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NOTICE

There will be a meeting of the Finance & Resources Committee on Wednesday 19
February 2020 at 1230 hours in the Boardroom, G10, at Aberdeen City Campus.

AGENDA

Agenda Paper
Iltem
01-20 Apologies for Absence
02-20 Declaration of any Potential Conflicts of Interest in relation to

any Agenda Items
03-20 Minute of Previous Meeting — 28 November 2019 X
04-20 Matters Arising from the Previous Meeting X

Matters for Discussion
05-20 NESCol Contracts Overview X
06-20 Environmental & Sustainability Annual Report X

Matters for Information

>

07-20 Estates Strategy Update

>

08-20 SFC Publication — The Financial Sustainability of Colleges and
Universities in Scotland

09-20 Summation of Business and Date of Next Meeting

Reserved ltems of Business

Matter for Discussion — Perfformance Reporting

10-20 Management Accounts

11-20 Any Other Business

12-20 Summation of Reserved Items of Business
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FINANCE & RESOURCES COMMITTEE

Draft Minutes of the meeting of the Finance & Resources Committee held on Thursday 28

November 2019 at 1110 hours in G10, Aberdeen City Campus.

Agenda
ltem

Present:

David Anderson

Martin Dear

Abdul Elghedafi

John Henderson — Chair
Neil McLennan (by VC)
Ken Milroy

In attendance:

Peter Smith, Vice Principal Finance & Resources
Pauline May, Secretary to the Board

Susan Lawrance, Minute Secretary

In attendance for Agenda ltem 29-19 only:
Stuart Inglis, MHA Henderson Loggie
Stephen Reid, EY

29-19

Financial Statements for the Year to 31 July 2019




S Inglis and S Reid leff the meeting at this time.

Prior to the commencement of business, the Chair welcomed S Ross to her first
meeting of the Committee following her appointment to the Regional Board
in September 2019.

30-19

Apologies:
Apologies were presented for Liz McIntyre and Adrian Smith.

31-19

Declaration of any Potential Conflicts of Interest in relation to any Agenda
ltems
There were no declarations of potential conflicts of interest.

32-19

Minutes of Previous Meeting - 15 May 2019
The minutes were approved as a true and accurate record.

33-19

Matters Arising from the Previous Meeting

Members were advised that the Course Fees Policy had been finalised and
the AY2019-20 Budget had been adopted at the meeting of the Regional
Board held in June 2019. P Smith advised that targets in relation to
commercial lets would be set for AY2020-21. P Smith noted that the request in
relation to additional bad debts information would be implemented for future
papers.

No further matters were raised.




Matters for Decision

34-19

Course Fees AY2020-21
Members considered a paper providing information to enable the Committee
to set Course Fees for AY2020-21.

In referencing Appendix 1, P Smith summarised the rationale for the College to
hold fees at the AY2019-20 level for AY2020-21. A discussion followed with P
Smith advising of benchmarking undertaken to understand NESCol fees in
relation to other colleges and universities.

A discussion was held in relation to international students and fees. It was
noted that some additional analysis regarding this cohort would be beneficial
to understand progression frends, the nature of their courses and the trend for
leaving the UK on the completion of their studies. It was also noted that an
analysis of international hits on the College’s new website would be helpful.
The undertaking of work to explore the potential impact of lowering
intfernational course fees on the number of learners was also discussed. P
Smith noted that the College does not currently have a significant support
structure for internal students. The Committee noted that a strategic
judgement would require to be taken if the College was to seek to grow its
share of the internal student market and that this would perhaps be an areas
for discussion with local university partners.

Members agreed with the proposal to maintain course fees at current levels.

Additional
[tem

Committee Terms of Reference
An additional matter for decision was considered by the Committee.
Members reviewed the Committee’s Terms of Reference and agreed that
they remained appropriate subject to:

e updating areference to the Estates Strategy

e updating the number of annual Committee meetings

¢ removal of areference to the College’s Procurement Strategy

e correcting the confracts upper threshold to £249,999.

It was agreed that consideration should be given to adding a definition for
major capital works. It was also agreed that consideration should be given to
the hierarchy of oversight for major capital works. P Smith agreed to explore
this matter further.

Matters for Discussion

35-19

Estates Strategy Annual Report 2019
The Committee considered a paper providing Members with an opportunity
to consider progress in implementing the College’s Estates Strategy 2019-2029.

A discussion as held around the potential future sale of the site of the former
Balgownie Centre and the ability to retain and use any subsequent proceeds.
It was noted that any future business case for the sale of the site should be
aligned to regional priorities and economic development ambitions.

K Milroy asked if the College should more explicit regarding its environmental
sustainability ambitions and its response to the Climate Change Emergency. P
Smith advised Members that future would include more detailed information
on this especially in relation fo Net Zero.




36-19

IT Strategy Annual Report 2019

The Committee considered a paper providing Members with an opportunity
to consider progress in implementing the College’s IT Strategy 2018-2021.

P Smith stated that the Report had in part been prepared to provide
reassurance tfo the Committee that College resources were being
appropriately utilised. P Smith added that future iterations of the Report
would be more strategic and contain less operational detail.

P Smith advised that the IT Team had been instructed to plan on a longer term
basis, not annually, and were currently working on five-year plans which
should help the College to address and support national investment
strategies.

It was noted that it would be helpful to share with the Committee information
regarding any related shifts the Strategy is expected to drive or support in
terms of learning and teaching.

It was proposed that consideration should be given to the sharing of the
Report with the other Board Committees for reviewing aspects related to their
respective remits. It was agreed that the IT Strategy and related
developments should be consider at the Board next Strategy Event,
scheduled for April 2020.

In response to a query regarding the disposal of old IT equipment, P Smith
agreed to check if the College regularly donated to local charities.

37-19

Summation of Business and Date of Next Meeting

The Secretary gave a summation of the business conducted. The next
meeting of the Finance & Resources Committee will be held at 1230 hours on
Wednesday 19 February 2020 at Aberdeen City Campus.

Reserved Item of Business
Matter for Discussion — Performance Reporting

38-19

Management Accounts

39-19

Any Other Business
No other business was raised.




Summation of Reserved Items of Business
40-19 The Secretary gave a summation of the reserved business conducted.
Meeting ended 1235 hours
Agenda | Actions from Finance & Resources Responsibility | Deadline
ltem Committee 28/11/19
29-19
Financial Statements to the year P Smith & P. May | 04 December 2019
99-19 ended 31 July 2019 to be
considered at next meeting of the
Regional Board.
Additional | Finalise Committee Terms of P. May As soon as possible
ltem Reference as agreed.
Additional | Consider hierarchy of oversight for P. Smith with P. 12 February 2020
ltem major capital works. May
IT Strategy and developments to 29 April 2020
36-19 be considered at next Strategy
Event.
Check NESCol practice of P. Smith 12 February 2020
36-19 donating old IT equipment to local
charities.
Signed:......coiiie Date: ..
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An update on matters arising from the meeting of the Finance & Resources
Committee held on Thursday 28 November 2019.

Agenda
Iltem

29-19

29-19

Action: Financial Statements to the year ended 31 July 2019 to be
considered at next meeting of the Regional Board.

Status: Financial Statements approved by Regional Board at ifs
meeting in December 2019.

Additional
[tem

Action: Finalise Committee Terms of Reference as agreed.

Status: Terms of Reference amended as agreed and made avaible in
the Committee’s Collaborative Space and included in the latest
version of the Board’'s Governance Manual.

Following further consideration regarding the inclusion of a definition
of major capital works, it was agreed that this was not required. It
agreed however that the bullet point stating “Monitor major capital
works” should be removed, with the bullet point in relation to the
Estates Strategy be amended to read “Consider and monitor the
College’s Estates Strategy (including capital proposals and major
capital works) making recommendations to the Regional Board as
appropriate” to clarify that the Committee’s remit is more than a
monitoring role in relation to major capital works and includes making
recommendations to the Regional Board.

Additional
[tem

Action: Consider hierarchy of oversight for major capital works.

Status: It is proposed that there is no need to reconvene the Board’s
former Investment & Project Committee. This former Committee had
the remit to be “responsible for matters relating to the control,
progression and fulfiment of the Board of Management's estates
development strategy.”

Following regular reviews, the Terms of Reference for the Finance &
Resources Committee states “Consider and monitor the College’s
Estates Strategy (including capital proposals and major capital works)
making recommendations to the Regional Board as appropriate.” It is



https://nescol.interactgo.com/Interact/Pages/Content/Document.aspx?id=8570

felt that the remit of the former Committee has therefore by
subsumed by the Finance & Resources Committee.

External consultants and College estates & facilities staff were in
attendance at meetings of the former Investment & Project
Committee to provide progress reports and specialist guidance. This
arrangement will operate for future meetings of the Finance &
Resources Committee, as appropriate, when matters relating to the
Estates Strategy are to be considered to ensure Members are fully
informed and supported to undertake the Committee’s remit in
relation to estate development.

Action: IT Strategy and developments to be considered at next
Strategy Event.

36-19 Status: Format and agenda for upcoming Board Strategy Event
currently under discussion.
Action: Check NESCol practice of donating old IT equipment to local
charities.

