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Auditor General for Scotland

The Auditor General's role is to:

« appoint auditors to Scotland’s central government and NHS bodies
» examine how public bodies spend public maoney

« help them to manage their finances to the highest standards

+  check whether they achieve value for money.

The Auditar General is independent and reports to the Scottish Parliameant
on the performance of:
+ directorates of the Scottish Governiment
« government agencies, eg the Scotush Prison Service,
Historic Environment Scotland
+  NHS hodies
« further education colleges
+ Scottish Water

+  NDPBs and others, eg Scottish Police Authority, Scottish Fire and
Rescue Service.

You can find out more about the work of the Auditor Genaral on our website:
www.audit-scotland.gov.uk/about-us/auditor-general *

Audit Scotland is a statutory hody set up in Aprit 2000 undar the Public
Finance and Accountability (Scotland) Act 2000. We help the Auditor General
for Scotland and the Accounts Commission check that organisaiions
spending public money use it properly, éfficiently and effectively.
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Summary

Key messages

1

The college sector has continued to exceed the national target for
learning but delivered slightly less activity than in 2014-15. Two regions
failed to meet their target resulting in a reduction in funding for one
college. The Highlands and Islands region met its overall target but
two colleges within the region failed to meet their targets. The Scottish
Govearnment currently prioritises full-time courses for younger learners,
and changes in demography and in school ieaver destinations will
make it harder for the sector to continue to achieve the national target.

Student numbers decreased slightly in 2015-16 and FTE is at its
lowest since 2006-07. Both full-time and part-time student numbers
fell in 201516, with the latter decreasing at a greater rate. Most of the
reductions in 2015-16 were in the 16-24 years old age group. Overall
demand for college places is still not recorded at a national level, se it the college
is not possible to say whether the decreases reflect a fall in demand.

sector
Student attainment improved in 2015-16. The overall percentage of continued
full-time further education students successfully completing their

to exceed

course ingreased in 201516 (from 64 to 65 per cent). Mest full-time
students continue to be satisfied with their college experience. At least  {g rgets for
83 per cent of students who achieve a qualification go on to a positive

destination, such as further study, training or employment. Iearr“ng
but faces

The financial health of the college sector remains relatively stable but . .
financial

has deteriorated since 2014-156. The underlying deficit has increased
to £8 million (representing one per cent of income) and colleges hold challenges
£11 million less cash than in 2014-15. Four colleges face particular

challenges to their financial sustainability. Staff costs remain the
highest area of expenditure and have increased as a percentage of total
spending. The number of peopie employed by colleges has increased
by six per cent over the last two years.

Total Scottish Government funding to the college sector will increase
by five per cent between 2015/16 and 2017/18, though the bulk of this
increase relates to a capital proiect at a singie college. Funding for
running costs will increase by one per cent, but colleges face a number
of financial challenges. In particular, in June 2018, Colleges Scotland
estimated that implementing national bargaining could cost around £80
mitlion (not adjusting for inflation) over three years. The sector has still
to develop longer-tarm financial planning in order to support financial
decision-making that tekes account of both immediate and future

COSl pressures.




Recommendations
The Scottish Government and the SFC should:

* model how changes in demography and school leaver destinations
affect the ability of colleges to continue to meet the national learning
activity target

* compleie the national estate condition survey and use this as a basis
to prioritise future capital investment

¢ work with colleges to assess demand for college courses across
Scotland, in accordance with our recommendation last year, in order
to plan future education provision,

The SFC should conclude its work to:

* specify the adjustments that should be made to the financial position
reported in college accounts, taking account of the approach we have
used in this report, in order to reach an ‘'underiying financial position’
that reflects the immediate financial health of each college

* require each college to include, within its accounts, the underiying
financial position

e specify the common assumptions to be used by colleges when
developing longer-term financial plans.

Colleges should:
e prepare longer-term financial plans, as we recommended last year, in
order to support financial decision-making that takes account of both

immaeadiate and future cost pressures

* calculate the cost of harmonising staff pay, terms and conditions and
inctude these in their financial plans.

About the audit

1. This repoit is the latest in 2 series that provides an overview of the collegs
sector In Scotland. It gives an update on college finances and an analysis

of Izarning activity: We haye set out our methodalogy in Appendix 1. Ou
pravicus reports have commentad on the varous changes which have taken
place m tha secter in recent years including regionalisation, college mergers and
reclassification of colleges as public bodies." ?

