards policy goals.

e Support EAs if a case is likely to be above their budget limit and they require SG finance
to agree funding.

e Support wider SG policy teams where the skill set of the Strategic Commercial Assets
Division (SCAD) would help improve the policy outcomes where a request for government
intervention or financial support is received.

The stand-up function will ensure that Ministers receive the best advice possible to make difficult
decisions on supporting businesses.

When should it be used?

A case for SG intervention would only be considered where all other business options have been
considered, or in a situation where there is EA support for the business and that the scale of
required investment is outwith the limits of our EAs.

The team have also been able to support other policy areas in SG when they have had requests
to support a business or third sector organisation by using the commercial and financial business
knowledge that they have learnt in recent years.

The type of company referral for stand-up that SCAD are likely to be involved in will likely arise
from the following:

a) An element of business failure that may be due to distress or disinvestment due to
economic challenges.

b) Strategic downsizing/rightsizing, consolidation of operations or restructuring/closure.

¢) Repurposing of a site/business location that is of a significant strategic economic
importance to Scotland.

The stand-up process brings the appropriate skillsets together to benefit the policy area and the
business requiring support through the provision of high-quality advice to Ministers and
Accountable Officers. This includes bringing in (as appropriate):

e Teams across SCAD

(2}



Policy teams

Finance

Legal Subsidy Control
Enterprise Agencies

Skills Development Scotland

Other interested parties as required

Interventions Assurance Playbook

>

Scottish Government
Riaghaltas na h-Alba



Interventions Assurance Playbook

W Scottish Government
- Riaghaltas na h-Alba

Principles for Developing a Business Case
What is it?

A business case is a document that helps set out to and seek approval from decision makers in
relation to the justification for undertaking a project. The business case helps provide clarity
around the perceived benefits, costs and risks associated with various options, and sets out the
rationale for the preferred solution.

This guidance summarises existing business case guidance, providing detail on the Five Case
Model from the HM Treasury’s Green Book. It also provides useful hints and tips on the key
aspects of a business case required in time-critical situations, where a comprehensive business
case may not be possible. Finally the guidance sets out the governance and sign-off process
with links to other helpful resources.

What is its purpose

The development of a business case is an important stage of the decision-making process when
considering financial support to a distressed business as it helps set out the rationale for Scottish
Government (SG) intervention, the intended outcomes and the best route to deliver these.

Whilst it is important to provide decision makers with a full options appraisal to support an
investment decision, it is recognised that in certain rare circumstances investment decisions are
required to be made ‘at pace’. Such instances could relate to providing financial support to a
business to support critical national infrastructure, or secure jobs in a strategically important
industry where there is an immediate liquidity problem.

This guidance therefore looks to provide direction on developing business cases in general for
commercial interventions, with judgement being applied on the essential aspects to focus on
where there is time pressure.

When should it be used

This guidance is designed to support officials when there is a requirement to develop a business
case, typically in support of investment decisions.

It is not intended to replace existing guidance on business case development within HMT Green
Book and the Scottish Public Finance Manual, but instead distils and summarises key aspects of
these, providing useful links and templates to follow.

The intended audience is colleagues considering financial interventions, most notably those in
Strategic Commercial Assets Division, however the principles can be applied to other areas of
SG and the wider public sector.

Useful Resources

Scottish Public Finance Manual (SPFM) - Business case - Service Manual

HM Treasury Green Book - The Green Book: appraisal and evaluation in central government -
GOV.UK

HM Treasury Business Case Guidance - Guide to developing the Project Business Case

HM Treasury Plain English Guide - Assessing business cases 'a short plain english guide'



https://www.gov.scot/isbn/9781836919131
https://servicemanual.gov.scot/writing-a-business-case
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government
https://assets.publishing.service.gov.uk/media/66449468ae748c43d3793bb8/Project_Business_Case_2018.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/935528/Green_Book_guidance_short_plain_English_guide_to_assessing_business_cases.pdf
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Financial Appraisal and Accountable Officer Process

Financial appraisal and evaluation are essential for financial management and detailed policy
development and design. A business case, both as a product and a process, provides decision-
makers and stakeholders with a management tool for evidence-based and transparent decision-
making. Business cases support the processes of; scoping, analysing, appraising, planning,
monitoring, evaluating, approving and implementing a proposal and are the centre of the wider
evidence base.

Pre-expenditure assessments (PEAs) are a simplified version of a business case, designed to
consider the expected impacts and value for money of a proposal. They allow decision-makers to
make informed judgements on the relative merits of spending proposals, and act as a basis for
justifying public expenditure.

