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AUDIT COMMITTEE

AGENDA

9th Meeting, 2002 (Session 1)

Tuesday 11th June 2002

The Committee will meet at 2.00 pm in The Hub, Castlehill, Edinburgh to consider
the following agenda items:

1. Items in Private: The Committee will consider whether to take agenda items
2, 4, 5 and 6 in private. It will also decide whether to take in private at its next
meeting consideration of lines of questioning and evidence heard in relation to
its inquiry into the report by the Auditor General for Scotland entitled
‘Overview of Further Education Colleges in Scotland 2000/01’ (AGS/2002/2).

2. Overview of Further Education Colleges in Scotland 2000/2001: The
Committee will consider lines of questioning to be put to the witnesses at
agenda item 3.

3. Overview of Further Education Colleges in Scotland 2000/2001: The
Committee will take evidence from –

Mr Roger McClure, Chief Executive, Scottish Further Education
Funding Council;

Mr Liam McCabe; Director of Financial Appraisal and Monitoring,
Scottish Further Education Funding Council,

on the report by the Auditor General for Scotland entitled ‘Overview of Further
Education Colleges in Scotland 2000/2001’ (AGS/2002/2).

4. Overview of Further Education Colleges in Scotland 2000/2001: The
Committee will consider the evidence taken at agenda item 3 and further
arrangements for its inquiry.

5. Public Accounts: The Committee will consider a draft report on its inquiry
into the 2000/01 accounts of the Scottish Prison Service; Scottish Natural
Heritage; Scottish Homes and the Scottish Qualifications Authority.

6. Annual Report of the Audit Committee: The Committee will consider a draft
annual report for the parliamentary year 12 May 2001 to 11 May 2002.
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The papers for this meeting are as follows:

Agenda Item 2

Briefing paper

Agenga Item 3

Report by the Auditor General for Scotland entitled ‘Overview of
Further Education Colleges in Scotland 2000/2001’ – members
are reminded to bring their copy.

Letter to the Convener from Mr Eddie Frizzell, Head of the
Scottish Executive Enterprise, Transport and Lifelong Learning
Department

Paper from the Scottish Executive Enterprise, Transport and
Lifelong Learning Department on European Funding

Agenda Item 4

Letter to the Convener from the Association of Scottish Colleges

Letter and Memorandum to the Committee from the Association
of Scottish Colleges

Agenga Item 5

Draft Committee report

Agenda Item 6

Draft Committee Report

PRIVATE PAPER

AGS/2002/2

AU/02/9/1

AU/02/9/2

PRIVATE PAPER

PRIVATE PAPER

PRIVATE PAPER

PRIVATE PAPER
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Convener, Audit Committee
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In your letter of 22 May, you requested a progress report on the undertakings provided in the
Department’s response to the Audit Committee’s report, “Overview of Further Education Colleges in
Scotland 1999/2000”.  You particularly wished to have a progress report on the review of
governance and accountability, and on the development of guidance for board members.

Review of Governance and Accountability

Ministers have decided that the review should be undertaken through a comprehensive consultation
exercise involving a wide range of individuals and organisations with an interest in the further
education sector.  Drafting of an extensive consultation paper took place earlier this year and the
paper was launched by the new Minister for Enterprise, Transport and Lifelong Learning on 30 May.
The paper have been sent to all the main bodies with an interest in further education.  It has also been
placed on the Scottish Executive website so that the widest possible range of potential respondents
may have the opportunity to contribute views.

The Minister wishes the review to be concluded and decisions taken as soon after the end of the
consultation period (end July) as is practicable.

Guidance for Board members

A draft of revised guidance for Board members has been circulated for comment to a range of
interests within the further education sector   As a result of the views expressed, the drafting panel
(comprising college Board members and principals, and representatives of the ASC, SFEFC and
ELLD) has concluded that some further work is needed to ensure that the new guidance fits its
intended purpose.

