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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 and researchers, 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 2019-20 financial statements and the 
latest forecast position for 2020-21. The analysis includes 20 incorporated, six 
non-incorporated colleges and 181 higher education institutions. While this 
report presents an aggregate position, 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 
(SFC/CP/05/2020) published on 20 October 2020 as part of phase one of the 
SFC Review of Coherent Provision and Sustainability.  

 

 

                                                   
1
 The Open University in Scotland is not included in this analysis due to different reporting arrangements in 

place.  ²ƘƛƭŜ ǘƘŜ hǇŜƴ ¦ƴƛǾŜǊǎƛǘȅ Ƙŀǎ ƻǇŜǊŀǘƛƻƴǎ ƛƴ {ŎƻǘƭŀƴŘΣ ǘƘŜ ƛƴǎǘƛǘǳǘƛƻƴΩǎ ŀŎŎƻǳƴǘǎ ŀǊŜ ƻƴƭȅ ǇǊƻŘǳŎŜŘ ƻƴ ŀ 
UK basis. 

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


       

Financial sustainability of 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 non-incorporated colleges.  

Key messages 

ω The 2019-20 position included four months of the COVID-19 impact.  
Colleges were already facing a series of cost pressures prior to the impact of 
COVID-19, including increasing cost pressures from cost of living pay awards, 
ŜƳǇƭƻȅŜǊǎΩ ǇŜƴǎƛƻƴ Ŏontributions, maintaining the college estate and the 
¦YΩǎ ŜȄƛǘ ŦǊƻƳ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴΦ  ¢ƘŜ /h±L5-19 crisis has heightened 
those challenges particularly for colleges with high levels of commercial and 
international income.  

ω The sectorΩǎ 2019-20 adjusted operating position shows a small surplus 
which is significantly improved on the level of deficit previously forecast.  
Improvements are largely due to additional fee and education contract 
revenue, Coronavirus Job Retention Scheme (CJRS) income, staff and 
operating cost savings. 

ω Some colleges had originally stated that the impact of COVID-19 would be 
particularly severe in 2020-21.  However, a combination of mitigating 
actions taken by colleges, Coronavirus Job Retention Scheme income (£7.4 
million) and additional funding provided by SFC has helped to stabilise the 
2020-21 financial position and a near break-even position is currently 
projected.   

ω Maintaining short-term liquidity remains a challenge for colleges. However, 
the sector cash position at the end of 2019-20 was improved on both 
forecast and on 2018-19 levels, largely due to colleges placing on hold 
capital works as a result of restrictions enforced through the COVID-19 
lockdown.  The forecast also shows a positive cash position in 2020-21 for 
the vast majority of colleges. 

ω Overall sector borrowing decreased during 2019-20 in line with forecast and 
is forecast to continue reducing during 2020-21.  Pension liabilities increased 
substantially during 2019-20 due to the economic downturn related to the 
pandemic.  Increased pension contributions remain a significant risk to 
ŎƻƭƭŜƎŜǎΩ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ. 

ω The sector-wide position masks particular financial challenges for some 
individual colleges.  
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Actions taken to date in responding to the COVID-19 emergency 

5. Actions taken in assisting the college sector to respond to the COVID-19 
emergency in 2019-20 and 2020-21 include: 

Enhanced flexibility   

ω We did not recover SFC funds for COVID-19 related shortfalls against core 
activity targets;  

ω We increased flexibility in the administration of student support funds;  
ω We undertook an in-year redistribution exercise of student support to meet 

requests for additional funding in 2020-21 (£1.6 million) and repurposing 
and reallocating £5 million unspent funds to allow colleges to provide 
students with equipment and support those in hardship;  

ω We extended timescales for spending the flexible workforce development 
fund and increased the 2020-21 budget; and 

ω We provided flexibility in grant drawdowns to several colleges encountering 
liquidity challenges.  
 

Reducing reporting burdens  

ω We kept returns and reporting requirements to a minimum; and  
ω Updated the college credit guidance.  

Providing additional funds 

ω ¢ƘŜ {ŎƻǘǘƛǎƘ DƻǾŜǊƴƳŜƴǘ ƛƴǘǊƻŘǳŎŜŘ ǘƘŜ ¸ƻǳƴƎ tŜǊǎƻƴΩǎ DǳŀǊŀƴǘŜŜ 
programme and the National Transitional Training Fund.  

