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Key messages
-

This report concludes our audit of Dumfries and Galloway
College (“the College”) for 2020/21.

This section summarises the key findings and conclusions from
our audit.



Dumfries and Galloway College: 2020/21 Annual Audit Report to the
Board of Management and the Auditor General for Scotland A Z E T s

Financial statements audit

Our independent auditor’s report includes:
¢ An unqualified opinion on the financial statements;
¢ An unqualified opinion on regularity; and
* An unqualified opinion on other prescribed matters.

We are also satisfied that there were no matters which we are required to
report by exception.

Our key findings are included in the financial statements audit section of
this report.

COVID-19 continues to bring unprecedented challenges to the operation,
financial management and governance of organisations, including public
sector bodies. In response to the pandemic we identified potential areas of
increased risk of material misstatement to the financial statements and our
audit opinion. We are pleased to report those risks identified did not
materialise.

The College had appropriate administrative processes in place to prepare
the annual report and accounts and the required supporting working
papers.

We are required to communicate all potential adjustments, other than those
considered to be clearly trivial. Audit adjustments are detailed at appendix
2. One material adjustment to the financial statements has been identified
in relation to the severance scheme. A disclosure change to the cashflow
statement has also been identified and the prior year comparatives have
been restated.

We identified some further disclosure and presentational adjustments
during our audit. These have been reflected in the final set of financial
statements.

We have applied our risk-based methodology to the audit. This approach
requires us to document, evaluate and assess the College’s processes and
internal controls relating to the financial reporting process.

Our audit is not designed to test all internal controls or identify all areas of
control weakness. However, where we identify any control weaknesses as
part of our audit testing, we have included these in this report. No material
weaknesses or significant deficiencies were noted.

_—
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Wider scope audit

As outlined in our External Audit Plan, our annual audit work in respect of our wider scope
audit responsibilities was restricted to:

e Audit work to allow conclusions to be made on the appropriateness of the disclosures in
the Annual Governance Statement; and

e Consideration of the financial sustainability of the organisation and the services that it
delivers over the medium and longer term.

Our conclusions and key observations are set out below:

©

Governance statement

We are satisfied that the Governance Statement has been prepared in
accordance with the SFC Accounts Direction and that the content is
consistent with the financial statements.

The College has appropriate systems in place to record, process, summarise
and report financial and other relevant data. We have not identified any
significant weaknesses or governance issues in the College’s accounting and
internal control systems throughout the period or as a result of remote
working during the COVID-19 pandemic.

We are satisfied that the Board continued to receive sufficient and appropriate
information throughout the period to support the effective and timely scrutiny
and challenge.
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Financial sustainability

Auditor judgement

The College has adequate arrangements in place for short and medium-term
financial planning, although it continues to face significant challenges and is
operating within tight financial parameters. Effort and activity continues, to
reach a long term sustainable position.

The College’s FFR forecasts underlying operating surpluses to 2023/24.
There is a significant degree of uncertainty across the sector. However,
achievement of this relies on the delivery of commercial income growth and
savings forecast from the Voluntary Severance scheme. Staff costs continue
to be a key area of pressure; small changes in pay assumptions could have a
significant impact on the underlying operating position of the College. We will
continue monitor the financial position of the College as an area of focus for
our 2021/22 audit.
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Definition

We have used the following grading to provide an overall assessment of the arrangements in
place as they relate to financial sustainability.

There is a fundamental absence or failure of arrangements in place
There is no evidence to support improvement

Substantial unmitigated risks affect achievement of corporate objectives

Arrangements are inadequate or ineffective
Pace and depth of improvement is slow

Significant unmitigated risks affect achievement of corporate objectives

No major weaknesses in arrangements but scope for improvement exists
Pace and depth of improvement are adequate
Risks exist to achievement of operational objectives

/]

Effective and appropriate arrangements are in place
Pace and depth of improvement are effective
Risks to achievement of objectives are managed

/
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Introduction
I

We carried out our audit in accordance with Audit Scotland’s
Code of Audit Practice and maintained auditor independence
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Scope

1. We outlined the scope of our audit in
our External Audit Plan, which we
presented to the Audit Committee at
the outset of our audit. The core
elements of our work include:

e an audit of the 2020/21 annual
report and accounts and related
matters;
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e consideration of the wider
dimensions of public audit work, as
set out in Exhibit 1;

e monitoring the College’s
participation in the National Fraud
Initiative (NFI); and

e any other work requested by Audit
Scotland.

Exhibit 1: Audit dimensions within the Code of Audit Practice

Financial
sustainability

Governance
and
transparency

@

Responsibilities

2.  The College is responsible for 3.

preparing annual report and accounts
which show a true and fair view and
for implementing appropriate internal
control systems. The weaknesses or
risks identified in this report are only
those that have come to our attention
during our normal audit work and may
not be all that exist. Communication in
this report of matters arising from the
audit or of risks or weaknesses does
not absolve management from its
responsibility to address the issues

Best Value

Financial
management

raised and to maintain an adequate
system of control.

We do not accept any responsibility for
any loss occasioned to any third party
acting, or refraining from acting on the
basis of the content of this report, as
this report was not prepared for, nor
intended for, any other purpose.

We would like to thank all
management and staff for their co-
operation and assistance during our
audit.
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5. International Standards on Auditing in 10. This report will be published on Audit
the UK (ISAs (UK)) require us to Scotland’s website, www.audit-
communicate on a timely basis all scotland.gov.uk.
facts and matters that may have a
bearing on our independence.

6.  We confirm that we complied with the
Financial Reporting Council’'s (FRC)
Ethical Standard. In our professional
judgement, we remained independent
and our objectivity has not been
compromised in any way.

7.  We set out in Appendix 1 our
assessment and confirmation of
independence.

8.  All of our clients demand of us a
positive contribution to meeting their
ever-changing business needs. Our
aim is to add value to the College
through our external audit work by
being constructive and forward
looking, by identifying areas of
improvement and by recommending
and encouraging good practice. In
this way, we aim to help the College
promote improved standards of
governance, better management and
decision making and more effective
use of resources.