2. Scotland's collegas play an impormant role i helping te achieve sustanable
economic growth by coriribliting te the development of'a highly educated and
skilled workfarce. In 2015-16, there were 220,680 studants at incorporated
colleges: They are the main providers of further education (FE) in Scotlancd,
and alan provide a signficant amoeunt of higher edugation (HE), with around
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47,000 studants studying at HE level at college in 2015-16. The callege sector in
Scotland cornprises 20 incorporated colieges and six non-incorporated colleges
organised into 13 college regions (Appendix 2)° Ten of these regions consist of
one callege. College boards in these regions have been designated as regional
college boards. The threg remaining regions (Glasgow, Highlands and Islands, and
Lanarkshire) consist of mere than cne college. The individual colleges in these
regions are @ssigned to a regional body. The regional bodies for the three multi-
college regions are:

 Glasgow Colleges’ Regional Board (GCRB)
¢ The Lanarkshire Board®
* University of the Highlands and Islands (LIHD.

3. UHI delivers its education through the various colleges within the Highlands
and Islands region. Thus any higher education provided by a college is on behalf
of UHI. Any further education delivered by a college is on behalf of the region.
This differs from colleges eisewhera which deliver a mixture of further and
higher education on behalf of the region. The participation data included in this
report does not include information about students studying higher education
through UHI.

4. Colleges prepare their accounts based on the academic year (1 August fo
31 July). This ditfers from the Scattish Government's financial year which runs
fram 1 April to 31 March. We use the convertion 2015-16" when referring 1©
figures from colleges’ accounts, or relating to the academic year; and '2016/16"
when referring to funding allocatians made in'the Scottish Government’s
financial year.

5. A revised Statement of Recommended Practice (SORP) ntroduced in 2015-16
resulted in changes in how colleges prepare their accounts. SORPs are sector-
driven recommendations on accounting and related practices as approvad by

tha Financial Reporting Councit {FRC), the UK body responsible for promoting
corporate governances and reporting. The figures for the previous yearars nomally
included in accounts to heip make comparisons: As the revised SORP requirad
colleges 10 restate the prioryear financial figuies, the 2014-15 financial figures
included in the 2015-16 accounts may ditfer from those included in the

207415 apcounts. We have used the 2014415 financial figures as presentad in

the 201516 accounts in this report.

6. Unless we staie otherwise, all financial figures in the body of this repert are in
real werms, thiat is, adjusting for inflation. The base vear for this report is 2015416
and GDP deflators from December 2016 have been used o caiculate the real-
terms figures for other years.®
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Part 2

College finances

Key messages

1 The financial heaith of the college sector remains relatively stable but
has deteriorated since 2014-15. The underlying deficit has increased
to £8 million (representing one per cent of income) and colleges hold
E£11 million less cash than in 2014-15. Four colleges face particular
chailenges to their financial sustainability.

2 Staff costs remain the highest area of expenditure and have increased
as a percentage of total spending. The number of people employed by

colleges has increased by six per cant over the last two years.

3 Total Scettish Government funding to the college sector will increase
by five per cent between 2015/16 and 2017/18, though the bulk of this
increase relates to a capital project at a single college. Funding for
running costs will increase by one per cent, but colleges still face a
number of financial challenges. In particular, in June 2016, Colleges
Scotland estimated that implementing national bargaining could cost
around £80 million (not adjusting for inflation) over three years.

4 The SFC is coordinating a national estates condition survey to inform
the preparation of a sector capital plan. The sector has still to develop
longear-term financial planning to support financial decision-making
that takes account of both immediate and future cost pressures.

The financial health of the sector remains relatively stable but
has deteriorated since 2014-15

32. The ssctor reported an overall deficit of £19 million in colleges’ 2016-16 auditad
accounts. After adjustments are taken into account (outlined in Appendix 1, and in

ine with adiustments made In last year's report?, the underlying deficit s £8 million.

