NORTH EAST
SCOTLAND

Meeting of the Finance and
Resource Commitiee

held on Wednesda



NOTICE

There will be a meeting of the Finance & Resources Committee on Wednesday 27
September 2023 at 1300 hours through the use of Microsoft Office Teams.

The Finance and Resources Committee are next due to meet on 29
November 2023 at a joint meeting with the Audit and Risk Committee.

AGENDA
Agenda Paper
ltem
Standing ltems
01-23 Apologies for Absence
02-23 Declaratfion of any Potential Conflicts of Interest in relation to any
Agenda ltems
03-23 Minute of Previous Meeting — Wednesday 31 May 2022 X
04-23 Matters Arising from the Previous Meeting X
Matters for Decision/Approval
05-23 Committee Terms of Reference X
06-23 Programme of Business AY2023-24 X
07-23 Course Fees AY2024-25 X
Matters for Discussion
08-23 Management Accounts Jul 2023 (late paper) X
09-23 Update 2023-24 budget (verbal update)
10-23 Annual Accounts 2022/23 (late paper) X
11-23 Credits and Enrolments Update AY2023/24 X
12-23 Procurement process briefing (Presentation)
13-23 Tender plan & contract register (Presentation)
14-23 ASET Update X
15-23 Committee Evaluation Feedback X
Matters for Information
16-23 Confirmation of Contract awards via email: X
e Hire of Sports Facilities
e MDF Photocopiers Contract
Contracts Approved by Chairs Committee (for information):
e Nursery Tender
e Protocol Contract
e South Block glazing
e VLE Contract
17-23 Any Other Business
Audit Scofland Report (for information) X
18-23 Short Term Investments X
19-23 Summation of Actions and date of next meeting

* denotes Reserved Item of Business




MINUTE OF MEETING

Minute of the meeting of the Finance & Resources Committee held on Wednesday
31 May 2023 at 1230 hours through the use of Microsoft Office Teams.

Agenda

ltem
Present:
S Ross (Chair)
David Blackhall
Jim Gifford
Neil Cowie
lan Watt
Stuart Thompson
Neil McLennan (Vice Chair)
Standing ltems

27-22 Apologies for Absence: Carrie Beaton; Nicole Matthews; Susan Elston; A
Rodden

28-22 Declaration of any Potential Conflicts of Interest in relation to any
Agenda ltems:
N MclLennan declared a potential conflict by virtue of his position with
the University of Aberdeen.

29-22 Minute of Previous Meeting - Wednesday 22 February 2023:
The Minute was approved as an accurate record.

30-22 Matters Arising from the Previous Meeting:
Members noted the Matters Arising Report with no additional comments.
Matters for Decision

31-22 Anti-bribery and Corruption Policy (late paper)
S Thompson summarised the tracked changes highlighted in the paper.
S Thompson provided clarity on the escalation mechanism to alert both
SFC and Scoftish Government. It was agreed further amendments to the
Policy would be made to include explicit reference to a bribery
occurrence. Action: Policy to be amended and re-circulated via email
to Committee for review/approval and ratified at next F&R Committee.
Matters for Discussion

32-22 Analysis of SFC Funding Allocation AY2023-24:

Members noted the circulated paper with S Thompson giving a summary
of the narrative. An update on national job evaluation was provided
by N Cowie, noting the regular updates provided to the HR Committee.
Inresponse to a query S Thompson confirmed the removal of the mental
health counsellors funding from 2023/24, notfing that whilst service
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demand remains high the College will try fo maintain and support these
positions locally.

A discussion on the College sector contraction took place with Members
noting the College’s intention to deliver 10% fewer credits in the next
academic year, proportionally spread throughout the curriculum,
including a reduction in the ESOL provision. Members also noted some
courses are already in high demand. The continuing disparity in credit
pricing was also discussed.

In response to a query, S Thompson reminded Members that any money
from the sale of an asset over £500k has to be returned to SFC. Members
noted the ongoing work being undertaken on both the Estates Strategy
and Capital expenditure budget.

33-22

Schedule of Business for F&R Committee - (late paper):

Members noted the circulated paper. The suggestion made by S
Thompson to hold an additional Meeting in September was agreed by
Committee. Action: Revised Programme of Meetings to be presented
for approval at June Regional Board Meeting.

For information

34-22

Capital expenditure/estates update (presentation):

S Thompson highlighted the benefit of analysing the equipment
utilisation data which has influenced the equipment replacement plans
and equipment re-deployment. A discussion on the potential use of

College Libraries equipment to others areas, with the Principal agreeing
toreflect on N McLennan comments and discuss out with this meeting.

Reserved Matters for Decision

35-22

Draft Budget and Capital Plan (ahead of consideration at June Board
Meeting):




36-22 April management Accounts:
37-22 VS Update:
38-22 Any Other Business

SSJ

Procurement




39-22

Summation of Actions and date of next meeting
A summation of actions was given by the Board Secretary who also
advised the date of the next meeting will be discussed at the next
meeting of the Regional Board to be held on 21 June 2023.