9.  Any comments you may have on the
service we provide, the quality of our
work and our reports would be greatly
appreciated at any time. Comments
can be reported directly to any
member of your audit team.
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Financial statements audit
I

The College’s annual report and accounts are the principal
means of accounting for the stewardship of its resources and
its performance in the use of those resources.
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Overall conclusion

11. The annual report and accounts were
considered by the Audit Committee on
1 December and by the Board of
Management on 16 December 2021.
We report unqualified opinions in our

independent auditor’s report.

13.

Administrative processes / timescales

12. We received the unaudited annual
report and accounts and supporting

papers of an adequate standard, in

Our audit opinion

Opinion

Basis for opinion

A/ AZETS

line with our agreed audit timetable.
Our thanks go to staff at the College
for their assistance with our work.

The annual report and accounts will be
submitted to the Scottish Government
and Auditor General for Scotland by
the 31 December 2021 deadline.

Conclusions

We conduct our audit in
accordance with applicable law
and International Standards on

Financial
statements

We issued unqualified audit
opinions.

Auditing as required by the Code

of Audit Practice.

Our findings / conclusion to inform

our opinion are set out in this
section of our annual report.

Going concern
basis of
accounting

In the public sector when
assessing whether the going
concern basis of accounting is
appropriate, the anticipated
provision of the services is more
relevant to the assessment than
the continued existence of a
particular public body.

We assess whether there are
plans to discontinue or privatise
the College’s functions.

Our wider scope audit work
considers the financial
sustainability of the College.

We reviewed the financial
forecasts for 2021/22. Our
understanding of the legislative
framework and activities
undertaken provides us with
sufficient assurance that the
College will continue to operate
for at least 12 months from the
signing date.

Our audit opinion is unqualified
in this respect.

—_—
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Opinion

Basis for opinion

Conclusions

Regularity We plan and perform our audit We did not identify any instances
recognising that non-compliance of irregular activity; in our opinion
with statute or regulations may in all material respects the
materially impact on the annual expenditure in the financial
report and accounts. statements was incurred or

applied in accordance with
applicable enactments and
guidance issued by the Scottish
Funding Council and Scottish
Ministers.

Matters We read all the financial and non-  The annual report contains no

prescribed by the
Auditor General
for Scotland:

e Remuneration
and Staff
Report

o Performance
Report

e Governance
Statement

financial information in the annual
report and accounts to identify
material inconsistencies with the
audited financial statements and
to identify any information that is
apparently materially incorrect
based on, or materially
inconsistent with, the knowledge
acquired by us in the course of
performing the audit.

We plan and perform audit

procedures to gain assurance that
the statutory other information has
been prepared in accordance with
directions from Scottish Ministers.

material misstatements or
inconsistencies with the financial
statements.

We have concluded that:

« the audited part of the
remuneration and staff report
has been prepared in
accordance with directions
from the Scottish Funding
Council.

+ the information given in the
performance report has been
prepared in accordance with
directions from the Scottish
Funding Council and is
consistent with the financial
statements.

¢ the information given in the
Governance Statement has
been prepared in accordance
with directions from the
Scottish Funding Council and
is consistent with the
financial statements.

Matters reported
by exception

We are required to report on
whether:

We have no matters to report.

—_—
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Opinion

Basis for opinion

Conclusions

o adequate accounting records

have not been kept; or

« the financial statements and

the audited part of the
Remuneration and Staff

Report are not in agreement

with the accounting records; or

« we have not received all the

information and explanations

we require for our audit.

An overview of the scope of
our audit

14.

15.

16.

substantive procedures and detailed
analytical procedures.

Significant risk areas

The scope of our audit was detailed in

our External Audit Plan, which was 17.

presented to the Audit Committee in
May 2021. The plan explained that we
follow a risk-based approach to audit
planning that reflects our overall
assessment of the relevant risks that
apply to the College. This ensures
that our audit focuses on the areas of
highest risk. Planning is a continuous
process and our audit plan is subject
to review during the course of the

audit to take account of developments ~ 18.

that arise.

At the planning stage we identified the
significant risks that had the greatest
effect on our audit. Audit procedures
were then designed to mitigate these
risks.

In our audit, we test and examine
information using sampling and other
audit technigques, to the extent we
consider necessary to provide a
reasonable basis for us to draw
conclusions. We obtain evidence
through performing a review of the
significant accounting systems,

Significant risks are defined by
professional standards as risks that, in
the judgement of the auditor, require
special audit consideration. In
identifying risks, we consider the
nature of the risk, the potential
magnitude of misstatement, and its
likelihood. Significant risks are those
risks that have a higher risk of material
misstatement.

The significant risk areas described in
the table below are those that had the
greatest effect on our audit strategy,
the allocation of resources in the audit
and directing the efforts of the audit
team. Our audit procedures relating to
these matters were designed in the
context of our audit of the annual
report and accounts as a whole, and
not to express an opinion on individual
accounts or disclosures. Our opinion
on the annual report and accounts is
not modified with respect to any of the
risks described below.

—_—
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Significant risk areas

1. Management override

Significant risk
description

In any organisation, there exists a risk that management have the
ability to process transactions or make adjustments to the financial
records outside the normal financial control processes. Such issues
could lead to a material misstatement in the financial statements.
This is treated as a presumed risk area in accordance with ISA (UK)
240 - The auditor's responsibilities relating to fraud in an audit of
financial statements.

Risk assessment: High

How the scope of
our audit
responded to the
significant risk

Key judgement

There is the potential for management to use their judgement to
influence the financial statements as well as the potential to override
the College’s controls for specific transactions.

Audit procedures

e Review of the College’s accounting records and audit testing on
transactions.

e Adoption of data analytics techniques in carrying out testing.

» Review of judgements and assumptions made in determining
accounting estimates as set out in the financial statements to
determine whether they are indicative of potential bias. This
included a retrospective review of the prior year estimates against
the current year estimates.

