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OPERATING AND FINANCIAL REVIEW
Nature, Objectives and Strategies

The Board of Management of Kilmarnock College presents their Annual Report together with
the Audited Financial Statements for the year ended 31°* July 2009.

Legal Status

The Board of Management was established under the Further and Higher Education Act
1992 for the purposes of conducting Kilmarnock College. The College is a registered
Charity (Scottish Charity Number SCO021201) for the purposes of the Law Reform
(Miscellaneous Provision) (Scotland) Act 2005.

Mission Statement
The College mission statement, as approved by the Board of Management is

”to focus on learners as individuals and make a difference to their lives by playing a
lead role in the development of skills, the economy and community life”

College Vision
Kilmarnock College’s vision is “Inspiring Achievement- Building Futures”
2008/09 Board of Management Report

Kilmarnock College has undergone a period of significant change over the last year. A
new Principal was appointed to the College in October 2008 and major changes were
made to the Membership of the Board of Management to strengthen Governance and
Accountability. A new Senior Management Team is now in place with the last
appointment made in July 2009.

During the year the Board of Management updated its Strategic Plan for the period to
2012. The Strategic Plan now reflects Scottish Government National Priorities and
Scottish Funding Council (SFC) outcomes as well as local economic drivers. The Board
of Management recognises that the period covered by this plan will be challenging both
for Kilmarnock College and the wider College Sector.

However, the significant progress made over the last year has provided a solid

foundation for the College to move forward positively to achieve its ambitions of being a
AFi ve Star Coll egebo

During 2008/09 the Board of Management led on a number of efficiency and effectiveness
strategies to transform the College. A number of the key outcomes of this process are listed
below.

o Courses no longer in demand, not achieveing success or not related to skills were
removed from the delivery development portfolio

0 The College now offers a portfolio of programmes which deliver skills development
opportunities
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0 A new business model was introduced for all Full Time programmes which provides a
more efficient and effective delivery.

0 The Curriculum Area review undertaken has resulted in staffing efficiencies. The
WSUMS target delivered per FTE has increased and the College is now far more
efficient in utilising its staffing resources to meet its WSUMS target and provide a
relevant portfolio for learners.

0 The Service Area review although not fully complete at the end of July 2009 will
generate savings going forward while re-aligning service provision to support the
operation of the College and the future needs of learners.

o Efficiency and Effectiveness have been key themes through 2008/09. A new
Procurement Policy and a new Tendering Policy were introduced. These Policies will
ensure that the College is able to demonstrate best value in its purchasing decisions.
The College continues to work with APUC and other relevant bodies to further
develop its purchasing capabilities.

0 The College continues to review, monitor and further develop a robust risk
management framework to identify key risks to the organisation. The development of
strategies to mitigate risks was a key aim throughout 2008/09.

0 The College made significant investments in its Estate and also in new capital
equipment to support Learning and Teaching during 2008/09. A customer services
centre was created to ensure learners are able to access support services from one
location. Improvements to the College reception area have provided touch down
spaces for students to access College ICT systems and improved social spaces in
these areas have been welcomed by learners. The College’s Senior Management
Team (SMT) were relocated to the ground floor and this makes them more
accessible to learners and staff.

Learning and teaching spaces, corridors and doors were painted. ICT equipment in
shared rooms was upgraded and workroom facilities enhanced. Significant
expenditure was incurred on new capital equipment for curriculum areas.

The College continues to develop its ICT infrastructure and a number of new smart
boards were purchased to enhance the learner experience and take advantage of
modern technology.

The College welcomes the continued support of the Scottish Funding Council (SFC) in its
application to secure a new build modern campus within Kilmarnock to benefit future
learners. The SFC approved the progression to Full Business Case in December 2008 and
the Board of Management approved a budget of £900,000 from College reserves to meet
the expected costs. The Full Business Case will be presented to the SFC during 2009/10.

The Board of Management recognises the importance of this potential development to both
Kilmarnock and its surrounding Communities.
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Financial Objectives

The College’s financial objectives are to be financially sustainable, provide efficient and
effective services and be able to continually invest in the development of the services and
infrastructure of the College.

Throughout 2008/09 the College continued to develop its budgeting and monitoring systems.
In addition, improvements were made to medium term financial planning and this will be a
key area for the College going forward given the national requirement for Colleges to
demonstrate Institutional Sustainability.

The Senior Management Team (SMT) continued to work with the Board of Management to
review financial information requirements and key performance data was presented to and
scrutinised by the Board to review activities. Although, there has been significant
improvement during 2008/09 much work remains and this area will be a key focus for
2009/10.

Financial Results

The College financial performance in 2008/09 resulted in a deficit of £869,000. (2007/08
surplus of £1,842,000 with £1,807,000 being the Gain on disposal of assets). The College’s
financial budgets for 2008/09 had been produced on a planned deficit basis.

£566,000 has been incurred in 2008/09 for exceptional restructuring costs. The College has
undertaken during 2008/09 an extensive organisational review for both Curriculum and
Service Areas. The Service Area review was not fully completed by the 31% July 2009 and
as such the remainder of the associated costs will be charged to 2009/10.

The interventions made by the Board of Management in 2008/09 have provided the College
with a sound financial base to move forward. The revised staffing structures for both Service
and Curriculum areas will accrue significant savings going forward and the overall payback
period for the total restructuring costs has been estimated at 18 months.

The College in 2008/09 for the first year has exceeded its initial allocation of fee waiver grant
from the Scottish Funding Council (SFC). The College has approximately £180,000 of further
fee waiver grant claims relating to 2008/09. In order to comply with audit guidelines a
specific provision of £180,000 has been made within Central Costs should the SFC not be
able to meet this claim from Kilmarnock College.

The College has kept its Stakeholders including the SFC fully informed during 2008/09 of its
change process and projected financial position. Monthly Management Accounts were
submitted to the SFC throughout 2008/09.

Medium term financial plans have been produced to Financial Year 2011/12 and these
demonstrate that the College is financially sustainable. The College is projected to produce
operating surpluses from 2010/11 onwards with significant additions to cash at bank levels
produced annually thereafter to 2011/12.

Tangible Fixed Asset additions during the year amounted to £684,000. 41% of this was
expenditure on land and buildings with the balance being committed on capital purchases to
support curriculum areas, ICT equipment and furniture/fittings.

The College has significant reliance on the SFC for its principal funding source, largely from
recurrent grants. In 2008/09 the SFC provided 79% of the College’s total revenue income.
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Treasury Management Policies and Objectives

Treasury Management is the management of the College’s cash flows, its banking, money
market and capital transactions; the effective control of risks associated with those activities;
and the pursuit of optimum performance consistent with those risks.

The College has adopted a policy of placing any surplus funds with the College retail banker
with a view to maintain security of capital and maximising the yield from any short term
deposits made.

Cash Flows

At the year end the College had a net increase in cash of £668,000 (2007/08 £2,656,000 this
largely reflected the proceeds received from assets disposed).

Liquidity

The College continues to have sufficient liquidity in terms of cash resources.

Payment Performance

The College during 2008/09 had a policy of paying its suppliers by the end of the month
following the date of invoice or supply, unless an invoice is disputed. All disputes are
handled as quickly as possible. The College incurred no interest charge in respect of late
payment for this period.

Current and Future Developments and Performance:-

Student Numbers

In 2008/09 the College delivered 54,806 weighted WSUMS. The actual delivery exceeded
the target figure of 53,180 WSUMS set by the Scottish Funding Council by 1,626 WSUMS or
3%.

Student Retention and Achievement

In 2008/09 a number of initiatives were undertaken in the College to improve the quality of
learning and teaching and enhance the learner experience.