This represents one par cent of 1wotal income (£855 million), and is a detarioration
frormithe underlying de =1 million in 2014-16 (Exhibit 5, page 17). Eleven
collegss had an underlying deficit in 2016-16, compared 1o 8 in 2014-15.

college
finances have
deteriorated
— funding will
increase in
2017-18 but
implementing
national
bargaining

is likely

to involve
significant
costs
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Exhibit 5
College sector financial results
The underlying financial position has deteriorated since 2014-15.

2014-15'

{fm)

eported surplus/{deficit (10 {19)
Asset revaluatien reductions B 4
Pension adjustments 14 12
Donations to arm's-length foundations (ALFs) 7 0
Net Depreciation cash spending” B 9
Non-Governmeant capital grant (23) (14

Underlying surplus/(deficit) (1) (8)

Notes:

. The 2014-15 position differs friom the L3 millllan deficlt we presenter in 2016 as ail colleges have
now adupted an sccounting adiustment in respact of employeas' untaken legve at the yaar-and,
whera previously only-somu colleges had adopted this.

2. The 2015416 net depreciation cash adiustment figure is based on figuras presadted in the 2015-16

collega accounts and returns provided by colleges to the SFC. Tha 201415 figure is based an an
snalysis performead by the SFC in 2016 with somg further adiustmems as advisad by colleges.

Sourca: 201516 audited college acconnts; Governance and finanaial health of the college-sesto::
Analysis of 2018-18 financial statements, SFC. March 2018

33. A organisation’s bal tindicates its averall finanoal health. It reports the
value of assets sat
value of financial obhi 1'41..|n=:: ~.--£.5||.,,h an organisation is required to meet,

for buying

ANCE

weld by an organ: including properties and equipment. [t alsc

raports the

} goods ancl
and any outstanding loans. Comparng these =5 tha net
stion's financial obligations outweigh

& incllide any amounts owed at the b

SR, N StUEg

his results in a ‘net labilit i This measure can be |

(Exhlblt 6). Howaver, net assels

ﬂ*lprt actions taken by colleges and are outsids

indicator of the college sectar's

include some tems which do not

thair immed

te control, such as pension liabilities. The impact of the new SORP on
the net asset position is coveren in Appendix 1.

Exhibit 6
College sector net assets position
The net assets position deteriorated in 2015-16.

2013-14 201415

(£Em) {Em)
Sector net assets 261 257 209

Miumbe ~ s
- X 3 e
it liadi
012-13 figurea ha 10t baen recalouiated umder the naw SORP -_'w are not available on a

thi table,

£0ns nt hasis with figur r years and have not hesn

B autlited collage accounts
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34. The rsasons for the movermeants weare:

* an inecrease in the value of fixed assets (due to new properties at City of
Glasgow and Invermess colleges)

e anincrease in longer-term financial obligations (due 10 the financing foi
new praperties at City of Glasgew and Inverness colleges and increases in
pension obligations)

o adecrease in curent assets (due to a reduction in the amount of cash held).

35. The amournt of cash held by colleges has decreased since colleges were
reclassified as public bodies in 2014, and raduced by £11 million in 2015-16

(from £55 rillion to €44 million). This is included within current assats in college
balance shests, The SFC's financial memorandun sets out the terms and
conditions with which colleges must comply.® It recommends that colleges
rmaintain cash balancas at a minimurm, consistent with the lavel of funds required
1o maet any relevant liabilities. A target amount is not specified. Four colleges
have maintained cash reserves specifically to pay off cutstanding loans and other
financial commitments. Balances for these collegss are thersfore expactedto
reduce year on year. These repayments in 2015-16 wers £2 million. The reduction
in cash balances (over and above these repayments) has contributad to the
facliiction in the net assets position n the balanoe sheet. Two colleges (Moray
College and New College Lanarkshire) have also experienced problems in their
management of cash, as described in Exhibit 7 (page 19) and Exhibit 8

{page 20).

Four colleges face particular challenges to their financial
sustainability

36. The Auditor General for Scotland has the power to prepare a statutory report
{under section 22 of the Public Finance and Accountability (Scotland) Act 2000)
to draw to the Scottish Parliamant’s and the public's attention matters of concern
arising from an audit of accounts. The Auditor General prepared three such
reports based on the 2015-16 accounts of Edinburgh Caliege, Lews Castle
Callsge and Moray College (Exhibit 7, page 19).
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Exhibit 7

Three colleges with financial challenges in 2015-16
The Auditor General for Scotland prepared statutory reports on Edinburgh College
in 2016 and 2017, and on Moray College and Lews Castle College in 2017.