36-19 Status: The College does not currently have any arrangements in

place regarding the donation of IT equipment. The Director of IT &
Technical Services is exploring options for infroducing this at NESCol.
Members will be updated on this matter in due course.
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Meeting of 19 February 2020

Title: NESCol Contracts Overview

Author: Peter D Smith, Vice Principal — | Contributor(s): Colin Brodie, Purchasing
Finance & Resources Manager

Type of Agenda ltem:

For Decision O
For Discussion X
For Information O

Reserved Iltem of Business [

Purpose: To enable the Committee to consider the actual value of major College
contracts against budgeted and contracted amounts.

Linked to Strategic Goal:

5. Optimise the use of our available resources to deliver financial and
environmental sustainability.

Linked to Annual Priority:

18. Deliver a financial plan that reduces reliance on SFC funding and ASET gift-aid
and increases capacity for in-year resourcing flexibility.

Executive Summary:
The Report attached as Appendix 1 summarises all College contracts with a
supplier spend in excess of £100,000 per annum.

For each contract, the summary shows the original budgeted (pre-tender) annual
confract value, the actual (post-award) annual contract value, and the actual
spend in 2018-19. Comments are noted where there has been a variance,
beyond volume increases or decreases.

Recommendation:
It is recommended that the Committee discuss the paper.

Previous Committee Recommendation/Approval (if applicable):
None

Equality Impact Assessment:

Positive Impact U




Negative Impact
No Impact

Evidence:

O
X




Agenda ltem 05-20, Appendix 1

Annual Budgeted

Contract End (pre-contract) Contracted Actual Annual
Agreement Title Date Supplier Spend Annual Spend  [Spend 2018-19 Comments
Facilities Management Services 31/07/2020|Mitie Technical FM £1,560,000 £1,560,000 3,515,549.00]Includes MTC works
Provision of Temporary Lecturing Services 02/05/2020(Protocol National/Assessors £1,800,000 £1,800,000 2,030,563.00(Varies with demand - offset by lecturing costs
Security & Janitorial Services 2016 31/07/2020(ISS Facility Services £758,000 £758,103 739,218.62|Spend allocated at start of contract
Student Accommodation Services 26/08/2020|University of Aberdeen £250,000 £230,000 565,000.00|Includes all spend with University of Aberdeen
Supply of Electricity (HH, NHH and Domestic) 31/03/2019|EDF Energy £700,000 £700,000 467,364.62|Eight Months Spend
Supply of Electricity (HH, NHH and Domestic) 31/03/2021|EDF Energy £725,000 £725,000 212,994.10|Four Months Spend
Coach Hire Services Framework 2016 Lots 2,3,5 31/07/2020|Watermill Coaches £154,133 £154,333 206,450.00|Spend includes ad-hoc college hires
Distance Learning Materials 2016 31/07/2020(Skills Network £185,000 £185,000 202,356.00|Increased volume to achieve Vredit target
Natural Gas 31/03/2020(Total Gas & Power £175,000 £175,000 201,313.00
Desktop Client Devices 31/12/2019(HP Inc £160,000 £160,000 178,263.72
NESC Foyer 2012 31/01/2019|Aberdeen Foyer £300,000 £275,000 175,988.00|Six month total
Learning Opportunities Services 31/07/2022|Aberdeen Foyer £300,000 £250,000 175,986.00|Six month total
IT services: consulting, software development, Internet and support 31/08/2019|Research Machines £1,575,000 £1,500,000 165,638.66(0One Month Only
Technology Services 2 RM3840 Network & Server Management 30/08/2021|Esteem Systems £330,000 £123,000 160,178.00
Apple Equipment & Services (National) 02/04/2021|Academia £40,000 £40,000 151,315.80(South Block Refurb pushed up spend totals
Water and Waste Water Services 28/02/2020|Anglian Water £275,000 £275,000 148,092.85
Nursery Services 2017 13/08/2019(Link-Up Fraserburgh (Busy B's) £150,000 £145,900 145,889.50(Fixed price contract
Catering Services 31/07/2019|Aramark £1,800,000 £1,750,000 129,138.00| Does not include student spend
Mobile Client Devices 15/08/2020|HP Inc £100,000 £100,000 102,374.02
Offsite Reprographic Services 31/10/2020(XIC £270,000 £259,600 90,593.00
Desktop & Notebook (NDNA) 31/08/2020|Dell £350,000 £350,000 45,345.00(|Switched to HP devices (See HP above)
Software Licence Resellers Agreement (SLRA) 28/02/2021|Softcat £100,000 £100,000 21,074.66 |Microsoft licencing
Totals £12,057,133 £11,615,936 9,830,685.55
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Title: Environmental & Sustainability Annual Report

Author: Peter D Smith, Vice Principal — | Contributor(s): Gillian Forshaw,
Finance & Resources Environmental & Sustainability Manager

Type of Agenda ltem:

For Decision O
For Discussion X
For Information O

Reserved ltem of Business [

Purpose: To enable the Committee to consider the College’s Environmental &
Sustainability Annual Report for AY2018-19.

Linked to Strategic Goal:

5. Optimise the use of our available resources to deliver financial and
environmental sustainability.

Linked to Annual Priority:

14. Develop and deliver actions that will embed a whole college ethos of
environmental and social sustainability.

Executive Summary:

The report attached as Appendix 1 provides details of the College’s progress
throughout AY2018-19 with regard to environment and sustainability
performance.

Recommendation:
It is recommended that the Committee discuss the Report.

Previous Committee Recommendation/Approval (if applicable):
None

Equality Impact Assessment:
Positive Impact Ol
Negative Impact [
No Impact X

Evidence:




Agenda ltem 06-20
Appendix 1

NORTH EAST SCOTLAND COLLEGE

REGIONAL BOARD

Environmental and Sustainability Annual Report February 2020

1.0

1.1

1.2

1.3

1.4

2.0

2.1

2.2

INTRODUCTION

On the 15t May 2019 the UK Parlioment declared a climate and environment
emergency. Since then, the declaration has been adopted by an ever
increasing number of colleges and universities.

The UK government has legislated to achieve net zero emissions on all
Greenhouse Gas (GHG) by 2050 under the 2008 Climate Change Act. Further
and higher education institutions should aim for net-zero GHG for scope 1 and 2
by 2030 as a minimum. Scope 3 net zero GHG emissions should be achieved no
later than 2050.

For many years, North East Scotland College has been proactive in response to
climate change. The College has achieved a 28% reduction in absolute CO-
emissions since 2015/16.

The purpose of this report is to provide the Regional Board with information
relating to the environmental and sustainability performance in North East
Scotfland College for the academic year 2018/19 and into 2020.

BACKGROUND AND CONTEXT

The College has a number of drivers with regard to environmental and social
sustainability, including: -

e arequirement for mandatory reporting under the Climate Change
(Scotland) Act 2009;

e arequirement to report on environmental and social sustainability under the
College’'s Outcome Agreement with the Scottish Funding Council (SFC);

e the UK’s declaration in 2019 of a climate emergency and the UK
commitment to net zero emissions of Greenhouse Gases (GHG) by 2050
under the Climate Change Act 2008; and

¢ the College’'s own commitment, as a signatory to the Environmental
Association of Universities and Colleges (EAUC) SDG Accord, to embed
sustainable practices across the institution as identified in the United Nations’
Sustainable Development Goals.

The College believes in its wider social duties and responsibilities in displaying
best practice across all activities and work with all stakeholders, including staff,



2.3

2.4

3.0

3.1

3.1.1

students, local, regional and national employers, funding agencies and the
wider education community. Since its creation by merger in November 2013,
North East Scotland College has continued to build on the progress of its
predecessor colleges in reducing carbon emissions and reducing our negative
impact on the environment.

The College was an early signatory to the Universities and Colleges Climate
Commitment for Scotland and participates in mandatory climate change
reporting under the Climate Change (Scotland) Act 2009.

The College meetfs its obligations in a number of way, including: -

e systematic management, control and review of performance via
International Standards in Environmental Management (ISO14001) and
Energy Management (ISO 50001);

e Ufilising its reporting obligations to drive better performance in sustainability;

e implementation of a Carbon Management Plan (CMP);

e promotion and sharing of best practice internally;

e sharing of best practice across the further and higher education community;

e undertaking projects to reduce its carbon footprint and promote sustainable
practices.

These are all discussed further in this report.

MANAGEMENT, CONTROL AND REVIEW

The College has for many years held British Standards Institute (BSI) accreditations
in Environmental management (ISO 14001) and Energy Management (ISO
50001). Both were successfully retained in 2019.

BSI EMS ISO 14001:2015 Accreditation

In 2019, North East Scotland underwent 4 days of external audits, carried out by
BSI, against the ISO 14001:2015 standard. All audits carried out were extremely
successful with no noted non-conformities or observations noted against the
College. Once again this puts the College at the forefront of such standards
within the further and higher education sectors throughout the UK.

The areas assessed throughout audit process were: -
Waste Management

Environmental Aspects and Impacts
Communication

Compliance Evaluation

Audits

Corrective Action

Preventive Actions



Management Review
Objectives

Targets

Legal and other requirements
Competence and Training
Conftractors

Operational Control Procedures
Staff Development

City Campus Site Tour

Altens Campus Site Tour
Fraserburgh Campus Site tour
Key internal and external factors
Interested Parties

Scope

Continual improvement
Leadership and commitment
Roles and Responsibilities
Environmental Policy

e Risks and opportunities

The next scheduled audit will take place over the course of 2 days in March
2020. The College is fully prepared and up to date for this forthcoming visit.