For FE programmes with a National Qualification aim, students completing the programme
increased from 81% to 82% when comparing 2007/08 to 2008/09. FE programmes locally
devised increased from 75% to 81%. Higher national qualification outcomes also increased
from 86% in 2007/08 to 87% in 2008/09.

Retention percentages generally increased from 2007/08 to 2008/09.

FE Full time increased from 76% to 79%, FE Part Time increased from 88% to 92%, HE Full
Time increased from 83% to 84% and HE Part Time remained constant at 97%.

A number of interventions have been made in 2008/09 to improve retention and
achievement rates. It is expected that these interventions will improve these performance
measures from 2009/10 onwards.
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Curriculum Developments

In 2008/09 the College undertook a wide ranging review of its curriculum and courses no
longer in demand, not achieving success or not related to skills were removed from the
curriculum delivery plan (CDP). The portfolio of programmes now offers skills development
opportunities. In addition, new business models were introduced for all Full Time
programmes to enhance efficiency and effectiveness.

Strategies to widen access and participation were reviewed during 2008/09. In 2008/09
significant work continued to support the MCMC agenda and meeting the needs of local
schools. Additional teaching in the community and increased SVQ provision was also
undertaken in the year. A variety of courses were provided from the Saltcoats campus and
at Cumnock Community College.

Post Balance Sheet Events

No post Balance Sheet events require to be noted by the Board of Management
Resources:-

The College has various resources that it can deploy in pursuit of its strategic objectives.
Financial

The College has £14.605 million of net assets (including £3.446 million pension liability).
People

In 2008/09 the College employed 300 (expressed as full time equivalents) of whom 169 are
curriculum staff and 131 are service staff.

Principal Risks and Uncertainties

The College has undertaken significant work in 2008/09 in further developing its approach to
managing the principal risks and uncertainties which it may face. The format of the risk
register was completely revised during 2008/09 and the individual risks identified were
clustered together based on the remit of each of the following 6 College Committees.

Board of Management
Finance

Organisational Development
Learning and Teaching
Estates

New Build

O O0OO0OO0OO0Oo

There is no ‘Risk Cluster’ specifically identified for the Audit Committee as the overall
management of Risks are within this Committee’s Terms of Reference.

Individual risks are classified as either High, Medium or Low based on scales of 1 to 5 for
Likelihood and Impact.
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(H) High 16-25 [N
(M) Medium 10-15 [ ]
(L) Low 1-9 R

The College at the end of 2008/09 identified 23 risks. No risks were viewed as High. 4 were
assessed as Medium and 19 were classified as Low.

Stakeholder Relationships:-
Kilmarnock College has many stakeholders, principally:

Learners

Staff

Scottish Funding Council
HMle

Local Employers

Local Authorities

Local Communities
Scotland’s Colleges

Trade Unions

Higher Education Institutions

O O0OO0OO0OO0OO0OOO0OO0OO

The College recognises the importance of these relationships and engages in regular
communication with them through a variety of routes.

Staff Involvement:-
Employee Involvement and Participation

The College encourages employee contributions to the development of the College. The
College meets regularly with the Joint Consultation and Negotiation Committees with the
recognised Trade Unions. In addition, there are two elected staff representatives on the
Board of Management.

Staff Development

The College values its staff and recognises the importance of providing continuing
professional development opportunities both on Campus and at appropriate training events
and through the sharing of experiences and practices with Colleagues in the private and
public sector. The College provided 6 whole College development days throughout 2008/09.

Equality and Diversity

In recruiting, training and developing careers and promoting staff the College gives full
consideration to disabled persons and is committed to equal opportunity regardless of
gender, marital status, colour, race or ethnic origin. The College is committed to providing
an open and inclusive approach where students and staff can study and work free from
prejudice or discrimination. The College strives to promote equality, eliminate discrimination
and promote good relations between equality groups and progress is monitored by the
Organisational Development Committee.
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Equal Opportunities and Employment of Disabled People

The College policy is to provide training, career development and opportunities for promotion
that are, as far as possible, identical to those for other employees. Where an existing
employee becomes disabled, every effort is made to ensure that the employee is supported
and that employment with the College continues.

Health and Safety

The College policy aims to provide the framework within which a Health and Safety
conscious culture can be maintained and enhanced. To achieve this there are clear
responsibilities set within a process that aims to ensure that hazards and risks are identified,
protective procedures determined, and their operation monitored. Within this general policy
the College will provide and maintain a working environment that is safe and without risks to
health.

Disability Statement

The College is committed to promoting equality for disabled people and welcomes them to
the College Community. It also recognises that disabled people have a positive contribution
to make to College life.

The College seeks to achieve the objectives set down in the Disability Discrimination Act
1995 as amended by the Special Education Needs and Disability Act 2001.

Student Involvement

The College recognises the importance of the Student Voice within the College and the
President of the Students’ Association is a member of the Board of Management and a
variety of its sub committees. Each year Students are invited to give feedback to the
College through a range of formal and informal routes.

Disclosure of Information to Auditors

The members of the Board of Management who held office at the date of approval of this
report confirm that, so far as they are aware, there is no relevant audit information of which
the College Auditors are unaware; and each member has taken all the steps that he or she
ought to have taken to be aware of any relevant audit information and to establish that the
College’s Auditors are aware of that information.

Approved by order of the members of the Board of Management and signed on its behalf by:

Chairman of the Board of Management
7 December 2009




Kilmarnock College Financial Statements for the Year Ended 31 July 2009

STATEMENT OF CORPORATE GOVERNANCE AND INTERNAL CONTROL

The College is committed to exhibiting best practice in all aspects of Corporate Governance.
This summary describes the manner in which the College has applied the principles set out
in the Combined Code on Corporate Governance issued by the London Stock Exchange in
2003. Its purpose is to help the reader of the accounts understand how the principles have
been applied.

In the opinion of the Board of Management the College complies with all provisions of the
Combined Code in so far as they apply to the Further Education sector, and it has complied
throughout the year ended 31° July 20009.

Introduction:-
Board of Management

The remit of the Board of Management is to manage and conduct the affairs of the College
including the equality and diversity of staff and students; corporate governance and risk
management; finance, planning, monitoring and audit; maintaining quality and standards;
and maintaining the College estate. The Board of Management must also ensure that there
is an adequate system of accounting and internal control which meets accepted accounting,
budgetary control and auditing standards.

The Board of Management is provided with regular information on the overall financial
performance of the College together with other information such as performance against
targets, quality matters and personnel related issues such as health and safety. The Board
of Management meets up to six times a year.

Full minutes of all Board of Management meetings, except those deemed to be confidential
by the Board of Management, are available from the Secretary to the Board of Management
at Kilmarnock College, Holehouse Road, Kilmarnock, KA3 7AT.

The Secretary to the Board of Management maintains a register of financial and personal
interests, in so far as it relates to the activities of Kilmarnock College, of the members of the
Board of Management. The register is available for inspection at Kilmarnock College,
Holehouse Road, Kilmarnock, KA3 7AT.

Formal agendas, papers and reports are supplied to members in a timely manner, prior to
Board meetings. Briefings are also provided on an ad-hoc basis.

