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Glossary

Audit Code - The guidance confained in this Code
embodies the Department's requirements in relation
fo funding and specifically the audit function. It
also provides a framework within which further
education colleges and Governing Bodies should
operate.

Funding Formula - the main source of income

for the colleges is the recurrent grant funding.

The Department allocates this funding through a
funding formula known as Student Powered Unit
of Resource [SPURS) which determines the share
of the recurrent further education budget fo be
received by each college. The Funding Formula
is based on student recruitment, attendance and
outcome, i.e. successful completion of course and
qualification.

College Principal - The Principal is responsible for
ensuring the college maintains, fo the satisfaction
of the Department, an appropriate system of
financial management, which should take account
of any advice issued by the Department. He/she
should ensure that there are adequate procedures,
controls and structures within the college which
conform fo the requirements of propriety and

of economical, efficient and effective financial
management.

Statement on Internal Control (SIC) - From
2001-02, Government departments were
required fo prepare Statements on Internal
Control to cover all controls, including financial,
operational, compliance and the management of
risk. Previously these statements only referred to
financial controls.

Financial Recovery Plans — Colleges whose
financial performance deteriorates are required to
provide the Department with a financial recovery
plan setting out their planned response. The

Department issued “Guidance on Colleges in
Recovery” fo all colleges in April 2003 which
addressed the issues of benchmarks to be used in
assessing the need for a recovery plan, the content
of the plan, and suitable timetables.

Efficiency Reviews - \Where a college’s recovery
plan is not safisfactory the Department has powers
fo carry out its own efficiency review “designed to
improve the economy, efficiency and effectiveness
of the management or operation of an institution of
further education”.

FE Estates Strategy - In April 2004, the
Department issued the FE Estate Strategy Circular!
to FE Colleges. The purpose of the circular is

fo provide guidance to the Further Education

sector on the development of Esfate Strategies,

the value and use of their accommodation,

life cycle mainfenance, and regular review of
accommodation needs to reflect changing business
objectives and demands.

Operating Surplus/ (Deficit) — Operating
surpluses/(deficits) represent the financial results for
the year after taking info account all costs including
depreciation based on the revalued amount of the
fixed assets.

Historic Surplus/(Deficit) - The historic surpluses/
(deficits) represent the financial results for the year
after taking into account all costs excluding the
difference between the depreciation calculated on
the historic cost of the assets and the actual charge
for the period calculated on the revalued amount
of the fixed assets.

1 FE Estate Strategy, Department for Employment and Llearing, 5 April 2004, Circular Number FE 03,/04
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Executive Summary

1. Further Education Colleges (FECs) have

an important role in providing education
and fraining programmes in Northern
Ireland. They attract a diverse community

of learners on a voluntary basis, with
different educational backgrounds, abilities,
aspirations and needs. In the 2006-07 vear,
the FECs had income totalling £231 million.

2. We last reported on the Further Education
sector in 1999, affer its reorganisation in
19982, At that time, NIAO recognised
the sector’s vulnerability to financial health
problems and we recommended ways to
improve financial management and confrol.
Appendix 3 to this report summarises our
recommendations in the 1999 report.

3. The colleges subsequently had mixed
financial fortunes with some of them af times
experiencing serious financial problems
in the period we are now reporting on: 1
April 1998 1o 31 July 2007. We review
the Department for Employment and
learing’s oversight of the sector and ifs key
interventions in colleges.

4. lssues raised with some of the former
colleges included, for example, budgetary
confrols and the quality of financial reporting
fo senior management. These are basic
elements of management, and ones which
we had highlighted in our 1999 report.

5. On 1 August 2007 the Further Education
sector was restructured and the 16 existing
colleges were merged fo form six larger
area-based colleges (see Figure 1 on page

3). In view of the importance of the secfor
to Northern Ireland, the amount of money it
spends each year, and new arrangements
for the Northern Ireland Audit Office (NIAO)
to audit the colleges, this report reviews the
governance arrangements and financial
stewardship of the 16 former colleges. It
also draws out lessons to be learmned by the
new colleges going forward.

The lifetime of the former colleges, between
1998 and 2007, was a period when there
were significant and sustained developments
in governance arrangements in public
bodies in Northern Ireland. This largely
mirrored developments in large private
sector bodies. By and large, the Further
Education sector reflected these. Occasional
significant lapses illustrate that it is not
sufficient to have governance structures in
place: they need to operate intelligently and
effectively.

This report also flags up likely future
challenges for the sector. We highlight that
it has seen fens of millions of pounds of
new investment and associafed financial
obligations under the Private Finance
Initiative. In common with the rest of

the public sector, it has also seen new
arrangements o account for pension
liabilities which make them more fransparent
than was previously the case. Colleges

will operate new funding arrangements to
meet these financial challenges, and we
emphasise the need to have strong financial
management and accountability fo ensure
they proceed on a sound financial footing.

N

Corporate Governance and Financial Management in Colleges of Further Education (NIA 5)
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Figure 1 - Location of the 16 existing Further Education Colleges and groupings for the six Area Based
Colleges

*Indicates more than one campus in this town

Southern Regional College @ South Eastern Regional College
Armagh College of Further & Higher Education East Down Institute of Further & Higher Education
Newry & Kilkeel Institute of Further & Higher Education  Lisburn Institute of Further & Higher Education
Upper Bann Institute of Further & Higher Education North Down & Ards Institute of Further & Higher
Education
@ Belfast Metropolitan College © South West College
Belfast Institute of Further & Higher Education (BIFHE) East Tyrone College of Further & Higher Education
Castlereagh College of Further & Higher Education Fermanagh College,
Omagh College of Further Education
Northern Regional College @ North West Regional College
Causeway Institute of Further & Higher Education Limavady College of Further & Higher Education
East Anfrim Institute of Further & Higher Education North West Institute of Further & Higher Education

North East Institute of Further & Higher Education
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Part One:

Introduction

1.1 The 16 Further Education Colleges (FECs)
in Northern Ireland provide a wide range
of education and fraining programmes.

In 2006-07 just over 151,000° students
were enrolled on vocational courses at
these colleges of which 79 per cent were
part time.

1.2 Unlike the school and university secfors
whose student numbers are relatively
consfant, the majority of enrolments,
approximately 7O per cent, in the further
education sector are for one year or less.
The colleges must identify and provide
courses and services at different levels,
in different modes, and in a variety of
locations. The colleges aftract a highly
diverse community of learners on a
voluntary basis, with different educational
backgrounds, abilities, aspirations and
needs. Colleges both compete and
collaborate with other providers in their
areas such as schools, higher education
institutions, private providers, community
groups, inhouse company training, and
other colleges.

1.3 Each college is managed by a Governing
Body which assumed ownership and
confrol of all the assets and liabilities af the
date of transfer. The Governing Bodly is
responsible for ensuring the college has a
sound system of internal control, including
safeguards against theft and fraud.

1.4 On 1 August 2007 the FE sector was
restructured and the existing 16 colleges
were merged to form six larger area-
based colleges (see Figure 1 on page
2). The Department’s rationale for this
was fo enable the provision of leading

edge facilities which can better meet
skills training required by the rapidly
changing economy. This report focuses on
the financial management of the further
education sector up to 31 July 2007,
prior to the mergers.

Progress since previous NIAO Report
on Corporate Governance and Financial
Management in Colleges of Further
Education

1.5

Following publication of the NIAO report
Corporate Governance and Financial
Management in Colleges of Further
Education, the Department wrofe to

all colleges in February 2000 asking
them to review their position in relation

fo the recommendations made in the
report. Appendix 3 ouflines the key
recommendations made in the report and
the main areas that colleges had not fully

addressed.

Audit and Accounting Arrangements

1.6

1.7

Colleges are required to prepare a
statement of accounts for each financial
year ending 31 July.

In accordance with Article 19 (2) of

the Further Education (Northern Ireland)
Order 1997, the accounts are audited in
the manner directed by the Department,
with the approval of the Department of
Finance and Personnel (DFP). Since the
incorporation of the sector, the Department
has directed the Governing Bodies to
appoint their own external auditors.

3 Source: DEL Terfiary Education and Analytical Services Branch - full year enrolment data for the further education colleges
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Similar arrangements apply in England
and Wales but in Scotland the Auditor
Ceneral has been responsible for securing
the audit of all FECs since 1 April 2000.
Each college has appointed externall

and internal auditors from commerciol
accountancy firms.

The Compitroller and Auditor General
(C&AG) therefore did not audit the
accounts of the 16 further education
colleges but as auditor of the Department,
had right of access to the books, accounts
and records of college governing bodies.

The Further Education (Northern Ireland)
Order 1997 required the governing body
of an institution of further education to
prepare accounts and have them audited
in such a manner as the Department

may, with the approval of DFP, direct.

For financial years prior to 2007-08

the Code of Guidance on Audit for the
Governing Bodies of Further Education
Colleges issued by the Department
required governing bodies to appoint
their own external auditors. Following
reorganisation of the colleges, the
Department proposed that the C&AG
should be appointed external auditor with
effect from the 2007-08 accounts. DFP
obtained the Assembly’s approval and
made the necessary Order in December

2008.

The Governing Body of each College is

required to appoint an Audit Committee to
take responsibility for the appointment and
terms of reference for the infernal auditors.

Income

.11 During 2006-07 the 16 colleges

recorded a total income of £231 million.
The source of this income was:

Core funding
from Department
grants
€171m, 74%

_

Other income
£14m, 6%
Tuition

fees \

£16m, 7%

Training ——
confracts
£30m, 13%

Core funding from Department grants
Training contracts
Tuition fees

Other income

Core funding from Department grants - Allocated using
the funding formula.

Training contracts - Funded by Department for training
and courses other than those defined as ‘further
education’, for example Jobskills and New Deal.

Tuition fees - These are collected from students or, in the
case of students entitled to financial assistance, from the
Student Loans Company.

Other income - includes EU funds and investment
income.
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Part One:

Introduction

Role of the Department for Employment and
Learning

1.12  The relationship between the Department
and the colleges was governed by a
Financial Memorandum. This is the official
financial guide for the Governing Bodies
and managers of Further Education
Colleges. It complements, but does not
override, relevant education legislation for
Institutions of Further Education. It provides
guidance for colleges on managing
their finances and sets out the ferms and
conditions for the payment of grants by
the Department fo the Governing Bodies.

1.13  The Department issued a Code of
Guidance on Audit for Governing Bodies
of Further Education Colleges, known as
the Audit Code, for the use of infernal and
external auditors, senior managers in the
college, and members of the Governing
Bodies, particularly those appointed to
the Audit Committee. The Department is
also responsible for reviewing the systems
and controls fo ensure that high stfandards
of financial management are in place,

public finances safeguarded and value for

money achieved.

Role of the College Principal

1.14  Under the colleges’ Arficles of
Government the college principal
is the chief executive of a college.
The chief executive of each Further
Education College is appointed as the
accounting officer of their college by
the Departmental Accounting Officer
and is responsible to the Departmental

Accounting Officer and the Northern
Ireland Assembly for the proper
stewardship of expenditure.

Against this background this report
examines:

e financial stewardship since
incorporation (Part 2);

¢ financial health of the sector since
incorporation (Part 3);

® departmental monitoring and oversight
systems (Part 4); and

e recent developments in the sector
(Part 5).
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Part Two:

Financial Stewardship in the FE Sector

Completion of Accounts and Audits

2.1

2.2

The Department relies on the governance
confrols operated by each of the colleges
and reviews the associated outputs, that
is, the Audit Committee’s annual report,
Internal Audit reports and annual report
and external auditors management letters.
These are reviewed to identify any major
issues such as weak governance, non
compliance with guidance, and failure to
operate procedures.

The Financial Memorandum and Audit
Code state that the Governing Body of
each college is required to submit to the
Department a copy of its audited accounts
for the financial year ended 31 July as
soon as possible after the financial year
end and no later than 30 November.

Timeliness of Accounts

2.3

2.4

The accounts of North East Institute for the
three financial years, 2000-01, 2001-
02 and 2002-03 were not signed until
November 2003. The financial difficulties
of North East are examined in the Case
Study in Appendix 2.

The Department recognised that it

should have been more proactive in
enforcing the requirements of the Financial
Memorandum to submit accounts against
a specified timefable and wrote fo all
Colleges in February 2004 reminding
them of the timetable for submission of
draft and audited accounts.

2.5

2.6

The accounts of Fermanagh College for
both the 2004-05 and 2005-06 financial
years were only signed in February 2007
and the audits completed in May 2007
The Department has advised that the
delay in the accounts being signed was
due to the finalisation of the College's
agreement of how fo repay £1.1 million
of Work Based Lleaming funding fo the
Department.

All of the sixteen college accounfs
for 2006-07 were received by the
Department by the 30 November

deadline.

Auditors’ Opinions on the Accounts

2.7

Since the incorporation of the colleges
in 1998 none of the colleges” accounts
have been qualified.

External Audit

2.8

The external auditors report to and agree
their audit findings with the colleges, and
the management letters are copied to the
Department. A summary of the main issues
arising in the sector is prepared by the
Department and issued as a circular to the
Directors, Principals, and Finance Officers
of each college. A copy is also issued

fo the Chairs of each college’s Audit
Committee.
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Common issues raised by external
auditors over the last few years included:

® absence of strong financial
management and budgetary controls;

® inaccurate financial reporfing fo
senior management which confributed
fo a significant deficit at one college
not being identified until after the
end of the financial year, and fo two
College deficits not receiving the
required approval;

e failure to comply with procurement
guidance;

* failure to complete key reconciliations
[e.g. bank, accounts receivable and
supplier statements);

® poor linkages between business
planning and financial planning;

e failure fo fill finance vacancies despite
the Department having provided the
funding;

* oufstanding debtors not being
regularly reviewed and pursued;

® appropriate numbers of tenders not
being obtained and non compliance
with purchasing thresholds defailed in
the Financial Memorandum:

® |ack of robust business continuity,/
disaster recovery plans; and

® poor controls over fixed assefs and
the associated register.

Governance and Internal Control

Internal Control and Management of Risk

2.10

As the Department developed its own
corporate governance arrangements, it
required the Accounting Officers of the
colleges to submit an annual stewardship
statement to support the Department’s
Statement on Internal Control (SIC). The
aim of these statements is fo provide the
Department’s Accounting Officer with
assurance in respect of compliance,
governance and risk management
within each college and defails of any
exceptions.

The sector as a whole was slow to embed
risk management fully and the NIAO
recommended that the Department should
closely monitor full implementation. The
Department accepted the recommendation
and by 2003-04 all colleges but one,
North East, had confirmed full compliance
with DFP guidance in their 2003-04
accounts. The North East did have the
appropriate risk management structures in
place but had not accurately reflected this
in ifs accounts.

Specific opinions on Corporate Governance
arrangements

2.12

The Department recognised that Internal
Auditors were not addressing the
effectiveness of corporate governance
arrangements. In 2002-03 colleges were
reminded of the requirement to include
self-assessment of governance as part of
the internal audit programme. There were
seven assurances provided in 2002-
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Part Two:

Financial Stewardship in the FE Sector

O3 but this decreased to only three in
2006-07. The Department told NIAO
that colleges normally have an infernal
audit plan based on their audit needs
assessments which operate over a three
year period. The review of governance
arrangements is included within this
planning cycle and is not normally
required fo be carried out annually.

Audit Committees

2.13

It is a responsibility of the Audit Committee
of each College to provide additional
assurance regarding the quality and
reliability of financial information of the
Body as well as financial statements
issued by the college.

Deadlines for Annual Reports

2.14

Each Audit Committee was required to
meet at least biannually and to submit

to the Department an annual report on

its activities. Only 10 of the 16 colleges
submitted their 2004-05 Audit Committee
Annual Reports by mid March 2005,
with two of the colleges submitting their
reports in November 2006 (Causeway)
and January 2007, (Lisburn), over eight
months after the Departmental deadline.
This improved by 2006-07, with 15 of
the 16 colleges submitting their reports by
mid March 2008 and one, (Castlereagh)
preparing a “statement of affairs” rather
than a report. The statement of affairs
was submitted on 31 March 2008.
Following a NIAO recommendation,

the new arrangements have now been
incorporated in the revised Audit Code.

Audit Committee Membership

2.15

2.16

Best practice? is that the Audit Committee
membership should have an appropriate
skill mix to allow them to be effective in
their function and they should hold regular
meetings, at least four times per year.

The new merged colleges are of a much
more significant scale in comparison fo
the 16 former colleges. The new colleges
should fully comply from the outset with
both the revised Audit Code and best
practice guidance issued fo the colleges,
advising of the requirement fo provide

a full and complete opinion to comply
with the Audit Committee Handbook.

The Department told NIAO that the key
principles set out in Treasury, DFP and
NIAO guidance on the role, membership,
scope, operation and performance of
Audit Committees, has been incorporated
within the updated Audit Code. This
includes the provision of a model ferms
of reference, model engagement letter
for auditors and a requirement that

each committee should provide an
annual report on its work and how it has
discharged ifs responsibilities. In addition,
a Departmental representative will attend
Audit Committee meetings to observe
proceedings.

Internal Audit Annual Assurance

2.17

The internal auditors issue reports to

the colleges on each system audited
and, af the end of each financial year,
provide an annual report to the colleges’
Audit Committees summarising the work

4 Treasury Audit Committee Handbook [October 2003) and Audit Committee Handbook (March 2007)



Review of Financial Management in the Further Education Sector in Northern Ireland from 1998 to 2007 13

Figure 2: Internal Auditors Annual Assurances

Assurance For year ended 31 July:
2007 2006 2005 2004 2003 2002

Full 0 0 0 0 0 0
Substantial /High 12 11 6 5 5 4
Reasonable/Adequate/Partial 3 3 7 8 Q 6
Limited /Reduced 12 12 22 22 22 5
No assurance 0 0 0 0 0 1°
Total 16 151 153 154 16 16

Causeway Institute did not secure an infernal audit service in 2005-06.

1
2 2006 & 2007 — Fermanagh, 2005 - Fermanagh and Upper Bann, 2003 & 2004 — North East and Castlereagh.
3 The Internal Audifors report for North East did not provide an annual assurance, it was more of a progress report.
4 The Infernal Auditors annual report for Armagh was not available for NIAO review.
5 The internal auditor for Castlereagh did not provide any assurance as they felt that the one audit performed was not
representative of the entire work of the college and due to going concermn issues.
performed and providing an assurance It was noted that the issues arising from
on the systems of inferal control. All the 2001-02 reports were only sent
infernal audit reports are copied to the out fo the FECs in February 2004, in a
Department. combined report with the 2002-03 issues.
Follow up procedures for adverse opinions 2.20  In August 2004 NIAO recommended
that the Department takes action if
2.18  Of the 16 colleges, the Internal Auditors a college has received a ‘limited’
offered varying opinions on the systems assurance or less from their Infernal
of infernal control. Figure 2 summarises Auditors. The Department accepted
the assurances provided. The number of this recommendation and confirmed
colleges receiving a substantial assurance in October 2004 that it had already
increased from four in 2001-02 to 12 in infroduced a follow-up system. However,
2006-07. due to staff shortages and the need
fo prioritise work the Department did
2.19  After reviewing the Internal Audit reports, not implement the agreed follow up
the Department issues the colleges with procedures. Although the 2004-05
a ‘Main Issues’ report, summarising the Infernal Audit reports were received by
key findings so that lessons leamnt can be the Department in January 2006 these
applied to all Further Education Colleges. reporfs were only starting to be assessed

in February 2007
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Part Two:

Financial Stewardship in the FE Sector

2.21

On receipt of the Causeway Institute’s
2005-06 accounts in November 2006,
the Department discovered that the
college did not have in place an infternal
audit service for 2005-06 or 2006-07.