College Description of issue

Edinburgh College  Tha college reported deficits in 2014-15 and 2015-
16. A decision by the SFC 1o recover funding from
the college for unde-delivering activity in 2014-15
led to ths college identifying underlying problems
with student racrutment and with its curriculum. The
college is implermenting a business transformation
plan, with significant financial suppart from the
5FC. Tha college anticipates cantinued financial
challenges untl 2018-19, when it expects to réturn 1o
a surplus position.

Lews Castle The college has persistently under-deliverad against
College its FE activity target over a long period (at l2ast aight

vears). The level of underdsivary has increassd
significantly aver the last four vears, and it deliverad
only 80 per cent of its FE target iy 2015-16. While

the colleae is-not it immediate Tinancial difficulty,
conunued under-delivery could result in financial
panalties, 4 reduction in funding, or both of these. [tis
working with UHI and the SFC to implement changas
10 its operating model. The college and UH| have also
agreed areducead activity target for 201718

Moray College The collage raquired anadvance of funding from UM
to meet shert-term obligatons iy 2015-16. This was the
sacond year the college had required such an ativance.
The college had problems with financial management
and planning, and the auditor concludead that
fundamental changes were required for the college to
achieve financial balance. The college has developed &
recovary plan and is working with UHI and the SFC to
implemant the plan.

Note: 1. The 2015/16 alidit of Edinburgh College, Auditer General for Scotland, March 2017; The
2015/16 audit of Moray College, Auditor General for Scotland, Margh 2017; Tha 2015/16 audit of
Laws Castle Cotlege, Auditor General for Scotland, March 2017.

Scurce; Annual audit reperts and 2015-18 audited sollage accounts

37. In addition. Mev College Lanarkshire has experienced difficulties during

2016-17 (Exhibit 8, page 20).
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Exhibit 8

New College Lanarkshire has requested support from the SFC
during 2016-17.

Description of issue

In its financial statements for the year ending 31 July 2016, the coliege reported
a deficit of £1.953 million (equivalent to around four par cent of 1atal ncome).

In the performance repor that accompanied the accounts, the college made
adjustments for non-cash items that reduced the defiait to £562,000. However,
the college was aware that its underlying position was a deficit of around

£2.1 million (consistant with our analysis). In the annual audit report for 2015-
16, the suditor tughlighted that the callzge's cash balances would be under
significant pressure going forward.

During 2015-2018, the college had faced cash fiow pressures and had taken
steps to mitigate these by adjusting tmescales for payments for debtors and
creditors. However, the steps @ken by the college did not address underlying
cash flow prablems. The college was in discussion with the SFC abaut its
financial position from July 2016 and cash flow forecasts providedito the SFC
from September 2016 indicated that the college would have a significant cash
shortfall by March 2017, In December 2016, the cash shortfall at Mareh 2017
was estimated to be £2.118 miillion.

The callege attributes the cash shortfall to a combination of lower than expected
levals of fee income and higherthan expected costs assaciated with national
barganing, penslons and national insurance contributions. In Marcl 2017, the SFC
agreed to provide an advance of £2 milion of the collegs's remaining 2016-17
allocation, on the condition that the college develop a plan to address known cost
pressures. At the time of this report, the college is working with the SFC to agres
the plan, which s expected to cover a five-year perlod.

Source: Audit Scatland, New College Lanarkshire and the SFC

The SFC remains the largest source of funding for colleges

38. We compared college income and expenditure figures for 2015-1610 2012-13
(Appendix 1). Overall incorme to colleges has reduced by £25 million (four per
cant) since 2012413 (Exhibit 9, page 21). The SFC remains the largest source

of funding to the sector, at 73 per cent of total income. This percantags has not
changed since 2012-13 although the amount of SFC fuinding has reduced by £156
mihion. SFCHunding vanes from 58 per cent at Perth College to B3 per cent at
Lyrshire College. Calleges which sam mare incame frorm ather saurces have

a lower percentage of their income from the SFC. The income can be derived
from courses which attract funding from employers. The Student Awards Agency
Scotland (SAAS) also provides funding for HE courses. When this s included,

79 per cent of college income in 2015-16 was from Scottish Gaovaernment sourses
compared to 78 per cent in 2012-13.
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39. The reduction in SFC funding has eccurred at the same time as the college
sector's other sources of income ~ including tuition feas, education contracts and
donations and investment - have decreased. The combined reductions mean the
college sector is working with less funding and less flexibility.