10
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Members

The Members, who served on the Board of Management during the year, and up to the date
of the accounts being signed, were as follows:

Board Member Committees Served Staf[us of Dqte of Date O.f
Appointment Appointment | Resignation
Mr S Brannagan Estates, Finance, Remuneration | Employment 01.08.05
Re-
appointed
01.08.09
Mr S Bain Audit Employment 28.09.06 25.09.09
Ms J Browne Student Learning & Teaching, Employment 14.05.01 14.11.09
Organisational Development
Ms E Brown Estates, Student Learning & Student 01.08.07 30.08.09
Teaching Representative
Mrs H Dunk Estates, Finance, Organisational | Principal 01.10.08
Development, Student Learning
& Teaching
Mr J Ferguson Finance Employment 24.09.08
Mrs M Harper Finance, Student Learning & Employment 21.05.07
Teaching
Dr W-y Hatton Organisational Development, Employment 01.08.05
Remuneration Re-
appointed
01.08.09
Dr G Jenkins Estates, Finance, Organisational | Acting Principal 23.08.07 30.09.08
Development, Student Learning
& Teaching
Councillor | Linton | Audit, Estates Employment 01.06.07
Mr C Loy Finance, Organisational Employment 19.05.03 26.06.09
Development
Ms J McHoul Estates, Organisational Non-Teaching 01.04.05
Development, Student Learning | Staff Re-elected
& Teaching Representative 01.04.09
Mr A Rennie Audit, Estates, Student Learning | Teaching Staff 01.04.05
& Teaching Representative Re-elected
01.04.09
Mr A Torrance Audit, Organisational Employment 19.05.03 18.02.09
Development
Mr R Scullion Audit, Estates Co-opted 01.04.07 14.11.09
Mr T Wallace Audit, Remuneration Employment 08.12.08

11
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Mr A Lawson Employment 28.09.09
Mr | Craig Employment 28.09.09
Mr G Latta Employment 28.09.09
Ms S A Christie Employment 28.09.09
Ms N A M Self Employed 28.09.09
Beveridge

Mr D Mathieson was the Secretary to the Board of Management in 2008/09.
Mrs M McGowan replaced Mr D Mathieson as Secretary to the Board of Management in
August 2009.

The Board of Management conducts its business through a number of Committees as
highlighted below.

The Committees comprise mainly lay members of the Board of Management. The Board of
Management has a strong and independent non-executive element and no individual or
group dominates its decision making process. The Board of Management considers that
each of its non-executive members is independent of management and free from any
business or other relationship which could materially interfere with the exercise of their
independent judgement.

Appointments to the Board of Management

The Board of Management consists of not less than ten, but not more than sixteen persons,
of which not less than half shall be drawn from persons engaged in industrial, commercial or
employment matters or from the professions. The other Board members shall include the
Principal, a teaching staff representative, a non-teaching staff representative and a student
representative.

Any new appointments to the Board of Management are a matter for the consideration of the
Board of Management as a whole. As such, there is a Search Committee which is
responsible for the selection and nomination of any new member for the Board of
Management’s consideration. The Board of Management have an induction programme in
place and Board development sessions were held throughout 2008/09.

Audit Committee

The Audit Committee consists of four members from the Board of Management. The Chair
of the Board, the Principal and College senior managers are not members of the Committee.
Its responsibilities are to oversee the external and internal audit of the College and provide
assurance to the Board that the requirements of the Code of Audit Practice published by
Audit Scotland are observed.

Finance Committee

The Finance Committee consists of four members from the Board of Management, including
the Principal and the Chair of the Board. Its responsibilities are to oversee the strategic and
operational financial planning of the College and provide assurance to the Board on the
financial expenditure and financial management and performance of the College.

12
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Organisational Development Committee

The Organisational Development Committee consists of a minimum of four members from
the Board of Management including the Principal. Its responsibilities are to oversee the
strategic and operational planning of Organisational Development within the College and
provide assurance to the Board on Organisational/HR issues and the organisational
performance of the College.

Student Learning and Teaching Committee

The Student Learning and Teaching Committee consist of a minimum of four members from
the Board of Management including the Principal. Its responsibilities are to oversee the
strategic and operational planning of Learning and Teaching within the College and provide
assurance to the Board on students’ issues and the learning and teaching performance of
the College.

Remuneration Committee

Membership comprises the Chair of the Board of Management and two other Board
members. Its responsibilities are to agree remuneration for the Principal and other senior
managers, take account of performance in the reward system, take account of any advice
given by the SFC in the remuneration of the Principal and senior managers, take account of
any guidelines issued by the Treasury on public sector salaries, use benchmarking
information across the sector as appropriate in determining remuneration strategies for the
Principal and Senior Managers, report to the Board of Management on remuneration policies
for senior staff.

Scope of Responsibility

The College’s governing body is its Board of Management, and it is responsible for the
College’s system of internal control and for reviewing its effectiveness. Such a system is
designed to manage rather than eliminate the risk of failure to achieve business objectives
and can only provide reasonable and not absolute assurance against material misstatement
or loss.

Purpose of the System of Internal Control

The system of internal control is designed to manage risk to a reasonable level rather than to
eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only
provide reasonable and not absolute assurance of effectiveness. The system of internal
control is based on ongoing processes designed to identify and prioritise the risks to the
achievement of College policies, aims and objectives, to evaluate the likelihood of these
risks being realised and the impact should they be realised, and to manage them effectively
and economically.

Capacity to Handle Risk

The Board of Management has reviewed the key risks to which the College is exposed,
together with the operating, financial and compliance controls that have been implemented
to mitigate those risks. These key risks are identified and addressed within the risk register
maintained by the College during the year ended 31 July 20009.

13
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The Risk and Control Framework

The system of internal control is based on a framework of regular management information,
administrative procedures including the segregation of duties and a system of delegation
and accountability. In particular, it includes:

o Comprehensive budgeting systems with an annual budget which is reviewed and
approved by the Board of Management.

o Regular reviews by the Board of Management of periodic and annual financial
reports which indicate financial performance against targets.

o Setting targets to measure financial and other performance.
o The operation of and reporting to the Board of Management from an internal audit
service.

The College Internal Auditors monitor the systems of internal control, risk management
controls and governance processes in accordance with an agreed plan of input, and report
their findings to management and the Audit Committee.

Management is responsible for the implementation of agreed audit recommendations and
Internal Auditors undertake periodic follow-up reviews to ensure that such recommendations
have been implemented. The Audit Committee considers detailed reports together with
recommendations for the improvement of the College’s systems of internal control and
management’s responses and implementation plans. It also receives and considers reports
from the Scottish Funding Council as they affect the College’s business and monitors
adherence to the regulatory requirements.

Review of Effectiveness
The review of effectiveness of the system of internal control is informed by:
o The work of Internal Auditors

o The work of College Managers who have responsibility for the development and
maintenance of internal control framework

. Comments made by the College’s External Auditors

o Comments made by the Auditors appointed to audit specific areas such as WSUMs
and Student Funds.

The Senior Management Team receives reports setting out key performance and risk
indicators and considers possible control issues brought to their attention by early warning
systems which are embedded within the operational units and reinforced by risk awareness
training. The Senior Management Team and the Audit Committee also receive regular
reports from Internal Audit which include recommendations for improvement.

14
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Going Concern

After making appropriate enquiries, the Board of Management considers that the College
has adequate resources to continue in operational existence for the foreseeable future. For
this reason, it continues to adopt the going concern basis in preparing the financial
statements.

Conclusion
The College has made significant progress over the last year particularly in the areas of
corporate governance, high quality learning and teaching, strategies to enhance efficiency

and effectiveness, communication, strategic planning as well as an improved estate..

Approved by order of the members of the Board on 7 December 2009 and signed on its
behalf by:

Chairman Principal

15
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STATEMENT OF THE BOARD OF MANAGEMENTO0S RESPONSI B

The Board of Management are required to present audited financial statements for each
financial year.

In accordance with the Further and Higher Education (Scotland) Act 1992, the Board of
Management is responsible for the administration and management of the College’s affairs,
including ensuring an effective system of internal control, and is required to present audited
financial statements for each financial period.

The College’s External Auditors have qualified the financial statements for the twelve months
ended 31°% July 2008 on the basis of limitation of evidence and have issued a disclaimer of
opinion on the view given by the financial statements.