In addition, the College Audit Committee
had met only once in 2005-06, whereas
the Audit Code requires it to meet at least
twice. As a result of a prolonged absence
of a key member of Departmental
moniforing staff and a backlog of work
which had accumulated, it was April
2007 before the Department contacted
the college requesting explanations for the
omission of these corporafe governance
arrangements.

Internal Audit Risk Assessments

2.22

Following a review of the 2003-04 and
2004-05 internal audit programmes and
reports, NIAO identified that one internal
auditor provided the same approach

at seven colleges. The Department was
unaware of this until we brought it o

its attenfion. Whilst it is acknowledged
that there are many common systems

of internal confrol across each of the
colleges, it is likely that each of these
systems will have its own inherent
strengths and weaknesses. Therefore,

it was surprising that risk assessments
performed af these seven colleges could
arrive at the same conclusions on risk and
result in a very similar, or in some cases
identical, audit programme.

2.23

The Department should be issuing
guidance fo the college Accounting
Officers, Directors and Audit Committee
members on the need for a full and
proper risk assessment when determining
the internal audit needs. It is also
recommended that in 2007-08, the

first year of the new area based
colleges, Internal Audit should review
the corporate governance arrangements
of the new entfities and that this should
be followed up each year thereafter.
Further, the Department should consider
having its own infernal auditors review
the effectiveness of the audit approaches
adopted by the new colleges’ infernal
auditors periodically and, in particular,
in their first year.

The Department told NIAO that the
updated Audit Code issued to the new
colleges contains detfailed advice on

the formulation of infernal audit plans
including the requirement that they are
riskbased. It also requires the internal
audit process to be carried out in line
with the Government Internal Audit
Standards which require risk-based
planning. The Department also noted
that Government Infernal Audit Standards
recommend that the internal audit service
should be subject to external quality
review. The Department has arranged for
its own Infernal Audit Service fo carry out
this review in the current year.
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Part Three:

Financial Health of the Further Education Sector

Financial Objectives of the Colleges Financial Results since Incorporation

3.1 In broad terms, Colleges are required 3.2 Atthe date of incorporation (1 April
fo break even each year in order to 1998) six colleges had inherited deficits.
maintain their financial solvency. Although Special arrangements were made for
colleges may incur financial deficifs in these colleges, with the Department
pursuit of longerterm objectives, they are providing advances fo cover the inherited
required to clear any accumulated deficit deficits. At 31 July 2007 three of these
by the end of the third financial year after colleges had repaid the advances in full.
the year in which the deficit began fo The three remaining colleges, now part of
accumulate. three separate area-based colleges, will

continue fo repay loan advances to the
Department; one is on target to repay its

loan by 31 March 2009 with the other
two colleges expect to repay by February

Figure 3: FE Sector Financial Performance since Incorporation
20
15
mef= Nt Historic Surplus/(Deficit)
10
5
£
L
1998-1999 19992000 2000-2001 2001-2002 2002-2003 2003-2004 2004-2005 2005-2006§2006-2007
-5
-10
Year
Source: NIAO (taken from the Department’s College Circulars)
Note: The first accounts were for the sixteen month period April 1998 to July 1999.
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and March 2010 respectively. At the
date of the merger the combined value
of the outstanding repayments was £1.3
million, of which £0.8 million relates to
one college, North West.

3.3

As shown in Figure 3 above, the sector
as a whole saw declining surpluses in
the three years up to 31 July 2007. The
sector moved from a position in 2003-04
of having an annual net historic surplus of
£15.2 million and no colleges in deficit,
fo a position in 2006-07 where there
was an annual net historic deficit of £5.1
million and a fofal of eight of the 16
colleges contributing to a gross deficit of
£8.9 million. Three colleges incurred a
combined deficit of £6.8 million; BIFHE,
Newry, and Castlereagh.

3.4

In the financial memorandum issued to
the colleges, advanced approval was
required for any colleges expecting

to incur a deficit. However, this
memorandum did not specify whether this
meant an operating deficit or a hisforic
deficit (see glossary of terms). This left
this requirement open to inferpretation.

In practice, colleges appeared to use
the operating deficit figure, however,

the financial memorandum has since
been updated and specifically asks for
approval only where a historic deficit
has been incurred. Therefore, throughout
this report there are references fo both
operating and historic figures.

College BIFHE  Castlereagh East
financial Antrim
year

£'000 £000 £000
1998-1999 452 152 210
1999-2000 (176) (224) 318
2000-2001 1,414 (276) 321
2001-2002 2,413 (205) (58)
2002-2003 4,658 Q08 192
2003-2004 3,806 785 211
2004-2005 2,630 171 (335)
2005-2006 (582) (287) (153)
2006-2007 (2,451) (1,022 132

Figure 4: Colleges that have experienced serious financial difficulties

Annual historic cost surplus/(deficit)
Fermanagh  Lisburn North North
East West
£000 £000 £000 £000
655 309 266 1,190
576 (345) 241 1,161
549 (4438 (200) (1,835)
350 238 (1,097) (1,721)
275 395 (151) Q71
416 517 792 1,139
(788) 592 838 1,620
(306) 251 222 640
(@35) 207 (459) (69)

Source: NIAO (taken from the Department’s College Circulars)
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Colleges in Serious Financial Difficulties
(Figure 4)

North East

3.5

In 200001 the North East gof info
significant financial difficulty and went
on fo incur significant deficits for three
financial years in succession. The
circumstances giving rise fo these deficits
are considered in the Case Study in
Appendix 2.

Castlereagh

3.6

On 1 December 2006 Castlereagh
College was granted approval to incur
an operating deficit of £637,000 for
2006-07. Reasons given by the college
for the deficit included:

® unanticipated cut of £347,000
in SPURS funding coupled with

additional sfaffing appointments in

anticipation of a budget increase; and

e cost of living and inflationary pressures

in staffing and non-staffing costs.

The Department only became aware
that the college’s deficit had increased
significantly, on receipt of the draft
accounts in October which showed
an expected operating deficit of
£1,329,000. At the audit committee
meeting on 13 November 2007 a
final draft account was presented for
the college and it was noted that the
operating deficit had increased from
£637,000 to £1,207,000 (historic
deficit of £1,022,000). Approximately

3.7

£102,000 of this related to a non cash
adjustment for uplift in pension costs.
Allowing for the uplift in pension cosfs,
the college was £468,000, or 5.5 per
cent, of total income in excess of the
approval granted by the Department.

In 2005-06 the College made an
operating deficit of £472,000. No
approval was granted for this deficit.

East Antrim

3.8

3.9

East Antrim experienced financial
difficulties in 2004-05 and 2005-06,
resulting in deficits of £335,000 and
£153,000 respectively. The Department
met with college representatives in August
2006 to ascertain the reasons for this
deficit financial position.

The Department continued to monitor
the financial position of East Antrim
closely. The accounts showed a historic
surplus to 31 July 2007 of £132,000
which increased reserves to £604,000.
The Department recommended that
colleges maintain reserves at a level of
between 5 per cent and 10 per cent of
income; given that East Anfrim's income
for 2006,/07 was £10,814,000,
£604,000 is within this range.

Fermanagh

3.10

Fermanagh College reported a historic
deficit of £788,000 in 2004-05
followed by deficits of £306,000 in
2005-06, and £935,000 in 2006-07.
The main reason for the deficits in 2004-
05 and 2005-06 was late adjustments
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made for Work Based learning funding
incorrectly claimed of £1.1 million,
received over the first two years, which
had to be repaid to the Department.
The main reason for the deficit in 2006-
07 was the clawback of £600,000

in relation to Republic of Ireland (Rol)
residency issues.

In 2005-06, BIFHE sought approval from
the Department for a projected deficit of
£1 million. Subsequently, the Department
nofified all college Directors of a
miscalculation in the funding calculation.
This error was corrected by a revision of
the in-year budget allocation requiring

funding to be redistributed throughout
the sector. This reduced BIFHE's budget
allocation by £1.3 million. The College
subsequently applied to the Department
in November 2005 and received deficit
approval of £2.3 million. Due fo actions
taken by BIFHE management, including
redundancies, the actual yearend
operating deficit was reduced to £1.4
million (historic deficit £0.6 million).

In 2006-07 BIFHE incurred an operating
deficit again of £3.2 million (historic
deficit £2.5 million). Approval had

been sought from the Department for

the anficipated deficit but the amount
approved was £1.2 million less than the
actual deficit incurred.

£m

70

me={l===FE Sector cumulative net surplus
60

mfffm==  Combined cash balances held by the FE Sector

50

40

30

20

Figure 5: FE accumulated net surplus and combined cash balances

1998-1999 19992000 2000-2001 2001-2002 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007
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3.12  The sfeps taken by the Department fo Accumulation and Retention of Cash
monitor and ensure the ongoing financial ~ Reserves
health and stability of colleges projecting
and reporting deficits are covered in 3.14  Despite a number of colleges facing
Part 4. serious financial difficulties, some
colleges have accumulated significant
North West cash balances as a result of the sector
overall being in a net surplus position
3.13  In 200001 and 2001-02 the North each year up unfil 2005-06. These
West incurred significant deficits. The surpluses have been refained mainly
circumstances surrounding this are dealt as cash balances within the colleges’
with in paragraphs 4.6 to 4.8. accounfs.

3.15  Atthe end of the first year of
incorporation of the colleges as
independent bodies, the combined cash
balances held by the FE Sector were
£16.6 million. This represented 9.5 per

Figure 6: Combined cash balances held by FE Colleges

60
m=fffe==_Bank and Cash as at 31 July
==={ll===_Department’s suggested maximum bank and
2 cash to be held
memfe= Department’s suggested minimum bank and
cash to be held
40
30
=
(5]
20

5 .\._____.—_—."-.— S N

g —
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1998-1999 19992000 2000-2001 20012002 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007
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Figure 7: Cash balances held by FE Colleges against Income for 2005-06

College

limavady
Newry
Causeway
Lisburn
Upper Bann
Armagh
East Down
East Tyrone
BIFHE
North Down
Fermanagh
North East
Castlereagh
Omagh
East Antrim
North West
Total

2005-06 Income

(£'000)
8,303
17,718
8,433
7,861
14,046
7,570
8,872
2,080
47,885
18,645
9,554
16,345
8,965
10,655
10,293
27,555

231,780

Source: NIAO (taken from the Department’s College Circulars)

Cash at bank Cash/Income
(£7000) (%)
4,439 53.46
8,673 48.95
2,990 35.46
2,589 32.93
4,336 30.87
2,219 29.31
2,305 2598
2,170 23.90
11,028 23.03
4,228 22.68
1,810 18.94
2,774 16.97

Q89 11.03
1,086 10.19
785 7.63
1,247 4.53
53,668 23.15

cent of annual income which was in

excess of the Department’s recommended
range of 4.11 per cent - 6.85 per cent.
As shown in Figure 5, the level of cash

reserves held increased steadily over
the years broadly in line with college’s
accumulated net surpluses to a level of

£53.7 million by 2005-06, representing

23.15 per cent of annual income.
In effect, at the end of the 2005-06

year, the combined FE sector held

£37.8 million of cash in excess of that

recommended by the Department (Figure
6). The cash balances reduced to £50.4
million in 2006-07.

In particular Newry College and
Limavady College had accumulated
significant cash balances by the end

of 2005-06 relative to income. Newry
held £8.7 million in cash reserves,
which represented 49 per cent of its
annual income, well in excess of the
Department’s recommended maximum of
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£1.2 million or 6.85 per cent. Limavady
had cash reserves of £4.4 million which
represented 53 per cent of its annual
income compared to the Department's

recommended maximum of £569,000
or 6.85 per cent.

Department’s response

3.1/

The Department has stated that the main
purposes for accumulating cash in the
sector were as follows:

a. the need for a confingency /working
capifal fo ensure that the college
would have enough cash to meet
payments;

3.19

b. fo protect against fluctuations in
Student Powered Unit of Resource
(SPUR) allocations — as funding was
based on activity from two years
previously, if a college expanded,
reserves provided a cushion to allow
them to finance their growth until the

SPURS funding “caught up”; and

c. colleges would put money aside
and earmark if fo carry out periodic
mainfenance programmes or capital
development.

The Department said that it has monitored
the cash position and that is why in
2005 the decision was taken to move

fo a new funding formula for 2007-08.
With the change in funding opproach,
this has removed the need fo protect
against fluctuations in SPUR allocations
and the Department is actively working

to reduce excess cash balances. In

future, colleges will be permitted to

refain reserves of a specific amount fo
fund approved development and as

a contingency. The Department fold
NIAO that the Financial Memorandum
now requires the new colleges fo seek
approval if they are anticipating a historic
surplus in excess of two per cent of
income as well as a deficit. The Financial
Memorandum also now requires colleges
fo provide an explanation for any
uncommitted reserves in excess of 10 per
cent of their income.

Over the next three years the Department
has made a commitment under the
Comprehensive Spending Review to
reduce the level of cash and reserves in
the sector. The Department is currently
looking at ways of ‘means’ festing the
award of funding and as part of this, the
reserve and cash position of the colleges
will be considered.
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Financial Monitoring Arrangements

4.1

4.2

4.3

Since incorporation the Department has
had in place the following arrangements
to monitor the financial health of colleges:

e annual College Development Plans
(CDPs) that contain financial forecasts
for a three year period;

* quarterly financial statements in
December, March and June of each
year;

* draft Annual Accounts in Sepfember of
each year;

e qudited Annual Accounts in November
of each vear;

* analysis of financial returns for trends
and performance against financial
ratios; and

* review of Internal Audit reports and
Annual Reports, External Auditors
management letters, and Audit
Committee Annual Reports.

Although the financial monitoring controls
are important, their effectiveness is
conditional on the reliability and accuracy
of the financial information submitted by the
colleges and how the Department uses this.

These monitoring systems have not always
been fully effective in providing early
warning of financial pressures or non-
compliance with best practice in Good
CGovernance. Examples noted are:

The Department was only made
aware in September 2001 that the
North West deficit for 2000-01
was three times the budgeted deficit
and that the college was in serious
financial difficulties. This was due

fo inaccurate quarterly financial
information provided.

The Department did not receive
any quarterly financial returns from
Fermanagh College from September

2005 to July 2007.

At the Causeway Institute there was no
provision of an Infernal Audit service
in the college during 2005-06 and
2006-07, and the Audit Committee
met only once during 2005-06.

During 2005-06, East Antrim held
only one audit committee meeting.
The Audit Code in place at the time
required at least two meetings during
the year.

In 2006-07 BIFHE and Castlereagh
significantly exceeded their deficit
approvals by £1.2million and
£0.5million respectively.

As noted in Figure 5, the cash
reserves of the FE Sector have
increased significantly since
incorporation, to levels in excess
of limits recommended by the
Department.
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Colleges with Financial Recovery Plans

4.4 Since incorporation seven of the 16
colleges have been required to prepare
and submit formal recovery plans to the
Department:

1998-1999 — Limavady, North West,
East Antrim and Omagh (these were
inherited deficits on incorporation)
1999-2000 — Castlereagh
20002001 - Lisburn

2001-2002 — North East, North VWest

4.5  The financial results for 2002-03 showed
that the colleges with recovery plans
were meeting their targefs to eliminate the
deficits. At the beginning of the 2006-07
academic year, six colleges had recovery
plans in place. These recovery plans
forecast that the individual colleges would
take between three and seven years to
eliminate the deficit.

North West

4.6 North West budgeted a planned deficit
of £0.7 million in 2000-01 and this was
approved by the Department. However
in September 2001 the Department was
nofified for the first time of a deficit of £2
million in the draft accounts. As a result
the Department appointed consultants to
evaluate the financial systems, records
and procedures at the college and to
identify the causes of the yearend deficit.

4.7 The consultants report highlighted:

* deficiencies in the financial reporting
and budgeting system;

4.8

e financial reports not issued to the
senior management team;

® significant overspends in parttime
lecturers and overtime costs of
€ Imillion; and

e failure of the College to claim Jobskills
income of £0.6 million to which it
was entitled.

North West Institute worked with
consultants fo prepare a recovery plan
which was forwarded to the Department.
North West has actioned the recovery
steps included in the recovery plan and
has returned to a stable financial position.

Fermanagh

4.9

Fermanagh College's Governing

Body, following advice, guidance

and assistance from the Department,
commissioned consultants in February
2006 to carry out a comprehensive
review of financial management within the
College. Fermanagh College is to repay
in excess of £ million of Work Based
Llearning (WBL) funding it incorrectly
claimed. The background and conclusions
on WBL provision is examined in defail

in the NIAO Report on ‘Governance
Examination of Fermanagh College of
Further and Higher Education’.

Efficiency Review

4.10

In addition to the work at the North
West Institute and Fermanagh College,
the Department carried out an efficiency
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review at the North East Institute in
December 2002 as a result of financial
difficulties.

In January 2002 North East was
requested to prepare and submit a
recovery plan to the Department by 31
July 2002. The independent assessment
of the recovery plan by consultants
concluded that it was of poor quality and
was not explicit enough to indicate where
savings would be made.

The Efficiency Review report identified

a number of areas contribufing fo the
Institute’s financial difficulties. These
included weaknesses in the management
and governance arrangements. Further
details are included in Appendix 2.

Causes of Deficits - Common Themes

413

The main reasons for deficits were:

* poor financial confrols;

* inadequate financial systems;

e insufficient information provided fo
management or Governing Body to

enable decisions to be made:

e poor linkages between business
planning and financial planning; and

e failure to appoint a Finance Officer
despite the Department having
provided the funding.

Lessons Learned

4.14

There are common lessons resulting from
the reviews carried out of the colleges
in recovery which have highlighted a
number of preventative measures that
colleges should consider. These include:

e ensuring that the Governors have the
requisite mix of skills and experience
needed, combined with receiving
both appropriate induction fraining
and regular training updates;

e considering the viability of courses;

®  properly costing all changes in
course provision,

e the need for good quality accounting
and support staff;

®  the need for good quality
management information which is
both accurate and timely;

®  more detailed information being
issued to the Governing Body and
the Finance Committee®:

® the need for contact teaching hours
to be benchmarked against the
sector average fo identify if there is
any spare teaching capacity being
funded but not fully utilised;

®  ensuring that any inefficiencies in the
esfate are dealt with prompitly;

5 Departmental circular FE 2,/2000
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® the setting of a strict timefable for
colleges to complete and submit a
recovery plan;

e ensuring that all colleges have the
experience and expertise to prepare
a robust recovery plan first time; and

®  ensuring the commitment and support
of the senior management team in
the college to the recovery process.

4.15  The Department has built on the
experience of the recovery process in
the various colleges and has recognised
that the lack of appropriate expertise
in recovery within colleges needs to be
addressed, by requiring colleges fo draw
on external skills as appropriate, and
providing financial support for the process
as necessary.
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Review of Further Education Strategy - FE
Means Business

5.1 In 2002, the Department embarked on a
major policy review of the statutory further
education sector. This followed a report
on Education and Training for Industry
published by the Assembly Committee
for Employment and leaming. A key
milestone was the publication, in February
2004, of a strategy document - Further
Education Means Business.

5.2 The paper identifies key areas requiring
action, including:

® a need fo strengthen the contribution
of the sector to economic
development;

® a need for a sharper focus on
performance outcomes. Some colleges
are more successful than others in
helping learers gain qualifications.
The variation in success rafes across
the colleges ranges from an overall
57 per cent fo 84 per cent;

® a need fo promote greater
collaboration both within the sector
and with other institutions, such as
the universities, schools, fraining
organisations and the voluntary and
community sectors;

® a need to consider the size and
structure of the sector to take full
advantage of economies of scale
and fo have sufficient critical mass
fo support greater specialisation,
expertise and excellence; and

* sirengthening financial management
and accountability through improved
governance structures.

