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PUBLIC AUDIT COMMITTEE 
 

AGENDA 
 

14th Meeting, 2013 (Session 4) 
 

Wednesday 6 November 2013 
 
The Committee will meet at 9.30 am in Committee Room 5. 
 
1. Decision on taking business in private: The Committee will decide whether 

to take items 4 and 5 in private. 
 
2. Section 23 report - NHS financial performance 2012/13: The Committee will 

take evidence on the Auditor General for Scotland's report entitled "NHS 
financial performance 2012/13" from— 

 
Caroline Gardner, Auditor General for Scotland; 
 
Angela Canning, Assistant Director, Tricia Meldrum, Portfolio Manager, 
and Gemma Diamond, Project Manager, Performance Audit and Best 
Value Group, Audit Scotland. 
 

3. Section 23 report - Scotland's colleges 2013: The Committee will take 
evidence from— 

 
Audrey Cumberford, Principal and Chief Executive, West College 
Scotland; 
 
Margaret Munckton, Acting Principal and Chief Executive, Perth College; 
 
Susan H Walsh, Principal and Chief Executive, Glasgow Clyde College; 
 
Alan Williamson, Director of Finance, Edinburgh College; 
 

and then from— 
 

Laurence Howells, Interim Chief Executive, Martin Fairbairn, Senior 
Director – Institutions and Corporate Services, and John Kemp, Director – 
Colleges and Post-92 Universities, Scottish Funding Council. 
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4. Consideration of approach - NHS financial performance 2012/13: The 
Committee will consider its approach to the Auditor General for Scotland's 
report entitled "NHS financial performance 2012/13" and take evidence from— 

 
Caroline Gardner, Auditor General for Scotland; 
 
Angela Canning, Assistant Director, Tricia Meldrum, Portfolio Manager, 
and Gemma Diamond, Project Manager, Performance Audit and Best 
Value Group, Audit Scotland. 
 

5. Consideration of approach - Scotland’s colleges 2013: The Committee will 
consider the evidence received at agenda item 3 and take evidence from— 

 
Caroline Gardner, Auditor General for Scotland; 
 
Ronnie Nicol, Assistant Director, and Phil Grigor, Project Manager, 
Performance Audit and Best Value Group, Audit Scotland. 
 

 
Jane Williams 

Clerk to the Public Audit Committee 
Room T2.60 

The Scottish Parliament 
Edinburgh 

Tel: 0131 348 5207 
Email: jane.williams@scottish.parliament.uk 
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The papers for this meeting are as follows— 
 
Agenda item 2  

Auditor General for Scotland briefing paper 
 

PA/S4/13/14/1 

Auditor General for Scotland Report 
 

PA/S4/13/14/2 

Agenda item 3  

PRIVATE PAPER 
 

PA/S4/13/14/3 (P) 

Note from the Clerk 
 

PA/S4/13/14/4 

 

http://www.audit-scotland.gov.uk/docs/health/2013/nr_131010_nhs_finances.pdf
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SCOTTISH PARLIAMENT PUBLIC AUDIT COMMITTEE 
 
WEDNESDAY 6 NOVEMBER 2013 
 
REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 
 
NHS FINANCIAL PERFORMANCE 2012/13 
 

 

1. The report by the Auditor General on NHS financial performance 2012/13 was 

published on 10 October 2013. It examines the financial performance of the NHS 

in Scotland in 2012/13 and how well equipped it is to deal with future financial 

challenges.  The report is based on an analysis of NHS boards’ annual accounts 

and audit reports for 2012/13, and NHS boards’ plans for the next three to five 

years. 

2. Key messages from the report are: 

 All NHS boards are required to meet annual financial targets. This can mean 
that the key focus for NHS boards and the Scottish Government is on 
breaking even each year. But they also need to increase their focus on 
longer-term financial planning to meet the significant challenges associated 
with rising demand and tightening budgets. 

 The NHS managed its overall finances well in the short term, and all NHS 
boards achieved their financial targets in 2012/13. Across all NHS boards 
there was a small overall surplus of £16.9 million, 0.16 per cent of the total 
revenue and capital budget.  

 The NHS made savings of £270 million in 2012/13, and achieved the Scottish 
Government's target of saving a minimum of three per cent of the baseline 
budget. NHS boards also set their own savings targets as part of their plans 
to break even. Overall they made 99 per cent of these savings. Twenty-two 
per cent of savings were one-off savings that boards will need to make again 
in the next year. NHS boards did not achieve their forecast levels of recurring 
savings. This will be a continuing challenge next year and in the future as it 
becomes more difficult to identify further opportunities to make significant 
savings.  

 The NHS has made good progress in improving outcomes for patients, such 
as reducing death rates from heart disease, stroke and cancer. Demand for 
healthcare is rising, and there were signs of pressure within the system in 
2012/13.  Not all boards met their waiting times targets; vacancy rates for 
consultants and nursing and midwifery staff increased; and boards increased 
their use of agency and bank staff and their spending on private sector 
healthcare. The introduction of the Treatment Time Guarantee in October 
2012 has been a particular pressure and remains a key challenge for the 
future.  
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Public Audit Committee 

14th Meeting, 2013 (Session 4) 

Wednesday 6 November 2013 

Oral evidence – Learning the lessons of public body mergers, Scotland’s colleges 
2013 and Scotland’s colleges – Current finances, future challenges 

Background  

1. The Committee agreed, following consideration of the reports Learning the 
lessons of public body mergers (on 26 September 2012) and Scotland’s colleges 
– Current finances, future challenges (on 24 October 2012 and 5 December 
2012) that it would seek follow up oral evidence on the progress of college 
mergers in Winter 2013.  

2. Following oral evidence from the AGS on Scotland’s colleges 2013 (on 2 
October 2013) the Committee agreed to take evidence from the Scottish 
Funding Council, Edinburgh College, Glasgow Clyde College, Perth College and 
West College Scotland, on all three AGS reports. 

3. Attached to this paper (at ANNEXE A) is further written evidence from Audit 
Scotland, clarifying issues raised in oral evidence with the AGS and Audit 
Scotland at the meeting on 2 October 2013. Also attached (at ANNEXE B) is 
response from the Scottish Government on national pay bargaining, which was 
also requested following oral evidence on 2 October. 