Agenda | Agreed actions from Finance & Resource | Responsibility | Deadline
ltem Committee Meeting of 31.05.23
31-22 Anti-Bribery and Corruption Policy: Amend | S Thompson | Assoon as
to include consequences of bribery and/or possible.
corruption occurrence. Then re-circulate to
Committee for approval.
33-22 Schedule of Business: Revised Programme of | S Lawrance June 2023
Meetings to be presented for approval at
June Regional Board Meeting.
35-22 Draft Budget:
36 -22 April Management Accounts:
38-22 SSJ:
38-22 Procurement:
Signed.......... S Ross (Chair of Finance & Resource Committee)
Dated............ 27 Sept 2023




FINANCE & RESOURCES COMMITTEE

An update on matters arising from the meeting of the Finance & Resources
Committee held on Wednesday 31 May 2023.

Agenda

ltem
Actions: Anti-Bribery and Corruption Policy: Amend fo include
consequences of bribery and/or corruption occurrence. Then re-
circulate fo Committee for approval.

31-22
Status: Complete. Policy circulated and approved by Members.
Schedule of Business: Revised Programme of Meetings to be presented
for approval at June Regional Board Meeting.

33-22
Status: Complete. Presented and approved by Regional Board.
Draft Budget:

35-22
Status:
April Management Accounts:

36-22
Status:
SSJ:

38-22 | Status:
Procurement:

38-22

Status:




FINANCE & RESOURCES COMMITTEE
Meeting of 27 September 2023

Title: Commiittee Terms of Reference

Author: Contributor(s):
Susan Lawrance, Secretary to the
Board

Type of Agenda ltem:

For Decision X
For Discussion O
For Information O

Reserved ltem of Business [

Purpose: To enable the Committee to review its Terms of Reference.

Linked to Strategic Theme:

1. Being agile and responsive.

Executive Summary:
Attached as Appendix 1 to this paper is the Committee’s current Terms of
Reference. The Terms were last considered by the Committee in November 2022.

Members are asked to review the attached and consider if the Committee’s
Specific Duties accurately reflect its main areas of focus, noting the change to
have four meetings per annum, (instead of three as previous years).

Recommendation:
It is recommended that the Committee review its Terms of Reference.

Previous Committee Recommendation/Approval (if applicable):
None

Equality Impact Assessment:

Positive Impact Ol
Negative Impact [
No Impact X

Evidence:




FINANCE AND RESOURCES COMMITTEE

1.1 | Membership A minimum of 6 Members, one of whom shall be appointed as
Committee Chair

Principal

One Staff and one Student Member

The Chair of the Finance and Resources Committee is precluded
from serving on the Audit and Risk Committee.

1.2 | Quorum No less than one half of the members entitled to vote.
1.3 | Remit
General

The Committee shall make its recommendations to the Regional Board as appropriate.
The Committee shall make its decisions and report these to the Regional Board. The
Committee shall observe the Standing Orders in all its business.

Specific Duties

The Committee has overall responsibility (within the Financial Memorandum between
the College and the Scottish Funding Council (SFC)) for the direction and oversight of
the College’s financial affairs. The Finance and Resources Committee shall:

e Monitor the College’s financial position

¢ Review and monitor the Colleges’ key financial performance indicators,
student funding performance indicators, and student activity performance
indicators

¢ Monitor performance against specific targets relating to the generation of
commercial income as defined by the College

e Consider and recommend the College budget for the following financial year to
the Regional Board

e Consider the College’s annual financial performance through the Annual
Financial Statements

¢ In conjunction with the Audit and Risk Committee, consider and approve the
College’s annual financial statements and the external auditor’s report prior to
submission to the Regional Board

e Consider the proposed SFC Financial Forecast Return (FFR) and make
recommendations to the Regional Board

¢ Review, on behalf of the Regional Board, long term financial plans and
consider a range of strategic financial scenarios as presented by the College
Management

o Approve and review the College’s Finance Strategy

¢ Maintain a continuous review of the College’s Financial Regulations, through
the Vice Principal — Finance and Resources, and advise the Regional Board of
any additions or changes necessary

e Approve annually, all course fees (other than those fixed by statutory

regulations)

Approve fee waivers on behalf of the Regional Board

Approve the write-off of individual bad debts in excess of £3,000

Oversee cash management and the Scottish Government Banking Service

Agree and monitor the College’s insurance arrangements

Approve the award of contracts with a value of £100,000 to £249,999




e Consider and monitor the College’s Estates Strategy (including capital
proposals and major capital works) making recommendations to the Regional
Board as appropriate

o Ensure that the College’s existing buildings and estates comply with statutory
and regulatory requirements, are maintained to an appropriate standard and
remain fit for purpose

e Approve any new aspect of business, or proposed establishment of a
company or joint venture, which requires an investment in buildings, resources
or staff time of more than £100,000.

1.4 | Meetings
The Finance and Resources Committee will normally meet four times per year.

September 2023
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FINANCE AND RESOURCES COMMITTEE - PROGRAMME OF BUSINESS AY2023-24
Please note that the Programme of Business will be amended as required to include agenda
items that arise throughout the academic year.