Accountable Officer (AO) Assessments help officials advising an AO, and the AO themselves to
make challenging decisions on policy, expenditure and project decisions. The AO role is a personal
role with responsibility for the proprietary and regularity for public funds. AO assessments are used
alongside PEA and Business Cases to determine if a particular policy, activity or project is within
the bounds of regularity, proprietary, is feasible and can demonstrate value for money for the public
sector as a whole and must be undertaken no matter the budgetary landscape.

An AO Assessment should always be produced for significant projects or programmes, including
for each novel and contentious proposal involving the use of public funds. They should be done
initially in principle, then again as appropriate in more detail at suitable strategic points as the policy
or proposal is developed. This may be particularly useful where it is not possible to produce a fully
developed business case, for example due to lack of time and/or data, or the risk environment is
higher than usual.

AO assessments must be documented if AOs are considering asking Ministers for written authority
to proceed with a proposal.

What is its purpose

All financial appraisals which set out investment proposals should have a valid, agreed and
proportionate justification. As part of completing any appraisal, colleagues from the relevant
specialism such as economists, subsidy control, finance, legal and procurement should be
engaged.

The AO assessment is a method for assessing against the key AO duties as set out in Section
15 of the Public Finance and Accountability (Scotland) Act 2000 and detailed in the Scottish
Public Finance Manual chapters on accountability. The assessment examines how far the policy
or other spending proposal is compatible with these standards thus enabling the AO to seek a
ministerial (or board as appropriate) written authority.

AO Assessments are a tool for AOs to scrutinise significant policy proposals and assess
whether they measure up to the three required standards set out in the PFA (2000) Act.

e Regularity: the proposal has a legal basis, Parliamentary authority, and is compatible with
the agreed spending budgets.

e Propriety: the proposal meets the high standards of public conduct and relevant
parliamentary control procedures and expectations.

e Value for money: in comparison to alternative proposals or doing nothing, the proposal
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delivers the value for money as a whole.

e Feasibility: whether the proposal can be implemented accurately, sustainably, and to the
intended timetable.

When should it be used

The right level of financial appraisal should be undertaken before any expenditure decision is
made. AO Assessments must always be produced for significant projects or programmes,
including for each novel or contentious proposal involving the use of public funds. They should
be done initially, in principle, then again as appropriate in more detail at strategic points as the
policy or proposal is developed.

Where a proposal exceeds resource implications over £1 million, or capital over £5 million, a
PEA or a formal business case must be in place. For proposals below these thresholds, whilst no
formal appraisal is required it is best to follow PEA / business case principles. Appraisals should
be proportionate and will vary in depth and detail depending on the scale of the proposal and its
complexity and risk rating. For complex / novel / contentious / high value or high-risk projects a
business case should be undertaken. Officials should use their judgement on when a PEA or
business case should be undertaken.

Useful Resources

Accountability - Scottish Public Finance Manual - gov.scot (www.gov.scot)

Public Finance and Accountability (Scotland) Act 2000 (legislation.gov.uk)



https://www.gov.scot/publications/scottish-public-finance-manual/accountability/accountability/
https://www.legislation.gov.uk/asp/2000/1/contents
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Commercial Due Diligence Guidance

Commercial due diligence guidance has been developed to support Scottish Government (SG)
colleagues when approaches are made to SG from companies seeking financial support. Each
case is unique and complex, they should be considered on their own merit. Notwithstanding the
need to take a flexible approach based on the time scale that a decision is required, and the
nature of the intervention sought, there are some common principles that should be followed to
maximise the chance of a successful intervention and mitigate against any unforeseen risks.

Undertaking appropriate due diligence is a critical part of any decision-making process and
should always be undertaken as soon as possible when considering an intervention. The process
allows SG officials to better understand the business, the benefits and risks, and crucially any
gaps in information before options or a recommendation is put in front of Ministers.

The guidance outlines the strategic and policy considerations before highlighting more detailed
due diligence required with the professional assistance of external advisers as part of a two-
stage process. The guidance sets out how to complete a business case with specific
considerations for strategic commercial interventions.

Three stage intervention assessment process.

Stage One Stage Two Stage Three

Due Diligence Business Case Decision Making
Undertaking appropriate The business case draws The completed business
due diligence includes from this information using case then forms part of the
gathering relevant the HMT 5 case model decision-making process
information, understanding (strategic, economic, between officials, the

that data and outlining the commercial, financial and accountable officer and
possible impacts which will management) to set out Scottish Ministers.

need to be considered. options.

The contents of the guidance cover:

Preliminary Checks
e Reputational due diligence to check for issues such as human rights abuses.
e Considerations for creating a public body.