Key
observations

We have not identified any indication of management override in the
year. We did not identify any areas of bias in key judgements made
by management and judgements were consistent with prior years.
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2. Revenue recognition

Significant risk
description

Under ISA (UK) 240 - The auditor's responsibilities relating to fraud in
an audit of financial statements there is a presumed risk of fraud in
relation to revenue recognition. The presumption is that the College
could adopt accounting policies or recognise income and expenditure
transactions in such a way as to lead to a material misstatement in
the reported financial position.

Risk assessment: High

How the scope of
our audit
responded to the
significant risk

Key judgements

Given the financial pressures facing the public sector as a whole,
there is an inherent fraud risk associated with the recording of
income around the year end. However, we do not deem this risk to
be present for funding received from the Scottish Funding Council
(SFC) due to a lack of incentive and opportunity to manipulate
transactions.

Audit procedures

e Evaluate the significant revenue streams and review the controls
in place over accounting for revenue.

o Consideration of the College’s key areas of revenue and obtain
evidence that revenue is recorded in line with appropriate
accounting policies and the policies have been applied
consistently across the year.

Key
observations

We have gained reasonable assurance on the completeness and
occurrence of income, and we are satisfied that it is fairly stated in
the financial statements.

We revisited our conclusion to rebut the risk of revenue recognition in
relation to SFC funding throughout the audit and our conclusion
remained the same.
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3. Expenditure recognition

Significant risk
description

As most public sector bodies are net expenditure bodies, the risk of
fraud is more likely to occur in expenditure. There is a risk that
expenditure may be misstated resulting in a material misstatement in
the financial statements.

Risk assessment: High

How the scope of
our audit
responded to the
significant risk

Key judgements

Given the financial pressures facing the public sector as a whole,
there is an inherent fraud risk associated with the recording of
accruals around the year end.

Audit procedures

e Evaluate the significant non-pay expenditure streams and review
the controls in place over accounting for expenditure. (Payroll is
subject to separate tailored testing).

e Consideration of the College’s key areas of expenditure and
obtain evidence that expenditure is recorded in line with
appropriate accounting policies and the policies have been
applied consistently across the year.

e Review of accruals around the year end to consider if there is any
indication of understatement of balances held through
consideration of accounting estimates.

Key
observations

We gained reasonable assurance over the completeness and
occurrence of expenditure and are satisfied that expenditure is fairly
stated in the financial statements.

We are satisfied that accruals are free from material misstatement.
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4. Pension assumptions (significant accounting estimate)

Significant risk An actuarial estimate of the pension fund asset/liability is calculated

description on an annual basis under FRS 102 and on a triennial funding basis
by an independent firm of actuaries with specialist knowledge and
experience. The estimates are based on the most up to date
membership data held by the pension fund and have regard to local
factors such as mortality rates and expected pay rises with other
assumptions around inflation when calculating the liabilities. There is
a risk that the assumptions used are not appropriate.

Risk assessment: High

How the scope of Key judgements
our audit
responded to the
significant risk

A significant level of estimation is required in order to determine the
valuation of pension assets/liabilities. Small changes in the key
assumptions (including discount rates, inflation and mortality rates)
can have a material impact on the pension asset/liability.

Audit procedures

e Review controls in place to ensure that the data provided from the
pension fund is complete and accurate.

e Review the reasonableness of the assumptions used in the
calculation against the pension fund actuary and other observable
data.

e Agreed the disclosures in the financial statements to information
provided by the actuary.

» Consider the competence, capability and objectiveness of the
management expert in line with ISA (UK) 500 — Audit Evidence.

Key As at 31 July 2021, the College showed a net pension liability of
observations £9.936 million, a decrease of £2.721 million compared to the prior
year.

Formal actuarial valuations are carried out every three years, where
each employer’s assets and liabilities (obligations) are calculated on
a detailed basis, using individual member data, for cash contribution
setting purposes. The 31 March 2020 formal valuations for Scottish

LGPS Funds were concluded by 31 March 2021.

The accounting balance sheet position as at 31 July 2021 is based
on the roll forward from the 2020 formal valuation. This differs to the
balance sheet position as at 31 July 2020 which was based on a roll
forward from the 2017 formal valuation. This ‘step change’ can lead
to sizeable asset and obligation ‘remeasurement experience’ items in
the reconciliation of the balance sheet from 31 July 2020 to 31 July

—_—
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2021. Movements in price/salary increase assumptions and
reductions in the discount rate as a result of reducing corporate bond
rates also impact on the year end position.

We reviewed the reasonableness of those assumptions used in the
calculation against other local government pension fund actuaries
and other observable data. These are within our expected range with
the exception of the discount rate which we deem to be on the
prudent end. Management have sought further confirmation from the
actuary and, on the basis of the additional information provided,
confirm they consider the discount rate to be reasonable.

We reviewed the information in the actuarial report for completeness
and accuracy against the published pension fund data and identified
no issues.

We have considered the competence, capability and objectivity of the
actuary in line with the requirements of ISA (UK) 500 ‘Audit
Evidence’. From this review we did not identify any items which gave
us cause for concern over the suitability of the actuary.
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5. Estates valuation (significant accounting estimate)

Significant risk
description

The College holds a significant portfolio of land and buildings, with
net book value of £39.542 million as at 31 July 2020. In accordance
with its accounting policies, the College measures these assets at fair
value through a programme of professional, with the latest
independent valuation completed at 31 July 2020. Due to the
specialised nature of the buildings, the carrying value of assets is
based on a range of estimates, with small changes having the
potential to result in a material change in asset valuation.

Risk assessment: High

How the scope of
our audit
responded to the
significant risk

Key judgements

The College is required to revalue assets held at fair value with
sufficient regularity to ensure that the carrying amount does not differ
materially from the current value at 31 July. In accordance with its
accounting policies, land and buildings are subject to professional
valuation at least once every five years.

Audit procedures

e Review the reasonableness of assumptions used in determining
the fair value of assets at 31 July 2021.

e Consider the accuracy and completeness of disclosures in the
annual accounts.

e Where professional advice has been sought, consider the
competence, capability and objectiveness of the external valuer in
line with ISA 500 (UK) Audit Evidence.