4. ANNEXE C contains correspondence between the Committee and the Scottish 
Government, the Scottish Funding Council and Audit Scotland, received after 
consideration of Scotland’s colleges – Current finances, future challenges, last 
year. Included are the following: 

 Correspondence from the Scottish Government (dated 14 November 2012) 
providing information on; the costs and benefits of 
regionalisation/restructuring; using best practice guidance from the Learning 
the lessons of public body mergers report; outcome agreements; meeting 
college place demand and monitoring applications; and Community planning 
partnerships. Correspondence from the SFC (dated 14 November 2012) on 
the costs, savings and benefits of mergers. Noted by the Committee at its 
meeting on 5 December 2012. 

 Correspondence between the Scottish Government (received 14 February 
2013) providing a timetable for college mergers. Issued to members for their 
information. 

 Correspondence from the Auditor General for Scotland on college budgets 
2011/12 to 2014/15. This followed up on issues raised in oral evidence with 
the AGS 24 October 2012 and was issued to members for their information. 

5. Members are invited to consider this correspondance when seeking oral 
evidence from witnesses. 



 
PA/S4/13/14/4 

ANNEXE A 
 
Correspondence from Audit Scotland to the Public Audit Committee, dated 25 October 
2013 
 
Differential college pension liabilities (Official Report Col 1607) 
 
Confirmation that colleges can sometimes be faced with paying different pension contribution 
rates reflecting their share of the assets and liabilities of the particular local government 
pension scheme to which they are members. 
 
As the attached Excel file shows, this is indeed the case. Based on our analysis of three 
local government pension schemes: 
 

 Individual colleges may be required to pay different contribution rates while being 
members of different pensions schemes 

 
 Individual colleges may be required to pay different contribution rates within the same 

pension scheme 
 

 In some cases, individual colleges may be required to pay different lump sums as well 
as different contribution rates 

 
Perth College pension arrangements 
 
Perth College - along with Angus, and Dundee Colleges – is a member of the Tayside 
Pension Scheme (TPS). Perth and Dundee account for the TPS under FRS 17 as if it was a 
defined contribution scheme. This is because, in the words of Perth College’s accounts, 
“scheme assets have not been tracked on a consistent and reasonable basis and that there 
is therefore scope within the administration of the scheme for a significant level of cross-
subsidisation between participating employers” i.e. the college’s share of the scheme’s 
assets and liabilities can’t be identified on a consistent and reasonable basis. Conversely, 
Angus College takes the view that, based on actuarial advice, its share of the TPS’s assets 
and liabilities can be identified and it therefore accounts for the TPS as if it was a defined 
benefit scheme. 
 
What this means in practice is that Perth and Dundee Colleges account for the pension 
contributions they make to the TPS as a charge to the Income and Expenditure Account 
only. Angus College shows its pension contributions as a charge to the Income and 
Expenditure Account but it also shows its share of the TPS’s assets and liabilities in its 
Balance Sheet. 
 
Just to add to the differences of opinion, Dundee College’s external auditors take the view 
that the college’s share of the TPS’s assets and liabilities can be identified on a consistent 
and reasonable basis. The auditors therefore qualified the college’s 2011/12 accounts. 
 
This serves to demonstrate that technical accounting standards, especially as they relate to 
pensions, can be subject to different interpretation, and audited body and auditor may 
sometimes arrive at different judgements as to the correct accounting treatment.  
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All other colleges account for their non-teaching staff pensions as if they were members of 
defined benefit schemes except Aberdeen, Banff and Buchan and Moray (all members of the 
North East Scotland Pension Fund). These three colleges account for their pensions as if 
they were members of defined contribution schemes. 
 
Note that all colleges in the Tayside Pension Scheme pay the same contribution rate. 
Likewise with the North East Scotland Pension Fund. 
 
Further analysis of Exhibit 7 of the colleges report (Official Report Col 1608-1609) 
 
The accounts do not provide much more detail than contained in Exhibit 7. However, we’ve 
also provided in the attached Excel file an indication of the types of costs included in each 
category of expenditure shown in Exhibit 7, together with some explanation of the likely 
reasons for cost variations between 2010/11 and 2011/12. 
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Local Government Pension Scheme 
    

      

Local Governemnt 
Pension Fund 

Member bodies 

Contribution Rates 

2011/12 (paid) 
2012/13 

(minimum) 
2013/14 

(minimum) 
2014/15 (minimum) 

Falkirk (notional 
average employer 
contribution rate 

20.5%) 

Clackmannanshire 19.0% 19.5% 20.0% 20.5% 

Falkirk Council 19.0% 19.5% 20.0% 20.5% 

Stirling Council 19.0% 19.5% 20.0% 20.5% 

Forth Valley College 18.4% 18.9% 19.4% 19.4% 

Fife  (notional average 
employer contribution 

rate 21.3%) 

Fife Council 19.1% 20.0% 20.9% 21.8% 

Carnegie College 17.9% 17.9% 17.9% 17.9% 

Elmwood College 17.4% 17.4% 17.4% 17.4% 

Adam Smith College 19.2% 19.2% 19.2% 19.2% 

Lothian  (notional 
average employer 
contribution rate 

18.0%) 

City of Edinburgh Council 
17.5% + 

£10.525m 
17.2% + 

£10.113m 
17.2% + 

£10.113m 
17.2% + £10.113m 

Midlothian Council 
17.5% + 
£1.723m 

17.2% + 
£1.629m 

17.2% + 
£1.629m 

17.2% + £1.629m 

West Lothian Council 20.40% 
16.9% + 
£3.271m 

16.9% + 
£3.271m 

16.9% + £3.271m 

East Lothian Council 
17.5% + 
£2.254m 

16.6% + 
£2.725m 

16.6% + 
£2.725m 

16.6% + £2.725m 

Edinburgh Telford College 18.3% 
15.5% + 
£0.148m 

15.5% + 
£0.148m 

15.5% + £0.148m 

Jewel and Esk College 20.5% 15.9% + 0.142m 15.9% + 0.142m 15.9% + 0.142m 

Oatridge Agricultural College 19.4% 
17.6% + 
£0.012m 

17.6% + 
£0.012m 

17.6% + £0.012m 

Stevenson College 19.0% 
16.2% + 
£0.125m 

16.2% + 
£0.125m 

16.2% + £0.125m 

West Lothian College 18.5% 
16.0% + 
£0.051m 

16.0% + 
£0.051m 

16.0% + £0.051m 
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Further breakdown of 
Exhibit 7 

   

     
Expenditure 

category 
2010-11 

(£m) 
2011-12 

(£m) 
Examples of constituent costs 

Known and possible reasons for variance in spend between 
2010/11 and 2011/12 

Recurring staff 
costs 

473.5 417.3 

Salaries and other staff costs of teaching, 
management and adminstration staff. 2011/12 
expenditure comprises:  

Reduction in full time equivalent staff of 1,200. As Exhibit 8 of 
our report demonstrates, teaching staff numbers reduced the 
most.  

