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The contents of this report relate only to those matters which came to our
attention during the conduct of our normal audit procedures which are
designed primarily for the purpose of expressing our opinion on the financial
statements. Our audit is not designed to test all internal controls or identify all
areas of control weakness. However, where, as patt of our testing, we identify
any control weaknesses, we will report these to you. In consequence, our work
cannot be relied upon to disclose defalcations or other irregularities, or to
include all possible improvements in internal control that a more extensive
special examination might identify.

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 prepated for, nor intended for, any other purpose.
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Executive summary

Introduction

This report has been prepared for the benefit of discussion between Grant
Thornton UK LLP, Borders College ("the College") and the Auditor General
of Scotland. The purpose of this report is to highlight the key issues arising
from the audit of the College's financial statements for the year ended 31 July
2013.

Under the Audit Scotland Code of Audit Practice we are required to report
whether, in our opinion, the College's financial statements present a true and
fair view of the financial position, its expenditure and income for the year and
whether they have been properly prepared in accordance with the Statement of

Recommended Practice: accounting for further and higher education (the
SORD).

This report meets the mandatory requirements of the International Standard on
Auditing 260 (ISA 260) to report the outcome of the audit to 'those chatged
with governance', designated as the Audit Committee.

Scope of our work

During the course of our audit we have not had to alter or change our planned
audit approach, which we communicated to you in our Audit Plan in May 2013.

© 2014 Grant Thornton UKLLP | | 13 March 2014

We received draft financial statements and a number of accompanying working
papers at the start of our audit, in accordance with the agreed timetable, and
prepared to a high standard.

Financial Statements Opinion
We have issued an unqualified opinion on the College's 2012-13 financial
statements.

We did not identify any audit adjustments, demonstrating the strong quality of the
preparation of the financial statements.

© 2013 Grant Thornton UK LLP. All rights
reserved. 5
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We have issued an unqualified opinion on the financial
statements of Borders College

We did not highlight any audit adjustments during the
course of our audit

The financial statements record a net surplus on the
provision of services of £2k(2012: surplus of £2706k).
The key variances related to a significant reduction in
actuarial losses.

At 31 July 2013, the College had a total reserves balance
of £4.2m (2012: £1.4m) of which £5.0m is available as a
general reserve (2012: £4.7m).

We reviewed the Statement of Corporate Governance and
Internal Control and were satisfied that disclosures are in
line with our knowledge of the College and that the
statement is underpinned by a robust assurance
framework, developed with internal audit.

| 13 March 2014

Looking forward
Matters atising from the financial statements audit and review of the College's
internal control arrangements have been discussed with the finance team.

Section 4 of this report highlights key changes for 2013-14. Recommendations
have been discussed and agreed with the Finance team.

Acknowledgment
We would like to take this opportunity to record our appreciation for the
assistance provided by the finance team and other staff during our audit.

Grant Thornton UK LLP
December 2013
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Financial Results

Introduction Income for the year
The College has reported a relatively stable financial position in the current
financial year, showing a small surplus of £2k in the year. The College receives income from multiple sources as shown in figure 1 below.

Key Areas of Expenditure

The College reported expenditure of £10.5m in the current financial year. The BSFC Grants

table below shows a breakdown of this expenditure figure

2013 2012 B Tuition Fees

£'000 £'000
Staff Costs 6,733 6,667 Other Operating
Depreciation 881 1,107 Income
Other operating expenses 2,676 2,809 Other Grant Income
Interest Payable 235 294

10,525 10,877 Investment Income

Source: Borders College Audited Accounts 2012/13 Source: Borders College Audited Accounts 2012/13

It is clear from this analysis that the main source of funding is grants received
from the Scottish Funding Council. The proportion has dropped slightly, but
there have been no significant movements in the main sources of income for the

The depreciation charge has dropped by £220k. This is chiefly due to a number
of assets purchased for the new Galashiels campus in 2009 being depreciated

over 4 years, which are now fully depreciated. college

One of the college's stated objectives is to reduce their reliance on SFC funding,
which will allow greater freedom to set their own priorities regardless of the
public funding available.