27 September 2023

For Decision

Committee Terms of Reference

Final Programme of Business

Course Fees AY2024/25

For Discussion

Management Accounts

For information

Conftracts decided by Email:

Draft Annual Accounts 2022/23

Committee Evaluation Feedback

Credits and Enrolment Update AY2023/24

29 November 2023 (with Audit & Risk Committee)

For Decision

Financial Statements for the Year to 31 July 2023 (in junction with Audit & Risk Committee)

For Discussion

Annual Procurement Report

Environmental & Sustainability Annual Report

For Information

Estates Strategy Annual Report

IT Strategy Annual Report

Management Accounts

21 FEBRUARY 2024

For Decision

For Discussion

Budget Review (current academic year)

Budget Assumptions (next academic Year

Management Accounts

National Fraud Initiative22

Environmental and Sustainability Annual Report

Analysis of December Budget announcement

29 MAY 2024

For Decision

Bad Debt Write-off (If any)

For Discussion

Analysis of Final SFC Funding Allocation 2023-24

Budget Review

Draft Budget & Capital Plan (ahead of consideration at June Regional Board Meeting)

Performance Reporting - Management Accounts

Capital Plan/Estates

Estates Update

IT Update

For Information

1"



Agenda ltem 07-23

FINANCE & RESOURCES COMMITTEE
Meeting of 27 September 2023

Title: Course Fees Academic Year 2024-25

Author: Stuart Thompson Contributor(s): Discussed and agreed at
Vice Principal Finance & Resources the Leadership Team

Type of Agenda ltem:

For Decision X
For Discussion O
For Information O

Reserved ltem of Business [

Purpose: To enable the Committee to set course fees for Academic Year 2024-25

Linked to Strategic Theme:

5. Leading Sustainability

Linked to Strategic Risk(s): 5.2
1.5;5.1; 5.2, 5.5

Executive Summary:
In accordance with the College’s Course Fee Policy, the Committee is responsible
annually for setting certain of the College’s course fees.

The Scottish Government sets full-fime fees for students from Scotland. The Scottish
Funding Council (SFC) have held the notional full fime FE rate at £1,080. SAAS has
also held the full-time HE students at £1,285 (since 2008-09). The Scoftish
Government and SFC have advised that these rates will also apply to EU citizens
with “settled” status. There is no specific guidance on rates for other EU citizens or
other international students.

The College is free to set its own fees for part-time programmes of study. No price
increase was applied for 2023/24 as a marketing promotion in an attempt to
increase volume.

The Leadership Team discussed continuing the rate freeze or a potential increase.
Factors considered

e Confinuing high inflation

e Cost of living crisis

e Potenfialimpact on demand

e College financial recovery from current deficit
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The concensus was that a price increase would no impact student numbers and
the increase fee income would contribute to our financial recovery, this was the
main factor.

The recommendation is to increase prices by 5%.

SFC does not fund tuition provided to students from England, Wales or Northern
Ireland. Colleges are free to set course fee rates for these groups of students, and
| propose that the College contfinue with the practice of setting the fee at a level
that is equal to the total income receivable from a Scottish student on the same
course i.e. fee income plus SFC grant.

The recommendation is also for a 5% increase on the 2023-24.

Proposed fee levels are summarised at Appendix 1.

Recommendation: It is recommended that the Committee approve the Course
Fee levels proposed at Appendix 1, a 5% increase on the 2023/24 rates

Previous Committee Recommendation/Approval (if applicable): N/A

Equality Impact Assessment:

Positive Impact U
Negative Impact [
No Impact X

Evidence: This report is for information only.
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Appendix 1
North East Scotland College Proposed Course Fee Rates, AY2024-25

1. Students from Scotland and European Union students with “settled” status Fee
rates for full-time programmes Set by the Scottish Government/Scottish Funding
Council

Fee rates for non-full-time programmes
Unit of study — Advanced level (HE)- £131
Unit of study — Non-advanced level (FE) - £105

2. Students from England, Wales and Northern Ireland (RUK)

These fees for this group of students are set at a rate that is equal to the total income
that the College receives from a Scofttish student on the same course. In other
words, fee income from an RUK student equals the fee received for a Scottish
student plus SFC grant-in-aid for that course.

3. International

Advanced courses £8,250

Non-advanced courses £6,600

These are fees charged to this group of students for full-time programmes. Fees for

part-time programmes are derived by reference to the “full-time” fee.
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Agenda ltem 15-23

FINANCE & RESOURCES COMMITTEE
Meeting of 27 September 2023

Title: Committee Evaluation Feedback

Author: Susan Lawrance, Secretary to | Contributor(s):
the Board

Type of Agenda ltem:

For Decision O
For Discussion X
For Information O

Reserved Iltem of Business [

Purpose: To provide the Committee with an opportunity to consider Members’
feedback relating to the Committee’s performance.

Linked to Strategic Goal:

Linked to Annual Priority:

Executive Summary:

Attached as Appendix 1 is feedback submitted by Committee Members on the
performance of the Committee. The feedback was gathered through the use of
an online anonymous questionnaire.

Recommendation:
It is recommended that the Committee discuss the information provided and
agree if any actions are required to strengthen the performance of the Committee.

Previous Committee Recommendation/Approval (if applicable):
None

Equality Impact Assessment:

Positive Impact U
Negative Impact [
No Impact Ol

Evidence:
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Finance and Resource Committee Evaluation Survey

5 05:57 Active

Responses Average time to complete Status

1. How satisfied are you that the meeting arrangements are appropriate and support
the overall effectiveness of the Committee?

B Very satisfied Somewhat satisifed Neither satisfied nor dissatisfied B Somewhat dissatisfied

M Very dissatisfied

Frequency
Timing
Structure
Agenda items

100% 0% 100%

2. Please provide any additional supporting comments in relation to question 1,
including any proposed agenda items/areas of focus for consideration.

Latest Responses

4 "We always have the option to call other meetings as require...