As a result of Governance and Communication weaknesses identified by the College and
the College’s Internal Auditors the Board of Management structure has been reviewed. The
Board of Management has been strengthened. The Board of Management considers that
each of its non-executive members is independent of College management and free from
any business or other relationship which could materially interfere with the exercise of
independent judgement.

The Board of Management now works closely with College Senior Staff and there are
stronger communication links between the Board of Management and staff. College policies
are communicated to College staff on a new and improved College intranet.

The Board of Management are working with the Senior Management Team of the College to
address the weaknesses identified by the College’s Internal and External Auditors (refer to
Corporate Governance Statement

The Board of Management is responsible for keeping proper accounting records which
disclose, with reasonable accuracy at any time, the financial position of the College and
enable it to ensure that the financial statements are prepared in accordance with the
Statement of Recommended Practice on Accounting for Further and Higher Education and
other relevant accounting standards. In addition, within the terms and conditions of a
Financial Memorandum agreed between the Scottish Funding Council and the College’s
Board of Management, the Board of Management, through its designated office holder, is
required to prepare financial statements for each financial year which give a true and fair
view of the College’s state of affairs and of the surplus or deficit and cash flow for that year.

In causing the financial statements to be prepared, the Board of Management subject to the
areas noted, has ensured that

o Suitable accounting policies are selected and applied consistently;
o Judgements and estimates are made that are reasonable and prudent;

0 Applicable Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements;

o Financial statements are prepared on the going concern basis, unless it is
inappropriate to presume that the College will continue in operation. The Board of
Management is satisfied that it has adequate resources to continue in operation for
the foreseeable future: for this reason the going concern basis continues to be
adopted in the preparation of the financial statements.

16
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The Board of Management, subject to the areas noted, has taken reasonable steps to:

(0]

Ensure that funds from the Scottish Funding Council are used only for the purposes
for which they have been given and in accordance with the Financial Memorandum
with the Funding Council and any other conditions which the Funding Council may
from time to time prescribe.

Ensure that there are appropriate financial and management controls in place to
safeguard public funds and funds from other sources;

Safeguard the assets of the College and prevent and detect fraud,;

Secure the economical, efficient and effective management of the College’s
resources and expenditure.

The key elements of the College’s system of internal financial control, which is designed to
discharge the responsibilities set out above, include the following:

(0]

Clear definitions of the responsibilities of, and the authority delegated to, heads of
curriculum and service departments;

A comprehensive medium and short-term planning process, supplemented by
detailed annual income, expenditure, capital and cash flow budgets;

Regular reviews of key performance indicators and business risks and monthly
reviews of financial results involving variance reporting and updates of forecast
outturns;

Clearly defined and formalised requirements for approval and control of expenditure,
with investment decisions involving capital or revenue expenditure being subject to
formal detailed appraisal and review according to approval levels set by the Board of
Management;

Comprehensive Financial Regulations, detailing financial controls and procedures,
approved by the Audit Committee and the Finance Committee;

A Professional Internal Audit service whose annual programme is approved by the
Audit Committee and endorsed by the Board of Management and who provide the
Board of Management with a report on internal audit activity within the College and
an opinion on the adequacy and effectiveness of the College’s systems of internal
control, including internal finance control.

However, any system of internal financial control is designed to manage rather than
eliminate risks of failure to achieve operational objectives and can only provide reasonable
and not absolute assurance against material misstatement or loss.

In so far as the Board of Management are aware:

(a) There is no relevant audit information of which the College’s Auditors are unaware;

and

17
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(b) The Board have taken all steps that they ought to have taken to make themselves
aware of any relevant audit information and to establish that the Auditors are aware
of that information

18
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF THE BOARD OF
MANAGEMENT OF KILMARNOCK COLLEGE, THE SCOTTISH PARLIAMENT AND THE
AUDITOR GENERAL FOR SCOTLAND

We have audited the financial statements of Kilmarnock College for the year ended 31 July
2009 under the Further and Higher Education (Scotland) Act 1992. These comprise the
Income and Expenditure Account, the Balance Sheet, the Cash Flow Statement and
Statement of Total Recognised Gains and Losses and the related notes. These financial
statements have been prepared under the accounting policies set out within them.

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 123 of the Code of Audit Practice approved by the Auditor
General for Scotland, we do not undertake to have responsibilities to members or officers, in
their individual capacities, or to third parties.

Respective responsibilities of the Board of Management, Accountable Officer and
Auditor

The Board of Management and Accountable Officer are responsible for preparing the Annual
Report and the financial statements in accordance with the Further and Higher Education
(Scotland) Act 1992 and the Accounts Direction issued thereunder by the Scottish Funding
Council which requires compliance with the Statement of Recommended Practice on
Accounting in Further and Higher Education Institutions. They are also responsible for
ensuring the regularity of expenditure and income. These responsibilities are set out in the
Statement of Board and Accountable Officer's Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and
regulatory requirements and with International Standards on Auditing (UK and Ireland) as
required by the Code of Audit Practice approved by the Auditor General for Scotland.

We report our opinion as to whether the financial statements give a true and fair view and
have been properly prepared in accordance with the Further and Higher Education
(Scotland) Act 1992 and the Accounts Direction. We also report if, in our opinion, the
Foreword is not consistent with the financial statements, if the body has not kept proper
accounting records, or if we have not received all the information and explanations we
require for our audit. We also report whether in all material respects

» the expenditure and income shown in the financial statements were incurred or applied
in accordance with any applicable enactments and guidance issued by the Scottish
Ministers;

» funds provided by the Scottish Funding Council have been applied in accordance with
the Financial Memorandum dated 1% January 2006 and any other terms and conditions
attached to them for the year ended 31 July 2009; and

» funds from whatever source administered by the college for specific purposes have
been properly applied for the intended purposes.

In addition, we report to you if, in our opinion, the college has not kept proper accounting
records, or if we have not received all the information and explanations we require for our
audit.

We review whether the Statement of Corporate Governance and Internal Control reflects the
college’s compliance with the requirements of the Scottish Funding Council and report if, in
our opinion, it does not. We are not required to consider whether the statement covers all
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risks and controls, or form an opinion on the effectiveness of the college’s corporate
governance procedures or its risk and control procedures.

We read the other information contained in the Annual Report and consider whether it is
consistent with the audited financial statements. We consider the implications for our report if
we become aware of any apparent misstatements or material inconsistencies with the
financial statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with the Public Finance and Accountability (Scotland)
Act 2000 and International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board as required by the Code of Audit Practice approved by the Auditor General
for Scotland. An audit includes examination, on a test basis, of evidence relevant to the
amounts, disclosures and regularity of expenditure and income included in the financial
statements. It also includes an assessment of the significant estimates and judgements
made by the Board of Management and Accountable Officer in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the college’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations
which we considered necessary in order to provide us with sufficient evidence to give
reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error, and that in all material respects the expenditure and
income shown in the financial statements were incurred or applied in accordance with any
applicable enactments and guidance issued by the Scottish Ministers. In forming our opinion
we also evaluated the overall adequacy of the presentation of information in the financial
statements.

Opinion
Financial statements
In our opinion

e the financial statements give a true and fair view, in accordance with the Further and
Higher Education (Scotland) Act 1992 and the Accounts Direction, of the state of
affairs of the college as at 31 July 2009 and of its deficit, total recognised gains and
losses and cash flows for the year then ended; and

¢ the financial statements have been properly prepared in accordance with the Further
and Higher Education (Scotland) Act 1992 and the Accounts Direction made
thereunder by the Scottish Funding Council; and

e information which comprises the Operating and Financial Review included with the
Annual Report is consistent with the financial statements.