© 2013 Grant Thornton UK LLP. All rights
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Financial Results

Financial Position

The College's balance sheet reflects a positive financial position with general Looking Forward
reserves of £3,363k (2012: 595k). In 2013/14 Borders College teaching and fee grant waiver is £6.77m. This is a
slight increase on the prior year, but still not at the level received in 2012.
2013 2012 Borders College's objectives remain broadly similat to those in 2012/13. The public
£'000 £'000 finances remains challenging, as does the ability to prepare students for the
Non- Current Assets 32,171 33,867 transition into employment, with youth unemployment remaining a key political
Current Assets 4,143 3,649 issue.
C t Liabiliti 1,547 2,171 . . i,
prrent Ha e (1,347) @17 There will be considerable pressure on the finance team to make the transition to
Non cutrrent liabilities (excl. (5,715) (5,874) . . . .
pension liability) the 31 March year end timetable, as well as transferring to a new financial reporting
f k.
Pension liability (1,688) @,131) ramewer
Total net assets 27,364 25,340 The Scottish Funding Council's move to a three year funding allocation cycle from
Source: Borders College Audited Accounts 2012/13 2014/15 should make it easier for Borders college to plan mote accurately.

Due to changes in the actuarial assumptions used to estimate the pension
liability, there was a decrease in the net pension liability, which increased the net
asset position of the college. The total net assets excluding the pension liability
dropped slightly to £29,052k (2012: 29,471k).

A former site has moved from non-current assets to current assets, explaining
the significant movement in these categories.

© 2013 Grant Thornton UK LLP. All rights
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Audit Findings

Introduction

In this section we present our findings in respect of matters and risks identified
at the planning stage of the audit and additional matters that arose during the
course of our work. We set out on the following pages the work we have
performed and findings arising from our work in respect of the audit risks we
identified in our audit plan, which was issued to the College in May 2013.

We also set out the adjustments to the financial statements from our audit
work and our findings in respect of internal controls.

Audit opinion

We have provided the College with an unmodified opinion and concluded that
the financial statements were prepared in accordance with Part VII of the
Local Government (Scotland) Act 1973 and the Code. Our audit opinion is set
out in Appendix B.

Changes to the audit plan

During the conduct of our audit, we have not had to alter or change our audit
plan issued in May 2013.

© 2014 Grant Thornton UKLLP | | 13 March 2014
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Audit findings

Table 1: Audit findings against significant risks

Under International Standard on Auditing (ISA) 315, we are required to identify and assess the risks of material misstatement within the College's financial statements. We
identified those areas that we consider to be risks within our Audit Plan 2012-13. We outline our response to the risks of material misstatement which we identified in the

Audit Plan below.

Risks identified in our audit plan

1. Existence and occutrrence of tuition fee
revenues

2. Completeness of employee temuneration
accruals

© 2014 Grant Thornton UK LLP | | 13 March 2014

Work completed

Review of the controls in place over the tuition revenues
system

Substantive testing of a sample of 60 transactions, with
no issues atising.

We completed detailed substantive testing of the payroll

processes on a sample basis at the year end. This testing

provided assurance that payroll processes were operating
in line with requirements.

Additional testing was conducted at the year end to
provide assurance over the figures in the accounts. This
testing included analytical analysis of the detailed payroll
data and of the reported balances.

Assurance gained and issues atising

Our audit work on controls and substantive
testing on income has not identified any
issues in respect of tuition fee revenues.

We gained sufficient assurance over payroll
processes to conclude that there are no
material misstatements.

12



Audit findings

Risks identified in our audit plan

3. Imptroper revenue recognition

Under ISA 240 there is a presumed risk that
revenue may be misstated due to improper
recognition

4. Management ovetrride of controls

Under ISA 240 there is a presumed risk of
management over-ride of controls

© 2014 Grant Thornton UKLLP | | 13 March 2014

Work completed

Review and testing of revenue recognition
policies

Testing of material revenue streams

A review of unusual significant transactions
Review of accounting estimates, judgements and
decisions made by management

Testing of journals entries

A review of unusual significant transactions

Assurance gained and issues arising

Our audit work has not identified any issues in
respect of revenue recognition.

Our audit work has not identified any evidence
of management override of controls. In
particular the findings of our review of journal
controls and testing of journal entries has not
identified any significant issues.

We set out later in this section of the report our
work and findings on key accounting estimates
and judgements.

13



Audit findings

Table 2: Accounting policies, estimates & judgements

In this section we report on our consideration of accounting policies, in particular revenue recognition policies, and key estimates and judgements made and included

with the College's financial statements.