Responses "an additional meeting will be included in the calendar year ...
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3. How satisfied are you that the support and information provided to the Committee
by members of the Executive and Leadership team is:

M Very satisfied B Somewhat satisfied Neither satisfied nor dissatisfied B Somewhat dissatisfied

M Very dissatisfied

Well presented
thorough & inclusive

at the appropriate strategic level

100% 0% 100%

4. Please provide any additional supporting comments in relation to question 2,
including any suggested improvements.

3 Latest Responses

Re sponses Information and advice that we receive is excellent

5. Do you agree that Committee Members are fully engaged, ensuring there is a
thorough discussion of Agenda items and constructive challenge is provided as

appropriate.

. Strongly Agree 4
. Agree
. Disagree 0
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6. Please provide any additional comments including suggestions to encourage further
engagement

3 Latest Responses

Responses all committee members seem happy to contribute and give ...

7. Do you agree that the collective skills, knowledge and experience of Committee
members allow the Committee to fulfill its governance role and remit?

Strongly Agree 4
) Agree
@ Disagree 0

8. Are there any skills gaps that you feel require to be addressed and any suggested
areas of development or beneficial training/briefing topics?

2 Latest Responses

Responses not that | am aware of

9. In considering your own skills, knowledge and experience, please comment on how

well you believe you contribute to the work of the Committee, highlighting how this
could be enhanced.

Latest Responses

5 " | have a reasonable financial background but also benefit fr...
Responses with a background in finance, | am able to understand the d...

"/ feel, as Principal, that | have an advantage as | am already ...
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10. Do you agree that the Chair provides strong leadership to ensure that the
Committee's work effectively supports the College's strategic ambitions?

@ Strongly Agree 3
© Agree
@ Disagree 0

11. Do you agree the Chair effectively communicates with meeting attendees,
encouraging equality of participation from all members. This includes listening;
explaining; questioning; influencing and challenging constructively.

Strongly Agree 3
Agree
Disagree 0

12. Do you agree the Chair provides attendees with sufficient time to debate and decide
issues in an informed and rigorous manner ensuring issues are properly discussed,
decisions are clear and Committee members accept collective responsibility?

Strongly Agree 4
. Agree 0
‘ Disagree 0
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13. Please provide any additional comments you may wish to make on the Committee
Chair's performance.

2

Responses Latest Responses
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Finance & Resource Committee Evaluation Feedback

Additional Comments

Qstn 2: Proposed agenda items/areas of focus for consideration:

e There has always been a good balance of what needs to be discussed and the time
we have to meet.

e | feel the meeting | attended covered the correct topics.

e An additional meeting will be included in the calendar year going forward.

e We always have the option to call other meetings as required.

Qstn 4: Suggested improvements in relation to information provided to
Committee by members of ET and LT:

e Asking questions and asking for clarification has been welcomed.

e The only suggestion | can make is to make the supporting information (or some of it)
available a little earlier if possible. That would allow more time to review the
information beforehand.

e Information and advice that we receive is excellent.

Qstn 6: Comments including suggestions to encourage further engagement:

e Questions raised have been insightful

e Good engagement was evident during the meeting.

e All Committee members seem happy to contribute and give opinions at the
meetings.

Qstn 8: Any skills gaps, suggested areas of development:

e None
e None that | am aware of.

Qstn 9: How well you believe you contribute to Committee work, any
enhancements required:

e After a year on the committee | feel well placed and believe | can contribute and join
discussion well.

e | did contribute to my first meeting and believe | can do so given the skills | have
developed throughout my career. | am comfortable reviewing budgets, costs reports
etc.
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e | feel, as Principal, that | have an advantage as | am already well-informed and
engaged with ET and LT colleagues on the matters that are raised at the F&R

Committee.
e with a background in finance, | am able to understand the documents received and

contribute effectively
¢ | have a reasonable financial background but also benefit from hearing from others

with a specific financial background

Qstn 13: Any additional comments:

e The Chair keeps meetings engaging and encourages discussion well
e The meeting was chaired in a professional manner.
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Agenda ltem 17-23

FINANCE & RESOURCES COMMITTEE
Meeting of 27 September 2023

Title: Audit Scotland Annual Report on the College Sector

Author: S Thompson, Vice Principal Contributor(s):
Finance and Resource

Type of Agenda ltem:

For Decision O
For Discussion O
For Information X

Reserved ltem of Business [

Purpose: To enable the Committee to review the Audit Scotland briefing paper on
Scotland’s College 2023 released on 7 September 2023, and the analysis
document produced by Colleges Scotland.

Linked to Strategic Theme:

4. Delivering Excellence and Innovation

Linked to Strategic Risk(s):

Executive Summary:
For information, the recent Audit Scotland Briefing Paper (of 7 September 2023)
and the analysis document produced by Colleges Scotland are attached.

Recommendation: It is recommended that the Committee note the paper for
information.

Previous Committee Recommendation/Approval (if applicable):
None

Equality Impact Assessment:

Positive Impact U
Negative Impact [
No Impact X

Evidence:
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Scotland’s
colleges 2023

A briefing paper

AUDITORGENERAL &

Prepared by Audit Scotland

September 2023



Key messages

Scotland’s colleges are vital to learners and local communities.
Risks to the college sector’s financial sustainability have
increased since we reported in 2022. Rising staffing costs
are colleges’ biggest financial pressure.

