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EXECUTIVE SUMMARY

The purpose of this report is to inform members of the Environment,
Development and Infrastructure Committee about the impending withdrawal of
UK Government funding following the end of the UK Shared Prosperity Fund in
this financial year, 2025-26 and the implications for Argyll and Bute.

The UK Shared Prosperity Fund provided just under £6 million to Argyll and Bute
between 2022-26. This current financial year, 2025-26, it is providing £1.417
million; £576,407 of which is funding external partners to undertake activity.

A recent letter from the Secretary of State for Scotland, UK Government (see
Appendix 1) to the Highlands and Islands Regional Economic Partnership
(HIREP), which includes Argyll and Bute, confirmed that the HIREP would not
receive a Local Growth Fund allocation for at least the next three financial
years starting from 2026-2027. There is no mention of how any funding may
operate beyond that period.

It is recommended that Members of the Environment, Development and
Infrastructure Committee:-

e Consider and agree a specific Argyll and Bute Council response to the
Secretary of State for Scotland, based on the HIREP response (as
contained in Appendix 3), further to the notification by the UK
Government that there will be no Local Growth Fund allocation to Argyll
and Bute for the next 3 financial years.
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INTRODUCTION

The purpose of this report is to inform members of the Environment,
Development and Infrastructure Committee about the impending withdrawal of
UK Government funding following the end of the UK Shared Prosperity Fund in
this financial year, 2025-26 and the implications for Argyll and Bute.

The UK Shared Prosperity Fund provided just under £6 million to Argyll and
Bute between 2022-26. This current financial year, 2025-26, it is providing
£1.417 million; £576,407 of which is funding external partners to undertake
activity.

From 2026/27 this fund will be replaced by four new funds, as follows:
e Pride in Place Impact Fund (PIPIF);
e Pride in Place Programme (PIPP);
e Growth Mission Fund (GMF); and
e Local Growth Fund (LGF).

The Local Growth Fund is the latest iteration of flexible regional funding, seeking
to drive regional economic growth. Its focus, objectives, activities and outcomes
are outlined in Appendix 2.

Argyll and Bute Council is one of two local authorities across Scotland
(alongside Shetland Islands Council) that will receive no allocation from the four
replacement funds noted above.

The reduced funding will negatively impact Argyll and Bute Council services,
community organisations and businesses

RECOMMENDATIONS

It is recommended that Members of the Environment, Development and
Infrastructure Committee:-

e Consider and agree a specific Argyll and Bute Council response to the
Secretary of State for Scotland, based on the HIREP response (as
contained in Appendix 3), further to the notification by the UK
Government that there will be no Local Growth Fund allocation to Argyll
and Bute for the next 3 financial years.
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DETAIL
Highlands and Islands Regional Economic Partnership

The Local Growth Fund follows on from the UK Shared Prosperity Fund
(UKSPF) monies that were allocated by the UK Government via the 32 Scottish
local authorities for the period 2022-2025, with a transition year of funding for
this financial year, 2025-2026. Regional approaches were encouraged but
implementation timescales were tight and only Glasgow City region was able to
develop a regional approach. UKSPF was part of a number of successor funds
to EU Structural and Investment Funds which were the main source of regional
funding, with Argyll and Bute Council benefiting from such funding up until final
closure of the 2014-2020 Programme in 2024.

This is first time that the UK Government has provided an announcement of
funding based on regional allocations through the eight Regional Economic
Partnerships established across Scotland. With no replacement allocation,
£32 million of funding will now be lost to the Highlands and Islands which will
have significant impacts across the region. For HIREP, a regional allocation of
funding, with flexibility to target geographically and on specific actions would
have been valuable in supporting delivery of the HIREP Regional Economic
Strategy.

As the Vice Chair of HIREP, ClIr Jim Lynch, sent a letter to the Secretary of
State for Scotland, see Appendix 3, to note the concerns for the Highlands
and Islands, including Argyll and Bute and to request further transitional
funding for 2026-27.

The letter raised significant concerns regarding the methodology applied to
allocate the Local Growth Fund. Allocations were based on gross disposable
household income (GDHI) per capita which instantly favours urban centres
and masks the higher costs of living and doing business (including transport,
travel, food, fuel and housing costs) for residents and communities across the
Highlands and Islands. The HIREP area, and indeed Argyll and Bute, contains
regions with very significant levels of poverty, many of which are in the lowest
10% in the Scottish Index of Multiple Deprivation; this is not clearly reflected in
GDHI as a measure.