Accounting area Summary of policy

Revenue recognition ® We reviewed the revenue recognition
policies as included in the accounts

Judgements and estimates ® Key estimates and judgements include:

— useful life of assets and capital
equipment

— pension fund valuations and
settlements

— revaluations

— impairments

— provisions

Other accounting policies ® We have reviewed the College's policies
against the requirements of the SORP

Assessment

@® Marginal accounting policy which could potentially attract attention from regulators
Accounting policy appropriate but scope for improved disclosure

@® Accounting policy appropriate and disclosures sufficient

© 2014 Grant Thornton UK LLP | | 13 March 2014

Comments
® The revenue recognition policies are appropriate under the
SORP

® In a small number of cases, judgements are made regarding
levels of accrued income, and no issues have been found
with this from the audit.

® The draft accounts outlined an appropriate revenue
recognition policy as part of Note 1

For all material items, we have reviewed:

® the appropriateness of your policies under the SORP

® the extent of judgement involved

® the potential financial statement impact of different
assumptions

® the adequacy of disclosure of the accounting policy

We have no concerns to highlight to the Audit Committee.

® QOur review of accounting policies has not highlighted any
issues which we wish to bring to your attention

Assessment

14



Audit findings

Table 3: Other communication requirements

We set out below details of other matters which we are required by auditing standards to communicate to those charged with governance.

Issue Commentary

1. Matters in relation to fraud ® We have not been made aware of any incidents in the period and no other issues have been identified during the course of
our audit procedures.

2. Matters in relation to laws ® We are not aware of any incidences of non-compliance with relevant laws and regulations.
and regulations

3. Written representations ® We have received a standard letter of representation from the College.
4. Disclosures ® Our review found no material omissions in the financial statements.
5. Matters in relation to ® We are not aware of any material related party transactions which have not been disclosed.

related parties

6. Going concern ® Our work has not identified any reason to challenge the College's decision to prepate the financial statements on a going
concern basis.

© 2014 Grant Thornton UK LLP | | 13 March 2014 15



Looking forward

Key changes for 2013-14

In this section we highlight the key changes affecting the financial statements in
2013-14.

Reclassification of Colleges

The Further and Higher Education (Scotland) Act 1992 resulted in a total of 43
institutions being classified as Colleges of Further Education from 1 April 1993.
These institutions have operated within the Non-Profit Institutions Serving
Households section since this date. In October 2010 the UK Office of National
Statistics made a decision to reclassify further education colleges to central
government bodies from 1 April 1993.

This decision will have a significant impact on the College financial reporting
arrangements. The key changes will be as follows:

* the year end will move from 31 July to become in line with central
government year end of 31 March;

* the accounting framework will change from the SORP to the HM Treasury
Financial Reporting Manual which operates under International Financial
Reporting Standards; and

* the governance framework will be required to be compliant with the Scottish
Public Finance Manual.

The College will have to consider the implications of this decision and how the
changes can be managed to deliver the reporting requirements.

© 2014 Grant Thornton UKLLP | | 13 March 2014
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(Governance

Introduction

The College's governance and risk management arrangements continue to
operate effectively.

Regionalisation

As a result of the Griggs report on the Review of Further Education
Governance in Scotland a number of institutions have merged on a regional
basis.

Due to its geographic location, Borders College did not merge as part of this
process, but its partnership working with Heriot Watt University demonstrates
Borders College's awateness of the ability to increase capacity whilst making
efficiencies of scale savings.

© 2014 Grant Thornton UKLLP | | 13 March 2014

We have undertaken a review of governance arrangements in place at the
College as part of our audit work. We did not note any control weaknesses
which require reporting.

Prevention and Detection of Fraud and Irregularity

The integrity of public funds is a key concern for the organisation and for
auditors. As external auditors, we are required to consider the arrangements
made by management for the prevention and detection of fraud and
irregularities. Our enquiries of management and the College's internal auditors
found that there were no internal frauds during 2012-13. We conducted testing
on journal entries and related party transactions to highlight any unusual
transactions. There were no issues arising from this testing.

© 2013 Grant Thornton UK LLP. All rights
reserved. 18
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Performance

Introduction

Outcome agreements were introduced by the Scottish Funding Council (SFC)
in Academic Year 2012-13, and set out what colleges and universities plan to
deliver in return for their funding from SFC. Their focus is on the contribution
that the colleges and universities make towards improving life chances,
supporting world-class research and creating sustainable economic growth for
Scotland.

