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PUBLIC AUDIT COMMITTEE

 
AGENDA

 
16th Meeting, 2013 (Session 4)

 
Wednesday 4 December 2013

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

take items 4 and 5 in private.
 
2. Section 23 report - Scotland's public sector workforce: The Committee will

take  evidence  on  the  joint  Auditor  General  for  Scotland  and  Accounts
Commission report entitled "Scotland's public sector workforce" from—

 
Caroline Gardner, Auditor General for Scotland;
 
Fraser McKinlay, Director, Angela Cullen, Assistant Director, and Andra
Laird, Project Manager, Performance Audit and Best Value Group, Audit
Scotland.
 

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

 
Leslie Evans, Director-General Learning and Justice, Andrew Scott,
Director of Employability, Colin Robertson, Team Leader, Sponsorship and
Funding, and Melanie Weldon, Team Leader, Post 16 College
Regionalisation, Scottish Government.
 

4. Consideration of approach - Scotland's public sector workforce: The
Committee  will  consider  its  approach  to  the  joint  Auditor  General  for  Scotland
and  Accounts  Commission  report  entitled  "Scotland's  public  sector  workforce"
and take evidence from—

 
Caroline Gardner, Auditor General for Scotland;
 
Fraser McKinlay, Director, Angela Cullen, Assistant Director, and Andra
Laird, Project Manager, Performance Audit and Best Value Group, Audit
Scotland.
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5. Section 23 report: 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 Graeme Greenhill, Portfolio
Manager, Performance Audit and Best Value Group, Audit Scotland.
 

 
Jane Williams

Clerk to the Public Audit Committee
Room T3.60

The Scottish Parliament
Edinburgh

Tel: 0131 348 5390
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/S4/13/16/1

Auditor General for Scotland and Accounts Commission
report

PA/S4/13/16/2

Agenda item 3  

PRIVATE PAPER PA/S4/13/16/3 (P)

Auditor General for Scotland briefing paper PA/S4/13/16/4

Written Submission - Scottish Government PA/S4/13/16/5

 

http://www.audit-scotland.gov.uk/docs/central/2013/nr_131128_public_sector_workforce.pdf
http://www.audit-scotland.gov.uk/docs/central/2013/nr_131128_public_sector_workforce.pdf
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SCOTTISH PARLIAMENT PUBLIC AUDIT COMMITTEE 
 
WEDNESDAY 4 DECEMBER 2013 
 
REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 
 
SCOTLAND’S PUBLIC SECTOR WORKFORCE 
 

 

1. The joint report by the Auditor General and the Accounts Commission Scotland’s 

public sector workforce was published on 28 November 2013. It examines how 

workforces in councils, the NHS, the Scottish Government and other central 

government bodies have changed since 2009, what savings these bodies made 

through workforce programmes and what they will need to do in the future. 

2. Key messages from the report are: 

 Public bodies have used a range of measures to manage staff numbers and 

costs. These included pay restraint, redeploying staff and changing working 

patterns. But continuing financial pressures mean such measures are unlikely 

to deliver the savings needed in the future, and bodies need to consider other 

options, such as redesigning services and more joint and collaborative 

working. 

 In the four years to March 2013 the number of whole time equivalent posts in 

councils, the NHS, the Scottish Government and other central government 

bodies reduced by 26,600. Almost 16,000 left through early departure 

schemes and almost 10,000 were transferred to arms length organisations 

(ALEOs) or other non-public sector bodies. 

 It is difficult to get reliable information on staff costs. Audit Scotland estimates 

that staff costs reduced by £1 billion between 2009/10 and 2011/12 but 

payments by public bodies to ALEOs to deliver services will contribute to staff 

costs. 
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SCOTTISH PARLIAMENT PUBLIC AUDIT COMMITTEE 

REPORT BY THE AUDITOR GENERAL FOR SCOTLAND 

SCOTLAND’S COLLEGES 2013 

BRIEFING PAPER ON ARMS-LENGTH FOUNDATIONS FOR COLLEGES 

1. The Committee considered its approach to the Auditor General for Scotland’s report 

Scotland’s colleges 2013 at its meeting on 20 November 2013, following evidence being 

given by the Scottish Funding Council (SFC) and representatives of senior management in 

four colleges at its previous meeting. During the meeting on 20 November 2013, the Auditor 

General for Scotland offered to provide further briefing material on the establishment and 

operation of college arms-length foundations, including their links with college reserves. 

Background 

2. In October 2010, the UK Office of National Statistics (ONS) decided to reclassify 

incorporated further education colleges throughout the UK so that they would be treated as 

part of central government for financial budgeting and reporting purposes.1 The ONS’s 

reclassification decision is the consequence of the level of Ministerial control then in place 

over colleges; for example, the provisions which then existed under the Further and Higher 

Education (Scotland) Act 1992, enabling Scottish Ministers to remove members of college 

boards due to mismanagement. 