¢ International trade to ensure compliance with international trade rules as set out by the
World Trade Organisation.

e Fair Work with considerations such as the real living wage, gender pay gap and zero
hours contracts.

e The wider policy landscape as set out in the National Strategy for Economic
Transformation.

Detailed checks

The guidance details the following to aspects to consider for detailed checks:
e Contingent liabilities
e Appointing commercial advisors
e Commercial and financial considerations

e Subsidy control

10


https://www.gov.scot/isbn/9781836919148
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e Technical

What is its purpose?

Due diligence is a crucial first stage assessment in any intervention process that a business case
would then draw from. It should be seen as an information gathering exercise to ensure SG has
all the necessary information at its disposal (financial, legal, commercial, subsidy control
technical etc) and that it has carried out all the necessary checks prior to a decision being made.
Given the nature of these strategic interventions and the more pressing timescales (compared
with other SG investments) there will be varying levels of detail depending on the case.

Due diligence is one of the key tools in SG’s overall risk management framework helping to
identify and manage risks that could threaten the effective use of public funds. It is a mandatory
control point in the project management cycle designed to provide additional information that will
assist delivery of an intervention and inform related decision making in relation to any such
intervention.

This guidance is designed to obtain a sufficient level of assurance of a potential project prior to
entering into a formal agreement. It allows SG policy teams, Accountable Officers (AOs) and

Scottish Ministers to develop a deep understanding of the potential intervention, to identify and
understand the potential risks, liabilities and consequences of entering into the transaction and
what controls may be needed to mitigate any risks. It also gives Ministers sufficient assurance
that funds will be protected and used effectively and allows for informed decisions to be made.

There is a risk that without robust and timely due diligence, Scottish Ministers may not be
presented with the full set of information to determine delivery and reputational risk. Undertaking
appropriate due diligence early in a process provides a solid base for future decision making by
highlighting risks which merit more detailed examination. This guidance ensures best practice is
followed by officials in relation to undertaking due diligence in consideration of any SG financial
support or intervention.

The due diligence guidance is intended to assist officials approach the early stages of any
potential intervention by:

e providing direction on how and when to carry out due diligence;

e signposting to what elements need to be considered;

¢ highlighting information that needs to be sought from a variety of sources;

¢ indicating who needs to be engaged (internally and externally); and

e setting out how this can all be used to inform the business case for intervention.

The guidance is in an accessible format and is intended to be used in conjunction with the
Scottish Public Finance Manual’'s Business Investment Framework.

When should it be used?

The guidance has been developed to support officials undertaking due diligence and to make a
judgement as to the suitability of a business seeking SG financial assistance. The information
gathered and assessed can be used both on a standalone basis to help assess the inherent risks
of a potential intervention. It can also be used to inform the associated business case and AO
assessment, and ultimately the decision-making process by AOs.

Useful Resources
11



Interventions Assurance Playbook

W Scottish Government
. Riaghaltas na h-Alba

Subsidy Guidance

12


https://www.gov.scot/publications/subsidy-control-guidance/
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Risk Strategy including Risk Appetite Statements
What is it?

This Risk Strategy sets out the process of identifying, recording, reviewing and escalating risks
related to commercial assets and interventions for the Strategic Commercial Assets Division
(SCAD). It outlines the practical arrangements, situates them within the Scottish Government
(SG) corporate risk management process and links with the wider context of the Scottish Public
Finance Manual and the HMT Orange Book.

What is its purpose?

Due to the unique nature of strategic interventions and the inherently high risk involved in
securing a commercial return for a distressed business, there is some divergence from the
standard SG corporate risk appetite. This guidance sets out bespoke Risk Appetite Statements
including risk appetites and target risk score thresholds for a variety of risk categories and
outlines that approach taken to assessing risk for new investment cases and ongoing investment
decisions in relation to our portfolio of assets.

Furthermore, it seeks to maximise alignment with SG corporate risk management processes and
support quality risk management around commercial assets and interventions in SCAD by
providing guidance. The approach outlined will assist in providing a consistent approach to risk
management around commercial assets and interventions across SG.

When should it be used?

Generally, this Strategy and accompanying Statements should be applied at all stages of work
with commercial assets or interventions in both in the business-as-usual work and during stand-
alone projects.

Whenever SCAD supports wider work around commercial assets or interventions within SG, the
appetite statements should be shared with the relevant policy area and their Senior Responsible
Owner for consideration of appetites and thresholds in their risk management processes locally.