Exhibit 9
Analysis of income to colleges
The level of income to colleges has reduced by four per cent in real terms.

Type of income 2012413 2015-16  Difference

(Em) (Em) (Em)
SFC income 496 48 15

Tuition fees and contracts 119 117 {2)

Daonatians, encdowments and
investrmant income

3 1 (2)

Othar incomea 62 &6 (6)

Total income 680 655 (25)

Note: Colleges received £38 million of funding fram SAAS in 2016-18 (E38 million in 2012-13).
This ingomi is included in Tuition fees and contracts.

Sourge: 201213 pihd 20715-16 auditad collega accounts

Staff costs continue to be colleges’ largest area of spending

40. Colieges’ 1otal spanding has decreased by £9 milion (one per cent of total
spending) since 2012-13 (Exhibit 10, page 22). This is due in part 1o a £19
milleon raduction n exceptional costs (€18 million of which related o staff
severance), Colleges also reduced depreciation costs by £2 million and other
operating expenditura (relating to tems such as maintaining college properties
and paying for utiites) by £17 million. These reductions have baen offset hy
increasas in staff costs (paragraph 41) and interest paymenis. The latter having
ncreased by £5 million due te non-profit distributing (NPD) building projects at

two colleges (City of Glasgow and Inverness).®

41. Staff costs continue 1o be the largest area of spanding for colleges and have
mereasad by £24 million since 2012-13. Staff costs have increased from 62 par cent

of total spending in 2014-15 10 64 pereent in 2015-16. This figure is'not separataly
identifiad in accounts but colleges estimated additional casts of £6 mullien n 201516
as a result of inoreases in pensions and national insurance contributions. Other parts

of the pubilic secter have aiso sesn neeasss in swaff costs due to thess changes. A
further £7 milion is-due 1o accounting adustmeants relating 1o pension cbligations, and
£1 millien due to the introduction of an accounting adustmernt for untaken annuel leave
at the and of the year. The remaning £10 mitlon increase n staff o
due (at least in part) to the increase in the number of people emploved by colleges.

~ould also be a factor.

35 s lkaly 1© be

| 21
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Exhibit 10
Analysis of college spending since 2012-13
Spending has decreased by £9 million since 2012-13.

Type of spending . - Difference

(Em)

Staff costs 409 433 24
Exceptional staff costs 25 7 (18)
Qther exceptional costs 2 1 {1)
Qther operating spending 183 166 {17
Dapreciation 49 47 (2)
Inmerest payabie ! 2 5

Total spending 672 663 {9)

Source: 2012-13 and 201516 audiled callegs accounts

The number of people employed by colleges has increased by six
per cent over the last two years

42, I 2011-12 betore the Scottish Government's reform p’u Jramme, colleties
amployad 11,290 stafi (i {h (Exhibit 11, page 23). This fell 1o 10,238 i 2013-14

{@ recuction of nine per cent), and increased to 10,898 by zu :'n-lrf. (@ orsase of six
per cent since 2013-14), despite the large number of departures asse
Scottish Gevernment's reforim programime ed mergers: Thr number
of nonaeaching staff has increased by 343 (mp per cent) since 2013-14. Colleges
with the mast significant ncreases told us that the main réasoens are servicas being

iated with the

brought in-house, curmculum changes arid employing more apprantices:?
43. Teaching staff nurnbears have risan by 317 (five per cant) since 2013-14. From

tiscussi ‘or the increasess are nereasn Q credits

n'with colleges, the main reasons

targets tor expanding colleges (ing éwiln___ sropean funded plages) and changes in
curficulum or service delivary, An element of tf 18 INcrease is also due to changes in

prio-year figures. This was caused by-a cornbination of an sight-rmonth accouriting
ging of different information systems.

panod and the mear

commended that colleges should implement a more
slanning. > Colleges Scotland is leading work
tor “h—m \;\ C .m arce for the future’. This aims to create a it

for purpose, cost effective and professional workforee w© mest the nesds of the
collage sector in the future'® 2 The sector intends fo use the agreed "Workforce

for the future’ vision 3as the basis for future workforce plans
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Exhibit 11

Staff levels in incorporated colleges from 2011-12 to 2015-16

Staff numbers decreased following the programme of mergers in 2012-13 but
have been increasing for both teaching and non-teaching staff since 2013-14.

