director of finance’s report

Scope of Financial Statements
The Financial Statements reflect the results of the College for the year to 31 July 2003.
Results for the year
The College’s Income and Expenditure Account is summarised as follows:-

Total Operating Income
Total Operating Expenditure

Surplus for the year

2003
£’000

2002
£’000

12,446
12,260

13,131
13,017

186

114

The accounts show a continuing trend of operating surpluses. This position is achieved with
the continued support of the Scottish Higher Education Funding Council in funding the
College as a Small Specialist Institution.
On 1st August 2002, the
University and the Funding
which has been included in
income from these students

School of Planning and Housing transferred to Heriot-Watt
Council granted transitional funding for one year of £200,000
the accounts. The transfer has been a success but the loss of
mean that further economies must be made.

Fixed Assets
Purchases are in respect of the renewal and improvement of existing equipment and
buildings, and the increase in provision of computer equipment. The recent increased
investment in technology now places an increased strain on the Income and Expenditure
Account with the depreciation charge rising 75% over the last four years. In light of this
the College will be investigating the possibility of students providing their own laptop
computers in future.
Other Operating Expenses
Spend on non-pay budgets is monitored throughout the year with variances requiring
explanation, and action is taken where there is a likelihood of any overspend in the year.
The College makes best use of discounts available and consortium deals to ensure value for
money in its non-pay expenditure.
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director of finance’s report (cont)
Student Tuition Fees and Debt
The College continues to be concerned about the debt incurred by students in the course of
their studies which is exceptional in the case of Art and Design students because of their
need to purchase materials. The level of debt is increasing year on year but we experience
few instances of bad debt due to effective control procedures. We have, however, made a
non-specific provision against student debt this year.
Cash Flows
The cash flow of the College throughout the year is dependant upon the profile of the grant
allocation from the Funding Council and the receipt of student fees at the start of the
session and the second and third terms. The College’s cash flow this year has shown a
healthy positive increase of over £700,000 which includes the final installment of £300,000
from AMA on the sale of the Lady Lawson Street land.
The College has an overdraft facility with its principal bankers and makes use of this as
necessary to manage its financial affairs.
Investments
The College’s investments in respect of Endowments, Awards and Bequests, and Pension
Provision, are managed by Baillie Gifford Investment Managers Limited. These funds are
invested through a separate “Edinburgh College of Art Fund” within Baillie Gifford. This
fund is split in two, one for the investment of Endowments, Awards and Bequests which is
required to produce a yield sufficient to provide the funding for prizes and awards, and the
other is for Pension Provision, which is invested for capital growth. The performance of
these funds is closely and regularly monitored by the Finance Committee, ensuring both an
adequate return and capital appreciation against appropriate benchmarks.
Suppliers’ Payments
The College follows a policy of timely payment to suppliers, such that all invoices are settled
in the month following the invoice date. This helps the College maintain good relations with
its suppliers and complies with the CBI Prompt Payment Code with regard to payments to
creditors. The creditors’ balance at 31 July 2003 represented 10% of invoiced purchases
during the year.
Employment of People with Disabilities
The College has taken steps to ensure appropriate compliance with The Disability
Discrimination Act. Applications for employment by people with disabilities are always fully
considered, bearing in mind the aptitudes of the applicant concerned. In the event of
existing employees becoming disabled every effort is made to ensure that their employment
with the College continues and that appropriate training is arranged. It is the policy of the
College to promote equality of opportunity for disabled staff and students in respect of
recruitment, induction training and educational/career development.
Employee Involvement
The College places considerable value on the involvement of its employees and on good
communication with them. There is a staff forum held at the start of each term chaired by
the Principal. Staff are encouraged to participate in formal and informal consultations at the
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College, sometimes through the medium of formal committees. The College has formal
mechanisms for staff review and development and has implemented a system of needs
assessment for the provision of training for all categories and levels of staff.
Auditors
These accounts are audited by Ernst & Young LLP who were appointed by the Board of
Governors in June 2001 after a tendering process, and on the recommendation of the Audit
Committee.
Conclusion
The College has improved its financial and cash flow position during the year showing an
operating surplus for the second consecutive year.
This has been achieved whilst
continuing to invest in the development of the provision of teaching, research and support
systems. There has been considerable effort shown by Governors and staff to achieve this
result and we expect this trend to continue in the coming year.
Finally, I wish to record my thanks to my colleagues for their support throughout the year
and to the Governors for their advice.