Outcome Agreements

The College have a range of objectives and activities set by the SFC as follows:
* Efficient regional structures

* Right learning in the right place

* High quality and efficient learning

* A developed workforce

e Sustainable institutions

We have reviewed the College's progress against the above objectives. The
College has continued its successful Borders campus working with Heriot Watt
University. This partnership has allowed savings to be made through shared
facilities as well as being able to offer a wider variety of options to students.

With a surplus of £2k in 2012-13, the college has been able to balance its
budget. Although the surplus was smaller than in the prior year, this was chiefly
due to changes in the pension figures.

© 2014 Grant Thornton UKLLP | | 13 March 2014

Key Performance Indicators

The Scottish Funding council requires colleges to publish certain KPIs in its
Operating and Financial Review.

We have reviewed the movements of these KPIs below in figure 3 between
2011/12 and 2012/13.

B Improved
H Declined

B No change

Source: Borders College Audited Accounts 2012/13

© 2013 Grant Thornton UK LLP. All rights
reserved. 20
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Fees, non audit services and independence

Fees, non audit services and independence

We confirm below our final fees charged for the audit and confirm that there were no fees for the provision of non audit services.

Fees Fees for other services
Per Audit plan Actual fees _
e £ Service Fees £

Audit of Borders College 12,800 12,800 None Nil

Audit of BC Consultants Ltd 1,000 1,000

Audit of student support funds 1,135 1,135

Total audit fees 14,935 14,935
Independence and ethics
We confirm that there are no significant facts or matters that impact on our independence as auditors
that we are required or wish to draw to your attention. We have complied with the Auditing Practices
Board's Ethical Standatds and thetefore we confirm that we are independent and are able to express an
objective opinion on the financial statements.
We confirm that we have implemented policies and procedures to meet the requirements of the
Auditing Practices Boatd's Ethical Standards.

© 2014 Grant Thornton UKLLP | | 13 March 2014
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Communication of audit matters

Communication of audit matters to those charged with governance

International Standard on Auditing (ISA) 260, as well as other ISAs, prescribe matters
which we are required to communicate with those charged with governance, and which
we set out in the table opposite.

The Audit Plan outlined our audit strategy and plan to deliver the audit, while this Audit
Findings report presents the key issues and other matters arising from the audit, together
with an explanation as to how these have been resolved.

Respective responsibilities

This Audit Findings Report has been prepared in the context of the Statement of
Responsibilities of Auditors and Audited Bodies issued by Audit Scotland.

We have been appointed as the College's independent external auditors by the Auditor
General for Scotland, the body responsible for appointing external auditors to the Further
Education sector in Scotland. As external auditors, we have a broad remit covering
finance and governance matters.

Our annual work programme is set in accordance with the Code of Audit Practice (‘the
Code') issued by Audit Scotland on behalf of the Auditor General and includes nationally
prescribed and locally determined work. Our work considers the College's key risks when
reaching our conclusions under the Code.

It is the responsibility of the College to ensure that proper arrangements are in place for
the conduct of its business, and that public money is safeguarded and properly
accounted for. We have considered how the College is fulfilling these responsibilities.

© 2014 Grant Thornton UKLLP | | 13 March 2014

Our communication plan

Respective responsibilities of auditor and management/those
charged with governance

Overview of the planned scope and timing of the audit. Form, timing
and expected general content of communications

Views about the qualitative aspects of the entity's accounting and
financial reporting practices, significant matters and issues arising
during the audit and written representations that have been sought

Confirmation of independence and objectivity

A statement that we have complied with relevant ethical
requirements regarding independence, relationships and other
matters which might be thought to bear on independence.