SCAD’s Programme Management Office (PMO) proactively supports the wider division with
mapping, management, awareness and reporting of risk within the division. At any point, the
PMO team can be contacted to support individuals and teams within SCAD in their work with risk
or to signpost to more appropriate corporate resources. This is reported through the Certificate of
Assurance process on a yearly basis.

Useful Resources

Risk management - Scottish Public Finance Manual - gov.scot (www.gov.scot)
Orange Book - GOV.UK (www.gov.uk)

13
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Commercial Intervention SMART Objectives and Objective Bank

Projects can fall short of meeting their goals due to a lack of consensus on the definition of
success. SMART (Specific, Measurable, Achievable, Relevant and Time-Limited) objectives use
a specific set of criteria to help ensure that objectives are clearly defined and attainable within a
certain timeframe.

In general, for each intervention we would expect to see:

e Clearly articulated objectives setting out how the outcomes for the asset can be achieved
for the strategic commercial asset, both in the short and long term.

e Objectives are aligned with national and regional policy objectives and the priorities set
out in the National Strategy for Economic Transformation.

e A series of SMART objectives may sit underneath strategic policy objectives set out and
agreed with ministers.

e Clear review points in the process for re-assessing the validity of objectives to ensure
continued relevance.

To ensure objectives are set in a way to allow them to be tracked, assessed and evaluated,
Intervention Objectives should be set ‘'SMART’, This gold-standard objective development
methodology set out in the HMT Green Book and referenced in the Scottish Public Finance
Manual (SPFM) should ensure that objectives are designed to comply with ‘SMART’ principles
which are defined as being:

e Specific and clear to avoid ambiguity.

e Measurable through the inclusion of a quantifiable metric such as a figure or milestone
achievement.

e Achievable, avoiding reference to externalities outwith Scottish Governments (SG) control.

e Realistic, understanding the company in question and the environment in which it
operates to ensure objectives set are relevant.

o Time-limited, setting a targeted end date to focus efforts and review success or failure.

An example of a SMART objective might look like this: Our goal is to [quantifiable objective] by
[timeframe or deadline]. [Key players or teams] will accomplish this goal by [what steps you'll
take to achieve the goal]. Accomplishing this goal will [result or benefit].

What is its purpose?

The HMT Green Book states that “clear objectives are vital for [the] success” of a project, and
that “a lack of clear objectives negates effective appraisal, planning, monitoring and evaluation”."

These principles are highlighted further in the SPFM where it states that, “Objectives and outputs
should be set out clearly and relate explicitly to policy or strategy. They should be defined so that
it can be established by evaluation after the event whether and to what extent objectives have
been met. It is important that objectives are not described in such a way as to exclude options.
Ideally they should be specific, measurable, agreed, realistic and time-dependent (SMART)."?

It is therefore crucial that when SG intervenes to provide financial support to a business
considered to be of strategic significance to Scotland, that clear and measurable objectives are

1 The Green Book (2022) - GOV.UK (www.gov.uk)
2 Annex 1: appraisal and evaluation checklist - Scottish Public Finance Manual - gov.scot (www.gov.scot)

14
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https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government/the-green-book-2020
https://www.gov.scot/publications/scottish-public-finance-manual/appraisal-and-evaluation/annex-1-appraisal-and-evaluation-checklist/
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considered. Officials should define clear and assessable objectives early in any intervention
process to ensure everyone within the project team, including external stakeholders such as the
board/management of the company subject to SG’s intervention and any external commercial
advisors are able to easily understand their role in contributing to the success of the objectives
set.

When should it be used?

It is crucial when SG intervenes to provide financial support to a business considered to be of

strategic significance to Scotland, that clear and measurable objectives are considered at the

initial intervention point including the decision-making process on acquiring an asset, investing
more money into the asset and ultimately divesting the asset.

Officials should define clear and assessable objectives early in any due diligence process. This
will help to ensure everyone within the project team, including external stakeholders such as the
board/management of the company subject to SG’s intervention and any external commercial
advisors can easily understand their contribution to achieving the objectives.

In line with HMT Green Book methodology a workshop should be held to set objectives with
relevant stakeholders, specialists and decision-makers in attendance. Officials should agree
specific review points through the intervention lifecycle to measure progress and whether the
objectives originally agreed are on course to be met or whether there is a change in direction
within the intervention which may result in new objectives being agreed. Chapter three of the
Monitoring Framework sets out guidance on monitoring including coverage of monitoring
objectives.

Useful Resources

The Green Book (2022) - GOV.UK (www.gov.uk)

Annex A: Business Investment Framework - Scottish Public Finance Manual - gov.scot
(www.gov.scot)

15


http://www.gov.scot/ISBN/9781836919193
https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government/the-green-book-2020
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
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Intervention Options and Case Studies
What is it?