BSI'ISO 50001 - Energy Management System

ISO 50001 is an energy management systems based on the management system
model of continual improvement also used for other well-known standards such
as ISO 92001 or ISO 14001. This makes it easier for the College to integrate energy
management into its overall efforts to improve quality and environmental
management. The framework of 50001 provides the College with a tool to deliver
this improvement whilst maximising potential opportunities and implementing
changes to operations and behaviours.

In February 2019 North East Scotland College was once again successfully
assessed against the Energy Management System BSI ISO 50001 with no noted
non conformities or observations. This standard was achieved within less than
one year from first registration and within less than 2 years of implementation. At
present, no other further or higher education establishments in Scotland hold the
standard through BSI.

The main College objectives through implementing the Energy Management

System 50001 are to: -

e Proactively respond to government and sector led carbon reduction
programmes.

e Minimise the risk to future operations

e Adopt a formal structure to better manage energy consumption and
achieve greater energy savings.

The areas assessed throughout the audit process were:



3.2

3.3

3.4

Scope and Policy

Leadership and Commitment
Energy Reviews

Legal and other requirements
Compliance evaluation

Control of documents and records
Objectives, monitoring and measurement
Management Review

Energy baselines

KPI's

Internal Audits

Internal Evaluations
Implementation and operation
Operational control

Design and procurement

Policies and procedures

Non conformity and corrective action
Continual improvement

Site Visit of City Campus

Site visit of Fraserburgh

Site visit of Altens

Due to the nature of energy improvements, and meeting such related targets,
the ISO 50001 System is externally audited on an annual basis throughout the
course of two days. The next audit is scheduled for February 2020. This will be a
transition audit to verify progress towards transition to 50001:2018. This will put the
College at the forefront of the transition process.

North East Scotland College has fully committed itself to achieving and
maintaining the standards ISO 14001 and ISO 50001. The results of these
commitments are evident through the external audit process with the College
constantly achieving outstanding audit reports with no noted observations, non-
conformities or actions to report. Reports of this standard reflect on the highly
effective work that is carried out throughout the College campuses.

North East Scotland College is at the forefront of the attainment of such
standards throughout Scotland and the UK within both universities and colleges.

The implementation of the standards ensures the College not only meets but
exceeds all associated legislation and continues to demonstrate best practice in
all areas of environmental sustainability and energy management.



4.0

4.1

4.1.1

4.2

4.2.1

EXTERNAL REPORTING
Climate Change (Scotland) Act 2009

The Climate Change (Scotland) Act 2009 infroduced mandatory climate
change reporting for all public bodies, including colleges and universities.
Following a trial year in 2014-15, the first full year of reporting covered the (for
colleges, academic) year 2015-16. The return supersedes the former Universities
and Colleges Climate Commitment for Scotland (UCCCIS) reporting undertaken
in conjunction with EAUC.

The College submitted its latest report on time, in September 2019. The template
includes mandatory questions on: -

Governance, Monitoring and Strategy;
Corporate Emissions, Targets and Project Data;
Adaptation; and

Procurement.

There is also a recommended section of the template outlining wider influences,
including: -

e Policies and Actions to Reduce Emissions;

e Partnership Working;

e Communications and Capacity Building; and

e Other notable activity, including Food and Drink, Biodiversity, Water,
Procurement and Resource Use.

The Sustainable Development Goal Accord

The 2030 Agenda for Sustainable Development, adopted by all United Nations
Member States in 2015, provides a shared blueprint for peace and prosperity for
people and the planet, now and into the future. At its heart are the 17
Sustainable Development Goals (SDGs), which are an urgent call for action by
all countries - developed and developing - in a global partnership. They
recognise that ending poverty and other deprivations must go hand-in-hand
with strategies that improve health and education, reduce inequality, and spur
economic growth — all while tackling climate change and working to preserve
our oceans and forests.
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4.2.2 North East Scotland College is a signatory to the Sustainable Development Goals
(SDG) Accord. The SDG Accord is the university and college sector’s collective

response to the sustainable development goals (SDGs). It was launched in
September 2017 and is administered by the Environmental Association for
Universities and Colleges

4.2.3 The purpose of the SDG Accord is twofold: -

e Toinspire, celebrate and advance the critical role that education has in
delivering the SDGs and the value it brings to governments, business and
wider society.

e To getinstitutions to commit to doing more to deliver the goals, to annually
report on their progress, and to do so in ways which share the learning with

each other both nationally and internationally.

4.2.4 As asignatory to the SDG Accord, in addition to other measures, North East

Scotland College is committed to delivering goals and reporting on progress to

share the learning with other institutions both nationally and internationally.
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CARBON MANAGEMENT PLAN

The College’s current Carbon Management Plan 2015 (CMP) remains as the
College’s most up to date working document and takes us to the end of
Academic Year 2019-20. A new plan, to cover the period to July 2025 is under
development.

From the original baseline data extracted for the former Aberdeen College and
utilised for the current CMP encompassing all current campuses, a clear
reduction in carbon dioxide emissions can be demonstrated. All datais now
taken from meter readings and a sophisticated energy management system. In
addition to this we receive tonnage reports for all waste uplifts.

The College calculates its greenhouse gas emissions on an annual basis. Despite
many changes within the estate having negative impacts, including the merger
that occurred after the baseline data was set, the College continues to reduce
its total carbon footprint through many initiatives driven by the ISO 14001 and ISO
50001 Standards. Progress since 2010/11 is shown in Table 1 below: -



Table 1: CO2 Emissions

Reference Year Scope Scope Scope Total Units Comments

Year 1 2 3

Baseline 2010/11 2174.5 1656 265 4096 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 1 2011/12 2168.14 2080 277 4525 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 2 2012/13 1986.95 2176 270 4433 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 3 2013/14 2381.71 2549 268 5199 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 4 2014/15 2370.6 2634 294 5299 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 5 2015/16 1853.73 2542 361 4757 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 6 2016/17 1849.33 1891 283 4023 tCO2e Excludes Business,
carbon staff and student
footprint travel.

Year 7 2017/18 1967.92 1365 107.16 3440 tCO2e Excludes Business,
carbon staff and student travel
footprint

Year 8 2018/19 2037.25 1219 125.04 3381 tCO2e Excludes Business,
carbon staff and student travel
footprint

Scope 1 refers to gas use, oil use and car mileage.
Scope 2 refers to electricity use
Scope 3 refers to all waste types, including general and recyclates, and water use.

6.0 PROMOTING BEST PRACTICE INTERNALLY

6.1 Sustainability Committee

6.1.1 For Academic Year 2019-20, a Sustainability Committee has been formed.
Curriculum representatives from each campus are invited to attend along with
student representatives. The purpose of the Committee is to promote an ethos of
environmental and social sustainability in all aspects of College business. It will
act as an enabler in meeting the targets set in the College’s Carbon
Management Plan and provide a forum for ensuring best practice across the
College. It reports to the Executive Team and Leadership Team



6.1.3

6.2

6.2.1

6.2.2

7.0

7.1

7.2

It will also support the College to meet its obligations with regard to the Climate
Change (Scotland) Act 2009, the Environmental Association for Universities and
Colleges (EAUC) Sustainable Development Goal (SDG) Accord, and the
College’s Outcome Agreement with the Scottish Funding Council

Meetings are held 4 times during each academic year.
Sustainability in the Curriculum and Support Teams

As part of their Enhancement Plans, an Environmental and Social Sustainability
Summary is now produced each academic year for Support and Faculty Teames.
The Faculty Team summary highlights where sustainability is infegrated into the
curriculum. This will be built on year on year and will highlight both areas for
improvement and good practice within the curriculum. Each team is asked to
outline which activities they have undertaken to improve their environmental
and sustainability performance.

By way of illustration, taken from Engineering and Construction — Fraserburgh
Campus: “All new curriculum updates must look at environmental and
sustainability as part of its design. In all our workshop areas, we are trying to use
up to date tooling and machinery to cut down dust and emissions. We teach our
students about various power sources such as wind and solar. We deliver training
on Hydrogen cars and look at fuel economy. We set up visits to industries who
are up to date in Environmental Sustainability.”

SHARING BEST PRACTICE EXTERNALLY

Both the Environmental and Sustainability Manager and the Vice Principal —
Finance and Resources are active in the external networks enabled by the EAUC
and College Development Network (CDN), aftending networking and
consultative events.

The College has contributed to the initial stages of creating a Sustainability
Ambition for Colleges Scotland.



8.0

PROJECTS

8.1 Aberdeen Heat and Power (AHP) - District Heating/Combined Heat and Power

8.1.1

8.2

8.2.1

8.2.2

8.2.3

The College has now signed the contract to connect to the city’s district heat
network. This will provide a significant reduction in CO2emissions of 84% or
approximately 674 tonnes per annum for the supply of heating. This will ensure
the College exceeds all Carbon Footprint targets set.

AHP will supply heat at rates which will provide a heating operating cost saving
when compared to the most competitive alternative gas heating arrangement
and tariff.