 

3. Up until now what has counted as Scottish Government expenditure relating to colleges has 

essentially been the money allocated to colleges, most of which flows through the Scottish 

Funding Council (SFC). From April 2014, it will be what colleges actually spend that is 

included in the Scottish Government’s total expenditure figures.2 i.e. including expenditure 

funded from other income that colleges generate as part of their operations. On average 

across Scotland, this amounted to around 26% of colleges’ income in 2011/12. 

 

4. In summary, what this means is that from 1 April 2014: 

 

 All college income and expenditure will count as part of the Scottish Government’s 

own income and expenditure. 

 

                                                           
1
 Reference to ‘colleges’ from this point forward should be taken to refer to incorporated colleges. Unincorporated 

colleges are unaffected by the changes. 
2
 A consequence of the ONS reclassification decision is that incorporated colleges’ financial year will change from 1 

August – 31 July (the academic year) to 1 April – 31 March with effect from 1 April 2014. 
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 All college expenditure (net of income) will be funded from the Scottish Government’s 

overall budget (often referred to as “budget cover”). 

 Any expenditure funded from colleges’ reserves or commercial borrowing will also 

require budget cover.  

 

 Any surplus reported by a college will be treated as an underspend against the 

budget limit in the year it is incurred, and would not be automatically available for 

spending in the subsequent year. Any underspend rolled forward will require 

additional budget cover to allow it to be spent. The spending of accumulated reserves 

will, therefore, also require budget cover from within the Scottish Government’s 

overall budget limit. 

Arms-length foundations 

5. Ministers have committed to maintain funding levels under reclassification and the SFC 

established a Project Board (including representatives from the Scottish Government, 

colleges and Colleges Scotland) and a project team to consider the implications of the 

ONS’s decision and help colleges plan for reclassification. The aim was to look at ways to 

minimise the impact of government budgeting rules on the college sector, specifically 

concerning the use of reserves, and identify potential mitigating actions. Arising from this, 

colleges are now planning to establish arms-length foundations (ALFs) as charitable 

organisations that have the purpose of advancing and promoting further education in their 

geographic areas. It is planned that ALFs will come into operation from 1 April 2014. 

 

6. The intention in establishing ALFs is to negate the effect of colleges being subject to the 

Scottish Government’s budgetary control regime by the ALFs becoming a depository for the 

current level of accumulated cash reserves within the sector, and any annual surpluses 

made in subsequent years. The aim is for colleges to have access to this cash in future 

years without the expenditure counting against the Scottish Government’s budget limits. 

How ALFs will operate 

7. Scottish Ministers were initially keen that a single umbrella ALF be established to act as a 

depository for all colleges’ surplus cash, although they also allowed for colleges 

establishing their own ALFs. Our understanding is that seven colleges have indicated they 

wish to participate in the umbrella ALF. At the moment therefore, and in accordance with 

the SFC timetable, individual colleges are setting up their ALFs and appointing trustees for 

them. The SFC is proceeding with the establishment of the umbrella ALF for those colleges 

that prefer this option, and as a fall-back should individual colleges not establish their own 

ALFs by April 2014. 

 



 
PAC/S4/13/16/4  

 
8. ALFs will be administered by a board. The board of each ALF is likely to consist of trustees 

appointed by the board, members of the relevant college board of management (which 

should be a minority), and individuals appointed by the college as trustees. For ALFs to 

achieve their purpose i.e. to continue to allow colleges access to cash reserves while not 

affecting the Scottish Government’s budgetary control regime, they must clearly sit outside 

the boundaries of public expenditure. Crucially, this means that ALF trustees must be 

independent of colleges and act in the interests of the charitable objectives. The SFC is 

encouraging colleges to seek expert legal advice on draft Articles of Association to ensure 

that ALFs are demonstrably independent from colleges.  

 

9. The Articles of Association will dictate the way in which the resources of each ALF can be 

used. It is likely that colleges will prepare long term strategic plans setting out development 

priorities (estates, course provision, etc). Colleges will then use these plans in applying to 

the ALF board for funding to support development activities, demonstrating how the funding 

will meet the stated charitable objectives of the foundation. 

 

10. The trustees will also be required to prepare accounts for the ALFs which will be audited in 

accordance with the requirements of the Charities and Trustee Investment (Scotland) Act 

2005 i.e. not by the AGS. The independence of the ALFs would mean that their accounts 

will not be consolidated with those of the relevant college. The audit of ALF accounts and 

the role played by the Office of the Scottish Charity Regulator (OSCR) in regulating 

charities, should provide reassurance that trust funds are being used for the purposes 

intended. However, the approach being taken does involve a clear shift of accountability 

away from the Scottish Government and the Scottish Parliament for use of college cash 

reserves which, at least in part, have been generated from public sector funding. 

Funding ALFs 

11. Colleges will initially transfer an amount of money to their ALF based on an assessment of 

their “cash reserves”. This should not be confused with college Income and Expenditure 

(I&E) Reserve balances shown in their accounts. I&E Reserves are often called “cash-

backed”, because they are usually the consequence of annual surpluses generated over a 

number of years, and to distinguish them from other reserves which are the result of 

accountancy conventions (e.g. the revaluation of assets). However, there is no direct 

correlation between the value of the I&E Reserve and the amount of cash a college may 

have at any one time. 