Key
observations

Land and buildings were last subject to a professional valuation as at
31 July 2020. We reviewed the reasonableness of assumptions
made by management when determining the fair value of assets as
at 31 July 2021 against observable data, with no issues identified.

We deem the disclosures within the annual accounts to be
reasonable, complete and accurate.
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Other risk factors

Impact of COVID-19 on the annual the pandemic we identified potential

accounts areas of increased risk of material

19. COVID-19 continues to present misstatement to the financial
unprecedented challenges to the statements and/or our audit opinion.
operation, financial management and Our conclusions are set out in the
governance of organisations, including table below.

public sector bodies. In response to

A'Tea Description Conclusion
considered
In response to the continuing The College took the decision to
impact of COVID-19, HM Treasury include the performance analysis
issued an addendum to the section of the Performance Report

Government Financial Reporting and make the full disclosures in
Manual 2020-21 which sets out the the Accountability Report.
minimum reporting requirements in

respect of the performance report

and accountability report:

e The addendum permits, but
does not require, bodies to
omit the performance analysis
section from the Performance

Content of the Report. Where relevant

annual report performance information has

and accounts already been published
elsewhere, bodies are
encouraged to refer to the
relevant publication.

¢ Where unaudited information
otherwise required to be
included in the Accountability
Report is already published
elsewhere, bodies are
permitted to refer to the
relevant publication rather than
including the information in
their Accountability Report.
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Area
considered

Description

Conclusion

Our audit this year has been
carried out remotely. As a

Access to sufficient, appropriate audit

consequence, we identified a risk
that access to and provision of

audit evidence in support of our audit

evidence opinion may be impacted by the
inherent nature of carrying out our

audit remotely.

We have employed a greater use
of technology to examine
evidence, but only where we have
assessed both the sufficiency and
appropriateness of the audit
evidence produced.

We will stay in close contact with
College colleagues right up until
the point of accounts signing, to
ensure all relevant issues are
satisfactorily addressed.

Coronavirus Job Retention Scheme

20. The Coronavirus Job Retention
Scheme is a UK wide scheme,
managed by the UK Government.
Only organisations that are not fully
funded by public grants can consider
accessing the scheme. However
public bodies which rely extensively on
commercial income can apply to
access it.

21. In 2020/21 the College submitted
furlough claims to HMRC totalling
£150k, a reduction of £123k compared
to 2019/20.

Estimates and judgements

22.  We are satisfied with the
appropriateness of the accounting
estimates and judgements used in the
preparation of the financial
statements.

23. As part of the planning and fieldwork
stages of the audit we identified all
accounting estimates made by

_—

24.

management and determined which of
those are key to the overall financial
statements. Consideration was given
to asset valuations, impairment,
depreciation and amortisation rates,
pension liability, provisions and
accruals. Other than the pension
liability and asset valuation we have
not determined the other accounting
estimates to be significant. We
revisited our assessment during the
completion stages of our audit and
concluded that our assessment
remained appropriate.

Our audit work consisted of reviewing
these key areas for any indication of
bias and assessing whether the
judgements used by management are
reasonable. We have summarised our
assessment of this below, categorised
between Prudent, Balanced and
Optimistic.
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Pension assumptions

Management consider the present value of retirement obligations on an annual basis. The
valuation is carried out by the actuarial firm Hymans Robertson. We considered key
assumptions against other sources of evidence and did not identify any indication that the
valuation was materially misstated as at 31 July 2021.

The assumptions of the actuary, Hymans Robertson, were within our expected range, with
the exception of the discount rate. The assumptions were predominantly in the middle of
our expected range with the exception of the discount rate and the pension increase (CPI
rate) which are both considered to be on the prudent end of the scale.

Estates valuation

Land and buildings are subject to professional valuation every five years, or where
material changes are identified. The last professional valuation was undertaken as at 31
July 2020. We considered the key assumptions made by management when determining
the fair value as at 31 July 2021 against other sources of evidence. We did not identify
any indication that asset valuation as at 31 July 2021 is inappropriate.

value errors to the extent that our audit
identifies these.

25. Materiality is an expression of the 27. Our initial assessment of materiality
relative significance of a matter in the for the College’s financial statements
context of the financial statements as was £240,000. On receipt of the
awhole. A matter is material if its unaudited financial statements, we
omission or misstatement would reassessed materiality and were
reasonably influence the decisions of satisfied that this level remained
an addressee of the auditor’s report. appropriate. We consider that our
The assessment of what is material is assessment has remained appropriate
a matter of professional judgement throughout our audit.

and is affected by our assessment of
the risk profile of the organisation and
the needs of users. We review our
assessment of materiality throughout
the audit.

26. Whilst our audit procedures are
designed to identify misstatements
which are material to our audit opinion,
we also report to the College any
uncorrected misstatements of lower
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Materiality

Overall materiality
£240,000

Accounts materially
— 100% misstated where total errors
exceed this value

Performance materiality
£180,000

750 Work performed to capture
— 0 individual errors at this level

Trivial threshold
£12,000

All errors greater than this
5%
level are reported

Materiality

Performance Performance materiality is the working level of materiality used
materiality throughout the audit. We use performance materiality to determine the
nature, timing and extent of audit procedures carried out. We perform
audit procedures on all transactions, or groups of transactions, and
balances that exceed our performance materiality. This means that we
perform a greater level of testing on the areas deemed to be at
significant risk of material misstatement.

Our assessment is made with reference to the College’s gross
expenditure. We consider the level of gross expenditure to be the
principal consideration for the users of the financial statements when
assessing financial performance.

Our assessment of materiality equates to approximately 1.5% of the
College’s gross expenditure as disclosed in the 2020/21 unaudited
financial statements.

In performing our audit we apply a lower level of materiality to the audit
of the Remuneration and Staff Report. Our materiality for these areas
is set at £5,000.