As depicted in Table 1, taking a population weighted average for each REP
area would provide a more accurate indication of disposable income at the
REP level, showing that GDHI for the Highlands and Islands ranks fifth lowest
of eight REPs.
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Table 1: REP GDHI - 3 Year Average in 2024 Prices — Population Weighted

REP GDHI: Average Prices — Population Weighted
Ayrshire £21,634
Glasgow City £22,042
Tay Cities £22,563
Highlands and Islands £22,966
Forth Valley £23,120
South of Scotland £23,465
North East £24,776
Edinburgh & SE of Scotland £25,801

Source; GDHI Figures

Furthermore, the methodology as set out does not seem to have been
followed accurately. The methodology states that “Where a Local Authority is
part of two REPs, both REPs become eligible”. Given that North Ayrshire, with
a GDHI ranked fourth lowest in Scotland (first using a population weighted
average) is part of Highlands and Islands REP as well as Ayrshire REP, the
Highlands and Islands should have been eligible for Local Growth Funds.

It has also been noted that in England, Combined Mayoral Authorities were
allocated funding where their GDP per capita was lower than the UK average.
Given that the Local Growth Fund has the same focus and objectives UK-
wide, it is not clear why this methodology was not deemed suitable for
Scotland. Had it been adopted, the Highlands and Islands, along with five
other REP areas, would have been eligible to receive funding.

At time of writing this report, HIREP has not received a direct response to the
letter to the Secretary of State for Scotland.

Argyll and Bute

The lack of an allocation from the four replacement funds, in particular the
Local Growth Fund, to Argyll and Bute Council will have significant
implications.

The Argyll and Bute Council allocation for 2025-26 from the UKSPF is £1.417
million; down from an allocation of £2.635 million in 2024-25. The complete loss
of this funding will have an immediate and direct effect on council services, and
an impact on external partners, who received a significant proportion (circa 41%)
of the current UKSPF allocation.

The loss of funding for services delivered in 2025-26 by Argyll and Bute
Council is over £840k as follows:

e £201,113 to Business Gateway;
£337,500 to Employability;
£80,000 to Community Development to support Community Hubs;
£122,400 to Revenue and Benefits to fund the Flexible Food Fund; and
£100,000 to Transformational Projects and Regeneration which funded
the Vibrant and Living Spaces capital grant scheme.
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This means that from the next financial year, they may be no grant funding
available to support business growth through Business Gateway. Over and
above its core service delivery, Business Gateway has consistently been able
to access external funding to help our local businesses for at least the last 10
years, so this will be a significant change. External funds Business Gateway
has leveraged for business support over the years are:

e UKSPF Transition 2025-26 = £201k;

e UKSPF 2023-2025 = £517k;

e ERDF (LGAP) EU Structural Funds 2016-2023 = £834k; and

e LEADER (CBGP) 2013-14 = £51k.

Valuable support to the most vulnerable in our communities to relieve the
impacts of the cost-of-living crisis will no longer be available. The Council’s
Employability Service will have to scale back its activity, and funding to
delivery partners, as a crucial element of its funding is withdrawn.

A capital grant scheme that enabled investments in community spaces and
places (many of which generated significant economic activity) will be
withdrawn.

Vital support to tackle food poverty will need to source match funding from
elsewhere.

Argyll and Bute Council is in receipt of Community Regeneration Partnership
funding, £20m until March 2028, but this funding is targeted to predefined
projects where Full Business Cases were undertaken by UK Government
officials. Many communities will miss out who could have benefited from funding
opportunities delivered across the whole of Argyll and Bute.

External partners across Argyll and Bute received £576,407 of this funding (circa
41%) in this financial year 2025-26 as follows:
e £137,266 to InspirAlba for supported employment and graduate
apprenticeships;
e £54,000 to Argyll and the Islands Tourism Co-operative;
e £60,630 to Third Sector Interface Argyll for a positive destinations
programme which supported people into work and training;
e £19,365 to Highlands and Islands Enterprise to support graduate
placements;
o £203,022 to the Scottish Association of Marine Science to develop a
Robotics Academy programme; and
e £102,124 to Live Argyll to deliver adult numeracy and literacy
programmes.

