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BELFAST METROPOLITAN COLLEGE

THE CERTIFICATE OF THE COMPTROLLER AND AUDITOR GENERAL TO THE
NORTHERN IRELAND ASSEMBLY

I certify that I have audited the financial statements of the Belfast Metropolitan College for the year ended 31
July 2012 under the Further Education (Northern Ireland} Order 1997 as amended by the Audit and
Accountability Institutions of Further Education (Public Sector Audit) Order (Northern Ireland) 2008. These
comprise the Income and Expenditure Account, the Balance Sheet, the Cash Flow Statement, the Statement
of Historical Surpluses and Deficits, the Statement of Total Recognised Gains and L.osses and the related
notes. These financial statements have been prepared under the accounting policies set out within them. ]
have also audited the information in the Remuneration Report that is described in that report as having been
audited.

Respective responsibilities of the Governing Body and auditor

As explained more fully in the Statement of Responsibilities of the Governing Body, the Governing Body is
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view. My responsibilily is to examine, certify and report on the financial statements in accordance with the
Further Education (Northern Ireland) Order 1997 as amended by the Audit and Accountability Institutions of
Further Education (Public Sector Audit) Order (Northern Ireland) 2008. 1 conducted my audit in accordance
with International Standards on Auditing (UK and Ireland). Those standards require me and my staff to
comply with the Auditing Practices Board’s Fthical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient
to give reasonable assurance that the financial statements are free from material misstatement, whether
caused by fraud or error. This includes an assessment of: whether the accounting policies are appropriate to
the Belfast Metropolitan College’s circumstances and have been consistently applied and adequately
disclosed; the reasonableness of significant accounting estimates made by the Belfast Metropolitan College;
and the overall presentation of the financial statements. In addition I read all the financial and non-financial
information in the Annual Report to identify material inconsistencies with the audited financial statements. If’
I become aware of any apparent material misstatements or inconsistencies I consider the implications for my

certificate,

In addition, I am required to obfain evidence sufficient fo give reasonable assurance that the expenditure and
income reported in the financial statements have been applied to the purposes intended by the Assembly and
the financial transactions conform to the authorities which govern them.

Opinion on Regularity

In my opinion, in all material respects the expenditure and income have been applied to the purposes
intended by the Assembly and the financiai transactions conform to the authorities which govern them.

Opinton on {inancial statements

In my opinion;

s the financial statements pive a true and fair view of the state of Belfast Metropolitan College’s afTairs as
at 31 July 2012 and of its deficit, cash flows and total recognised gains and [osses for the year then
ended; and
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the financial statements have been properly prepared in accordance with the Further Education
(Northern Ireland) Order 1997 as amended by the Audit and Accountability Institutions of Further
Education (Public Sector Audit) Order (Northern Ireland) 2008 and the Department for Employment and
Learning directions issued thereunder.

Opinion on other matters

In my opinion:

the part of the Remuneration Report to be audited has been properly prepared in accordance with
Department for Employment and Learning directions made under the Further Education (Northern
Ireland) Order 1997 as amended by the Audit and Accountability Institutions of Further Education
(Public Sector Audit) Order (Northern Ireland) 2008; and

the information given in the Finance and Operating Review for the financial year for which the financial
statements are prepared is consistent with the financial statements.

Matters on which I report by exception

I have nothing to report in respect of the following matters which I report to you if, in my opinion:

e adequate accounting records have not been kept; or

e the financial statements and the part of the Remuneration Report to be audited are not in agreement with
the accounting records; or

e 1 have not received all of the information and explanations I require for my audit; or

e the Statement on Internal Control does not reflect compliance with Department of Finance and
Personnel’s guidance.

Report

My detailed observations on the implementation of the College Improvement Plan are included in my report
at pages 105 to 108.

KJI Lea
KJ Donnelly

Comptroller and Auditor General
Northern Ireland Audit Office
106 University Street

Belfast

BT7 IEU

2 November 2012
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Report of the Comptroller and Auditor General

Report on the College’s financial challenges

Background

1. Belfast Metropolitan College (BMC) is primarily funded by the Department for Employment and
Learning (the Department / DEL). In 2011-12 BMC had over 27,700 enrolments on full-time and
part-time courses making it one-off the largest colleges of Further and Higher Education in the UK.
There are over 1,000 staff employed by BMC and its annual budget is some £59 million.

2. This is my fifth report in as many years, since the formation of BMC on 1 August 2007, and the third
assessing the financial challenges at the College as they implement the College Improvement Plan
(CIP). My previous reports were: ‘

Vear
2007/08

Qualification arising from irregular expenditure incurred in respect of advisory fees on a
public private partnership project.
2008/09 | Qualification arising from irregular expenditure incurred and other areas of concern.
2009/10 | Report on the College’s financial challenges and irregular expenditure incurred.
2010/11 | Report on the College’s financial challenges.

Financial challenges

3. BMC has faced a number of challenges since its formation on 1 August 2007. Following a significant
operating deficit in 2007/08, an Efficiency Review’, required by the Department, was conducted to
investigate the financial and governance arrangements at BMC.

4. Prior to the outcome of the Efficiency Review the Public Accounts Committee® raised concerns that
the Department was unable to provide it with information about the College’s financial position,
given its significant financial problems, or a basic explanation on what had gone wrong at the
College.

5. The Efficiency Review findings published in January 2010 contained 72 recommendations, and key
issues identified included:

e weaknesses in the performance of the senior management team;

! An Efficiency Review is undertaken in accordance with Article 18 of the Further Education (Northern Ireland) Order 1997 — “The
Department may arrange for the carrying out (whether as part of an inspection under Article 102 of the 1986 Order or otherwise)
by any person of studies designed to improve economy, efficiency and effectiveness in the management or operation of an
institution of further education”.