Restructuring of Colleges and Changes to FE
Funding Formula

5.3

54

5.5

The government's future strategy for further
education (Further Education Means
Business) has led to the merger of the
existing 16 colleges on 1 August 2007 to
creafe six larger and more influential area-
based colleges.

From September 2007 the Department
also infroduced a new funding model for
the FE sector based on Funded leaming
Units (FLUs). This replaced the current
SPURS funding formula. The changes to
the funding model are the direct result of
the review of FE funding, which was one
of the projects within the FE programme,
established in 2005 to implement Further
Educatiion Means Business.

The new method sets a standard course
or unit funding at £3,400, which equates
approximately to a fullime course.
(Fultime courses can vary slightly in
duration, in terms of taught hours.) Part-
fime courses are “rolled up” to a unit of
funding, based on the number of taught
hours. Weightings are then applied to
the unit of funding fo reflect the course
level and the economic priority of the skill
area. At a college level, those colleges in
disadvantoged areas will also receive a
higher weighting.
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FE Estate Strategy

5.6  The existing 47 FE campuses have

remained when the 16 colleges merged 5.8

info six, as the new colleges aim to
promote increased collaboration across
all 47 campuses and to bring greater
choice and ease of access for leamers.

5.7 Colleges are required to develop an
esfate strategy which should be linked
to the College Development Plan. The
Department will seek evidence from
colleges, on at least an annual basis,
of progress made in implementing
proposals. Departmental capital funding

will only be made available where the 59

college has a formal esfates strategy in
place and can demonstrate the link to
capifal renewal and re-investment.

Private Finance Initiative (PFl) Contracts in
Colleges

The estates strategies help inform all
accommodation investment decisions,
including PFl deals. These typically
commit colleges to financial obligations
over periods of 25 to 30 years. There
are currently seven PFl confracts either
in place or being developed in the FE
college sector in Northern Ireland (see
Figure 8).

Pension Liabilities

From 200607 the Colleges were
required under Financial Reporting
Standards fo disclose in their annual
accounts their share of the assefs and
liabilities of the defined benefit pension
schemes to which they contribute. Prior

Figure 8: PFI Contracts Awarded in the FE Sector

Source: Department

* Dates are approximate

College Capital Status of Contract
Value £M

North West 10 Completed

BIFHE 20 Completed

Omagh 17 Completed

East Tyrone 18 Completed

Fast Down Joint deal = contract now signed
40

Lisburn

Belfast Met 44 At procurement stage

Total 149

Date property
available for use

February 2001
August 2002
November 2006
March 2007
From June 2010*

January 2011*
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fo this the colleges only accounted for

the pension confributions they paid as
expenditure in the Income and Expenditure
Account.

The pension liability shown in the 2006-
07 accounts is £15 million. BIFHE, the
largest college, had a liability of £4.4

million.

Pay Dispute by Further Education College
Lecturers

S.11

The further education college lecturers are
currently in a long running pay dispute.
The lecturers are seeking pay parity

with school teachers. The University and
College Union (UCU), representing the
lecturers, claims that on average lecturers
earn £3,400 a year less than feachers in
schools for doing similar work.

In April 20006 the lecturers voted in a
secret ballot for industrial action. Since
then, 1,800 lecturers across the 16
colleges have had seven strike days which
has caused severe disruption to college
administration as a result of the lecturers
working fo rule.

In order to facilitate an end fo the

lecturers’ pay dispute, the Department, in
September 2007, appointed Sir Joseph
Pilling, a former Permanent Secretary at
the Northern Ireland Office, to chair talks
between college management and unions
with the aim of brokering a pay agreement
which would be acceptable to both sides.

5.14

In the event the proposed sefflement was
narrowly rejected by the wider UCU
membership, when put to the vote.

Belfast Metropolitan College Efficiency

Review

5.15

5.16

Significant deficits were anficipated in
July 2008 for four FECs for 2007-08.

A combined operating deficit of £9.7
million is projected, with only two of the
six colleges projecting a surplus (North
West Regional College - £249,000 and
South West College - £601,000). These
figures exclude exceptional items such as
redundancy and restructuring costs which
could amount to over £10 million.

In particular, Belfast Metropolitan College
(BMC) as at 11 June 2008, was
projecting a fofal deficit of £6.6 million.
At this point, DEL wrote to BMC to ensure
that management have been preparing
and monitoring cash flow projections. As
at 31 July 2007, BMC had £7.8 million
in cash reserves which would be reduced
significantly with the in-year deficit. As

a result, following discussions with the
Governing Body, the Department has
initiated an efficiency review which is
aimed at returning the College to financial

health and stability.

Resignations of Further Education College

Chairmen and Developments in Appointment

Procedures and Training

5.17  Asat 1 August 2008 four out of six

chairmen in the newly merged further
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education colleges have resigned. One
resigned within months, one left in June
2008 and two more sfepped down af
the end of July 2008, after spending two
years sefting up the new bodies. The
Department told NIAO that in response fo
these resignations, the Minister announced
the intention to carry out a fundamental
review of the governance arrangements
within the sector. The terms of reference
for the review were consulted upon and it
will commence early in 2009.

5.18  The Department noted that new
procedures were put in place to identify
and appoint the chairs and governing
bodies of the merged further education
colleges. These open public appointment
competitions were aimed at ensuring that
governors with the necessary knowledge,
skills and experience were identified and
tested through a formal inferview process
which was monitored and approved by
the Office of the Commissioner for Public
Appointments (NI).

5.19  The Department provided bespoke
induction training for all chairs and
governing body members in governance
and accountability issues. At the invitation
of the Department, NIAO confributed
to this training. This induction training
was supplemented by specially tailored
fraining for audit committee members.
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Appendix One: Financial Performance by Further

Education Colleges in 2006-07 grouped by the
merged colleges effective from 1 August 2007

HISTORIC NUMBER OF
INCOME  SURPLUS/ STUDENT ENROLMENTS
COLLEGE 2006/2007 (DEFICIT) Professional & Technical Non- Overall
£000 2006/2007 Full-time  Part-time Total vocational Total
£'000
Southern Regional College
Armagh 7,255 (153) 1,160 4,473 5,633 1,350 6,983
Newry 16,483 (3,314) 2,305 8,833 11,138 4,879 16,017
Upper Bann 12,997 (539) 1,624 7,118 8,742 3,475 12,217
Total 36,735 (4,006) 5,089 20,424 25,513 9,704 35,217
North West Regional College
North West 27,403 (69) 3,789 9,784 13,573 5,330 18,903
Limavady 7,206 779 1,073 2,656 3,729 Q88 4,717
Total 34,609 710 4,862 12,440 17,302 6,318 23,620
South West College
East Tyrone 10,488 1,373 Q91 3,033 4,024 6,267 10,291
Fermanagh 2,130 (@35) 1,203 4,200 5,403 2,626 8,029
Omagh 12,156 280 1,669 5,391 7,060 747 7,807
Total 31,774 718 3,863 12,624 16,487 9,640 26,127
Northern Regional College
East Antrim 10,814 132 1,484 6,744 8,228 2,875 11,103
North East 16,247 (459) 2,290 7,866 10,156 2,586 12,742
Causeway 7,833 48 1,105 3,979 5,084 3,220 8,304
Total 34,894 (279) 4,879 18,589 23,468 8,681 32,149
Belfast Metropolitan College
BIFHE 47,716 (2,451) 6,847 31,330 38,177 12,036 50,213
Coastlereagh 8,445 (1,022) 1,106 4,959 6,065 4,062 10,127
Total 56,161 (3,473 7,953 36,289 44,242 16,098 60,340
South Eastern Regional College
East Down 10,070 87 1,529 4,699 6,228 2,420 8,648
Lisburn 8,055 207 1,415 3,731 5,146 1,059 6,205
North Down 18,155 280 2,076 10,824 12,200 1,537 14,437
Total 36,880 1,274 5,020 19,254 24,274 5,016 29,290
TOTAL 231,053 (5,056) 31,666 119,620 151,286 55,457 206,743
Sources: DEL College Circulars and Tertiary Education Analytical Services Branch
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Appendix Two: Case Study: North East Institute

Case Study: North East

Financial Situation

Financial Year Historic Surplus/ (Deficit) ' Accumulated Surplus/(Deficit)
£ 000 £000

1998-1999 266 617

1999-2000 241 858

2000-2001 (200) 658

2001-2002 (1,097) 439)

2002-2003 (151) (590)

2003-2004 792 202

2004-2005 838 1,040

2005-2006 4 (1,118)2

2006-2007 (459) (235) 3

1 Figures taken from College Accounts Circular for year ended 31 July 2007 (Appendix 2a).

2 Includes pension deficit of £2,155,000.

3 Includes pension deficit of £1,113,000 and actuarial gain of £1,337,000.

The annaul accounts for 2000-01, 2001-02 and 2002-03 were not signed until

November 2003.

Causes/Underlying Problems
The Efficiency Review indicated that:

e for 2000-01 and 2001-02 financial years the budgets set by the College provided for operational
deficits;

® the unit costs in the college per Whole Time Equivalent (WTE) were 38 per cent higher when
compared fo a benchmark college;

® inadequate management information was provided to the Governing Body and Senior
Management Team;

® the actions of the Senior Management Team and Governing Body were not in accordance with best
practice. No serious affempts were made by senior management to control spending on the staffing
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budget. No significant attempts were made to invest in reshaping the curriculum of the college to
maximise income received from SPURS. Several issues, such as the need for an esfates strategy and
the resfructuring of senior management, should have been addressed much earlier and not left o the
recovery planning process; and

e The Governing Body’s ability to monitor rigorously was constrained by the lack of timely reliable
financial information. It was not involved in the corporate planning of the College and it only
expressed inferest in the final stages of budget setting.

Recovery Plan

In January 2002 the College was requested to prepare and submit a recovery plan to the Department
by 31 July 2002. The original recovery plan was independently assessed by consultants as being of
poor quality, was not explicit enough fo indicate where savings would be made, and assurance could
not be provided to the Department that the plan was robust and would return the College to a sound
financial basis in a reasonable period of time.

Efficiency Review

The Department advised the College in December 2002 that an Efficiency Review was to be carried
out, under Article 18 of the 1997 Order. In July 2003 a report was issued by the independent
consultants appointed by the Department o carry out the review.

Following the outcome of the efficiency review the College was required to resubmit a revised recovery
plan by 31 March 2004. This deadline was not met and a further extension was granted to 31 May
2004. The plan was evaluated by independent consultants and the Recovery Plan has been broadly
endorsed, but it was recommended that cerfain contingency arrangements within the plan should be
strengthened. Officials from the Department were content with this recommendation and have met with
the Accounting Officer from the College, along with the Chair of the Governing Body, and agreed the
way forward based on the sirengthened recovery plan.

Findings of the Efficiency Review

200001 and 2001-02 financial years:
* Actual deficits substantially higher than budgeted deficits;
* Significant overspends in staff costs, mainly feaching, in the region of £0.9million;

e Depreciation charges under-estimated by £303,000 in 2000-01 and by £412,000 in 2001-02.
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2002-03 financial year:
* Annual income and expenditure budgets agreed by Goveming Body differs from budget return sent
fo the Department, both were understated, income by £1.7 million and expenditure by £1.3million;
 Unredlistic budget projections, for example the Institute provided for the sale of a piece of land af
£1.2million that did not materialise;
Block grant from the Department advanced a month early to ease cash flow position;
Some cost cutting measures were introduced.

Financial Information

Concerns were expressed about:

e the College’s failure to develop course provision in line with the Department's strategy meant that
it was unable to take advantage of various incentives within the funding formula. For example the
College's underperformance in deliveries of vocational parttime courses and adult training had
reduced the funding that could have been secured through the funding formulo;

® the timeliness and accuracy of financial reports for monitoring by budget holders;

* the quality of management information provided to the Governing Body and Senior Management
Team;

® the financial confrols and the need for improvements to permit management to monitor, control and
report the financial position of the College more effectively;

e the financial information being presented to the Governing Body was not in a format which they all
understood:
information presented in monthly reports was not perceived as accurate by users;
no clear linkage between strategic planning and financial planning;

® |ack of ownership of budgets.

Estates Management
e Optimum use was not being made of the College’s estate; 74 per cent more full time equivalent
(FTE) students could be accommodated.

Expenditure

® Overheads were too high;

e Significant number of academic sfaff who do not have any contact time with students;

® Number of support staff had increased significantly since incorporation and were above benchmark
levels:

e Costs of the Directorate and the Corporate Management Team were higher than benchmark
partners.

Observations
e Excessive delays were experienced in the first half of 2002 in progressing the recovery plan
process fo meet the Department’s initial deadline of 31 July 2002;
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® Despite the Governing Body illustrating a strong commitment to the recovery plan process it did
not subsequently fulfil its responsibilities in ensuring an approved and credible recovery plan was
forwarded to the Department;

® The recovery process may not have been as inclusive of sfaff members as in other colleges.

Conclusions of the Efficiency Review

Due to concerns about the content of the recovery proposals, including the accuracy of financial
information and the ability of Senior Management to deliver, the Governing Body was unable to
support the recovery plan.

Inherent weaknesses were identified in the financial management system. Improvements are needed to
the existing systems to enable management to monitor, control and report on the financial position of
the Insfitute more effectively.

Current Recovery Position

The North East's Director refired in early 2003 and a new Director took up post at the start of February
2004.

A group within the college was appointed to take forward the preparation of the recovery plan and
the implementation of the recommendations from the Efficiency Review. Consultants were appointed
with the responsibility for advising on the preparation of the recovery plan. A strengthened Recovery
Plan was agreed by the Department and formally accepted in November 2004.

The consultants complefed stages 1 and 2 of the monitoring process in June 2005 which involved an
initial assessment of the College position and identification of the key challenges facing the college in
achieving the desired outputs of the Recovery Plan. Stage 3 of the process involved quarterly reviews
of the performance of the college in implementing the Recovery Plan. The final review was completed
in April 2006 and showed that the college was on course to meet its key milestones as set out in the
Recovery Plan.

Overall, the financial position of the College has shown significant improvements since the
implementation of the plan. At the end of the 2002-03 year, the college reported a historic deficit of
£151,000 with reserves showing a deficit of £590,000. With the implementation of the Plan, during
2003-04 and 2004-05 the financial position of the college improved markedly and, even with an
operating deficit in 2005-06, the college accounts show a historic cost surplus of £222,000 with
reserves of £1,262,000 at the end of that year.
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Lessons Learnt

® When in a recovery position, the college needs to address the issue as a matter of urgency. The
first stage is the identification of the financial difficulties, followed by the prompt commissioning and
the timely submission of a recovery plan. The financial position of a college can deteriorate very
rapidly if there are delays in preparing the recovery plan. In this case the process was foo long.

e Once in a recovery position expenditure needs fo be restricted to essential items only;

® Good financial management and timely and accurate management information is a key
requirement;

® Accommodation needs must be considered in the confext of agreed curriculum being offered;

* Top management structures should reflect the needs of the curriculum;

® A competency framework should exist for Senior Management coupled with a performance
appraisal system for principals. This was recommended by the authors of the efficiency review.
NIAO had made the same recommendation two and a half years earlier.

® Governing Bodies need fo agree and document their annual training requirements and subsequent
attendance at fraining events.
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Appendix Three: Recommendations from NIAO

Corporate Governance and Financial Management in
Colleges of Further Education report

In December 1999, following the
incorporation of the colleges as
independent bodies, NIAO published

a report on Corporate Governance and
Financial Management in Colleges of
Further Education (NIA 5)°. At that time
NIAO recognised the vulnerability of the
sector to financial health problems and a
number of recommendations were made
to improve financial management and
control. Key recommendations were:

Colleges should draw up
comprehensive guidelines to enable
budgets fo be prepared on a sound
basis:

ii.  Performance information on the
principal areas of college activity
should be compiled and reported
regularly in a focussed way to
governing bodies for more effective
internal accountability;

iii.  Explicit links between development
plans and the financial planning
process are developed by all
colleges to ensure that resource
allocations are made in line with
identified college business priorifies;

iv.  Every college governor should
receive a report on the financial
position of their college each term

v.  The reappointment of college
governors to be subject to a formal
appraisal against a set of specific
objectives given on appointment;

vi.  Governing Bodies to regularly review
their own fraining needs;

vii. Governing Bodies should establish
selFassessment procedures to
defermine how effectively they are
discharging their responsibilities; and

viii. Governing Bodies should have
formal procedures in place for the
regular appraisal of principals’
performance.

Following publication of the NIAO
report, the Department wrote fo all
colleges in February 2000 asking them
fo review their position in relation to the
recommendations made in the report.
From the responses received from the
colleges, the Department identified

that there were three main areas that
colleges had not fully addressed, points
vi fo viii above. The table below sets
out the additional steps taken by the
Department to address the original report
recommendations.

6

Corporate Governance and Financial Management in Colleges of Further Education, Northern Ireland Audit Office,

December 1999, NIA 5.
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Outstanding Recommendations Not Addressed by the FE Sector

NOT ADDRESSED

Regular review of governing bodies of their
fraining needs.

Establishment by goveming bodies of self-

assessment procedures.

Procedures for the regular appraisal of principals’
performance.

ACTION TAKEN

A Service Level Agreement has been signed by
the Department and the Learning and Skills
Development Agency for fraining of governing
body members using a self-assessment model
based on Further Education National Training
Organisation standards for governors.

The Directors’ Negotiating Committee agreed

on a new performance related pay scheme for
principals that will include performance appraisal.
The first payments under the new scheme were
made in September 2004 when performance

for the 2003-04 academic year was assessed.
Each College’s Governing Body has @
Remuneration Sub-Committee which is responsible
for the performance appraisal.

Training has already been provided fo these
governors on their responsibilities and how the
new scheme will operate.
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2 Governance Examination of Fermanagh College of Further and Higher Education

Introduction

1. Under the Further Education (NI} Order
1997 the sixteen further education
colleges were transferred from the
confrol of local Education and Library
Boards on Tst April 1998. They became
independent corporate bodies, managed
by governing bodies, and assumed
ownership of their assets and liabilities.
The Governing Body appointed for each
college is accountable for the financial
health and good management of the
college and the proper use of public funds
entrusted to it.

2. The legislation also places a duty on the
Department for Employment and learning
(DEL) to secure effective execution of
its policy in respect of the provision of
further education in Northern Ireland. The
Department has a range of monitoring
and control arrangements to enable it to
ensure that appropriate frameworks exist
within which the Governing Body can
confrol the operations of the college.

3. The Comptroller and Auditor General did
not audit the accounts of these sixteen
further education colleges but, as auditor
of the Department, he had access to the
books, accounts and records of college
governing bodies. In our report on
Corporate Governance and Financial
Management in Colleges of Further
Education (NIA 5, Session 1999-2000)
we assessed how well the colleges had,
in their first year as incorporated bodies,
established frameworks of corporate
governance and financial management.
We also made recommendations to
assist the Department and colleges in

developing their frameworks and raising
standards of public accountability.

