
 

Scottish Funding Council 
Apex 2 

97 Haymarket Terrace 
Edinburgh 
EH12 5HD 

T 0131 313 6500 
F 0131 313 6501 

www.sfc.ac.uk 

 
 
 
Our ref: 254138963 

05 October 2020 

 
Clare Adamson MSP 
Convenor, Education & Skills Committee 
Room T3.40 
The Scottish Parliament 
Edinburgh   
EH99 1SP 
 
 
Dear Ms Adamson, 

Thank you for your letter dated 8 September. I am pleased to provide the Scottish 
Funding Council’s response to the Committee’s questions below. 

How the SFC is monitoring individual institutions’ income sources and cash 
reserves, and whether stress testing of the financial position of institutions is being 
carried out to monitor those particularly at risk (e.g. those with a higher reliance on 
international students or with lower or no cash reserves) 

We undertake financial assessments of institutions using a range of information and 
across a range of indicators. We focus on supporting institutions that are dealing 
with financial sustainability challenges, particularly their ability to absorb operational 
deficits and thereby protect their cash position.  We are working closely with 
institutions to ensure we understand the actions they are taking to improve their 
financial positions and we stand ready to provide flexibility in grant drawdown to 
support institutions’ liquidity, where appropriate.   

As part of our dialogue with institutions, we are emphasising the need for them to 
review, test and demonstrate their ability to operate sustainably, despite the 
uncertainties surrounding COVID-19 and Brexit.  Throughout this engagement, we 
are ensuring that institutions are assessing the impacts on cash as well as on their 
operating positions.   
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The financial information we are collecting and analysing includes key sources of 
income, and we are applying particularly close scrutiny to estimates of international 
fee income in the university sector, given its exposure to a fall in the number of 
international students.  We have provided institutions with detailed planning 
assumptions and have requested additional information around international fee 
income, which has enabled us to publish quantified financial impacts under different 
scenarios.                

Whether the review is assessing the operational costs incurred by further and 
higher education institutions 

In our Review of coherent provision and sustainability we are looking at the full range 
of options for securing the future sustainability of both sectors.  This will include 
consideration of the current systems of funding so that resources are provided at the 
appropriate level to ensure the sustainability of provision for both teaching and 
research.  We recognise that financial sustainability indicators are challenging, and 
have deteriorated as a result of the COVID-19 pandemic, but colleges and 
universities have a strong track record of adapting to change and managing these 
challenges.  Institutions are continuing to manage increases to their cost base, 
including through cross-subsidy from surplus generating activities.  Transparent 
Approach to Costing (TRAC) data has helped universities to develop a better 
understanding in this area and further consideration will be given to TRAC data as 
part of the review.    

What factors (for example, student numbers, profile of student population) or 
formulae the SFC takes into account or applies to inform the funding levels for 
different institutions 

With regards to funding for teaching and learning, our main funding model for both 
sectors has three core elements - student numbers, price and premiums - that are 
reviewed on an annual basis. 

Colleges 

Following the regionalisation of colleges, we developed a demographic funding 
model, with the aim of providing sufficient college places to meet the needs of each 
region of the country and addressing the Scottish Government’s overall activity 
target.   

Our current demographic model indicators for colleges are set out below: 

 Number of S3-S6 state school pupils in each local authority. 

 16-17 year olds outwith a positive destination. 

 18-19 year olds outwith a positive destination. 

 Maintaining full-time places for 20-24 year olds and providing additional places 
for unemployed 20-24 year olds based on Jobseeker’s Allowance numbers. 
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 Number of credits for each person with low level qualifications. 

 Regional skills assessments and mid-level job openings. 

 Economically inactive population of working age. 

 Low and mid-level employment (upskilling). 

 Unemployed people aged 25 and over. 

 People living in the 10% most deprived postcode areas (SIMD10). 
 
Our college teaching funding model is commonly described as ‘price × volume’ (+ 
‘premiums’): 
 

 Prices are based on course subjects, with five price groupings devised in 
partnership with the college sector, based on the cost of delivery across 
different subject areas. 

 The volume relates to the number of ‘credits’ for which we provide funding, 
which we use as a means of measuring volume of activity (with one ‘credit’ 
being equivalent to a 40 hour block of learning and 15 credits equating to 1 full 
time course). 

 The premiums we pay recognise the additional costs of certain teaching 
environments and also act as a policy incentive.  These premiums include 
funding for access and inclusion, deprived areas (SIMD), and rural and 
remoteness. 

For the last three years this teaching funding model has been adjusted in order to 
fund the implementation of national bargaining harmonisation and job evaluation 
costs in the college sector.  This has meant that annual teaching grant uplifts for each 
college/region have been based on staff salary information and the amount needed 
to fully meet the additional costs of salary and pension costs.  We have signalled our 
intention to the sector to return to the base price × volume (+ premiums) funding 
model.  

