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1. Introduction 

1.1. The Audit Committee presents this report for consideration by the Board of 
Management. The report is part of the Board’s arrangements for governance 
and oversight that fulfill the Board’s obligations set out in the Financial 
Memorandum between the Scottish Further and Higher Education Funding 
Council (SFC) and the Board of Management of North East Scotland College, 
in particular those ‘mandatory requirements’ relating to audit and 
accounting, which are detailed in annex 1 to this report. 

 
1.2. The report covers the business conducted by the Committee in the period 1 

April 2014 to 31 July 2015. 
 

1.3. The Audit Committee at its meeting on 17 November 2015 adopted the 
report for presentation to the Board of Management. 

 
2. Appointment of Auditors – External Audit 

2.1. Under the Public Finance and Accountability (Scotland) Act 2000, authority 
to appoint external auditors of colleges transferred to central authorities. The 
Auditor General for Scotland appointed Audit Scotland to be external 
auditor of the Board of Management for the period 1 August 2011 to 31 July 
2016. The appointment is solely as external auditor of the Board of 
Management of North East Scotland College. 

 
2.2. The Board retains authority to appoint the external auditor of its wholly owned 

trading subsidiary – Aberdeen Skills and Enterprise Training Limited (ASET). 
Henderson Loggie was appointed as external auditor of ASET for 3 years as a 
result of a competitive tender process undertaken in 2015. At its Annual 
General Meetings in 2015, the Company confirmed the appointment of 
Henderson Loggie as external auditor for the 16-month reporting period to 31 
July 2015. 

 
3. Appointment of Auditors – Internal Audit 

3.1. The Board of Management of North East Scotland College appointed Wylie 
and Bisset as internal audit service provider in 2014 to provide services until 31 
July 2017, with an option to extend the appointment for a further 2 years. 

 
4. Adequacy and Effectiveness of Internal Control Systems 

4.1. The Audit Committee has assessed the adequacy and effectiveness of the 
College’s internal control systems. 

 
4.2. Wylie and Bisset has reported to the Board of Management: 

“ We are satisfied that sufficient internal audit work has been undertaken 
to allow us to draw a conclusion as to the adequacy and effectiveness 
of the College’s risk management, control and governance processes.  

 
In our opinion North East Scotland College did have adequate and 
effective risk management, control and governance processes to 
manage its achievement of the College’s objectives at the time of our 
audit work. In our opinion, the College has proper arrangements to 
promote and secure value for money. We would however note the 



‘weak’ conclusions provided on 3 of the audits. Further details are 
noted within section 3 of this report. Our fieldwork was carried out 
between January and June 2015.  
 
We produced an additional report in the year in relation to the data 
held within the HR system, the conclusions and recommendations of 
this have been reported separately.” 

 
Source: Wylie and Bisset Report to the Board of Management 2015, Internal 
Audit Service Provider’s Report. 

 
4.3. The Report presented by the internal audit service provider gives the level of 

assurance sought by the Audit Committee to enable the Committee to 
reach the view that internal control systems are adequate and effective. In 
reaching that conclusion, the Committee recognized that the College was, 
at the time covered by the internal programme, in a period of change and 
therefore a higher number of recommendations are to be expected due to 
system and staff changes. 

 
4.4. The Internal Audit Annual Report was presented to the Committee by Wylie 

and Bisset and adopted at the Committee meeting on 15 September 2015.  It 
is attached as annex 2 to this report. 

 
5. Significant Matters identified by Internal Auditors 

5.1. The Committee and the internal audit service provider have established 
arrangements for grading the outcomes of internal audit reviews. The internal 
auditor grades the areas reviewed as: 
•  Strong – controls were satisfactory, no significant weaknesses were 
found, some minor recommendations were identified; 
• Substantial - controls were largely satisfactory although some 
weaknesses were identified, recommendations for improvement were 
made; 
•  Weak - controls were unsatisfactory and weaknesses were identified 
in major systems that require to be addressed immediately. 
 

5.2. In 2014-15, the internal auditor reviewed 15 areas (2013-14 – 16 areas) and 
graded the areas reviewed as: ‘strong’ in 10 areas (2013-41 – 10 areas); 
‘substantial’ in 2 areas (2013-14 – 5 areas); and ‘weak’ in 3 areas (2013-14 – 1 
area). 

 
5.3. The Committee and the internal audit service provider have established 

arrangements for grading recommendations arising from the programme of 
internal audit review. Recommendations are graded as ‘high’, ‘medium’ and 
‘low’ priority (with ‘high’ representing matters requiring urgent attention). 

 
5.4. In 2014-15, the internal auditor made 15 ‘high priority recommendations 

(2013-14 – 8).  These are summarized on page 7 of the Internal Auditor’s 
Report to the Board of Management (annex 2), together with management 
responses as of 17 September 2015. 

 
5.5. The internal auditor produced an additional report in the year in relation to a 

special investigation into the data held in the human resources/payroll 
system, the conclusions and recommendations of this were reported 
separately to the Committee and Board of Management.  

 
 

 



 
6. Value for Money Programme 

6.1. The internal audit programme for the period 1 April 2014 to 31 July 2015 
addressed value for money issues. The programme was designed to address 
arrangements to ensure that the College secures economy, efficiency and 
effectiveness in carrying out its activities. Most internal audit assignments 
contain an element of value for money review. 

 
7. Report by External Auditors 

7.1. Audit Scotland carried out the external audit of North East Scotland College 
for the 8-month reporting period to 31 March 2014. This was the third year of 
the organisation’s 5-year appointment as external auditor. The organization 
previously carried out the external audits of the financial statements of 
Aberdeen and Banff & Buchan Colleges.  Audit Scotland issued an 
unqualified audit opinion on the consolidated financial statements of the 
College. 

 
7.2. Henderson Loggie carried out the external audit of ASET, the Board’s wholly 

owned subsidiary company, for the 8-month reporting period to 31 March 
2014.  Henderson Loggie issued an unqualified audit opinion on the financial 
statements of the ASET. 

 
7.3. Copies of the financial statements containing the auditors’ opinions and 

reports on audit findings have been circulated to Members of the Board 
under separate cover and have been provided to the appropriate central 
authorities in accordance with set timescales.   

 
7.4. Audit Scotland’s report to the Board of Management and the Auditor 

General for Scotland for 2013-14 are attached as annex 3 to this report. 
 
8. Key Administrative Information 

8.1. Audit Committee membership in the period 1 April 2014 to 31 July 2015 
comprised: 

• Mr. Anderson (appointed March 2015) 
• Ms. Bell  
• Ms. Cormack 
• Mr. Duthie 
• Prof Melvin (resigned October 2014) 
• Mr. Russell (appointed July 2015) 
• Ms. Simpson (appointed November 2014) 

 
8.2. Committee Convenor 

• Ms Bell 
 

8.3. Committee Vice-Convenor 
• Ms S Cormack 

 
8.4. In addition, the following Members may attend and participate in meetings, 

but may not vote on matters at issue: 
• Chair of the Board of Management (office held by Mr. Milroy); 
• Convenor, Finance and General Purposes Committee (office 

held by Mr Gossip); and, 
• Mr. Wallen - Principal and Chief Executive. 

 
 
 
 



 
8.5. Attendance at Meetings 

The Committee has met on 4 occasions during the reporting period. 
Members’ attendance is analysed as: 
 
 Meetings  Percentage 
Members of the Committee Attended Attended 
Mr. Anderson 3 67% 
Ms. Bell 10 90% 
Ms. Cormack 9 80% 
Mr. Duthie 10 90% 
Prof. Melvin 4 80% 
Mr. Russell 1 100% 
Ms. Simpson 5 100% 
 
Members in Attendance 
Mr. Milroy 2 
Mr. Gossip 8 
Mr. Wallen 3 
 
Appropriate staff of Wylie and Bisset or Audit Scotland attended meetings.  
Mr. Scott attended all meetings of the Committee as Vice Principal Finance. 
  

8.6. Conduct of Business 
The Committee has met throughout the reporting period. Ten meetings have 
been held. 
Meeting Business Conducted 
20 May 2014 Consideration of: the Internal Auditor’s report to the Audit 

Committee for 2013-14; reports on various internal audit 
reviews; information on the impacts of the reclassification of 
colleges and the introduction of new financial systems. 