* salaries and wages £345.0 million 

* social security costs £26.3 million 

* pension costs £46.0 million. 

Teaching 
activities 

50.9 47.4 

Accounts do not contain a more detailed breakdown 
but costs will include text books, classroom materials 
and other equipment directly related to education 
provision.  

No obvious explanation but small reduction in FTE student 
numbers may have played a part. 

Administration 49.7 50.6 

Accounts do not contain a more detailed breakdown 
but costs will include office supplies and equipment, 
non-capitalised IT equipment, software licences, 
photcopying, payroll and personnel services etc. 

No obvious explanation although rate of inflation of some cost 
categories may have been higher than GDP deflators used to 
calculate real term costs. 

Premises 53.0 49.8 

Accounts do not contain a more detailed breakdown 
but costs will include energy and heating costs, 
buildings maintenance, rent and rates etc. 

Reduction in expenditure likely to have been influenced by 
rationalisation of college estate offset by cost increases higher 
than the GDP deflator, especially in relation to energy costs. 

Depreciation 92.0 48.6 
Depreciation and impairment charges associated with 
property, plant and equipment. 

Reduction is largely due to exceptional depreciation charge of 
£44.8 million at the City of Glasgow College in 2010/11 

Other Costs  
(including 

exceptional 
costs) 

3.4 3.1 
Interest payable on borrowings, overdrafts etc. Reduction in expenditure likely to have been influenced by 

lower borrowing costs, less borrowing, fall in use of overdrafts 
etc. 

10.1 9.2 
Other Residencies - operating expenditure, other than 
staff costs and premises costs, associated with 
catering and residential services. 

No obvious explanation although variation in expenditure is not 
great. 
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28.3 33.4 

Other expenditure - costs not attributed to other 
headings (Accounts do not contain a more detailed 
breakdown but costs will include agency costs, 
expenses associated with other income generating 
activities, merger costs etc). 

Most of the increase in expenditure can be attributed to the 
City of Glasgow (£1.0 million), Banff and Buchan (£1.2 million) 
and Barony Colleges (£0.7 million). Contributing cost increases 
include the provision of childcare facilities for students, spend 
on furnishings and fixtures and farming activities at Barony 
College. 

26.3 21.3 

Exceptional costs - staff severance payments. Reduction in expenditure likely to be associated with the 
number of severance packages in 2011/12 and the 
circumstances of the individual staff member leaving i.e. salary, 
number of years service etc. 

0.7 7.1 

Exceptional costs - loss on asset revaluations, loss on 
asset sales etc. 

Increase is largely due to Forth Valley College £3.4 million write 
down of non-capital costs (paragraph 13 of our report), 
Kilmarnock College £1.0 million new build campus and asset 
write down costs, and Telford College £1.7 million exceptional 
provision in relation to a student accommodation contract. 

68.8 74.2     

Total costs 787.9 687.9     
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ANNEXE B 
 
Correspondence from the Scottish Government to the Public Audit Committee, dated 
29 October 2013 
 
AUDITOR GENERAL SCOTLAND (AGS) REPORT “SCOTLAND’S COLLEGES 2013” – 
INVITE TO GIVE ORAL & WRITTEN EVIDENCE 
 
Thank you for your letter of 15 October requesting further information on national pay 
bargaining prior to the Public Audit Committee meeting on 6 November.  I have summarised 
below progress to date. As you will see, national bargaining is at a relatively early stage of 
development and I am therefore not yet in a position to answer your specific points.   
 
At present, all colleges, as independent employers, are responsible for collective bargaining 
which includes local salary negotiations for their staff. 
 
Through the National Bargaining Development Group (NBDG), led by Ian McKay, regional 
lead and Chair of Edinburgh College, discussions on the structure through which national 
pay bargaining will take place are underway.  This is a partnership approach between the 
sector and the trades unions recognised to represent college staff. 
 
Whilst models are being explored with the national officers of the recognised trades unions, 
no final agreement has yet been reached.  So far, there is a proposal that national pay 
bargaining might operate through a national joint negotiating committee structure based on 
Whitley Council principles i.e. through a management and staff side drawn from colleges as 
the employers and the trades unions recognised in the sector.  
 
Clearly, we cannot prejudge the outcome of these joint discussions.  But once in place, any 
national committee, with a remit to determine pay, could be tasked with agreeing a new pay 
structure.  This would have regard to equal pay principles for staff in the college sector.  In 
the meantime, merging colleges are considering regional salary negotiations, in advance of 
the creation of a national structure.  The aim is that this committee would be based on 
informal arrangements.  In the event consensus could not be reached on such a way of 
operating, the new Post-16 Education Scotland Act does provide for the establishment of a 
statutory advisory committee on national pay bargaining. 
Boards of regional colleges will not be in place until next year.  Since members of those 
Boards would form the management side of the national negotiating committee, it is unlikely 
any national agreement could be implemented before academic year 15/16. It is only at that 
stage that costs to individual colleges could be assessed. 
 
I hope this is helpful.  I am happy to provide a further update for the committee in due 
course. 
 