 

12. Rather, a college’s cash balance at any one time is likely to have come from a number of 

sources, such as:  
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 Annual surpluses achieved over time, which have not yet been spent, some of 

which may be committed or earmarked for spending, on development projects for 

example. 

 

 SFC grants and other income sources which have yet to be used to pay outstanding 

bills 

 

 Commercial borrowings which have yet to be spent, most commonly planned for 

capital development projects. 

 

13. As part of the establishment of ALFs, between now and the end of March 2014, colleges 

will need to examine a number of factors such as their current investment plans, current 

creditor levels, loan repayment schedules and the daily amount of cash needed to support 

on-going operations. Once immediate financial commitments and working capital 

requirements are determined, colleges will be able to transfer what cash is left to their ALF. 

Until this happens, the amount of college cash reserves that will be transferred to ALFs 

cannot be known. 

 

14. In subsequent years, colleges will have to operate within an annual budget limit which 

reflects their income and expenditure, including Scottish Government funding. However, 

their net expenditure must avoid creating a surplus or deficit within Scottish Government 

budget limits. Colleges can therefore be expected to transfer surplus income generated 

from whatever  sources to their ALF during the year it is generated to ensure they avoid an 

overall surplus or deficit, and with the proviso that the funds held within the ALF will 

eventually be used in line with the college’s strategic plan. What this means in practice, is 

that colleges are likely to operate within much tighter working capital envelopes than some 

have previously been used to, and they will need to keep a much closer eye on the timing 

of cash inflows and outflows. 

 

______________________________ 
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Public Audit Committee 
 

16th Meeting, 2013 (Session 4), Wednesday 4 December 2013 
 

Scotland’s colleges 2013 
 

Correspondence from the Cabinet Secretary for Education and Lifelong 
Learning to the Convener of the Public Audit Committee, dated 25 November 

2013. 
 

Dear Convener, 
 
Thank you for your letter of 21 November in which you asked for clarification on why 
we have not sought to avoid reclassification of colleges in Scotland. 
 
I have been clear from the outset that I consider the decision to reclassify our 
colleges – a decision that pre-dated our reforms - as both unhelpful and unwelcome.   
 
In Scotland, we believe government funding for education exists to build a greater 
good and that successful outcomes are founded on partnership with colleges. 
Forcing colleges into the private sector would compromise these ambitions. 
 
Self-evidently, good governance and accountability are fundamental to this 
partnership.  That is why, in our consultative document Putting Learners at the 
Centre, we made clear that the governance arrangements for higher and further 
education should be sufficiently transparent to ensure learner and taxpayer 
confidence, balancing accountability for public funds with the right degree of 
institutional freedom and flexibility.   
 
We therefore commissioned Professor Russel Griggs to lead an independent review 
of college governance; a number of his recommendations have been given effect by 
the Post-16 Education (Scotland) Act 2013. 
 
It is clearly a matter for England how it chooses to respond to ONS reclassification.  
In Scotland, however, we are firmly of the view that the pursuit of enhanced 
democratic accountability must not be compromised by accounting changes.   I am 
therefore confident that building on our existing arrangements through the new 
legislation is the right solution for Scotland. 
 

 
MICHAEL RUSSELL 
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Correspondence from the Public Audit Committee to the Scottish Government, 
dated 21 November 2013. 
 
Dear Cabinet Secretary 
 
AUDITOR GENERAL FOR SCOTLAND (AGS) REPORT “SCOTLAND’S 
COLLEGES 2013”  
 
At its meeting on 20 November, the Committee considered evidence on the AGS 
report Scotland’s colleges 2013, received at its meeting on 6 November.  
 
The AGS reports that under Office of National Statistics (ONS) reclassification, 
further education colleges will be classified as public sector bodies from April 2014 
and treated as part of central government for financial budgeting and reporting 
purposes. This reclassification in October 2010 meant that from April 2012 further 
education colleges in Scotland have to operate within an annual budget which 
reflects their income and expenditure and their ability to generate and use future 
surpluses is constrained.1 
 
The UK Government, however, subsequently passed the Education Act 2011 which 
reclassified further education colleges in England as the Non-Profit Institutions 
Serving Households (NPISH) sector from 1 April 2012, therefore removing public 
control over further education colleges in England.2 As a consequence further 
education colleges will not require to operate within the same budgetary controls as 
set out above.  
 
The Committee would therefore welcome clarification from the Scottish Government 
on the approach it has taken to the reclassification of Scottish colleges by the ONS 
and in particular why it has not sought to reclassify further education colleges in 
Scotland in a similar manner to those in England. 
 
As the Committee takes evidence from the Scottish Government on this issue at its 
meeting on 4 December, I would be grateful for a response to this query by close 
on 27 November, in order to inform the papers for that Committee meeting.  
 
Should you have any questions, please contact the Assistant Clerk, Jason Nairn, on 
the contact details provided above. 
 
 

                                            
1
 Scotland’s colleges 2013, Auditor General for Scotland, paragraphs 67-70 

2
 ONS Publication May 2012 

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8614&mode=pdf
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