Performance materiality is set at a value less than overall materiality
for the financial statements as a whole to reduce to an appropriately
low level the probability that the aggregate of the uncorrected and
undetected misstatements exceed overall materiality.

Trivial Clearly trivial are matters that are clearly inconsequential, whether
nissieiEglEniss taken individually or in aggregate and whether judged by any
guantitative or qualitative criteria.
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Audit differences

28. One adjustment to the financial
statements has been identified to date
in relation to the voluntary severance
scheme. This is detailed at Appendix
2.

29. Addisclosure change to the cashflow
statement has also been identified and
the prior year comparatives have been
restated. The change is to better
reflect categorisation of deferred
capital grant balances and interest
costs.

30. We identified further disclosure and
presentational adjustments during our
audit which have been reflected in the
final accounts.

Internal controls

31. As part of our work we considered
internal controls relevant to the
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preparation of the financial statements
such that we were able to design
appropriate audit procedures. Our
audit is not designed to test all internal
controls or identify all areas of control
weakness. However, where, as part
of our testing, we identify any control
weaknesses, we report these to the
College. These matters are limited to
those which we have concluded are of
sufficient importance to merit being
reported. We are happy to report that
we have not identified any significant
control weaknesses.

Follow up of prior year
recommendations

32. As part of our audit we have followed

up on the one outstanding audit
recommendation from prior years.
Detail on this recommendation is
included in the action plan at Appendix
3.

Area Assessment Comment

Control and process
environment

Satisfactory

We consider the control environment
within the entity to be satisfactory.

Quality of supporting
schedules

Satisfactory

The supporting schedules received
during the course of the fieldwork were
sufficient for our audit purposes.

Responses to audit
queries

Satisfactory

The College’s responses to our audit
gueries were appropriate and received
on a timely basis.

Other communications

Accounting policies, presentation and
disclosures

33. Our work included a review of the
adequacy of disclosures in the
financial statements and consideration

of the appropriateness of the
accounting policies adopted by the
College.

34. The accounting policies, which are

disclosed in the annual accounts, are
in line with the Statement of

—_— —
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35.

36.

37.

38.

39.

Recommended Practice and are

considered appropriate. 40

There are no significant financial
statements disclosures that we
consider should be brought to the
attention of the College. All the
disclosures required by relevant
legislation and applicable accounting

standards have been made 41.

appropriately.

Overall we found the disclosed
accounting policies, and the overall
disclosures and presentation to be
appropriate.

We have not been made aware of any
incidents in the period nor have any
incidents come to our attention as a
result of our audit testing.

Our work as auditor is not intended to
identify any instances of fraud of a
non-material nature and should not be
relied upon for this purpose.

As part of our standard audit testing,
we have reviewed the laws and
regulations impacting the College.
There are no indications from this
work of any significant incidences of
non-compliance or material breaches
of laws and regulations that would
necessitate a provision or contingent
liability.

42.

AZETS

We presented the final letter of
representation to the Board of
Management which was signed at the
same time as the financial statements
were approved.

We are not aware of any related party
transactions which have not been
disclosed.

All requested third party confirmations
in respect of bank and legal
confirmations have been received.
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Wider scope
-

Following consideration of the size, nature and risks of the

College, our annual audit work on the wider scope has been
restricted to:

e Audit work to allow conclusions to be made on the
appropriateness of the disclosures in the governance
statement; and

e Consideration of the financial sustainability of the
organisation and the services that it delivers over the
medium and longer term.
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Wider scope conclusions

Governance statement

@ We are satisfied that the Governance Statement has been prepared in
accordance with the SFC Accounts Direction and that the content is consistent
with the financial statements.

The College has appropriate systems in place to record, process, summarise and
report financial and other relevant data. We have not identified any significant
weaknesses or governance issues in the College’s accounting and internal control
systems throughout the period or as a result of remote working during the COVID-
19 pandemic.

We are satisfied that the Board continued to receive sufficient and appropriate
information throughout the period to support the effective and timely scrutiny and
challenge.

Financial sustainability

Auditor judgement

The College has adequate arrangements in place for short and medium-term
financial planning, although it continues to face significant challenges and is
operating within tight financial parameters. Effort and activity continues, to reach
a long term sustainable position.

The College’s FFR forecasts the underlying operating surpluses to 2023/24.
There is a significant degree of uncertainty across the sector. However,
achievement of this relies on the delivery of commercial income growth and
savings forecast from the Voluntary Severance scheme. Staff costs continue to be
a key area of pressure; small changes in pay assumptions could have a significant
impact on the underlying operating position of the College. We will continue
monitor the financial position of the College as an area of focus for our 2021/22
audit.

Our approach to the wider scope audit

43. Our approach to the wider scope audit Audit Plan) builds on our
(as set out in our 2020/21 External understanding of the College which we

—_——
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developed from previous years, along
with discussions with the College and

review of minutes and key strategy
documents.

44,

to the College:

e Impact of COVID-19 on financial

sustainability;

e Changes in governance

arrangements in response to the

pandemic; and

During our audit we also considered
the following risk areas as they relate

45.
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e Counter-fraud arrangements,
including the risk of fraud and
corruption in relation to the
procurement function.

Overall we concluded that the College
has appropriate arrangements in place
in respect of these areas as noted
below.

Impact of
COVID-19 on
financial
sustainability

Scheme.

Following the UK and Scottish Government escalation of the national
response to the COVID-19 pandemic in March 2020, the operation of
the College was adapted to implement a hybrid of on campus and
remote working. Additional funding of £0.321million funding was
received in 2020/21 to offset lost income and costs incurred in
supporting the return of students to campus. In addition, the College
claimed £0.150million of income against the Coronavirus Job Retention

The College and the SFC continue to closely monitor the impact of the
pandemic on service delivery and act accordingly.

Changes in
governance
arrangements
in response to

the pandemic

Governance arrangements have continued as normal with the Board of
Management and Committee meetings being held through virtual
means. We are satisfied that the Board of Management continued to
receive sufficient and timely information throughout the period to support
effective scrutiny, challenge and decision making.