The final stages of the drafting will require to move in step with the review of governance and
accountability given the capacity of the latter to raise issues, and possibly lead to changes, which will
require to be reflected in the finished version of the guidance to those who govern colleges.  (It may
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also be necessary to take account of any reaction by the Standards Commission to the draft codes of
conduct which college boards require to submit under the new ethical standards legislation.)  The
intention remains formally to launch the guidance as soon as possible after decisions on the review
have been taken.

Condition of college estates

The Scottish Executive has continued to work closely with the SFEFC on the needs of the sector.
The Council has provided detailed advice to Ministers on what it judges to be the capital and estates
requirements of the sector in advance of the current Spending Review.

Collaboration and rationalisation:  dissemination of good practice

SFEFC remains committed to encouraging collaboration and rationalisation, and to the dissemination
of good practice.  Recent progress includes a commitment in principle by two separate groups of
Glasgow Colleges to merge, forming two new colleges.  These groups comprise Glasgow College of
Building and Printing, Central College of Commerce, and Glasgow College of Food Technology;
and Stow and North Glasgow Colleges.  Arrangements to achieve the mergers are now being pursued
by the colleges in both groups.

Reports by SFEFC to Auditor General

Finally, the Department’s response to the Committee made reference to arrangements under which
SFEFC would provide information for the subsequent report by the Auditor General on the FE
sector.  These arrangements were put in place, and the report has now issued.

I hope this information is helpful to the Committee.

E W FRIZZELL
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Dear Mr Welsh

Thank you for your letter of 22 May seeking written evidence for the Audit Committee’s inquiry into
the report of the Auditor General for Scotland (AGS), ‘Overview of Further Education Colleges in
Scotland 2000-2001’.  In order to understand the background to significant debtor balances in three
Further Education colleges cited in the AGS report, the Committee asked for the information
provided below.

The Committee will wish to note that the issues leading to delay in payment of European Structural
Funds grant to colleges have been addressed.  The process has been improved and colleges should
have no significant debtor balances in 2001-02 which are attributable to delays in processing ESF
claims by the Scottish Executive (SE).

To assist the Committee’s consideration, it may be helpful to provide general background on the
impact of the new regulations governing European Structural Funds Programmes for 2000-2006.

Impact of the new regulations governing European Structural Funds Programmes 2000-2006

The European Commission adopted new regulations for the 2000-2006 programming period that
introduced new and significant additional reporting requirements.  These regulations had the
objective of strengthening management and control systems to deliver accurate and timely spending
of the Commission’s budget.  The SE developed a new IT system and electronic application and
claim forms in response to the demands of the new regulations.  The changes in the financial control
regulations had a significant knock-on effect for the SE, Programme Management Executives
(PMEs) and project applicants.  The introduction of quarterly claims for European Social Fund (ESF)
- mainly Objective 3 - increased workloads at all stages of the process; and the need to become
familiar with new software created some initial difficulties

The new procedures contributed to exceptionally high error rates in the first application rounds,
which, in turn, required substantial redirection of effort in the PMEs to correct applications and
claims before they were fit for processing in the SE.  In most cases, the SE was achieving the
payment target towards the end of 2001.  However, the 95% error rate by applicants in completion of
Objective 3 ESF claim forms which prevailed during most of 2001 meant that claims were slow in
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coming through from the PME.  Therefore, even by the time claims arrived with the SE, applicants
had already experienced significant delay in payment.

Steps have been taken to address these issues and to reduce processing times within the Objective 3
PME and the SE:

• the Objective 3 PME appointed dedicated claim administrators in November 2001 and
also instigated successful one-to-one claims surgeries with project sponsors;

• Following a specific review of the application and claim forms, revised forms are being
designed to speed up the process.  The objective is to test the improved forms fully for
their introduction into use by end September 2002.

The time normally taken for the EU to process grant applications and payments

The SE is responsible for approving applications for European Structural Funds support in Scotland,
and for the disbursement of those funds to successful applicant organisations.  A formal offer of
grant is issued following approval by Scottish Ministers.  Payment of grant to applicant organisations
is made by the SE in advance of receiving funds from the EU.  There is no direct role for the EU in
terms of individual projects.