Yours sincerely 
 
 
 
LESLIE EVANS 
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Excerpt from the Public Audit Committee letter to the Scottish Government, dated 15 
October 2013, requesting further information on National Pay Bargaining 
 
National pay bargaining written evidence 
At Column 1599, Mary Scanlon raised the issue of national pay bargaining for college staff. 
The Committee agreed to ask the Scottish Government to provide further information on how 
national pay bargaining will work, including how pay bandings will be determined. In 
particular the Committee was interested in the consequences for those staff in colleges who 
are nearer the lower end of the pay scales, as well as the consequences for staff in colleges 
who are at the higher scales. More generally, the Committee would welcome further 
information on the financial implications for each college. If possible, the Committee would 
welcome this information by close on 30 October, to allow it to consider it before its 6 
November evidence. Please don’t hesitate to contact me should this deadline cause you any 
difficulties. 
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ANNEXE C 
 
Correspondence from the Scottish Government to the Public Audit Committee, dated 
14 November 2012 
 
Dear Mr Gray 
 

1. Thank you for your letter of 29 October about the recent report from Audit Scotland – 
“Scotland’s colleges – Current finances, future challenges” – and associated matters. You 
raise several questions about the Scottish Government’s programme of reform and I shall 
reply to each in turn.  
 
2. However, it might be helpful if I begin by drawing the attention of your Committee to 
the strategic framework setting out the case for the Government’s wider post-16 education 
reforms. Putting Learners at the Centre, published in September 2011, made clear the 
Scottish Government’s priorities for this reform were jobs and growth, life chances, and 
sustainability. The strategic case for college regionalisation is predicated on effective 
delivery of these priorities, with regional planning and funding of the curriculum the central 
element and the means by which we would realise the overarching benefits: coherent, 
efficient provision relevant to local, regional and national skills needs. This approach 
recognised that while the scale and differentiation of the current arrangements has strengths, 
there is too much duplication and unnecessary competition.  Very often colleges are 
competing for the same students and similar programmes are being run by institutions within 
a few miles of each other.  Moreover, evidence from recent mergers shows that services to 
students can be sustained and improved by the creation of larger, more efficient colleges. 
That said, Putting Learners at the Centre also recognised regionalisation would take different 
forms; and that whilst the use of mergers to create regional colleges of scale was one means 
of securing coherent relevant provision, it might not be the best solution in all cases. 
 
3. Since then, colleges have begun a process of significant structural change. This has 
seen the creation of 13 new college regions; two mergers in October 2012, in Edinburgh, 
and in the form of the new Scotland’s Rural College; a further sixteen colleges planning to 
merge in 2013 to create six new colleges (in Ayrshire, West, Glasgow South, Glasgow North, 
Fife, and Tayside regions); and six further colleges committing to create 2 federations (in 
Lanarkshire, and Aberdeen and Aberdeenshire). 
 
4. That then, is the basis on which the Government’s reforms are taking place. I shall 
now address the specific questions you pose in your letter, in the order in which you put 
them.  
 
(i)  benefits and costs of regionalisation 
5. Paragraphs 2 and 3 above set out the overarching benefits of regionalisation in 
improving the relevance, coherence, efficiency and sustainability of provision. Outcome 
Agreements are the principal means through which we shall measure these benefits, year on 
year. And while colleges are largely responsible for delivering the benefits (with partners, 
where appropriate), the Scottish Funding Council (SFC) will take strategic oversight of, and 
support for, delivery. To that end, it has developed a measurement framework, with five 
strategic priorities, and a set of underpinning measures and indicators, relating directly to 
Government priorities, allowing for consistent monitoring delivery of the benefits of 
regionalisation across Scotland. They are:  
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Priority 1 Efficient regional structures To deliver efficient regional 

structures to meet the needs of 
the region  

Priority 2 Right learning in the right place To contribute to meeting the 
national guarantee for young 
people, meeting the demands of 
the region, and where appropriate 
the nation  

Priority 3 High quality and efficient learning  To ensure that learners are 
qualified to progress through the 
system in both an efficient and 
flexible manner  

Priority 4 A developed workforce To ensure learners are qualified 
and prepared for work and to 
improve and adapt the skills of the 
regional workforce  

Priority 5 Sustainable institutions  To secure well-managed and 
financially and environmentally 
sustainable colleges  

 
I attach below a link to the SFC guidance on college outcome agreements for 2013-14, of 
which the measurement framework is a core component. 
http://www.sfc.ac.uk/guidance/outcomeagreements/CollegeOAGuidance.aspx  
 
6. Most of the costs of regionalisation relate to restructuring, principally (though not 
solely) through mergers. This is addressed in the next section of my letter. There are also 
some costs associated with the forthcoming Post-16 Education (Scotland) Bill.  The Financial 
Memorandum supporting the Bill will address the resource implications of its measures.  
 
Benefits and costs of restructuring 
7. The programme of merger and federation that I describe in paragraph 3 will deliver 
significant efficiencies in the years ahead. The Cabinet Secretary for Education and Lifelong 
Learning discussed the scale of those efficiencies with your colleagues on the Education and 
Culture Committee (ECC) on 23 October. Mr Russell said then the SFC’s current estimate of 
efficiencies was some £50 million. Since it is in the lead in supporting structural change in 
the college sector, I have asked the SFC’s Chief Executive to let you have its current 
assessment of the expected benefits and costs of restructuring. But in the meantime, Annex 
A, provides information on planned SFC funding in support of mergers as set out in Mr 
Russell’s recent letter to the Convener of the ECC.  You will note that in addition to planned 
SFC funding, merging partners are encouraged to contribute to merger costs.  Annex B 
provides a brief summary of the main non-financial benefits of mergers, based on the post-
merger evaluations. 
 
(ii) Public body mergers 
8. You refer in your letter to the recent Audit Scotland (AS) report “Learning the Lesson 
of public body mergers”. This is a helpful means of supporting the implementation of our 
reform programme. We are using it to do so: the SFC’s merger guidance for colleges refers 
explicitly to the good practice guidance in the report, and draws upon it, while providing more 

http://www.sfc.ac.uk/guidance/outcomeagreements/CollegeOAGuidance.aspx
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detail where appropriate. More specifically, and again, consistent with the AS report, the 
SFC guidance: 
 
- provides advice on leadership, governance and early appointment of Principals and the 

senior leadership team for a merged college;  
- makes clear the expectation that merger development proposals should demonstrate 

value for money, sound academic performance, impact and have a strong evidence 
base, with baseline data for ease of performance monitoring; 

- provides guidelines on the financial data required; 
- provides advice on pre-merger planning phases, as well as post-merger evaluation 

arrangements; 
- gives clarity on leadership, communication and culture development expectations and 

how  support can be accessed from the Government’s Change Team; and 
- clarifies expectations on external stakeholder engagement. 
 
