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DES Executive Group Item 5
Private and Confidential 
EU Funds - Post Referendum
Purpose

1. To provide an update to members on the impact on existing EU funds allocated to Scotland following the EU referendum and anticipating likely trends on the future EU negotiations.
Recommendations

2. The Executive Group is invited to:
i. Agree that COSLA officers and political leadership continue seeking appropriate reassurances from ministers and the EU about existing funds;
ii. Note that COSLA’s President is seeking to ensure that COSLA is embedded in negotiations for a new UK or Scottish EU funding settlement  so that, regardless of the outcome of negotiations on funds, Councils remain eligible for funding for regeneration, economic development and employability; and
iii. Note this report and the oral update given at the meeting on latest developments.

Background

3. The result of the EU Referendum vote is clearly a significant one.  COSLA backed Remain on a cross-party basis and as an organisation we have a leading role and strong influence in Europe so we are clearly disappointed with the outcome.  We now need to consider the implications going forward, including on EU funds, as to ensure that whatever the final outcome of negotiations the status and financial resources available to Councils remain at least equal to what they currently enjoy.  
4. For background Local Government has been allocated around one third of the £1.3bn EU Structural Funds that are directly coming to Scotland between 2014 and 2020 and which are managed by the Scottish Government.  This essentially means funds for SME support delivered by Business Gateway, financial engineering via the new “Business Loans Scotland” all-Scotland Local Authority loan partnership, employability via CPPs, special funds on Youth Employment for 12 Councils in the West of Scotland (as it has a youth unemployment rate of over 25%). All these schemes are run by the Scottish Government Structural Funds Division.  This also covers the LEADER programme for rural communities’ diversification, the small business support scheme and rural broadband (together £95m, run by the Rural Division) as well as a very small ‘pot’ of about £6m for coastal communities run by Marine Scotland. 

5. Scottish Councils have access to much smaller ‘pots’ of fund by applying to interregional funds (INTERREG) or a variety of other EU funds but these are subject to forming partnership with partners from other EU countries and competitive EU-wide project calls.

Detail

6. COSLA officers have had a number of discussions with the Scottish Government and the UK Government on the impact on the referendum on current and future EU funding.

7. Under the scenario of UK leaving the EU our initial understanding is that given the EU budget operates on an annual basis, the potential cut-off point, possibly end 2018, would mean that monies already committed from 2014 could still be claimed and projects awarded as usual, with HM Treasury negotiating with the Commission and the European Court of Auditors the settlement of any outstanding issues (payments, irregularities) that might have arisen by that cut-off point. 

8. In other words existing awarded schemes could be launched, claimed, audited and reported as usual.  In any case the strategic intervention already agreed by Ministers contained a midterm review clause that would coincide with the eventual cut-off point – if it comes to pass for Scotland.

9. The Scottish Government has already been in touch expressing its understanding of concerns arising from Local Government.  It also confirms that that Scottish Government has legally committed European funds to existing projects up until the end of 2018 and in some cases 2019.  The projects being funded support important economic, employment and social priorities.  The Scottish Government, as Managing Authority, and Councils, as delivery bodies, have a duty to manage the funds responsibly.  Until it is clear how negotiations with the EU are to progress these important projects should continue.

10. Furthermore the UK Treasury has issued a formal statement confirming that monies for projects that have already been allocated up until this Autumn Statement, that will run after the designated day of UK departure of the EU, the UK would replace EU funds with UK Government money.  The same guarantee was not provided for EU funds that were due to be committed for the three remaining years of the present EU programming period 2014-2020.  It is also confirmed that monies spent under EU funding frameworks, regardless of their source should be spent, reported and audited in exactly the same way as at present. 

11. In addition to discussions with the Cabinet Secretary for Communities and Local Government, a meeting between the Europe Minister and COSLA will take place on 8 September, at which we are keen to press for additional reassurance and engagement with Local Government as negotiations proceed.
12. Further, the COSLA President has written to both the Secretary of State for Scotland and the new Minister for UK Negotiations on Scotland’s Place in Europe, copied to the First Minister and various other relevant Ministers, seeking a seat at the table in all negotiations relevant to Local Government.
Future scenarios post 2020
13. Looking ahead at the Brexit negotiations, members will be aware that they will be led by a newly created Secretary of State on Exiting the EU and a new Department that has been formed out of the Cabinet Office European Secretariat.  How the individual ministries dealing with EU Structural Funds (DEFRA, DWP, BIS, and CLG) will be engaged is still being negotiated in Whitehall.  However, both these Ministries and the Devolved Administrations, most certainly the Scottish Government following clear indications given to the First Minister by the new Prime Minister, will be embedded in the negotiations.  At the same time the Scottish Government will be developing and proposing scenarios that will retain a form of EU membership for Scotland, including on EU funds.

14. While there is a lot of uncertainty, even at UK ministerial level, about what will be the initial offer from the UK once Brexit negotiations start (by triggering “Article 50” of the Lisbon treaty), the following is our thoughts on what might be the likely initial offer from the UK to the EU for post-Brexit.
15. In essence it is expected the UK would continue paying into the EU budget and would seek to opt-in to a range of funds: Horizon 2020 for research, major capital investment on transport and energy (including retaining shareholder status of the European Investment Bank), Territorial Cooperation (Interreg), as well as some minor ones (security and home issues, for instance) deemed of mutual interest for the EU and the UK.  

16. Under that scenario the current Structural Funds (Rural, Regional, Maritime, and Social) would cease to be applicable to Scotland and the UK, as well as Farm Subsidies (known as CAP Pillar I).  We understand that work is underway in the relevant UK ministries to ‘sketch out’ domestic support schemes to replace the current EU funded schemes, following the same multi-annual, strategic investment principles.  On the positive side, such schemes would not require to meet the current EU audit and reporting burden, but on the negative side, it is highly unlikely that the UK Treasury would provide the same amount of match funding currently coming from the EU budget. 
17. Given the priorities of the new Prime Minister we are likely to see more focus under these new home grown funding schemes on employability and social inclusion, possibly by revamping and extending the use of city deals.

18. The obvious caveat is that this is our assumption on the likely direction of travel.  Even if the UK Government proposes something similar to what is suggested in this paper, it would still require the acceptance of the Commission and the Member States, possibly by requiring concessions from the UK on issues like restrictions to access the EU internal market for certain goods and services and retaining some form of freedom of movement for people.
19. In any event, and specifically on funding, whether Scotland retains a form of membership to the EU or clearly exits the EU, COSLA will seek to work with the Scottish Government to develop a post-2020 funding framework for our communities that keeps the level of funding, devolves responsibilities and ensures long term certainty currently provided by the EU Structural Funds.  

Conclusion

20. COSLA’s position is to work to ensure that the current status of Scottish Councils in the EU remains, including that of access to EU funds.  However, regardless the outcome of the negotiations, COSLA will insist that future funding schemes are available for councils to support economic development, social inclusion and skills regeneration and accessibility, at least at the current level, but with simpler management and less of an audit burden. 
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