The processes involved at the Department once EU monies have been granted

Applications for mainstream funding under the Scottish ESF Objective 3 Programme (the main
Structural Fund support to colleges) are considered over a period of twenty-six weeks.  A call for
applications is issued by the Objective 3 Partnership (Scotland) Ltd, the Programme Management
Executive (PME) which supports the work of the Scottish Objective 3 Partnership.  The PME
manages the Objective 3 Programme through a delegated authority arrangement with the Scottish
Executive.  The twenty-six week timetable allows for technical and eligibility checks by the PME
and detailed consideration by Advisory Groups (representatives of the sectoral organisations within
applicant groups).  Thereafter the Management Committee considers and approves recommendations
arising from the appraisal process.  In addition, there are limited opportunities for applications to be
submitted on an ad hoc basis, and in these cases the appraisal process is completed within eight
weeks.  The Scottish Objective 3 Management Committee is chaired by the SE.

A copy of the Appraisal Process for the Scottish ESF Objective 3 Programme - 3rd Call - is attached
at Annex A.

The time normally taken for the Department to process payments to colleges

For the 2000-2006 Structural Funds Programmes, the same payment target applies as under the
previous programming period i.e. to process payments within 30 days of receipt by the Scottish
Executive of correctly completed claims.

Any unusual circumstances concerning grant applications and payments for Dundee College,
James Watt College or Kilmarnock College

There are no unusual circumstances concerning grant applications or payments for Dundee College,
James Watt College or Kilmarnock College.  All colleges were affected by the issues that delayed
payment of advances and subsequent claims i.e. late approval by the European Commission of the
Objective 3 Programme (a delay of some 6 months), new procedures, high error rate and number of
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projects (some 530, of which colleges account for 170).  Many of the college projects began in
August 2000 but, because of the issues noted above, ‘advances’ were not paid in many cases until
June 2001.  Subsequent claims could not be processed until the advance payment had been made.

Revised guidance to colleges and higher education institutions

A copy of the European Social Fund Additional Guidance for Institutions of Higher and Further
Education is attached at Annex B.

Who will oversee the development of college management accounting systems that is needed to
meet additional EU information requirements

Developing management accounting systems to meet the information requirements of the European
Structural Funds will be taken forward by individual colleges.  The evidence of systems development
will be apparent from the information provided in ESF project applications.  In addition, compliance
with ESF information requirements will be inspected and reported on by the Verification and
Compliance Team within the European Structural Funds Division of the SE.

I hope that this will be helpful to the Committee.

Yours sincerely

JOHN ELVIDGE
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ANNEX A
Scottish ESF Objective 3 Programme

Appraisal Process – 3rd Call

w/b 22/04/02 Call for Applications Issued

∃
Advisory Group Training

∃
31/05/02 Deadline

6 Weeks

∃
3/6 – 19/7/02 PME Undertakes Technical And Eligibility Checks

PME Undertakes Quality Threshold Assessments

∃
15 – 19/7/02 Advisory Groups Meet To Discuss Benchmarking Of Scores

7 Weeks

∃
22 – 26/7/02 Applications Sent To Advisory Group Members

∃

5 – 9/8/02 Advisory Groups Meet To Discuss Bids Prior to 1st Meeting of Advisory
Group

3 Weeks

∃
12 – 30/8/02 Advisory Groups Meet To Appraise Bids

∃
2 – 13/9/02 Advisory Group Wash-Up Sessions

5 Weeks

∃

16/9 – 27/9/02 PME Prepares Final Ranked Lists And Management Committee Papers.
Papers Issued To Management Committee (27/9/02)

∃
7/14/10/02 Management Committee Meets To Discuss Advisory Group

Recommendations

4 Weeks

∃

1 Week 21 – 25/10/02 Issue of Approval Documentation

26 Weeks
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ANNEX B

EUROPEAN SOCIAL FUND
ADDITIONAL GUIDANCE FOR INSTITUTIONS OF

HIGHER AND FURTHER EDUCATION

Introduction

1. This note provides additional guidance for universities and further education colleges in
Scotland for the purposes of applying for, and claiming, assistance from the European Social
Fund (ESF).  It applies to projects which are the subject of applications made from the date of
issue of this guidance to any of the ESF programmes for the period 2000 to 2006, including the
Scottish Objective 3 Operational Programme, the West of Scotland Objective 2 programme and
the Highlands and Islands Special Transitional Programme.

