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A Brief History of Reclassification
1992 Education Act creates incorporated colleges from 1993 in England, Scotland  

and Wales (N Ireland 1989)
1998 All colleges classified as Non-Profit Institutions Serving Households
2010 ONS announces reclassification of colleges as Central Government 

bodies
2011 Education Act (England) modifies status of colleges
2012 ONS reclassifies English colleges back to NPISH status
2014 Scottish colleges are removed to Central Government sector

Education Act (Wales) modifies status of colleges
2015    ONS reclassifies Welsh colleges back to NPISH status 



Criteria for Reclassification

• Government consent required for borrowing
• Influence over governance arrangements
• Authority to merge or close colleges

A board of management shall not, without the prior consent, given in writing, of Scottish 
Ministers 
a) borrow money from any source, give any guarantee or indemnity or create 

any trust or security over or in respect of any of its property; or
b) effect any material change in the character of its college.

(Section 12, 1992 Education Act)



2013 Act
Sought to enhance regional and sector 
coherence, governance and accountability 
through:

• Legal underpinning of regionalisation 
• Ministerial appointment of Chairs
• Ministerial approval of Non-Executive 

Members (and provision for guidance)
• Provision for Code of Good Governance
• Increased powers to remove Boards
• Data sharing requirement

ONS 
Reclassification
Made colleges Arms-Length Bodies 
(analogous to NDPBs): 
• Compliance with Scottish Public 

Finance Manual for financial approval 
and reporting (notwithstanding 
derogations in revised Financial 
Memorandum)

• ALL college income and expenditure 
becomes part of Scottish Government 
accounting

• No retention or carry-over of surpluses 
• Budget cover required for all spending 

including from borrowing



Limits on Delegated Financial Authority
– External business and management consultancies 

£100,000 
– Special severance payments 

£1000
– Operating leases – non-property 

£250,000 
– Procurement non-competitive action 

£25,000 

“Prior SFC approval must always be obtained before incurring expenditure for 
any purpose that is or might be considered novel, contentious or repercussive or 

which has or could have significant future cost implications.”

(Financial Memorandum)



Audit & Reporting
• Range of requirements
• Timing of returns
• Review to ensure added value



Financial Impacts
• No reserves
• Need to avoid surplus / deficits
• No draw down ahead of need
• Resource cover
• Cash held



Commercial income
• Already required for provision
• Additional challenges under ONS
• Importance of timing



Capital
• Changes under ONS

– Reserves
– Depreciation

• Access to capital
• Capital maintenance
• Strategic planning



What are the Wider Impacts on 
Governance?
• How is the strategic role of boards being affected by 

diminished autonomy/increased focus on compliance?
• The role of Arms-Length Foundations – are colleges 

avoiding the exercise of ‘controlling influence’? What 
are the pros and cons of the ‘umbrella foundation’?

• Are there any issues around charitable status or have 
these been satisfactorily resolved?

• What are the long-term prospects for colleges as 
ALBs?

• Are there any upsides?



What should we be doing as a 
sector?

• The role of Colleges Scotland/College Development 
Network: What areas of financial management and 
governance would board members benefit from gaining 
further information about and what are the specific 
areas where guidance is needed?

• How can/should Colleges Scotland engage with college 
boards and others going forward?
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