12,000
eyl

10,000

E 3,000 @
g - » =
= ; —i—
2 6000 =
& @ [ 3 = |
£ 4000 — -
w
2,000
2011-12 2012-13 2013-14 201418 2015-16

Financial reporting year

@ All staff @ Taaching Q Non-teaching

Souree: 2011412 10 2015416 avdited coliege apcounte

Scottish Government funding to the sector will increase in
2017/18

45. The Scottish Government anno.nced the budgst for 2017/18 in December 2016.
The Scottish Government's allocation 1o the sector had decreased betweep 2008/10
and 2074/15. The allpcation nereasad sliahtly m 2015/16 1o £557 million, and again

in 2016/17 to £577 milion. In its Decamber 20186 buriget the Scattish Government
indicated that it will provide a total of £582 million for colleges in 2017/18, a rige of
five per cent frorm 2015/16 (Exhibit 12, page 24).

46. Tha Scottish Governmeant funding allocation 1o the: sector is in twao distinet
parts. The larger part {95 per cent in 20156/16) is calied revenua funding and is
used to fund running costs such as paving staff and buying goeds and services.
The sector 1§ due to receive an increase in revenue funding of £5 millien (one
per cant) in 2017/18. The Scotush Govemment's draft budget annolincement for
2017118 stated that this increase Is 'to-ensure that colleges continue 10 add value
to the econemy and offer oppertunites to adults of all ages. It also stated 8
gormrritment for the sector to continue to provids 116,000 FTE ccliege placss.,

47. The second part is capital funding, which 1s used to buy or buila new assets
and enhance existing ones. This is due tonse by £21 rmillion;, £18 millon of which
(90 per cent) is for a single projact at Forth Valley Cellege.

| 23
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Exhibit 12
Scottish Government funding to the college sector
The Scottish Government has confirmed a one per cent rise in revenue grant funding (in real terms) for 2017/18.

J00
800
= 500
400
@
S 300
i
200
100

201415 2015/ 20186/17 201718

Scottish Government financial years

College capital funding . College revenue fupding . Druft college ravenue funding Draft collegs capital Rinding

i“l cations do not include sdditional amounts providad to the collage seator to support NPR unitary charges.
£y, 20M8/17 - £2dem; 20707/18 ~ £28rm (all (n raal 12rms)

ittdlsh Government has made inwear adjustments to transler an slemant of the capitil aliccation 1o

(014/15 ~ £12m; 2015/18 = £10m:; 2016/17 - £17m {all in real tarms). We have not incorparated these

:. Sm e 201415 the

Thessw
3 1 bhe exhihit,

Source: Seottish Governmant draft budgets and budget ravisions (2014/15 1o 2017/18)

Scottish Govarnment e allpcation o s
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. the regional boc .
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(paragraphs 55— 57)
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The college sector continues to face a number of significant
financial challenges

50. The college sector faces several financial challenges, as described in the
following paragraphs.

National bargaining

51. Negatiations on pay and conditions for college staff are now conductsd

at a sector level, with a negotiating committee structure comprised of sector

and trades union representatives. Prior 1o this, negotiations took place at each
college, which rasulted in differences in rates of pay and in @rms and conditions,
Negotiations cover annual pay increases and harmonisation of pay and conditions.
Annual pay increases for 2015-16 and 2016-17 were agreed separately for both
lecturing and support staff in 2016 and 2016.

52. Marmanising pay and conditions has been difficult. While negotiations are
underway, details have still to be agreed and differences batween the parties
have already led to sorme employees taking industrial action, In Colieges
Scatland's June 2016 spending review submission te the Scottish Governmertt,

it estimatad the cost of implamenting national bargaining to be £79.5 millon (not
adjusting for inflation) over a three year period. Following the latest rounds of
negotiation, both the Scottish Government and the SFC have been working with
Colleges Scotiand o produce a final estimate of the cost of implementing national
hargaining and this will be considered as part of the spending reviewy procass.