23 June 2014 Consideration of: the draft audited financial statements of 
Banff & Buchan College for the 3 months to 31 October 
2013; the draft report to the Auditor General and Board of 
Management on the audit of those financial statements; the 
Internal Auditor’s report to the Audit Committee for 2013-14. 

15 July 2014 Consideration of: the draft audited financial statements of 
North East Scotland College for the 8 months to 31 March 
2014; the draft report to the Auditor General and Board of 
Management on the audit of those financial statements; 
information on the impacts of the reclassification of colleges 
and the introduction of new financial systems; the 
procurement of internal audit services; the programme of 
business to be conducted by the Committee in 2014-15; and 
the Committee’s annual report to the Board of 
Management for 2013-14. 

18 August 2014 Consideration of the report on internal audit follow-up work 
in relation to severance at Banff & Buchan College. 

16 Sept. 2014 Consideration of: the draft report by Audit Scotland to those 
charged with governance at Banff & Buchan College; the 
procurement of internal audit services; and information on 
the impacts of the reclassification of colleges and the 
introduction of new financial systems. Further consideration 
was given to: the Committee’s annual report to the Board of 
Management for 2013-14; and the report on internal audit 
follow-up work in relation to severance at Banff & Buchan 
College. 



18 Nov. 2014 Consideration of: the appointment of an internal audit 
service provider; the internal audit programme for 2014-15l; 
audit certification of year-end returns to central authorities; 
and; information on the impacts of the reclassification of 
colleges.  

20 Jan. 2015 Consideration of: detailed scopes of work for the internal 
audit programme for 2014-15; the operational risk register; 
audit certification of year-end returns to central authorities; 
the external audit of the College for 2014-15; and; 
information on the impacts of the reclassification of 
colleges.  The Committee also held its annual meeting with 
external and internal auditors. 

17 March 2015 Consideration of: reports on various internal audit reviews; 
information on the impacts of the reclassification of 
colleges; the procurement of the external auditor services of 
Aberdeen Skills and Enterprise Training Ltd.; the external 
audit plan for the College for 2014-15; the College’s 
response to the customer survey undertaken by Audit 
Scotland; and the report on the internal audit review of 
Human Resources and Payroll. 

19 May 2015 Consideration of: the report by the Auditor General on 
Scotland’s colleges in 2015; the appointment of the external 
auditor of Aberdeen Skills and Enterprise Training Ltd.; reports 
on various internal audit reviews; the implementation of 
recommendations arising from previous internal audit 
reviews; and; information on the impacts of the 
reclassification of colleges. 

21 July 2015 Consideration of: reports on various internal audit reviews; 
and information on the impacts of the reclassification of 
colleges. 

 
8.7. Minutes of meetings of the Committee were circulated to Board Members 

and, at meetings of the Board of Management, Members were provided 
with the opportunity to obtain further information on the business conducted 
by the Committee. 

 
9. Measurements of Performance – External Audit 

9.1. The external auditor was Audit Scotland. 
 

9.2. The Committee was satisfied with the standard of service provided by Audit 
Scotland as external audit service provider to the College. 

 
9.3. The external audit of the Board of Management and its subsidiary companies 

was completed on schedule. The fee charged for the external audit of the 
College for FY2013-14 was £35,500 (FY2012-13 - £37,695).  

 
9.4. The fee charged for the audit of ASET for 2013-14 was £ 4,650 (FY2012-13 -

£4,500). 
 
10. Measurements of Performance – Internal Audit 

10.1. The Audit Committee followed a competitive tender process in procuring 
internal audit services for the 3 financial years from 1 August 2010. The 
outcome was that Wylie and Bisset was appointed as internal auditor of 
North East Scotland College. The Committee has reviewed Wylie and Bisset’s 
standard of performance in providing the internal audit service. 

 
10.2. The internal audit programme was completed on schedule and within 



budget. The fee charged for internal audit services in 2014-15 was £47,150 
(2013-14 was £30,650).  The amount of audit work undertaken in delivering the 
core programme in 2014-15 was 70 days (2013-14 - 70 days). Additional work 
was undertaken to review the data held in the Human Resources/Payroll 
system.  This was at a cost of £11,500. 

 
10.3. The Committee was satisfied with the standard of service provided by Wylie 

and Bisset as internal audit service provider to the College for 2014-15, as it 
was in previous years. All internal audit assignments were undertaken in 
accordance with the plan for the period and completed within set 
deadlines. 

 
11. Events since 31 July 2015 

11.1. The Committee has met on 2 occasions since 31 July 2015.   
Meeting Business Conducted 
15 Sept 2015 Consideration of: internal audit reports presented by Wylie 

and Bisset; the internal auditor’s report on the programme of 
audit work for the 16 months to 31 July 2015; the programme 
of internal audit work for the year to 31 July 2016; information 
on the impact of the reclassification of colleges. 

17 Nov 2015 Consideration of: the Committee’s draft annual report to the 
Board of Management; the draft audited financial 
statements of North East Scotland College for the 16 months 
to 31 July 2015 and the draft report to the Auditor General 
and Board of Management on the audit of those financial 
statements; adoption of internal audit assignment plans for 
2015-16; audit certification of year-end returns for 2014-15; 
appointment of an external auditor of the College for 2015-
16 to 2019-20; and assurance on governance arrangements. 

 
12. Conclusion 

12.1. The Committee has obtained assurance that internal control systems are 
adequate and effective. This is based on the evidence provided by the 
results of the internal audit service provider in the 16 months to 31 July 2015 
and the external auditor’s unqualified opinion on the financial statements for 
the 8-month reporting period to 31 March 2014. 

 
12.2. The Committee is satisfied that, on the basis of the information provided to 

it by internal auditors, arrangements operate to allow the College to secure 
value for money. 

 
12.3. The Committee is satisfied that the Board has complied with the 

‘mandatory requirements’ set by the Scottish Further and Higher Education 
Funding Council and has discharged its responsibilities in relation to audit and 
accounting. 

 
12.4. The Committee is satisfied with the performance of Audit Scotland as 

external auditor to the College for the 8-month reporting period to 31 March 
2014 and Wylie and Bisset as internal auditor to the College for the 16 months 
to 31 July 2015. 

 
 

 
Ann Bell  
Convenor 
Audit Committee 
17 November 2015 



Annex1 
 

	  

 
MANDATORY REQUIREMENTS PLACED ON BOARDS OF MANAGEMENT BY THE SCOTTISH 
FUNDING COUNCIL (SFC) 
(Extract from the Financial Memorandum between the SFC and colleges) 
 
 
Audit and accounting 
Introduction 
24 These new requirements are effective from 14 October 2008. However, institutions 
may also adopt the new requirements retrospectively so as to have effect from any 
date after 1 August 2007. 
 
This allows institutions to apply the new requirements in relation to the 2007-08 
financial statements. The new requirements replace the codes of audit practice 
published in September 1999 (in respect of the university sector) and July 2000 (in 
respect of the college sector). 
 
25 The Council’s Accounts direction brings together the provisions of the Financial 
memorandum with other formal disclosures that we require colleges and universities 
to make in their financial statements or in the associated notes. A mandatory 
requirement of the Accounts direction is that all colleges and universities will comply 
with the requirements of the Combined code, in so far as they apply to the further 
and higher education sectors. By incorporating aspects of the Higgs and Smith 
guidance, the Combined code’s requirements encompass aspects of internal control 
and audit. 
 
Role and responsibility of the governing body 
26 The Council requires that the governing body must establish an audit committee. 
 
27 The governing body must secure an effective internal audit service. 
 
Internal audit 
28 Where an institution contracts out its internal audit service, to maintain 
independence and objectivity the same organisation must not provide both internal 
and external audit services to the same institution. 
 
29 The internal audit service must extend its review over all the financial and other 
management control systems, identified by the audit needs assessment process. It 
must cover all activities in which the institution has a financial interest, including those 
not funded by the Council. It should include review of controls, including investment 
procedures, that protect the institution in its dealings with organisations such as 
subsidiaries or associated companies, students’ unions, and collaborative ventures or 
joint ventures with third parties.  
 
30 Where an institution contracts out its internal audit service the criteria used for the 
selection process must be fair, reasonable and well documented. Due account 
should be taken of the guidance set out in paragraphs 10.2-10.3 of the Handbook for 
members of audit committees in higher education institutions. 
 