Kenneth J Mill
Director of Finance
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corporate governance
Statement of Governance Procedures applied by the Board of Governors
The following statement is given to assist readers of the Financial Statements to obtain an
understanding of the Governance procedures applied by the College’s Governing Body
(hereinafter refereed to as “the Board”). The College is committed to exhibiting best
practice in all aspects of Corporate Governance. The College has charitable status and does
not fall within the regulations of the London Stock Exchange, however, the College has
applied where relevant the principles of Section 1 of the Combined Code of Corporate
Governance. This statement summarises the significant principles applied during the year
ended 31 July 2003.
The Board has also adopted the core recommendations of the Nolan Committee with regard
to Standards in Public Life and these standards of conduct have been included within the
Governors’ Handbook.
Summary of the College’s Structure of Corporate Governance
The College’s Board comprises lay and academic persons appointed under the College’s
Order of Council (1995), the majority of whom are non-executive. The Board is responsible
for the College’s strategic direction, reputation, financial well-being, the well-being of the
staff and students and for establishing and maintaining high standards of academic conduct
and probity.
The role of Chairman of the Board is separated from the role of the College’s Chief
Executive and designated officer, the Principal.
The matters specially reserved to the Board for decision are set out in the Statutes of the
College, by custom and under the Financial Memorandum with the Scottish Higher
Education Funding Council (SHEFC). The Board holds to itself the responsibilities for the ongoing strategic direction of the College, approval of major developments and the receipt of
regular reports from executive officers on the day-to-day operation of its activities.
The College’s Board 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.
From December 2002, when the Board adopted a risk management strategy for the College,
significant risks have been kept under regular review through the Annual Needs Assessment
Report prepared by Internal Audit and approved by the Board. Through this process, the
Board aims to embed a culture of risk management throughout the institution, to encourage
staff to take ownership of risks and to control the risk management programme through
monitoring techniques in accordance with the internal control guidance for directors on the
Combined Code as amended by the British Universities’ Finance Directors’ Group.
The Board has considered its current practices and has compared them with those
advocated by the Scottish Higher Education Funding Council in its Guide for Members of
Governing Bodies of Scottish Higher Education Institutions and Good Practice Benchmarks.
The Board has embraced this Guide and has adapted its practices to meet the benchmarks
of good governing practice as far as its Statutes so permit.
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corporate governance (cont)

The Board discharges its responsibilities as follows:
•

The Board meets five times a year, one meeting being for the specific purpose of
approving the College’s Strategic Plan. The Board considers strategic plans, annual
budgets, monitors staffing, student, estates and finance issues, sets and approves
performance measures and ensures that there is a clear definition of delegated powers
and lines of accountability.

•

The Board has the following Committees: Policy & Resources, Finance, Audit, Health
and Safety and Chairman’s (which acts also as the Remuneration and Nomination
Committees). All of these Committees have been formally constituted with terms of
reference and comprise mainly lay Governors. In addition to the Board and Chairman’s
Committee, the Chairman also chairs the Policy & Resources, Remuneration and
Nominations Committees.

•

The Audit Committee is responsible for meeting four times annually with the external
and internal auditors to discuss audit findings and to consider detailed audit reports and
recommendations for the improvement of the College’s systems of internal control,
together with management’s responses and implementation plans.
The Audit
Committee also receives and considers reports from SHEFC as they affect the College’s
activities and monitors adherence with regulatory requirements. The Committee reviews
the College’s annual financial statements together with the accounting policies. Whilst
senior management attend meetings of the Audit Committee, as necessary, they are not
members of the Committee and the Committee does meet with the external and internal
auditors on their own for independent discussions.

•

The Policy and Resources Committee reviews and approves College policies and
procedures, monitors staffing and receives reports from the Colleges’ Finance and Health
and Safety Sub-Committees.

•

The Finance Sub-Committee inter-alia recommends to the Board the College’s Financial
Plans and Annual Budgets and monitors performance in relation to the approved
budgets. The Awards & Bequest Sub-Committee reports to the Finance Committee.

•

The College Secretary is Secretary to the Board of Governors.
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responsibilities of the board of governors

Requirement to Present Audited Financial Statements
In accordance with the College’s Charter of Incorporation, the Board of Governors 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 year.
The Board 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 Edinburgh College of Art
(Scotland) Order of Council 1995, 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
Higher Education Funding Council and the Board, the Board, through its designated office
holder, is required to prepare financial statements for each financial year which give a true
and fair view of the state of affairs of the College and of the surplus or deficit and cash
flows for that year.
Preparation of the Financial Statements
In causing the financial statements to be prepared, the Board has ensured that:
•

suitable accounting policies are selected and applied consistently;

•

judgements and estimates are made that are reasonable and prudent;

•

applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements;

•

financial statements are prepared on the ‘going concern’ basis unless it is inappropriate
to presume that the College will continue in operation. The Board 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.