(iii) Outcome agreements 
9. In the light of AS’s observations on the first round of Outcome Agreements (OAs), you 
sought assurances on their future development. OAs are the means by which the wider 
benefits of reform will be articulated, measured, monitored and delivered.  I am happy to 
assure the Committee that future outcome agreements with college regions will have a 
greater focus on colleges’ contribution to the Government’s wider objectives.  Indeed, the 
SFC’s recently published guidance on ‘Delivering College Outcome Agreements (AY 2013-
14)’ is clear on this point.  Further work will take place over the coming months to develop a 
consistent national approach to demonstrating colleges' impact in a number of priority areas 
including improving workforce skills and matching provision to regional needs. 
 
(iv) Demand for college places 
10. Ensuring colleges maintain the volume of learning provision as reform progresses is a 
top priority. That aim is reflected in our annual guidance letter to SFC and in outcome 
agreements. It is encouraging that 2012-13 outcome agreements show college provision 
(measured as Weighted Student Units of measurement – ‘WSUMs’) will increase slightly 
compared to the previous year.  In addition, and as set out in the guidance letter, we have 
taken steps to secure further college provision necessary to maintain volume in 2013-14 
through the new Employability Fund administered by Skills Development Scotland (SDS).  
Both SFC and SDS therefore have a key role to play in working with colleges to ensure 
delivery of this priority. 
 
(v) Applicants for college places 
11. You asked if we plan to collect data on college applicants. As part of our discussions 
with learners and other stakeholders, we are considering the case for a common application 
process for colleges.  Clearly, the main objective is to help learners make more informed 
decisions about their post-16 learning, and to make the application process itself easier; but 
a tool of this type has potential to generate data to provide a clearer picture of supply and 
demand for college places.  We are in the very early stages of planning this project as part of 
our post-16 reform programme.  In the meantime, as Mr Russell made clear to the 
Parliament on 8 November, we are undertaking an audit of the whole process of college 
applications, including a detailed examination of Scotland’s Colleges’ data and methodology, 
to ensure that it delivers maximum benefit for Scotland’s young people. 
 
(vi) Community planning partnerships (CPPs) 
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12. Finally, I should make clear there is already significant collaboration between colleges 
and CPPs in addressing skills needs.  You will see in the material I provide at paragraph 5 
(the SFC’s guidance on Outcome Agreements guidance) its expectations about planning 
regionally and, specifically, the need to align college outcome agreements and single 
outcome agreements.  
 
I hope this letter gives the Committee the assurances it seeks. 
 
Yours sincerely 
 
 
 
 
LESLIE EVANS 
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Annex A 
SFC funding for mergers 
 
Purpose 
1 The purpose of the College Transformation Fund (CTF) is to support colleges as they 
move towards regional groupings. It is intended primarily to fund voluntary severance (VS) 
schemes to deliver the staffing changes needed for mergers (or strong federations), and 
realise the associated efficiency gains. The fund can also be used to support innovation.   
 
2 Audit Scotland’s (AS) report, “Scotland’s colleges – Current finances, future 
challenges”, makes clear the very significant growth in colleges’ accumulated surpluses over 
the period since 2006/07 (where AS noted a doubling of income and expenditure reserve 
from £98.9m to £206.4m at the end of 2010/11). It is against this background that Merging 
partners are expected to contribute to merger costs where it is clear they have the resources 
to do so.  
 
Funding 
3 The Scottish Government provided £15m to support the CTF, which SFC has 
supplemented by £10m of its strategic funding. 
 
Mergers and Federations 
4 Eight college mergers have now been agreed, with the new City of Edinburgh College 
and SRUC vesting on 1 October 2012.  Of the remaining six, colleges in Ayrshire, the West, 
Glasgow South, Glasgow North, and Fife will merge during the course of 2013.  The vesting 
date for Tayside has not yet been formally agreed. 
 
5 The College Transformation Fund (CTF) is also available to help support the two 
planned federations in Aberdeenshire and Lanarkshire.  
 
Analysis of Bids 
6 As part of the bidding process colleges must demonstrate how any funding will deliver 
clear financial benefits within a year as well as how they will meet regional needs and deliver 
outcomes consistent with post 16 reform.   
 
Payments 
7 With the exception of Dumfries and Galloway, all of the payments made to date from 
the CTF have been in support of merger implementation or preparation.  In Dumfries and 
Galloway the award supported an innovative learner journey project.  The table below breaks 
down the awards which have been made by the SFC to date from both the CTF and SFC 
strategic funds.   
 
Region CTF SFC Strategic Total 
SRUC  5,000,000 5,000,000 
Edinburgh 3,500,000 4,200,000 7,700,000 
Ayrshire 180,000 0 180,000 
Glasgow S & W 0 0 0 
Glasgow N & E  0 300,000 300,000 
West 0 0 0 
Fife 342,000 0 342,000 
Tayside 0 0 0 
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Dumfries & Galloway 197,000 0 197,000 
Total 4,219,000 9,500,000 13,719,000 

 
7. The SFC provided additional small amounts from its Invest to Save fund to support 
the initial stages of merger preparation. Negotiations continue with the West,  Glasgow 
South and West and Ayrshire, regions and SFC is close to agreeing packages of funding to 
support the implementation of the mergers. It is likely that these will account for a substantial 
proportion of the remaining CTF funding, which amounts to approximately £10m. 
 
Scottish Government 
November 2011 
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Annex B 
 
Overview of non-financial benefits of merger 
 
Source:  Post-Merger Evaluations of Glasgow Metropolitan, Adam Smith College, Forth 
Valley College and the University of the West of Scotland.   
 