Value for money 
31 The institution must have a strategy for systematically reviewing management’s 
arrangements for securing value for money. 
 
32 As part of its internal audit arrangements, the institution must obtain a 
comprehensive appraisal of management’s arrangements for achieving value for 
money. 



	  

	  

 
External Audit 
33 The external auditor should be entitled to receive all notices of and other 
communications relating to any meeting of the governing body which any member 
of the governing body is entitled to receive. They should also be entitled to attend 
any such meeting and to be heard at any meeting which they attend, on any part of 
the business which concerns them as auditors. 
 
34 The external auditor must also be entitled to attend the meeting of the governing 
body or other appropriate committee at which the institution's annual report and 
financial statements are presented. 
 
35 The external auditor is expected to attend, as a minimum, any meetings of the 
audit committee where relevant matters are being considered, such as planned 
audit coverage, the audit report on the financial statements and the audit 
management letter. It is the responsibility of the Secretary to the audit committee to 
notify the external auditor of such meetings. 
 
36 The external auditors, notwithstanding responsibilities to their clients, are expected 
to cooperate fully with any enquiries or routine monitoring that the Council 
undertakes. 
 
37 The institution must not in any way limit the Council’s access to the institution’s 
external auditors. 
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The provision of Internal Audit Services is covered by the Financial Memorandum issued by the Scottish Funding Council ("SFC"). 

 

The Financial Memorandum sets out that the internal auditors are required to produce an Annual Report on the internal audit 
activities addressed to the Board of Management and the Principal. 

 

The Financial Memorandum also sets out that the Annual Report should be considered by the Audit Committee prior to the Audit 
Committee producing its annual report to the Board of Management. 

 

This Annual Report has been drawn up in accordance with the Financial Memorandum. 

 

A copy of this report requires to be submitted to SFC not later than 31 December following the financial year end to which it 
relates. 
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1     INTRODUCTION 



The overall findings and conclusion of each report are highlighted in Section 3.  As can be seen from the summary in Section 3 all areas 
included in the Operational Plan for 2014/15 are complete.  

 

 In forming our opinion above, we have carried out the following work:  

 a review and appraisal of financial and other controls operated by the College; 

 a review of the established policies and procedures adopted by the College; 

 an assessment of whether or not the internal controls are reliable as a basis for producing the financial accounts; 

 a review of accounting and other information provided to management for decision making; 

 compliance and substantive audit testing where appropriate; 

 a review of the College's procedures in place to promote and secure value for money. 

 The analysis of performance indicators for the internal audit work carried out in the year is included at section 5. 

Overall Opinion 

We are satisfied that sufficient internal audit work has been undertaken to allow us to draw a conclusion as to the adequacy and effectiveness 
of the College’s risk management, control and governance processes.  
 
In our opinion North East Scotland College did have adequate and effective risk management, control and governance processes to manage its 
achievement of the College’s objectives at the time of our audit work.  In our opinion, the College has proper arrangements to promote and 
secure value for money.  We would however note the ‘weak’ conclusions provided on 3 of the audits.  Further details are noted within section 3 
of this report.  Our fieldwork was carried out between January and June 2015. 
 
We produced an additional report in the year in relation to the data held within the HR system, the conclusions and recommendations of this 
have been reported separately.   
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2     EXECUTIVE SUMMARY 

Opinion 



As the Head of Internal Audit at North East Scotland College we are required to provide the Board of Management and the 
Principal with an opinion on the adequacy and effectiveness of the College’s risk management, control and governance processes.  
In giving our opinion it should be noted that assurance can never be absolute.  The most that we can provide to the Board of 
Management is reasonable assurance that there are no major weaknesses in the College’s risk management, control and 
governance processes.  In assessing the level of assurance given, we have taken into account: 

 

 All audits undertaken during the period ended 31 July 2015; 

 Any follow-up action taken in respect of audits from previous periods; 

 Any significant recommendations not accepted by management and the consequent risks; 

 The effects of any significant changes in the College’s objectives or systems; 

 Matters arising from previous reports to the Board of Management; 

 Any limitations which may have been placed on the scope of internal audit;  

 The extent to which resource constraints may impinge on the head of Internal Audit’s ability to meet the full audit 
needs of the College; 

 What proportion of the College’s audit need has been covered to date; 

 The outcomes of our quality assurance processes. 
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2     EXECUTIVE SUMMARY 

Basis of Opinion 



 

 

The following table summarises the audit work undertaken in 2014/15.  The grading structure used in our reports can be found in 
Appendix A. 

 Area Planned 
Days 

Actual 
Days 

Status Overall Conclusion High Priority 
Recommendations 

Medium  Priority 
Recommendations 

Low  Priority 
Recommendations 

Purchasing, Payments & 
Procurement 

5 5 Complete Strong - - - 

Payroll 4 4 Complete Weak 2 2 4 

Finance System 3 3 Complete Strong - - 1 

Fixed Asset Management 4 4 Complete Substantial - 4 1 

Work Based Learning 6 6 Complete Strong - - 1 

Human Resources 4 4 Complete Weak 2 6 - 

Estates Management 4 4 Complete Strong - - 2 

Student Records 4 4 Complete Strong - - - 

IT Systems 5 5 Complete Substantial - 3 5 

Corporate Governance 3 3 Complete Strong - - - 

Risk Management 2 2 Complete Strong - - 1 

Aberdeen Skills & Enterprise 
Training Ltd 

5 5 Complete Strong - - - 

Total carried forward 49 49 4 15 15 
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3     AUDIT FINDINGS 

Summary of Work Undertaken 



 

 

Area Planned 
Days 

Actual 
Days 

Status Overall Conclusion High Priority 
Recommendations 

Medium  Priority 
Recommendations 

Low  Priority 
Recommendations 

Total brought forward 49 49 4 15 15 

Departmental Review – 
Engineering Technologies 

5 5 Complete Strong - - - 

Departmental Review – 
Creative Industries, 
Computing & Business 
Enterprise 

5 5 Complete Strong - - - 

Follow Up Review 5 5 Complete Weak 9 3 1 

Audit Management 6 6 Complete 

Total 70 70 13 18 16 
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3     AUDIT FINDINGS 

Summary of Work Undertaken 



 

 
Area Finding Recommendation Management Response 

Follow Up 
Review – 
Business 
Continuity 
Planning 

Original Finding  
The current version of the BCP was created in 2008 and has not been updated since. Its content 
was primarily created by the former principal, informed by discussion with various staff 
throughout the College. The document is still in draft and some sections are not complete. At 
present there is no dedicated team tasked with creation and on-going maintenance of the BCP. 
We note that the College has recently been through a significant period of change, however the 
implications of these changes have not yet been reflected within the BCP. Consequently the 
College does not currently have an up to date BCP. The usefulness of the existing BCP is 
therefore limited and there is a risk that recovery of College services in the event of a disaster 
would be inefficient and/or unnecessarily delayed.  
Original Recommendation  
We recommend that action is taken to refresh the BCP to reflect the current circumstance of the 
College. A working group should be established tasked with the development of the BCP and 
should be made up of a cross section of staff, representing all elements of the College's 
activities. This group should also consider the on-going review and maintenance of the BCP. 
Tasks should be allocated throughout the organisation to minimise the burden on individuals or 
teams. Appropriate governance arrangements should be in place to ensure the structured 
delivery of a robust BCP. Progress should be fed back to senior management on a regular basis 
and review and/or approval sought where necessary. Once established, a regular programme of 
testing of the BCP should be conducted to refine the plans and to allow staff to gain experience 
in responding to disaster scenarios.  
Finding on Follow Up 2013/14  
From our discussions with college personnel we note that there has been no further work 
undertaken to update the BCP as recommended due to merger activity.  
Recommendation on Follow Up 2013/14  
We reiterate the original recommendation.   
Finding from our 2014/15 Follow Up 
The College is currently in the process of finalising its Emergency Response, Continuity and 
Recovery Plan – it is anticipated that this will be completed by Spring 2015.   
 

 
We recommend that the 
College continue to develop 
its Emergency Response, 
Continuity and Recovery Plan. 
On completion the College 
should set out a clear 
programme of testing of the 
plan to ensure that staff gain 
experience in responding to 
disaster scenarios.   
 

 
The College BCP will be complete by 31 
August 2015. 
 