ω The Coronavirus Job Retention Scheme provided additional income. 
ω We provided additional funding for student mental health and wellbeing 

support. 
ω Additional funding was made available for college student associations and 

unions. 
ω We provided an additional £15 million of financial sustainability funding, 

distributed to all colleges to help address the major impact that COVID-19 
has had on colleges in terms of reduced commercial income, increased costs 
and general weakening of their financial sustainability. 

ω We allocated funding to three colleges for income lost during 2020-21 in 
providing student accommodation rent rebates.  

ω We provided an additional £3 million winter COVID-19 discretionary funds 
for colleges. 

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

ω We provided £2.3 million additional capital funding to support digital 
provision. 
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2019-20 Annual Accounts 

6. Colleges provided annual accounts for Academic Year 2019-20 at the end of 
2020 and early 2021.  Key findings from the analysis are set out in the 
following paragraphs.  

Context 

7. The 2019-20 position included four months of the COVID-19 impact.  Colleges 
were already facing a series of cost pressures prior to the impact of COVID-19, 
ƛƴŎƭǳŘƛƴƎ ƛƴŎǊŜŀǎƛƴƎ Ŏƻǎǘ ǇǊŜǎǎǳǊŜǎ ŦǊƻƳ Ŏƻǎǘ ƻŦ ƭƛǾƛƴƎ Ǉŀȅ ŀǿŀǊŘǎΣ ŜƳǇƭƻȅŜǊǎΩ 
ǇŜƴǎƛƻƴ ŎƻƴǘǊƛōǳǘƛƻƴǎΣ ƳŀƛƴǘŀƛƴƛƴƎ ǘƘŜ ŎƻƭƭŜƎŜ ŜǎǘŀǘŜ ŀƴŘ ǘƘŜ ¦YΩǎ ŜȄƛǘ ŦǊƻƳ 
the European Union.  The COVID-19 crisis has heightened those challenges 
particularly for colleges with high levels of commercial and international 
income. 

Operating and Adjusted Operating Position 

 
 

 
8. The college sector reported an operating deficit of £54 million and an adjusted 

operating surplus of £3.4 million during 2019-20. 
  
9. The methodology for calculating the adjusted operating position, or underlying 

position, has been agreed following sector consultation with a view to ensuring 
ŎƻƴǎƛǎǘŜƴŎȅ ƻŦ ŀǇǇǊƻŀŎƘ ŀƴŘ ƛƴǘŜǊǇǊŜǘŀǘƛƻƴ ƻŦ ŎƻƭƭŜƎŜǎΩ ŦƛƴŀƴŎƛŀƭ ǇŜǊŦƻǊƳŀƴŎŜΦ 
This addresses the recommendation made by Audit Scotland in the 2018 report 
ƻƴ {ŎƻǘƭŀƴŘΩǎ /ƻƭƭŜƎŜǎΥ ά{C/ ǎƘƻǳƭŘΥ ǊŜǾƛǎŜ ƛǘǎ ŀŎŎƻǳƴǘǎ ŘƛǊŜŎǘƛƻƴ ǘƻ ŜƴǎǳǊŜ 
colleges calculate their underlying financial position consistently. 

 
10. The adjusted operating position is intended to reflect the financial performance 

after allowing for non-cash adjustments and other material one-off or distorting 
items required by the Statement of Recommended Practice (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 immediate cash impact on the college. This should give a better indication of 
ǘƘŜ ŎƻƭƭŜƎŜΩǎ ƻǇŜǊŀǘƛƻƴŀƭ ŎŀǎƘ ƎŜƴŜǊŀǘƛƴƎ ŎŀǇŀŎƛǘȅΦ 

 
11. The overall adjusted operating position for the sector, both forecast and actual 

for 2019-20, and also including the previous yeaǊΩǎ ǊŜǎǳƭǘΣ ƛǎ ǎŜǘ ƻǳǘ ƛƴ ǘƘŜ 
following table: 

  

The college sector 2019-20 position is improved greatly on forecast.  
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 2019-20 
Actual 
ϻΩллл 

2018-19 
Actual 
ϻΩллл 

2019-20 
Forecast 
ϻΩллл 

Adjusted 
Operating 
Surplus/(Deficit) 

 
 

3,365 

 
 

12,887 

 
 

