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AUDIT COMMITTEE

AGENDA

10th Meeting, 2002 (Session 1)

Tuesday 25th June 2002

The Committee will meet at 2.00 pm in Committee Room 2 to consider the following
agenda items:

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

2. Item in Private: The Committee will consider whether to take agenda item 5
in private.

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

Mr John Burt, Principal, Angus College;

Mr Matt Mochar, Principal, Clydebank College;

Mr James Skinner, Chairman, Clydebank College Board of
Management;

Dr Graham Clark, Principal, Inverness College;

Mr Phillip Hamilton-Grierson, Chairman, Inverness College Board of
Management,

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

4. Meeting of the Convener with Members of the European Court of
Auditors and the European Parliament: The Committee will consider a
paper reporting on the recent meetings held between the Convener and
members of the European Court of Auditors and the Budgetary Control
Committee of the European Parliament.

5. Committee Work Programme: The Committee will consider a paper on its
work schedule for autumn 2002.
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6. Overview of Further Education Colleges in Scotland 2000/2001 (in
private): The Committee will consider the evidence taken at agenda item 3
and further arrangements for its inquiry.

7. Public Accounts (in private): 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.

8. Annual Report of the Audit Committee (in private): The Committee will
consider a draft annual report for the parliamentary year 12 May 2001 to 11
May 2002.

Shelagh McKinlay
Clerk to the Audit Committee

Room 2.1, Committee Chambers
Ext. 0131 348 5390

Email: shelagh.mckinlay@scottish.parliament.uk



The papers for this meeting are as follows:

Agenda Item 1

Briefing paper

Agenda 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 John Burt, Principal of Angus
College.

Letter to the Convener from Dr Graham Clark, Principal of
Inverness College.

Agenda Item 4

Paper on the meeting between the Convener and members of the
European Court of Auditors and the European Parliament.

Agenda Item 5

Paper on the work schedule for autumn 2002.

Agenda Item 6

Paper from the Clerk (to follow)

Paper from the Clerk

Agenda Item 7

Draft Committee report on Public Accounts.

Agenda Item 8

Draft Committee Annual report.
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INVERNESS
COLLEGE

STATEMENT TO THE SCOTTISH PARLIAMENT AUDIT COMMITTEE
ON THE AUDIT SCOTLAND OVERVIEW REPORT – MAY 2002

OVERVIEW OF FURTHER EDUCATION COLLEGES IN SCOTLAND 2000-01

The audited Financial Statements and Report of the Board of Management of Inverness
College for the financial year August 2000-July 2001 show that a historic cost surplus of
£80k was achieved.  This is recorded in exhibit 7 (page 19) of the Audit Scotland Overview
Report (May 2002) as the 14th best financial performance of the 43 Scottish Colleges.  The
surplus in 2000-01 compares with audited deficits of £1.3m in the 1999-2000 (16 month)
accounting period and of £2.5m in 1998-99.

The 2000-01 surplus represents a step-change in the College’s financial performance,
breaking a six-year cycle of financial deficits and achieving the first crucial stage of the
College’s two-strand Financial Recovery Plan.  As noted in exhibit 9 (page 21) of the Audit
Scotland Overview Report (May 2002), this Plan aimed to return the College to a position of
financial surplus by the end of 2000-01 and to recover the accumulated deficit in a period not
exceeding nine years from 2001-02.  The accumulated deficit peaked in July 2000 at £5.2m
(around one-half of the College’s annual turnover) and is recorded as the highest in the
Scottish Further Education sector in both exhibit 13 of the Audit Scotland Overview Report
(October 2001) and exhibit 8 of the Audit Scotland Overview Report (May 2002).

At the time of publication of the Audit Scotland Overview Report (October 2001), the
College was forecasting that a small surplus would be achieved in 2000-01.  This Report (see
appendix 2, pages 38-39) states that the Scottish Further Education Funding Council
(SFEFC) was ‘pleased with progress’ and considered ‘the results to be encouraging’.  That
the forecasted surplus was achieved bears testimony to the rigour and accuracy now
introduced into the College’s financial management processes.  For the current financial year
(2001-02) budget monitoring statements and in-year forecasts indicate that a surplus of £538k
will be generated, again in line with the College’s Financial Recovery Plan.