In 2005 and 2006 a number of
Departmental and consultancy reviews
in Fermanagh College of Further and
Higher Education (Fermanagh College)
highlighted serious failings in financial
management and raised concerns over
the regularity and propriety of the use of
public funds. The findings included:

® significant weakness in corporate
and business planning and financiol
planning and budgeting;

® an absence of financial controls;

* an unreliable management information
system;

® alack of challenge from corporate
governance systems;

® q lack of organisational structure in the
Senior Management Team, discord
between management and academic
staff, and fundamental breaches
in complying with Departmental
circulars and Governing Accounting
requirements; and

® a need fo secure the necessary
leadership and a significant corporate
change programme

Following a major review of further
education in Northern Ireland, the
Minister for Employment and Leaming
announced in September 2005 that the
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sixteen colleges would merge to form
six new area colleges. As part of this
process, Fermanagh College merged with

East Tyrone and Omagh in August 2007

6. NIAO considered that the creation of
a new college structure would be an
appropriate time to review the problems
identified at Fermanagh College to see
what general lessons could be learned
by the colleges and the Department.
We have made extensive use of the
findings of the various consultancy
reports, in parficular the review of
financial management carried out by
Deloitte and Touche LLP (Deloittes) in
2006. We also examined the adequacy
of the Department’s accountability for,
and governance arrangements over,
Fermanagh College and assessed the
adequacy of these arrangements.
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Part One

An Examination of Work Based Learning
Courses Provided by Fermanagh College

1.1 In October 2001 the Department issued
guidance on the provision of Work Based
learning (VWBL) courses for employers
(Circular FE 19/01). This training was
to consist of three key elements (skills
fraining, underpinning knowledge
and understanding, and support and
assessment) which could be delivered in
different combinations by the college and
the employer. The Funding to be provided
by DEL for these courses would be
defermined by the particular combination
applied.

1.2 In November 2001, Fermanagh College
advised the Department of a proposal
fo provide training in conjunction with a
range of retail companies for which the
College would provide two of the key
elements. DEL's circular made no provision
for third party involvement in the fraining,
but the College entered into an agreement
with a company (Company A) principally
involved in the provision of training and
employment services to young people,
to deliver the programme. Workbooks
were to be supplied by another company,
(Company B). The Department in its
response nofed that, on the basis of
the information supplied, the course
appeared to meet the criteria for funding
on the assumption that the College would
be providing the underpinning knowledge
and understanding and support and
assessment elements. The Principal
consistently stated in writing and orally,
that there was no third party involvement

but payments of £0.6million were made
to Company A in the three years up fo 31
July 2005.

In October 2003, the Department
commissioned the Education and Training
Inspectorate (ETI) to carry out a sector-
wide survey of the WBL provision. The
survey report was submitted in November
2004 and DEL identified findings that
Fermanagh College was drawing down
a high proportion of its WBL allocation
and that the mode of delivery was

not consistent with other colleges. The
Department sought specific assurance
from Fermanagh College that the VWBL
provision complied with Circular 19/01.
Correspondence and oral communication
between DEL and the Principal, between
February and June 2005, proved
inconclusive. When Departmental
officials made a pre-arranged visit fo

the College in June 2005 to inspect
books and records perfaining fo the VWBL
delivery, they were told that the records
were not available. The Department fold
us that, following this, it had sufficient
information to become concerned and

it sought clarification from the Principal
on the role of the College in WBL
provision. By August 2005 DEL had not
received adequate responses to resolve
its concerns, it therefore brought the
matter to the affention of the Governing
Body. The Governing Body told us that

it had not had sight of the ETI report

and was unaware of the VWBL issue

until the Department raised the matter
with it in August 2005. The Governing

Body consequently engaged its external
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auditors, Grant Thornton (GT), in
September 2005 to investigate the issues.

GT reported in November 2005 and
highlighted the following problems:

e College staff were not delivering the
project,

e the College had no previous
experience working with Company A
and the company had limited previous
experience of delivering a WBL
programme;

* there was a lack of effective financial
management and no formal system
of monitoring and controlling the
programme;

® in confravention of the requirements
of Government Accounting, payments
of £70,000 had been made fo
Company A in 2002 before the
liability had matured;

® no formal reconciliations were carried
out between actual payments made
to Company A and actual students
recruited which would have clarified
if over or under payments had been
made. Invoices submitted in 2003 did
not represent actual students recruited
af the invoice date and therefore
represented further advance payments;

e (T carried out a reconciliation of
payments made to Company A and
found that there had been an over
payment of £31,755 in respect of

219 students. Given the scale of the
reconciliation required, GT considered
that the management information
systfem was inadequate as a tool for
effective monitoring and control;

® there was no formal written agreement
with Company B for the fees to be
paid for workbooks. In 2002 the
books were supplied at a discounted
rate of £25 but the fee rose to £50
from March 2003 and to £75 from
April 2005;

e initial correspondence between the
College and the Department stated
that each refail outlet would pay a fee
of £300 fo the College. However,
these payments were actually paid
to Company B fo cover liaison with
retailers and the recruitment of new
students. The amount and frequency
of the payments is not known. From
2005 the College decided to appoint
its own operational manager to
liaise and recruit but fees were never
invoiced or collected from retfailers,
thus representing a shortfall in monies
due to the College.

Following consideration of the GT report
on the role of the college in delivering
WAL training, and representations from
the Governing Body, the Department
wrofe to the Governing Body in

April 2006. It indicated that since

the recruitment, delivery, assessment
and confact with the learner had

been undertaken by a third party and
the College's role had been purely
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administrative, the criteria set out in
Circular 19/01 had not been fulfilled.
The College agreed to repay funding
of £1.14 million. The Governing Body
was asked to develop an action plan
to address the issues in the GT report,
including how it would assure the
Department that the issues identified
were not systemic across the College.
Fermanagh College has complied with
this request and is currently repaying, in
full, the funding previously claimed for

WBL provision.
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Part Two

Comprehensive Review of Financial
Management in Fermanagh College

2.1 In view of concerns that the deficiencies
identified within the VWork Based Learning
Review might extend to other areas
of College business, the Governing
Body, following advice, guidance
and assistance from the Department,
commissioned Deloitte and Touche
LLP in February 2006 to carry out a
comprehensive review of financial
management within the College. In this
part of the report we summarise the main
issues arising from that review. It should
be nofed that the scope of Deloitte’s
work was limited by the fact that two key
stakeholders, namely the Principal and
the Finance Director, were unavailable for
interview during the review.

Corporate Governance

2.2 Although the Terms of Reference of the
review did not include the role and
performance of the Governing Body,
significant weaknesses were identified in
the Corporate Governance environment.
These included a need for the Governing

Body to:

* provide the strafegic direction for the
College in line with Departmental
policy together with the strategic
parameters for corporate and financial
planning;

e ensure that finances are allocated to
the strategic priorities established by

the College through its development
planning process;

® develop a formal risk management
strategy which was not in place for
the College;

e formally specify governors’ training
requirements,

® ensure that the Board is provided with
accurate, timely financial reports in a
form that would facilitate an effective
monitoring and challenge function;

and

® sef clear targefs and objectives and
professional development assessments
for the Senior Management Team.

The Governing Body fold us that the
entire Corporate Governance section

of Deloitte’s report had been removed
from the final version because it had
challenged the accuracy of a number

of the issues identified as weaknesses.
For example, it did not accept that it

had not developed strategic parameters
for corporate and financial planning

or that a challenge function in terms of
budget variances was not in place. The
Governing Body also fold us that it had
challenged the manner in which some of
the “evidence” had been adduced and
therefore its reliability, and had concerns
that criticism of the Governing Body could
be prejudicial fo the ongoing disciplinary
action (see paragraph 2.21).
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Corporate and Business Planning

2.3 In our previous Report on Colleges of
Further Education! (1999 Report) we
said that one of the main elements of
sound corporate governance is an
effective planning regime. Corporate
governance provides a framework within
which a college operates to achieve
its objectives. It guides the operation
of the college, provides the basis of
assessing performance and ensures that
the governing body and staff are working
fo achieve college goals. The Further
Education (NI) Order 1997 requires
each college to develop an annual plan
covering a rolling three year period. DEL
established a process for this to be done
and provided guidance on the information
the Plans should contain, including a
request that the issues identified in the
1999 Report should be addressed (see
paragraph 4.4).

2.4 Significant weaknesses were identified
in the corporate and business planning
process and the latest Fermanagh College
Development Plan for 2005-08 was
found to be deficient in a number of
areas. In particular there was a need for:

e the development of a set of Specific,
Measurable, Attainable, Results
focused and Timely objectives;

* the development of robust indicators;
e the linkage of operational plans

fo objectives set in the College
Development Plan;

* assignment of responsibility for the
achievement of objectives;

* linkage between strategic and
financial planning; and

® moniforing of the achievement of CDP
objectives by the Governing Body on
a quarterly basis.

Financial Planning and Budgeting

2.5

2.6

In part four of our 1999 Report

we emphasised the importance of
sound financial planning and budget
management. A financial planning
framework provides a college with a
mechanism to make resource allocations
in line with its priorities and provides

a basis for assessment as to whether
resources are being administered
efficiently and effectively. We
recommended that there needed to be
explicit links between development plans
and the financial planning process and
the Department included this requirement
in its guidance to colleges.

Deloittes report identified significant
weaknesses in the financial planning
and budgetary process at Fermanagh
College, in particular:

e there was no clear linkage between
strategic planning and financial
planning;

® there was confusion regarding the
roles and responsibilities for budget

1 Corporate Governance and Financial Management in Colleges of Further Education, December 1999, NIA 5
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planning, setting and development,
and these had not been documented:

e budget management was centrally
driven and budget managers
appeared fo have only a token role
in financial management. Financial
fargets had not been communicated
fo them af the start of the financial
planning process and communication
between budget holders and the
Finance Department appeared fo be
minimal:

* the Finance Department was not
involved in the seffing of individual
EU project budgets with the result that
unrealistic and largely meaningless
budgets had been sef for some areas;
and

* there were no formal structures for
assessing budget holder competencies
and providing fraining for any gaps
identified.

Financial Control

2.7

In part five of our 1999 Report, we
considered the various aspects of internal
financial controls that are required to
safeguard and account for public funds.
Deloitte’s findings in relation to some of
these are as follows:

® some key financial information
was not provided to members of
the Governing Body or was not
provided in a format which they
could understand or consider useful.

The users were not confident that
information presented in monthly
reports was accurate;

whereas the meetings of the Audit
Committee were in line with
Departmental guidance, best practice
would suggest that they should have
met on at least a quarterly basis, and
following receipt of significant audit
findings;

with the exception of its annual
report, there was no formal reporting
mechanism between the Audit
Committee and the Governing Body;

no performance measures were in
place for internal and external audit
services;

there was no formal monitoring of
the implementation of the infernal
audit recommendations by the full
Governing Body;

recommendations arising from the
Infernal Audit review of payroll sysfems
had not all been implemented;

there was no defined procedure for
debt collection within the College;

banking arrangements had not been
tendered on a regular basis;

permanent amendments to the payroll
had not been verified and approved
by the Human Resource manager;
and
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e not all assets were tagged or given a
unique asset number. Asset numbers
were not recorded on the assef
register and there was no regular
asset verification audit carried out by
the Finance Department.

Management Information Systems

2.8

2.9

The dafa held on the student management
system is used fo determine the level of
funding the College will receive from the
Department in a given academic year.
An audit of the 2002-03 data extraction
carried out in June 2004 on behalf DEL,
failed the College on all 17 funding
criferia requirements. A number of serious
issues were reported, in particular missing
registers and a lack of information fo
verify particular types of enrolment. For
the 2003-04 data extraction, which
would inform the funding for 2005-06,
documentation could not be produced fo
support the student numbers claimed for,
which represented an over claim of £1.4
million. However, as a result of detailed
investigation work initiated by the Acting
Principal which included producing
appropriate supporting documentation
that was not available at the time of the
DEL audit, the overpayment was reduced
fo £194,000, following a further audit by
DEL, and this amount was recouped from
the College.

In February 2006, DELs Financial Audit
Support Team carried out an audit of the
Essential Skills Fund claims for 2003-
04 and 2004-05. The Team reported

that, as a result of poor and inaccurate

2.10

2.11

management information, enrolment
figures included in the claims had
been overstated. This required a further

£194,000 to be repaid and this was

recovered in full by the Department.

A range of Earmarked Funds are provided
by the Department each year fo be

used for specific purposes. The College
returned £48,000 in respect of the
2004-05 year because it was unable

fo allocate the funds for the purpose
intended. Deloittes reported that roles and
responsibilities in relafion to the monitoring
and control of Earmarked Funding had
not been defined or documented within
College procedures.

An independent consultant was appointed
by the college in November 2004 to
carry out a review of the Management
Information System [MIS) and to assist
staff with the validation of dafa. He
continued through to September 2005
during which time he issued 33 reports
covering each component of the MIS
process. In February 2006, at the request
of the Acting Principal, a review of MIS
was carried out by the Association of
Northern Ireland Colleges Business
Support Manager and, during its review
in 2006, Deloittes had access to these
reports and sought the views of academic
and administrative staff on the problems
experienced with MIS. As a result, a
range of inherent weaknesses were
identified, the main areas of concern
being as follows:

e there was no single ownership of MIS
fo ensure that appropriate checks
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were made within the system and
that staff were held to account for
their individual roles. This had led to
inaccurate data being held within the
system, which had a direct impact on
the College’s funding enfitlement;

e there were no agreed and
documented roles and responsibilities
between feaching and administrative
staff:

® q clear process for data capture
and management had not been
documented leading fo inconsistencies
in approach;

® there was no system in place to
ensure data was input on a regular
and timely fashion, no regular
reporting or challenge function and
no robust systfem of checks fo ensure,
for example, that enrolments could
be verified to appropriate source
documentation:

* the accuracy of recording had not
been emphasised with staff and
security of registers had not been seen
as a priority; and

* the management information systems
had not been implemented o their full

capacity.

Third Party Relationships

2.12

The Deloittes review noted the following:

Third Party Relationships have been
operated by the College without signed
contractual documents. For example, the
College rented accommodation from
Fermanagh University Partnership Board
which is a venture established to advance
economic development through education
in County Fermanagh. The Principal was
one of the Directors of this partnership.

A draft, unsigned, lease indicates that

an office on the second floor of the Intec
Cenfre was fo be rented for three years
from the 1st December 2002 at an
annual rent of £12,600. The College's
Working for Business Unit subsequently
took accommodation on the ground floor
of the centre in Enniskillen and annual rent
increased to £25,000 but no contractual
documentation could be produced to
support this amount. There was confusion
among college sfaff regarding the
accommodation they were entifled to use
and when rooms were used in another
centre for course delivery between 2002
and 2004 the college was invoiced

for another £39,000. This amount was
disputed by the Finance Director but the
invoices were subsequently authorised

by the Principal. It was noted that the
College does not hold a Register of
Inferests for members of the management
feam nor is there a policy for dealing with
conflicts of interest.
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Senior Management Team

Deloittes review of the Senior
Management Team (SMT) identified a
lack of structure in its operation. Meetings
were ad hoc and minutes were either not
kept or, if produced, were vague with no
decisions or action points recorded. Staff
remarked that there was no clear sense of
there being a Senior Management Team
in place within the College.

2.13

The Department has informed us that
"changes have been made since the
appointment of the Acting Principal in
2005. Since then there has been a
clearly identified SMT comprising the
Principal, Vice Principal and heads of
faculty which meets regularly and all
meetings are minuted and actioned”.

Part of the Deloittes review was fo
consider the performance of the Principal,
Vice Principal and Finance Director in
fulfilling their responsibilities in financial
management of the College between

August 2002 and July 2005.
The Principal
2.16  The Principal was appointed fo his post in
September 1995 and was the designated
Accounting Officer for the College during
the period under review, except for the
period from December 2003 to April
2004 when he was on sick leave. He
had further periods of sick leave from
17 January to 1 March 2005 and from
22 August 2005 until his retirement on

health grounds with effect from 1 May
2006. He refained his Accounting Officer

2.17

status during these absences up to 3
October 2005 when the Governing Body
appointed an Acting Principal.

The key responsibilities of the Principal
are clearly set out in the Articles of
Government of the College, the Financial
Memorandum between DEL and the
College, and in the formal Accounting
Officer designation letter from DEL. His
financial management responsibilities
were therefore clear. Deloitte’s noted that
the Principal failed, however, to deal
appropriately as Accounting Officer with
the significant financial management
weaknesses within the College. Because
of his extended sick leave, Deloittes were
unable fo inferview him about the issues
they wished fo investigate.

In our 1999 report we recommended
that, in order to ensure College principals
continued fo fulfil their roles effectively,
governing bodies should have formal
procedures in place for the regular
appraisal of principals’ performance. Prior
to 2003-04 there was no performance
appraisal of the Principal by the
Governing Body. A performance pay
scheme for Directors of FE Colleges was
infroduced with effect from 1 September
2003 and under this the Governing Body
was required to establish a Remuneration
Sub-Committee. This committee met for
the first time in April 2004 and by June
had set criteria on which the Principal’s
performance would be judged. Records
show, however, that in March 2005 the
committee noted that it would “consider
sefting objectives for the Principal the
following year”. The Committee made
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recommendations on the Principal’s pay
to DEL in November 2004 following an
assessment of his performance based on
material supplied by him. DEL deferred
a defermination of the recommendation
pending the outcome of the Work Based
learning investigation. As a result,

the Principal’s salary was held at its
September 2003 level. No assessment
was made in the 2004-05 year and the
Principal retired on health grounds with
effect from 1 May 2006.

2.20

The Vice Principal

The Vice Principal was appointed in
September 2002. He was Acting
Principal on three occasions during the
Principal’s sickness absences (December
2003 to April 2004, January and
February 2005 and August to October
2005). His job description for Vice
Principal includes, under “strategic
management”, a requirement to “liaise
closely with the Finance Director fo ensure
that financial procedures and budgets
fully support the teaching and learning
provision”. In his full fime capacity as
Vice Principal this was the limit of his

role in financial management. As Actfing
Principal, it is recognised that he had
limited periods to address the weaknesses
and there was no evidence that he had
received any training or support to enable
him to discharge these duties effectively.
His Contract of Employment sfafes that he
is required fo parficipate in an appraisal
scheme but his performance had not been
appraised since his appointment.

2.21

The Finance Director

The Finance Director was initially
appointed as Finance Officer in February
1997. No records were available in the
College to support her salary level or the
process and timing of her promotion fo
Finance Director. It was also not possible
fo find an agreed job description.
Objectives were not established and
therefore performance could not be
measured against agreed fargets.
Deloittes noted that it appeared that the
Finance Director was directly accountable
fo the Principal as Accounting Officer and
fo the Governing Body for the College’s
financial information and administration
systems as well as estates management,
“therefore, she shares responsibility for
the weaknesses identified in financial
management and control..."?.

We asked the Department to comment
on the lack of availability of records

to support the Finance Director’s
employment. The Department fold us

that “The Finance Director was initially
employed by the Western Education

and Llibrary Board. She fransferred to

the employment of Fermanagh College
on 1 April 1998, at incorporation. The
Department understands that all personnel
records relafing fo staff moving from the
Boards to the colleges were transferred
at that time. It is the responsibility of

the Governing Body fo ensure that

all procedures, and their application,

in relation to the appointment and
remuneration of senior sfaff, comply with
industrial relations and equal opportunity
requirements. This includes the preparation

The Finance Director has informed us that she considers that this conclusion by Deloitte and Touche LLP on her personal
performance is erroneous, possibly due to a lack of evidence at the fime.
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of a job description upon the occurrence
of a vacancy. In the case of staff, other
than senior staff, all matters relating to the
recruitment, appointment, promotion and
grading, are delegated to the principal.

2.22  Inour 1999 report we emphasised the
importance of appointing Secretaries

to Governing Bodies who would be
independent of the college systems. The
Department told us that it had received
assurance from the College that this
recommendation had been implemented.
However, the Finance Officer acted

as Secrefary from April 1998 o July

2003 for which she received additional

remuneration. It was clearly inappropriate

for a member of the Senior Management

Team to hold such a position because she

was insufficiently detached from day-to-
day management to give independent
advice.
2.23  Following receipt of Grant Thornfon's
report on Work Based leaming the
Governing Body requested disciplinary
meetings with both the Principal and the
Finance Director. The Principal advised
that due fo his il health he could not
attend. The Governing Body placed
the Finance Director on precautionary
suspension from the 2 December
2005 under the College's Disciplinary
Procedures. A disciplinary hearing was
arranged for April 2006 but had to
be postponed when she also became
ill. Because of this sick leave Deloittes
were unable to interview her about
the issues arising from their review.