2 Report: 41/08/09R Public Accounts Committee — Review of Financial Management in the Further Education Sector in Northern
Ireland and Governance Examination of Fermanagh FE College — Thirteenth Report, Session 2008-09, dated 18 June 20089.




e asignificant number of weaknesses in financial controls;

e poor management information;

e little synergy within strategic planning, between corporate planning, curriculum, estate and
financial planning, and there was no comprehensive estates strategy; and

e delays in implementing audit recommendations.

6. Following the Efficiency Review, the College completed, in October 2010, a comprehensive College
Improvement Plan (CIP) covering the areas of Finance, Estates, Curriculum and Staffing. This is
aimed at addressing the findings of the Efficiency Review and bringing the College to financial
balance. The Plan establishes a revised strategic and financial plan, setting out the range of actions
required to stabilise the College’s financial position and setting out appropriate targets and
performance indicators against which processes can be assessed. The Department monitors the
College’s performance against the CIP.

7. The CIP stated that BMC had incurred year on year unplanned trading deficits because it had:

e pursued a strategy of growth including an expansion in the curriculum and the associated
staffing and infrastructure needed, despite falling student numbers and DEL funding;

¢ not reacted quickly or effectively enough to the changing external environment;

e significantly over recruited students;

e committed to a number of large scale projects that had a direct impact on the financial
stability of the College; and

¢ initiated some cost reduction activities but these had not translated into tangible outcomes
at that time.

8. The Efficiency Review identified skills gaps within the finance function. BMC told me that a
comprehensive review of the finance function was undertaken and implementation of the new
finance structure was substantially completed by June 2012, The detailed work undertaken to
review and revise financial policies and procedures has also been completed with an internal
review of financial controls, including budget management, providing a substantial level of
assurance. In November 2010 the College announced that it expected redundancies of
approximately 150 Full Time Equivalents (FTEs) to be necessary across the organisation. By
September 2012 this was completed with a final figure of 173 FTEs.

9. BMC made an operating deficit® of £2.5 million during 2011-12.The net cumulative operating deficit
since its formation in 2007-08 is £17.3 million. The operating deficit for 2011-12 includes
exceptional costs relating to redundancies of £863,000.

® Operating surpluses/deficits represent the financial results for the year after account of all costs, including depreciation based on
the revalued amount of fixed assets. The Department however currently monitors the financial performance of Further Education
Colleges on the basis of Historical Cost surpluses/deficits which calculate depreciation costs based on historic cost rather than on
the higher revalued amount of fixed assets used in establishing the operating surplus/deficit. The Historic Cost deficit in 2011-12
was £1.0 million, giving a cumulative Historical Cost deficit of £9.4 million since the College’s formation in 2007-08; a net
cumulative historic cost deficit before exceptional items of £0.3m.




wlative
ting deficit

Exceptional costs | surp

2007/08 (1,276) (5,040)2 (6,316) -
2008/09 (2,596) - (2,596) (8,912)
2009/10 416" - 416° (8,496)
2010/11 (3,099) (3,212)% (6,311) (14,807)
2011/12 (1,612) (863)? (2,475) (17,282)

& £4.8 million of exceptional costs in 2007/08 and all exceptional costs in 2010/11 and 2011/12 related to redundancies.

b In 2009-10, BMC made an operating surplus of £416,000. This included a one-off technical accounting adjustment for
pension liabilities of £2.8 million. Without this adjustment, the operating deficit would have been £2.4million.

10. BMC told me that a college surplus was not forecast in the first 2 years (2009/10 and 2010/11) of
the CIP. This is due to the time taken for the the savings from the restructuring to impact on the
financial results (estimated to be in the range of £7 million per annum from 2012-13) coupled with
the College’s exceptional costs for redundancies (£3,212k) and also the procurement of equipment
for its new premises in Titanic Quarter and E3 (enterprise, employability and entrepreneurship) not
funded by the Department (£371k) during the period.

11. The CIP had originally forecast that the College would make an operating surplus before
exceptional costs of £2.3m in 2011/12, and a surplus of £4.5m in 2012/13. This compares so far
with a deficit of £1.6m in the 2011/12 accounts, a variance of £3.9m. BMC told me that actual
performance is behind the CIP forecast due to a delay in finalising and agreeing the CIP which
meant that commencement of the restructuring programme was delayed from September 2010 to
February 2011. This was further compounded by challenges in attracting and retaining full time
students in some key areas and a change in how the College accounts for its PFl. This change was
required in 2010/11 to correct the accounting treatment of the PFl contract, and resulted in
increased costs of £0.3m in 2010/11 and £1.8m in 2011/12. The College told me that action has
been taken to address these challenges, with the restructuring programme being completed during
2011/12, the implementation of a revised enrolment process for 2012/13 and the update of all
forecasts to reflect the revised accounting treatment for PFI/PPP.

12. 1 asked the College when it expected to reduce its underlying deficits to an acceptable level. BMC
told me that it expects to achieve this in the 2012/13 financial year, i.e. by July 2013.

Conclusion

13. I note that the College is making progress in improving its financial position through the
development and implementation of the College Improvement Plan. | will continue to monitor
progress, and in particular, the impact of the restructuring and other measures in meeting the




College’s aim of seeking to reduce continuing material deficits to acceptable levels and achieve
financial stability.

14. A value for money investigation into the Titanic Quarter capital project is underway and | will
report my findings before summer 2013.

KT Zen
K J Donnelly
Comptroller and Auditor General

24 November 2012
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