AHP will also take full responsibility for the operation and maintenance, repair
and replacement of the Aberdeen City Campus boiler house to be used in a
heating standby/back-up role.

Future plans include the installation of a [electrical output] CHP generator in the
College boiler house to supply electricity to the Aberdeen City Campus at rates
that will also guarantee an electricity cost saving. The connection to district
heating and boiler house adaptation to CHP operation can be carried out
without disruption to normal College activities. The timescale for heating
connection implementation is expected to be autumn 2020.

Increased Recycling Commitment - Removal of Office and classroom bins

In response to student demand, the College has initiated a project to remove all
office and classroom bins, replaced by several designated recycling points in the
corridors with shared recycling and waste bins. These bins will form recycling
stations so you only have to go to one area to dispose of all your different waste
types. The College currently operates on a comingled uplift contract with our
waste contractor. This will enable us to position mixed recycling bins on each
floor along with general waste and paper. Paper is kept separate, where
possible, simply to ensure the quality remains high and it doesn’t get wet.

Bins, for trade waste and hand washing only, will remain in areas such as
workshops, hair and beauty efc.

Removing office and classroom bins is part of North East Scotland College’s
commitment to increase recycling, reduce landfill and make us all more
conscious of where we dispose of our waste. The College is constantly striving to
divert as much waste as we can from landfill and the removal of bins from
office’s and classrooms will help us reach our targets.



8.2.4

8.2.5
8.3

8.3.1

8.3.2

8.3.3

8.3.4

8.3.5

8.3.6

Benefits include: -

. More waste sent to be recycled and less to landfill

. Less plastic bin bags used everyday

. Nicer workspaces — Less clutter and hazards which improve Health &
Safety

. Better use of cleaning staff resources i.e. less time spent empting bins

. Increase environmental awareness throughout the College

Feedback to date, from student groups, has been extremely positive

A Sustainable Fleet

To continue with the ongoing work to reduce North East Scotland College’s
Carbon Footprint, we are aiming to remove all diesel cars from our fleet by the
end of February 2020. Once this process is complete we will have a mixture of
electric, hydrogen and hybrid vehicles to meet the College’s various
requirements. This will put us in the unique position of being the only College with
such a varied sustainable fleet.

The College was successful in a funding application to the Energy Savings Trust
and was awarded grant funding to cover just over 50% of the purchase and
installation costs of the EV Charging points.

Through Transport Scotland, and the EU HyTrEc2 project, Aberdeen City Council
has been given a grant to facilitate the uptake of ultra-low emission vehicles in
Aberdeen. The College has been awarded 3 of these hydrogen vehicles, Toyota
Mirais, to help us work towards improving air quality and reducing carbon
emissions. The vehicles are free for a 3 year lease period and are covered by
basic maintenance saving the College over £13,000 for each vehicle.

Our electric and hybrid vehicles will be leased as fleet vehicles.

The first stage in this process was the installation of Dual Electric Vehicle Charing
Points at City Campus, Altens and Fraserburgh and the subsequent delivery of
electric vehicles. We now have 5 electric vehicles distributed between City
Campus, Fraserburgh and Altens. The College has opted for the BMW i3 and it is
recommended for commuting between campuses. The i3 has an all-electric
range of up to 193 miles therefore is more than adequate for journeys between
all campuses. Fast chargers have been purchased which allow you to fully
charge a carin 3 hours.

It is anficipated that the hydrogen and hybrid vehicles will be on site in February
2020 to complete the process.



8.4 Campus Cycling Officer

8.4.1 Briony Kincaid has been appointed as a Campus Cycling Officer, as part of an
Internship programme, between North East Scotland College and Aberdeen
University. Briony is based at the College on a Monday, Tuesday and Thursday
and will be in the position until May 2020.

Briony will use the framework, outlined in the Cycle Friendly Campus Award, to
get the College in a good starting position to work towards the award. She will
also look for funding opportunities to improve and add to our current cycling
facilities.

9.0 SUMMARY AND CONCLUSION

9.1 North East Scotland continues to be a leader and innovator in environmental
and sustainability issues and continues to make progress year-on-year towards its
own sustainability targets.

9.2  The College contributes well to national and international goals.

9.3 For the future, the College has already identified areas where it can make
significant positive impact in the area of environmental sustainability.

Peter Smith Gillian Forshaw
Vice Principal Finance and Resources Environment and Sustainability Manager
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Purpose: To enable the Committee to consider the current status of the College’s
Estates Strategy.

Linked to Strategic Goal:

5. Optimise the use of our available resources to deliver financial and
environmental sustainability.

Linked to Annual Priority:

20. Within a wider estates strategy, devise an estates plan which re-furbishes and
re-purposes under-utilised space at the Aberdeen City Campus.

Executive Summary:
The College’s Estates Strategy was approved by the Regional Board in June 2019
and an annual report was considered by this Committee in November 2019.

The Strategy was based on the premise that additional funding from the Scottish
Funding Council (SFC) beyond the annual Estates Maintenance funding was very
unlikely. As a result, Committee members will recall that a major strand of the
Strategy is to utilise available funding to improve the accommodation the
College already has, particularly at Aberdeen City Campus. This will focus on
improving the student experience, creating a more coherent learning
environment with flexible spaces to cope with changing curriculum demand.

On 09 January 2020, the Regional Chair, the Principal and | attended a meeting
with the SFC. The SFC again stated that additional capital funding was, at best, a
very remote possibility; however, in recognition of the significant backlog
maintenance issue at the College, they raised the possibility of revenue funding
being made available over a period of fime which may be used for improvement
of the student experience. We agreed that this would fit well with the current
Estates Strategy.




To take matters forward, we agreed to undertake an initial scoping exercise to
create a phased approach to accommodation improvements at City Campus
so that, should the SFC secure funding, they would be able to support projects
over a number of years. The SFC have stated they will pay for consultants to
carry out this initial exercise and we are now in the process of agreeing a
specification so that work can begin with the intention that a report can be
provided to SFC in June 2020.

We also discussed with the SFC the possibility of retaining any income from the
sale of surplus property to support any such future works and they indicated that
this may be viewed favourably as part of such a phased approach.

Meantime, we continue to work with teaching faculties to identify improvement
works for summer 2020 and beyond.

Recommendation:
It is recommended that the Committee discuss the implications of potential
additional funding from SFC.

Previous Committee Recommendation/Approval (if applicable):
None
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Executive Summary:

The SFC published the report attached as Appendix 1 - The Financial Sustainability
of Colleges and Universities in Scotland — on 11 February 2020. The Report
provides a summary of the financial forecasts for the university and college
sectors. It formed part of the SFC's advice to the Scottish Government in
advance of the draft 2020-21 budget.

This report presents an aggregate picture of the financial health of Scottish
institutions, based on an analysis of the information reported to the SFC by each
institution. Key financial tfrends for the forecast period from submitted projections
are also included.

Recommendation:
It is recommended that the Committee note the contents of the recent SFC
publication.

Previous Committee Recommendation/Approval (if applicable):
None
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1.1.

1.2.

1.3.

1.4.

Introduction and Context

The Scottish Funding Council (SFC) is the national, strategic body that funds
further and higher education and research in Scotland. Our main statutory
duties and powers come from the Further and Higher Education (Scotland) Act
2005. Universities and colleges that receive public funds must meet the terms
and conditions set out in accepted offers of grant, Outcome Agreements, and a
Financial Memorandum (which also includes compliance with Scottish codes of
governance). In the round, these require universities and colleges to make best
use of public funds and to exercise good governance.

It is vital to the success of students and research activities, local communities
and the wider Scottish economy, that the institutions we fund plan and manage
their activities to remain sustainable and financially viable. Financial
sustainability is, therefore, a condition of grant and is set out in our Financial
Memorandum. SFC takes into account the underlying financial position and
cash generative capacity when monitoring the financial sustainability of
individual further and higher education institutions.

This report presents an aggregate picture of the financial health of Scottish
institutions, based on an analysis of the information reported to us by each
institution. It identifies key financial trends for the forecast period from
submitted projections. Financial management is a dynamic process. The figures
reported here are subject to ongoing change as governing bodies plan and
make choices and decisions about the future, and as we engage with
institutions about the robustness of their projections and future plans. While
this presents an aggregate picture, there is significant variation in the financial
position of individual institutions.

Scotland is one of the most highly educated countries in the world, with world
renowned science and research excellence, and an ability to attract talent and
investment. Our colleges and universities have a strong track record of adapting
to change and managing challenges. There is no doubt that institutions are
operating in a financial environment that is complex, changing, and difficult to
predict. In particular, there is uncertainty in the wider context of public finances
and the UK’s future relationship with the European Union, alongside financial
pressures from pay and pension contributions, demographic and migration
changes, and increasing competition for students. While this aggregate
summary shows a challenging set of indicators of sustainability across colleges
and for some parts of the university sector, this track record of adapting to
changes in the environment will be important for the future.



1.5.

1.6.

1.7.

Given this volatile and uncertain environment, robust financial management is
critical to good governance, decision-making and future success. We, therefore,
expect institutions to:

e Keep their performance, projections, and financial policies under regular
review and ensure they test the continued reliability of underlying
assumptions and their risk management strategies as they approve their
future financial plans.

e Benchmark financial and other performance indicators with relevant
institutions.

e Maximise opportunities for surplus-making activities, efficiencies and cost
savings.

e Undertake workforce planning.

e Consider involvement in wider partnerships and collaborations that bring
additional resources to the institutions, Scotland and particular regions.

e Consider models of provision that will be attractive to learners and meet the
needs of the local economy.

e Understand, where appropriate, the UK and global context that can impact
on an institution’s future strategy.