Work will then begin on team-specific 
plans. 
 
Following the finalisation of all Business 
Continuity documents, an annual calendar 
of BC activities, including review and 
testing, will be established. 
 
(updated August 2015)
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3     AUDIT FINDINGS 

High Priority Recommendations 

The following high priority recommendations were raised in the year: 



 

 

Area Finding Recommendation Management Response 

Follow Up Review – Business 
Continuity Planning 

 
Original Finding  
We were pleased to note that a copy of the BCP document is held by CMT 
members at their home address. However, there are no arrangements for any 
other documentation to be accessible in the event of a disaster. 
Documentation is stored on the file server, and sometimes as hard copy, 
stored in the college. The file server is backed up to tape on a weekly basis (on 
a daily basis to local hard disk storage), and approximately a months' work of 
tapes are stored at the ICT Manager's home. Alternative ICT hardware would 
need to be found to restore tapes and recover documentation.  
Original Recommendation  
Arrangements should be put in place to ensure that supporting documentation 
is stored off-site and can be easily accessible in the event of a disaster, even in 
the event of a complete loss of College ICT infrastructure. This could be 
achieved via electronic versions that are accessible remotely, or hard copies 
held off site. Furthermore there should be procedures in place to ensure that 
documentation is kept up to date. The security of information should also be a 
key consideration of the chosen solution.  
Finding on Follow Up 2013/14  
From our discussions with college personnel we note that there has been no 
further work undertaken to update the BCP as recommended due to merger 
activity.  
Recommendation on Follow Up 2013/14  
We reiterate the original recommendation.   
Finding from our 2014/15 Follow Up 
We note that the College is in the process of finalising its Emergency Response, 
Continuity and Recovery Plan. From review of the plan we understand that the 
plan will be available at the reception of each of the College’s campuses, in the 
car park attendant’s booth, on the College laptop or personally owned device 
of each of the staff names in the plan and through Abnet.   
 

 
 
We recommend that on completion of 
the plan, copies are distributed to the 
locations stated.   
 

 
 
The updated Plan and 
supporting business continuity 
documentation will be made 
available on confluence – an 
online cloud-based system, 
removing the requirement for 
staff to store copies on devices. 
 
Advice will be sought as to 
whether paper copies at 
Reception and in the Car Park 
booth are still required. 
 
(Updated August 2015)
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3     AUDIT FINDINGS 



 

 

Area Finding Recommendation Management Response 

Follow Up Review – Business 
Continuity Planning 

Original Finding  
The current BCP is based on a single (worst case) scenario. Departmental 
action plans mostly end at the 'call cascade' stage and do not provide sufficient 
detail to allow recovery of services. If a sufficient range of disaster scenarios 
(and resulting action plans) have not been assessed, there is a risk that the 
response to an actual disaster event is unplanned, potentially resulting in an 
inefficient response.  
Original Recommendation  
We recommend that a wider range of potential disaster scenarios are 
identified and action plans developed. These would normally cover Buildings, 
Equipment, Technology, Staff and key 3rd party suppliers. Triggers (either time 
based or event based) should be identified and built into the plan to ensure 
that the responses are commensurate with the impact of the disaster.  
Finding on Follow Up 2013/14  
From our discussions with college personnel we note that there has been no 
further work undertaken to update the BCP as recommended due to merger 
activity.  
Recommendation on Follow Up 2013/14  
We reiterate the original recommendation.   
Finding from our 2014/15 Follow Up 
The College’s Emergency Response, Continuity and Recovery Plan is in the 
process of being finalised. Through our reading of the working draft (dated 
13/01/15) we are satisfied that on finalisation this recommendation will be 
addressed.   
 

 
We recommend that the College finalise 
the plan as soon as practically possible. 
  
 

 
The BCP will be complete by 31 
August 2015. 
 
Testing and dissemination will 
follow. 
 
(Updated August 2015)
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3     AUDIT FINDINGS 



 

 

Area Finding Recommendation Management Response 

Follow Up Review – Business 
Continuity Planning 

 
Original Finding  
During discussions with staff, it was noted that whilst they have considered 
various options in terms of recovering their service in the event of a disaster 
(including contingency in the event that key resources were not available), 
very few of these plans have been documented as part of the BCP. We noted 
that key IT infrastructure design documentation is held by a third party 
contractor. At present there is no formal agreement in respect of how this 
would be made available to the College in the event of a disaster. There is a 
risk that recovery of college activities are unduly delayed due to a lack of 
documented supporting plans and procedures.  
Original Recommendation  
A key assumption of a robust BCP is that key staff members could be 
unavailable during a disaster scenario. Consequently it is important that all 
knowledge, even that which may be considered 'obvious', is still documented 
as part of the BCP. This will enable others to effect recovery of the function 
should the regular team be unavailable. We recommend that a comprehensive 
library of supporting plans and procedures are created, maintained and 
referenced within the BCP. Specifically these should be stored in a manner that 
allows them to be accessible in the event of a disaster.  
Finding on Follow Up 2013/14  
From our discussions with college personnel we note that there has been no 
further work undertaken to update the BCP as recommended due to merger 
activity.  
Recommendation on Follow Up 2013/14  
We reiterate the original recommendation.   
Finding from our 2014/15 Follow Up 
The NESCOL Emergency Response, Continuity and Recovery Plan is nearing 
completion. From our review of the draft plan we are satisfied that on 
finalisation of the plan, this recommendation will be implemented. 
  
 

 
We recommend that the plan is 
completed as soon as possible. 
  
 

 
The BCP will be completed by 
31 August 2015. 
 
Testing and dissemination will 
follow. 
 
(Updated August 2015) 
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Area Finding Recommendation Management Response 

Follow Up 
Review – 
Income 
Collection & 
Credit Control 

Original Finding  
Through our testing we identified that the amount of cash held overnight at the Fraserburgh campus regularly exceeds 
the insurance policy limits. We also found that the cash is kept in a cash box in the finance office overnight as opposed 
to being held in the College safe.  
At the time of our audit fieldwork we performed a cash count and found there to be £2,439 held within the finance 
office. The limits for holding cash out of working hours as stated within the College’s insurance policy are £1,500 for 
cash held in locked safes or strong rooms and £500 for cash not held in a locked safe or strong room.  
Original Recommendation  
We recommend that the cash held in college premises overnight does not exceed insurance policy limits. We also 
recommend that all cash held onsite overnight is held securely within the College safe.   
Finding from our 2014/15 Follow Up 
We re-performed our cash count and found that the balances held within the safe continue to exceed the insurance 
limit of £1,500. Our cash count on 29 January 2015 found that £2,480 was being held within the safe.   

 
We repeat our 
original 
recommendation. 
  
 

 
The agreed recommendation 
has been implemented. 
 
(Updated August 2015)
  
 

Follow Up 
Review – SDS 
Funding 

Original Finding  
Through our testing we identified a number of issues with regards to the quarterly progress reviews carried out. Our 
sample testing (of 16 apprentices) highlighted that of the 74 possible progress reviews that should have been 
completed by the time of our audit fieldwork:  
47 had not been completed within the 6 week window as directed by the SDS Programme Rules, and  
6 had not been completed at all. We note that following a detailed review at the Aberdeen campus, SDS identified that 
125 milestones had been claimed outwith the timescales (resulting in a potential clawback of £48,375). 110 milestones 
were overdue and had not been claimed at the time of the review (resulting in a potential clawback of £42,570). We 
also note that an SDS review at the Fraserburgh campus identified that 403 milestone payments had not been claimed 
(resulting in a potential clawback of £139,235). SDS had agreed to make payment for these milestones on the following 
basis:  
Where there is a fully completed review all outstanding milestones can be claimed by the College.  
Adequate staffing resource is allocated to ensure that 3-monthly reviews are carried out for all Engineering Modern 
Apprentices for the duration of their programme and recorded on the mandatory SDS documentation. Claims should 
be submitted within the timescales indicated in the Contract and Programme Rules.  
Original Recommendation  
We recommend that the College ensures that appropriate resource is allocated to ensure that the quarterly reviews 
are undertaken and claimed within the timescales as specified within the SDS Programme Rules.  
Finding from our 2014/15 Follow Up 
Through our review we note that as at 4 February 2015, 84 progress reviews have not been completed by the due date. 
As a result, the payments due to the College for these milestones being completed have been delayed.   