Counter-fraud

airr:i?ugdeerr&irr]]tes, We found the College’s arrangements for the prevention and detection
RS onrE of fraud and other irregularities to be adequate. We reviewed Audit
and Scotland’s report on COVID-19 Emerging Fraud Risks and satisfied
IRl Ourselves that where there have been changes in the control
the environment, appropriate mitigating controls have been implemented.

procurement
function

Since the start of the pandemic, there has been potential for the risk of
fraud and error to increase as the control environment and internal
controls have changed.

We reflected on the risk of fraud and corruption in respect of the
procurement function as part of our 2019/20 Annual Audit Report and
deemed the level of risk to be low. We have revisited this assessment
during our audit fieldwork and have not identified any changes to this.
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Governance

@ statement

Our audit opinion considers
whether the Governance Statement has
been prepared in accordance with the
Government Financial Reporting Manual
and the SFC Accounts Direction, and is
consistent with the financial statements.

46. We are satisfied that the Governance
Statement for the year to 31 July 2021
is consistent with the financial
statements and information gathered
during the course of our audit work.
We have confirmed that the
disclosures made are in line with the
Government Financial Reporting
Manual and the SFC Accounts
Direction.

47. From our audit work we have
concluded that the College has
appropriate systems in place to
record, process, summarise and report
financial and other relevant data. We
have not identified any significant
weaknesses or governance issues in
the College’s accounting and internal
control systems.

48. The Board of Management has
confirmed that the College has
complied with all the principles of the
2016 Code of Good Governance for
Scottish Colleges throughout the year
ended 31 July 2021.

49. An effective internal audit service is an
important element of an entity’s overall
governance arrangement. The
College’s internal audit service is
provided by RSM. We have taken
cognisance of the work of internal
audit in forming our opinion on the
appropriateness of the disclosures in
the Governance Statement.

_—

Governance arrangements during
COVID-19

50.

51.

52.

With national lockdown announced on
23 March 2020, all College activity
moved to being delivered remotely
and this has continued to some
degree throughout the period.

Governance arrangements have
continued as normal with Board and
Committee meetings held virtually.
Additional meetings and workshops
were held as required to support
timely decision making.

The Board continued to receive and
consider all standing agenda items
during 2020/21 including risk register
updates, finance reports and
committee updates. We are satisfied
that the Board received sufficient and
timely information throughout the
period to support the effective scrutiny,
challenge and decision making.

National Fraud Initiative

53.

54.

55.

The National Fraud Initiative (NFI) is a
counter-fraud exercise co-ordinated by
Audit Scotland, working together with
a range of Scottish public bodies to
identify fraud and error.

The most recent NFI exercise
commenced in January 2021, with
matches due for investigation by 30
September 2021.

Based on our review to date, we have
concluded that NFI arrangements are
satisfactory and that the Board has
taken a reasonable and proportionate
approach to investigating matches.



Dumfries and Galloway College: 2020/21 Annual Audit Report to the
Board of Management and the Auditor General for Scotland A Z E T S

Financial Significant audit risk

SUStalnablllty 56. Our audit plan identified a significant

Financial sustainability looks risk in relation to financial
forward to the medium and longer term sustainability under our wider scope

to consider whether the College is responsibilities
planning effectively to continue to deliver

its services or the way in which they

should be delivered.

The College continues to face significant challenges, with ongoing effort and activity to
reach a long term sustainable position. The 2020/21 Financial Forecast Return shows an
underlying surplus in 2021/22 and in 2022/23. However these projections are highly
dependent on the phasing of the College’s return from lockdown restriction and the
recovery of non-SFC income which has been significantly impacted throughout the
pandemic.

Staff costs continue to be a significant pressure area for the college, although work is
underway through the Transformation Plan to address this and generate savings. The
Transformation Plan has been reviewed in light of the COVID-19 pandemic. Whist it was
deemed that the drivers for change and overall objectives remained valid, the impact of
COVID-19 highlighted the need to accelerate the pace of change in some areas.

Work is ongoing to prepare the 2021/22 budget and update medium term financial plans,
reflecting on the continued impact the COVID-19 pandemic has on service delivery and
financial forecasts.

l Noted in the 2020/21 External Audit Plan

57. Our detailed findings on the College’s financial framework for
achieving medium term financial sustainability are set out below.

2020/21 financial performance net charge arising from the pension
valuation (£1.306million) the College
58. The College reported a deficit of shows an “adjusted” operating surplus
July 2021, equating to 14% of the £0.607million).
College’s total income. 60. Recognising the financial pressure all
59. Adjusting for non-cash transactions Colleges are under as a result of the
per SFC directions, such as COVID-19 pandemic, SFC announced
depreciation (£0.638million) and the additional funding of £15.3million

_—
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across the sector in March 2021 to
cover loss of income and to support
the return of students to college
campuses. Dumfries and Galloway
College received an allocation of
£0.321million of this funding.

61. In addition, the College took
advantage of the Job Retention
Scheme, claiming £0.150million of
funding to support staff costs.

2021/22 budget

62. The SFC published indicative funding
allocations in March 2021 and final
allocations in May 2021.

63. The 2021/22 budget was approved by
the Finance & General Purposes
Committee in July 2021 and is still
subject to further revisions pending the
approval of the Workforce Strategy.
The budget was updated in line with
the FFR assumptions provided by the
SFC.

64. The 2021/22 revised budget and FFR
projects an operating deficit of
£0.570million. Adjusting for non-cash
items such as depreciation gives a
forecast adjusted operating surplus of
£0.069million. This has worsened from
the position presented to the Finance
and General Purposes Committee in
July of an adjusted operating surplus
of £0.479million, driven by a reduction
in the forecast savings from voluntary
severance schemes.

65. Budgeted income of £14.624million is
7% higher than 2020/21 actual
income. Final SFC allocations for
2021/22 were issued on 27 May 2021
and incorporated an increase across
the sector of 8% in teaching funding,
an increase of 1.9% in student funding
and a decrease in capital funding of
£2million across the sector.

66.