Regularity
In our opinion in all material respects
* the expenditure and income shown in the financial statements were incurred or applied

in accordance with any applicable enactments and guidance issued by the Scottish
Ministers
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« funds provided by the Scottish Funding Council have been applied in accordance with
the Financial Memorandum dated 1% January 2006 and any other terms and conditions
attached to them for the year ended 31 July 2009; and

» funds from whatever source administered by the college for specific purposes have
been properly applied for the intended purposes.

Emphasis of matter i contingent liability

In forming our opinion on the financial statements, which is not qualified, we have
considered the adequacy of the disclosures in note 30 to the financial statements
concerning a possible contingent liability. The ultimate outcome of the matter cannot
presently be determined, and no provision for any liability that may result has been made
in the financial statements.

Wylie & Bisset LLP Date
Chartered Accountants and Registered Auditors

168 Bath Street

Glasgow G2 4TP
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INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR ENDED 31°T JULY 2009

Note

INCOME

SFC grants

Tuition fees and education contracts
Other grant income

Other operating income

Endowment and investment income

OO WN

Total Income
EXPENDITURE

Staff costs

Exceptional restructuring costs

Other operating expenses

Depreciation 1
Interest payable 10

N O NN

Total Expenditure

Surplus on continuing operations after depreciation of
assets at valuation and before tax

Gain on disposal of assets

Surplus on continuing operations after depreciation of

assets at valuation and before tax

Taxation 11

Surplus on continuing operations after depreciation
of assets at valuation and tax

Transfer from accumulated income within specific
endowments

Surplus for the year retained within reserves

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
11,788 10,873
1,915 1,895
323 1,196
744 623
140 313
14,910 14,900
10,228 10,242
566 107
4,052 3,606
890 864

43 46
15,779 14,865
(869) 35
0 1,807

(869) 1,842
0 0

(869) 1,842
0 0

(869) 1,842

The income and expenditure account is in respect of continuing activities.
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STATEMENT OF HISTORICAL COSTS SURPLUSES AND DEFICITS

Note
Surplus on continuing operations before taxation
Difference between historical cost depreciation and the
actual charge for the period calculated on the revalued
amount 18

Realisation of property revaluation gains of previous
years

Historical cost surplus for the period before and
after taxation

STATEMENT OF THE TOTAL RECOGNISED GAINS AND LOSSES FOR THE

YEAR ENDED 3157 JULY 2009

Note

Surplus on continuing operations for the year after

depreciation of assets and valuation and tax

Unrealised surplus on revaluation of fixed assets

Appreciation of endowment asset investments

Actuarial gain/(loss) in respect of pension scheme 18,24
New endowments

Prior year adjustments 31

Total gain/(loss) recognised since last annual report

Reconciliation

Opening reserves and endowments
Total recognised gains for the year

Closing reserves and endowments

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
(869) 35
205 205

0 1,807

(664) 2,047
Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
(869) 1,842

0 648

0 0
(2,242) (977)
0 0

0 0
(3,111) 1,513
15,370 13,857
(3,111) 1,513
12,259 15,370
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BALANCE SHEET AS AT 3157 JULY 2009

Fixed Assets
Tangible assets
Investments

Total fixed assets
Endowment assets

Current Assets

Stocks

Debtors

Investments

Cash at bank and in hand

Total current assets

Less: Creditors i amounts falling due within one
year

Net current assets

Total assets less current liabilities

Less: Creditors — amounts falling due after more than
one year

Less: Provision for liabilities

Net Assets excluding pension liability

Net pension liability

NET ASSETS INCLUDING PENSION LIABILITY

Deferred capital grants
Total endowments

Income and expenditure account excluding pension
reserve

Pension reserve

Income and expenditure account including pension
reserve

Restricted reserve

Revaluation reserve

Total reserves

TOTAL

Note

12

13

14

15
16

24

17

18
18

18
18
18

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
17,164 17,371
0 0
17,164 17,371
0 0

7 1

607 431

0 0
4,673 4,005
5,287 4,437
3,196 1,864
2,091 2,573
19,255 19,944
394 511
810 699
18,051 18,734
(3,446) (1,088)
14,605 17,646
2,346 2,276
0 0

(30) 518
(3,446) (1,088)
(3,476) (570)
1,914 1,914
13,821 14,026
12,259 15,370
14,605 17,646

The financial statements on pages 22 to 44 were approved by the Board of Management on

7 December 2009 and were signed on its behalf on that date by:

Chairman

Principal
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31°" JULY 2009

Year Year

ended ended

31° July 31% July

Note 2009 2008

£000 £000

Cash inflow from operating activities 19 690 720

Returns on investments and servicing of finance 20 116 127

Taxation 0 0

Capital expenditure and financial investment 21 (21) 1,903

Management of liquid resources 0 0

Financing 22 (117) (94)

Increase in cash in the year 668 2,656
Reconciliation of net cash flow to movement in net

funds/(debt)

Increase in cash in the period 668 2,656

Cash inflow from new secured loan 0 0

Cash inflow from liquid resources 0 0

Change in net funds resulting from cash flows 22 117 94

Movement in net funds in period 785 2,750

Net funds at 1* August 2008 23 3,419 669

Net funds at 31% July 2009 23 4,204 3,419
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NOTES TO THE FINANCIAL STATEMENTS
1 Statement of Principal Accounting Policies
Basis of Preparation

The financial statements are prepared on a going concern basis, notwithstanding a deficit for
the year of £869,000 with an accumulated deficit on the income and expenditure reserve of
£30,000. At the 31% July 2009 current assets of £5,287,000 included cash and bank
balances of £4,673,000 including £1,914,000 held for Capital Projects. Creditors falling due
within one year were £3,196,000, with net current assets of £2,091,000.

Medium term financial plans have been produced to Financial Year 2011/12 and these
demonstrate that the College is financially sustainable. The College is projected to produce
operating surpluses from 2010/11 onwards with significant additions to cash at bank levels
produced annually thereafter to 2011/12.

In light of the above, the financial statements are prepared on a going concern basis. The
approved cash flow projections for the period to 31% July 2010 indicate no requirement for an
overdraft facility.

These financial statements have been prepared in accordance with the Statement of
Recommended Practice (SORP); Accounting for Further and Higher Education and in
accordance with applicable Accounting Standards. They conform to guidance published by
the Scottish Funding Council.

The College has adopted FRS 17 Retirement Benefits in the financial statements. The
adoption of the standard represents a change in accounting policy and the comparative
figures have been restated accordingly. Details of the effect of adopting FRS 17 are shown
in Note 24.

Basis of Accounting

The financial statements are prepared under the historical cost convention, modified by the
revaluation of certain fixed assets and investments.

Recognition of income

Income from grants, contracts and other services rendered is recognised in the income and
expenditure account in proportion to the extent of completion of the contract or service
concerned. All income from short-term deposits is credited to the income and expenditure
account in the period in which it is earned. The main annual recurrent grant allocation from
SFC, which is intended to meet recurrent costs, is credited direct to the income and
expenditure account. The College has recognised income from European Funds on a work
completed basis for the accounting period.

Non-recurrent grants from SFC and other bodies received in respect of the acquisition or
construction of fixed assets are treated as deferred capital grants and amortised in line with
depreciation over the life of the assets.

Maintenance of premises

The cost of maintenance is charged to the income and expenditure account in the period in
which it is incurred.
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Pension schemes

Retirement benefits to employees of the College are provided by the Teachers’
Superannuation Scheme (Scotland) (STSS) and the Strathclyde Pension Fund Scheme
(SPF). The STSS is a defined benefit scheme which is externally funded and contracted out
of the State Earnings Related Pension Scheme. Contributions to the scheme are charged to
the income and expenditure account so as to spread the cost of pensions over employees’
working lives with the College. The contributions are determined by qualified actuaries on
the basis of periodic valuations using the projected unit method. The SPF is a defined
benefit scheme under the definitions set out in Financial Reporting Standard (FRS 17)
Retirement Benefits and FRS 17 has been adopted by the College. Details of the effect of
adopting FRS 17 are shown in Note 24.

