Lews Castle College – Podcast transcript 
I’m speaking today with Mark Macpherson, senior manager at Audit Scotland, about a new audit report on the financial sustainability of Lews Castle College. Lews Castle is one of 10 colleges overseen by the University of Highlands and Islands and in 2015/16, the college served just over 2,000 registered students and employed around 110 members of staff. 
Mark, can you explain a bit more about how today’s report came about? 
This is a section 22 report, which is used to alert the Scottish Parliament when issues are found in the annual audits of public bodies. 
The auditor of Lews Castle College has raised concerns about the financial sustainability of the college. The college isn’t achieving agreed targets for further education activity. 
There have also been delays in appointing board members, which affected governance arrangements and committee meetings.
So why are issues with further education activity levels having an impact on financial sustainability of the college? 
Colleges in Scotland receive funding in exchange for delivering an agreed volume of student activity. This is provided by the Scottish Funding Council and in some areas, the allocation of the funding is administered by a regional body. Lews Castle College is in the Highlands and Islands region. The University of Highlands and Islands agrees targets with each of the colleges in this region and allocates funds on that basis.
The Scottish Funding Council can decide to recover funding from a region where the target is not met. Any decision by the funding council to recover funding from UHI would depend on the total activity delivered by all of the colleges in the region. Because the region exceeded the target agreed with the funding council, the funding council did not seek recovery of funding.
However, Lews Castle has persistently under-delivered against its target for further education activity and its performance against the target in 2015/16 was significantly worse than in previous years. 
If the college continues to miss its target, there is a growing risk that it will experience funding reductions in future years.
But why is the college having problems with meeting the target?
There are a number of factors contributing to the college’s failure to meet the targets. 
One of the reasons provided by the college is that the national policy focus on full-time courses leading to employment and on provision for young people has affected the college's ability to meet targets. The college previously catered for a larger proportion of part-time learners and older learners.
However, there is little evidence of the college Board taking effective action to adjust the college’s operations to address the risks arising from the changes in policy. 
There is also a review of activity targets underway by the University of Highlands and Islands and this is expected to result in a reduced target for the college. This may make it easier for the college to meet the target, but is likely also to result in a reduction in its funding. 
So what needs to happen next?
The college is not in immediate financial difficulty but it needs to review its activity levels and its cost base in order to reduce the risk of financial penalties and funding reductions.  It’s working with University of Highlands and Islands to address this and to agree a revised target. 
Governance issues at the college have been addressed by the appointment of new board members in the past year. The new Board will play a key role in implementing the necessary changes and getting the college into a more secure position in relation to activity targets and its costs. 
We’ll report our audit findings to the Parliament’s public audit committee next month, and we’ll continue to review the college’s position through our annual audit work.
Mark, thank you. And the report is available to download from our website, www.audit-scotland.gov.uk  