- stronger strategic role for in regional and local economic development; 
 
- increased scale of operation, with positive impact on both high-volume and low-volume 

areas of provision allowing colleges to provide learning opportunities across an extended 
portfolio and a wider range of levels; 

 
- for example, in areas of high demand such as Care, Computing and IT, and Social 

Sciences, mergers allowed for far greater breadth and depth of provision (from Access 
through to HN and Degree), and improve the sustainability of specialist options; 

 
- better articulation arrangements and scope for HN progression; and improved linkages 

between programmes, with the creation of new subject combinations (e.g. in Business 
and Computing) to improve flexibility for learners; 

 
- greater responsiveness to stakeholders including learners, employers, schools and 

community planning partners. 
 

Scottish Government 
November 2011 
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Correspondence from the Scottish Funding Council to the Public Audit Committee, 
dated 14 November 2012 
 
I am writing to follow up Leslie Evans’ letter to you of 14 November. In that letter, she said 
that she had asked me to let you have the Scottish Funding Council’s current assessment of 
the expected benefits and costs of restructuring of the college sector.  
 
Audit Scotland’s report Scotland’s Colleges: current finances, future challenges 
recommended that the Government ‘provide a clear assessment of the benefits and cost of 
regionalisation (including structural change), how these benefits contribute to its reform 
objectives and how they will be funded’.  This letter is intended to contribute to the overall 
response to that request. 
 
Benefits of regionalisation 
 
In her letter, Ms Evans describes the rationale behind regionalisation. However, in order to 
set the context for the specific discussion of the costs and financial benefits of restructuring 
below, it is worth repeating that the key benefit of regionalisation and the associated 
programme of mergers is that college education can be delivered more effectively – for 
students and for the benefit of regional economies – by a system of larger colleges serving 
broad regions; and this will be more efficient than the system of over 40 colleges, often 
competing for students in overlapping catchments. 
 
This change is particularly important in the current challenging public spending context. 
Colleges have been making savings across the existing structure and arguably could 
continue to do so. However, by merging, they are enabled to achieve savings in a way which 
reduces management costs – in both central management and academic management – 
without damaging the quality, volume or spread of academic provision, thereby protecting 
the interests of their learners. Evidence of the ability of larger colleges to be able to spend 
less on administration and support services is available in a large scale study carried out for 
the Learning and Skills Council in England by KPMG (Delivering value for money though 
infrastructural change , LSC, 2010). That study concluded: 
 
‘Notwithstanding some caveats on the data sources, it is possible to demonstrate the 
following general 
conclusions, which are confirmed from other sources: 

 Efficiency: larger colleges have lower administration costs as a percentage of total 
costs than smaller colleges and are also able to provide provision with a lower level of 
base funding for 16-18 year olds. 

 Success rates: size of college has very little impact on success rates – although there 
is a slight positive correlation between college size and success rates. Furthermore, 
larger colleges achieve, on average better OFSTED gradings than those obtained by 
smaller colleges.’ 
 

Evidence on the ability of newly merged colleges in Scotland to maintain quality is in the 
reviews by Education Scotland (and prior to that HMIe) of recently merged colleges. Most 
recently for example, the Education Scotland review of the newly formed City of Glasgow 
College was very positive.  
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Therefore, in our future funding for colleges (from 2013-14 and beyond) SFC will fund 
colleges in a way that recognises the potential efficiencies of the large, single-college 
regions. In effect we will move from a one size fits all funding allocation to one that 
recognises scale.  
 
The savings from mergers 
 
The Audit Scotland report Scotland’s Colleges: current finances, future challenges correctly 
states that when managed well, college mergers can produce savings.  
 
As stated in Ms Evans’ letter, the SFC’s current estimate of potential efficiencies from 
mergers is around £50M annually. This estimate is for the eventual recurrent annual 
potential efficiency saving once the merger programme is complete and the efficiencies have 
been realised in the new colleges/federations. Our current estimate is that that the 
programme will be largely implemented by the beginning of academic year (AY) 2015-16. 
Clearly in the years before then (the current academic year, 2012-13 and AY2013-14), the 
potential efficiency will be less than this eventual steady state. 
 
Our estimates on the potential efficiency savings across the sector are based on the 
efficiencies reported by the City of Glasgow College merger, the business plans of the 
Edinburgh College and the SRUC mergers that took place earlier this year, and the 
emerging business plans of three other planned mergers (Ayrshire, West and Clyde). We 
have used evidence from these mergers to make estimates for the mergers for which we do 
not yet have firm information, by scaling the figures for savings on mergers for which we do 
have information on to the size of the colleges for which we don’t. SFC regularly updates 
these estimates as new information becomes available. 
 
We have aimed to be very measured in estimating the savings created by mergers. For 
example, our estimates are based on a lower savings figure for the City of Glasgow’s annual 
recurrent saving (£5M) than the more recent £5.8M quoted by Audit Scotland in its report. 
The Edinburgh College merger business plan assumes that that merger can deliver savings 
of £9M annually by 2014-15.  
 
We have adopted this conservative approach to estimating savings for two reasons. First, we 
recognise that colleges have been reducing costs anyway in recent years in response to 
public spending constraints and that this will have an impact upon their capacity to deliver 
further savings. Second, we recognise too, that some of the savings of merger can take 
some time to materialise and may require investment in order to be delivered.  
 
The main area of savings – and the one that accounts for the bulk of our estimate of the 
potential efficiencies – is that associated with staff restructuring. In the case of the City of 
Glasgow merger, Audit Scotland notes that these savings are around £4.6M of the £5.8M 
annual savings total. In the case of Edinburgh College, staff savings are estimated in the 
business plan to be £9M annually by 2014-15.   
 
There are other savings in areas such as procurement, shared services, and ICT costs. 
However, we recognise that these are more difficult to quantify in most mergers, in terms of 
their size, how much investment is required to achieve them and how long they take to 
achieve.  The merger of the University of Paisley and Bell College to form the University of 
the West of Scotland in 2007 provides useful evidence of the scale of non-staff savings that 
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can be made (though that merger also made considerable staff savings too). By the time of 
the post-merger evaluation of that merger in 2009 the new university was able to report 
recurrent annual savings of £409,000 on ICT alone. They also reported savings of £146,000 
in marketing costs.  
 
We are not assuming any estates savings in these mergers.  
 