Institutions are responsible for continued compliance with the Financial
Memorandum including SFC’s requirements in relation to financial
sustainability and viability. SFC will continue to monitor individual institutions
for early signs of financial difficulties and may increase our levels of
engagement where an institution provides us with information that suggests
they may face sustainability issues. Institutions are encouraged to approach us
at an early stage in order that we can understand the emerging pressures and
mitigating actions being taken. It is important that institutions tell us about
changes in their situation that affect their sustainability or ability to continue to
provide good quality learning and teaching or research activities, so that we can
work together to secure good outcomes for individual learners, local
communities, and for Scotland and its wider contribution in the world.

In addition, SFC’s 2019-20 annual report and accounts will include an updated
analysis of the financial sustainability of the college and university sectors,
based on the review of 2018-19 financial statements.



2. College Sector

Summary indicators

2.1. The table below provides a summary of key college financial indicators across
the years 2018-19 to 2023-24".

Financial
Indicator

Forecast
2018-19

Forecast
2019-20

Forecast
2020-21

Forecast
2021-22

Forecast
2022-23

Forecast
2023-24

Total income
(£000)

768,680

786,841

780,640

781,296

776,780

779,894

SFC grant as %
of total income

72%

72%

72%

72%

71%

71%

Operating
surplus/(deficit)
(£000)

(20,436)

(13,494)

(10,504)

(12,410)

(17,158)

(17,560)

Operating
surplus/(deficit)
as % of total
income

(3%)

(2%)

(1%)

(2%)

(2%)

(2%)

Adjusted
operating
surplus/(deficit)
(£000)

8,200

(344)

1,738

(777)

(3,545)

(5,086)

Adjusted
operating
surplus/(deficit)
as % of total
income

1.1%

(0.0%)

0.2%

(0.1%)

(0.5%)

(0.7%)

Net operating
cash flow
(£000)

51,201

20,156

28,516

26,632

23,704

23,024

Net operating
cash flow as %
of total income

7%

3%

4%

3%

3%

3%

Cash and cash
equivalents net
of overdrafts
(£000)

59,094

40,077

38,827

35,674

29,865

23,400

Cash days

30

20

19

18

15

12

Borrowing
(£000)

258,125

246,515

235,807

224,724

213,206

201,328

Borrowing as %
of total income

34%

31%

30%

29%

27%

26%

Note: There is no balance sheet information for two of the non-incorporated colleges as they form part of the Local
Authority. Therefore they are not included in the cash and borrowing figures above. Shetland College only provided

financial information up to 2019-20 due to possible merger.

LAl reporting references in this paper relate to the Academic Year, ending 31 July




2.2.

2.3.

2.4.

2.5.

2.6.

2.7.

2.8.

Overall, the sector’s reported future financial position over the next five years is
challenging across all indicators of sustainability. The forecasts reflect the cost
pressures facing the college sector. These pressures include increased employer
contributions to pension schemes, funding cost of living pay increases, and
estates maintenance. Colleges also face the prospect of reduced European
funding.

In aggregate, colleges are forecasting an acceptable adjusted operating position
up to 2020-21, followed by increasing deficits in the later years of the planning
period. There is, however, significant variation between colleges in terms of
their financial positions and performance that is not reflected in our aggregate
indicators. Following our financial reviews, there has been an increase in the
number of colleges and regions subject to a higher level of engagement.

Sector cash and equivalent balances are expected to reduce by 60% over the
next five years, from £59.1 million in 2018-19 to £23.4 million by 2023-24,
reflecting the changing operating position. Total long-term borrowing (including
non-profit distributing and public finance initiative commitments) is expected
to decrease from £258.1 million to £201.3 million over the same time period.
Capital spend of £133.5 million is forecast over the planning period; just under
half of that amount relates to one new campus development.

Most colleges predict action to address deficits that includes staff restructuring,
as staff costs represent the largest proportion of colleges’ expenditure. While
the aggregate financial returns indicate a substantial reduction in staff may be
required, this is based on the common key planning assumptions used in the
forecasts and the figures are indicative.

The financial forecast returns from some colleges did not comply with our
detailed planning guidance and failed to present a balanced operating position
in the later years of the forecast period. We have asked these colleges for
either revised returns or supplementary information about the mitigating
actions required to bring them into financial viability. This means some of the
figures reported here may be subject to further change.

Colleges will need to balance the need to restructure with their requirement to
deliver regional outcome agreements and Government priorities, in particular
the ability to meet student activity targets. We expect institutions to respond to
financial challenges in ways that sustain and prioritise the delivery of good
quality teaching and learning for students, and the overall student experience
and the general health and wellbeing of the college workforce.

Details of the regional organisation of colleges across Scotland are provided in
Annex A. An explanatory note in relation to the adjusted or underlying
operating position indicator is provided in Annex B.



SFC financial return requirements

2.9.

2.10.

2.11.

2.12.

Colleges make the following financial returns to SFC in the course of the year:

e Financial Forecast Return (FFR), normally submitted at the end of June,
comprising an outturn forecast for the current academic year and forecasts
for the following five years.

e Mid-Year Return, comprising an updated outturn forecast for the current
academic year.

e Annual accounts, submitted at the end of December, comprising the audited
financial statements and supporting reports by the college’s audit
committee, internal and external auditors (also on an academic year basis).

e Monthly cash flow returns (incorporated colleges only) for Scottish
Government budgeting and accounting requirements (see Annex A).

Colleges and regions experiencing heightened challenges to their ongoing
sustainability also provide quarterly and monthly returns. The FFR is usually
returned at the end of June but the deadline was extended to late September
for 2019 to give colleges and regions sufficient time to fully take account of key
planning assumptions within their financial returns.

The 2019 Financial Forecast Return (FFR) Call for Information included key
planning assumptions? to assist colleges in producing their forecasts to support
their financial planning.

The guidance stated that:

‘SFC’s Financial Memorandum with colleges and Regional Strategic Bodies
(RSBs) requires institutions to plan and manage their activities to remain
sustainable and financially viable. It is therefore critical that institutions take the
necessary actions to balance their operating position, reflect these actions in their
FFRs, and provide a full description of their financial plans in the FFR
commentary.’

Adjusted operating position

2.13. The adjusted operating position (AOP) is intended to reflect the underlying

operating performance after allowing for material one-off or distorting items or
other items outwith the control of colleges. An explanation of how the AOP is
calculated can be found in Annex B. In aggregate, colleges are forecasting an
acceptable adjusted operating position up to 2020-21, followed by increasing

2

http://www.sfc.ac.uk/web/FILES/callsforinformation sfcci042019/SFCCI042019 Call for information 2019 F

FR.pdf


http://www.sfc.ac.uk/web/FILES/callsforinformation_sfcci042019/SFCCI042019_Call_for_information_2019_FFR.pdf
http://www.sfc.ac.uk/web/FILES/callsforinformation_sfcci042019/SFCCI042019_Call_for_information_2019_FFR.pdf

deficits in the later years of the planning period. It should be noted that the FFR
analysis is ongoing and the figures reported here are subject to change as we
engage with institutions.

Reliance on SFC grant

2.14.SFC grants are projected to account for 72% of total sector income in 2018-19
reducing slightly to 71% in 2023-24.

2.15. Sources of income for the college sector in 2017-18 are shown in the chart
below:

Income sources for Scottish colleges

Donations and
endowments 0.9 % Tuition fees and

X education contracts
Other income 9.1 % 16.0 %

SFC/RSB 74 09
grants



College expenditure

2.16. A breakdown of the main expenditure headings for the college sector for
2017-18 is shown in the chart below.

College sector expenditure
2017-18

Other finance and
interest costs 3.8 % \

Depreciation/Amortisation 7.2 %

Other operating
expenses 23.8 %

Staff costs
65.1%

Mitigating actions

2.17. Staff costs represent the largest element of college expenditure (68% by the
end of the forecast period). This is, therefore, the area that colleges are
focusing on to make efficiencies in order to deliver a balanced budget, given
that the sector has in previous years delivered significant non-staff cost
efficiencies.

2.18.The college sector forecasts suggest colleges plan to spend £5 million on staff
restructuring in 2018-19 and a further £7.5 million over the remainder of the
forecast period, in order to reduce the cost base to levels that allow them to be
financially sustainable.

2.19. However, it is important to note that many colleges have reflected staff cost
savings from restructuring activity in the forecasts but have not included the
costs of restructuring. The cost of restructuring is therefore expected to be
substantially higher.

10



2.20. We are engaging with colleges that are forecasting deficits over the planning
period to clarify potential mitigating actions. There may also be liquidity
concerns as several colleges that have not factored in restructuring costs are
projecting low or negative cash balances during the forecast period.

2.21. 1t is expected that most of the restructuring will be addressed through
voluntary severance schemes.