Insolvency, the point at which a business is unable to meet its financial obligations, represents an
advanced stage of financial distress. However, before reaching this stage businesses often have
access to a variety of financial interventions designed to stabilise operations, restructure debt,
and ultimately avert bankruptcy. These interventions, range from private refinancing deals and
capital investment to government support as well as formal insolvency proceedings.

This guidance outlines the various intervention options and structures Ministers may consider
when seeking to assist a company in financial distress, as part of a response to promote long-
term business recovery. It also provides an easily digestible overview of the administration
process by setting out the three types of insolvency scenarios for a struggling business —
Administration, Company Voluntary Arrangements and Liquidation.

It summarises and explains different financial transaction types — conversion of loan to equity,
financial guarantee, purchase of a company’s assets (both asset purchase and sale purchase)
and transfer of share capital.

The guidance also sets out some real-life historical examples of interventions undertaken by
Ministers and the key underlying financial and legal considerations associated with each option.

What is its purpose?

The guidance is intended to be a short and easily digestible note to improve knowledge and
understanding of insolvency / intervention considerations and the options available to colleagues
dealing with these cases. It sets out various factors for officials and Ministers to consider when
faced with a request to provide financial support to a business by introducing the different options
available and how these can be applied in different circumstances whilst also providing key
financial and legal considerations for each one.

When should it be used?

The guidance is intended to provide officials with a starting point for acquisition and, in certain
instances, divestment considerations, which in general should only be considered after the
distressed company has demonstrated that all avenues for assistance in the private and public
sector have been exhausted.

It should be referenced by policy teams as part of the package of information collated for and
presented to Ministers to provide direction on the potential options available in relation to the
financial and legal structure of any intervention to assist a company seeking support.

Useful Resources

Monitoring and responding to companies in distress (nao.org.uk)

Subsidy Guidance



https://www.gov.scot/isbn/9781836919162
https://www.nao.org.uk/wp-content/uploads/2023/10/012471-Lessons-learned-Monitoring-and-responding-to-companies-in-distress.pdf
https://www.gov.scot/publications/subsidy-control-guidance/
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Commercial Corporate Governance Principles
Part 1 - Initiating Companies in Public Ownership to Deliver for The Public Good: Standard
Operating Procedures

Part 2 - Developing Companies in Public Ownership to Deliver for The Public Good: Standard
Operating Procedures

What is it?

Corporate Governance is the system of rules, practices and processes that are put in place to
manage and control a company. The Commercial Corporate Governance Principles guidance
highlights the areas to consider when establishing and controlling public corporations.

It defines relationships and the distribution of rights and responsibilities among those who work
with, and in, the public body, determines the rules and procedures through which objectives are
set, and provides the means of attaining those objectives and monitoring performance.
Importantly, it defines where accountability lies throughout the public body.

The guidance outlines a framework for developing metrics to measure and monitor compliance,
e.g. Operating Cash Flow and Environmental, Social and Governance (ESG), e.g. carbon
emissions. Metrics can form key performance indicators (KPls) for compliance and be included
as board agenda items.

What is its purpose?

This guidance, whilst providing high level background to public bodies, is primarily concerned
with the establishment and effective control of public corporations and Non-Ministerial
Departmental Bodies (NDPBs) to deliver for the public good.

The guidance aligns with the Scottish Public Finance Manual and existing guidance on public
bodies, with a focus on sharing practical experience when public corporations and NDPBs should
be considered as an effective means to achieve specific policy objectives regarding business
intervention, and the critical factors needed to make them a success, with a particular focus on
optimising the return on investment.

When should it be used?

This guidance can be applied to circumstances where officials are required to initiate a
completely new company as a public corporation or NDPB, or where an existing private company
is brought under ministerial control or public ownership and Scottish Government governance
and administrative arrangements are to be introduced to appropriately implement such control to
ensure the company delivers for the public good. Specifically, it can be used to help guide the
following processes:

e Define The Public Sector & Classification of Public Bodies.

¢ Initiate and Finance a Public Corporation or NDPB.

e Create effective Sponsorship of Public Bodies.

e Understand and draft Articles of Association & Framework Agreements.
e Develop ESG metrics guidance to record and monitor public value.


http://www.gov.scot/ISBN/9781836919179
http://www.gov.scot/ISBN/9781836919179
http://www.gov.scot/ISBN/9781836919186
http://www.gov.scot/ISBN/9781836919186
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Useful Resources

Public bodies in Scotland: guide - gov.scot (www.gov.scot)

Business Investment Framework
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https://www.gov.scot/publications/public-bodies-in-scotland-guide/
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
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Monitoring Framework
What is it?