The withdrawal of the funding will impinge significantly on the capacity and
capability of both the council and external partners to deliver across the three
priorities of the former UKSPF — People and Skills, Communities and Place, and
Supporting Local Business.
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On the 3™ December 2025, the UK Government published, an Interim
Evaluation Synthesis Report, which examined the perceived successes and
challenges of the UKSPF. It outlines that one of the benefits of the UKSPF was
its allocation through local authorities, who were able to use existing
partnerships to deliver activity quickly and efficiently, and ensure a continuity of
service. It was particularly noted that ‘successful delivery was almost always
built on pre-existing, and established foundations. This included strong
partnerships with the Voluntary, Community and Social Enterprise (VCSE)
sector, established governance boards, and experienced delivery partners.’ A
key challenge identified was in spending capital allocations. A significant amount
of the UKSPF was capital, which is identified as ‘misaligned with local demand’
which was primarily for revenue-based projects. It is important to note that the
nature of the new replacement funds directly contradict the findings in the
evaluation by removing administration of the funding from local authorities and
their established partnerships and transferring much of the funding to capital.

An evaluation of the UKSPF in Argyll and Bute has begun and will be completed
by June 2026. As part of that evaluation, we will seek to consider the direct and
indirect impacts of the withdrawal of UKSPF funding. The findings will be
presented to members at an Environment, Development and Infrastructure
Committee meeting later in the year.

CONCLUSION

The withdrawal of Local Growth Fund support from the Highlands and Islands—
and the complete loss of replacement funding for Argyll and Bute—marks a
significant change to funding in the region. The loss of funding combined with
the abrupt end to long-standing funding streams will have immediate and lasting
consequences for the local authority, partner organisations, and individuals and
businesses who rely on the services previously funded by the UKSPF and
formerly EU funds.

Despite clear evidence from the UKSPF evaluation undertaken by the UK
Government that locally administered, revenue-based funding delivered the
strongest outcomes, the replacement funds allocate no money to this well-
established activity in the HIREP area and Argyll and Bute. At a regional level,
HIREP is currently engaging with the Secretary of State for Scotland, particularly
around the inconsistent application of the methodology for the new funding
schemes and the inappropriate metrics used to allocate them.

Argyll and Bute Council and its partners must prepare for the withdrawal of more
than £1.4 million in annual funding and the direct and indirect impacts on service
delivery without crucial revenue funding previously afforded by the UKSPF.


https://www.gov.uk/government/publications/uk-shared-prosperity-fund-ukspf-interim-evaluation-synthesis-report/uk-shared-prosperity-fund-ukspf-interim-evaluation-synthesis-report
https://www.gov.uk/government/publications/uk-shared-prosperity-fund-ukspf-interim-evaluation-synthesis-report/uk-shared-prosperity-fund-ukspf-interim-evaluation-synthesis-report
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IMPLICATIONS

Policy — delivery of the Argyll and Bute Economic Strategy 2024-34 and
associated Economic Strategy Action Plan, 2025-28; Local Outcome
Improvement Plan (LOIP), 2024-2034; and the HIREP Regional Economic
Strategy, 2025-35 and associated 2-year Delivery Plan.

Financial — further to the conclusion of the UKSPF transition year allocation of
just over £1.4 million, there is no allocation to Argyll and Bute to replace this
funding over the next three years.

Legal - all appropriate legal implications have been taken into consideration.

HR — given the revenue element to the UKSPF funding, staffing requirements
have been built in under current project activity to deliver the predefined
interventions, outputs and outcomes. Staffing resources put in place to
administer, monitor and evaluate the overall delivery of the Argyll and Bute
Transition UKSPF Investment Plan are being supported for 2025-26.

Customer Service — none.

Risk - it is important that Argyll and Bute is not marginalised through a
regional approach that favours more densely populated areas. There needs to
be continued dialogue with the Scottish and UK Governments on the funding
allocations to remote, rural and island communities.

Climate Change — there were a number of net zero and climate resilience
interventions supported within the Argyll and Bute UK Shared Prosperity Fund
Investment Plan, 2022-2025 and ongoing for the 2025-26 UK Shared
Prosperity Transition Plan.

Fairer Scotland Duty - the Fairer Scotland Duty, Part 1 of the Equality Act
2010, came into force in April 2018. The duty places a legal responsibility on
particular public bodies in Scotland, such as Argyll and Bute Council, to pay
due regard to (actively consider) how they can reduce inequalities of outcome,
caused by socio-economic disadvantages, when making strategic decisions
and how this has been implemented. This has been considered as part

of remaining implications below.

Equalities (protected characteristics) - all activities will comply with all Equal
Opportunities policies and obligations.

Consumer Duty - all activities will comply with the council’s Consumer Duty.

Island Communities — interventions under the UKSPF have been delivered
across the whole of Argyll and Bute, including the island communities.



6.12 Children’s Rights and Wellbeing — the UKSPF funded the Council’s Flexible
Food Programme, which provided food and school clothing to families in need
across Argyll and Bute. The withdrawal of this funding may result in reduced
services.