Cost of living increases

2.22.Colleges were asked to incorporate the lecturers’ cost of living pay award,
agreed in June 2019, in their forecasts. The cost of living pay awards are
expected to have less of a financial impact on colleges in 2018-19 but will carry
significant risks for colleges’ financial sustainability for 2019-20 and beyond.

2.23.The support staff cost of living award agreed in September 2018 is reflected in
the forecasts.

Cash balances and liquidity

2.24.Sector cash balances are forecast to amount to £59.1 million (30 days of
expenditure) at the end of July 2019 and reduce to £23.4 million (12 days of
expenditure) by 2023-24. Three colleges that failed to show a balanced
operating position in the later years of the forecast period are currently
forecasting negative cash balances by the end of July 2024. In addition, three
colleges anticipate having less than 10 days of cash reserves by the end of July
2024.

2.25. As noted above, not all colleges have factored in the costs of restructuring that
will be essential to ensure they are financially sustainable over the forecast
period. It is therefore possible that the levels of cash across the sector will be
lower and could result in more colleges reporting negative cash balances
throughout the forecast period.

Scenario planning

2.26. Colleges have been encouraged to develop their own additional forecasts based
on alternative planning scenarios if they believe these scenarios are more
appropriate for their operating environment and circumstances. Several
colleges provided details of alternative scenarios. All of these alternative
scenarios would clearly result in a more challenging position. Scenarios
included:

e Reduction of 1% in SFC funding.
e Increase of 1% in public sector pay policy.

11



Funding reduced to 50% and 0% for additional Scottish Teachers
Superannuation Scheme (STSS) costs (SFC planning guidance asked colleges
to plan on the basis that these costs would continue to be fully funded
throughout the planning period).

Increase of 1% in Local Government Pension Scheme employer contribution
costs.

Key risks

2.27.In preparing the forecasts, colleges identified a number of risks that could
adversely affect their financial performance and sustainability. The most
significant risk areas for colleges relate to:

Changes to the funding model and colleges’ ability to deliver regional
outcome agreements and Government priorities. This includes the sector’s
ability to meet the core student activity target of c. 116,000 FTE places and
other key performance measures.

The impact of cost efficiencies, including reduced staff numbers and frontline
student services, on both the quality of student experience and on the health
and wellbeing of college staff.

The impact of the UK exiting from the EU and the risk of reduced European
funding.

Additional staff costs arising from both cost of living pay awards and the
outcome of the National Bargaining job evaluation exercise for support staff.
Increases in employer contributions to the Scottish Teachers Superannuation
Scheme and Local Government Pension Schemes.

Addressing backlog estates maintenance and ICT/digital requirements.
Challenges of diversifying income and generating additional surplus.

The balance of portfolio of provision and how that impacts on student
numbers.

Insufficient funding to address student support requirements (SFC planning
guidance asked colleges to plan on the basis that these costs would be met
throughout the planning period).

SFC engagement

2.28.SFC operates a risk-based and proportionate approach to the way it engages
with individual institutions. The level of SFC’s engagement with colleges has
increased for many colleges in recent years. In many cases this has related to
our need for greater assurance about financial sustainability while securing
good outcomes for students.
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3. University Sector

Summary indicators

3.1. The table below provides a summary of key university sector financial

indicators, by type of institution, across the years 2018-19 to 2021-22. Details

of the university sector ‘groupings’ are provided in Annex C.

Financial Indicator Forecast Forecast Forecast Forecast
2018-19 2019-20 2020-21 2021-22
Ancient 2,272,054 2,359,101 2,437,862 2,553,260
Chartered 966,395 994,811 1,049,786 1,176,279
Modern 655,482 677,255 691,966 702,973
XY 158,470 149,298 148,909 150,965
Total income (£000) 4,052,399 4,180,466 4,328,523 4,583,477
Ancient 21% 20% 19% 19%
Chartered 30% 28% 26% 25%
Modern 58% 56% 55% 54%
SsP 34% 37% 36% 36%
SFC grant as % of total income 30% 28% 27% 26%
Ancient 61,128 98,032 37,408 69,116
Chartered (121,779) (7,018) (17,869) 54,833
Modern (21,787) (9,808) (6,879) (6,166)
SsP 4,971 (2,377) 720 97
Operating surplus/(deficit) (£000) (67,468) 78,829 13,380 117,880
Ancient 2.7% 4.2% 1.5% 2.7%
Chartered (11.6%) (0.7%) (1.7%) 4.7%
Modern (3.3%) (1.4%) (1.0%) (0.9%)
SSP 3.1% (1.6%) 0.5% 0.1%
Operating surplus/(deficit) as % of
total income (1.7%) 1.9% 0.3% 2.6%
Ancient 101,517 57,908 37,408 69,116
Chartered 4,349 (15,917) (15,712) 57,255
Modern (11,194) (5,699) (4,679) (3,966)
SsP 6,058 1,423 720 97
Operating surplus/(deficit) adjusted
for staff restructuring costs and
pension revaluation (£000) 100,729 37,715 17,737 122,502

* Scotland’s Rural College receives SSI grant and is categorised as SSI for purposes of this table
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Financial Indicator Forecast Forecast Forecast Forecast
2018-19 2019-20 2020-21 2021-22
Ancient 4.5% 2.5% 1.5% 2.7%
Chartered 0.4% (1.6%) (1.5%) 4.9%
Modern (1.7%) (0.8%) (0.7%) (0.6%)
SsP 3.8% 1.0% 0.5% 0.1%
Operating surplus/(deficit) adjusted
for staff restructuring costs and
pension revaluation as % of total
income 2.5% 0.9% 0.4% 2.7%
Ancient 929,072 687,580 612,233 471,116
Chartered 240,731 199,131 180,242 151,191
Modern 107,207 112,614 126,987 123,322
ssP 43,053 29,906 19,875 23,352
Cash and cash equivalents net of
overdrafts (£000) 1,320,063 1,029,232 939,337 768,981
Ancient 163 118 100 74
Chartered 87 78 66 53
Modern 61 64 71 73
SsP 110 78 53 61
Cash days 117 92 79 63
Ancient 138,632 94,275 n/a n/a
Chartered 50,350 32,155 n/a n/a
Modern 29,684 48,588 n/a n/a
ssP 8,979 (2,527) n/a n/a
Net cash flow from operating
activities 227,644 172,492 n/a n/a
Ancient 6% 4% n/a n/a
Chartered 5% 3% n/a n/a
Modern 5% 7% n/a n/a
ssP 6% (2%) n/a n/a
Net cash flow from operating
activities as % of total income 6% 4% n/a n/a
Ancient 1,090,627 1,084,112 n/a n/a
Chartered 289,933 343,621 n/a n/a
Modern 243,416 237,816 n/a n/a
ssP 8,686 7,848 n/a n/a
Total borrowing (£000) 1,632,661 1,673,397 n/a n/a
Ancient 48% 46% n/a n/a
Chartered 30% 35% n/a n/a
Modern 37% 35% n/a n/a
ssP 5% 5% n/a n/a
Total borrowing as % of total income 40% 40% n/a n/a
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3.2.

3.3.

3.4.

3.5.

3.6.

3.7.

Overall, the sector’s reported future financial position over the next three years
is sound on the basis of the common key planning assumptions used in the
forecasts. However, the forecasts are significantly skewed by the strength of
the two largest institutions, the universities of Edinburgh and Glasgow. The
sector’s position is, therefore, considerably weaker when their projections are
taken out of our aggregate analysis.

The financial pressures and uncertainties reflected in submitted forecasts
include the withdrawal from the European Union, increased pension costs and
estates maintenance costs. In general, the four ancient universities are better
placed than others to respond to these cost pressures, and modern universities
are more reliant on SFC grant funding.

The university sector expects to report an operating deficit of £67.5 million in
2018-19 followed by operating surpluses in each of the following years. It
should be noted that the 2018-19 deficit position will be substantially higher as
many institutions did not include the impact of the Universities Superannuation
Scheme provision adjustments in their forecasts. Some volatility in results is to
be expected under the Financial Reporting Standard (FRS) 102 accounting
standard, as there may be a mismatch between the reporting of income and
related expenses and the forecasts also include the accounting impact of
several large items that distort year-on-year results (see Annex D). These
include Universities Superannuation Scheme provision adjustments and
exceptional staff restructuring costs. Excluding these items, the forecast
underlying surplus for 2018-19 is £100.7 million, with surpluses projected over
the remainder of the planning period ending 2021-22. Between eight and 11 of
the 18 institutions are forecasting underlying operating deficits over the next
three years.

The sector’s financial forecasts indicate plans to undertake considerable staff
restructuring over the period to 2021-22.

Cash and short-term investments are forecast to move from £1,320 million
(117 cash days) in 2018-19 to £769 million (63 cash days) by the end of
2021-22. Borrowing is forecast to increase from £1,342 million in 2017-18 to
£1,673 million in 2019-20. The projected reduction in cash and increase in
borrowing reflect the impact of financing capital investment, which is estimated
at £2.5 billion over the planning period.

Fee income represents the largest source of revenue in the sector. Institutions
are increasingly reliant on international fee income; however, this represents a
key risk as markets become ever more competitive and global events can occur
over which institutions have no control. Income cross-flows, such as
international fee income, are used to support other areas of operations such as
research activity, which tends to be loss-making.
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3.8. There is significant variation in the financial position of individual institutions.
Several institutions are facing particular challenges to their financial
sustainability and are subject to higher levels of engagement.