We recommend that 
the College ensures 
that appropriate 
resource is allocated 
to ensure that 
quarterly reviews are 
undertaken within 
the timescales 
required by SDS. We 
further recommend 
that the importance 
of compliance with 
the SDS Programme 
Rules in respect of 
progress reviews are 
reiterated to all staff 
involved in the 
delivery of Modern 
Apprenticship 
programmes.  

The controls put in place by the 
College  have been confirmed 
as operating satisfactorily by  a 
subsequent internal audit 
review, which was reported in 
July 2015. 
 
(Updated August 2015) 
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Area Finding Recommendation Management Response 

Follow Up Review 
– IT Systems 

Original Finding  
Following discussion with management and RM Solutions we could not be provided with a 
Disaster Recovery Plan or Backup Schedule.  
Original Recommendation  
We recommend that the College puts in place a full disaster recover plan which should 
recommend how to bring servers back online after a failure. This should be done in 
conjunction with RM Solutions and the servers which are “mission critical” to the College 
should be identified. The plan should also include documentation for testing back ups and the 
results of these tests should be documented. We further recommend that testing of the 
disaster recovery plan is carried out quarterly to ensure the data is correct and accurate. The 
back up tapes used for long term archiving should be tested on a regular basis to ensure the 
information is readable.  
Finding on Follow Up 2012/13  
The College has implemented a disaster recovery plan contained within their Emergency 
Procedures and Business Continuity document. Per discussion with the IT Services Support 
Officer, the College are currently working on updating the disaster recovery process during 
which a schedule for testing the readability of back up tapes will be created.  
Recommendation on Follow Up 2012/13  
We have treated this as partially implemented as some work has been done in respect of 
ensuring the College can minimise the disruption caused in the event of a disaster occurring.  
Finding on Follow Up 2013/14  
We note that the College has made significant progress in the implementation of the disaster 
recovery plan. The College has now transferred its mission critical servers to an offsite location 
with live restores of user data and application services hosted on servers are performed to 
ensure back ups are readable. We understand that the College anticipate that a full disaster 
recovery programme will be in place by the end of 2014.  
We also understand that it is anticipated that a backup test schedule will be documented by 
the end of March 2014.  
Recommendation on Follow Up 2013/14  
We recommend that the College continues with the progress made to date and complete the 
disaster recovery plan and back up test schedule as planned.  
Finding from our 2014/15 Follow Up  
The College’s Emergency Response, Continuity and Recovery Plan is in the process of being 
finalised. Through our reading of the working draft (dated 13/01/15) we are satisfied that on 
finalisation this recommendation will be addressed.  
A back-up schedule has now been put in place by the College.   

 
We recommend that the College finalise 
the plan as soon as practically possible. 
  

 
 

 
Recovery plans are in place for 
individual College computer-
based systems. 
 
The work of compiling all of the 
individual plans into a single 
document (BCP and Disaster 
Recovery Plan) will be 
undertaken from Oct 2015. 
 
(Updated August 2015)
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Area Finding Recommendation Management Response 

Follow Up Review – IT 
Systems 

Original Finding  
Upon reviewing the web filtering and protection solution we found the following:  
We were able to view explicit images through Google images while logged onto the College network and 
through the College WiFi.  
The College do not utilise the Websense software to enable dangerous file blocking when browsing the 
internet.  
Original Recommendation  
We recommend that the College investigate the software configuration to ensure explicit images cannot be 
viewed. The College should also consider utilising the Websense feature of blocking users from downloading 
dangerous file types.   
Finding from our 2014/15 Follow Up  
The College are currently in the process of procuring a new web protection solution. It is hoped that this will 
be in place for the 2015/16 academic year.  

 
We repeat our original 
recommendation.   
 

 
The recommendation is agreed. 
The College is currently 
reviewing web protection 
solutions to procure one 
system. Scope and 
requirements have been 
identified and vendors 
presenting solutions to the 
College. The College is 
monitoring improper use of the 
Web.  
(No change in management 
response  - August 2015) 

Follow Up Review –
Supplier Payment 
Details 

Original Finding  
As part of our review, we have identified that improvements should be made to the existing College 
procedure for changing supplier bank details as follows:  
The College do not currently document who has been spoken to at the supplier’s end to confirm the change 
is correct; Through discussions with the Chief Accountant, we understand that when contacting a supplier to 
confirm the change, the number on the request letter is used rather than the number the College holds on 
their system.  
Original Recommendation  
We recommend that the College should introduce a standard form for processing a request to change 
supplier bank details. The standard form should include:  
Full details of the supplier and the new bank details;  
Who has been spoken to at the supplier to confirm the change of bank details are correct;  
Signed off by the person authorising the change;  
Signed off by the person processing the change. The College procedure should be updated to reflect this and 
to also state that the contact details held on the College’s system should be used to confirm the change and 
not the details provided on the letter requesting the change. In addition, we also recommend that, for 
supplier payments over £100,000, the supplier is asked to confirm receipt of the payment by email on the 
day the payment is received. If the confirmation is not received, the College should contact the supplier to 
confirm the payment has been received  
Finding from our 2014/15 Follow Up 
The College’s procedure for changing suppliers bank details has now been updated to incorporate the 
improvements included within our recommendation.  
We note however that the College are not currently requesting suppliers to confirm, via email, receipt of 
payments greater than £100,000.  

  
We recommend that, 
for supplier payments 
over £100,000, the 
supplier is asked to 
confirm receipt of the 
payment by email on 
the day the payment is 
received. If the 
confirmation is not 
received, the College 
should contact the 
supplier to confirm the 
payment has been 
received.   
 

 
The agreed recommendation 
has been implemented and 
now forms part of college 
procurement procedures. 
 
However, obtaining 
confirmation from suppliers has 
proven difficult. 
 
(Updated August 2015)
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Area Finding Recommendation Management Response 

Payroll During our audit work we were informed by College management that there had been a number of 
overpayments made to employees throughout the year. This affected 7 employees and resulted in total 
overpayments of £9,627.19. Through investigation of each of these overpayments we found that these 
were caused by amendments to the payroll not being passed to the payroll officer by the HR team in a 
timely manner.  
We understand that the College has recovered the amounts from 2 of the employees, has set up 
payment plans with 3 of the employees and has passed the remaining 2 cases to debt collection 
agencies.  
We can confirm that our sample testing found no further issues.   
 

We recommend that the 
relevant paperwork for 
any amendments to the 
payroll (starters, leavers, 
changes in salary etc) is 
completed and passed to 
the payroll officer in a 
timely manner to ensure 
that they are actioned in 
the correct month so that 
employees do not receive 
salaries that they are not 
entitled to.   

The College have now 
employed a member of the 
Chartered Institute of Payroll 
Professionals within HR to 
advise and ensure that payroll 
processes are correct and 
processed within appropriate 
time frames.  
 
Process maps for New Starts, 
leavers and amendments have 
been completed and will be 
continually reviewed as e-
recruitment is introduced. 
  
(Updated August 2015) 

Payroll Through our review of the voluntary leavers since April 2014 we identified one instance where the 
employee received payment in excess of the North East Scotland College Discretionary Voluntary 
Severance Scheme.  
The employee in question left in June 2014 and was due £4,631 under the terms of the scheme however 
received a voluntary severance payment of £9,561. This resulted in an overpayment of £4,929. We have 
been unable to obtain any explanation for the overpayment and were advised by the Vice Principal – HR 
that this award was made before her time therefore she was unable to provide any reasons for the 
overpayment.   
 

We recommend that the 
College ensure that any VS 
payments are made in 
accordance with the terms 
of the scheme.   
 

Further investigation has 
identified that the VS payment 
raised as a concern was made 
on the basis of regular 
additional hours.   
 
Procedures are now in place 
that will ensure such lack of 
clarity does not occur in the 
future. 
  
(Updated August 2015) 
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Area Finding Recommendation Management Response 

Human Resources From a sample of 10 leavers tested, there was no documentation to evidence that 
an exit interview and exit questionnaire had been conducted for 7 members of staff 
prior to leaving the College.   
 

We recommend that the College 
ensures that a exit interview and exit 
questionnaire is completed for all 
members of staff leaving the College. 
  