Tangible fixed assets
Land and buildings

Land and buildings inherited from the former Strathclyde Regional Council are stated in the
balance sheet at a valuation on the basis of depreciated replacement cost for specialised
properties and open market value for non-specialised properties, as at 31% July 2009, less
amounts written off by way of depreciation.

Land and buildings acquired since incorporation are included in the balance sheet at
revaluation plus cost where this is over £1,000. Project expenditure is counted as a single
asset. Similarly, room refurbishments are treated as a single asset as upgrades for the year
in question. Feuhold land associated with the buildings and undeveloped feuhold land is not
depreciated. Feuhold building costs are depreciated on a straight line basis over their useful
economic life as follows:-

Main buildings (up to) 50 years
Temporary buildings (up to) 10 years
Roof reconstruction 10 years
Building infrastructure (up to) 10 years

Leased assets are depreciated over the life of the lease.
Equipment

The College has attributed no value to equipment inherited from the former Strathclyde
Regional Council. Other equipment is capitalised as follows:-

Motor Vehicles, Trailers, etc - Over £1,000

Furniture & Fittings - Over £1,000 but expenditure on bulk purchases or room
replacements counted as a single asset
IT - Over £100 note: this limit is set low to include printers

currently costing £100-£200

Equipment is depreciated on a straight line basis over its useful economic life as follows:-

Motor Cars 4 years
Other motor vehicles and equipment 5 years
Computer and media equipment 4 years
Furniture and fittings 8-10 years
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Leased Assets
Costs in respect of operating leases are charged on a straight-line basis over the lease term.

Leasing agreements that transfer to the College substantially all the benefits and risks of
ownership of an asset are treated as if the asset had been purchased outright. The assets
are included in fixed assets and the capital element of the leasing commitments is shown as
obligations under finance leases. The lease rentals are treated as consisting of capital and
interest elements. The capital element is applied to reduce the outstanding obligations and
the interest element is charged to the income and expenditure account in proportion to the
reducing capital element outstanding. Assets held under finance leases are depreciated
over the shorter of the lease term or the useful economic lives of equivalent owned assets.

Assets which are held under hire purchase contracts which have the characteristics of
finance leases are depreciated over their useful lives.

Stocks

Stocks are items held for resale and are stated at the lower of their cost and net realisable
value. Where necessary, provision is made for obsolete, slow moving and defective stocks.

Taxation

As a Scottish charity, the College benefits by being broadly exempt from corporation tax on
income and surpluses which have been derived in pursuing activities designed to carry out
the main objects of its charitable status.

The College is exempted from levying VAT on most of the services it provides to students.
For this reason, the College is generally unable to recover input VAT it suffers on goods and
services purchased for academic departments. The College is able to recover VAT on
certain trading activities and can partially recover some input tax on other non academic
expenditure.

Provisions
Provisions are recognised when the institution has a present legal or constructive obligation

as a result of a past event. It is probable that a transfer of economic benefit will be required
to settle the obligation and a reliable estimate can be made of the amount of the obligation.
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Note

2 SFC grants

FE recurrent grant (including fee waiver)

Funding for increased STSS contributions

FE childcare funds

Release of deferred capital grants 17
Other SFC grants

Total

3 Tuition fees and education contracts

FE fees
HE fees
Education contracts

Total
4 Other grant income

European funds
Release of deferred capital grants 17

5 Other operating income

Residences and catering

Other income-generating activities

Total

6 Endowment and investment income

Other interest receivable

Net return on pension asset/liability 24
Total

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
10,499 9,909
57 114

227 166
541 520
464 164
11,788 10,873
406 303
782 748
727 844
1,915 1,895
271 1,149

52 47

323 1,196
407 349
337 274
744 623
140 173
140 173

- 140

140 313
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7 Staff costs

Wages and salaries
Social security costs

Other pension costs (including FRS 17 adjustments of

£97K, previous year £219K)
Total

Academic/Teaching Departments
Academic/Teaching Services
Research grants and contracts
Administration and Central Services
Premises

Catering and Residences

Sub-total
Exceptional restructuring costs
Total

The average number of full-time equivalent employees,
including higher paid employees, during the year was:

Academic/Teaching Departments
Academic/Teaching Services
Administration and Central Services
Premises

Catering and Residences

Total

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
8,443 8,413
633 626
1,152 1,203
10,228 10,242
6,088 5,843
965 1,134

0 0
2,297 2,416
717 700
161 149
10,228 10,242
566 107
10,794 10,349
No. No.
153 145

37 41

62 71

35 35

9 9

296 301
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7 Staff costs (continued)

The number of staff, including senior post holders and the
Principal who was appointed on 1 October 2008, who received
emoluments in the following ranges were:

2009 2008
No. No.
£50,001 to £60,000 per annum 1 1
£60,001 to £70,000 per annum 0 1
£70,001 to £80,000 per annum 1 1
£80,001 to £90,000 per annum 1 0
£90,001 to £100,000 per annum 0 1
8 Seniorpost-hol der sé6 emol ument
2009 2008
No. No.
The number of senior post-holders, including the Principal was: 5 4
Year Year
ended ended
31° July 31% July
2009 2008
Senior post-holders’ emoluments are made up as follows:
Salaries 240,566 213,840
Benefits in kind 0 0
Pension contributions 35,929 32,776
Total emoluments 276,495 246,616
The above emoluments include amounts payable to the
Principal (appointed 1 October 2008), who was also the highest
paid senior post-holder, of:
£ £
Salary 83,333 77,754
Benefits in kind 2,653 0
85,986 77,754
Pension contributions 11,716 10,496
Compensation for loss of office paid to a former senior post-
holder - 75,437
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8 Seniorpost-hol der s6 emol ument

The Principal and one-other senior post holder were members of the Scottish Public
Pensions Agency. All other senior staff were members of the Local Government Pension
Scheme. All pension contributions were paid at the same rate as for other members.

The members of the Board of Management, other than the Principal and staff members, did
not receive any payment from the College other than the reimbursement of travel and
subsistence expenses incurred in the course of their duties.

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
9 Other operating expenses
Teaching departments 854 822
Administration and central services 1,880 1,646
Premises costs 1,088 939
Residences and catering 230 199
Total 4,052 3,606
Other operating costs include:
Auditors’ remuneration
- external audit of these financial statements 17 22
- internal audit services 15 12
- other services - 37
Hire of other assets
- operating leases 176 169
10 Interest payable
On bank loans, overdrafts and other loans 24 46
Repayable within five years, not by instalments 0 0
Repayable within five years, by instalments 0 0
Repayable wholly or partly in more than five years 0 0
24 46
On finance leases 0 0
Pension finance costs 19 0
Total 43 46

11 Taxation

The Board does not consider that the College was liable for any
corporation tax arising out of its activities during the year.
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12 Tangible Fixed Assets

Cost or valuation
At 1 August 2008
Additions
Revaluation
Disposals
Transfers

At 31°" July 2009

Depreciation

At 1% August 2008
Provided during year
On disposals

At 31° July 2009

NBV at 31°' July 2009
NBV at 31% July 2008

Inherited

Financed by capital grant

Other
At 31" July 2009

Land and Equipment and Total
Buildings Motor Vehicles

£000 £000 £000

17,732 2,765 20,497

444 240 684

- (6) (6)

18,176 2,999 21,175

1,204 1,922 3,126

534 356 890

- (6) (6)

1,738 2,272 4,010

16,438 727 17,165

16,528 843 17,371

13,821 0 13,821

1,386 960 2,346

1,231 233 998

16,438 727 17,165

Land and buildings were revalued at 31% July 2008 by the District Valuer in the capacity of

independent valuer. The basis of valuation adopted was open market value for existing use
of depreciated replacement costs (as defined by the Statements of Asset Valuation Practice
and Guidance Notes issued by the Royal Institution of Chartered Surveyors), depending on

the type of asset being valued.