The Monitoring Framework is a practical guide, primarily directed at colleagues in the Strategic
Commercial Assets Division (SCAD) sponsor teams to support in the management of its strategic
commercial assets such as Glasgow Prestwick Airport, Ferguson Marine and the Lochaber
guarantee. It sets out best practice for the monitoring of these commercial assets.

Using a logic model approach, which is outcome focused, the framework identifies, describes
and explains the key data sources necessary to monitor Scottish Government (SG) strategic
assets effectively from three main perspectives (management delivery, asset performance, and
assurance), and sets out how summary monitoring reports can be compiled by sponsor teams
using key metrics.

In practical terms it outlines the key components of a monitoring strategy including Strategy,
Objectives, Business Plan, Annual Budget, Business Plan, Business Case, Exit Strategy and Key
Performance Indicators. It also sets the role of engagement with the business, internal
governance and an information request.

What is its purpose?

The Framework has been created to address key actions in relation to SG management of its
commercial assets, and to align with HM Treasury and Scottish Public Finance Manual best
practice. It is intended to support SCAD sponsor teams ensuring a more joined approach is taken
to the management of the strategic commercial assets by having a unified approach to
monitoring and to promote more informed decision making.

It also sets out the roles and responsibilities of different teams and groups that are involved in
managing strategic commercial assets. Ultimately, the monitoring approach should help to
improve the return on investment across the asset portfolio.

When should it be used?

Whilst the Framework is tailored to SCAD'’s strategic assets, it is anticipated that the key
principles set out in this guidance will also be applicable to other areas of SG.

The practical approach to monitoring is coordinated by SCAD’s Programme Management Office
and is set out in detail within the guidance. Sponsor teams currently report to the Strategic Asset
Review Group (SARG) every 6 to 8 weeks and there is a requirement for sponsor teams to report
on:

o Key Milestones / Scheduled deliverables for next quarter

e Summary update on previous month’s activities — covering progress against milestones,
deliverables and other significant events

e Forward look to next month’s activities — covering intervention team’s main activities / site
visits / engagement with parliament / wider company matters

e Progress against any actions from the previous meeting
e Key risks (top risks from intervention risk register or risk summary)

The monitoring framework should be used to formalise the process for capturing the key
performance metrics across each asset and to provide a summary to SARG on this basis.


http://www.gov.scot/ISBN/9781836919193
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The Green Book (2022) - GOV.UK (www.gov.uk)

Annex A: Business Investment Framework - Scottish Public Finance Manual

- _gov.scot
(www.qgov.scot)

Good practice quide - Monitoring and responding to companies in distress (nao.org.uk)
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https://www.gov.uk/government/publications/the-green-book-appraisal-and-evaluation-in-central-government/the-green-book-2020#:~:text=Monitoring%20is%20the%20collection%20of,before%2C%20during%20and%20after%20implementation.
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
https://www.gov.scot/publications/scottish-public-finance-manual/borrowing-lending-and-investment/annex-a-investment-in-businesses-by-scottish-ministers/
https://www.nao.org.uk/wp-content/uploads/2023/10/monitoring-and-responding-to-companies-in-distress-good-practice-guide.pdf
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Evaluation Guidance

Evaluation is a systematic assessment of the design, implementation and outcomes of an
intervention. It involves understanding how an intervention is being, or has been, implemented
and what effects it has, for whom and why. It identifies what can be improved and estimates its
overall impacts and cost-effectiveness.

There are two main types of evaluation: outcome evaluation and process evaluation.
Outcome evaluation provides an assessment of whether the intervention worked as expected —
to what extent the expected outcomes were realised and at what cost. In general terms an
evaluation should:

e Assess whether the intervention met its objectives.

e Compare actual outcomes observed from the intervention with the outcomes expected for
the counterfactual (which is what is likely to have happened in the absence of the
intervention) to determine the extent to which the changes observed can be attributed to
the intervention, as opposed to other external factors.

e Provide an assessment of whether the intervention has provided value for money to date.

e Process evaluation provides an assessment of how well the intervention has been
implemented and provides learning points to both improve the current intervention and to
inform the implementation of future strategic commercial interventions. It may also be
known as ‘lessons learned’. Specifically, it considers whether the intervention followed
correct processes and procedures (audit-type check); and draws on feedback from key
internal and external stakeholders involved in the intervention to assess how well the
intervention was implemented.

