Meeting with Minister held 15 May 2019: Note of issues discussed:

1. Annual Balance issue (re. cabinet paper, paragraph 17)

Invoice from EC received for €53m, however EC has agreed that prepayments
received in 2018 and also amounts not yet reimbursed by EC can be netted off.
Current net effect is a pressure of £1.4m but will be revised once extent of audit
issues provides the revised figure of final ineligible amount. Up to £25m in SG
budget as “at risk” (€28m ‘under review’ in ESF accounts due to audit issues) but
final pressure likely to be well below that. |l tc be kept informed of
progress.

2. Audit issues - |
e
1 1 |

3. General progress of current programme - level of commitments/decommitments
currrent balance being over 100% committed but will inevitably end year in
underspend position. |l receives regular upates.

4. Shared prosperity fund |

5. Recoveries from 2007-13 programme

i
i
Next meeting 28" May (‘whiteboard session’on future possibilities)

Hilary

Deputy Director - European Structural Funds and State Aid Division



Note of Ministerial meeting - 17 September 2019 at Atlantic Quay

Present: Minister for Trade Investment and Innovation, | and Hilary
Pearce, I

(Video recording of Minister’s introduction for Lead Partner events done at start by

Main points discussed:

3. Structural funding - ESF pre-suspension: Head of MA has now formally replied in
full with supporting documents to EC Audit report (EPSA 18) but EC auditors,
although agreeing with AA that actions taken to mitigate all audit issues, they need to
have AA’s verification that all documents work in practice - i.e. to see an application
processed according to revised updated rules and desk instructions. Probably not
enough time to do this before expiry of pre-suspension in mid- November, so may go
into full suspension. Hilary/jjil] are working with AA to agree a timetable for this. If
still in pre-suspension late November then will likely to get lobbying by Lead Partners
to get outstanding claims paid. Hilary will do note to Ministers warning that may need
to start paying LPs at risk. Budget cover currently as contingency of £25m. (Action:
Hilary/Jll to send submission on payment recommendation in due course)

4. In event that Brexit with no deal before suspension is lifted, then reliance will be
put on Treasury guarantee - who have committed to honour all claims ‘that would
otherwise have been paid by the EC and if pre-suspension of all measures taken
that would have resulted in pre-suspension being lifted.

5. Hilary is engaging with BEIS and other DA officials on measures to mitigate
impact of no-deal exit on structural funding. Hilary will write to Lead partners this
week to reassure them of attention being paid to this. Action: Hilary to share draft

I bcfore issuing)

6. Highlands and Islands will not meet ‘Performance reserve’ mid programme target
so will lose £4-5m which will transfer to rest of Scotland. H&l may complain but the
rules are immutable.

7. First Steering Group meeting went well yesterday. |l N
I 2sking him to be deputy chair.



Hilary

Deputy Director - European Structural Funds and State Aid Division



Introductory meeting for Minister to discuss Steering Group for consultation
for replacement for ESF
SG, Atlantic Quay, 28 August 2019

Present: Minister for Trade, Industry and Innovation with |

e _
Also present : Il 2d Hilary Pearce, European Structural Funds and
State Aid Division

Main items discussed:

1. I thanked I for agreeing to chair the Steering Group. Background
is that we assume Brexit at end October and no further detail known on UK’s
proposed Shared Prosperity Fund - so need to set out preferred Scottish position.
Wants Group to keep open mind - no entrenched positions and Minister had mapped
out 10 potential areas for consultation to cover.

2. il ensure members of the Group leave their ‘hats at the door’, is content
with proposed process and agreed that work needs to be set in context of wider SG
policies - NPF etc.

3. Likely that Consultation will not consider potential basis/quantum of funding from
UKG to SG, but will cover distribution options within Scotland (e.g. current EU model
of less developed etc, or index of Multiple deprivation basis or geographic splits etc.
Should also look at How closely we should define outcomes and how to assess
those; pros and cons of match funding; how should schemes be evaluated; process
for applications, and how to balance vfm against flexibility.

4. Timetable - tight but possible to start consultation in October, close in January
2020 and report back to Ministers in Spring. Implementation of new scheme needs to
be ready for January 2021.

.Follow up actions for Officials:
e Minister asked officials to check scope of proposed SPF in respect of
LEADER funding. IM would want scope of consultation to follow scope of
UKSPF and not beyond. (Hilary)

I

Follow up DG Economy representation on Steering Group |l N

I (o be informed of names of Steering Group members - once all in

place N

« Steering Group to be announced to F & C committee |GGG -
draft letter from Minister to convener?)

« Date of inaugural meeting of Steering Group meeting to be arranged so that
Minister can attend first half hour :

e Scene-setting background paper(s) to be prepared for first meeting (all - lets
discuss)

« New team to meet |l Wwhen in place (Il - possibly 16" or 17"?)




I Ciery:

Free on September 10" to 13, 16" and 17", 25" and 26%.
Some overseas travel commitments in October but not yet confirmed.