Student support funding

53. Collegeas receive 2 separate allocation for student support funding to pay for
things suich as blisaries, childeare and discretionary funds (discretionary funds
replaced hardship funds from 2007-08). College accounts repart that £101 mllon
was paid out In student support payments in 201516, In 2014-15 the figure was
highar (£130 milian) but this maniy reflected the 16-mpnth accounting penod, In
2014-15, the Scottish Governmant authorised colleges to use depreciation funding
o meat any shortfall in student suppart funding (paragraphs 65-67). In 2015-16,
colleges were again authorised to spend depreciation funding on student suppart.
The 201516 accounts report that £1 million of depreciation funding was spent on
student support. it is not possible to draw an equivalent figure for 2014-15 as some
colleges did not include this detall in their accounts. The Scottish Governmant

has commissioned a review of student support funding, which is dueto report s
findings inautumn 2017,

European funding

54, Ths Ministerial letter of .guitlance from Ocicber 2013 requested that the

SFC should, in collabioration with SDS and ¢olleges, ‘maximise funding available
through the 2014-20 Eurgpean Funding programme’® In response. the SFC has
administerad several programmies such és the Youth Employment Initiative, which
will snd in 2017-18, and Develaping Scotland's Workforee which will run wntil
2020-21, These programimes are parl European funded. in towal, these projects
will provide £70 million werth of funding between 2014-16 and 2017-18.% Colleyes
receiving these funds will have to:plan for the end of these programmes. The UK
Government's commitment to provide certainty regarding future European
funding means that the decision 1 leave the European Unien sheuld not affect
these programmes.®
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New funding model

55. The SFC is changing the way it allocaes funding to college regions.
Allocations are based on the amount of lgarning activity that colleges provide.
Previcusly, coursas were weighted to recognise that some colirses cost more to
run than others, The SFC has developed a new funding maods! which remaves
the weightings and instead categorises courses into five price groups. The SFC
has also changed the way it provides funding for colleges to help students with
additional suppert needs and to reflect rurality.

56. The SFC is introducing the funding mode! en a transitional basis, starting from
2015-16. This 13 intended to avoid collzgss expenencing significant changes to
thenr funding 1n a shart tmaframe. During this transitional period, the SFC has
guaranteed that no college will receive a reduction in funding of more than one
per cent in any one year (unless the college agrees to a larger reduction). The
SFC expects that the new funding madel wil be fully implemented by 2020-21.
The SFC's madelling indicates that, had the mode! been fully implemented in
2015-16, six regions woulld have received a 1otal of £1.3 million more funding
than they did, while the remaining sever would have received £1.3 million less.®
Highlands and Islands’ allocation was ene and a half per cent below what the
region would have received under the new modsl. The differences for the other
fiva regioris: which would have received more funding under the néw model
amounted to less thanone per cent of the region’s allocation.

57. The final funding allocations for 2017-18 show that the funding for three
ragions will b in line with the new model * Of the temainder, four will receive
less and six will receive more than under the new model. Most ditferences are
l@ss than two per ¢ent. Two ragions (Ayrshire, and Dumfries and Galloway) ars
duie 1o receive three and four per cent more than they would have, had the new
model been fully implemented ** Al regions (and colleges) should be working to
match their futwe budgeats to the allocations under the new model.

The SFC is coordinating a national estate condition survey

58. The current Scottish Government capital aliocation to colleges is not enough
to pay for sigmificant capital projects, other than that for Forth Valiey College, Last
year we highlighted that there was no national candition survey of the college
sector estate on which to base capital allacations. The SEC is coordinating an
exercise to detarmine the condition of the college estate - that is, all property. that
colleges own. It igdus tobe complete n July 2017 after which a natonal cagital
plan will be developed. This follows a recommendation in our report last yaar o
determine the currant condition of the college estate and prepare a plan to ensure
that it is fit for purpose. 3

59. The Scottish Govarnmant is supporting investment of over E300 million t@
tha college sector through the NPD programme.® This is a form of public private
partnership administered by the Scotish Futures Trust. Colleges receive funding
for NPD assets as part of their revenue allocation. This s currantly not available

o colleges for new building projects because the Scottish Governiment is
considering the impact of guidance issued by Eurostat (the statistical office of the:
Eurppean Unionl.