 

The leaver’s process has been updated 
to send an exit interview questionnaire 
with an invite to a meeting or the option 
to complete the questionnaire 
independently should they wish not to 
have a face to face meeting.
  
 
Due to exit interviews being at the 
discretion of the employee we are 
unable to make it mandatory.  
 
(Updated August 2015)
  
 

Human Resources Through our review we found that there are currently 66 instances where the pay 
grades recorded in the HR system is incorrect. These employees are recorded as 
being in the bottom of the scale above rather than the top of the scale in the correct 
grade. This has, to date, had no impact on payroll records however if left 
uncorrected, in the event of incremental pay awards may result in these employees 
being overpaid.   
 

We recommend that the College 
conduct a full review of the spinal 
point information across the College to 
ensure that the information recorded 
is accurate. The College should ensure 
that those already identified are 
corrected as a matter of urgency. 
  
 

The first stage of the data cleanse is  
now complete and we are confident that 
we now hold accurate data according to 
our records. 
The next stage of the data cleanse is to 
verify the personal information we hold 
on staff in accordance with Data 
Protection requirements.  We will 
therefore write to all employees asking 
them to confirm or amend personal 
information (such as their home 
address) that is currently held on the 
HR/Payroll system. 
These letters will be issued during the 
week of August 24 2015 with a 
requested return date of mid-
September 2015. 
 
(Updated August 2015) 
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We include for your reference comparative benchmarking data of the number and ranking of recommendations made for audits 
of a similar nature in the year ended 31 July 2014. 

 

 
  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Area High Medium Low Total 

Purchasing, Payments & Procurement 

Average number of  recommendations in similar audits - 2 1 3 

Recommendations at North East Scotland College - - - - 

Fixed Asset Management 

Average number of recommendations in similar audits - 2 1 3 

Recommendations at North East Scotland College - 4 1 5 

Student Records 

Average number of recommendations in similar audits - - 1 1 

Recommendations at North East Scotland College - - - - 

Corporate Governance 

Average number of recommendations in similar audits - 1 2 3 

Recommendations at North East Scotland College - - - - 

Payroll 

Average number of  recommendations in similar audits - 1 2 3 

Recommendations at North East Scotland College 2 2 4 8 
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Area High Medium Low Total 

Risk Management 

Average number of  recommendations in similar audits - - 1 1 

Recommendations at North East Scotland College - - 1 1 

Human Resources 

Average number of  recommendations in similar audits 1 2 1 4 

Recommendations at North East Scotland College 2 6 - 8 

IT Systems 

Average number of  recommendations in similar audits 1 5 4 10 

Recommendations at North East Scotland College - 3 5 8 

Work Based Learning 

Average number of  recommendations in similar audits 1 - 1 2 

Recommendations at North East Scotland College - - 1 1 

Summary 

Average number of recommendations in similar audits 3 13 14 30 

Recommendations at North East Scotland College 4 15 12 31 

North East Scotland College 
Annual Report 2014/15  

18 

4     BENCHMARKING 

As highlighted above, North East Scotland College has an overall higher number of recommendations in comparison 
with the colleges it has been benchmarked against.  Benchmarking information was not available for the other audits undertaken 
as these were bespoke to North East Scotland College. 



 

 
  

 

Performance Indicator Target Actual 

Internal audit days completed in line with agreed timetable and days allocation 100% 100% 

Draft scopes provided no later than 10 working days before the internal audit start date and 
final scopes no later than 5 days before each start date 

100% 100% 

Draft reports issued within 10 working days of exit meeting 100% 100% 

Management provide responses to draft reports within 15 days of receipt of draft reports 100% 100% 

Final reports issued within 5 days of receipt of management responses 100% 100% 

Recommendations accepted by management 100% 100% 

Draft annual internal audit report to be provided by 31 August each year 100% 100% 

Attendance at audit committee meetings by a senior member of staff 100% 100% 

Suitably experienced staff used on all assignments 100% 100% 
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5     KEY PERFORMANCE INDICATORS 



For each area of review we assign a grading in accordance with the following classification: 

 

 

 

 

 

 

 

 

 

 

 

 

For each recommendation we make we assign a grading either as High, Medium or Low priority depending upon the degree of 
risk assessed as outlined below: 
 

 

 

Assurance Classification 

Strong Controls satisfactory, no major weaknesses found, some minor recommendations identified 

Substantial Controls largely satisfactory although some weaknesses identified, recommendations for improvement made 

Weak Controls unsatisfactory and major systems weaknesses identified that require to be addressed immediately 

No No or very limited controls in place leaving the system open to significant error or abuse, recommendations made 
require to be implemented immediately 
 

Grading Risk Classification 

High High Risk Major weakness that we consider needs to be brought to the attention of the Audit Committee and 
addressed by senior management of the College as a matter of urgency 

Medium Medium Risk Significant issue or weakness which should be addressed by the College as soon as possible 

Low Low Risk Minor issue or weakness reported where management may wish to consider our recommendation 
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Audit Scotland is a statutory body set up in April 2000 under the Public Finance and Accountability 
(Scotland) Act 2000. It provides services to the Auditor General for Scotland and the Accounts Commission. 
Together they ensure that the Scottish Government and public sector bodies in Scotland are held to account 
for the proper, efficient and effective use of public funds. 
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Summary 
Key messages from the 2013/14 Audit  
1. With effect from 1 November 2013, Aberdeen College merged with Banff and Buchan College 

to form North East Scotland College.  The reclassification of incorporated further education 
colleges took effect from 1 April 2014.  This treats colleges as part of central government for 
financial budgeting and reporting purposes. The first stage of this regime was to move the 
financial year end and therefore the 2013/14 college year covers the 8 month period from        
1 August 2013 to 31 March 2014.   

2. We have given an unqualified opinion on the financial statements of North East Scotland 
College and its group for the period ended 31 March 2014 and on the regularity of the 
financial transactions reflected in those financial statements.   

3. We recognise that work is ongoing to restructure and streamline processes and procedures 
across campuses since the merger but in general, we concluded that governance and internal 
controls were operating satisfactorily. 

4. In 2013/14 the group reported a deficit of £12.190 million, after transferring £13.175 million to 
an arm's length trust.  

Introduction 
5. The purpose of this report is to summarise the auditor’s opinions and conclusions, and to 

report any significant issues arising.  Information on the integrity and objectivity of the 
appointed auditor and audit staff, and the nature and scope of the audit, were outlined in the 
Annual Audit Plan presented to the Audit Committee in March 2014, and follow the 
requirements of the Code of Audit Practice prepared by Audit Scotland in May 2011.  

6. The Board of Management is responsible for preparing financial statements that show a true 
and fair view and for implementing appropriate internal control systems.  The auditor is 
responsible for auditing and expressing an opinion on the financial statements.  Weaknesses 
or risks identified by auditors are only those which have come to their attention during their 
normal audit work, and may not be all that exist.   Communication by auditors of matters 
arising from the audit of the financial statements or of risks or weaknesses does not absolve 
management from its responsibility to address the issues raised and to maintain an adequate 
system of control. 

Status of the Audit 
7. Our work on the financial statements is now complete.  The issues arising from the audit were 

discussed with the Vice Principal - Finance throughout the audit process and our report to 
those charged with governance was considered by the Audit Committee in July 2014. 
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Financial statements audit opinion & representations 
8. We have given an unqualified opinion on the financial statements of North East Scotland 

College and its group for the period  ended 31 March 2014 and on the regularity of the 
financial transactions reflected in those financial statements.  The auditor’s report is attached 
at Appendix A.   

9. Misstatements identified during the audit have been corrected in the revised accounts.  In 
overall terms, the revised amounts had a net effect of decreasing income by £746,000 
decreasing expenditure by £104,000 and increasing the deficit by £500,000.  Net assets as 
recorded in the group balance sheet have decreased by £264,000.    

10. The main adjustments were required to correct duplication errors in bringing together working 
papers for the former Banff and Buchan and Aberdeen Colleges to provide the figures for 
North East Scotland College.  Accruals of £179,000 in respect of staff costs had been double 
counted and Scottish Funding Council transitional funding was overstated by £533,000.  

11. In addition, the level of some deferred grant income released to the income and expenditure 
account during the year had not been adjusted to reflect the shorter accounting period of        
8 months.  As a result grant income was reduced by £237,000 with a corresponding increase 
in the deferred capital grants account in the balance sheet. 