If an objective of the intervention was to return the business to commercial viability so that it
could operate without government support in future, then an assessment of the business’
financial health and commercial viability post-intervention compared to pre-intervention should be
assessed as part of the evaluation. This guidance sets out some specific considerations to
assess business health.

This guidance, which is aligned with the Business Investment Framework within the Scottish
Public Finance Manual (SPFM) sets out the purpose of evaluation and its role in the policy cycle
(figure one). It also covers the differences between a ‘stocktake’ and process and outcome
evaluations and highlights the importance of considering proportionality when undertaking them.

Figure 1 — ROAMEF Cycle from HMT Green Book (Rationale, Objectives, Appraisal, Monitoring, Evaluation, Feedback)

Appraisal
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http://www.gov.scot/ISBN/9781836919209
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What is its purpose?

It is essential that public funds are spent on activities that provide the greatest benefits to society
and that they are spent in the most efficient way. To help assess this the Scottish Government
(SG) requires a clear process to evaluate its strategic commercial investments in a robust,
evidence-based and objective-led way, that can be consistently applied across interventions.

The purpose of this guidance is therefore to:

(i) embed best practice evaluation within our approach to strategic commercial
investments and

(i) provide an easily digestible summary of the key guidance on the best practice
approach to evaluation as set out in HMT’s Magenta Book and Green Book, as well
as the SPFM.

When should it be used?

As this guidance aims to highlight and summarise existing evaluation best practice, the key
principles are applicable across SG and the wider Public Sector, however it is specifically tailored
towards evaluating and learning lessons from previous and existing commercial interventions.

The guidance is intended to be a useful aid memoire for officials considering undertaking an
evaluation of an intervention post-implementation. As a general rule, process evaluations should
be undertaken six months to one year after the intervention, and outcome evaluations are best
carried out after three to five years, or at a key decision point. Although, due to the variable
nature of business interventions there will be an element of judgement as to when is a good time
for evaluation to ensure the results of the evaluation are as accurate as possible and not skewed
for instance due to a restructuring process.

As part of the business case undertaken prior to the intervention, a monitoring and evaluation
plan should be developed to outline how monitoring and evaluation will be undertaken following
implementation.

Useful Resources

HMT Magenta Book

HMT Green Book

Scottish Public Finance Manual

Accountable Officer (AO) Tests

Scottish Enterprise - Appraisal and Evaluation Guidance (scottish-enterprise.com)



https://assets.publishing.service.gov.uk/media/5e96cab9d3bf7f412b2264b1/HMT_Magenta_Book.pdf
https://assets.publishing.service.gov.uk/media/6645c709bd01f5ed32793cbc/Green_Book_2022__updated_links_.pdf
https://www.gov.scot/publications/scottish-public-finance-manual/appraisal-and-evaluation/appraisal-and-evaluation/
https://www.gov.scot/binaries/content/documents/govscot/publications/advice-and-guidance/2018/09/scottish-public-finance-manual/documents/spfm-investment-in-businesses-by-scottish-ministers-accountable-officer-tests-flow-chart/spfm-investment-in-businesses-by-scottish-ministers-accountable-officer-tests-flow-chart/govscot%3Adocument/Accountable%2BOfficer%2BTests%2BFlow%2BChart.pdf
https://www.scottish-enterprise.com/media/ajuffbuz/scottish-enterprise-appraisal-evaluation-guidance.pdf
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Contingent Liabilities
What is it?

A contingent liability is a potential liability that may or may not occur, depending on the result of
an uncertain future event, not wholly within the entity’s (i.e. Scottish Government (SG)) control.
The relevance of a contingent liability depends on the probability of the contingency becoming an
actual liability, its timing, and the accuracy with which the amount associated with it can be
estimated.

The most common real-life example of a contingent liability is a product warranty, however in the
context of SG’s strategic commercial assets this could be legally enforceable undertakings given
in the form of a guarantee or indemnity which would bind SG into providing the resources in the
event of either of these maturing.

A contingent liability is recorded in SG’s accounts if the contingency is probable and the related
amount can be estimated with a reasonable level of accuracy.

What is its purpose?

The Scottish Public Finance Manual (SPFM) sets out in detail how to identify, handle and report
a Contingent Liability (CL). It is crucial that with any transaction Strategic Commercial Assets
Division (SCAD) undertakes, it considers whether a CL has been created.

The creation of a CL could arise through both financial and non-financial support. Crucially, as
set out in the SPFM, there is a statutory requirement to notify or seek approval from Parliament
(Via the Finance and Constitution Committee) for CL’s depending on whether they meet the
appropriate threshold.