The Board has taken reasonable steps to:
•

ensure that funds from the Scottish Higher Education 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 from other sources;

•

safeguard the assets of the College and hence take reasonable steps to prevent and
detect fraud;

•

ensure economical, efficient and effective management of the College’s resources and
expenditure
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responsibilities of the board of governors (cont)

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

clear definitions of the responsibilities of, and the authority delegated to, heads of
academic and administrative departments;

•

a comprehensive medium and short-term planning process, supplemented by detailed
annual income, expenditure, capital and cashflow budgets;

•

regular reviews of academic performance and monthly reviews of financial results
involving variance reporting and updates of forecast out-turns;

•

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;

•

comprehensive Financial Regulations, detailing financial controls and procedures,
approved by the Audit Committee and the Board;

•

a professional internal audit provision whose annual programme is approved by the
Audit Committee.

Any system of internal financial control can, however, only provide reasonable, but not
absolute assurance against material misstatement or loss.
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auditors’ report
We have audited the Financial Statements for the year ended 31 July 2003 which comprise
the Income and Expenditure Account, Statement of Total Recognised Gains and Losses,
Balance Sheet, Cash Flow Statement, and the related notes 1 to 25. These Financial
Statements have been prepared on the basis of the accounting policies set out in the
Statement of Principal Accounting Policies.
This report is made solely to the Board of Governors of Edinburgh College of Art, as a body,
in accordance with its Charter. Our audit work has been undertaken so that we might state
to the Board of Governors those matters we are required to state to them in an auditors’
report and for no other purpose. To the fullest extent permitted by law, we do not accept
or assume responsibility to anyone other than the College and the Board of Governors as a
body, for our audit work, for this report, or for the opinions we have formed.
Respective Responsibilities of the Board of Governors and Auditors
As described in the Statement of Responsibilities of the Board of Governors, the Board is
responsible for the preparation of the financial statements in accordance with the College’s
Charter, the Statement of Recommended Practice: Accounting for Further and Higher
Education Institutions and other applicable United Kingdom law and accounting standards.
Our responsibility is to audit the Financial Statements in accordance with relevant legal and
regulatory requirements and United Kingdom Auditing Standards.
We report to you our opinion as to whether the Financial Statements give a true and fair
view and are properly prepared in accordance the Statement of Recommended Practice:
Accounting for Further and Higher Education Institutions. We also report to you whether
income from funding bodies, grants and income for specific purposes and from other
restricted funds administered by the College have been applied for the purposes for which
they were received and whether income has been applied in accordance with the Statutes
and, where appropriate, with the Financial Memorandum with the Scottish Higher Education
Funding Council.
We also report to you if, in our opinion, the Report by the Director of Finance is not
consistent with the financial statements, if 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 read the other information contained in the Report by the Director of Finance and the
Corporate Governance Statement and consider the implications for our report if we become
aware of any apparent misstatements within them.
Basis of Audit Opinion
We conducted our audit in accordance with United Kingdom Auditing Standards issued by
the Auditing Practices Board and the Code of Audit Practice issued by the Scottish Higher
Education Funding Council. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements. It also includes an
assessment of the significant estimates and judgements made by the Board 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.
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auditors’ report (cont)

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 other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the Financial
Statements.

Opinion
In our opinion:
(i)

the Financial Statements give a true and fair view of the state of affairs of the
College as at 31 July 2003, and of the surplus of the College for the year then
ended and have been properly prepared in accordance with the Statement of
Recommended Practice: Accounting for Further and Higher Education Institutions;

(ii)

income from the Scottish Higher Education Funding Council, grants and income for
specific purposes and from other restricted funds administered by the College have
been applied for the purposes for which they were received; and

(iii)

income has been applied in accordance with the Further and Higher Education
(Scotland) Act 1992 governing the College and , where appropriate, with the
Financial Memorandum dated 1 August 1996 (incorporating 1998 revisions) with the
Scottish Higher Education Funding Council.