The current Principal (designated as the Accountable Officer), the current Director of Finance
and the current members of the Board of Management (with one exception) were appointed
since March 1999.  They therefore inherited the financial circumstances that caused the
College’s poor financial position.  These are shown in the attached diagram which provides
an indexed analysis of the College’s annual grant-in-aid allocations and funded student
activity levels since incorporation in 1993.  The accumulated debt was built up during the
period to 1999 when the College’s student activity expanded by 40% whilst grant-in-aid
diminished by 14%.



Only when adequate financial controls and performance management systems were
introduced during mid-1999 did the magnitude of the accumulated deficit become apparent.
Crisis was reached in October 1999 when the College’s bankers withdrew further borrowing
consent.  The SFEFC was alerted and the Board of Management commenced preparation of
its Financial Recovery Plan, which was finally agreed with SFEFC and the College’s bankers
in June 2000.

The agreed Financial Recovery Plan necessitated the creation of an operational cost base that
would not only eliminate annual deficits (by July 2001) but would generate annual surpluses
of sufficient magnitude to enable annual repayments of the accumulated debt to be made.
The required surpluses are equivalent to approximately 10% of the College’s annual recurrent
grant-in-aid allocation.  Over nine years, this represents the most ambitious repayment
schedule of any of the eleven Colleges with Financial Recovery Plans.

The consequence of the Financial Recovery Plan was that the Board of Management was
compelled to initiate an extensive and far-reaching management of change programme.  The
main elements of the programme were: (i) a comprehensive restructure of academic and
support staffing levels based on a major curriculum review; (ii) closure of the Jet 2000
training company; (iii) re-negotiation of the lease with Lochaber College; and (iv) cessation
of capital projects (including University of the Highlands & Islands and Millennium
Commission funded projects that required College ‘matching’).  As a consequence of these
actions approximately 30 posts were made redundant (equating to around £850k of salary
costs), the remaining reductions being made in non-staff expenditure or through increased
income mainly generated as a consequence of the Comprehensive Spending Review.

In February 2002 the College benefited from an additional allocation from SFEFC of
£1.084m to reduce its short-term indebtedness.  It was also awarded in 2001-02 an allocation
of £133k to assist with uncertainty and cyclical change.  The Board of Management has
retained these allocations in a reserve fund, with the cash assisting in limiting the College’s
short-term borrowing requirement.  The current estimate is that the accumulated deficit at end
July 2002 will have reduced to £3.656m.  The Board of Management plans to undertake a
revision of its Financial Recovery Plan in the light of the 2002-03 budget and the latest
forecast of the 2001-02 out-turn, in the expectation that it may now be possible to accelerate
the period of recovery by around one year. Nevertheless, in spite of the recent substantial
improvements, the SFEFC has formally classified the College’s financial health as
‘unsatisfactory’.

In three years the College has achieved a remarkable financial turnaround of approximately
£3m (from a £2.5m deficit in 1998-99 to a £0.5m surplus in 2001-02).  However this has not
been accomplished without detriment.  The attention of the Board of Management and the
senior management has constantly been distracted to managing the chronically poor financial
position rather than on the College’s educational mission.  Recurrent grant-in-aid funding that
is diverted to repay debt is not available, for example, to maintain Scottish average staffing
levels or to allow full engagement in curriculum development.  It also has an adverse impact
on the College’s ability to engage in community activities and the economic development of
the Highlands.  Consequently the strategic priorities of quality enhancement and wider access
(including social inclusion and rural outreach) specified in the College’s successive Strategic
Development Plans are not progressed to the extent that would otherwise have been possible.
Similarly, progress in improving administration, management and governance has been
restricted.



The Financial Recovery Plan requires the College to consistently generate average annual
surpluses of £550-600k over nine years.  In 2000-01 only two Colleges managed to generate
historic cost surpluses over £400k .  This sets in context the scale of the task set by the
College’s Financial Recovery Plan.

For 2002-03 at best a net increase of 1.1% in recurrent grant for further education
programmes has been received from SFEFC.  A below-inflation increase for the teaching of
higher education courses is also expected from the UHI Millennium Institute.  In
consequence, the College is experiencing difficulties in setting a budget that will deliver the
required surplus.  Budgeting difficulties are also likely to remain for the foreseeable future,
having regard to uncertainty over the status of the UHI Millennium Institute’s funding levels
and to SFEFC’s planning guidance of 1% reductions in activity targets.  It may again become
necessary for the College to take targeted action on its staffing levels, particularly in subject
areas that are experiencing decline.  The effect of such actions on student activity and income
generation is difficult to predict and, consequently, financial recovery may in future become
more susceptible to adverse variations.  In these circumstances it is improbable that financial
recovery could be further accelerated without unacceptable detriment to the students and the
local community served by the College.

