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Dear Convener 
 
Following the Committee's evidence session with the Scottish Funding Council (SFC) on 
12 September 2019, members asked for more information on the costs of college harmonisation and on 
net depreciation cash. This information is set out below. 

Harmonisation costs 

In August 2016, the SFC published a post-merger evaluation report of the impact of the programme of 
college mergers in Scotland. The SFC reported that the cost of delivering college mergers was £71.6 
million1 (Table 1). Severance costs from staff restructuring accounted for £46.9 million. The costs 
associated with regional harmonisation of terms and conditions (£6.26 million) were the largest element of 
recurring costs. All merged colleges incurred recurring costs from harmonisation; the costs at individual 
colleges reflected existing pay levels at the colleges that merged, and negotiations with staff 
representatives in each region. Whilst merged colleges harmonised terms and conditions regionally, 
national variations in terms and conditions remained.  
 
Since 2016, the college sector has undertaken a three-year programme of national harmonisation of pay, 
terms and conditions for both teaching and non-teaching staff. The SFC and colleges have calculated the 
recurring additional cost of national harmonisation to be £50 million a year from 2019-20 onwards2. This 
will absorb all the savings that the Scottish Government and SFC expected the college reform programme 
to deliver from 2015-16. The Scottish Government has funded the additional costs of national 
harmonisation up to 2019-20. 

Table 1 Merger costs reported by colleges 

 
Source: Impact and success of the programme of college mergers in Scotland, SFC (March 2017) 

                                                 
1 The SFC's data is from eight of the nine merged colleges. It excludes Edinburgh College as the impact of the merger was difficult to 
separate from the ongoing financial challenges faced by the college post-merger. 
2 Scotland's colleges 2018 

http://www.sfc.ac.uk/web/FILES/ReportsandPublications/College_mergers_overarching_report.pdf
http://www.sfc.ac.uk/web/FILES/ReportsandPublications/College_mergers_overarching_report.pdf
http://www.sfc.ac.uk/web/FILES/ReportsandPublications/College_mergers_overarching_report.pdf
http://www.sfc.ac.uk/web/FILES/ReportsandPublications/College_mergers_overarching_report.pdf


 

 

Net depreciation cash 

Following their reclassification as central government bodies from 1 April 2014, colleges have been 
required to account for some items differently in order to comply with central government budgeting rules. 
In Scotland's colleges 2015, I reported on one of these requirements, referred to at that time as 'net 
depreciation cash'. Before reclassification in April 2014, the Scottish Government included an amount for 
depreciation within its cash funding allocation for colleges. As depreciation does not require a cash spend 
in the year of allocation, colleges were able to spend this cash in-year or to set it aside to meet future 
needs. Following reclassification, the Scottish Government provided a non-cash budget to cover 
depreciation. This was additional to the cash allocation to colleges, which still included a sum equivalent to 
the amount previously set aside for depreciation. Colleges were potentially left with surplus cash (referred 
to in the sector as ‘net depreciation cash’) but required specific approval from the Scottish Government to 
spend it. In 2014-15, following discussions between the Scottish Government, the SFC and the college 
sector, colleges spent this cash on student support funding, loan repayments and regional priorities. Three 
colleges donated cash to Arm's Length Foundations. 
 
In Scotland's Colleges 2016, I reported that the Scottish Government’s approach to funding colleges for 
depreciation was complex and created a degree of uncertainty for colleges. Colleges did not know 
whether, or on what, they would be allowed to spend the element of the cash budget previously allocated 
for depreciation, and it was also unclear how the cash was being used. I recommended that the Scottish 
Government should identify and implement a better approach to allocating depreciation budgets to 
colleges, and that the SFC should require colleges to report how they have spent depreciation cash 
funding in their accounts. In response to these recommendations, the Scottish Government provided SFC 
with a list of priorities on which colleges would be permitted to spend this cash. The SFC amended its 
accounts direction and this money is now allocated to colleges as a 'cash budget for priorities'. Colleges 
are required to report in their accounts how they have spent this cash, including a breakdown against the 
priorities specified by the Scottish Government. In 2018-19, this included student support, pay awards, 
voluntary severance and estates costs.  
 
The total cash budget for priorities for incorporated colleges in 2018-19 was £16.252 million (around two 
per cent of the sector's total income).  

I hope the committee finds this information helpful. 

Yours sincerely 
 
 

 
 

 

Caroline Gardner 
Auditor General for Scotland 