The Finance Director was dismissed
with effect from 20 November 2006

but was later successful in her appeal

fo the Labour Relations Agency. The
Independent Appeal Hearing decided
that her responsibility should be seen

in the context of general management
deficiencies and the well documented
efforts she had made fo try to improve
management and financial management
reporting procedures. This, together with
the fact that other managers who may
have confributed to the problems were
not disciplined, led to the decision that
summary dismissal was not appropriate
and a more appropriate penalty would
have been a written warning.

NIAO Comment

2.24

In Great Britain in the late 1990s,

a number of cases of incompetfence
and serious financial mismanagement
were identified in further education
colleges®. As a result, the Committee
of Public Accounts* emphasised the
need for colleges to guard against
weak governance and poor financial
control. In our 1999 Report we drew
affention fo the specific lessons identified
at that time in order fo highlight the
potential problems that can occur.

DEL told us that it had written to all
colleges asking them fo ensure that

all recommendations contained in this
report were implemented. In addition,
many of the recommendations were
included in subsequent guidance issued
fo the colleges and further reviews of
the accountability arrangements were
undertaken. It is therefore a matter of
great concern fo us that so many of the

3 Financial Management and Governance at Gwent Tertiary College, National Audit Office, March 1999, HC 253 and
Investigation of Alleged Irregularities at Halton College, National Audit Office, April 1999, HC 357.

Investigation of Alleged Irregularities at Halion College, Committee of Public Accounts thirty-seventh Report, September

1999, HC 413 and Management of Growth in the English Further Education Sector, Committee of Public Accounts, sixty-

third Report, October 1997.
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failures found in Fermanagh College are
exactly the same type of issues identified
in our 1999 report. We have included,
in Appendix 1, the recommendations

of the Committee of Public Accounts

on Halton College®, which we had
originally appended to our report. The
recommendations and issues raised in
this report are clearly relevant to those
experienced at Fermanagh College.

2.25  In Appendix 2 we have summarised the
main recommendations made by Deloittes
to address the weaknesses identified in
governance and financial controls. We
concur fully with these recommendations
and since they have general application
across the sector, they should be included
in guidance issued by the Department to
the new area Colleges.

3 Financial Management and Governance at Gwent Tertiary College, National Audit Office, March 1999, HC 253 and
Investigation of Alleged Irregularities at Halton College, National Audit Office, April 1999, HC 357.
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Whistle-blowing Allegations

3.1 In August 2005, DEL received an
anonymous letter purported fo come
from “a group of support and lecturing
staff”. The letter alleged deficiencies in
management and leadership; abuse of
appointment procedures in the filling of
three head of faculty posts; and improper
use of the College'’s hospitality budget
and overtime payments. Subsequently
the Department received a letter from
an employee at the College who was
acting under the ferms of “whistleblowing”
safeguards. This letter appeared fo
substantiate many of the allegations made
in the original anonymous lefter but also
alleged a lack of accountability in relation
to staff, finance and the use of resources:
inappropriate appointment of, and
payments to, a consultant; and adjustment
of enrolment figures to justify increases in
pay for the Principal and Vice Principal.

3.2  The College's external auditors, Grant
Thornton, were engaged in September
2005 to investigate seven of the issues
raised and other issues were examined by
members of the Governing Body.

Overtime Payments

3.3 On the question of overtime payments
Grant Thornton found that £16,158
had been paid to a member of staff in
March 2004. The hourly rafe used in
calculating the amount paid was found fo
be higher than it should have been and
it had been applied at time-and-a-half.
In any case, this member of staff had
not been entitled to overtime payments

under their confract of employment. The
Govermning Body decided that £11,570
should be recovered from the member of
staff and wrote to the person accordingly
in July 2006. The member of staff's union
responded on their behalf in September
claiming that the payment received
equated to an honorarium which had
been accepted in good faith. legal
advice indicated that, due fo the time lag,
there would be litfle prospect of being
able fo secure a court order for repayment
and proceedings were therefore not
recommended. Based on this opinion the
Governing Body decided that there was
no point in pursuing the matter further.

As a result, the Department has advised
the College that, in accordance with the
Financial Memorandum and Government
Accounting, they must now apply to the
Department for approval to write-off the
overpayment.

Hospitality and Entertainment Expenses

34

On the issue of hospitality and
enfertainment expenses it was found

that controls within the College were

not sufficient to avoid abuse of this
expenditure, which averaged some
£9,000 a year. There was a lack of
supporting documentation which made

it impossible to assess the relevance

of the expenditure to furthering the
College's aims or to defermine whether
there had been abuse or not. Grant
Thornton recommended that a procedures
document should be produced to clarify
the circumsfances under which these funds
could be used and the requirements for
prior approval. It also recommended
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that written terms and conditions should
be produced to defail authorisation
procedures for credit card payments.

Payments to a Consultant

3.5  On payments to a consultant, it appeared
that not all work carried out by this
person had been subject to the correct
fender process and payments had been
made for him to appraise projects which
he had been involved in preparing.

This highlighted possible shortcoming

in the tendering process and it was
recommended that the Governing Body
should review the governance process
around this area.

Payment in Advance

3.6 A payment in advance of £30,000 was
made in March 2005 for 500 Exercise
and Fitness Workbooks for a “fit to run”
course. The College’s Finance Department
expressed reservations about the costs
and benefits of such a course and no
documentation could be produced to
indicate whether it had been approved
by the Academic Board. By mid 2006,
less than 200 of the workbooks had been
used and part of the remaining sfock was
being used for a different course.

Outcome

3.7 The Governing Body informed the
Department in August 2006 that,
having examined all the findings, it had
"concluded that, other than the overtime
payment issue, there were no major
areas of concem identified as a result of

the various investigations into allegations
confained within the anonymous letter”.
Of the issues raised in the employee's
whistle-blowing letter it was defermined
that only one, the pay upgrade of the
Principal and Vice Principal, required
further investigation. The Department
carried out an assessment of the Grant
Thornton review on this matter and
confirmed that the salaries were correct.
We asked DEL what ifs view was of the
allegations and the investigations and
what action, if any, it took as a result.
DEL told us that it had been monitoring
the situation and had ensured that all
recommendations identified through the
reviews and investigations undertaken,
had been incorporated info an action
plan which was being implemented

by the Governing Body and monifored
by the Department. It also noted that

the Governing Body had engaged

a Corporate Change Manager in
September 2006 to oversee the
implementation of recommendations in all
reports in a composite action plan over
the next 18 months. A regular report on
progress is being made to the Department
and is being monitored by departmental
officials.
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The Department’s Accountability Control
Environment for Further Education Colleges

4. In this part of the report we consider the
Department’s role and accountabilities in
its relationship with the further education
colleges.

4.2 DEls Accounting Officer is responsible

and accountable to Parliament for:

® ensuring value for money in the
ufilisation for resources distributed fo
colleges;

® monitoring compliance with any terms
and conditions attached fo the issue of
grants fo colleges;

® ensuring that the financial and other
management controls applied by
DEL are appropriate and sufficient fo
safeguard public funds; and

® safisfying themselves that:

a. the procedures, controls and
structures being applied within
colleges conform with the
requirements of propriety and good
financial management; and

b. that the colleges observe the
arrangements and conditions set
out in the Financial Memorandum
for the payment of grants.

4.3 The main ways in which the Department
has sought to provide governance,
monitoring and confrol arrangements are

4.4

outlined in Appendix 3. The key guidance
documents provided for FE colleges are:

e the Guide for Governors, issued
January 2005, which describes the
main powers and responsibilities of
the Governing Body and provides
advice on such matters as the proper
conduct of business, sfaff management
and financial management;

® the Financial Memorandum which
sefs out the terms and conditions
for the payment of grants by DEL.
This includes the responsibilities of
the Department and the College,
especially with regard fo the planning,
budgeting and control of resources;
and

e the Audit Code which provides
guidance for the responsibilities of the
Audit Committee and the requirements
for internal and external audit
arrangements.

The Department told us that, following
the NIAO 1999 Report, it wrote to all
colleges to advise them of the findings
and to ask them to ensure that the
recommendations were implemented.

A seminar was arranged to present

the findings and a working group was
esfablished fo take forward fraining
requirements. An Audit Issues VWorkshop
was held to cover procurement and
asset management. From this work the
publishing of key performance indicators
was initiated by the Department. Follow-
up seminars were arranged for principals
and Chairs of Governing Bodies to
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cover audit and financial management
responsibilities. An accountability
framework was put in place whereby
College Development Plans would be
prepared and submitted fo the Depariment
each year for review. This included

a request fo specifically address the
issues identified in the 1999 Report.

DEL provided feedback to the colleges
on the quality of their content and on
how improvements could be made. The
Department told us that a recent review
had identified improvements fo this
already useful regime. As a result, the
Department is moving fo a process for the
seffing of objectives for the colleges to
achieve and will enhance the links with
the level of resources they receive. This
process will be in place for the 200708
academic year.

The colleges operate at armslength from
the Department. DEL told us that “this
approach is as a result of the independent
and incorporated nature of the Governing
Bodies, which is enshrined in legislation
and reflects the approach in Great Britain.
Under incorporation, the onus is on the
Governing Body to have responsibility

for the effective management of the
college and to have in place adequate
confrols o ensure probity, regularity

and appropriate governance and
accountability”. However, in our view,

the Departmental responsibilities outlined
in paragraph 4.2 above are demanding
and unequivocal and there is a need

for a balance to be struck between the
colleges’ independence and DEL's overall
accountability for funding of some £150
million to the sector.

4.6

DEL told us that

"The Department fully accepts its
responsibilities, as set out in paragraph
4.2 above. In addition, the Department
must respect the independent status of
the College, as defined in legislation.

In practice this means that, while the
Department has overall responsibility

for corporate governance and
accountability, as noted in paragraph
4.5, the Governing Body has specific
responsibilities in respect of its college.
To enable it o fully discharge ifs
responsibilities, the Department has
moniforing arrangements in place, to
ensure that the Governing Body meets ifs
commitments, or that corrective action can
be taken to protect public funds, where
it fails to do so. The systems currently in
place fo achieve this are fully in line with
HM Treasury guidance and best practice
in Great Britain”.

A balance has to be struck between the
armslength sfatus of the colleges and

the Accounting Officer's responsibilities
and we recognise that the Department
had given this careful consideration.
However, in our view, this case suggests
that there was a degree of over reliance
on the performance of the governance
arrangements at each college and on
the leadership of the Governing Body,
Principal and Senior Management Team.
The balance struck between fulfilling

the Department’s responsibilities and

the Colleges’ independence was not
sufficiently effective and its monitoring
arrangements would have benefited from
greater intervention especially in the early
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years of incorporation. In our opinion, 4.8
the Accounting Officer was not able

fo obtain sufficient assurance over the
responsibilities in paragraph 4.2 on the

basis of the approach adopted. We have
therefore reviewed the adequacy of the
Department’s arrangements in light of the

issues arising in Fermanagh College.

The Work-based Learning Investigation

4.7

The Department had concerns in April

2003 about Fermanagh College's use

of third parties to provide VWBL courses.

It appeared that the College was acting

largely as management agent and was 4.9
generating Departmental funding at least
possible cost and effort to itself. DEL told
us that it had received assurances from
the Principal at that stage that the terms

of Circular 19/01 (see paragraph 1.1)
were being adhered to. However, the
Education and Training Inspectorate’s
report in November 2004 (see
paragraph 1.3) alerted the Depariment to
potential breaches of the Circular and DEL
told us that these had to be investigated to
confirm that this was, in fact, the case. It
was not until August 2005 that, following
discussions with the Governing Body,

the Board engaged Grant Thornton, the
external auditors of the College, to fully
investigate the issues. In April 20006, the
Department wrote fo the Chairman of the
Governing Body informing him that the
College’s participation in the delivery of
the WBL programme did not meet the
requirements of the Circular and a sum of
£1.14 million would have to be repaid.

4.10

We note that the Department had
considerable difficulty eliciting information
from the College management and had
received conflicting information from

the Principal. On one occasion in June
2005, officials made a pre-arranged
visit fo the College to inspect books and
records pertaining fo the WBL delivery
but were fold by the Principal that these
were not available. DEL told us that “this
failure by the Principal to comply with the
request fo provide information and access
fo the books and records resulted in the
Department reporting its grave concerns
fo the Governing Body".

We are concerned that it took three years
fo decide that the College was not entitled
to VWBL funding and that the Department
did not exercise a more active challenge
function when there was reason fo believe
that it was not acting appropriately. DEL
fold us that it was not involved in a three
year investigation into VWBL at Fermanagh
College, nor was it unwilling fo exercise
its challenge function. It was only when

it encountered difficulties in eliciting

the required information that it became
concerned and, in line with the model of
incorporation, engaged the Governing
Body and outlined the potential liability.

Whistle-blowing Allegations

In August and September 2005, the
Minister and the Department received
‘whistleblowing' lefters alleging serious
deficiencies in leadership and financial
management in the College (see

paragraph 3.1). The Chairman of the
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Governing Body wrote to DEL seeking
clarification of his understanding of the
role of the Department and the College in
relation to the anonymous letter, namely
that:

e "the Department has not directed the
Governing Body to investigate the
allegations but is rather suggesting that
an investigation may be necessary”;
and

* ‘it is the Department’s view that it
is a matter for the Governing Body
to determine what action it takes”.
Therefore "it is for the Governing Body
fo determine the appropriateness
of the investigation, the terms of
reference of any investigation, the
conduct of any investigation and any
action arising therefrom”.

The Governing Body decided to conduct
discrete inquiries into the subsfance of

the allegations and engaged its external
auditors, GT, to investigate seven of the
issues. Having examined the findings they
concluded that other than the repayment
of £11,570 overtime (see paragraph
3.3), there were no major areas of
concern.

We are surprised that, in the light of
the serious failures emerging from the
WABL investigation, the Department was
prepared to pass the whistle-blowing
lefters over to the College and leave it
fo the Governing Body to decide what
action it should take. One of the poinfs
made in the anonymous lefter was that
previous complaints made to the Board

about a named individual had not

been investigated. In our view, some of
the issues arising from the allegations
(outlined in Part 3) are indeed matters
for concern and indicafors of potential
weak governance and control which the
Department should have pursued more
directly. The Department told us that it was
following the advice of the Departmental
Solicitor that the Chairman of the
Governing Body should be approached
and asked to investigate the claims. In its
lefter to the Chairman, DEL stated “any
such investigation must be transparent

in its approach, and conducted in o
manner which is clearly independent of
any influence by the Board. The outcome
of the investigation should also be made
available to the Department.”

Deloitte & Touche Review

413

The Department has the power to
commission an efficiency review of a
college where it appears necessary

as a result of mismanagement. It has
done this on one occasion since 1998.
Following the VWBL investigation and
whistle-blowing allegations, there appears
fo have been good cause for DEL to

have commissioned a full review of
governance and financial management in
Fermanagh College. Instead, it again left
it to the Governing Body to commission

a review. The Department fold us that it
had worked closely with the Governing
Body in drawing up the terms of reference
but we note that Corporate Governance
was not included. In its original draft
report Deloittes identified significant
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weaknesses in the Corporate Governance
environment but this section was removed
from the final report. The Department fold
us that the recommendations made as a
result of Deloitte’s findings on Corporate
Governance had sfill been included in the
action plan that had been prepared by
the Governing Body and this was being
monifored by the Department.

We asked DEL whether the
recommendations in the composite

action plan (see paragraph 3.7), raised
in the Deloitte's report of February

2006 and the other earlier reports,

had been satisfactorily implemented.

The Department told us that the key
recommendations in the composite

action plan have been implemented and
work on the others is continuing. DEL

has been attending regular meetings

with the Acting Principal, the Chair of

the Governing Body, the Corporate
Change Manager, and the Vice Principal
of Fermanagh College, to monifor the
College's progress against implementation
of the recommendations. The Department
confirmed that it will work with the
Director of the new area college to ensure
that these issues are taken forward and
that any remaining recommendations in
the composite action plan are adequately

addressed.

It is a matter of some concem that the
findings in Fermanagh College remained
undetected by the Governing Body.

We note that new arrangements were
infroduced for the recruitment of members
of the six new Governing Bodies who
take up duty from the merger date of

1 August 2007 This process involves

an interview fo fest the applicant's
experience in a profession, business or
industry, experience of effective corporate
governance and experience in managing
business or organisational change. Ve
consider it essential that the fraining needs
of the new governors are identified and
documented and DEL must mainfain and
build on the training it has arranged

in the past to ensure that all these
requirements are met. The Department
should also consider if it would be useful
fo have an observer and assessor attend
at least the initial meetings of the new
goveming bodies to ensure that the
members are fully aware of their roles and
responsibilities.

Internal and External Audit Arrangements

415

The Department relies heavily on

internal and external audifors fo monitor
financial management and governance
arrangements af the colleges. However,
as indicated in our 1999 Report,
paragraph 5.36, experience in Great
Britain has been that such monitoring

has sometimes failed to defect and
prevent poor governance and financial
mismanagement. The Committee of Public
Accounts Report on Halton College (37th
Report, Session 1998-99) noted that one
of the causes of failings af the College
had been the weak performance of its
internal and external auditors. It should
be nofed that, at Halton College, both
internal and external audit services were
provided by one private firm.
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The HELM Corporation provided the
internal audit service for Fermanagh
College and operated a service

fo management by measuring and
evaluating the effectiveness of the internal
audit control systems. HELM were first
appointed in 1998 and have continued
through to their current three year contract
which ended in July 2007. For each

of the years 2001-02, 2002-03 and
2003-04, HELM gave a substantial level
of assurance on the College’s systems of
internal control. This had included audits
of Corporate Governance and Budgetary
Control in 2001-02. Corporate
Governance was not examined again
until 2004-05, by which time problems at
the College had begun to emerge. In this
year HELM gave an overall limited level
of assurance which included audits of
Corporate Governance and Management
Control.

External audit services are provided

by Grant Thornton who were also first
appointed in 1998 and their current
three year contract is due to end in
2008. The £1.14 million over claimed
by the College for WBL arose from

data produced in 2002-03 (resulting in
an over claim of £0.51 million in 2004-
05) and dafa in 2003-04 (resulting in an
over claim of £0.63 million in 2005-06).
The accounts for 2002-03 and 2003-04
were unaffected by the incorrect data.
The 2004-05 and 2005-06 accounts
were finally completed in February 2007
and signed by the College and Grant
Thornton in March 2007 receiving
unqualified opinions following recognition
of the above overclaims. From our

4.18

review of the management letters issued
following GT's audits from 2001-02 to
2003-04, we found that none of the
issues that subsequently came to light
regarding governance, financial control
and management information systems,
had been identified in these audits.

In the course of the audit of the 2005-
06 financial statements, the Department
was informed that serious concerns had
been raised by Grant Thornton in relation
fo procurement activity. The Department
carried out an invesfigation and found that
the standard and level of documentation
refained by the College fell far short of
what would be required in relation to

the award of tenders. Indeed, there was
pracfically no documentation available
at all for review. Total spend in this

area amounted to £2.4 million over a
five year period but the tendering and
procurement procedures, as prescribed
by the Financial Memorandum, had not
been followed from 1998-99 until the
appointment of the Acting Principal in
October 2005.