In summary, the Committee can be assured that, to date, the financial recovery of Inverness
College is on target.  However the magnitude of the debt and the consequent overburdening
repayment schedule will require continuing severe financial stringency to be imposed.  It is
inevitable, therefore, that the College will continue to experience operational difficulties over
the remaining years of its Financial Recovery Plan.

Dr Graham M Clark
Principal & Chief Executive 12 June 2002
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AUDIT COMMITTEE

PUBLIC PAPER

Subject: Convener’s trip to the European Court of Auditors and the European
Committee on Budgetary Control

Meeting No: 10th Meeting

Meeting Date: 25th June 2002

Author: Note by the Senior Assistant Clerk

Introduction
1. The Audit Committee Convener, accompanied by the Auditor General for

Scotland, attended meetings at the European Court of Auditors in
Luxembourg and the European Parliament’s Committee on Budgetary
Control in Strasbourg on 12 and 13 June 2002 respectively.  Primarily the
aim of these visits was to develop Audit Committee links with other Audit
institutions in order to develop better understanding and share best
practice.

European Court of Auditors, Luxembourg
2. The European Court of Auditors (ECA) is the statutory auditing body of the

European Union responsible for auditing EU accounts, with a focus on
legality, regularity and financial management.

3. The Convener and the AGS visited ECA headquarters in Luxembourg
where they met with members of the Court and its officials.  This visit
offered the Convener and the Auditor General the opportunity to learn of
the Court’s relationship with the European Parliament and its auditing
procedures, in particular with regard to structural funds and agricultural
expenditure.  The Court members and officials also particularly wished to
be informed of the remit, development and current work of the Scottish
Parliament’s Audit Committee and its relationship with the Auditor General
and both the Convener and the AGS made presentations to this effect.

4. Overall, this meeting fully facilitated information sharing and established
links with the Court, in particular the office of the UK court member, Mr
Peter Bostock. The full programme of this visit is attached at Annex A.

Committee on Budgetary Control, Strasbourg
5. The Committee on Budgetary Control monitors the accounts of the

European Communities, their institutions and any bodies financed by
them.  Its remit covers the consideration of the reports and opinions of the
Court of Auditors.

6. The Convener and the AGS met with the Chair of the Committee on
Budgetary Control, Frau Diemut R. Theato and other members of the
Committee.  Presentations were made regarding the establishment and
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development of the Scottish Parliament’s Audit Committee and its
relationship with the Auditor General and Audit Scotland.  MEPs were
particularly interested in the Audit Committee’s powers and the issues that
had been covered by the Committee’s reports to date.

7. Strong links were established with the Chair and the Committee itself,
which it is hoped can be built upon in coming years.

Recommendation

8. The Committee is asked to note the visits and their contribution to
establishing dialogue and links with Audit institutions within the EU.

Ruth Cooper
Senior Assistant Clerk
20 June 2002



ANNEXE A

12th June 2002, Rm 6.05
AGENDA

10.30 Introduction to the Court

Speakers : Mr D. Bostock, Member of the Court
Mr E. Fennessy, Head of Division

11.00 Presentation by Andrew Welsh, Convener, Scottish Parliament
Audit Committee and Robert Black, Auditor General for Scotland

11.15 The Court’s relations with the European Parliament
Speaker : Mr J. Speed, Head of Division

12.00 The Court’s audit of Structural Funds Expenditure

Speaker : Mr G. Cipriani, Director

13.00 Lunch in the Members’ dining room

Participants : Mr J-M Fabra Valles, President of the Court
Mr M. Engwirda, Member of the Court
Mrs M. Geoghegan Quinn, Member of the Court
Mr J-F Bernicot, Member of the Court
Mrs H. Von Wedel, Member of the Court
Mr D. Bostock, Member of the Court

14.30 The Court’s audit of Agricultural Expenditure
Speaker : Mr W. Hubl, Director

15.30 Close