Further detail on the identification and handling of CL’s is provided in the link to the SPFM above.

When should it be used?

A quarterly commission is issued by the Financial Management & Reporting Division which sits
within Central Finance. This will include a list of previously reported live CL’s that have been
reported by SCAD. The following actions must be taken by the respective sponsorship teams
within SCAD, coordinated by the Programme Management Office function:

e Review all entries for your area within the log and ensure the details against each line are
accurate and up to date. Amend, as necessary.

e |f liabilities are closed off, mark appropriately to confirm no longer live.

o |f liabilities have partly crystallised, please enter both the amount paid and the remaining
balance. Note that the liability assessment will require discussion with central finance
contacts.

e Add any new CL that have been created to the log.
e Update contact details where required.

e Once reviewed, please note as such with the relevant date, even if there is no change
to the details reported.

The above instructions have been included for context but any updates to these will be issued at
the same time as the commission.

To ensure the correct process is being followed in relation to CL'’s, the relevant Finance Business
Partner should be consulted as early as possible.
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Useful Resources

Contingent liabilities - Scottish Public Finance Manual - gov.scot (www.gov.scot)

CLCC quidance - Charging for Guarantees and Indemnities - UK Government Investments (UKGI)
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https://www.gov.scot/publications/scottish-public-finance-manual/contingent-liabilities/contingent-liabilities/
https://www.ukgi.org.uk/2023/06/02/clcc-guidance-charging-for-guarantees-and-indemnities/
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Exit Strategy Principles
What is it?

An exit strategy primarily is a plan for selling or disposing of a financial or business asset when
certain conditions have been met or exceeded. It is important that this exit strategy revolves
around maximising value and ensuring a smooth transition for the business where applicable. A
well-executed strategy in advance is easier to monitor through the life cycle of an intervention.

In practical terms this guidance outlines the key components of Strategic Commercial Assets
Division (SCAD) Exit Strategy including the key aspects of a good strategy, the requirement for a
benefits realisation plan, the criteria to consider before divestment, and the options available for
divestment. It also sets out the role of Scottish Governments (SG) sales process and the
appropriate engagement required within each stage.

What is its purpose

Having an exit strategy in place ensures that the potential outcome of investments is considered
at the outset and revisited regularly. In recent years SG has made interventions into a diverse
range of strategic commercial assets.

Strategic assets are defined as an otherwise commercial assets (where the sectoral operating
model is Private Sector led), and where a tactical (and time limited) intervention is considered
and made to benefit communities in Scotland and maximise the public good.

As interventions are time-limited, there will at some point be a need to exit. The rationale for
setting out an exit strategy in advance is to help to guide the nature of the exit (divestment) and
its timing to maximise the return on investment and to secure the benefits.

This guidance sets out best practice in relation to devising and reviewing appropriate exit
strategies across existing commercial assets and in consideration of any future interventions.

SCAD'’s Exit Strategies are intended to primarily focus on how SG’s consideration of divestment
of the commercial assets currently managed within SCAD such as Glasgow Prestwick Airport,
Ferguson Marine (Port Glasgow) and the Lochaber guarantee by sponsor teams. However, the
intention is also that the principles laid out in the technical guidance can be applied to similar
scenarios in other areas of the Public Sector as required.

When should it be used

For business interventions, the Exit Strategy guidance should be used in conjunction with the
Monitoring Framework which sets out points of review to consider divestment options for an
intervention. Determining optimal exit options should be undertaken, if time allows as part of the
commercial / management case of the project business case and revisited and updated
thereafter.

Useful Resources

Annex A: Business Investment Framework - Scottish Public Finance Manual - gov.scot
(www.qgov.scot)

Good practice quide - Monitoring and responding to companies in distress (nao.org.uk)
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http://www.gov.scot/ISBN/9781836919216
http://www.gov.scot/ISBN/9781836919193
https://www.nao.org.uk/wp-content/uploads/2023/10/monitoring-and-responding-to-companies-in-distress-good-practice-guide.pdf
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AO — Accountable Officer

BIF — Business Investment Framework

CL — Contingent Liability

EA — Enterprise Agency

ESG - Environmental, Social and Governance
GVA - Gross Value Added

HMT — His Majesty’s Treasury

I&A — Insights and Assurance Unit

KPI — Key Performance Indicator

NDPB — Non Departmental Public Body

PEA — Pre-expenditure Assessments

PMO — Programme Management Office
SARG - Strategic Assets Review Group
SCAD - Strategic Commercial Assets Division
SG - Scottish Government

UKG — UK Government
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