12. An adjustment of £17,000 in respect of depreciation charges has not been made.  While more 
than clearly trivial, this error was immaterial to the accounts as a whole and therefore we 
agreed with finance not to adjust the accounts.   

13. As part of the completion of our audit we seek written assurances from the Principal on 
aspects of the accounts and judgements and estimates made.  A draft letter of representation 
under International Standard of Auditing (ISA) 580 has been provided to the Principal and this 
should be signed and returned prior to the independent auditor’s opinion being certified. 

Key Judgements  

Acquisition accounting  

14. From 1 November 2013, Aberdeen College merged with Banff and Buchan College to form 
North East Scotland College.  Financial Reporting Standard (FRS) 6 covering acquisitions and 
mergers provides criteria to determine whether merger or acquisition accounting should be 
applied.  The criteria includes the: 

• role of the respective parties in the combination of the bodies  

• dominance of management including the board and senior management structures  

• the relative size of the parties combining. 

15. Following management review of the criteria, acquisition accounting was considered 
appropriate for the combination of Banff and Buchan College with Aberdeen College.  This 
meant that the assets, liabilities and rights and obligations of Banff and Buchan College 
transferred to North East Scotland College on 1 November 2013 and that only the results of 
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the former college for the 5 month period between 1 November 2013 and 31 March 2014 form 
part of North East Scotland College’s accounts.  Separate audited accounts were prepared for 
Banff and Buchan College covering the period from 1 August 2013 to 31 October 2013.  In our 
view this approach was appropriate and met the requirements of FRS 6.   

Recognition of income  

16. In previous years, the accounting period matched the academic year and recurring grant 
income from the Scottish Funding Council (SFC) was received in respect of the academic 
year.  As 2013/14 was an 8 month accounting period, it was necessary to give particular 
consideration to the approach to income recognition.   

17. Traditionally, recurring grant income is allocated to colleges on a phased percentage basis 
with the profiling informed by the sector’s cash flow requirements.  For the academic year 
2013/14, the college is due to receive £30.2 million of which £16.9 million has been 
recognised in the financial statements to 31 March 2014 based on the amount receivable.     

18. The college receives recurring grant from the SFC to deliver the targets set out for the 
academic year within its Regional Outcome Agreement.  One of the targets relates to student 
activity which is measured in weighted student units of measurement (WSUMs).  At 31 March 
2014, the college had achieved 84% of its WSUMs target.  However, it would be difficult to 
assess the level of income which the college could recognise to reflect achievement of the 
overall outcome agreement at 31 March 2014.   

19. The college’s profile of expenditure shows that it accrues fairly evenly across the year. If a 
similar assumption were made for recognising income, on the basis that staff are involved in 
course preparation and other related activities throughout the year, then the relevant 
proportion for 8 months would be £18.3 million. 

20. From 1 April 2014, following reclassification of colleges, the funding mechanism has changed 
in that colleges are now required to submit monthly cash flow forecasts setting out their 
funding needs.  This method is more likely to match the college’s income and expenditure 
patterns on an ongoing basis and may provide the opportunity for a more systematic basis for 
income recognition.   

21. SFC Guidance for the completion of the 2013/14 financial statements acknowledged that no 
single methodology was seen as more correct, but that it is for individual colleges to 
demonstrate that they have applied an appropriate methodology to arrive at an acceptable 
estimate.  

22. Having examined the different approaches set out above, the college’s approach recognised  
a lower level of income than other alternatives.  In overall terms, this has provided a 
consistency in the figures included in the Consolidated Income and Expenditure Account.  
This was a transitional period for the college with the merger taking place on      
1 November 2013 and the impact of reclassification taking effect from 1 April 2014.  Taking all 
these factors into account, we are satisfied that the approach adopted by the college for the 
period to 31 March 2014 has produced an acceptable estimate.        
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Revaluation Reserve 

23. Financial Reporting Standard (FRS) 15 requires that any decrease in the valuation of an asset 
should be off-set first against any revaluation surplus for that asset. Any remaining balance 
should be taken to the Consolidated Income and Expenditure Account. In our 2012/13 report 
for Aberdeen College, we reported that management were unable to separate the revaluation 
reserve into its constituent elements and were therefore unable to fully demonstrate that an        
off-setting balance existed in relation to assets with downward revaluations. Further work was 
undertaken during the year which enabled the college to separate the constituent elements of 
the revaluation reserve and match them with specific assets.  This exercise highlighted assets 
where, for example, capital expenditure on renovations exceeded upward revaluations in 
value for the assets since they were first valued. Therefore if the initial valuations had not 
been posted to the revaluation reserve, the downward revaluations would require to be 
accounted for through the Consolidated Income and Expenditure Account.  Based on audited 
financial statements for the former Aberdeen College, we were able to confirm that when 
colleges were first required to value their assets, the full valuation was posted to the 
revaluation reserve.  On this basis, we confirmed that the accounting treatment adopted in 
respect of the treatment of revaluations complied with the SORP. 

Accounting for pension costs  

24. In previous reports, we also drew attention to the college’s accounting treatment for pension 
costs.  The college accounted for pension contributions to the Local Government Pension 
Scheme as if it were a defined contribution scheme.  This meant that the liability to pay for 
future pensions of current staff was not recognised on the balance sheet as required by     
FRS 17, accounting for retirement benefits.  During the period to 31 March 2014, the college 
engaged the actuary to look at separating the college’s assets and liabilities from other 
colleges with a view to implementing  the pensions accounting requirements of FRS 17.   

25. The effect on the balance sheet was to include an additional £9.6 million of provisions relating 
to Aberdeen-based pension scheme members at 31 July 2013. The merger brought in a 
further £3.7 million of liabilities from the former Banff and Buchan College.  Together with 
actuarial movements during the eight month period, the impact of complying with FRS 17 was 
to increase the college’s pension provision by some £13 million.  

Governance and internal control systems 
26. The three fundamental principles of corporate governance – openness, integrity and 

accountability – apply to all audited bodies, whether their board members are elected or 
appointed, or whether they comprise groups of people or an individual accountable officer. 

27. Through its accountable officer or equivalent, each body is responsible for establishing 
arrangements for ensuring the proper conduct of its affairs including the legality of activities 
and transactions, and for monitoring the adequacy and effectiveness of these arrangements. 
Audited bodies usually involve those charged with governance (including audit committees or 
similar groups) in monitoring these arrangements. 
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28. Consistent with the wider scope of public audit, auditors have a responsibility to review and 
report on audited bodies’ corporate governance arrangements as they relate to: 

• corporate governance and systems of internal control 

• the prevention and detection of fraud and irregularity. 

Audit Committee       

29. Scrutiny of the effectiveness of the internal control processes within North East Scotland 
College is undertaken by the Audit Committee.  The terms of reference for the committee were 
in line with the UK Corporate Governance Code 2010 (the Code).   

30. The Code and the Accounts Direction from the Scottish Funding Council require colleges to 
include a governance statement within their financial statements. The statement confirmed 
that in the opinion of the Board of Management, the college complied with the Code 
throughout the period ended 31 March 2014.  We have reviewed the governance statement 
and have confirmed it is in line with the content required by the Accounts Direction and it 
reflects our understanding of North East Scotland College.   

Internal control 

31. The auditor evaluates significant financial systems and associated internal controls for the 
purpose of giving an opinion on the financial statements and as part of the review of the 
adequacy of governance arrangements.  However, the extent of this work should also be 
informed by their assessment of risk and the activities of internal audit. 

32. Internal audit for the college is provided by Wylie & Bisset LLP.  Generally, we seek to rely on 
the work of internal audit wherever possible and in respect of 2013/14, we concluded that 
reliance could be placed on their work.  In their annual report for 2013/14, Wylie and Bisset 
LLP provided their opinion that based on the internal audit work undertaken during the year, 
the college had adequate and effective risk management, control and governance processes 
to manage its achievement of the college objectives.   

33. Our testing identified the following areas where internal controls needed to be strengthened: 

• procedures for checking and confirming changes to suppliers' bank details should be 
refreshed and implemented.  Evidence supporting any changes and senior staff approval 
should be retained.     

• following the transfer of staff records from Fraserburgh to Aberdeen and the departure of 
staff from the college as part of the merger process, there is a need to ensure that 
records are complete, up-to-date and reflect the revised establishment position. 