2. The European Commission has asked for this additional guidance to be issued,
particularly in the light of the outcome of a series of visits to ESF projects in the further
education sector by the European Court of Auditors.

3. This is supplementary guidance for universities and further education colleges.  It
expands upon the general guidance provided to applicants in the context of calls for applications,
particularly with reference to areas where universities and further education colleges have
experienced difficulties in the past.  The requirements of the general guidance, for example with
regard to match funding in kind or with regard to publicity, must continue to be met.

4. The guidance provides for:

• a more restrictive approach to added value;
• the phasing out of the ‘college costing methodology’; and
• restrictions on the use of "infill".

The guidance also reiterates some of the points made in earlier guidance for further education
colleges.

Added Value

5. Added value is a central concept of all European Structural Funds programmes.  Broadly,
it means that the provision of financial assistance must achieve something which would not
otherwise happen.  In terms of ESF projects, added value may be achieved by enhancing existing
provision, for example by training more students than would otherwise be the case, or by
delivering better outcomes (such as higher SVQs) than would otherwise be the case or by
providing additional classes.  Added value may also be delivered where a training course would
not have been able to be carried out without the financial assistance of ESF.  But it is not
acceptable to argue that added value is delivered in circumstances where projects were
previously financed from domestic resources but which, for financial reasons, now require ESF
support.
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6. Applications for ESF assistance need to be able to demonstrate what form of added value
will be delivered by the project and to quantify it as precisely as possible, bearing in mind that
the application form is the starting point for auditors if they come to examine a project.  This
may not be an easy task, particularly where it involves comparison with what might otherwise
have happened.  Comparisons may be drawn with provision in earlier years where training
courses were fewer, or smaller in terms of the numbers of trainees, or delivered lower
qualifications.  But this is more difficult to demonstrate where a course has been in receipt of
ESF for a number of years.  It is therefore important that, in preparing strategic plans or budgets
for the institution as a whole, ESF is shown separately from core funding and that the expected
outputs attributable to ESF are also separately identified.  A wholly accurate disaggregation of
ESF and core funding may not always be possible, bearing in mind that strategic planning and
budgeting is likely to be carried out in advance of some ESF decisions; nevertheless, it is
important to bear in mind the principle that planning and budgeting should distinguish the
different funding streams.

7. Where added value in relation to a project is justified on the basis that, in the absence of
ESF, it would not be carried out, project sponsors need to be able to produce evidence to that
effect.  Such evidence might include the minutes of senior management or board level meetings
confirming that the appropriate training course would not be carried out if ESF were not
available.

8. Once the project has begun, it is essential that it is monitored by the project sponsor.  In
particular, the added value outcomes specified in the application must be monitored to ensure
that as far as possible they are delivered.  Project sponsors need to be in a position to
demonstrate the additional outcomes which have been delivered as a result of ESF assistance.

Match funding

9. Funding Council grant in aid may be used as match funding, provided that used in
conjunction with ESF it delivers (and can identify) training outcomes which would not otherwise
arise. All match funding must be clearly identified within institutions’ accounting and budget
setting procedures.

10. There are specific rules on how match funding in kind may be provided.  Details are
given in the general guidance issued in the context of specific calls for applications.