As indicated above, the savings from mergers are achieved over several years before 
reaching a steady state. In past mergers, it has often taken some time to achieve savings as 
the work on implementing the merger – and in particular on staff restructuring – has taken 
place well after vesting day. However, in more recent mergers, colleges have made an 
earlier start and have begun to make savings prior to vesting day. These savings are 
therefore coming earlier in the process than has been the case in the past.  
 
The costs of mergers 
 
We recognise that for mergers to be effective they require investment on the ‘spend to save’ 
principle. The two most recent mergers give a good indication of the scale of this. 
 

 The Edinburgh College merger is estimated to cost around £14.6M. Of that, around 
£8M will come from the SFC/College Transformation Fund (CTF).  

 
 The merger to form SRUC was estimated by the merger partners to cost £10.2M in 

total. SFC/CTF funding will cover just under half that amount. 
 
For the proposed mergers that are at a relatively advanced stage of their planning – West, 
Ayrshire and Clyde – the individual mergers are estimated (by the colleges) to have a cost of 
between £7M and £10M. We estimate that that expenditure will lead to annual savings of 
between £4.8M and £7.9M for these individual mergers, with a substantial part of the savings 
available in AY 2013-14 and the full amount in 2014-15.  
 
We recognise that not all of the costs of merger are ones that can be detailed in advance 
and that some of the costs of existing mergers may not have been specifically identified as 
such by the colleges involved. The post-merger evaluation work that we have in hand will 
help to identify any such costs.  
 
Supporting mergers 
 
In supporting the cost of mergers, the SFC will prioritise those areas of merger activity that 
can produce the most robust cost reductions. This means that we are more likely to support 
the staff restructuring element of a merger – with a Voluntary Severance scheme that has an 
early impact on efficiency – rather than, say, ICT investment which might take longer to 
produce savings. 
 
In deciding on the level of support from SFC and CTF funds for a merger, we will take into 
account the ability of the college to fund the remaining element of the necessary costs. In the 
two most recent examples (Edinburgh and SRUC), external – that is, SFC/CTF – funding 
has accounted for around half of the estimated cost. This proportion is not one that is 
constant: in some mergers we will pay a higher proportion, in others lower. While we have 
not concluded the negotiations on the West, Ayrshire and Clyde mergers, it is likely that 
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external investment will account for just over half of the total cost of these three mergers – 
though in varying proportions, depending on the resources that the colleges themselves 
have available, including reserves. 
 
As the Committee is aware from Ms Evans’ letter, the Council and the Government have 
made around £25M available in 2012-13 to support mergers, between the CTF and SFC’s 
own strategic funding. Clearly there will also be costs in 2013-14 and beyond. It is not 
possible to give a detailed analysis of the cost of all of the mergers at this stage. Some are at 
an early stage of planning.  In other cases we are only just beginning to discuss funding 
arrangements. However, given that the examples I have mentioned above fall within a fairly 
well defined range and that some of the variation is to do with scale of the colleges being 
created, we can make a reasonable estimate of the total likely costs and budget accordingly. 
I will take this into account in advising my Council as it makes budget decisions for 2013-14 
and beyond. 
 
Our estimate at this stage is that continuing the SFC element of merger funding at around 
£10M in each of 2013-14 and 2014-15 will be required. That would mean that the total 
merger programme (including the City of Glasgow merger which just preceded 
regionalisation) would cost around £54M of one-off expenditure of SFC/CTF funds.  
 
As well as financial support for mergers, we recognise that it is important to support colleges 
in the merger process. As is noted in the Audit Scotland report on colleges, we have recently 
revised our guidance on mergers. This guidance is consistent with the key messages from 
the Audit Scotland report on public body mergers. SFC’s Outcome Agreement Managers are 
also working very closely with colleges as they prepare their merger plans. As mergers 
progress to the implementation stage – as the Edinburgh College and SRUC mergers have 
already done – we will use the outcome agreements with the new colleges to monitor 
progress beyond vesting day. 
 
Conclusion 
 
In our letter of guidance from the Cabinet Secretary for Education and Lifelong Learning, he 
asked the SFC to make efficiency savings of £18M in 2013-14 and £33M in 2014-15. On our 
current estimates (based upon mergers that have been completed and our discussions with 
the colleges that are currently engaged in a merger process) the aggregate of potential 
merger efficiencies in these years means that these savings are achievable.  
 
If this letter has not covered all of the areas that you would like information on I will, of 
course be happy to provide further information. 
 
 
MTS Batho 
Chief Executive 
 
cc: Leslie Evans, Scottish Government 
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Correspondence from the Public Audit Committee to the Scottish Government, dated 
29 October 2012 
 
Dear Ms Evans 
 
Auditor General for Scotland report - “Scotland’s colleges – Current finances, future 
challenges” 
 
At its meeting on 24 October the Public Audit Committee took evidence from the Auditor 
General for Scotland (AGS) on her report entitled “Scotland’s colleges – Current finances, 
future challenges”. The relevant Official Report will be available at the following link by close 
on 30 October: 
 
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29860.aspx 
 
The evidence included discussion of the proposed regionalisation of colleges. The 
Committee appreciates that the overarching intention of the forthcoming regionalisation of 
colleges is to contribute to the Government’s national objectives of developing a highly 
educated and skilled workforce and providing more effective and sustainable delivery of 
learning and skills. 
 
As you will be aware, in response to the AGS report, the Scottish Government has agreed to 
provide a detailed assessment of: the expected benefits and costs of college regionalisation 
(including structural change); how these benefits contribute to its reform objectives; and how 
costs are to be funded (AGS report, recommendation page 4). 
 
The Committee notes that the Post-16 Education Reform Bill, which will progress the 
creation of the 13 regional boards, may be introduced to Parliament in November 2012. The 
Committee notes that without a detailed justification for change within such an assessment, it 
may be difficult for the Parliament to effectively scrutinise the forthcoming legislation.  
 
The Committee therefore agreed, following evidence from the AGS, to write to you to request 
that the assessment of costs and benefits for the regionalisation proposal be provided to the 
Parliament at the Scottish Government’s earliest opportunity. 
 
Additional information that the Committee would also be grateful for is detailed below. 
 