The Scottish Government’s funding for the sector has reduced
by 8.5 per cent in real terms between 2021/22 and 2023/24,
while the sector’s costs have increased. Effective, affordable
workforce planning is now a greater than ever priority and
challenge for colleges.

Significant changes to how the college sector operates have

been recommended by recent reviews. However, the Scottish
Government and the Scottish Funding Council urgently need

to build on their ongoing work to help colleges plan for change
now, and make best use of available funding so that they are
sustainable for the future.

p
Accessibility

You can find out more and read this report using

assistive technology on our website.

For information on our accessibility principles, please
visit: www.audit-scotland.gov.uk/accessibility.

\

%
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Scotland’s colleges
have a vital role

Colleges provide valuable learning and facilities,
support economic growth and help people achieve
wider outcomes

1. Scotland'’s colleges offer academic and vocational courses to develop
people’s skills and knowledge for work, continued study or general
interest. Students can choose to study full-time, day release, evenings,
block release or on an open learning basis. The courses that college
students undertake contribute not only to their own development but
also to Scotland'’s sustainable economic growth. Colleges are valuable
hubs whose facilities may also be used for local community purposes,
including as meeting spaces and sports venues.

There are different types of colleges

2. Of the 24 colleges in Scotland, 22 sit in college regions that have
one or more colleges. Nineteen colleges are classed as ‘incorporated’
and are public bodies that are subject to audit by the Auditor General
for Scotland (AGS). As public bodies, incorporated colleges are not
permitted to retain reserves at the end of their financial year. The five
unincorporated colleges (shown in bold in Exhibit 1 (page 4)) are
not audited by the AGS and have a range of constitutional arrangements.
Two establishments are outside colleges’ regional arrangements.
Sabhal Mor Ostaig offers further and higher education opportunities
through the medium of Scottish Gaelic. Newbattle Abbey College
is an unincorporated residential college that caters largely for students
returning to education in adulthood. In addition, Scotland’s Rural
College is a higher education institution that contributes to the national
target for colleges.

3. On 1 August 2023, UHI North Highland and UHI Lews Castle, both
of which were incorporated, merged with each other and with UHI
West Highland, which was previously unincorporated. The new, merged
college is known as UHI North, West and Hebrides. It is expected to
be assigned to the University of the Highlands and Islands (UHI) and
incorporated. This merger is designed to create an institution of scale
which will improve sustainability and create benefits for students, staff
and stakeholders across a wide region of Scotland.

4. This briefing paper draws on our analysis of auditors’ annual audit
reports (AARs) about incorporated colleges.
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Exhibit 1.

Scotland’s colleges as at 1 August 2023
The colleges not listed in bold are subject to audit by the Auditor General.

¢ College - incorporated,
audited by AGS

¢ College - unincorporated,
not audited by AGS

14

14

13
12

14

20
16

8 97

2110 1822 5
19

Source: Audit Scotland

Region

College

Aberdeen and

Aberdeenshire 1 North East Scotland College
B Ayrshire 2 Ayrshire College
] Borders 3 Borders College
I Dumfries , Dumfries &
and Galloway Galloway College
I gglénll_a ol:lc;?ahn S Edinburgh College
N Fife 6 Fife College
Bl Central 7 Forth Valley College
_8 City of Glasgow College
Glasgow _9 Glasgow Clyde College
10 Glasgow Kelvin College
11 UHI Argyll
‘12 UHI Inverness
_13 UHI Moray
. 14 UHI North, West
Highlands and Hebrides
and Islands

15 UHI Orkney
16 UHI Perth
17 UHI Shetland

Lanarkshire

18 New College Lanarkshire
19 South Lanarkshire College

Tayside

20 Dundee and Angus College

West

21 West College Scotland

l West Lothian

22 West Lothian College

Bn/a

23 Newbattle Abbey College

| WE

24 Sabhal Mor Ostaig
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The Scottish Government has a central role in setting
policy and funding the college sector

5. The Scottish Government sets national policies for learning and
provides over three quarters of the college sector’s funding, through its
financing of the Scottish Funding Council (SFC). It does this in financial
years (FY) that run from April to March.

6. The SFC works with colleges to set thresholds for the amount of
course provision that colleges should deliver and provides the funding to
each college, or regional strategic body in multi-college regions. It does
this to fit with the college sector’s academic year (AY) from August to
July. A regional strategic body allocates funding to the colleges within
its area. The SFC holds colleges and regions to account for what they
deliver through Outcome Agreements. These set out what colleges
plan to deliver in return for their funding from the SFC. Its Outcome
Agreement Managers work with each college to develop their individual
Outcome Agreement.
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Risks to the college sector’s
financial sustainability
have increased

In 2022, we reported that change was needed to
ensure the sector’s financial sustainability in the
long term

7. Scotland’s colleges 2022 drew on colleges’ accounts for AY 2020-21
and concluded that it will be difficult for colleges to balance delivering
high-quality learning at the volume expected while contributing to other
Scottish Government priorities. We said change was needed to ensure
more students are successful; and also that the Scottish Government and
the SFC should support colleges to plan for change now to make best
use of available funding and ensure the sector is financially sustainable in
the long term.

Risks to the sector’s financial sustainability have
increased since then

8. Auditors’ AARs on incorporated colleges for AY 2021-22 highlighted
sustained risks to colleges’ financial sustainability, and an increased level
of risk in most of them.

