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224 Meeting, 2025 (Session 6)

The 2022/23 audit of Lews Castle College

Introduction

1. At its meeting today, the Public Audit Committee will take evidence from the
Auditor General for Scotland (AGS) on his section 22 report, The 2022/23 audit of
Lews Castle College, which was published on 10 July 2025.

2. The AGS has prepared a paper on the key messages and recommendations from
the briefing which can be found at Annexe A. A copy of the briefing can be found
at Annexe B.

3. The Committee will decide any further action it wishes to take following the
evidence session today.

Clerks to the Committee
August 2025


https://audit.scot/uploads/2025-07/s22_250710_lews_castle_college.pdf
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Annexe A: Briefing Paper by the Auditor General for
Scotland

1. The Auditor General has prepared a report under section 22 of the Public
Finance and Accountability (Scotland) Act 2000 on the 2022/23 audit of Lews
Castle College. The report was published on 10 July 2025.

2. The report focuses on the circumstances surrounding the qualification of the
2022/23 Report and Financial Statements of Lews Castle College by the
appointed auditor.

3. The 30 April 2024 statutory deadline for laying the audited accounts was not
met and accounts were signed off in December 2024 and laid in parliament on
10 July 2025. Delays arose due to the rescheduling of audit work initially
planned for October 2023, and the additional time needed to consider the
correct treatment of the joint venture and other prior year errors. My letter of
14 May 2025 referred to the reasons for the delayed laying of the 2022/23
annual report and accounts.

4. Lews Castle College has merged with North Highland College and West
Highland College to form UHI North, West and Hebrides. This merger was
effective from 1 August 2023. The audit of the newly merged college is
ongoing.

5. Key messages from the report are:

e The qualification of the 2022/23 annual report and accounts of Lews Castle
College arose because the appointed auditor determined that college
management had materially understated the value of its share in a joint
venture, Cnoc Soilleir Ltd. The auditor concluded that the college should fully
recognise its fifty percent share of the equity of the joint venture (£4.7 million),
but college management disagreed with this valuation. College management
impaired the value of its share to £1 in financial statements on the basis that
the college does not expect to benefit financially from the joint venture. The
appointed auditor concluded that this was not compliant with the financial
reporting frameworks.

o College management and auditors were unable to come to an agreement on
the correct valuation of the joint venture despite agreeing that the joint venture
should be accounted for on an equity basis.

« Had college management accounted for its share in CSL in accordance with
their auditor’s request, the college balance at 31 July 2023 would have
increased from £11.2 million to £15.9 million (increase of £4.7 million) and its
in-year adjusted operating position (AOP) would have improved from a £330k
deficit to a £298k deficit. (32K; 10% decrease in deficit)

e All public sector bodies have a legal obligation to comply with appliable
accounting standards to maintain public trust in the accuracy of their
published accounts and reported financial performance.
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Key messages

1 The 2022/23 annual report and accounts of Lews Castle College were
qualified by the appointed external auditor. This qualification arose because
the appointed auditor determined that college management had materially
understated the value of its share in a joint venture in its financial statements.

2 Lews Castle College and Ceolas Uibhist Limited entered a partnership in
June 2019 to establish a charitable organisation Cnoc Soilleir Ltd (CSL) that
promotes the Gaelic language, heritage, music and culture. In 2022/23, the
appointed auditor agreed with college management’s intention to recognise
the college’s investment in CSL in the college’s financial statements using the
equity method, in order to comply with financial accounting standards. The
auditor estimated the value of the college’s share at £4.7 million, representing
50 per cent of CSL’s total equity at 31 July 2023. Consolidating CSL into
college accounts at this valuation would have increased the net assets of the
college by £4.7 million and decreased the in-year deficit by £0.032 million.

3 College management did not agree with the £4.7 million valuation of its share
of CSL. College management impaired the value of its share of CSL to £1 in
the financial statements for 2022/23, as the assets of CSL are restricted in
nature and they did not expect to receive any future financial benefit from the
joint venture. Auditors concluded that this impairment was not compliant with
the financial reporting framework.