Ernst & Young LLP
Registered Auditor
10 George Street
Edinburgh, EH2 2DZ
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statement of principal accounting policies
Basis of Accounting
The financial statements are prepared under the historical cost convention in accordance
with the Statement of Recommended Practice: Accounting for Further and Higher Education
and other applicable accounting standards, except that investments and assets held for
resale subject to a legal contract for sale are stated at market valuation in excess of cost
and revenue expenditure is accounted for on a commitment basis.
Recognition of Income
Income from specific endowments and donations, research grants, research contracts and
other services rendered is included to the extent of the expenditure incurred during the year,
together with any related contributions towards overhead costs. All income from short term
deposits and General Endowment Asset Investments is credited to the Income and
Expenditure Account on a receivable basis.
Taxation Status
The College has been granted charitable status by HM Inland Revenue (Reference No
SC0009201), and accordingly the College is potentially exempt from taxation in respect of
income or capital gains tax received within the categories covered by Section 505 of the
Taxes Act 1988 or Section 256 of the Taxation of Chargeable Gains Act 1992 to the extent
that such income or gains are applied to exclusively charitable purposes. The College
receives no similar exemption in respect of Value Added Tax.
Foreign Currencies
Transactions denominated in foreign currencies are recorded at the rate of exchange ruling
at the date of transactions. Monetary assets and liabilities denominated in foreign
currencies are translated into sterling at year end rates. The resulting exchange differences
are dealt with in the determination of income and expenditure for the financial year.
Land and Buildings
Freehold land and buildings are stated at cost. Freehold land is not depreciated as it is
considered to have an indefinite useful life. Freehold buildings have been depreciated with
effect from 1 August 1993 in order to write-off the cost over their expected useful lives on
a straight-line basis. Leasehold Buildings are stated at cost and depreciated in order to
write-off the cost over the period of the lease. Details of depreciation rates are given in the
accounting policy for depreciation.
Land and buildings acquired with the aid of specific grants from the Scottish Office
Education Department (SOED) and the Scottish Higher Education Funding Council (SHEFC)
are capitalised and depreciated as above. The related grants are treated as deferred capital
grants and released to income over the expected useful life of the buildings on a straightline basis.
The portfolio of land and buildings is appraised regularly as part of the College estate
strategy. Where assets with no future long-term operational use are identified, disposal is
considered. Where the College resolves to dispose of an asset it is stated at the lower of
its written down value or net realisable value and transferred to current assets.
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statement of principal accounting policies (cont)
Maintenance of Premises
The College has a rolling maintenance plan which is reviewed on an annual basis. The cost
of routine corrective maintenance, refurbishment, and any building work not of a capital
nature is charged to the income and expenditure account as incurred.
Equipment
Equipment costing less than £1,000 per individual item or group of related items and
computers and software, costing less than £500, is written off in the year of acquisition. All
other equipment is capitalised, stated at cost and depreciated over its expected useful life.
Details of depreciation rates are given in the accounting policy for depreciation.
Equipment acquired with the aid of specific grants from the SOED and the SHEFC is
capitalised and depreciated as above. The related grants are treated as deferred equipment
grants and released to income over the expected useful life of the equipment.
Depreciation
Depreciation is provided on all tangible fixed assets excluding land, which is not depreciated,
on a straight line basis in order to write-off assets over their expected useful lives. Expected
useful lives for each asset category are as follows:
Freehold Buildings
Leasehold Buildings
Plant & Machinery
Fixtures, Fittings & Furniture
Teaching & Research Equipment
Computer Equipment

100 years
Lease Period
10 years
7 years
5 years
3 years

Operating Leases
Operating lease rental costs are charged to expenditure in equal annual amounts over the
periods of the leases.
Fixed Asset Investments
Listed Investments are stated at market value. Unrealised gains or losses representing the
difference between investment book cost and market value are taken to the revaluation
reserve. Realised gains or losses on the sale of investments are reflected in the income and
expenditure account in the year of disposal.
Endowment Asset Investments
Endowment Asset Investments are stated at market value. Unrealised gains or losses
representing the difference between investment book cost and market value are taken to the
endowment reserve. Realised gains or losses on the sale of investments are reflected in the
income and expenditure account in the year of disposal.
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statement of principal accounting policies (cont)
Stock and Work in Progress
Stock held for resale has been valued at the lower of cost or net realisable value. Work in
progress represents amounts recoverable on contracts. It is valued at the lower of
production cost or net realisable value. Production costs include an appropriate portion of
overheads.
Assets Held for Resale
Assets held for resale subject to a legal contract for sale are stated at market valuation in
excess of cost. Where no legal contract for sale exists at the balance sheet date, the
respective assets held for resale are stated at the lower of written down book value or net
realisable value.
Consolidation of Students Representative Council
As the College’s Board of Governors has no controlling influence over the operation of the
SRC, the results of the Students Representative Council (SRC) are no longer consolidated
within the College financial statements. This is in keeping with other institutions within the
higher education sector.
Pension and Other Retirement Benefit Schemes
The College charges the expected cost, based on actuarial advice, of providing pensions
under defined benefit schemes and other retirement benefit schemes against income over
the service lives of the employees in the schemes. Variations from regular cost are similarly
spread over the expected remaining service lives. The difference between the amounts
included in the income and expenditure account and payments made are accounted for in
the Balance Sheet. Details of the pension schemes are disclosed in note 6c.
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 the 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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statement of principal accounting policies (cont)
Review of Accounting Policies
The Finance Sub-Committee reviewed the College’s Principal Accounting Policies at its
meeting on 3 November 2003 and agreed that they were appropriate to the financial
management of the College.
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