• the finance team need to undertake work to merge the asset registers of the former 
Aberdeen and Banff and Buchan Colleges.  In addition, componentisation of assets 
should be implemented, where appropriate, as part of the next asset revaluation exercise.     
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34. Internal audit identified some significant weaknesses around for example, business continuity  
and these have been reflected in the Governance Statement.  Otherwise, we did not identify 
any material weaknesses in the accounting and internal control systems during the audit 
which could adversely affect the ability to record, process, summarise and report financial and 
other relevant data so as to result in a material misstatement in the financial statements. 

Risk Management 

35. The college’s risk management strategy, processes and risk register were kept under regular 
review by the Board of Management to ensure that risks were adequately managed by the 
college.      

Prevention and detection of fraud and irregularities 

36. Audited bodies are responsible for establishing arrangements to prevent and detect fraud and 
other irregularity.  We noted for example, standing orders, a prevention of fraud policy, whistle 
blowing policy and codes of conduct for board members and staff.  Combined these are the 
standard suite of policies and procedures we would expect to find in an organisation with 
satisfactory arrangements in place.   

Arm’s-length foundation  

37. By bringing further education colleges within the central government framework, certain 
restrictions were put on aspects of existing financial management arrangements, including: 

• the ability to generate and retain income and reserves  

• use of existing reserves 

• access to capital funding and commercial borrowing.  

38. In order to protect existing reserves and minimise the impact of reclassification on colleges’ 
finances, a solution was reached with SFC in the form of arm’s-length foundations.  Across the 
further education sector, colleges have either established their own foundation as arm’s-length 
vehicles or have opted to join a national foundation, to which balances agreed by college 
boards were required to be transferred by 31 March 2014. 

39. NES FE Foundation was constituted as a Scottish Charitable Incorporated Organisation which 
was approved by the Office of the Scottish Regulator (OSCR) in February 2014.  The 
Foundation has 7 members, 4 of which are independent trustees including the chair. Having 
reviewed the Constitution, we were satisfied that the Foundation’s funds would not be required 
to be consolidated with those of the college. 

40. The college approved the transfer of funds to the Foundation and by 31 March 2014, a total 
amount of £13.175 million had been successfully transferred.   
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Financial position  
41. North East Scotland College and its Group reported a deficit of £12.190 million at 31 March 

2014, after transferring £13.175 million to its arm’s-length foundation.  More widely, the sector 
continues to face a variety of financial challenges in the year ahead as it embeds the 
requirements of reclassification of colleges as public bodies from April 2014 including the 
restriction on their ability to build up reserves. 

Performance 

Severance payments  

42. At 31 March 2014, the financial statements showed that the college incurred £1.4 million in 
staff exit costs.  In spring 2013, the Boards of Management of Aberdeen College and Banff 
and Buchan College, and the Aberdeen and Aberdeenshire Regional Partnership Board, 
approved the introduction of a voluntary severance scheme. The scheme opened in June 
2013 for one year.   

43. The scheme required senior staff applications to be considered by the Board of Management.  
In reality, for former Aberdeen College applications, this was delegated to the Remuneration 
Committee.  One senior staff application was received and we confirmed that it had been 
approved by the committee and that it was supported by a detailed business case setting out 
the cost implications.  Other staff applications were to be considered by the senior 
management team (SMT) and in respect of payments to former Aberdeen College staff, we 
were able confirm approval with SMT minutes in all cases.   

44. The exit costs reported in the accounts also included some residual payments to former Banff 
and Buchan staff.  Approval for these payments was the responsibility of the board of the 
former Banff and Buchan College which ceased to exist on 31 October 2013.  We have 
reported separately on these severance payments within our report to those charged with 
governance for the accounts of Banff and Buchan College for the 3 month period ended       
31 October 2013.  Consequently, no further reference on the matter is made within this report. 
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APPENDIX A:   
Independent Auditor’s Report  

Independent auditor’s report to the members of the Board of Management of North East 
Scotland College, the Auditor General for Scotland and the Scottish Parliament  

I have audited the financial statements of North East Scotland College for the year ended 31 
March 2014 under the Further and Higher Education (Scotland) Act 1992 and section 44(1)(c) of 
the Charities and Trustee Investment (Scotland) Act 2005.  The financial statements comprise the 
group Consolidated Income and Expenditure Account, Consolidated Statement of Historical Cost 
Surpluses and Deficits, Statement of Total Recognised Gains and Losses, the Balance Sheet, 
Consolidated Cash Flow Statement, college-only Balance Sheet and the related notes. The 
financial reporting framework that has been applied in their preparation is applicable law and 
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice).  

This report is made solely to the parties to whom it is addressed in accordance with the Public 
Finance and Accountability (Scotland) Act 2000 and for no other purpose. In accordance with 
paragraph 125 of the Code of Audit Practice approved by the Auditor General for Scotland, I do not 
undertake to have responsibilities to board members or officers, in their individual capacities, or to 
third parties.  

Respective responsibilities of the Board of Management and auditor  

As explained more fully in the Statement of Responsibilities of the Board of Management, the 
Board of Management is responsible for the preparation of the financial statements and for being 
satisfied that they give a true and fair view, and is also responsible for ensuring the regularity of 
expenditure and income. My responsibility is to audit and express an opinion on the financial 
statements in accordance with applicable law and International Standards on Auditing (UK and 
Ireland) as required by the Code of Audit Practice approved by the Auditor General for Scotland. 
Those standards require me to comply with the Auditing Practices Board’s Ethical Standards for 
Auditors. I am also responsible for giving an opinion on the regularity of expenditure and income in 
accordance with the Public Finance and Accountability (Scotland) Act 2000.  

Scope of the audit of the financial statements  

An audit involves obtaining evidence about the amounts and disclosures in the financial statements 
sufficient to give reasonable assurance that the financial statements are free from material 
misstatement, whether caused by fraud or error. This includes an assessment of: whether the 
accounting policies are appropriate to the body’s circumstances and have been consistently 
applied and adequately disclosed; the reasonableness of significant accounting estimates made by 
the Board of Management; and the overall presentation of the financial statements. It also involves 
obtaining evidence about the regularity of expenditure and income.  In addition, I read all the 
financial and non-financial information in the annual report to identify material inconsistencies with 
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the audited financial statements. If I become aware of any apparent material misstatements, 
irregularities or inconsistencies I consider the implications for my report.   

Opinion on financial statements  

In my opinion the financial statements:  

• give a true and fair view in accordance with the Further and Higher Education (Scotland) Act 
1992 and directions made thereunder by the Scottish Funding Council of the state of the affairs 
of the group and of North East Scotland College as at 31 March 2013 and of the surplus of the 
group and the college for the year then ended;  

• have been properly prepared in accordance with United Kingdom Generally Accepted 
Accounting Practice; and  

• have been prepared in accordance with the requirements of the Further and Higher Education 
(Scotland) Act 1992 and directions made thereunder by the Scottish Funding Council, the 
Charities and Trustee Investment (Scotland) Act 2005, and regulation 14 of The Charities 
Accounts (Scotland) Regulations 2006. 

Opinion on regularity  

In my opinion in all material respects the expenditure and income in the financial statements were 
incurred or applied in accordance with any applicable enactments and guidance issued by the 
Scottish Ministers.  

Opinion on other prescribed matters  

In my opinion the information given in the Operating and Financial Review for the financial year for 
which the financial statements are prepared is consistent with the financial statements.  

Matters on which I am required to report by exception  

I am required to report to you if, in my opinion:  

• proper accounting records have not been kept; or  

• the financial statements are not in agreement with the accounting records; or  

• I have not received all the information and explanations I require for my audit; or  

• the Statement of Corporate Governance and Internal Control does not comply with Scottish 
Funding Council requirements.  

 

I have nothing to report in respect of these matters.  

 

 

 

 

 



APPENDIX A: 
 

 

North East Scotland College Page 13 

 

Anne MacDonald CA 

Senior Audit Manager  

Audit Scotland 

Business Hub 11, 2nd Floor West 

Marischal College 

Broad Street 

Aberdeen  

AB10 1AB 

 

16 September 2014  

 

Anne MacDonald is eligible to act as an auditor in terms of section 21 of the Public Finance and 
Accountability (Scotland) Act 2000 
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