4 Lews Castle College merged with North Highland College and West Highland
College to form UHI North, West and Hebrides from 1 August 2023. The
appointed auditor will continue to discuss with college management how the
college’s investment in CSL is reported in the newly formed college financial
statements.
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Introduction

1. I have received the audited annual report and accounts, including the
independent auditor’s report, for Lews Castle College for 2022/23. | am
submitting these accounts and auditor’s report under section 22(4) of the
Public Finance and Accountability (Scotland) Act 2000, together with this
report that | have prepared under section 22(3) of the Act.

2. My report brings to the Scottish Parliament’s attention that the
appointed auditor has issued a qualified opinion on the financial
statements and other information in the annual report and accounts of
Lews Castle College for 2022/23.

Background

3. Lews Castle College (LCC) and Ceodlas Uibhist Limited (Cedlas)
entered into a joint venture arrangement on 17 June 2019 to establish
Cnoc Soilleir Ltd (CSL). Ceolas is a charitable organisation based in South
Uist that promotes traditional Gaelic music, language, culture and dance.

4. CSL is a jointly controlled entity limited by guarantee that was
established by the college and Cedlas to develop and operate the Cnoc
Soilleir building and facility in Dailburgh, South Uist. The building was
opened in 2022 and is used by the college to deliver Gaelic language,
music, archaeology and creative arts programmes that align with
Ceolas’ objectives.

5. The board of CSL comprises two members from each of the boards of
the parents (Cedlas and LCC) and one independent director. The board is
responsible for the leadership and governance of CSL.

6. Colleges are required to prepare financial statements in compliance
with the Statement of Recommended Accounting Practice 2019 (SORP):
‘Accounting for Further and Higher Education’; the Financial Reporting
Standard FRS 102; and the 2022/23 Government Financial Reporting
Manual (FReM). Deloitte LLP is the appointed auditor for Lews Castle
College and 2022/23 was the first year of its five-year appointment.

7. The 30 April 2024 statutory deadline for laying the audited accounts in
the Scottish Parliament was not met. In their annual audit report, the
appointed auditor noted that additional time was required to complete the
audit due to delays in the college providing information during the time
originally scheduled for audit work in October 2023 (which resulted in audit
work being rescheduled) and the requirement to perform additional
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procedures relating to material adjustments required to correct the prior
year accounts.

8. The 2022/23 Report and Financial Statements for Lews Castle College
was signed by the appointed auditor in December 2024 and included a
qualified opinion in respect of the valuation of the joint venture.



The 2022/23 audit of Lews Castle College | 6

The 2022/23 audit of Lews Castle
College

9. The college and the appointed auditor agreed during the audit process
that the college’s investment in CSL should be accounted for using the
equity method. FRS 102 requires parents of a joint venture to account for
investments in jointly controlled entities using the equity method. Once set
up, each parent should then adjust their investment to reflect their share in
the profit/loss, other comprehensive income, and equity of the joint
venture.

10. In the 2021/22 audited accounts, college management included in
notes to the accounts an intention to consider accounting for its
investment in a joint venture, CSL, using the equity method in accordance
with FRS 102 from the 2022/23 financial year.

11. The 2022/23 draft accounts prepared for audit the following year did
not account for CSL on an equity accounting basis. College management
and the auditor subsequently agreed that the college’s interest in CSL
should be accounted for using the equity method. This is because the
college has voting power and board representation under the articles of
association for CSL, which gives it significant control over the financial and
operating policy decisions of the venture.

Auditors considered the valuation of the college’s share of
the net assets of CSL to be £4.7 million

12. Referring to CSL’s financial statements for the year ended 31 July
2023, total funds of the joint venture at year end were £9.4 million. On this
basis, the appointed auditor determined that the college should recognise
its 50 per cent share of the equity of CSL (£4.7 million) in the college’s
consolidated financial statements. As CSL’s net income in 2022/23 was
£64,000, the appointed auditor concluded that the college should also
recognise its 50 per cent share of this income (£32,000). This would have
reduced the college’s adjusted operating deficit from £330,000 to
£298,000.