=\ / AZETS

Budgeted expenditure of
£15.194million is 6% higher than
2020/21 actual expenditure, adjusted
for non-cash and exceptional items.
The increase is being driven by
significant transformation programme
costs alongside rising staff costs.

Staff costs

67.

68.

69.

70.

71.

Staff costs continue to be a significant
challenge for the College and the FFR
has been prepared based on reduction
in staffing numbers over the three year
period.

The College has applied a 1.8% uplift
to reflect the cost of living pay award
increase for lecturing and support staff
in line with the Colleges Scotland
Employers’ Association pay award
assumptions. This is expected to
increase staff costs £0.180million with
a further £0.079 million expected as a
result of increases to National
Insurance.

Investment in generating commercial
income is further forecast to increase
staff costs. While this is mitigated by
savings from the voluntary severance
scheme, staff costs are expected to
increase by £0.467million in 2021/22.

The College has previously
recognised that current staffing costs
are not sustainable and are actively
looking to reduce staffing costs
through the Transformation Plan.

The 2021/22 budget and subsequent
forecasts have been prepared on the
basis that voluntary severance
schemes will be in operation to
2022/23. While the College forecasts
this will result in an increased staff
cost of £0.214million in 2021/22,
savings of £1.868million are forecast
over the five year period to 2026.
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Capital Expenditure

72. The College has received an
allocation of £0.041million for backlog
maintenance and £0.224million for
lifecycle maintenance. No significant
works to Estates are planned for
2021/22.

73. In additional to Planned Preventative
Maintenance programme, the College
intends to commence planning for
investment in the IT infrastructure. A
review is ongoing to support the
development of a Digital Strategy in
2021/22.

Medium term financial
forecasts

74. The College has prepared a three year
financial forecast as part of the SFC’s
FFR process. The SFC published
guidance in August 2021 and the FFR
was submitted to the SFC for October

e Flexible Workforce Development
Funding will continue at 2020/21
levels

e Student support funding
requirements will be fully met.

e SFC capital maintenance funding
should be based on the final
2021/22 funding allocations.

e [nstitutions should include
estimated income from the
Coronavirus Job Retention
Scheme.

o Staff costs will reflect: agreed cost
of living increases, public sector
pay policy, no assumed increase
in social security costs and any
known or expected increases in
employer pension contribution
rates.

e Funding will not be provided for
voluntary severance schemes.

2021. 76. We confirmed that the College has

75. The SFC has developed a set of
common, indicative assumptions for

applied these assumptions when
preparing the FFR.

Colleges to use in the aim of achieving 77, The FFR anticipates adjusted

consistency and comparability across
the sector. Assumptions include:

e Credit targets will remain stable;

Exhibit 2: Medium-term financial

operating surpluses in the three years
to 2023/24, as shown in Exhibit 2.
However, achievement of this relies on
the delivery of commercial income
growth and savings forecast from the
Voluntary Severance scheme.

. 2021/22 2022/23 2023/24

£000 £000 £000
Total income 14,624 14,192 14,412
Total expenditure (15,194) (14,755) (14,950)
Operating surplus / (deficit) (570) (563) (538)
Adjusted operating surplus / (deficit) 69 76 101

Source: Financial Forecast Return 2021/22 to 2023/24

_—
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78.

79.

The FFR also requires to set out
material risks to income and
expenditure. The College has
identified six risks being:

e The forecasts and budget for
2021-22 are dependent on the
outcome of the Workforce 2025
Project and savings forecast from
the VS scheme. This will impact on
the staff costs for 2021-22.

e The FA funding targets for 2021-
22 are higher than the numbers
achieved during 2020-21, and the
forecasts include a discount from
the amounts included in the
funding announcement.

e Commercial income growth has
been included in the forecasts.
Some income may not be
achievable due to the cyclical
nature of agreements and timing of
contracts.

e No significant estates works are
planned for the period, and non-
staff forecasts assume that
efficiency savings will be achieved.

e No increase in pension costs has
been included in the forecasts,
which may not be achievable on
the longer-term post-Covid
recovery period.

e The increase in NI on staff costs is
significant. An increase of 1% of
staff costs would results in an
increase of £104k for 21-22

There are still significant uncertainties
surrounding these projections,
particularly in relation to the demand
for commercial training, and the scale
of financial challenge faced by the
College and the sector continues to be
significant.

80.

81.

AZETS

Staff costs continue to be a key
pressure which the College is
continuing to reflect on through its
operational workforce planning. For
example, an increase in staff costs of
1% would result in additional annual
costs of at least £0.104million,
amounting in an underlying operating
deficit in all three years of the FFR.

The Board approved the College’s
Strategic Ambition 2025 in June 2020.
Over the past year the College has
begun development of a number of
supporting documents including a
workforce strategy and digital strategy.
Further work is ongoing in this area to
develop the operational plans that
support these strategies.
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Appendix 1: Respective responsibilities of the
Board of Management and the Auditor

The Code of Audit Practice (2016) sets out the responsibilities of both the Board of
Management and the auditor and are detailed below.

The Board of Management’s responsibilities

The Board of Management has primary responsibility for ensuring the proper financial
stewardship of public funds, complying with relevant legislation and establishing effective
arrangements for governance, propriety and regularity that enable them to successfully
deliver its objectives.

Board of Management’s responsibilities

The Board of Management is responsible for establishing arrangements to
Corporate  ensure the proper conduct of its affairs including the legality of activities
governance and transactions, and for monitoring the adequacy and effectiveness of
these arrangements.

The Board of Management has responsibility for:

» preparing financial statements which give a true and fair view of its
financial position and their expenditure and income, in accordance with
the applicable financial reporting framework and relevant legislation;

e maintaining accounting records and working papers that have been
prepared to an acceptable professional standard and that support its
financial statements and related reports disclosures;

e ensuring the regularity of transactions, by putting in place systems of
Financial internal control to ensure that they are in accordance with the

statements. appropriate authority;

e maintaining proper accounting records; and

e preparing and publishing, along with the financial statements, an annual
governance statement, management commentary (or equivalent) and a
remuneration report that is consistent with the disclosures made in the
financial statements. The management commentary should be fair,
balanced and understandable and also address the longer term
financial sustainability of the College.