Public body mergers 
The Committee also looked at the ongoing programme of college mergers in evidence and 
was concerned that a lack of information on objectives and delivery of the mergers echoes 
issues raised in Audit Scotland’s previous published report Learning the Lessons of public 
body mergers. This report made recommendations around leadership and governance, 
measuring impact on organisational performance and accountability for the costs and 
savings associated with mergers. In responding to Learning the Lessons of public body 
mergers, the Scottish Government assured the Committee, at its meeting on 26 September, 
that lessons would be learned and that Audit Scotland’s recommendations and 
accompanying good practice guidance would be applied to future mergers. 
 
The Committee would welcome information on how the Scottish Government will use the 
recommendations in both the AGS colleges report and the mergers report to inform the 
overseeing of current and future college mergers.  
 

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/29860.aspx
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Outcome agreements 
The AGS also reported in evidence that the first set of college sector outcome agreements 
concentrate on input and process measures and that future agreements would need further 
refinement, for example to detail how colleges would contribute to Government objectives 
such as employability. 
 
The Committee would welcome an assurance that future outcome agreements will have a 
greater focus on how colleges will contribute to the Government’s wider objectives. 
 
Demand for college places 
The AGS reports that there is likely to be a 24% real terms reduction in Scottish Government 
revenue grant support to colleges between 2011/12 (£545 million) and 2014/15 (£471 
million) (AGS report, paragraph 38), with reduced income from other sources (paragraph 40) 
and an increased demand for college places due to unemployment (paragraph 41). The 
Committee would welcome information on how the Scottish Government will seek to ensure 
that Scotland’s colleges will meet increasing demand for college education with diminished 
resources. 
 
In relation to this, the Committee notes that there is currently no national picture of the 
number of applicants to Scotland’s colleges and would ask whether the Scottish Government 
intends to start collecting this information as part of the forthcoming changes. This would 
enable the Government to determine to what extent demand is outstripping supply. 
 
Community planning partnerships 
Finally, the Committee would welcome information on how the proposed regions will 
collaborate with relevant Community Planning Partnerships to contribute to addressing local 
development needs such as demand for particular skills. 
 
I should be grateful if you could provide a response to this letter by Tuesday 13 November to 
allow the Committee to consider it at its meeting on Wednesday 21 November. Should you 
require any further information please do not hesitate to contact the Assistant Clerk, Jason 
Nairn on 0131 348 5236 or by email at pa.committee@scottish.parliament.uk. 
 
Yours sincerely 
 
Iain Gray MSP, Convener 
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Correspondence from the Scottish Government to the Public Audit Committee, dated 
14 February 2013 
 
Dear Mr Gray 
 
Thank you for your letter of 12 December 2012 informing me of the Public Audit Committee’s 
plan to take oral evidence on the progress of college mergers later this year. 
 
You asked for an indication of colleges likely to have gone through the merger process and 
been subject to a ‘post-implementation review’ by Winter 2013.  
 
Both Edinburgh College and Scotland’s Rural College (SRUC) vested on 1 October 2012 
and will be evaluated by the Scottish Funding Council (SFC) this year.   
 
For information, I have set out below the timetable for the wider programme of mergers, the 
majority of which will be evaluated by the SFC during Spring 2014. 
 
Region 
 

Colleges  Planned Vesting Date1  

Ayrshire Ayr  & Kilmarnock colleges 
& Kilwinning Campus (of 
James Watt college) 

1 August 2013 

Fife Adam Smith & Carnegie 
colleges 

1 August 2013 

Glasgow North/East2  John Wheatley, North 
Glasgow & Stow colleges 

1 August 2013 

Glasgow South/West3  Anniesland, Cardonald & 
Langside colleges 

1 August 2013 

Lanarkshire 
 

Cumbernauld and 
Motherwell colleges to 
merge.  The newly merged 
college, and Coatbridge 
and South Lanarkshire 
colleges will form a 3-way 
federation. 

1 August 2013  

West Reid Kerr, Clydebank & 
James Watt colleges 

1 August 2013 

Aberdeenshire Aberdeen & Banff and 
Buchan colleges 

1 November 2013  

Tayside Dundee & Angus colleges 1 November 2013 
 
I hope this information is helpful. 
 
Yours sincerely 
 
LESLIE EVANS 

                                            
1 Planned vesting dates are subject to progress against key merger milestones and may change. 
2 The merged colleges in Glasgow North/East and Glasgow South/West, together with the City of Glasgow College, will 
form a 3-way Glasgow federation. 
3 See Note 2. 
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Correspondence from the Public Audit Committee to the Scottish Government dated 
12 December 2012 
 
Dear Ms Evans 
 
Thank you for your letter of 14 November 2012, which the Committee considered at its 
meeting on 5 December 2012. A copy of the Official Report can be accessed at the following 
link: 
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=7590&mode=pdf 
 
The Committee agreed that, given that the college sector would be going through significant 
restructuring over the coming months, it would take oral evidence on the progress of college 
mergers at a meeting anticipated to be in Winter 2013. The Committee are likely to explore 
issues raised in the report, Scotland’s Colleges – current finances, future challenges, and 
also explore how lessons have been learned from the AGS report Learning the lessons of 
public body mergers and accompanying good practice guidance in college mergers. The 
Committee will also take oral evidence on the Learning the lessons of public body mergers 
report in relation to mergers at Skills Development Scotland and the soon to be merged 
Scottish police force.  
 
The Committee will write to you again nearer the time to confirm those it would wish to hear 
from, but it is anticipated that this session may involve the Scottish Government, the Scottish 
Funding Council and some merged colleges. The good practice guidance accompanying the 
Audit Scotland report Learning the lessons of public body mergers, recommends that post 
implementation reviews should be carried out 6 months following the merger of a public 
body. I would therefore be grateful if you could give an indication of those colleges which are 
likely to have gone through the merger process and carried out 6 month post implementation 
reviews by Winter 2013.  
 
Should you require any further information please do not hesitate to contact the Assistant 
Clerk, Jason Nairn on 0131 348 5236 or by email at pa.committee@scottish.parliament.uk. 
 
Yours sincerely 
 
 
Iain Gray MSP, Convener 
 

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=7590&mode=pdf
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Correspondence from the Auditor General for Scotland to the Public Audit Committee, 
dated 30 October 2012 
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