The Department told us that its biggest
concern was that the problems in
Fermanagh College had not been
identified by infernal or external audit. It
requested the Audit Committee, through
the Governing Body af Fermanagh
College, to carry out a review of the
reasons why the failures took place and
why they were not identified. The resulting
report of 26 March 2007 is provided at
Appendix 4. In summary the Governing
Body concluded that:
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"There are clearly lessons to be learned,
both by the Governing Body and the
Department, from the Fermanagh College
experience.

From the Governing Body’s point of view,
it fully accepts its statutory and other
responsibilities for the good governance
of the College. For a Governing Body

to properly fulfil those responsibilities,
however, there has to be a good flow of
information from the Principal and his or
her senior staff, and sound accountability
protocols in place. Fermanagh College
Governing Body now acknowledges,
with the benelfit of hindsight and based
on all that it has learned from the

various investigations over the past
eighteen months, that there were serious
shortcomings on both fronts, the greatest
impediment of all being the fact that

it was “kept in the dark” on issues of
strategic and operational significance.
There also have fo be robust audit systems
in place. The fact that its infernal and
external auditors, and the DEL and ETI
audits, all failed to highlight any issues of
significance, gave the Governing Body
a false sense of assurance that ‘all was
well”.

4.20

We asked the Department what its
response was fo the Governing Body's
assessment of the reasons for the financial
failures identified. The Department fold

us that it was not prepared to accept the
document produced as a valid review.

"As is obvious from the comments
and recommendations in the review,
the Governing Body appears fo have

4.21

been operating under a fundamental
misunderstanding of its role and
responsibilities, and has also displayed
a particular, and significant, lack of
understanding of the nature of audit
functions. This document must be
considered as a first draft and, in normal
circumstances, it would have been
subject to a number of iterations, with
the Department suggesting significant
amendments.” “It is unfortunate that,
due to the demise of the Fermanagh

Governing Body on 31st July 2007, this

process cannot be completed.”

We have attached, in full, the
Department’s response of 30 July 2007
fo the review by the Governing Body

at Appendix 5. The Governing Body

fold us it unreservedly rejected the
Department's assertion that it had a
fundamental misunderstanding of its role
and responsibilities and was aggrieved
that it had been denied the opportunity to
formally defend its position.

We noted that where the same firm is
involved in the infernal audit of different
colleges, the audit plans tend 1o be the
same which suggests that they are not
addressing the particular risks of each
college. DEL told us that it is carrying
out a review of intfernal audit provision
in all colleges and will investigate these
fo ensure that they are prepared on an
appropriate risk basis. DEL also told us
they are reviewing plans for the provision
of external audit.

In our view the Department should also
take steps to monitor closely the operation




Governance Examination of Fermanagh College of Further and Higher Education 31

of college audit committees. For example,
it should ensure that committees have
the appropriate skills and af least one
member who is a financial expert.
Additional training should be provided
as necessary so that members are fully
equipped fo comply with all aspects of
the Audit Code and financial guidance
such as the Treasury Audit Committee
Handbook. Committees must ensure that
audit plans are prepared following a full
risk assessment and that effort is focused
on key control areas such as Corporate
Governance. They must establish,
and monitor achievement against,
performance measures for infernal and
external audit services. The Department
should also consider having its Internal
Auditor carry out a sample review of the
internal audit arrangements throughout the
sector to assess whether they are rigorous
and reliable.
4.22  DEL told us that it carries out a detailed
review of all internal audit reports and
external audit management letters every
year. Any significant issues are identified
and a circular summarising any items of
mutual interest or application is issued to
all colleges. The Articles and Instruments
of Government are being amended to
allow the Department right of attendance
at audit committee meetings.

Strengthening the Department’s Monitoring
Arrangements

4.23  The Department fold us that it had
commissioned consultants to carry
out a review of the governance and

4.24

financial position of all colleges prior to
the merger. It has asked the Temporary
Executive Committee of each new group
fo engage independent consultants

fo carry out due diligence reviews. It

has recommended that these should
encompass a comprehensive investigation
and examination of each existing
college’s records and systems including
the financial position, an assessment of
financial and infernal control systems

and identification of any areas where

the colleges are not adhering to any
prevailing procedures, regulations, statutes
or circulars. The Department has offered
fo provide a significant amount of funding
for these investigations but again we nofe
that it is asking the groups to advise if they
are confent to undertake a review rather
than directing that one should be carried
out. Also, it would have ensured greater
consistency in approach and coverage

it DEL had commissioned the reviews.

For example, we note with concern that
the suggested terms of reference do not
include an examination of corporate
governance arrangements.

The Department told us that it had

been its original intention to manage
these exercises internally. However,
there was not sufficient manpower
available to devote to establish, tender,
administer, monitor and review six large
Due Diligence exercises. The terms of
reference were drawn up by DEL fo
concenfrate on key issues. As the current
colleges were to cease fo exist in a short
period it was considered that a review
of their governance procedures would
not be a priority at present and would
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not represent an effective use of public
funds. A defailed review of this will be
undertaken as part of new annual review
procedures which are being drawn up by
the Department.
4.25  As required by the 1997 Order, the
colleges produce annual Development
Plans covering a three year period on a
rolling basis. The Plans include information
such as a mission statement, strategic
aims, key issues for action, a review
of performance against objectives and
fargets set in previous plans, and student
numbers and achievements. In our 1999
report we made recommendations on the
structure and content of the Plans.
4.26  Development Plans provide one of the
main sources of information for the
Department when considering the needs,
type and range of provision, capability
and financial health of the sector. The
colleges also benefit from having a robust
plan in place that will enable them to
make informed sfrafegic decisions and
manage their resources in accordance
with strafegic priorities. Each year DEL
provides the sector with information on
Government policies, strategic objectives,
and priority areas and prepares guidance
fo assist colleges in formulating the plans.
4.27  The Department has not had an approval
role for Development Plans in the past but
with effect from 2007-08 it is intended
that the Plans will be established as the
key planning and reporting fool between
the colleges and the Department.
They will set out what the colleges will
deliver in key areas and identify agreed

4.28

4.29

4.30

performance indicators which will be used
as a confract fo underpin funding. We
welcome this action.

The main funding provided by DEL fo the
colleges is based on a measured unit
known as the Student Powered Unit of
Resource. This takes account of student
activity in the areas of recruitment,
learning and achievement. The
Department carries out an annual audit
of the data submitted by the colleges to
validate the information and fo ensure that
there is no double funding against other
college activity. The Department told us
that, with the reduction in the number of
colleges, there may be an opportunity to
increase the range of activities covered in
this audit. VWe would strongly recommend
that the Department does widen the
scope of its audits fo review the operation
of corporate governance and strategic
management.

In Appendix 3 (paragraphs 7, @ and 11)
we have outlined the information roufinely
provided to DEL by the colleges. These
refurns are reviewed by the Department
fo monitor financial performance and to
ensure that all necessary action is being
faken to address, for example, audit
recommendations. Any issues of general
interest or lessons fo be leamned are
circulated to all colleges. The Department
is considering what further information
the colleges should be asked to provide
in these refurns in order fo enhance the
effectiveness of ifs reviews.

In response fo the Committee of Public
Accounts reports® on the Management of

3 Financial Management and Governance at Gwent Tertiary College, National Audit Office, March 1999, HC 253 and
Investigation of Alleged Irregularities at Halton College, National Audit Office, April 1999, HC 357.
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Growth in the English Further Education
Sector and the Invesfigation of Alleged
Iregularities at Halton College, the
Higher Education Funding Council for
England (HEFCE) introduced additional
moniforing arrangements for colleges.

In our 1999 report we recommended
that the Department should ensure that it
incorporated developing best practice in
England and Wales into its arrangements
for monitoring and reviewing institutions’
performance regarding governance and
financial management.

4.31  The Department fold us that “following
the 1999 NIAO report, best practice
was investigated in the rest of the UK,
and incorporated into the accountability
framework which was developed.
Furthermore, the Review of Accountability
Arrangements, commissioned by the
Department in December 2002 to
examine emerging best practice in
England, Scotland and Wales, as
well as other sectors in NI, and the
outcome was incorporated into the
final recommendations, which were
implemented in full. The Department has
given a very high priority fo ensuring
that developments in accountability
arrangements are being monitored
and used to inform improvements in
procedures in NI and recognises the
need fo keep itself informed with the
developments in England and Wales.”







Appendices
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Appendix One: Recommendations of the Committee

of Public Accounts on the Investigation of Alleged

Irregularities at Halton College

Overclaims of Grant

Halton College was able to claim almost £14
million more in grant from the Funding Council
than was justified, despite a range of confrols for
ensuring the accuracy of funding claims including
audit by the College’s external auditors. The
Funding Council are still investigating six other
colleges where overclaims might have arisen.

We find it difficult to understand how unjustified
claims on this scale could have evaded the
financial controls in place, that it has faken so
long fo finalise the figure af Halton, and that other
potential cases are sfill not resolved. VWe look to
the Funding Council fo review again their financial
controls and checks over grant claims to ensure
that any future overclaims are picked up before
payments are made.

Governance and Management of Further
Education Colleges

The problems at Halton arose from a combination
of a strong Principal, a weak audit process and

a governing body that was not on fop of the
situation. We have seen similar failings in other
colleges. Given that further education colleges
receive over £3 billion of public funds each year,
we welcome the new measures announced fo
strengthen governance and audit arrangements
throughout further education colleges. These should
go some way to prevent further cases and re-
esfablish the credibility of the sector. But we look
to the Funding Council to follow through on all of
these issues in their cyclical audit and inspection
work at colleges.

In more detail our conclusions and
recommendations are:

It is highly unsatisfactory that Halton
College overclaimed almost £14 million,
and that to a large extent these claims
evaded the financial controls in place at
the College and the Funding Council.
One immediate impact of the need fo
repay this money is that 114 people

will lose their jobs, and this will cost

the taxpayer £1.8 million. Whilst the
Department and Funding Council have
assured us that further education provision
fo the people of Widnes and Runcomn
will be profected, the College will need
fo go through major and painful changes
in order to put the core business of the
College into a sound footing.

We are deeply concemned at the
exiravagant spending particularly on
overseas frips by the Principal and Deputy
Principal. Apart from the total cost — over
£210,000 — and excessive individual
expense items, the absence of these two
senior managers from the College for
almost 12 months over five years can only
have added to the management problems
there.

We agreed with the Department that

the failings aof Halton arose through a
combination of a strong-willed principal,
a weak audit process and a governing
body that was not on fop of the situation.
In particular, we are surprised that the
governors of Halton College met only
three or four times a year and question
whether this was sufficient for them to
discharge their duties effectively.

The Principal and Deputy Principal
were suspended in May 1998, but it
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fook almost a year before any further
disciplinary action was taken against

them. During that time, they continued fo
receive full pay of £200,000. We note

the intention of the Department fo propose
limitations fo the period over which any

future suspension in the sector on full pay

can last. 8.

We are concerned that the College

did not disclose to us until after our
hearing that the Board had agreed fo
pay £12,000 towards the Principal’s

and Deputy Principal’s legal costs, so
depriving us of the opportunity o pursue
the matter in public. The decision to fund
even part of the Principal’s and Deputy
Principal’s legal cosfs was exiraordinary,
and could have resulted in the College
paying for action being taken against it
and the Funding Council. This support
may also have confributed fo the delays in
publication of the Funding Council's report
and in faking disciplinary action against
the Principal and Deputy Principal, and
consequently o the period over which
they received full pay while suspended.

We note that taking legal advice, the
governing body of the College have
decided not to pursue compensation from
the Principal and the Deputy Principal
because any action could be complex,
and could quickly become uneconomic.

We welcome the steps taken by the
Funding Council and the College to
improve governance, internal control,

management and audit arrangements 10.

at Halton College. We look fo the
Funding Council fo monitor the College

closely to ensure that these changes

work in pracfice, especially af a time
when the College will be going through
restructuring, sfaff reductions, management
changes and the appointment of new
governors.

We note the concerns of the Department,
the Funding Council and the College
about the performance of the College’s
infernal and external auditors, Deloitte
and Touche. We note that the governing
body has decided not to take legal
action against the auditors in respect of
shortcomings in their audit work because
their legal advice is that any such action
would be complex and costly, and might
not succeed. The Board decided that

it would not be a prudent use of public
funds fo risk large amounts of public
money, initially £150,000 plus VAT,
against the prospect of small financial
rewards.

What is being done to ensure that similar
problems have not occurred elsewhere?

We strongly support the positive response
of the Department fo the problems
uncovered at Halton and at Bilston
Community College on which the Funding
Council has recently published a highly
critical report. The newly announced
package of improvements to governance
and audit arrangements should go some
way fowards preventing further cases and
re-esfablishing the credibility of the sector.

We note the steps taken by the Funding
Council to identify those colleges with
similar features to Halton, who might
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Appendix One: Recommendations of the Committee

of Public Accounts on the Investigation of Alleged
Irregularities at Halton College

therefore also be over claiming public
funds. We urge the Council to complete
its investigations as soon as possible, and
to let us know the outcome.

11. The National Audit Office and Funding
Council found that weaknesses in
financial controls af Halton over
procurement and travel expenses might
also exist at many other colleges. While
the Funding Council have sent a copy of
their report fo every college, and drawn
their affention to the weaknesses found,
we look fo the Funding Council to follow
through on all these points in the cyclical
audit and inspection work at colleges.

12, We welcome the steps taken by the
Funding Council to strengthen the
audit of grant claims, and to separate
responsibility for infernal and external
audit. However, we are concerned by
the Funding Council’s conclusion that
internal audit could not be relied on in
about a fifth of colleges. We look to them
fo ensure that internal audit arangements
throughout the sector are rigorous and
reliable.
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Appendix Two: Summary of Action Required to

Address Weaknesses in Governance and Financial

Controls

Governance and Corporate Planning

1. The Governing Body must provide the
strategic direction and parameters for
corporate and financial planning.

2. The Governing Body must provide an
effective challenge function to ensure the
delivery of financial and non-inancial
fargets. It must ensure that it is provided
with accurate and timely information in @
form which meets its needs, to regularly
monitor performance.

3. Key performance indicafors should be
established.

4, A Govemors' fraining needs analysis
should be prepared at least on an annual
basis.

5. The Governing Body should satisfy itself

that there is an efficient and effective staff
appraisal system.

6. The Audit Committee should meet af
least quarterly in line with best practice.
A formal reporting process should be
esfablished between this committee and
Governing Body.

7. The College Development Plan objectives
should be Specific, Measurable,
Attainable, Results focused and Timely
and it should include all the information
specified by the Department.

8. Business, financial and corporate plans
should be closely linked and operational
plans should be linked to the strategic
objectives.

Financial Planning and Budgeting

Q.

The roles and responsibilities of budget
holders should be established and clearly
arficulated. Their competency should

be assessed and appropriate training
provided.

Budget holders should be given clear
financial targets at the start of the financial
planning process and they should be
involved in all stages of the budgeting
process.

There should be clear line management
responsibility for budget holders and their
performance should be monitored.

Authorisation and Management of
Expenditure

12.

Procedures, roles and responsibilities
should be defined for all financial
management processes.

Permanent amendments fo the payroll
should be verified and approved by the
Human Resource Manager.

All assets should be numbered and
included in the Assef Register and there
should be a regular process of asset
verification.

Financial Reporting

15.

The information needs of the Governing
Body (both financial and non-financiall
should be specified and as a minimum
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Appendix Two: Summary of Action Required to

Address Weaknesses in Governance and Financial
Controls

Audit

17.

20.

should meet the requirements of

Departmental circular FE2,/2000.

The content and timing of reports should
be agreed between the Finance Director
and recipients.

A full risk assessment should be carried
out involving members of the Governing
Body and members of the Senior
Management Team. The adequacy and
coverage of the audit plan should be
considered in light of this assessment.

The Governing Body should ensure as
part of the fendering process, that infernal
and external audit have appropriate
quality management sysfems in place.
Performance measures for both services
should also be established.

At least one member of the Audit

Committee should have financial expertise.

Implementation of audit recommendations
should be monitored by the Governing
Body.

Management Information Systems

21.

Cross departmental teams should be
involved in the establishment of individual
business area needs, the services
provision and reporting requirements, the
roles and responsibilities, and monitoring
and review procedures for an integrated
Management Information System.

Management of Recurrent, Earmarked and
External Funding

22.

23.

24.

25.

There should be a clearly defined strategy
for funding from third parties. Applications
for funding should only be initiated when
they have been evaluated by Senior
Management and approved by the
Governing Body.

Roles and responsibilities in relation to
the ownership, management, infernal
reporting and monitoring and confrol of
projects should be defined.

Finance staff should attend monthly
project meetings to review spend and
performance against budget.

The Senior Management Team and
Finance Committee should be provided
with a monthly status report for each
project which includes explanations for
variances and any corrective acfion
taken.

Third Party Relationships

26.

legally binding confracts must be in

place for all third party relationships. As a
minimum these should specify terms and
conditions; performance indicafors and
quality standards; performance monitoring
and review arrangements; and confract
management and invoice approval
arrangements.

A register of interesfs should be
maintained for all members of the
Govermning Body and members of the
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Senior Management Team and there
should be a policy to deal with conflicts
of interest.

Senior Management Team

28.  There must be job descriptions for all
members of the Senior Management
Team and an efficient and effective staff
appraisal system throughout the College.
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Appendix Three: The Department’s Governance,

Monitoring and Control Arrangements

The Further Education (Northern Ireland) Order
1997 places a duty on the Department for
Employment and Learning to secure effective
execution of its policy in respect of the provision
for further education in Northem Ireland. The
main ways in which the Department has sought
fo provide governance, monitoring and control
arrangements in order to pursue this duty are as
follows:

1. The provision of initial fraining and
guidance for the Governing Bodies, for
example, all Govemnors were offered
two induction seminars focusing primarily
on corporate governance and financial
management,/public accountability.
Governor training material packs were
issued and courses arranged to cover
specific needs such as Child Protection
legislation.

2. The development of a funding formula
based on student activity and achievement
fo encourage colleges to improve their
efficiency and effectiveness in line with
government policy.

3. Subjecting colleges to independent
review by the Education and Training
Inspectorate who report on the quality of
teaching provision.

4. The approval of College Articles and
Instruments of governance which sef out
the constitution of the Governing Body
and the way it conducts its activities. This
is supplemented with periodic circulars
and other guidance as appropriate. In
parficular the Financial Memorandum
issued to each college is the official
financial guide for Governing Bodies

and management of colleges and sefs
out, infer alia, a range of accountability
measures, the planning, reporting and
control framework, and arrangements for
audit.

The college principal/director is
appointed as Accounting Officer for his/
her own college. The principal is required
fo provide an annual assurance statement
fo the Departmental Accounting Officer
on the college’s internal control and risk
management arrangements.

Each college is required to submit a
rolling three year Development Plan to
the Department annually in September,
outlining its planned activities and linking
the main elements of provision with
Departmental priorities.

Governing Bodies are required to
submit regular financial statements to
the Department which set out financial
performance in the year to dafe and
forecast outturn for the year compared
with plan. This is normally done on @
quarterly basis, but may be required
more offen if necessary (for example if a
college is in financial difficulties).

Each year the Department issues an
Accounts Direction which setfs out the
required format of the college’s annual
accounts and specifies the supporting
information to be provided.

Draft annual accounts are required fo
be with the Department by the end of
September each year and fully audited
accounts by the end of November.
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The quarterly and year end financial
information is used by the Department fo
monifor the financial position of the secfor
and the individual colleges. Circulars are
issued summarising financial performance
and drawing affention fo items of general
interest.

Each college is required to have an audit
committee of the Governing Body to
oversee the external and infernal audit
arrangements. All college accounts are
audited by an independent external
auditor. The Depariment seeks assurance
on the consistency and adequacy

of the audit approach by sending a
questionnaire fo each auditor seeking
information on the audit approach and

findings.