9. The SFC requires a college to report its adjusted operating position
(AOP), to reflect its underlying operating performance after allowing for
material one-off or distorting matters outside its control. This helps to
assess a college’s underlying financial strength and to provide figures
which are readily comparable among colleges.

10. The sector reported an adjusted operating surplus of around £8
million in AY 2021-22. The SFC has not yet concluded its assessment of
the sector’s finances for AY 2021-22. While early analysis indicates that
the sector’s adjusted operating surplus is slightly better than forecast, the
surplus for AY 2021-22 is likely to be considerably less than its surplus of
£19.3 million for the previous year.

11. The anticipated reduction in the surplus is partly due to increases in
staff costs, reflecting the impact of the sector’s pay award in AY 2021-22
and some additional recruitment as well as rising inflation, fuel costs and

other pressures. Other operating costs increased by around £10 million (six
per cent) on AY 2020-21 levels. The return to campus activity - following
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the impact of the Covid-19 pandemic - saw an increase in teaching,
teaching support and administration costs plus increased catering,
student residence and utilities costs. More colleges reported an adjusted
operating deficit in AY 2021-22 than in AY 2020-21.

Rising staffing costs are colleges’ biggest financial
pressure

12. Staff costs accounted for more than two thirds (around 70 per cent)
of the sector’s expenditure in AY 2021-22. Changes to their staffing
are one of the main levers for colleges to manage their costs. Staff
pay awards remain a pressure on college finances. Trade unions are
continuing to pursue their pay claim for AY 2022-23. Employers’ pension
contribution costs are increasing. The outcome of a job evaluation
exercise for support staff will also increase staff costs when completed.

13. Colleges have already sought voluntary redundancies to reduce
their staff costs. While final figures for the sector are not yet available,
we know that many colleges have spent money on staff restructuring
costs - that mainly involve voluntary redundancies - to help save money
in the longer term. The SFC reported that there were no compulsory
redundancies during AY 2021-22. Some colleges anticipate the need for
further, significant staffing reductions which could severely erode their
ability to deliver a viable curriculum.

14. Glasgow Kelvin College has indicated that it may need to reduce
its workforce by 21 per cent from AY 2022-23 to AY 2024-25. Ayrshire
College, in preparing its 2022 financial forecast, also calculated a set
of financial projections using an alternative, more pessimistic planning
scenario (compared to the planning assumptions provided by the SFC).
This scenario found the college may need to lose 70 per cent of its staff
over a five-year period - a scenario in which it could no longer function.

15. All colleges provided updated financial forecasts to the SFC at the end
of June 2023 along with additional planning scenarios that they considered
appropriate for their operating environment and circumstances. The updated
forecasts and additional planning scenarios supersede the 2022 equivalents.
These are currently being reviewed by the SFC.

16. The strategic workforce pressures facing the college sector are more
challenging than before, as colleges seek to reduce their costs. Some
colleges have said that they are considering implementing compulsory
redundancies. In June 2023, the Minister for Higher and Further
Education and Minister for Veterans informed the Scottish Parliament’s
Education, Children and Young People Committee that he had written to
all college principals to ‘reiterate the importance the Scottish Government
places on the use of fair work practices in the college sector ..My
officials are engaging with the SFC to build a picture of the scale of
redundancies facing the sector and whether there is any impact on
provision.” In July 2023, the Minister wrote to the Committee, indicating
that colleges should only seek compulsory redunc%ancies as a last resort
and should notify the SFC of such intentions.



https://www.parliament.scot/-/media/files/committees/education-children-and-young-people-committee/correspondence/2023/university-and-college-funding-13-june-2023.pdf
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Colleges also have other pressures

17. Without investing in maintenance, colleges risk their estate becoming
a worsening environment for learning. Scotland’s colleges 2022 noted
that capital funding for the college sector was £321 million short of
requirements for lifecycle and backlog maintenance, and that capital
funding from the Scottish Government, administered through the SFC,
had consistently fallen short of the level colleges have needed.

18. The SFC developed the College infrastructure strategy for 2023-33
in consultation with the sector and it recognises the urgent need for
significant investment in the college estate. The Scottish Government
increased the sector’s capital funding from £74.7 million in FY 2022/23
to £82.4 million in FY 2023/24. After taking account of inflation, this
represented an increase of 7.6 per cent in real terms. Recognising the
increasing number of urgent calls for assistance on repairs/works of
a health and safety or business continuity nature, the SFC set aside
£4.7 million in AY 2023-24 to support the sector. The SFC received
expressions of interest to a value of approximately £20 million and is
currently triaging these to a shortlist to fit the budget. Emerging
issues around Reinforced Autoclaved Aerated Concrete will only add
to this pressure.

19. Numerous colleges have highlighted impacts from the Covid-19
pandemic on their financial position and sustainability. These include
reductions in their non-SFC income sources in AY 2021-22 due to
pandemic-related restrictions, such as constraints on pursuing

commercial opportunities. Other risks are summarised in Exhibit 2.

Exhibit 2.

Significant areas of risk for colleges
This is a cross-section of the numerous risks affecting colleges.

+ Inflation, interest rates and energy costs.

+ The investment required to achieve public sector net zero
targets, especially in relation to the college estate.

+ Investment required to invest in digital.
+ Difficulties in attracting and retaining students and staff.

+ The requirement for colleges to self-fund staff restructuring and
voluntary severance package costs.

+ Competition from private sector training providers.