Kirsty Flanagan, Executive Director responsible for Development and
Economic Growth

Policy Lead for Business Development: Councillor Math Campbell-Sturgess
17" February 2026

For further information contact:
Fergus Murray, Head of Development and Economic Growth
Tel: 01546 604293 and e-mail: ferqus.murray@arqgyll-bute.gov.uk

Ishabel Bremner, Economic Growth Manager
Tel: 01546 604375 and e-mail: ishabel.bremner@argyll-bute.gov.uk

Kevin Grant, Senior Development Officer
Tel: 01546 604491 and e-mail: kevin.grant@argyll-bute.gov.uk

APPENDICES

Appendix 1: Letter from the Secretary of State for Scotland to HIREP members, 8%
January 2026.

Appendix 2: Local Growth Fund Activities and Outcomes.

Appendix 3: HIREP Response to the Secretary of State for Scotland, 26" January
2026.
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Appendix 1: Letter from the Secretary of State for Scotland to HIREP members, 8t
January 2026

Highlands and Islands Regional Economic Partnership

8 January 2026

Dear Members of the Highlands and Islands Regional Economic Partnership,

The June 2025 Spending Review confirmed the end of the UK Shared Prosperity
Fund following a further transition year in FY 25-26, alongside a new, more
targeted approach to local growth funding from FY 26-27.

As part of the new approach, the UK Government launched four new funds: the
Pride in Place Impact Fund (PIPIF), the Pride in Place Programme (PIPP), the
Growth Mission Fund (GMF) and the new Local Growth Fund (LGF). Across these
new funding streams Scotland is receiving more funding in cash terms over the
next three years than it received under the UKSPF this year (i.e. more than
£228m over the next three years) to support economic growth, community
cohesion, regeneration and public realm improvements. This funding forms part
of more than £2 billion of UK Government investment for dozens of important
local and regional projects across Scotland over 10 years. The detailed allocation
methodology for the LGF, including the annual profile and RDEL and CDEL
splits, are available at: https://www.gov.uk/government/publications/local-growth-
fund-scotland-allocation-m ethodology.

Under this approach, the Highlands and Islands Regional Economic Partnership
did not receive a Local Growth Fund allocation. While | understand that this
outcome may be disappointing, | want to emphasise that your area continues to
benefit from substantial investment through other UK Government programmes.

The LGF is just one UK Government programme and the region is benefiting
from more than £300m in other investments including:
e £40.5m Community Regeneration Partnerships for Argyll &
Bute,and the Western Isles (£20.25m each)
e £39m to complete Local Regeneration Fund projects (formerly LUF),
including the Fair Isle Ferry and Elgin Town Centre masterplan.
e £25m seed capital funding for the Inverness and Cromarty Firth
Green Freeport


https://www.gov.uk/government/publications/local-growth-fund-scotland-allocation-methodology
https://www.gov.uk/government/publications/local-growth-fund-scotland-allocation-methodology
https://www.gov.uk/government/publications/local-growth-fund-scotland-allocation-methodology

e £80m in Pride in Place Programme funding (£20m each for Elgin, Sutherland,
Orkney, and Lewis)

e £119m to complete delivery of the regional growth deals (Inverness &
Highland, Moray, Argyll & Bute, and Islands)

The UK Government remains committed to supporting growth and opportunity in
every part of the country and will work to deliver that support in the most effective
way possible.

Yours sincerely,

THE RT HON DOUGLAS ALEXANDER MP SECRETARY OF STATE FOR SCOTLAND

CC’d to:
Argyll and Bute Council Jim Lynch Leader
Pippa Milne CEO
Highland Council Raymond Bremner Leader
Derek Brown CEO
Moray Council Kathleen Robertson Leader
Karen Greaves CEO
Na h-Eileanan Siar (Western Isles Council) Paul Steele Leader
Malcolm Burr CEO
Orkney Islands Council Heather Woodbridge Leader
Oliver Reid CEO
Shetland Islands Council Emma MacDonald Leader

Maggie Sandison CEO



Appendix 2: Local Growth Fund Activities and Outcomes
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i ased development ready land and sites

Activities

Expanded labour market reach across
functional cconomic arcas

Infrastructure Investment Improved ulilities and encrgy upgrades

Enhanced agglomeration benefils through

Increased physical connectivity mlegrated oty regians

Increasad digital connectvity

é
:
3

2 Increased uptake of adwce and growth services
Business Support Increased business innovabon and growth

Increased mnovation & rescarch and development

Stronger more competitive regional clustors

Increased dagital adoption by fms
Stronger network & supply chain integration

Better abgnment with emerging industry needs

Enhanced job readiness and employability Higher rates of economic activity
—»
Fnhanced digital Meracy and technical capabilty Highly skilled workforce