The Department receives copies of all
internal audit reports and external audit
management lefters. Each college audit
committee is required fo submit an annual
report which includes the main issues
arising from audit and how they were
dealt with together with an opinion on
the reliance which can be placed on the
infernal control systems. The Department
reviews the documentation to ensure that
all necessary action is being taken and
circulates any lessons learned or issues of
general interest fo the sector.

The Department retains wide-ranging
powers to take further actfion if necessary
as a result of mismanagement, including:

e the commissioning of an
efficiency review with power
fo direct implementation of any
recommendations,

® the removal of Accounting Officer
status from the College Principal, and

® the removal of any or all of the

members of a College Governing
Body.
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Appendix Four: Report from College Governing Body to

the Department on the Outcome of its Internal Review

FY ¥ YFermanagh
v~ College

REPORT FROM
FERMANAGH COLLEGE GOVERNING BODY
TO THE
DEPARTMENT FOR EMPLOYMENT AND LEARNING
ON THE OUTCOME OF ITS
INTERNAL REVIEW

1.0 Introduction

Fermanagh College Governing Body, in a letter dated 4 December 2006 from the
Department for Employment and Learning, was requested to:

“Identify the circumstances and reasons why the problems which have beset the College in
recent months were able to occur.

This report is the Governing Body's response fo the Department’s request. The format of the
report, for ease of reading, has been kept as simple and succinct as possible.

2.0  Approach to the Assignment

A Working Group, chaired by the Chairman of the Audit Committee, Mr John Breen, was sef
up fo fake forward this review. Membership of the Working Group comprised:

Mr John Breen (Working Group Chair and Chair of Audit Committee]

Councillor Robert Irvine (Audit Committee Member)

Councillor John OKane (Audit Committee Member)

Mr Alan Cecil (Governing Body Chair)

Mr Sam Robinson (Governing Body Vice Chair)

Mr Peter Duffy (Staffing Committee Chair)

Dr Gordon Byrne (Acting Principal

Mrs Elizabeth McSorley, Clerk to the Governing Body, acted as Clerk to the Working Group.
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The Working Group met on three occasions, namely 2, @ and 16 March 2007, for the

purposes of this assignment and formally reported to the Governing Body on Monday 26
March 2007.

3.0 How Problems were first Identified

The Governing Body's first indication that there were potential problems within the College
came in August 2005. This originated from two different sources, namely:

® An anonymous letter dated 5 August 2005 sent fo the then Minister for the Department for
Employment and Llearning, Mrs Angela Smith, purportedly by a ‘group of lecturing and
support staff’. This contained a number of allegations relating to the management of the
College.

e A letfter dated 10 August 2005 from the Department for Employment and leaming to the
Principal, with a copy to the Chairman of the Governing Body. This raised a number of
concerns about the delivery of Work Based Learning provision by the College.

These letters were closely followed by (a) a whistle-blowing lefter sent to the Department for
Employment and Leaming in September 2005 by a member of the College staff alleging
a number of incidents of misconduct and maladministration on the part of named senior
managers and (b) complaints from NATFHE about non teaching staff regradings and other
issues.

The Governing Body commissioned a number of investigations on foot of the above
correspondence and complaints and copies of these reports, and the associated action
plans, have already been submitted to the Department.

4.0  Findings as to the Circumstances and Reasons for the Problems

4.1 There was a culture within the College of undermining management's authority - it is the
CGoverning Body’s opinion that the anonymous letter was triggered by a person or persons
who did not agree with the new faculty structure being infroduced at the time and the
appointments which resulted from this and that they therefore deliberately sef out to destabilise
the College. In the case of the whistle-blowing letter, this was writtlen by a person with a
grievance against the College in relafion to the new structure and, furthermore, was written
after the Governing Body had been alerted by the Department fo its concerns about the
delivery of Work Based Learning. This person was provided with information by an individual
implicated in the Work Based Learning investigation. None of this information had previously
been brought fo the attention of the Governing Bodly.
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Appendix Four: Report from College Governing Body to

the Department on the Outcome of its Internal Review

4.2 Respect for authority and effective team working were not properly developed and nurtured
across the organisation. There has been an improvement under the leadership of the Acting
Principal, Dr Gordon Byrne who was appointed on 3 October 2005.

4.3 On the basis of the findings from the various investigations that have been undertaken in
recent months, the Principal clearly did not exert the level of strong and consistent leadership
that was required of his position. This was masked by his charismatic personality. He also
over delegated and placed too much trust in others, particularly, for example, in the area of
finance where he appeared to have had insufficient expertise.

4.4 Under existing protocols a Governing Body, which is largely made up of volunteers, has no
option but to rely on the infegrity of the Principal and his senior officers that they are properly
exercising their executive responsibilities and that they are keeping governors appropriately
informed. It is clear, from the findings which have emerged from the various investigations,
that there were serious shorfcomings in the performance of the executive function and that
the Governing Body was "kept in the dark” about matters of strategic and operational
significance which should have been brought to its affention.

4.5  The position of Secretary to the Governing Body, up unfil July 2004, was held by two
different members of the senior management team - the Finance Director from April 1998 to
July 2003 and the Vice Principal from July 2003 to July 2004. This meant that the Secrefary
fo the Governing Body was not in a position fo act independently of the Principal in terms of
the type and level of information, and advice, that was given to the Governing Body.

The current Instrument of Government, which is based on the Model Instrument of
Government, expressly provides for appointment to the position of Secretary to the Governing
Body from within the College which, it is believed, is contrary to NIAO guidance issued in
1999 that Secretaries should be independent of College systems.

It should be noted that a professionally qualified, independent Clerk, who reports directly to
the Governing Body, through the Chair, has been in post in Fermanagh College since August
2004.

4.6 The anomalous situation whereby the Accounting Officer has a direct reporting role to the
Permanent Secretary, effectively bypassing the Governing Body on matters for which it has
overarching responsibility. The Governing Body, for example, does not have the right fo sight
of the annual Statement of Internal Control which is submitted by the Accounting Officer direct
fo the Department.

4.7 There is inadequate formal communication between the Department and the Governing Body.
Most communications with the College have been through the Principal.
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4.8  The three levels of audit assurance relied on by the Governing Body, namely internal audit,
external audit, and the DEL audits, either failed to highlight, or, in the case of DEL audits, to
highlight in a timely fashion, iregularities which could have alerfed the Governing Body to
problems or potential problems.

The fact that there have been clawbacks in a number of other Colleges in recent years would
indicate that DEL's own audit function may not be as robust as it should be.

4.9  Afavourable ETl focused inspection report (January 2004, relating to an inspection carried
out in September/October 2003, informed the Governing Body that “all was well”.

4.10  The Department did not alert the Governing Body unfil August 2005 that it had concerns
about Fermanagh College’s involvement with Work Based Llearning despite having raised
concerns with the Principal at least two years earlier and there having been ongoing
communication with him on the matter since around 2001. When the Chairman of the
Governing Body was first alerted to the issue in August 2005, he was not alerted by direct
confact but through a copy of a letter sent to the Principal.

4.11  There was a less than rigorous approach towards compliance with DEL circulars and
procedures, the inferpretation and application of the Work Based Learning circular being a
case in point.

4.12  The Governing Body is of the view that the Principal’s ill health situation contributed to some
of the problems that have been highlighted above. It is also of the view that the current
arrangement under Paragraph 20 of the Financial Memorandum in relation to temporary
periods of unavailability by the Accounting Officer is unsatisfactory and needs fo be
reviewed.

5.0 Recommendations

The Goverming Body, based on its analysis of the Fermanagh College situation, has formed
a number of recommendations for the Department's consideration. These are defailed in
paragraphs 5.1 - 5.20 below.

5.1 College Accounting Officers, and College Vice Principals from an Acting Accounting Officer
perspective, should be required to undertake formal financial and other fraining to enable
them to effectively discharge the responsibilities attached fo this position.

572 Paragraph 20 of the Financial Memorandum should be reviewed fo ensure that more
satisfactory arrangements to cover the Accounting Officer’s unavailability for a period of
up fo four weeks are put in place. It is recommended that, as a trigger mechanism in the
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case of sickness absence, there should be a requirement that when medical certificates are
submitted to the College, copies should confemporaneously be submitted to the Department’s
Accounting Officer.

5.3 There should be some formal mechanism for linking the direct reporting relationship between
the Accounting Officer and the Department info a friangular structure which links back to the
Governing Body.

5.4 A senior Departmental representative (preferably the Director of Further Education) should
attend Governing Body meetings on a regular basis, say quarterly. This may provide a
mechanism for the linking of the reporting relationships referred to at 5.3 above.

55 Following good risk management principles, the Department should communicate
simultaneously with the Principal and the Chairman of the Governing Body on any matter of a
serious or potentially serious nature so that the Governing Body is in a position to take fimely,
corrective action.

5.6 Similarly, the Department should alert the Chairman of the Audit Committee to all potential
and actual clawbacks so that the reason for these can be properly investigated and
appropriate action taken. Simply faking the money back is not addressing the roof cause.

5.7 The Department should ensure that effective procedures are put in place fo improve the
policing of its own circulars, possibly through the audit process, so that problems in either
interprefation or application can be identified and corrected at an early stage - not four
years down the line as in the case of Work Based learning Provision (Circular FE 19/01) in
Fermanagh College.

5.8  There needs fo be an independent relationship between auditors and Audit Committees and
a more exfensive and robust infernal and external audit function, and a strengthening of DELs
own audit function. The latter is particularly important in view of the present multi faceted,
complex funding sfructure which the Depariment operates. Such a funding structure either
needs to be simplified or backed up by an enhanced audit function.

5.9 Consideration should be given to the audit function, particularly external audit, being
completely independent of Colleges following, for example, a system similar to that operated
within local government.

5.10  Infernal audits should be as much about testing whether a particular system is the right system
as it is about the way in which the system works. It should also take an overarching view of
the College's internal control systems as opposed to the compartmentalised approach which
it currently adopts.
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5.11  The Department should develop a model executive structure incorporating robust
accountability protocols, particularly in relation fo financial management, for each of the new
College groupings.

5.12  The governance and executive funcfions, fo operate effectively, need to coexist within a
culture of “trust and verification” which is underpinned by a robust system of sfaff appraisal.

5.13  Model terms of reference for the operation of all Committees should be incorporated within
the new Articles of Government.

5.14  There should be a requirement that minutes of all Governing Body and Committee meetings
are submitted to the Department, for scrutiny purposes, on a monthly basis. This arrangement
is currently in place for minutes of Finance Commitlee meetings.

5.15  In addition to the ETl inspection process, other arrangements should be put in place for
external assessment of the executive and governance functions. Furthermore, there should be
a requirement that the reports of all such inspections and assessments should be forwarded to

the Governing Body, through the Chair.

5.16  Governing Bodies need to have a firm control on the strategic development and review of
local policy so that management operates within a framework of clearly defined and agreed
policy boundaries. Models of best practice can be found within local government with many
Councils employing dedicated Policy Officers.

5.17  Specifically, Governing Bodies should be required to approve in advance all confract and
project work not covered by DEL funding. This is now the case in Fermanagh College.

5.18  The Clerk to the Governing Body should be an external appointment directly accountable o
the Governing Body, through the Chair. This should be prescribed within the new Instrument
of Government. Furthermore, the post of Clerk fo the Governing Body should be atf a
professional level (as in the case of Fermanagh College), and the postholder should undergo
regular, appropriate in-service training.

5.19  The Governing Body Chair and Vice Chair, and Committee Chairs, supported by the Clerk to
the Governing Body, should meet with the Principal on a regular basis in information sharing
sessions. This arrangement is now in place in Fermanagh College.

5.20  Briefing meetings between the Principal and the respective Chairs should take place
immediately prior fo every Governing Body and Committee meeting. This arrangement is now
in place in Fermanagh College.

A minority view was that there should be formal provision for a structured and unstructured
process of engagement between the Governing Body and the College stakeholders.
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6.0 Conclusion

There are clearly lessons to be learmned, both by the Governing Body and the Department,
from the Fermanagh College experience.

From the Govemning Body's point of view, it fully accepts its statutory and other responsibilities
for the good govemnance of the College. For a Governing Body to properly fulfil those
responsibilities, however, there has o be a good flow of information from the Principal and
his or her senior sfaff, and sound accountability protocols in place. Fermanagh College
Governing Body now acknowledges, with the benefit of hindsight and based on all that it
has learned from the various investigations over the past eighteen months, that there were
serious shorfcomings on both fronts, the greatest impediment of all being the fact that it was
"kept in the dark” on issues of strategic and operational significance. There also have fo be
robust audit systems in place. The fact that ifs infernal and external auditors, and the DEL and
ETI audits, all failed to highlight any issues of significance, gave the Governing Body a false
sense of assurance that “all was well”.

It is hoped that the Department will find this paper of benéfit, particularly in the confext of

the forthcoming merger, in ensuring that @ more robust system of governance is put in place.
It is suggested that this will require a much greater commitment from governors than the six
Governing Body meetings per annum that applicants for the new Governing Bodies have
been lead to believe will be required of them. Fermanagh College, based on the experience
of the past eighteen months, regards six meetings per annum as being wholly inadequate
and believes that there has been a misrepresentation of the commitment that members of the
new Governing Bodies will be required to give to the proper discharge of their duties and
responsibilities.

ALAN CECIL
Chairman of Govemning Body
26 March 2007
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Director

Further Education Division Ad .
elaide House
39/49 Adelaide Street

Belfast BT2 8FD

Tel: 028 90257856

Fax: 028 9025781/

e-mail: bernie.ohare@delni.gov.uk

30 July 2007

Mr Alan Cecil

Chairman of the Governing Body
Fermanagh College

Fairview

1 Dublin Road

ENNISKILLEN

Co Fermanagh BT74 6AE

Dear Alan
INTERNAL REVIEW

We have reviewed the Internal Review carried out by the Governing Body and | must apologise for
the delay in replying to you. Overall, we have major concerns in relafion to many of the findings and
recommendations made in the course of the review. There oppear to be a number of areas where the
Governing Body has a fundamental misunderstanding of its own role and responsibilities, and those of
the Department, particularly in relation to the types of audit function carried out. There also seems fo be
a lack of awareness that the Governing Body is ultimately responsible for the effective management of
the college.

The following paragraphs provide the Department’s response to the detailed findings and
recommendations of the infernal review. Obviously, the Fermanagh College Governing Body will
cease to exist from 1 August 2007, but we will follow up these issues with the new South West
College, as appropriate.

Yours sincerely

BERNIE O’'HARE

Copy: Victor Refausse, Principal of Fermanagh College
Pat O’Kane, Chair Designate of South Western College
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Paragraph 4.3 and 4.4

In this section, it is disappointing fo note that the Governing Body appears to be putting the blame for
the ineffective management of the college entirely onto the former Principal. Whilst it is clear that the
Principal did not fully discharge his duties in line with his status as Accounting Officer, it is ultimately
the legal responsibility of the Governing Bodly, as set out in Article 13 of the Further Education (NI

Order 1997,
“to secure the efficient and effective management of the institution.”

It is the responsibility of the Governing Body to challenge, question and examine all elements of the
operation of the college and its senior management team and have an adequate sysfem of controls,
checks and balances in place fo ensure effective management. It is apparent that the Governing Body
failed to carry out this vital responsibility adequately or effectively.

Whilst the review notes that members of the Governing Body are volunteers, this should in no way
lessen their responsibilities in relation to ensuring the effective management of the college.

Paragraph 4.5

Whilst it is accepted that the current Instrument of Government is ambiguous on the point of the
required status of secretaries o the Governing Bodies (which has now been amended) following

the issue of the NIAO Report in 1999 on Corporate Governance and Financial Management in
Colleges of Further Education, all Colleges were written to by the Department to request that the
recommendations of the Report were fully implemented, including the requirement that secretaries
should be independent. At that time, Fermanagh College responded fo the Department fo confirm that
it was implementing all recommendations. It would now appear that its reply to the Department was
inaccurate.

Paragraph 4.6

It would be ineffective for the Depariment to deal with all day to day operational issues through the
Governing Body. The Statement of Infernal Confrol (SIC) which is completed by the Accounting Officer
forms part of the annual accounts of the college which are required to be signed off, in their entirety,
by the Chairman on behalf of the Governing Body. As a result, the Governing Body will have sight of
the SIC prior to its issue to the Department.

Paragraph 4.7

The Department will deal with the Principal and senior management team in relation to all day to day
operational issues. To deal directly with the Governing Body on these issues would be an ineffective

and inefficient method of operation. Any contentious, or potentially serious, matter is escalated to the
Governing Body by the Department.
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Paragraph 4.8

In this paragraph, the Governing Body mentions 3 levels of “audit”, infernal, external and DEL audits.
This paragraph demonstrates the Governing Body's fundamental lack of understanding of the purpose
of these reviews, in partficular the DEL audit. The Governing Body is responsible for arranging the
internal and external audit provision for ifs college. These are key controls to provide assurances over
the internal confrol systems in operation and that public funding is being spent in line with the aims
and objectives of the organisation.

The review notes that:

“The fact that there have been clawbacks in a number of other Colleges in recent years would indicate
that DEL's own audit function may not be as robust as it should be.”

This statement again illustrates that the Governing Body does not understand the nature or purpose

of the DEL audits. These audits are carried out on behalf of the Department in order to ensure that the
information that the college is supplying to the Department, on which funding is based, is accurate
and reliable. In the last few years these audits have found the quality of information management and
record keeping to be poor, and this information has been notified to the college. Indeed, as a result of
the deficiencies, funding has been clawed back from the college. This indicates that the DEL audits are
exiremely robust.

Paragraph 4.10

The sfatement that the Department did not alert the Governing Body of any potential problems until
August 2005 is misleading. The Department was aware of Fermanagh College's involvement in
Work Based Learning and had received assurances from the Principal that the terms of the relevant
Circular were being adhered fo. It was only after an inspection visit in June 2005, and subsequent
correspondence, that the Department became concerned about the level of co-operation of the
Principal and alerted the Governing Body.

Paragraph 4.11
The internal review notes that:

“There was a less than rigorous approach towards compliance with DEL circulars and procedures, the
interprefation and application of the Work Based learning circular being a case in point.”

Whilst the onus is on college management to ensure such compliance, the internal audit function of the
college should be reviewing these areas, as sef out in the Government Infernal Audit Manual (GIAM).
In particular, this requires that the infernal auditors should measure and evaluate the effectiveness of the
infernal control system with particular reference fo:

"....compliance with applicable policies, procedures, laws and regulations.”
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This responsibility should have been clearly outlined to the internal auditors and reviewed by the Audit
Committee.

Paragraph 4.12
It is not clear how the Fermanagh College Governing Body considers the current requirements of the
Financial Memorandum can be improved.

Paragraph 5.1

The Governing Body suggests that all Principals and Vice Principals should be required to receive
formal financial training. The Department considers this to be an unusual statement, as it is the
responsibility of the Governing Body, as the employers, to have systems in place to ensure all the
college staff have received the appropriate training fo allow them to effectively carry out all their
duties.

Paragraph 5.2

It is difficult to understand how the suggested approach to managing the absence of the Principal

will be more effective. The current arrangements are considered to be adequate. Unfortunately, the
Goveming Body only notified the Department on one of the several occasions when the Principal was
on extended sick leave.

Paragraph 5.3

It is unclear as to what formal reporting relationships the Governing Body is referring, which take place
between the Accounting Officer and the Department. It is the responsibility of the Governing Body to
ensure it has an appropriate reporting structure with all relevant external organisations, including the
Department.

Paragraph 5.4

The Department would be happy fo have officials attend meetings of governing bodies, when
requested, to discuss specific issues. Otherwise, it is important, given the incorporated nature of the
colleges, that their independence is seen to be maintained and that any Departmental officials attend
purely as observers to proceedings.