¢ Competition from some universities.

+ The challenges of raising income from non-teaching activities.
+ The impact of cost efficiencies on staff wellbeing and the

student experience.

Source: Scottish Funding Council, Audit Scotland 32
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https://www.audit-scotland.gov.uk/publications/scotlands-colleges-2022
https://www.sfc.ac.uk/nmsruntime/saveasdialog.aspx?lID=23897&sID=15076

Colleges rely heavily on
Scottish Government funding

20. The Scottish Government’s budget works in financial years (FY) that
run from April to March, such as April 2022 to March 2023. The Scottish
Government has budgeted revenue funding for the college sector
comprising £675.7 million in each of 2021/22, 2022/23 and 2023/24.
After taking account of inflation, this represents a reduction in real terms
of 8.5 per cent from 2021/22 to 2023/24.

21. The SFC uses the Scottish Government’s funding to provide grants
to colleges within their academic year (AY) that runs from August to
July. This means that a college year spans two years of the Scottish
Government’s budget. For example, the college sector’s AY 2022-23
year spanned the Scottish Government'’s financial years FY 2022/23 and
FY 2023/24. The SFC has set a college revenue budget for AY 2022-23 of
£675.3 million, a reduction of £36.5 million (5.1 per cent) from AY 2021-22.

22. Grant funding provided via the SFC accounted for around three
quarters of the college sector’s total income in AY 2021-22. One college
relied on the SFC for less than half its income (Sabhal Mor Ostaig).

All other colleges relied on the SFC for more than half their income,
including seven that obtained over three quarters of their income from
the SFC. Colleges’ main source of non-SFC income was tuition fees
and education contract income, with other income-generating activities,
including catering, making up the bulk of the balance.
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Significant changes
lie ahead

The Scottish Government recognises that changes
are needed

23. Several national reviews have recently recommended major changes
that would affect the college sector, and these sit alongside other
significant developments (Exhibit 3). They all bring both challenges and
opportunities for the Scottish Government. There are questions about
what can realistically be achieved in the short term and what may require
a longer timescale, possibly involving new legislation.

Exhibit 3.

Recent major developments affecting the college sector
These bring challenges and opportunities.

29 June  The SFC’s review of tertiary education and research included a
2021 recommendation to the Scottish Government that there should be more
flexibility in how colleges are funded.

7 June The Withers review of the post-school learning system urged

2023 the Scottish Government to think creatively about how to secure the
sustainability of the post-school skills delivery system. It included a
recommendation that the Scottish Government should redesign the
process for how funding of all learning and training provision, including
apprenticeships, is allocated to ensure it is prioritised to deliver strategic
outcomes and best value for public investment. It also recommended the
establishment of a single funding body and parity of esteem between
colleges and universities.

22 June  The Hayward review of qualifications and assessment will have
2023 implications for the qualifications that colleges consider when selecting
students and employees, and for the courses that colleges provide.

28 June  The Scottish Government’s Purpose and Principles for post-school
2023 education, research and skills includes a target outcome that the system
is ‘financially and environmentally resilient; trusted to deliver, and subject
to effective governance’. The programme of reform, signalled through the
Scottish Government’s Initial priorities for implementation and the Purpose
and Principles, outlines the key actions that the Scottish Government will be
taking forward to deliver on the vision and outcomes it has set for the system.

®
®

Source: Scottish Government 3
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24. In May 2023, the Scottish Parliament’s Education, Children and
Young People (ECYP) Committee concluded that ‘If additional funding

is unavailable, and flexibility within current funding arrangements is also
not forthcoming, then the Scottish Government and the Scottish Funding
Council need to provide colleges with a clear steer on what they should
be prioritising.”

25. In June 2023, the Scottish Government took some initial steps in
response to these developments:

¢+ It advised the Scottish Parliament’s ECYP Committee that it had
‘heard loud and clear the calls for reform and won't shy away from
decisions which will deliver better services for learners and employers
and simplify the operating environment for our colleges, universities
and training providers.’

+ Itadvised the ECYP Committee that it is considering ways to give
colleges more financial flexibility. It also asked the SFC to play an
active role in helping colleges to use their funding allocations more
flexibility; and to intervene in the sector where necessary.

+ Itannounced that it plans to take over national responsibility for skills
planning, and that there will be a new national model of public funding
for all colleges, universities, apprenticeships and training.

26. The SFC has introduced a new funding distribution model and
associated guidance for AY 2023-24. This is to provide colleges with
enhanced flexibility and greater opportunity to decide how best to respond
to local, regional and national needs. The Scottish Government is exploring
the potential for further changes in colleges’ funding arrangements.

The Scottish Government and the SFC urgently need
to build on their ongoing work with colleges and
help them become sustainable now, while siructural
arrangements at a national level evolve

27. Overall, 25.5 per cent of school leavers went into further education at
college in AY 2021-22, compared to 35.6 per cent from the most deprived
areas (Scottish Government statistics, February 2023). These figures
exclude school leavers undertaking a higher education course in a college.
Colleges therefore play a vital role in providing people, particularly those
from more disadvantaged areas, with the training, qualifications and life-
skills that can help them to succeed in life and make a valuable contribution
to society. More widely, colleges also contribute to achieving the Scottish
Government’s three national ‘missions’:

The Scottish Government’s three missions
0 Equality: tackling poverty and protecting people from harm.

e Opportunity: a fair, green and growing economy.
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28. A significant reduction in a college’s range of courses, student
capacity, or its closure altogether could have an unequal impact on
students from more deprived areas, plus ramifications for the wider
community. In many rural, remote and island communities, there is no
alternative college nearby.