Universities 

While universities play an important regional role, demand for places is national, UK-
wide and international.  The university sector also tends to have higher student 
mobility, wider travel to study areas, and quite different patterns of travel to work 
post-graduation.  In recent years, we have invested in additional student places in 
the university sector for particular policy objectives.  For example, for widening 
access, supporting students to articulate between colleges and universities, and for 
certain skills needs.  While student demand is a driver, unlike in the college sector 
full-time university undergraduate numbers are capped. 
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The university teaching funding model is also a price × volume (+ premium) model 
where: 

 

 Prices are based on subjects, with six price groups based on the cost of delivery 
– ranging from high cost clinical medicine and dentistry to less expensive 
‘classroom-based’ subjects; 

 Volume relates to the number of student places for which we provide funding ; 
and 

 Premiums and other teaching grants include funding for small specialist 
institutions, widening access and retention, and upskilling. 

 
The Research Excellence Grant (REG) is the other major component of our funding 
for universities.  Funding excellent research, wherever it is conducted, is the 
foundation of REG.  As well as using factors based on the volume of research 
conducted and relative discipline costs, our REG allocations use a research quality 
factor derived from the Research Excellence Framework (REF), which is the UK’s 
system for assessing the quality of research in UK universities.  This assessment 
exercise last took place in 2014 and the next exercise will be completed in 2021.  

How the review will ensure that widening access to further and higher education 
continues to be emphasised 

Widening access to further and higher education is one of our core objectives.  Our 
Strategic Framework provides a commitment to invest in education that is accessible 
to learners from all backgrounds, gives them a high-quality learning experience, 
supports them to succeed in their studies, and equips them to flourish in 
employment, further study and fulfilling lives. We also fund a range of successful 
specific programmes that support widening access, for example, in high demand 
professions, in low progression schools, and in articulation pathways between 
colleges and universities.  

We are proud of key achievements such as increasing the intake of our most 
deprived communities and in addressing gaps in performance for key access groups 
such as our care experienced students.  These are provided in our Report on 
Widening Access1.    

We have undertaken primary and secondary research into what students want and 
need from education to inform phase 1 of our review.  This research includes 
consideration of students who may need additional support in gaining access to, or 
progressing in, their education.  In the next phase of the review we will be building 
up our student engagement, and this will include reaching out directly to school 

                                                   
1
 http://www.sfc.ac.uk/web/FILES/statisticalpublications_sfcst062020/ROWA_2018-19.pdf  

http://www.sfc.ac.uk/web/FILES/statisticalpublications_sfcst062020/ROWA_2018-19.pdf
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pupils and students from deprived communities and/or from disadvantaged 
backgrounds.   

To ensure that our review is inclusive and considers all students regardless of their 
personal characteristics and backgrounds, we will also ensure our proposals and 
outputs are equality assessed throughout our review process.  This work has already 
begun to ensure it is being considered at the earliest stages.  We are also working in 
partnership with the EHRC to ensure we understand and tackle areas of persistent 
inequalities.  This work will be integral to the outputs of our review. 

Emerging thinking on planning, partnerships and collaboration at a regional level 
and the role this might play going forward 

The further and higher education system in Scotland has changed and evolved 
significantly over past decades with the establishment of post-92 universities, the 
mergers and regionalisation of colleges to support learners and employers with a 
more coherent and sustainable curriculum offer, and the founding of the University 
of the Highlands and Islands. In recent years, new higher education institutions have 
also been formed through mergers, including the University of the West of Scotland 
in 2007 and SRUC (Scotland’s Rural College), established in 2012 through the merger 
of three land-based colleges with the Scottish Agricultural College. The drivers 
behind such changes in the sector included greater coherence of provision, both 
geographic and sectoral, prioritising industry or employer requirements, improving 
quality and achieving sustainability through scale.  These changes went hand-in-hand 
with a sharper focus on regional outcomes and accountability.  

There is a strong message coming through the responses to the Phase 1 Call for 
Evidence about focusing on place-based, regional solutions and economic geography 
as we look to enhance our provision in the future within a challenging financial and 
post-COVID context.  The concept of ‘anchor’ or ‘hub’ institutions, coordinating and 
driving economic development in a community/region, has widespread traction, with 
many agreeing that the time has come to develop the concept further.   

Many responses pointed to the opportunity this review provides to create a more 
coherent and integrated post-16 offer, that builds on the strength of regionalised 
colleges, accelerates the collaboration that exists between colleges and universities 
to recognise prior learning and support students to articulate between them, 
reduces duplication in terms of repeat levels of study and manages better pathways 
at the senior phase in school, and incentivises more efficient and equitable learner 
journeys.  

The review provides us with the opportunity to further explore the concept of 
regional anchoring, whilst retaining a national and global outlook as appropriate.  We 
recognise the diversity of regional landscapes across Scotland, with rurality as a key 
issue, and will factor this into our planning in the next phase. Central to this will be 
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our future thinking and planning around seamless and flexible learner journeys and 
inclusive economic growth. We will look to existing models of networked post-16 
education both within the UK and wider to consider options going forward.  We will 
also work closely with those institutions and regions that are already moving forward 
with proposals for greater regional collaboration. 

I hope the information provided has been helpful for the Committee. If there are any 
matters about which you require further information, please do not hesitate to 
contact me. 

Yours sincerely, 

Karen Watt 
Chief Executive 