Costing Methodology

11. As reported in previous versions of this guidance, the  arrangement where certain project
sponsors prepare final claims on the basis of a costing methodology which calculates the share of
teaching and other costs on the basis of actual ESF trainee hours as a proportion of the eligible
actual or timetabled hours delivered by the college as a whole (the ‘college costing
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methodology’) may not be used for projects that  extend beyond July 20031.  This means in
effect that colleges which wish to make applications for projects which continue after July 2003
will need to use direct costing.Where the college costing methodology is used in preparing
claims for projects which finish by end of July 2003, it should be noted that the actual number of
hours for each ESF beneficiary must be used in the calculation of the project share of total costs.
Evidence of actual attendance should therefore be kept for each ESF beneficiary.  This includes
knowing if and when trainees drop out or are absent due to illness; it also means keeping track of
individual students, if necessary by some form of class register.  These records should be kept for
at least three years after the final ESF payment to the programme is received and must be
available if necessary to auditors.

12. Additional advice on the way in which organisations that continue to use the unit cost
methodology should make payment claims for projects running until end of July 2003 is also
available from the relevant Programme Management Executive.

Pre-identification of students

13. Project sponsors are reminded that the practice of delaying the identification of ESF
beneficiaries until after the course is completed is unacceptable.  The beneficiaries of an ESF
project should be identified before the project begins or no later than three months after the
project start date.  The first quarterly payment claim will not be met unless there are identified
beneficiaries.  Individual beneficiaries should of course be informed at the point of enrolment
that they are being supported by ESF.  A list of project beneficiaries, with their residential
addresses, should be made available to the Scottish Executive, to the Programme Management
Executive or other interested parties on request.

Infill

14. In the past, a number of FE colleges have made use of "infill" for the purposes of an ESF
project rather than identify discrete stand-alone ESF courses.  Infill involves ESF-eligible
beneficiaries being placed throughout the college on a number of courses where not all the
trainees are ESF trainees.  This enables the college to offer ESF beneficiaries a range of
vocational training courses.  ESF beneficiaries on an infill project must, however, receive
additional support to mainstream trainees, through extra guidance and counselling, provision of
core skills, financial aid, etc, and these additional elements must obviously be clearly recorded
for audit purposes.

15. There are audit difficulties with infill, as the project delivery is not as readily or easily
monitored as a discrete course would be.  Because of these difficulties, some colleges have
moved away from this practice and the Scottish Executive would encourage this process.  But
using infill is not strictly contrary to the rules and the Scottish Executive understands why such a
practice is attractive to some FE colleges.  The Scottish Executive does not propose to outlaw the
use of infill but colleges which continue to use infill should bear in mind the need to have clear

                                                
1 It is not acceptable for a project to mix the use of direct actual costs and the college costing methodology. This also
means that any mulit annual projects submitted for the third round must use direct costing.
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audit records, as the auditors will wish to examine carefully the added value and attribution of
costs in relation to such projects.  The Scottish Executive would further draw the attention of
institutions to the clear preference of the Scottish Executive and the Commission that ESF
support be directed towards courses which involve discrete provision on a stand alone basis.

16. Furthermore, in agreement with the Commission, the Scottish Executive requires that any
project which makes use of infill should conform to the following rules with regard to eligibility
of beneficiaries and expenditure:

16.1 ESF beneficiaries may not exceed 20 per cent of the total number of trainees on
any particular vocational course.

16.2 Eligible expenditure will be limited to those costs which can be directly related to
actual costs incurred in respect of the beneficiaries and excluding the marginal extra
teaching and overhead costs.

16.3 Eligible expenditure should be based on direct actual costs and should not make
use of the college costing methodology.

Colleges with training courses which are likely to attract additional trainees amounting to more
than 20 per cent of the class would be eligible to apply for ESF to cover the costs of those
additional trainees in the usual way, with added value being delivered by the additional trainees.
Any such applications would not be subject to the restrictions set out in criteria 17.2 and 17.3
above.

Further Information

17. Questions about the guidance contained in this note should be directed to:

Deborah Smith
ESF Division
Scottish Executive
Victoria Quay
Edinburgh EH6 6QQ
Telephone:  0131 244 0703
Fax:  0131 244 0738
E-mail: deborah.smith@scotland.gsi.gov.uk

or with the relevant Programme Management Executive.

Scottish Executive
March 2002