The Board of Management is responsible for communicating relevant
information to users about the entity and its financial performance,

_—
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Board of Management’s responsibilities

including providing adequate disclosures in accordance with the applicable
financial reporting framework. The relevant information should be
communicated clearly and concisely.

The Board of Management is responsible for developing and implementing
effective systems of internal control as well as financial, operational and
compliance controls. These systems should support the achievement of its
objectives and safeguard and secure value for money from the public funds
at its disposal. The Board of Management is also responsible for
establishing effective and appropriate internal audit and risk-management
functions.

Standards  The Board of Management is responsible for establishing arrangements to
of conduct prevent and detect fraud, error and irregularities, bribery and corruption and
for also to ensure that its affairs are managed in accordance with proper

prevention  standards of conduct.
and

detection
of fraud
and error

The Board of Management is responsible for putting in place proper
arrangements to ensure the financial position is soundly based having
regard to:

¢ Such financial monitoring and reporting arrangements as may be

specified;
Financial e Compliance with statutory financial requirements and achievement of
position financial targets;
e Balances and reserves, including strategies about levels and their
future use;
¢ Plans to deal with uncertainty in the medium and long term; and
e The impact of planned future policies and foreseeable developments on
the financial position.
Accountable officers have a specific responsibility to ensure that
Best value

arrangements have been made to secure best value.

_—
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Auditor responsibilities are derived from statute, the Code of Audit Practice, International
Standards on Auditing (UK), professional requirements and best practice. These are to:

undertake statutory duties, and comply with professional engagement and ethical
standards;

provide an opinion on the financial statements and the regularity of transactions;

review and report on, as appropriate, other information such as annual governance
statements, management commentaries and remuneration reports;

notify the Auditor General when circumstances indicate that a statutory report may be
required; and

demonstrate compliance with the wider scope of public audit.

The special accountabilities that attach to the conduct of public business, and the use of
public money, mean that public sector audits must be planned and undertaken from a wider
perspective than in the private sector. This means providing assurance, not only on the
financial statements, but providing audit judgements and conclusions on the
appropriateness, effectiveness and impact of corporate governance and performance
management arrangements and financial sustainability.

The Code of Audit Practice frames a significant part of our wider scope responsibilities in
terms of four audit dimensions: financial sustainability; financial management; governance
and transparency; and value for money.

We have concluded that the full application is not appropriate due to the size of the
organisation. As part of our annual audit we consider and report against:

appropriateness of the disclosures in the governance statement; and

financial sustainability of the body and the services that it delivers over the medium to
longer term.

In accordance with our profession’s ethical guidance and further to our External Audit Annual
Plan issued confirming audit arrangements there are no further matters to bring to your
attention in relation to our integrity, objectivity and independence.

We confirm that Azets Audit Services and the engagement team complied with the FRC’s
Ethical Standard. We confirm that all threats to our independence have been properly
addressed through appropriate safeguards and that we are independent and able to express
an objective opinion on the financial statements.
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Audit and non-audit services

The total fees charged to the College for the provision of services in 2020/21 (with prior year
comparators) is as follows:

Current year Prior year
£ £
Audit of Dumfries & Galloway College (Auditor 16,380 15,190
remuneration)
Total audit 16,380 15,190
Non-audit services 4,000 4,000
Total fees 20,380 19,190

FRC’s Ethical Standard stipulates that where an auditor undertakes non audit work,
appropriate safeguards must be applied to reduce or eliminate any threats to independence.
We provided advisory services to the College on VAT matters. We obtained clearance from
our Ethics Partner and Audit Scotland prior to commencing the engagement. The work has
been undertaken by a separate team from the audit and the audit teams has had no
involvement in this VAT work.

Audit quality

The Auditor General and the Accounts Commission require assurance on the quality of
public audit in Scotland through comprehensive audit quality arrangements that apply to all
audit work and providers. The audit quality arrangements recognise the importance of audit
guality to the Auditor General and the Accounts Commission and provide regular reporting
on audit quality and performance.

Audit Scotland maintains and delivers an Audit Quality Framework.

The most recent audit quality report which covers our work at the College since appointment
can be found at https://www.audit-scotland.gov.uk/report/quality-of-public-audit-in-scotland-
annual-report-202021



https://www.audit-scotland.gov.uk/report/audit-quality-framework-2019
https://www.audit-scotland.gov.uk/report/quality-of-public-audit-in-scotland-annual-report-202021
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Appendix 2: Adjusted and unadjusted errors
identified during the audit

Adjusted differences

We identified the following adjustment to the annual accounts during our audit. We have
discussed this with management and agreed that it will be reflected in the financial
statements on the basis of materiality.

No Detail Assets Liabilities RENAES SOCI

Details of adjusted audit Dr / (Cr) Dr / (Cr) Dr / (Cr) Dr / (Cr)

differences £000 £000 £000 £000

1. Reduction in the 18 (18)
severance scheme
accrual to reflect changes
to the exit packages
disclosure

Total (18)

Disclosure amendments

\[e} Detail

1 Cash Flow Statement — update to disclosures to better reflect
categorisation of deferred capital grant balances and interest costs.

2 Related party transactions — disclosure of transactions incurred with
Dumfries and Galloway Council as deemed to be a related party.

3 Financial Instruments — update to remove disclosure in line with changes
to accounting standards.
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Appendix 3: Follow up of prior year
recommendations

University of the West of Scotland Service Level Agreement

Recommendation The College should establish a formal service level agreement with

the University of West of Scotland which sets out arrangements for
the teaching contract.

Rating

Other Implementation date Revised target date:
deficiency December 2020

Outstanding

A revised draft Service Level Agreement has been issued to UWS
which sets out arrangements for billing teaching hours, notice for any
changes and other service delivery responsibilities. The agreement
and signing of this by UWS is pending. There have been no teaching
hours in 20/21 with UWS.
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