Hilary

Hilary Pearce

Deputy Director - European Structural Funds and State Aid Division



ESF Catch up with |l Minister for Trade Investment and Innovation: 28
May 2019

(with Hilary Pearce, I

Summary of Main Issues discussed:

1. 2007-13 Programme

2. 2014-2020 Programme

e e Pre-suspension position expires on 15" November 2019, by which time
we must have satisfied EC, through Audit Authority (IAD) that all necessary
mitigating actions identified in EPSA have been taken. Audit authority must
check and verify to EC by early September, therefore Managing Authority
must take actions through its Audit Task Force by early July. Standard Unit
cost approach agreed in principle with EC will mitigate

e o Amount under review is £25m (€28m) although likely that much of this will
be able to be re-introduced if documentary evidence produced of social fund
operation participation (employment, skills and training). £25m currently
contingent liability in SG accounts - agreed with Finance.

e o All Lead partners have been informed of issues and clear instructions now
needed to set out future level of documentation required by SG.

e o Particular issues with SDS, documentation and cash flow pressure noted.

e o Action I to be provided with list of Lead Partners and delivery

agents.

e Action: I to be kept informed of progress, risks and SDS issue

3. Replacement for ESF - Shared Prosperity Fund

Hilary



Deputy Director - European Structural Funds and State Aid Division



Note of catch up call: 30 July 2019, 3pm
I Vinister for Trade, Investment and Innovation,
I Soccial Adviser

Hilary Pearce, DD, European Structural Funds and State Aid
Items discussed:

1. European Social Fund pre-suspension

Noted that 53 out of 73 responses from Lead partners received by deadline on 26
July to SG request for information on which to base unit cost claim for re-
imbursement from EC. 16 responses are partial, 4 responses are ‘nil’.

Mixed quality, officials working through with Audit Authority. So far figures indicate
good likelihood of being able to cover claims within system and due in, but much will
depend on quality of supporting evidence. (58m euros claimed by LPs,: £56.4m
euros within cost evidence). No known beneficiaries currently out-of-pocket.
Minister requested that he has draft letter to issue to LPs as soon as we are
confident that situation is resolved. Action: HP

Noted that Dept for Work and Pensions (DWP) has had its pre-suspension lifted by
EC last week - phone call HP to DWP on 1 August to seek advice. Action HP

2. Replacement for ESF Steering Group

3. ETC and Structural Funds Post Brexit/No deal future preparations

Hilary Pearce 30 July 2019



Note of main issues — ESF meeting with || Minister for Trade Investment and

Innovation: 15 Auiust 2019.

Confirmed that Hilary Pearce attending session on ‘no deal’ in London with UKG, and that a
submission on ETC has been provided since call with HP (30 July).

ESF programme, including pre-suspension position

Draft responses to the two Early Preventative Systems Audits (EPSA) are being
considered by colleagues in Internal Audit Directorate. Due to be submitted to EC 26
Aug and 6 Sep, currently anticipate meeting deadlines and will confirm to Minister
when submitted.

Action: To confirm when EPSA responses submitted.

Further unit costs returns submitted since submission on 1 Aug. Indicated that 73
operations identified, which had claimed €58 million could be worth €67 million under
unit cost model, if all evidence available. This is unlikely to be a windfall for SG, but
this cannot be confirmed at this stage. 6 lead partner outstanding, we are following
up with them, including at senior levels; said to ask if we needed his input.
Next steps will be a letter from HP next week requesting the evidence (contract and
job description for each staff member) to support these units. Anticipate this exercise
will be completed by End Sep.

ERDF programme

Have received notification that we have been notified of the EC starting a pre-
suspension process on the ERDF programme. #
* The issues are covered by one of the EPSA reports and we

anticipate that the work we have carried out on this will resolve the issues raised
regarding the ERDF programme.

Replacement funds

Engagement with UKG




Note of main issues — ESF meeting with |l Minister for Trade Investment and
Innovation: 23" July 2019.

Previous Meeting

Confirmed no outstanding actions from previous meeting.

Pre-Suspension

Provided an update on the pre-suspension process, based on points noted below.
Noted the reminders sent to lead partners on 12 and 22 July. Reported that to date,
10/32 lead partner and 18/84 operations have provided returns but expecting that
many will reply close to deadline.

Potential issues: SCVO had expressed concern if evidence was not available,
informed that this process would establish the impact; to date no returns from H&lI
lead partners, MA considering action to ensure provided.

Confirmed that the intention is for the issues to be resolved and following this a claim
to be resubmitted based on unit costs.

Action: Summary of the process which IAD will undertake following evidence from
MA/Lead Partners, e.g. full or sample audit.

Action: One page summary, potentially with spreadsheet, on information provided
following deadline.

Pre-Suspension Correspondence

Future

Confirmed SDS offer issued and meeting between MA and SDS arranged for next

week.

Confirmed issue raised by CAB has been resolved with Aberdeenshire Council and a
draft reiterating this is being prepared.

Confirmed a draft reply to COSLA is being prepared and HP had spoken to COSLA
officer.
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