60. Colleges can also apply for funds from arm's-length foundations. [ALFs).
These are independent, charitable bodies which were set up when collegas were
reclassitied as public bodies: As colleges could ne longer retain significant cash
resgrves as 4 result of public sector rules, colleges danated £99 million 1o ALFs
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in 2014, with a further £7 million donated in 2014-15. Colleges’ accounts report
that £42 million was received from ALFs in the last two years. The majority of
this (€39 million) was used for capital spending. ALFs prepare annual sets of
acoounts but these do not conform to the college acadernic year, and so cannot
be compared directly with college accounts.® The ALFs' accounts report that
they held £57 million in 2016. Colleges farecast that they will require a further
£34 million of funding frem ALFs for capital projects from 2016-17 1o 2018-19.

The sector has still to develop longer-term financial planning to
support financial decision-making

61. Having longerterm plans in place will allow colleges to betier prepars for the
challenges ahead and ensure their future budgets are in line with likely funding
under the new model. Last year we recommended that colleges develop long-
term financial strategies, underpinned by medium-term (between thres and tive
yaars) finaricial plans.¥” Mast colleges continue to budget for a single vear, but
some ars now preparing longertarm financial plans.

62. Tha SFC requires colleges to provide an annual financial forscast return (FFR}
The most recent FFRs {in June 2016) provided forecasts for July 2016, 2017

and 2018. These forecasts do not include either pension adjustments ar non-
government capital grant income and therefore are cormparable to the underlying
position presented at paragraph 32. The Juna 2016 FFRs forecast a sector
deficitof £20 milion in 2016-17. with 18 colleges forecasting a deficit. The
torecast deficit for 2017-18 was £138 million, with 13 colleges forecasting a
deficit.® These forecasts were prepared before the funding increase announced
by the Scottish Governmeant (December 2016).

63. The forecast figures should be treated with a degree of caution. We
compared the forecasts for 2015-16 (from the June 2015 FFRs}) to the underlying
position in paragraph 32. These forecast that the sector would break even

with 2ight colleges in deficit, while the final position was an underlying deficit of
£8 millionwith 11 in deficit. Of the eight which forecast a deficit in 2015, three
retumed a surplus.

64. The SFC has been working with the sectar to improve longer-tarm finanecial
planning. One alement of this is developing common assumptions for all colleges,
for example around Scottish Government funding and cost inflation.

Reporting on the use of depreciation funding should improve
in 2016-17

65. Last ysar, we noted that tha need for Scottish Covernmart appreval

for the use of nat depreciation funding created uncertainty for colleges. We
recommended that the Scottish Gevernment and the SFC should identify and
implement & better approach 1o allocating depreciation budgets 1o colleges.
The SFC has ntroduced changes to address this recommendation. The SFC
wili allocate each collawe a fixed cash amount which they can spend on loan
repayments, staff pay awards or student support funding.® This cash amount
will remain unchanged in future years. This should provide colleges with greater
cartainty over future spending plans.
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66. Last year we also recommended that the SFC should requirs colleges to
report how they have spent dapreciation funding in their accaunts, including

a breakdown of the spending. As a result, the SFC amended the accounts
direction for 2015-16 to recormmend what college accounts should report where
the college has inclrred a deficit as a result of spending nel deprecialion cash.
The SFC provided an llustrative table 1o demonstrate how the breakdown of the
spending should be shown. There was an improvement in haw the spending
was reported with all but one cellege including details in the 2015-16 accounts.
Ayrshira College chose rot to provide the breakcdown using this table and
therefore it was not clear how much net depreciation cash had been-spent on the
itemns specified by the SFC,

67. The SFC has also changed the presemation of college accounts (in 2016-17)
10 improve how collegas report deficits resulting frorn how they spand this cash.
Theaccounts will continue to report surpluses or deficits in the same way as
now, but colleges will be reguired to include & note which ncludes the nan-cash
budget from the Scottish Government. This non-cash budget 1s designed to cover
the cost of depreciation for Scottish Government reporting requirernents. This will
report an adjusted surplus or deficit.