Paragraph 5.5

The Department would agree that all serious matters should be nofified to the Governing Body,

in a timely fashion, and this process is already in place; indeed it is through this process that the
Fermanagh College Governing Body was alerted to the concerns over the Work Based Learning issue.

Paragraph 5.6
Details of the overall findings of the annual DEL SPURS audit are reported to college principals and
chairs of Audit Committees. Details of clawbacks from individual colleges would be communicated
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to the Principal. This information should be clearly identifiable in financial reports provided to the
Governing Body. However, in future, the Department will consider reporting details of clawbacks to
the Governing Body directly.

Paragraph 5.7

The Governing Body suggests that the Department should make arrangements for “policing”
compliance with its own circulars. The responsibility for this clearly lies with the college, and ifs own
audit procedures should be sufficiently robust to ensure compliance is monitored. To attempt to shift
responsibility onfo the Department for monitoring this key requirement, shows a lack of understanding
of the responsibilities of the Governing Body.

Paragraph 5.8

It is concerning that the Governing Body notes that there should be a more robust internal and external
audit function — it is the responsibility of the Governing Body and its Audit Committee to ensure that

a robust, risk based audit function is in place, and the Department has produced much guidance

on these issues fo assist governing bodies. It is disappointing to note that the Governing Body has
indicated that this was not the case.

Again, the Governing Body includes the DEL funding audits as having an equivalent sfatus and role as
its own internal and external audits. As is noted previously, these audits are not designed to provide
the Governing Body with assurance over its own operations, and are carried out on behalf of the
Department fo test the accuracy of the funding information being held within the College.

Paragraph 5.9
Having external audit carried out independently from college control is being considered.

Paragraph 5.10

The purpose and role of internal audit is clearly set out in the Audit Code which is provided by the
Department to the FE college goveming bodies. This statement appears fo crificise the approach
taken by the college infernal auditors, an approach which would have been approved, reviewed and
monitored by the Governing Body's Audit Committee.

Paragraph 5.11

The meaning of this paragraph is not immediately apparent. The executive structure of each college —
which we presume means the senior staff feam — is the responsibility of the Governing Body of each
college fo esfablish, in line with the strategic and operational needs of the college. The Department
has established a wide range of controls, procedures, guidance, checks, and reviews to assist the
accountability process.
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Paragraph 5.13

The Department considers the Audit Committee o be the key committee in relation fo governance and
accountability, and has prescribed that all governing bodies should have one in place. Accordingly,
we have produced model terms of reference for that body.

Paragraph 5.14

Whilst the Department would be content to receive minutes of Governing Body and committee
minutes, as evidence that meetings are taking place, it is not our responsibility to scrutinise each item
of business carried out. Such an approach would dilute the incorporated status of the Governing Bodly.

Paragraph 5.15
The results of all ETI Inspections, which cover the quality of teaching and learning, and management
and leadership of the curriculum, are already provided to the Governing Body as a matter of course.

Paragraph 5.17
Colleges should have clear and approved internal procedures for all procurement or contracting
arrangements with associated delegated limits.

Paragraph 5.18
See response fo paragroph 4.5 above. The Governing Body should be aware that the Department
has a contfract with LSDA Nl) to provide fraining and support to college secretfaries.

Paragraph 5.19 and 5.20

The Department would see these arrangements as good practice.

Paragraph 6.0

It is nofed that the Governing Body has acknowledged it had a part in the corporate failings; however,
the contents of this report illustrate that there was a fundamental lack of understanding and awareness
of the key responsibilities of the Governing Body and those of the Department. The Governing Body
has a statutory responsibility fo secure the effective management of the college. Based on the findings

of the Deloitte and NIAO Reports, this they failed to adequately provide.

Whilst it is clear that the internal and external audits were less than effective in flagging up the
problems which were ongoing in the college, it is also the responsibility of the Governing Body and
Audit Committee to ensure that a professional, comprehensive and robust service is provided. The
Department has provided detailed guidance on establishing an Audit Committee, including model
ferms of reference, and for the engagement and management of internal and external auditors.

In relation to audits, the Department would take exception to the assertion that DEL audits were
ineffective or inadequate. It needs to be reiterated that DEL audits were carried out by, and on behalf
of, the Department in order fo provide an assurance to our Accounting Officer that the information,




Governance Examination of Fermanagh College of Further and Higher Education 57

on the basis of which funding was distributed, was accurate, adequate and robust. The fact that
significant levels of funding were recovered from the college indicate that the audits were robust and
effective and that failings were identified on the part of the college. The findings of these audits were
always reported to the college, with the requirement that action be taken to address any concerns

identified.

Overall, we are disappointed by the Governing Body's findings, as set out in its internal review, and
consider that the approach taken is rather subjective with an unwillingness for self crificism.

The Governing Body of Fermanagh College will cease to exist from 1 August 2007 and, as a result,
the Department will engage with the new South West College Governing Body and management
feam, to ensure all necessary action is taken to address the ongoing issues.
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Grant Thornton

Our Ref JGD/GL Grant Thornton UK LLP

J D Dowdell CB Grant Thornton House

Comptroller and Auditor General Melton Street

Northern Ireland Audit Office london NW 1 LEP

106 University Street T +44 (0) 20 7383 5100

BELFAST F+44 (0) 20 7383 4715

BT/ 1EU DX 2100 EUSTON
www.grantthornton.co.uk

22 February 2008

Dear Sir

1. Introduction

1.1

This letter sets out Grant Thornton UK LLP’s (Grant Thornton) comments on the NIAO's

Governance Examination of Fermanagh College of Further and Higher Education (the
"Report”).

We note that defailed reference is made in the Report fo a number of other reports which we
have not seen namely:

® The Education and Training Inspectorate “ETI" Report (November 2004

* The reviews by an independent consultant info the College Management Information
Systems (MIS) undertaken between November 2004 and September 2005

The comprehensive review of financiol management within Fermanagh College (the
"College”) by Deloitte & Touche in 2006 (the “Deloitte Report”)

e A review of MIS by the Association of Northern Ireland Colleges Business Support
Manager




Governance Examination of Fermanagh College of Further and Higher Education 59

1.3 In addition we are aware from the content of the Report that there has been correspondence
between NIAO and the Department for Employment and Learning (DEL) and the then
Governing Body of the College (Governing Body) in seffling the Report. Grant Thornton
received a copy of the Report on 2 January 2008.

1.4 We have not had any discussions or correspondence with the then internal auditors (The Helm
Corporation ("Helm”)).

1.5 Our comments and observations must therefore be read within the context of these limitations
and, furthermore, we may have had additional or different comments to make had we had
access to the aforementioned information. Accordingly, we reserve our rights in their entirety to
the extent our observations and conclusions herein are varied at a later date.

1.6 Our comments are therefore restricted fo the content of the Report including, in particular,
Appendix 4, the Internal Review of the Govemning Body dated 26 March 2007 (the “Infernal
Review”) and Appendix 5 the response by DEL of 30 July 2007 (the “DEL Response”). Sub

headings in this leffer are references to the individual sections of the Report.

1.7 Notwithstanding our aforementioned observations, we recognize the role of the NIAO and
the purpose of the Report; namely to assess and ensure the governance processes of the
Education sector in Northern Ireland going forward.

1.8 We have therefore, for the most part, chosen not to focus on individual paragraphs of the
Report save where there are comments which could be read as critical of Grant Thornfon
which, for the avoidance of doubt, we rebut.

2 Part 2

2.1 Part 2 of the Report contains in much detail the outcomes of the Deloitte Report. VWe would
make the following points.

2.2 The College Development Plan (CDP) 2005-08 was included within the purview of the
Deloitte Report and six deficiencies have been highlighted including, in particular, the linkage
of operational plans to objectives sef in the CDP. In the two prior years Grant Thornton
undertook a deskiop review of the CDP (2003 - 2006 and 2004 - 2007) not only of the
College but of all the then sixteen Further Education Colleges. This linkage deficiency was
highlighted by us to DEL in these reviews. Further, we were concerned that the exercise we
undertook (on behalf of and commissioned by DEL) was limited to a desk top exercise only of
the written CDP. We had no access to senior staff or other documentation which access would
ordinarily have drawn out the other deficiencies highlighted by the Deloitte Report. We note
we highlighted our concems to DEL af the time of giving verbal feedback to them at the joint
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meeting with DEL and ETl on 10 February 2004 and for subsequent years at similar meetfings
in 2005 and 2006.

2.3 We nofe at Paragraph 2.24 the reference to the investigation of Halton College and the
subsequent Committee of Public Accounts report in September 1999.

2.4 We understand the reference to the Halton College Report especially in relafion to the
recommendations on Governance and Management of Further Education Colleges. However
it is imperafive to appreciate that at Halton College as referred to at Paragraph 4.15 of
the Report the “audit process” [referred to in Paragraph 3 of Appendix | of the Report) was
not separated; the internal and external auditors were the same firm. This is not the case
here. Indeed, we draw affention fo the last paragraph of Appendix | (Paragraph 12) which
provides, inter alia, that, since the publication of the Halton Report, the infernal and external
auditors have come from separate firms with different key objectives for their respective work.

3 Part 4

3.1 In relation to Paragraph 4.15, we re-iferate our earlier point that at Halton College the
internal and external auditors were the same firm. Grant Thornton as external auditors are
independent from Helm the internal auditors.

3.2 We believe it is appropriate at this stage for us fo draw your affention to our engagement
letter for the College. At Appendix Il under the heading: “Accounting system and internal
control” we state:

“We shall obtain an understanding of the accounting systems so that we can asses ifs
adequacy as a basis for the preparation of the college’s financial statements and fo establish
whether proper accounting records have been maintained (including those held on a
computer]. We also obtain an understanding of the college’s accounting system and internal
control procedures sufficient to plan the audit. This understanding includes the design of
relevant policies and procedures and whether they have been placed in operation to enable
us fo design appropriate audit procedures.

Should significant matters come fo our attention in relation fo the college’s systems which

we believe should be brought to the attention of the governors, we will report them in an
appropriate way. We would point out that such matters will come to our notice during the
conduct of our normal audit procedures which are designed primarily for the purpose of
expressing our opinion on the financial statements of the college. In consequence, our work
will not encompass a detailed review of all aspects of the systems and cannot be relied
upon necessarily to disclose defalcations or other irregularities or to include all possible
improvements in internal control that a more extensive examination might develop”.
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We do not believe that the issues referred to in Paragraph 4.17 would have ordinarily come
fo light to us as external auditors unless or until “a more extensive special examination” such as
the Deloitte Report was undertaken and therefore no adverse inference should be placed upon
Crant Thornton.

The conclusion of the Internal Review of the Governing Body included ot Paragraph 4.19
which we believe implies that our external audit was, in some sense, a failure is enfirely
without foundation and we rebut this contention absolutely.

As external auditors, Grant Thornton’s role and reporting responsibilities are contained in the
Code of Guidance on Audit for the Governing Bodies of Further Education Colleges [Audit
Code). There is a new code issued in January 2008 (the New Code|, however the then
extant audit code (issued in 2002 and reissued in 2005) states at Paragraphs 80 and 81:

80 The basic objective of the college's external auditors is o report on the fruth and fairness
of the financial position of the college and any subsidiary companies shown in the
financial statements. If the college is a limited company, the Companies Order requires
the auditor also to form an opinion as fo whether proper accounting records have been
kept, whether the accounts are in agreement with those records, and fo state that the
accounts comply with the disclosure requirements of the Companies Order.

81 In addition, where public money and other income restricted in its use is involved, the
scope of the auditors” report must be extended for all colleges to cover the ‘regularity” of
transactions, i.e. that any terms and condifions attached fo the funds have been complied
with. The Department may require colleges to have the accuracy of specified statistical
returns certified by the external auditor.

At Paragraph 89 the audit code lays out the audit report requirement:
89 The external auditor will report whether:
e ihe financial statements give a true and fair view of the state of the college’s affairs and
of its income and expenditure for the year, taking into account relevant statutory and

other mandatory disclosure and accounting requirements and the requirements of the
Department;

® funds from whatever source administered by the college for specific purposes have
been properly applied to those purposes and managed in accordance with the
Financial Memorandum, relevant legislation and any other terms and conditions
atfached to them;
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e funds provided by the Department have been applied in accordance with the Financial
Memorandum and any other terms and conditions attached to them, and

e specified statistical returns are accurate and have been compiled in a manner
consistent with the procedures set out by the Depariment.

3.7  The £1.14 million overclaimed by the College for work based learning (VWBL) arose from
data produced in 2002-03 and 2003-04. However, the financial statements for these years
were unaffected by the incorrect dafa. In accordance with correct procedure, the financial
statements for the years 2004-05 and 2005-06 were finalized and signed by the College
and Grant Thorton in March 2007 . These financial statements included the adjustments
necessary fo reflect properly the repayments of the £1.14 million overclaim by the College.
The financial statements therefore gave a true and fair view of the state of the College's affairs
and of its income and expenditure for each year.

4 Appendix 4

4.1 We have not sought fo criticise or comment directly on any of the parties who are the subject
of this Report. However, there are circumstances concerning the process and finalisation of the
Infernal Review about which we believe we must comment.

4.2 The College was requested by DEL in December 2006 to “identify the circumstances and
reasons why the problems which have beset the College in recent months were able to occur”.

4.3 A Working Group was set up which met three fimes in March 2007 culminating in the final
report being signed on 26 March 2007. That day the 2004—05 and 2005-06 financial
statements were approved and signed by the Governing Body and by Grant Thorton and
Grant Thomton were re-appoinfed as auditors for the year ended 2006-07.

4.4 ltis notable that neither at that meeting nor indeed at any time previously, did the Governing
Body bring their review to our atfention. Indeed, we were unaware of the existence of the

Infernal Review unfil it was forwarded to us by NIAO as Appendix 4 fo the Report on 2
January 2008.

4.5 Had we known of the existence of the Internal Review at the time of its completion we would
have had to consider whether it was appropriate fo accept re-appointment as auditors for the
2006-07 financial statements on the grounds of a lack of confidence in the Governing Body's
aftitude in keeping information from us. Having accepted re-appointment, discovery of the Internal
Review later would have led us to consider resigning our appointment for the same reason.

4.6 We consider that the failure by the Governing Body to communicate with Grant Thornfon
before finalising the report demonstrates a lack of proper understanding both of the role of
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the Governing Body in governance processes and of the external audit role provided by
ourselves, the respective of which are clearly defined in the Audit Code.

Accordingly, the response by DEL to the Infernal Review quoted at Paragraph 4.19 of the
Report is, in our view, accurate when it says:

“As is obvious from the comments and recommendations in the review, the Governing Body
appears fo have been operating under a fundamental misunderstanding of its role and
responsibilities, and has also displayed a particular, and significant lack of understanding of
the nature of audit functions. This document must be considered as a first draft and, in normal
circumstances it would have been subject to a number of iterations, with the Department
suggesting significant amendments. It is unfortunate that, due fo the demise of the Fermanagh
Governing Body on 31 July 2007, that this process cannot he completed”.

The allegation contained in Paragraph 5.8 that our external audit was neither independent
nor robust is denied. Our audit planning, procedures and conclusions are designed precisely
fo provide a robustly independent view of the truth and fairness of the financial statements and
fo provide the Governing Body with a report on financial or control issues found by us that we
consider should be brought to their attention. All matters that came to our attention as part of
our audit work were so disclosed and discussed.

We confirm for the record that notwithstanding the above, our audit opinions would not have
been withdrawn for any of the financial years 2004-05, 2005-06 and 2006-07 as the
concerns if raises do not go to altering the audit opinion.
Appendix 5

We concur with the response by DEL in their penultimate paragraph. Since the demise of

the Governing Body of the College we are unable fo assist the Governing Body in a fuller
understanding of the nature and contfent of audit roles.

Closing remarks

We recognize the role of NIAO and the purpose of the Report; namely to assess and ensure
the governance processes of the Education sector in Northern Ireland going forward.

We believe we have demonstrated that, in the context of the work undertaken Grant Thornton
provided the necessary service.

Yours faithfully

Grant Thornton UK LLP
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NIAO Reports 2007 - 2009

Title

2007

Infernal Fraud in Ordnance Survey of Northern Ireland
The Upgrade of the Belfast to Bangor Railway Line
Absenteeism in Northern Ireland Councils 2005-06
Outpatients: Missed Appointments and Cancelled Clinics

Good Governance — Effective Relationships between
Departments and their Arms Length Bodies

Job Evaluation in the Education and Library Boards

The Exercise by Local Government Auditors of their Functions
Financial Auditing and Reporting: 2003-04 and 2004-05
Financial Auditing and Reporting: 2005-06

Northern Ireland’s Road Safety Strategy

Transfer of Surplus Land in the PFI Education
Pathfinder Projects

Older People and Domiciliary Care

2008
Social Security Benefit Fraud and Error

Absenteeism in Northern Ireland Councils 2006-0/

Electronic Service Delivery within NI Government Departments

Northern Ireland Tourist Board — Confract fo Manage the
Trading Activities of Rural Cottage Holidays Limited

Hospitality Association of Northern Ireland: A Case Study
in Financial Management and the Public Appointment Process

Transforming Emergency Care in Northern Ireland

Management of Sickness Absence in the Northern
Ireland Civil Service

The Exercise by Local Government Auditors of their Functions
Transforming Land Registers: The LandWeb Project
Warm Homes: Tackling Fuel Poverty

Financial Auditing and Reporting: 2006-07
General Report by the Comptroller and Auditor General

HC/NIA No.

HC 187
HC 343

HC 404
HC 469

NIA 60

NIA 66
NIA 65
NIA 1,/07-08
NIA 21/07-08

NIA 45/07-08

NIA 73/07-08

NIA 97/07-08
NIA 113/0708

NIA 117/07-08

NIA 126/07-08
NIA 132/07-08

NIA 168/07-08
NIA 178/07-08
NIA 193/07-08

Date Published

15 March 2007

22 March 2007

30 March 2007
19 April 2007
4 May 2007

29 June 2007/
29 June 2007
6 July 2007
6 July 2007
4 September 2007

11 September 2007

31 October 2007

23 January 2008
30 January 2008
5 March 2008
28 March 2008

15 April 2008

23 April 2008
22 May 2008

12 June 2008
18 June 2008

23 June 2008
2 July 2008
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Brangam Bagnall & Co NIA 195/07-08 4 July 2008
legal Practitioner Fraud Perpetrated against the
Health & Personal Social Services

Shared Services for Efficiency — A Progress Report NIA 206,/07-08 24 July 2008
Delivering Pathology Services: NIA /0809 3 September 2008
The PFI Laboratory and Pharmacy Centre at Alinagelvin

Irish Sport Horse Genetic Testing Unit Lid: NIA 10/08-09 10 September 2008
Transfer and Disposal of Assets

The Performance of the Health Service in NIA 18/08-09 1 October 2008

Northern Ireland

Road Openings by Utilities: Follow-up to Recommendations NIA 19/0809 15 October 2008

of the Public Accounts Committee

Infernal Fraud in the Sports Institute for Northern Ireland/ NIA 49/08-09 19 November 2008

Development of Ballycastle and Rathlin Harbours

Contracting for legal Services in the Health and Social - 4 December 2008
Care Sector

2009

Obesity and Type 2 Diabetes in Northern Ireland NIA 73,/08-09 14 January 2009
Public Service Agreements — Measuring Performance NIA 79/08-09 11 February 2009
Review of Assistance to Valence Technology: NIA 86/08-09 25 February 2009

A Case Study on Inward Investment

The Control of Bovine Tuberculosis in Northern Ireland NIA 92 /08-09 18 March 2009
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