
 
 
 

Depreciation briefing 
 
Background 
 
1. Professional accounting practice means colleges cannot include their non-cash 

Government budget allocation for depreciation in their published accounts; but 
their non-cash depreciation cost is included.  If colleges spend their entire cash 
budget on revenue items, this creates a ‘technical’ deficit to the value of the 
depreciation charge. To illustrate the point: 

 
              £ 
Total Income      1,000 
 
Expenditure 
  Salaries (cash expenditure)       650 
  Other expenditure (cash expenditure)    350 
  Depreciation (non-cash expenditure)    100 
Total Expenditure    1,100 
 
Technical Deficit       (100) 

 
2. In addition, Government budgeting rules mean Colleges have to spend their 

entire cash budget since the rules do not allow them to carry forward unused 
cash budget in the following year - any such cash would effectively be ‘frozen’).  

 
3. Audit Scotland has made clear its view that a deficit arising from the use of cash 

funding originally provided for non-cash depreciation (i.e., a ‘technical deficit’) 
does not indicate an underlying financial sustainability concern.     

 
Priorities for spend of depreciation funds 
 
4. The Scottish Government has to approve Colleges plans to spend the depreciation 

element of their cash budget. It agreed in both 2015-16 and 2016-17 that 
depreciation funds should be used to address cost pressures, and identified the 
following priorities: 

 
a. student support funds; 
b. loan repayments; and 
c. the costs of the 2015-16 pay award. 
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5. Importantly, spending depreciation funds on the second priority (loan 
repayments), itself represents a contractual commitment for colleges; as that is a 
balance sheet transaction, it does not impact on colleges’ operating positions.  

 
6. SFC agrees any spend outwith the priority areas at paragraph 4 (a – c) on a case 

by case basis.  Plans for the deployment of depreciation funds for 2017-18 and 
beyond are currently being considered by SFC, Scottish Government and colleges.  
We expect to tell colleges in early 2017, allowing them some planning certainty, 
and addressing the relevant Audit Scotland recommendation.   

 
Disclosure in colleges’ accounts 
 
7. Colleges’ use of depreciation funds was not disclosed in all cases in the 2014-15 

accounts.  Accordingly, the 2016 Audit Scotland college overview report included 
the following recommendation: 

 
“SFC should require colleges to report how they have spent net depreciation cash 
funding in their accounts including a breakdown of the spending.”   

 
8. In addressing this recommendation, SFC has been working with Audit Scotland, 

Scottish Government and colleges to provide additional disclosures in published 
accounts in relation to the non-cash allocation for depreciation. 

 
9. SFC’s 2015-16 accounts direction requires colleges which have incurred a 

‘technical’ deficit to provide an explanatory note and table in their annual report 
and accounts.  Appendix 1 provides an illustrative form of words included in the 
direction which colleges are encouraged to adopt and, if it is felt necessary, 
supplement with more detailed information to reflect local circumstances.  
Specifically, colleges are asked to explain how the depreciation element of the 
cash allocation has been accounted for and the impact on the operating position 
for the year.  

 
10. It is also proposed that colleges will be asked, through the 2016-17 accounts 

direction, to provide a further note to their financial statements, referenced on 
the primary statements, which will explain the notional non-cash allocation 
covering depreciation and providing assurance that colleges are operating 
sustainably within their funding allocations.          
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Financial summary 
 

 2014-15 
Actual 

2015-16 
Forecast 

2016-17 
Forecast 

College sector 
operating 
surplus/(deficit) 

£28.3 million £13.0 million £19.8 million 

Number of 
incorporated 
colleges 
in/forecasting 
operating 
deficit 

15 15 16 

 
11. The number of colleges recording and forecasting operating deficits each year is 

fairly constant, SFC would anticipate that most colleges would incur ‘technical’ 
deficits related to the depreciation cash element of their budget given the 
requirement to spend their entire cash budget.   

 
12. The operating deficits are also impacted by a number of one-off transactions 

including asset revaluation reductions, pensions-related adjustments, and 
donations to arms-length foundations.  After taking account of these 
transactions, and spend of depreciation cash, the Audit Scotland college overview 
report highlighted a sector underlying deficit in 2014-15 of £3 million, equivalent 
to around 0.5% of turnover.   
 

13. The report concluded that that the college sector is financially stable overall but 
that auditors had raised concerns about the finances of four colleges in 2014-15.  

 
14. Eleven colleges were reported as forecasting deficits for 2016-17 in the Audit 

Scotland college overview report but this related to colleges’ 2015 financial 
forecast returns. 
 

15. £3.8 million additional teaching and fee waiver grant to meet cost pressures in 
the sector in 2016-17, announced on 1 July 2106, was not communicated in time 
to be reflected in many of the colleges’ financial forecast returns.  Also, the 
forecasts do not also reflect the Scottish Government capital stimulus funding of 
£10 million announced on 30 September 2016.    
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16. SFC works closely with colleges to ensure that deficits are kept to a minimum and 
operational activity is not adversely affected. SFC directs time and resources to 
institutions experiencing financial and governance challenges, the level of 
interaction and support will vary according to the circumstances. 
 

17. Information on each institution’s financial position is available in the form of the 
financial statements published annually. 

 
 
Scottish Funding Council 
11 November 2016 
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Appendix 1 

Deficit resulting from use of depreciation cash – illustrative form of words for 

2015-16 accounts (incorporated colleges only)  

One consequence of college reclassification as central government bodies is that, 
from 1 April 2014, while colleges continued to prepare accounts under the FE/HE 
Statement of Recommended Practice, they are now also required to comply with 
Central Government budgeting rules. This affects, amongst other things, the way in 
which non-cash depreciation charges are treated and how the colleges spend the 
cash funds previously earmarked for depreciation. There is potential for this spend to 
move the college’s Statement of Comprehensive Income into a deficit position.  
 
The impact of the above has resulted in [or contributed £Y to] the reported deficit for 
the 2015-16 accounting year.  However, the Scottish Funding Council has confirmed 
(in its letter to the College on 30 March 2015) that a deficit resulting from the College 
following its 30 January 2015 guidance should be treated as a ‘technical’ deficit and 
should not be interpreted, on its own, as a challenge to the College’s ongoing 
financial sustainability. Audit Scotland accepts that a deficit arising from the use of 
cash funding originally provided for non-cash depreciation does not indicate an 
underlying financial sustainability concern. 
 
The impact on the operating position is detailed below.   
 

Table of net depreciation spend 

Revenue  £’000 

 Student support xx 

Pay award xx 

Other (give detail) xx 

Total impact on 
operating position 

xx 

 
 
 