Land and Buildings with a net book value of £13,821,000 have been financed by the Local
Authority. Should these assets be sold, the College may be liable, under the terms of the
Financial Memorandum with the Council, to surrender the proceeds.

If inherited land and buildings had not been revalued they would have been included at the

following amounts:

Cost

Aggregate depreciation based on cost

£000
8,829
2,496

6,333
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Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
13 Debtors: Amounts falling due within one year
Trade debtors — net of provision for doubtful debts 69 87
European funding 220 157
VAT 0 0
Prepayments and accrued income 318 187
607 431
14 Creditors: Amounts falling due within one year
Bank loans and overdrafts 75 75
Trade creditors 294 241
Other taxation and social security 221 232
Accruals and deferred income 2,606 1,316
3,196 1,864
15 Creditors: Amounts falling due after more than
one year
Bank loans 394 511
394 511
16 Provisions for liabilities and charges
At 1% August 2008 699 789
Expenditure in the period (50) (48)
Additional provision required in year 161 (42)
Revaluation adjustment
Interest charged 0 0
At 31° July 2009 810 699

The above liability is in respect of future pension liabilities arising from early retirement and
the equalisation of pension contributions under the SPF. The College instructed an
independent firm of actuaries to undertake a valuation of the College’s liabilities relating to
the unfunded early retirement pension provision. As a result, the College increased the
provision by £161K which was charged to the | & E Account.
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17 Deferred Capital Grants

SFC Other Total
£000 £000 £000
At 1% August 2008
Land and Buildings 1,128 357 1,485
Equipment 544 247 791
Cash Receivable
Land and Buildings 406 0 406
Equipment 249 8 257
Released to Income and Expenditure Account
Land and Buildings 505 0 505
Equipment 36 52 88
At 31°%" July 2009
Land and Buildings 1,029 357 1,386
Equipment 757 203 960
1,786 560 2,346
Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
18 Reserves
Revaluation Reserve
At 1% August 14,026 13,583
Revaluation/Impairment - 2,523
Transfer to Income & Expenditure account in respect of:
Depreciation on revalued assets (205) (205)
Disposals 0 (1,875)
At 31° July 13,821 14,026
General Reserve
At 1% August (570) 235
Surplus/(Deficit) for the year (869) 1,842
Transfer to restricted reserve - (1,875)
Transfer from revaluation reserve 205 205
Actuarial gain/(loss) in pension scheme (2,242) (977)
At 31° July (3,476) (570)
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Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
Represented by:
Income & Expenditure Account
At 1% August 518 267
Surplus/(Deficit) for the year (869) 1,842
Transfer to/(from) pension reserve 116 79
Transfer to Restricted Reserve 0 (1,875)
Transfer from revaluation reserve 205 205
Impairment 0 0
(30) 518
Pension Reserve
At 1% August (1,088) 32
Current service cost (401) (479)
Employer contributions 446 369
Past service (loss)/gains (142) (109)
Net return on assets (19) 140
Transfer to/(from) Income and Expenditure (116) (79)
Actuarial gains/(losses) (2,242) (977)
At 31° July (3,446) (1,088)
Summary
Income and expenditure account (30) 518
Pensions reserve (3,446) (1,088)
At 31% July (3,476) (570)
Restricted Reserves
At 1% August 1914 39
Transferred from General Reserves 0 1,875
At 31 July 1,914 1,914

This transfer is in respect of ring fenced funds which are being
held for capital projects.
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19 Reconciliation of operating surplus/(deficit) to
net cash flow from operating activities

Operating surplus after depreciation of assets at
valuation and tax

Depreciation

Net(gain)/loss on disposal of fixed assets
Deferred capital grants released to income
Decrease (increase) in stock

Decrease (increase) in debtors
Increase/(decrease) in creditors
(Decrease)/Increase in provisions

Interest receivable — bank interest

Interest payable

Net return on pension liability

Net cash (inflow)/outflow from operating activities

20 Returns on investments and servicing of finance

Interest received
Interest paid
Interest element of finance lease repayments

Net cash inflow/outflow from returns on investments and

servicing of finance
21 Capital expenditure and financial investment

Purchase of tangible fixed assets

Sales of tangible fixed assets

Deferred capital grants received

Endowments received

Net cash inflow/outflow from capital expenditure

22 Financing

Capital element of finance lease rental payments
New loans

Repayment of amounts borrowed

Net cash inflow/outflow from financing

Note

12
12
17
13

14
16

24

11

17

Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
(869) 1,842
890 864

0 (1,807)
(593) (566)
(6) 0
(176) 74
1,332 451
111 (90)
(140) (173)
24 46
116 79
689 720
140 173
(24) (46)
0 0

116 127
(684) (613)
- 1,875

663 641

0

(21) 1,903
0 0

0 0
(117) (94)
(117) (94)
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23 Analysis of changes in net funds

At 31% July Cash Other At 31% July

2008 Flows Changes 2009

£000 £000 £000 £000

Cash 4,005 668 0 4,673
Term Loan (586) 117 0 (469)
Total 3,419 785 0 4,204

24 Pensions and similar obligations

The College’s employees belong to two principal pension schemes, the Scottish Teachers
Superannuation Scheme (STSS) and the Strathclyde Pension Fund Scheme (SPF),

The total pension costs for the period was:

12 months 12 months
to 31° July  to 31% July
2009 2008
£ £
STSS: contributions paid 618 584
SPF:
Contributions paid 18 437 400
FRS 17 charge
Charge to the Income and Expenditure Account (staff
costs) 97 219
Total pension cost for year 1,152 1,203

Scottish Teachersd Superannuation Scheme (

The STSS is an unfunded defined benefit pension scheme where contributions payable are
credited to the Exchequer and a notable set of investments maintained. The pension cost is
assessed every five years by the Government Actuary. The main results and assumptions of

the most recent valuation of the STSS are as follows:

Valuation date 31° March 2005
Valuation method Prospective benefits
Value of notional assets £13,000,000,000

Rate of return in investments in excess of rate of increase in salaries 2%

Rate of return in investments in excess of rate of increase in
pensioners 3.50%
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FRS 17

Under the definitions set out in Financial Reporting Standard (FRS 17) Retirement Benefits,
the STSS is a multi-employer pension scheme. The College is unable to identify its share of
the underlying assets and liabilities of the scheme.

Accordingly, the College has taken advantage of the exemption in FRS 17 and has
accounted for its contributions to the scheme as if it were a defined-contribution scheme.
The College has set out above the information available on the scheme and the implications
for the College in terms of the anticipated contribution rates.

Strathclyde Pension Fund (SPF)

The SPF is a funded defined-benefit scheme, with the assets held in separate trustee-
administered funds. The total contribution made for the year ended 31 July 2009 was
£437,000.