'
'
'
'
'
L
-
]
.
‘
[l
Il
]
1
1
‘
1
[l
1
'
Il
[l
[l
1
'
1
‘
1
[
]
'
i

Auanonpoud jeuoibal pasoidw
ymoub oiwouoos Bunueisyorny

Skills Development

Outcomes People

Increased uptake of raining/apprenticeships

Assumptions:

Local Growth grant funding operates within a wider landscape of departmental and national funding streams.
Grant funding is part of a wider capital stack, helping uniock institutional and pnivate finance alongside other public and private sources.




Appendix 3: HIREP Response to the Secretary of State for Scotland, 26" January 2026
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Secretary of State for Scotland

Rt Hon Douglas Alexander MP

UK Government

Queen Elizabeth House

Edinburgh

EH8 8FT

Sent by email to: SOMinisterialCorro@ukgovscotland.gov.uk

Cc: douglas.alexander.mp@parliament.uk
26th January 2026

Dear Secretary of State,

UK Local Growth Fund

| am writing on behalf of the Highlands and Islands Regional Economic Partnership
(HIREP) regarding the announcement on 8th January 2026 that the HIREP area
(excluding North Ayrshire Council) will not be in receipt of an allocation from the Local
Growth Fund. The lack of replacement funding from 2026/2027 onwards for the UK
Shared Prosperity Fund (UKSPF) (worth over £32 million for the Highlands and Islands
since 2022) is of considerable concern to HIREP members.

While previous targeted funding of circa £300m for the Highlands and Islands is
recognised, the UKSPF was one of the few sources of funding for local economic growth
in recent years that was predominantly revenue-based, supporting essential services such
as employability which funded work placements, accredited training and skills
development (specifically to maximise the skills of the available Highlands and Islands
workforce to better align with emerging industry needs such as clean energy), and
business support. Revenue funding is critical for sustaining regional and local programmes
that create jobs, grow GVA and household income. In transitioning to allocations through
the Local Growth Fund, we had hoped that funding levels and the flexibility that allowed
the region and sub regions to address key challenges would be maintained.

With UKSPF funding ending in March 2026 and no LGF allocation, this will result in
redundancy notices for indicatively 23.8 FTE staff (barring redeployment opportunities
which are likely to be limited) within councils and partner organisations and the suspension
of vital services relied upon by communities, This could be avoided with the award of
transitional funding for 2026-27.



It is disappointing that the main allocation criterion for identifying priority areas and
determining Local Growth Fund allocations is based on gross disposable household
income per capita which instantly favours urban centres and masks the higher costs of
living and doing business (jncluding transport, travel, food, fuel and housing costs) for
residents and communities across the Highlands and Islands. Indeed, the HIREP area
contains regions with very significant levels of poverty, many of which are in the lowest
10% in the Scottish Index of Multiple Deprivation.

Even accepting use of a single indicator, taking a population weighted average for each
REP area would provide a more accurate indication of disposable income at the REP
level, showing that GDHI for the Highlands and Islands ranks fifth lowest of eight REPs.

Furthermore, the methodology as set out does not seem to have been followed accurately.
The methodology states that “Where a Local Authority is part of two REPs, both REPs
become eligible”. Given that North Ayrshire, with a GDHI ranked fourth lowest in Scotland,
is part of Highlands and Islands REP as well as Ayrshire REP, the Highlands and Islands
should have been eligible for Local Growth Funds.

We also note that in England, Combined Mayoral Authorities were allocated funding where
their GDP per capita was lower than the UK average. Given that the Local Growth Fund
has the same focus and objectives UK-wide, it is not clear why this methodology was not
deemed suitable for Scotland. Had it been adopted, the Highlands and Islands, along with
five other REP areas, would have been eligible to receive funding.

To enable HIREP members to deliver on shared priorities, we urge the UK Government to
reconsider and provide the Highlands and Islands with a Local Growth Fund allocation,
with appropriate revenue funding, to maintain vital service provision and continuity of
support provided by public and third sector organisations, and to support delivery of our
HIREP Regional Economic Strategy.

Thank you for your attention to this matter. | and my fellow HIREP members would
welcome the opportunity to discuss our concerns further and work collaboratively to realise
a Local Growth Fund allocation for the Highlands and Islands.

Yours sincerely,
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Clir Jim Lynch
Vice Chair — Highlands and Islands Regional Economic Partnership