University financial returns to SFC
3.9. Universities make two financial returns to SFC in the course of the year:

e The Strategic Plan Forecast (SPF), submitted at the end of June, comprising
an outturn forecast for the current year and forecasts for the following three
years.

e The annual accounts, submitted at the end of December, comprising the
audited financial statements and supporting reports by the institution’s audit
committee, internal and external auditors.

Operating position

3.10. Institutions were asked to provide financial forecasts, covering the period
2018-19 to 2021-22, by 30 June 2019. In preparing their financial projections,
institutions were asked to ensure SFC grant for 2019-20 was based on the
funding allocations announced in May 2019. Institutions were also asked not to
forecast any increase in SFC grant for 2020-21 and 2021-22, as SFC had no
information on Scottish Government budgets beyond 2019-20. Institutions
were encouraged to develop additional planning scenarios if they believed they
were more appropriate for their circumstances.
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Sources of income

3.11. The chart below shows all sources of income for institutions in Scotland in
2017-18. Apart from SFC grants, universities receive income from tuition fees
and contracts (including international student fees), research activity,
commercial income, investment income and donations and endowments.

Income sources for Scottish universities

Donations and endowments 1.1 %

Investment income 0.9 %
Other income 15.3 %

Tuition fees and
education contracts

31.5%

Research grants
and contracts 21.2 %

SFC grants’ 30.1 %
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Reliance on SFC grant

3.12. The larger universities are generally not as reliant on SFC funding. SFC grants
account for 30% of sector total income in 2017-18 and this is forecast to reduce
to 26% by 2021-22. The majority of SFC grant is for teaching, which amounts to
18% of overall sector income, while SFC funding for research represents 7% of
overall sector income.

Split of sector SFC income as % of
overall income 2017-18

Grants for FE provision 1.3 %

© Capital Grants recognised in the year 0.7 % — )
® Capital Maintenance grant 0.9 %
Programme Funds 1.9 %

@ Ring-fenced grants 0.5 %

® Research and Innovation 7-4 %

Teaching 17.7 %

Other income
69.9 %
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3.13.There is a large variation in SFC grant reliance across the sector as illustrated

below:

Funding Council Actual Forecast | Forecast | Forecast | Forecast
grants as % of total | 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22
income

Lowest 15% 16% 15% 15% 14%
Average 30% 30% 28% 27% 26%
Highest 68% 78% 76% 77% 78%

3.14.1n 2017-18, the institution with the lowest reliance on SFC income was
University of St Andrews at 15% while University of the Highlands and Islands
had the highest proportion of its income from SFC, with 68% of its income
coming from this source.

Other sources of income

3.15. All of the other sources of income come with associated costs and some of the
activities can be loss making, for example research. This can be seen in the
section on income crossflows at paragraphs 3.26 —3.38 below.
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International student fees

3.16. The chart below splits the tuition fee and education contract income into the

different categories of income and demonstrates the significance of
international student tuition fees as a source of income.

Split of sector tuition fees and education
contracts as % of overall income

Home
7.0%

International students
15.9%

Non-credit course bearing
fees

Edl}égﬁ%l‘l contracts and others
1.3%

Other income
68.5%

3.17. As in previous years, the largest anticipated increase in income from other

3.18.

sources in the forecast derives from international student tuition fees. In
2017-18, international fees represented 16% of the university sector total
income and this is forecast to increase to 18% by 2019-20. It is clear that
universities need this source of income in order to remain financially
sustainable and to support other areas of their operation. For example,
research can be a loss making activity and it is therefore important that
institutions continue to plan to address this through other surplus generating
activity.

We will be engaging with several institutions to assess the robustness of the
level of increase in their projected international student tuition fee income over
the forecast period. Non-EU tuition fees continue to be an area of significant
risk due to the international markets becoming ever more competitive. There is
also an impact on this market from UK immigration policies. It is encouraging
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that the UK Government has recently changed its policy of restricting
post-study visas for international students and will now offer two year work
visas for international graduates from next year.

University expenditure

3.19. A breakdown of the main expenditure headings for the university sector for
2017-18 is shown in the chart below.

University sector expenditure
2017-18

Interest and other finance costs 1.7 % \
Depreciation 6.5 %

Other operating

expenses 36.3 % Staff costs

55.6 %

Staff restructuring

3.20. The sector is planning to spend £30.8 million on staff restructuring between
2018-19 and 2021-22. Four universities are planning staff restructuring in each
year of the forecast while another six institutions are forecasting staff
restructuring in some of the years. It is recognised that some restructuring may
be achieved through natural turnover.

Cash and borrowing

3.21. The sector is expected to remain liquid though cash and short-term investments
are forecast to reduce on 2018-19 levels, moving from £1,320 million (117 days)
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3.22.

3.23.

3.24.

3.25.

in 2018-19 to £769 million (63 days) by the end of 2021-22. This reduction in
cash over the forecast period mainly reflects the impact of financing capital
investment. Institutions have provided assurances that capital investment will
be re-profiled in the event that cash generation targets are not achieved.

The net cash inflow from operating activities is an important performance
indicator in terms of assessing institutions’ ability to generate sufficient cash to
repay debt and for estates investment. The sector figure is forecast at

£227 million in 2018-19 and £172 million in 2019-20. Only one institution in
2018-19 projected negative cash inflow from operating activities and in 2019-20
this increases to three institutions. The negative position for two of these
institutions results from exceptional adjustments and there are no immediate
concerns about their financial health.

Total borrowing is forecast to increase from £1,342 million in 2017-18 to
£1,673 million in 2019-20 again reflecting an increase in capital investment in
the sector. Borrowing represents 40% of turnover in 2019-20 compared to 36%
in 2017-18.

Much of the sector’s borrowing is now in the form of private placements due to
the very low interest rates available. However, this type of borrowing involves
large capital repayments at set points in the future with interest being paid in
the intervening years. Out of the total sector borrowing figure of £1,342 million
at the end of July 2018, £574 million was in the form of private placements. The
universities with this form of borrowing will have to ensure they have the
necessary funds to repay at the set points. Therefore, building up cash reserves,
through generating ongoing surpluses, is essential to allow them to do this.

Levels of borrowing and pension commitments are sensitive to changes in how
institutions are funded and ultimately the sustainability of the institutions.
These are long-term obligations that must be fulfilled irrespective of the
funding flows into institutions. It is important that institutions take into
consideration potential increases in pensions costs which can be volatile and
are outwith their control.

Transparent Approach to Costing (TRAC) and income crossflows*

3.26.

Our understanding of the performance of Scotland’s universities can be

4 All universities in the UK use the Transparent Approach to Costing (TRAC) methodology for costing their
activities. TRAC was introduced in 2000 with a view to improving accountability for the use of public funds for
research and to inform university decision making. TRAC was subsequently extended to other university
activities, including teaching. The methodology for calculating TRAC was adjusted in 2015-16 to reflect changes
resulting from the introduction of the FRS 102 accounting standard. For further information on TRAC on SFC'’s
website: http://www.sfc.ac.uk/governance/institutional-finance-governance/institutional-finance/university-
finance/transparent-approach-costing.aspx
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improved by considering income crossflows within an institution, highlighted
through the TRAC data, and the impact they have on financial sustainability and
the benefits or issues they create.

How is Scotland performing?

3.27.The chart below sets out Scottish universities’ recovery of full economic cost
surplus/(deficit) by TRAC category, using the 2017-18 figures as this is the latest
information available.

TRAC full economic cost surplus/(deficit) by category 2017-18
for Scottish universities

300

200

100

T
Publicl ching Non-Publicly Funded
£ million Teaching

Other income generating Overa
activity ec

(100)

(200)

(200)

(400)

3.28. A comparison of each category against the UK results, in terms of recovery
percentage, is presented in the graph below using 2017-18 figures.

23



Recovery of Full Economic Costs by TRAC category and total for 2017-18
- Scotland 'v' UK

160 —

140.8 139.8

140 —

120 —

100 97.7 Full Recovery
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80 4

60 —

40 —

20

Total Publicly Funded Teaching Non-Publicly Funded Teaching Research Other income generated

@ Scottish sector total @ UK sector total (£000)

3.29. The chart above shows that, in overall terms, Scotland recovers 95.7% of full
economic costs, which is in line with the UK total. However, the position varies
across institutions.

3.30. Scotland is performing slightly better than the UK as a whole in recovering full
economic cost on non-publicly funded teaching, research activities and other
income generating activities. However, it still falls short of 100% recovery on
publicly funded teaching and research and therefore contributions generated
by non-publicly funded teaching and other income generating activities are
being used to meet these costs.

