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Financial Sustainability of colleges and universities in Scotland

1. The Scottish Funding Council (SFC) has a key role in ensuring that the
institutions we fund continue to plan and manage their activities in a way which
ensures their sustainability and financial viability. This contributes to the
success of students andsearchers, local communities and the wider Scottish
economy. Financial sustainability is, therefore, a condition of grant and is set
out in our Financial Memorandum.

2. This report presents an aggregate picture of the financial health of Scottish
institutions based on a review of their 2029 financial statementand the
latest forecast position for 20221. The analysis includ@® incorporated, six
non-incorporated colleges anti8" higher education institutions. While this
report presents an aggregate gosn, there is significant variation in the
financial position of individual institutions.

3. Financial management is a dynamic process and the information contained
within this report is an update to the information provided in our report
(SEC/CP/05/209(Qoublished on 20 October 2020 as part of phase one of the
SFC Review of Coherent Provision and Sustainability.

! The Open University in Scotlanchist included in this analysis due to different reporting arrangements in
place.2 KAt S GKS hLISy ! yABGSNEAGE KIFI& 2LISNIraGA2ya Ay {O02aGf 1!
UK basis.


http://www.sfc.ac.uk/web/FILES/corporatepublications_sfccp052020/Financial_Sustainability_Analysis_report.pdf

FHnancial sustainabilityof the college sector

4. The financial sustainability of the college sector is very fluid, with assumptions
being updated as circumstances change. All of the figures in this section capture
incorporated and noxnincorporated colleges.

Key messages

w The 201920 position included four months of the COMI® impact.
Colleges were already facing a series of cost pressures prior to the impact of
COVIELY, including increasing cost pressures from cost of living pay awards,
SY LX 2 & S NhEtribui®ns ankaigtainin@the college estate and the
''yQa SEAG FTNRY (KS 916z6iBid HSsthgightentd 2 v @
those challenges particularly for colleges with high levels of comaileand
international income.

w The sectoR 201920 adjustedoperating position showa smallsurplus
which is significaty improved on the level of deficit previously forecast
Improvements are largely due talditional fee and education contract
revenue, Coronavirus Job Retention Sché@éRS) incomstaff and
operating cost savings

w Some colleges had originally stated that the impact of CQ¥ldould be
particularly severe in 202R1. However, a combination of mitigating
actions taken by collegespf@naviruslob Retention Schemeincome(£7.4
million) and additional funding provided by SFC has helped to stabilise the
202021 financial positiomnd a near breakeven position is currently
projected

w Maintaining shoriterm liquidity remains a challenge for colleges. However,
the sector cash positioat the end of 20120 wasimproved on both
forecast and on 20189 levels, largely due to colleges placing on hold
capital works as a result of restrictions enforced through the CQ9ID
lockdown. The forecast also shovespositivecash position in 202@1 for
the vastmajority of colleges

w Overall sector borrowing decreased durid@1920 in line with forecast and
is forecast to continue reducing during 2020. Pension liabilitiesncreased
substantially during 20220 due to the economic downturn rekad to the
pandemic.Increased pension contributions remarsignificant risk to
O2ftfS3SaQ.adzadlrAyloAatAde

w The sectoiwide position masks particular financial challenges for some
individual colleges.



Actions taken to date in responding to the COVID emergency

5. Actions takern assisting the college sector to respond to the CGMD
emergency in 20120 and 202€21 include:

Enhanced flexibility

w We did not recover SFC funds for COWDelated shortfalls against core

activity targets;

We increased éxibility in the administration of student support funds;

We undertook an iryear redistribution exercise of student support to meet

requests for dditional fundingm 2020621 (£1.6 million) and repurposing

and reallocating £5 million unspent funds toca¥l colleges to provide

students with equipment and support those in hardship;

w We extended timescales for spending the flexible workforce development
fund and increased the 20281 budget; and

w We provided flexibility in grant drawdowns to several collegesountering
liquidity challenges.