FRS 17

Under the requirements of Accounting for Retirement Benefits under Financial Reporting
Standard 17 (FRS 17), the College is required to disclose information on its share of assets
and liabilities of the Strathclyde Pension Fund on a market value basis at the end of the
accounting period. The figures quoted form the basis of the balance sheet and funding
status of Kilmarnock College as at 31% July 2009, in respect of its pension obligations under
LGPS. This information is set out below:-

Principal Actuarial Assumptions
At 31% July At 31% July

2009 2008
Rate of increase in salaries 5.2% 5.3%
Rate of increase for pensions in payment/inflation 3.7% 3.8%
Discount rate for liabilities 6.0% 6.6%
Expected return on assets 6.8% 7.2%

Commutation of pensions to lump sums

The current mortality assumptions include sufficient allowance for future improvements in
mortality rates. The assumed life expectations on retirement age 65 are:

At 31°" July

2009

Current pensioners Males 20.3
Females 23.2

Future pensioners Males 21.7
Females 24.6
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The assets and liabilities in the scheme and the expected rates of return were:

Long-term
rate of return

expected at

31° July

2009

Equities 7.3%
Bonds 5.3%
Property 5.3%
Cash 4.3%

Total market value of assets
Present value of scheme liabilities
- Funded
- Unfunded

Surplus/(deficit) in the scheme

Employer service cost (net of employee contributions)
Past service cost

Total operating charge
Analysis of pension finance income/(costs)

Expected return on pension scheme assets
Interest on pension liabilities

Pension finance income/(costs)

Value at
31° July
2009

Ad0
6,992
1,380
644
184
9,200

(12,609)
(37)

(3,446)

Long-term
rate of return

expected at  Value at
31%July 315 July
2008 2008
£000

7.8% 6,611
5.6% 1,381
5.7% 821
4.8% 397
9,210

(10,264)

(34)

(1,088)

2009 2008
A6 O £000
401 479

142 109

543 588

673 719
(692) (579)
(29) 140
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Year Year
ended ended
31° July 31% July
2009 2008
£000 £000
At 1% August 2008 (1,088) (32)
Movement in year:
Current service cost (401) (479)
Employer contributions 446 369
Contributions in respect of unfunded benefits - 0
Past service (costs)/gains (142) (109)
Losses on curtailments 0
Net return on pension assets (29) 140
Actuarial gain/(loss) (2,242) (977)
(Deficit)/Surplus in scheme at 31° July (3,446) (1,088)
Asset and Liability Reconciliation
Reconciliation of Liabilities
Liabilities at start of period 10,298 9,672
Service cost 401 479
Interest cost 692 579
Employee contributions 150 156
Actuarial (gain)/loss 1,261 (588)
Benefits paid (298) (109)
Past service cost/(gain) 142 109
Liabilities at end of period 12,646 10,298
Reconciliation of Assets
Assets at start of period 9,210 9,640
Expected return on assets 673 719
Actuarial gain/(loss) (981) (1,565)
Employer contributions 446 369
Employee contributions 150 156
Unfunded benefits contributions 3) 2
Benefits paid (295) (107)
Assets at end of period 9,200 9,210
Amounts for the current and previous accounting periods
Fair value of employer assets 9,200 9,210
Present value of defined benefit obligation (12,646) (10,298)
Surplus/(Deficit) (3,446) (1,088)
Experience Gains/(Losses) on Assets (981) (1,565)
Experience Gains/(Losses) on Liabilities 159 2
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25 Related Party Transactions

The Board of Management of Kilmarnock College is a body incorporated under the Further
and Higher Education (Scotland) Act 1992 and is funded by the Scottish Funding Council.

East Ayrshire Council, GE Caledonian Limited and NHS Ayrshire and Arran are regarded as
related parties. During the year Kilmarnock College had various material transactions with
these bodies.

Due to the nature of the College’s operations and the composition of its Board of
Management being drawn from local public and private sector organisations, it is inevitable
that transactions will take place with organisations in which a member of the Board of
Management may have an interest. All transactions involving organisations in which a
member of the Board of Management may have an interest are conducted at arm’s length
and in accordance with the College’s financial regulations and normal procurement
procedures.

The College had transactions during the year, or worked in partnership with, the following
publicly funded or representative bodies in which members of the Board of Management
hold, or held, official positions.

Member Organisation Position

Mr | Linton East Ayrshire Council Councillor

Ms J Browne East Ayrshire Council Heritable Assistant

Mr S Bain GE Caledonian Limited Training Manager

Dr W Hatton NHS Ayrshire & Arran Chief Executive

Mr C Loy NHS Ayrshire & Arran Assistant Director of Finance

Mr J Ferguson SCVO Director of Development

Mr T Wallace Diageo plc Audit, Risk and Compliance Manager

Invoices issued to East Ayrshire Council during the year ended 31 July 2009 amounted to
£109,613 and the balance due to the College by East Ayrshire Council at 31 July 2009
which is included in trade debtors were invoices amounting to £826.

Invoices received from East Ayrshire Council during the year ended 31 July 2009 amounted
to £100,819. The balance due to East Ayrshire Council by the College which is included in
trade creditors amounted to £4,154 at 31° July 2009.

Invoices issued to GE Caledonian during the year ended 31% July 2009 amounted to
£39,515 and the balance due to the College by GE Caledonian at 31* July 2009 is nil.

No Invoices were received from GE Caledonian during the year ended 31 July 20009.

Invoices issued to NHS Ayrshire & Arran during the year ended 31° July 2009 amounted to
£557 and the balance due to the College by NHS Ayrshire & Arran at 31 July 2009 is nil.

Invoices received from NHS Ayrshire & Arran during the year ended 31%' July 2009
amounted to £1,076. The balance due to NHS Ayrshire & Arran by the College which is
included in trade creditors amounted to £Nil at 31%' July 2009.

Invoices issued to Diageo during the year ended 31 July 2009 amounted to £7,549 and the
balance due to the College by Diageo at 31% July 2009 is nil.

No Invoices were received from Diageo during the year ended 31° July 2009.
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26 FE Bursary and Other Student Support Funds

Year Year
ended ended
FE FE 31% July  31% July
Bursary Hardship E MA®& Other 2009 2008
£000 £000 £000 £000 £000 £000
Balance brought forward 0 7 3 5 15 55
Allocation received in year 2,072 149 311 127 2,659 2,436
Interest 0 0 0 2 2 6
2,072 156 314 134 2,676 2,497
Expenditure (2,345) (93) (386) (92) (2,916) (2,447)
Repayable to Funding Council as
clawback 86 86 0
College contribution to funds 0
Virements 187 (63) 124 (35)
Balance carried forward 0 0 (72) 42 (30) 15
Represented by:
Repayable to Funding Council as
clawback 0 0 0 0 0 0
Retained by College for students 0 0 (72) 42 (30) 15
0 0 (72) 42 (30) 15

The above grants are available solely for students, the College acting only as paying agent.
The grants and related disbursements are therefore excluded from the Income and
Expenditure Account.

27 FE Childcare Funds

Year Year

ended ended

31° July 31% July

2009 2008

£000 £000

Balance brought forward 2 3

Allocation received in year 349 166

351 169

Expenditure (227) (284)

Repayable to Funding Council as clawback 0 0

Virements to Other Student Support Funds (124) 117

Balance carried forward 0 2
Represented by:

Repayable to Funding Council as clawback 0 0

Retained by College for students 0 2

0 2

Childcare Fund transactions are included within the College Income and Expenditure
Account in accordance with Accounts Direction issued by the Scottish Funding Council.
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28 Capital Commitments

Year Year

ended ended

31° July 31% July

2009 2008

£000 £000

Contracted for at 31° July 2009 408,755 0

29 Post Balance Sheet Events
There are no post balance sheet events.
30 Contingent Liabilities

An investigation is still in progress for the period to 2006/07 into the relationship between the
College and associated bodies. The investigation is on-going and due to the significance of
this matter the College wishes to disclose a potential liability which may affect the reported
surplus for the year ended July 2007 or earlier periods. The ultimate outcome of the matter
cannot presently be determined and no provision for any liability that may result has been
made in the financial statements. The information usually required by FRS 12 is not
disclosed on the grounds that any further statements on this issue may prejudice any
potential legal action undertaken.

31 Prior Year Adjustment

No prior year adjustments have been made.
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