(9,711) 

 
12. ¢ƘŜ ǎŜŎǘƻǊΩǎ нлмф-20 annual accounts show a sector adjusted operating surplus 

of £3.4 Ƴƛƭƭƛƻƴ ǿƘƛŎƘ ǊŜǇǊŜǎŜƴǘǎ ŀ ŘŜǘŜǊƛƻǊŀǘƛƻƴ ƻƴ ǘƘŜ ǇǊŜǾƛƻǳǎ ȅŜŀǊΩǎ ǊŜǎǳƭǘ 
(£12.9 million surplus) but is improved on the forecast (£9.7 million deficit).  
The improved operating position is largely due to higher fee and education 
contract income, Coronavirus Job Retention Scheme income of £8.8 million and 
generation of staff and other operating cost efficiencies, helping to mitigate 
against the reduction in commercial and international income.  Nine colleges 
reported an adjusted operating deficit in 2019-нлΦ  ! ǎǳƳƳŀǊȅ ƻŦ ŜŀŎƘ ŎƻƭƭŜƎŜΩǎ 
2018-19 and 2019-20 operating and adjusted operating position, liquidity and 
borrowing is set out in Annex A. 

Reliance on SFC grant 

13. SFC grants accounted for 77% of total sector income in 2019-20.  There is a 
large variation in grant dependency across the sector as illustrated in the table 
below: 

 

Funding Council 
grants as % of 
total income 

Actual 
2019-20 

Actual 
2018-19 

Forecast 
2019-20 

Lowest 48% 48% 48% 

Average 74% 73% 75% 

Highest 87% 86% 88% 

 
14. Sources of income for the college sector, and by individual college, in 2019-20 

are shown in the chart and graph below: 
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The impact of COVID-19 is more significant for colleges with 
a larger proportion of commercial income 



10 
 

15. The impact of the COVID-мф ƻǳǘōǊŜŀƪ ƻƴ ŎƻƭƭŜƎŜǎΩ ŦƛƴŀƴŎƛŀƭ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ has 
been significant in 2019-20.  COVID-19 accounted for reductions of £7.1 million 
and £1.4 million in fee and other commercial income respectively against 2018-
19 levels albeit both headings were improved on forecast.  Coronavirus Job 
Retention Scheme income of £8.8 million helped to mitigate the reduction in 
the commercial income stream.  However, there are limited opportunities for 
colleges to generate commercial income, and surplus thereon, and as a result 
they are heavily dependent on SFC grant.  

Staff and other operating costs 

16. Staff costs represent the largest element of expenditure for colleges and 
constituted 68% of total sector costs in 2019-20.  Expenditure headings for the 
college sector, and by individual college, in 2019-20 are shown in the chart and 
graph below. 
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17. There is a large variation in the ratio of staff costs as a percentage of total 
costs across the sector as illustrated in the table below. 

 

Staff costs as % 
of total costs 

Actual 
2019-20 

Actual 
2018-19 

Forecast 
2019-20 

Lowest 48% 49% 45% 

Average 68% 67% 69% 

Highest 78% 75% 79% 

  
18. Colleges have 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 related to online learning and remote 
working.  However, student support was not a cost pressure in 2019-20 on the 
basis of returns provided. 

Cash  

 
 

 

Liquidity has improved in 2019-20 mostly due to colleges placing a 
hold on capital works. 
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19. /ƻƭƭŜƎŜǎΩ cash and equivalent balances increased from £59.7 million in 2018-
19 to £73.3 million in 2019-20 largely due to colleges placing on hold capital 
works as a result of restrictions enforced through the COVID-19 lockdown.  

   
20. Levels of cash at the end of July 2020 for each college are shown below: 
 

 
 
21. The graph below shows the number of days of expenditure available in cash 

for 2019-20 compared to 2018-19: 
 

 

Net cash inflow  

22. 5Ŝǘŀƛƭǎ ƻŦ ŎƻƭƭŜƎŜǎΩ ƴŜǘ ŎŀǎƘ ƛƴŦƭƻǿ ŦǊƻƳ ƻǇŜǊŀǘƛƴƎ ŀŎǘƛǾƛǘƛŜǎ ŀǎ ŀ ǇŜǊŎŜƴǘŀƎŜ ƻŦ 
total income for 2018-19 and 2019-20 are shown in the graph below: 




















