(0V)
(0V)

Reducing reporting burdens

w We kept returns and reporting requirements to a minimum; and
w Updatedthe college credit guidance.
Providing additional funds

wetKS {O0200AaK D2OSNYYSyid AYyUNRRdIzOSR (K
programme and the National Transitional Training Fund

w The Coronavirus Job Retentioch8me provided additional income.

w We providedadditional funding for student meat health and wellbeing
support.

w Additional funding was made available for collespgdent associations and
unions.

w We provided an additional £15 million of financial sustainability funding,
distributed to all colleges to help address the major impact that CQ9ID
has had on colleges in terms of reduced commercial income, increased costs
andgeneral weakening dheir financial sustainability.

w We allocated funding to three collegés incomelost during 20221 in
providing student accommodation rent rebates

w Weprovided an additional £3 million winter COVID discretionary funsl
for colleges.

w We provided£6.5 million additional capital funding to support economic
recovery

w We provided£2.3 million additional capitdundingto support digital
provision



201920 Annual Accounts

6. Collegegrovided annual accounter Academic Year 20120 at the end of
2020and early 2021 Key findings from the analysis are set out in the
following paragraphs.

Context

7. The 201920 position included four months of the COMI®impact. Colleges

were already facing a series of cgséssures prior to the impact of COVIB,

AYyOf dzZRAY3I AYyONBIFaAy3d O02aid LINBaadz2NBSa TN
LISyaArzy O2yiNROdziA2YyaAX YIFIAYGlFIAYyAYy3 (KS
the European Union. The COMI®crisis has heightendtiose challenges

particularly for colleges with high levels of commercial and international

income.

Operating andAdjustedOperating Position

10.

11.

The college sector 20320 position is improved greatly on forecasf.

The college sector reported an operadideficit of £54 million and an adjusted
operating surplus of £3.4 million during 2629.

The methodology for calculating the adjusted operating position, or underlying
position, has been agreed following sector consultation with a view to ensuring
O2yaraiaSyoe 2F LIINRFOK YR AYUSNLINBGI
This addresses the recommendation made by Audit Scotland in the 2018 report

2y {O2GflyRQa [/ 2ttS3Say a{C/ &akKz2dzZ RY NJ
colleges calculate theunderlying financial position consistently

The adjusted operating position is intended to reflect the financial performance

after allowing for norcash adjustments and other material co& or distorting

items required by the Statement of Recommendeddtice (SORP). The

adjusted operating position is therefore designed to smooth any volatility in

reported results arising from the implementation of Financial Reporting

Standard 102 and also to recognise that some of the reported costs do not have

an immaliate cash impact on the college. This should give a better indication of

GKS O2ttS3SQa 2LISNIOGA2y It OFakKk 3ISYSNI .

Theoveralladjusted operating positiofor the sector, both forecast and actual
for 201920, and also including the previousyéR a NX adzZ G Aa asSi
following table:



201920 201819 201920
Actual Actual Forecast
MQn MQn MQn
Adjusted
Operating
Surplus/(Deficit) 3,365 12,887 (9,711)

12. ¢ KS a S O d2e ahrual accoumisishow a sector adjusted operasimglus
Of £3AYAf ft A2y H6KAOK NBLINBaSyida || RSGSNR2N]
(£12.9 million surplus) but is improved on the forecast (£9.7 million deficit).
Theimproved operating positiors largely due tdhigher fee and education
contract income, Coronavirus Job Retentichemancome of £8.8 milliomnd
generation of staff and other operating cost efficiencgilbslping to mitigate
against the reduction in commercial and international incoriéne colleges
reported an adjusted operating deficit in 2090 ® I &adzYYINBE 2F S
201819 and201920 operating andadjusted operating position, liquidity and
borrowing is set out innex A

Relianceon SFC grant

13. SF@rants accounted for 77% of total $ecincome in 20120. There is a
large variation in grant dependency across the sector as illustrated in the table

below:
Funding Council
grants as % of Actual Actual Forecast
total income 201920 201819 201920
Lowest 48% 48% 48%
Average 74% 73% 75%
Highest 87% 86% 88%