29. Policy and structural changes by the Scottish Government have the
potential to improve colleges’ operating environment but colleges face
daunting challenges now to their business models and finances. For
example, colleges need to maintain and, if possible, enhance the learning
they provide and improve outcomes for their students. At the same
time, they are managing complex change across the college sector and
considerable strain on their finances.

30. Addressing the challenges facing the college sector cannot be
avoided or postponed. While recognising the role of college leadership
teams in managing their finances, it is also critical for the Scottish
Government to work with the SFC during AY 2023-24 to support
colleges in planning for change now and making best use of available
funding. This should help to secure colleges’ future while the Scottish
Government considers its response to the reviews featured in Exhibit 3
(page 10), and the funding it allocates to the sector.

Next steps

31. We report annually on the audits of Scotland’s incorporated colleges.
We will continue to monitor and report on developments across the
sector as their impacts become clearer.
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Audit Scotland — Scotland’s Colleges 2023 Analysis — September
2023

Audit Scotland published its annual report on the college sector in Scotland on Thursday 7
September 2023.

Key Messages

e Scotland’s colleges are vital to learners and local communities. Risks to the college sector’s
financial sustainability have increased since we reported in 2022. Rising staffing costs are
colleges’ biggest financial pressure.

e The Scottish Government’s funding for the sector has reduced by 8.5 per cent in real terms
between 2021/22 and 2023/24, while the sector’s costs have increased. Effective, affordable
workforce planning is now a greater than ever priority and challenge for colleges.

¢ Significant changes to how the college sector operates have been recommended by recent
reviews. However, the Scottish Government and the Scottish Funding Council (SFC) urgently
need to build on their ongoing work to help colleges plan for change now, and make best use of
available funding so that they are sustainable for the future.

Financial Sustainability

¢ Audit Scotland has identified that the risks to the college sector’s financial sustainability have
increased since their previous report in 2022, in which they reported that change was needed
to ensure the sector’s financial sustainability in the long term.

e Itis advised that the sector reported an adjusted operating surplus of around £8 million in AY
2021/22, considerably less than its surplus of £19.3 million for the previous year.

¢ Audit Scotland is of the view that the anticipated reduction in the surplus is partly due to
increases in staff costs, reflecting the impact of the sector’s pay award in AY 2021/22 and
some additional recruitment as well as rising inflation, fuel costs and other pressures.

e With regards to Scottish Government funding, Audit Scotland has noted the revenue funding
for the college sector comprising £675.7 million in each of 2021/22, 2022/23, and 2023/24, and
has advised that “After taking account of inflation, this represents a reduction in real terms of
8.5 per cent from 2021/22 to 2023/24”.

¢ Grant funding provided via the SFC accounted for around three quarters of the college sector’s
total income in AY 2021/22. One college relied on the SFC for less than half its income, whilst
all other colleges relied on the SFC for more than half their income, including seven that
obtained over three quarters of their income from the SFC.

Staff Costs

¢ ltis noted that rising staff costs are colleges’ biggest financial pressure, with staff costs
accounting for more than two-thirds (around 70%) of the sector’s expenditure in AY 2021/22,
whilst staff pay awards remain a pressure on college finances.
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Infrastructure

The report makes clear that “Without investing in maintenance, colleges risk their estate
becoming a worsening environment for learning” and that “Emerging issues around Reinforced
Autoclaved Aerated Concrete will only add to this pressure”.

Significant Areas of Risk for Colleges

Audit Scotland also articulate a cross-section of the numerous risks affecting colleges, composed
of the following:

Inflation, interest rates and energy costs

The investment required to achieve public sector net zero targets, especially in relation to the
college estate

Investment required to invest in digital

Difficulties in attracting and retaining students and staff

The requirement for colleges to self-fund staff restructuring and voluntary severance package
costs

Competition from private sector training providers

Competition from some universities

The challenges of raising income from non-teaching activities

The impact of cost efficiencies on staff wellbeing and the student experience.

Education Reform Agenda

Audit Scotland is of the view that the recent reviews associated with the Education Reform
Agenda bring both challenges and opportunities for the Scottish Government, and advises that
there are questions about what can realistically be achieved in the short term and what may
require a longer timescale, possibly involving new legislation.

Against the context of reform, Audit Scotland has recommended that “The Scottish
Government and the SFC urgently need to build on their ongoing work with colleges and help
them become sustainable now, while structural arrangements at a national level evolve”.

In particular, Audit Scotland is clear that it is “critical for the Scottish Government to work with
the SFC during AY 2023-24 to support colleges in planning for change now and making best
use of available funding”.

The role of colleges in delivering the Scottish Government ambitions of Equality, Opportunity
and Community is also touched on, with it being noted that “A significant reduction in a
college’s range of courses, student capacity, or its closure altogether could have an unequal
impact on students from more deprived areas, plus ramifications for the wider community”
Audit Scotland believes that “Policy and structural changes by the Scottish Government have
the potential to improve colleges’ operating environment but colleges face daunting challenges
now to their business models and finances” and that “Addressing the challenges facing the
college sector cannot be avoided or postponed”.

Colleges Scotland
September 2023
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