Details of non-audit work performed by Grant Thornton UK LLP and
network firms, together with fees charged

Details of safeguards applied to threats to independence
Material weaknesses in internal control identified during the audit

Identification or suspicion of fraud involving management and/or
others which results in material misstatement of the financial
statements

Compliance with laws and regulations

Expected auditor's report

Uncorrected misstatements

Significant matters arising in connection with related parties

Significant matters in relation to going concern

Audit
Plan

v

v

Audit

Findings

NI NI NRERN
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Appendices

Appendix A: Audit opinion

We have issued the College with an unmodified audit report

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

I have audited the financial statements of Borders College for the year ended 31 July 2013 under
the Further and Higher Education (Scotland) Act 1992 and section 44(1)(c) of the Charities and
Trustee Investment (Scotland) Act 2005. The financial statements comprise Income and
Expenditure Account and Statement of Total Recognised Gains and Losses, the Balance Sheet,
the Cash Flow Statement and the related notes. The financial reporting framework that has been
applied in their preparation is applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice).

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

Respective responsibilities of the Board of Management and auditor

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

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial
statements sufficient to give reasonable assurance that the financial statements are free from
material misstatement, whether caused by fraud or error. This includes an assessment of: whether
the accounting policies are appropriate to the body’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by
the Board of Management; and the overall presentation of the financial statements. It also

| 13 March 2014

involves obtaining evidence about the regularity of expenditure and income. In addition, I read
all the financial and non-financial information in the annual report to identify material
inconsistencies with the audited financial statements. If I become aware of any apparent material
misstatements, irregularities, or inconsistencies I consider the implications for my report.

Opinion on financial statements

In my opinion the financial statements:

* give a true and fair view in accordance with the Further and Higher Education (Scotland) Act
1992 and directions made thereunder by the Scottish Funding Council of the state of the
body’s affairs as at 31 July 2013 and of its surplus for the year then ended;

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

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

Opinion on regularity

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

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

Matters on which I am required to report by exception

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

* proper accounting records have not been kept; or

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

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

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

I have nothing to report in respect of these matters.

26
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Appendices

Appendix B: Letter of Representation

Grant Thornton UK LLP
7 Exchange Crescent
Conference Square
Edinburgh

EH3 8AD

Dear Sirs

Borders College: Financial Statements for the Year Ended 31 July 2013

This representation letter is provided in connection with the audit of the financial statements of
Borders College for the year ended 31 July 2013 for the purpose of expressing an opinion as to
whether the financial statements give a true and fair view in accordance with the 2007 Statement
of Recommended Practice: Accounting for Further and Higher Education Institutions (the
SORP). I confirm that to the best of my knowledge and belief having made such inquiries as |
considered necessary for the purpose of appropriately informing myself:

Financial Statements

1 I have fulfilled my responsibilities, as set out in the Statement of Responsibilities for the
Statement of Accounts, for the preparation of the financial statements in accordance with
the Financial Memorandum agreed between the Scottish Funding Council and the College.
In particular the financial statements give a true and fair view of Border College's state of
affairs as at the 31 July 2013 and of its income and expenditure for the financial period.

1. I acknowledge my responsibility for the design and implementation of internal control to
prevent and detect error and fraud.

ii.  Significant assumptions used by me in making accounting estimates, including those
measured at fair value, are reasonable.

iv.  Related party relationships and transactions have been appropriately accounted for and
disclosed in accordance with the requirements of the SORP.

v. All events subsequent to the date of the financial statements and for which the SORP
requires adjustment or disclosure have been adjusted or disclosed.

vi.  The financial statements are free of material misstatements, including omissions.

| 13 March 2014

Information Provided

I have provided you with:

1 access to all information of which I am aware that is relevant to the preparation of the
financial statements such as records, documentation and other matters;

1. additional information that you have requested from me for the purpose of your audit; and

iii.  unrestricted access to persons within the entity from whom you determine it necessary to

obtain audit evidence.
I have disclosed to you the results of my assessment of the risk that the financial statements may
be materially misstated as a result of fraud.

All transactions have been recorded in the accounting records and are reflected in the financial
statements.

I have disclosed to you my knowledge of fraud or suspected fraud affecting the entity involving:

1 management;
1. employees who have significant roles in internal control; or
1. others where the fraud could have a material effect on the financial statements.

I have disclosed to you my knowledge of any allegations of fraud, or suspected fraud, affecting
the entity's financial statements communicated by employees, former employees, analysts,
regulators or others.

I have disclosed to you all known instances of non-compliance or suspected non-compliance
with laws and regulations whose effects should be considered when preparing financial
statements.

I have disclosed to you the identity of the entity's related parties and all the related party
relationships and transactions of which I am aware.

Yours faithfully

Pete Smith
Director of Finance and Resources
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