14. Sources of income for the college sectand by individual collegé 2019-20
are shownin the chartand graphbelow:



College income by category 2019-20

0.02% 0.02%

M Tuition fees and education contracts M SFC/RSB grants
M Research grants and contracts  Other income
M Investment income ul Donations and endowments

College income by category for 2019-20

Argyll College

Ayrshire College

Borders College

City of Glasgow College
Dumfries and Galloway College
Dundee and Angus College
Edinburgh College

Fife College

Forth Valley College

GCRB

Glasgow Clyde College m Tuition fees and education contracts

Glasgow Kelvin College
m SFC/RSB grants
Inverness College
Lews Castle Callege W Research grants and contracts
Moray College

New College Lanarkshire
Newbattle Abbey College
North East Scotland College
North Highland College
Orkney College

Perth College

m Other income

Investments, donations and
endowments

Shetland College

sMo

South Lanarkshire College

West College Scotland

West Highland College
West Lothian College

10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0% 80.0% 90.0% 100.0%

&

The impact of COVAIDO is more significant for colleges wift
a larger proportion of commerciaicome




15.

The impact ofthe COVIR ¢p 2 dzi o NBI |1 2y O2ft SESAQ FAY

beensignificantin 201920. COVIBL9 accounted for reductions of £7.1 million
and £1.4 million in fee andther commercialncome respectively against 2018
19 levelsalbeit both headings were improved on forecasor@avirusbb
Retention Schemeincome of 8.8 million helped tomitigate the reduction in

the commerciaincomestream However, here are limited opportunities for
colleges to generate commercial inconagd surplus thereon, and as a result
they are heavily dependent on SFC grant.

Staffand other operatingcosts

16.

Staffcostsrepresentthe largest element of expenditure for colleges and
constituted 68%o0f total sectorcosts in 202-20. Expenditure heading®r the
college sector, and by individual college, in 2@D%re shown in the charnd
graphbelow.

College expenditure by category 2019-20

m Staff costs W Staff costs - exceptional restructuring costs ™ Exceptional costs - non-staff

M Other operating expenses M Depreciation / amortisation W Interest and other finance costs

10



Argyll College

Ayrshire College

Borders College

City of Glasgow College
Dumfries and Galloway College
Dundee and Angus College
Edinburgh College

Fife College

Forth Valley College

GCRB

Glasgow Clyde College
Glasgow Kelvin College
Inverness College

Lews Castle College

Moray College

New College Lanarkshire

Newbattle Abbey College

Sector expenditure as % of total income for 2019-20

m Staff costs

m Exceptional staff restructuring
m Exceptional non-staff costs

® Other operating expenditure
® Depreciation/amortisation

u Interest and other finance costs

North East Scotland College
North Highland College
Orkney College

Perth College

Shetland College

SMO

South Lanarkshire College
West College Scotland

West Highland College

West Lothian College
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17. There is a large variation the ratio of staff costs as a percentage of total
costsacross the sectoas illustrated in the table below

Staff costsas % Actual Actual Forecast
of total costs 201920 201819 201920

Lowest 48% 49% 45%
Average 68% 67% 69%
Highest 78% 75% 79%

18. Collegedave indicated that savings have been generated in the following
areas: academic materials and consumables; utilities; property costs;
photocopying; and travel and subsistence. Colleges have also reported that
they have incurred additional costs relatenldnline learning and remote
working. However, student suppomvas nota cost pressure 2019200n the
basis of returns provided.

Cash

Liquidity has improved in 20320 mostly due to colleges placing a
hold on capital works.

11



19. / 2t t &sh&d@quivalent balances increased frd&s@.Zmillion in 20B-
19 to £73.3million in 201920largely due to colleges placing on hold capital
works as a result of restrictions enforced throutje COVIBEL9 lockdown

20. Levels of casht the end ofJuly 20 for each collegare shown below:

Cash and current investments less overdraft (£000)
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21. Thegraph below shows the number of days of expenditure available in cash
for 201920 compared to 20139:

Net cash inflow

22. 5SGFAfa 2F O2tfS3SaQ ySiG OFLakK AyTtz2s

total income for 201819 and 20120 are shown in the graph below:

12
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