3.31. When looking at TRAC data, it is important to note that 2017-18 is the third
year in which TRAC reporting has been prepared under the FE/HE Statement of
Recommended Practice (SORP), applying FRS 102. This standard introduced
some significant changes in the way financial performance is reported, making
comparison difficult between the latest results and historical TRAC data prior to
2015-16 because of changes to the timing when some income is recognised in
the accounts. The adoption of FRS 102 has resulted in greater volatility in
reported surpluses or deficits and so it is necessary to take a multi-year view
when assessing TRAC results. It is important to look at trends over a period
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rather than one year’s results in isolation. Data for 2015-16 therefore formed
the baseline for the start of a new time series of TRAC data and the trend data
is set out below:

Full Economic Cost Recovery trend - by category and
overall Scotland 'v' UK

160 —

140

120

100 Full Recovery

80 —

60 4

40

20 4

Publicly Funded Teaching Non-Publicly Funded Teaching Research Other income generating activity Overall recovery of full economic costs

® Scotland 2015-16 @ Scotland 2016-17 @ Scotland 2017-18 ® UK2015-16 @ UK2016-17 @ UK2017-18

3.32. The trend data illustrates that recovery of full economic costs is most successful
through non-publicly funded teaching which is largely reliant on international
student recruitment which, as already highlighted in paragraphs 3.16 —3.18
above, is uncertain and carries demand risks. The data for Scotland shows an
increase year on year whereas the UK trend takes a dip in 2016-17.

3.33. Full cost recovery is low in Scotland for publicly funded teaching and there is a
downwards trend for recovery. The rest of the UK outperforms Scotland in this
category in each year of the trend data.

3.34.The area where there is the lowest recovery of full economic costs is research
activity, albeit Scotland performs better than the UK as a whole. The chart
below breaks down the recovery on research in Scotland in 2017-18 by research
sponsor type:
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3.35.

3.36.

3.37.

Recovery of Full Economic Costs by type of research 2017-18

Total Research

® Scottish sector total @ UK sector total

The chart shows the levels of full economic cost recovered vary by research
sponsor. The chart highlights that not only is there a flow of income from other
activities to research but that the extent of the cross flows varies according to
which organisation is funding the research. Research Council funding represents
the largest sponsor of funding in volume terms and will have the largest impact.

The reasons for this vary. In some cases, certain funders do not fund overheads,
or require an element of matched funding from the institution. The differential
rates of full economic cost recovery will lead institutions to become more
selective about the research funders they choose to work with in terms of
financial recovery. However, institutions will find it challenging to maintain
optimal full economic cost recovery on research activity given the limited
portfolio of funders, spanning of projects over several years and the need for
continual income flows to support the cost base.

The management of loss-making research by cross-subsidy from
surplus-generating activities should be seen as part of an interconnected set of
university activities. The international research reputation of universities, and
their position in league tables, affects the recruitment of international students.
The surplus from those international students assists with the sustainability of
the research activity. Research reputation drives other income and strengthens
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staff recruitment and business relationships and so the TRAC deficit from
research must be viewed in the context of the overall university strategy and
management.

3.38. Institutions will also use their own funds and income cross flows in other
activities to support their overall sustainability which involves generating an
appropriate level of surplus. This will differ from institution to institution
according to their circumstances.

Key risks

3.39.In preparing the forecasts, institutions identified a number of risks that could
adversely affect their financial performance and sustainability. The most
significant risk areas for universities relate to:

e The impact of the UK exiting from the EU.

e The rise in staff and pension costs.

e Afallin rest-of-UK recruitment in an increasingly competitive market.

e The review of Post-18 education and funding in England — lower tuition fees
in England could have a significant impact on Scottish institutions.

e Any failure to achieve international student recruitment targets.

e UK visa and immigration regulations.

e Further unanticipated public spending cuts in teaching and/or research
income.

e The impact of changes to UK research funding in the Higher Education and
Research Act 2017.

e Failure to effectively manage major capital investment programmes and
their financial impacts.

SFC engagement

3.40. SFC operates a risk-based and proportionate approach to the way it engages
with individual institutions. The level of SFC’s engagement with universities has
increased for many universities in recent years. In many cases this has related
to our need for greater assurance about financial sustainability while securing
good outcomes for students.
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ANNEX A

College Regions

1.

The college sector in Scotland comprises 20 incorporated colleges and six non-
incorporated colleges, organised into 13 college regions. Ten of these regions
consist of one college. The three remaining regions (Glasgow, Highlands &
Islands, and Lanarkshire) have more than one college. The individual colleges in
Glasgow and the Highlands & Islands are assigned to the relevant Regional
Strategic Body: Glasgow Colleges’ Regional Board or University of the Highlands
& Islands. In Lanarkshire, New College Lanarkshire is the Regional Strategic
Body and South Lanarkshire College is assigned to the Lanarkshire Board.
Details of all regions and colleges are set out on the next page.

Fundable bodies in the college sector can be incorporated or non-incorporated.
Before the Further & Higher Education (Scotland) Act 1992, almost all publicly
funded colleges in Scotland were run by local authorities. In 1993, most of
these colleges were established with boards of management constituted under
the 1992 Act. Colleges with a board of management constituted under the 1992
Act are commonly referred to as incorporated colleges. Incorporated colleges
were reclassified as arms-length central government bodies in 2014 and are
subject to Government budgeting and accounting requirements, including the
provision of monthly cash flow returns, and are required to comply with the
Scottish Public Finance Manual.

The 1992 Act does not govern the non-incorporated colleges which take a
number of different legal forms and/or have differing constitutional
arrangements. Two non-incorporated colleges (Orkney and Shetland) are still
run by their local authorities.
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Region

College

Aberdeen and
Aberdeenshire

North East Scotland College

Ayrshire Ayrshire College
Borders 3 Borders College
EG);I[IEz::\S( g 4 Dumfries & Galloway College
Egﬁgﬁh 8d & Edinburgh College
Fife 6 Fife College
Central 7  Forth Valley College

8 City of Glasgow College
Glasgow 9  Glasgow Clyde College

10 Glasgow Kelvin College

11 Argyll College

12 Inverness College

13 Lews Castle College

14 Moray College
Highlands and 15 North Highland College
Islands 16 Orkney College

17 Perth College

18 Sabhal Mor Ostaig

19 Shetland College

20 West Highland College

21 New College Lanarkshire
Lanarkshire -

22 South Lanarkshire College
Tayside 23 Dundee and Angus College
West 24 West College Scotland

I West Lothian 25 West Lothian College

n/a 26 Newbattle Abbey College
n/a 27 SRUC

Note: The map shows the 20 incorporated colleges, the six non-incorporated colleges in Scotland (in bold) and Scotland'’s
Rural College (SRUC) which is classed as a higher education institution but counts towards the achievement of the national

target for colleges.

Source: Audit Scotland
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ANNEX B

College adjusted or underlying operating position

1.

The adjustments to the operating position to give the underlying operating
position for the colleges have two purposes:

e Smooth the volatility in reported results arising from the FRS 102 accounting
standard.

e Recognise some of the reported costs do not have an immediate cash
impact.

The underlying operating position is a better indicator of colleges’ operational
cash generative capacity.

The reported operating surplus/(deficit) figures have been adjusted for:

e Depreciation net of deferred capital grant (incorporated colleges only).

e Exceptional non-restructuring costs (impairments and lease dilapidation
costs).

e Non-cash pension adjustments.

e Donations to arms-length foundations (ALFs) (incorporated colleges only).

e Non-Government capital grant (e.g. ALF capital grant).

e Exceptional income.

e Loan repayments (incorporated colleges only).

e Non-Profit Distributing Project (NPD) income applied to reduce NPD debt.
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ANNEX C

University groupings

1.

The financial summary table and other sections in this report refer to the
following four university groupings:

Ancient universities (University of Aberdeen, University of Edinburgh,
University of Glasgow and University of St Andrews).

Chartered universities (University of Dundee, Heriot-Watt University, University
of Stirling and University of Strathclyde).

Modern universities (Abertay University, Edinburgh Napier University, Glasgow
Caledonian University, University of the Highlands & Islands, Queen Margaret
University Edinburgh, Robert Gordon University and University of the West of
Scotland).

Small and specialist institutions (Glasgow School of Art, Royal Conservatoire of
Scotland, Scotland’s Rural College and Open University in Scotland).

The Open University in Scotland is not included in this analysis due to different
reporting arrangements in place.
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ANNEX D

Financial Reporting Standard 102

1.

The introduction of new accounting rules in 2015-16 brought about significant
changes to the way institutions’ finances were measured and recorded and
represented the biggest change in college and university accounting for 20
years.

The new accounting rules changed the way some income, expenses, assets, and
liabilities appear on the financial statements and resulted in significant changes
in the way numbers were reported in institutions’ financial statements despite
the substance of an institution’s financial performance or its net worth not
changing at all.

The change was introduced because the UK accounting standards setting body,
the Financial Reporting Council (FRC), had been on a mission to harmonise UK
accounting standards with international standards. This was completed in 2015,
with the replacement of 40 different standards with a new code based on a
single, internationally-consistent reporting framework.

The 2015-16 financial results were the first to report under the new accounting
standard, known as FRS 102, and interpreted for the sector by the FE/HE
Statement of Recommended Practice (SORP).

To help readers of the accounts, institutions have made extra effort to explain
the most significant changes in their annual financial reports. Some have also
explained the impact of the new standard on perceptions of the institution’s
long-term financial sustainability, as one of the features of FRS 102 has been
increased volatility in the numbers from one year to the next.

Due to the volatility in the operating position, these figures are no longer
meaningful indicators of the institutions’ financial sustainability. Our focus has
therefore changed to look at something that is meaningful for our purposes e.g.
underlying operating position and levels of operating cash. We can also take
assurance from the going concern statements and clean audit opinions in the
accounts.
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