College management did not accept the auditor’s
accounting treatment of the valuation and impaired CSL to
£1 in revised accounts

13. College management disagreed with the appointed auditor’s
accounting treatment of the valuation of CSL. College management


https://media.frc.org.uk/documents/FRS_102_September_2024_tmKYWO6.pdf
https://s3.eu-west-2.amazonaws.com/document-api-images-live.ch.gov.uk/docs/1qmXtdPdwgBP7g2yf86lsAj0kAVgWK2uL1htLWiKwTU/application-pdf?X-Amz-Algorithm=AWS4-HMAC-SHA256&X-Amz-Credential=ASIAWRGBDBV3MXVMCBRL%2F20250501%2Feu-west-2%2Fs3%2Faws4_request&X-Amz-Date=20250501T161903Z&X-Amz-Expires=60&X-Amz-Security-Token=IQoJb3JpZ2luX2VjECMaCWV1LXdlc3QtMiJHMEUCICFkwtF3M9t7oFcQeSd1Z2KmslAt%2Fcg5wvqFW9si%2BvOMAiEAt6CMz8aNKNj8lFBoikgd0Ewpe1J7ooQpv6l2Zv2BzBoqxAUIvP%2F%2F%2F%2F%2F%2F%2F%2F%2F%2FARAFGgw0NDkyMjkwMzI4MjIiDEQmPaPIk%2FiDGYadzCqYBcm7sSMqT4hGqyOIWpjrWSyjBaex1XfOvpsakNyuiV1sIK%2FIKhdNphyQHFZqnE89s05qvRbaff1pla4WZjZyz9Vq6pJYAHkzAXSyDVQoCAo0atH12VDAihtdPjF0TD0Q2HyytPRt9rQR%2FbIWXr9R4tRKf9Zjma7UmPOTbn7ZokTnBqFkImAs1b%2FliYABDxwQYHga72WDGpzWNSGLZNuX5YnCPVJin1vGh6uULUO7pyV%2F2afEnez5jerloQZQ68RsG02596Z%2BGNGPTCvV57BEa5O06cgf9YWIbh2fKpsklO5QxPulYrBhaR2QG3ecLnVZ9RehoZX9LX5BmU8nFsv1XU2jJzB2O2BH0rcPq04COHbu9xQtgKNCGcVTWdm1WjXAjfggddid5skR6H%2F0AUDMASnn01ERECzBeKj74x577b5h5K2%2Fo8EEVUCF49tNTNy9JVMD8MGkWChpU1Z6yaM6Wr1AZav5%2BsZJZWgIYAEWTDLYRPElMmiBMA3nedtUQK6KP8UzIt8oe9WlNxSRl9HUW%2FZq2igzw81yMpooRq7lagrcqakTyLQa2%2F8i%2BOEjtPiV%2BZ2YSHKMK%2BjPC6kGrpO%2FJGcqP%2BhpZibKVwmit0QmI54ErnFpsNHB2l%2FfY8ES51DOteI7v6JMK6jSBkzCr7qussnyUoR00BrFFIHHcyAxL1LXHbElRa4IwAA9USjIUlLV0uN5N35%2FkvUV6U6r4E8tb6yC%2BfkyUHPEO8G7a%2F3c1L7dEWR7La6FabOB40z2tR43vT436KYDuZ2%2FMjCmxKOQIadWzbbUw8HzcAjxU0U5kEoqjk28MWt%2F%2BpDqDMtuf8fmet3EnZo14W%2BdpLfE5M5Sg0Q%2F8cIi4MnzLnRzQZFUtTnrKHWRBy5C%2B%2FowvajNwAY6sQHQDN7x5ANbe9cVQvrL4RNfVSLvTiGKx41XqCoox6UyLbfdOoEpVb5wtQ9kEUgRYEs6mVsvrQf%2BZeokHutIP93taXL3k4EgxYWuDgDiEK0IqKj9z7%2FZ1BgmYumGmQFcO9U4M9J0XEKfg5vqjhA%2FHfrbTLnol0BhhT67phbGHN4d9s9uIal5IQv5Sqq%2BwdmZXLvWDTgXpDiFigxbym2XR955%2BR16LpSfxDphpePl2LOa9dc%3D&X-Amz-SignedHeaders=host&response-content-disposition=inline%3Bfilename%3D%22SC635033_aa_2024-03-13.pdf%22&X-Amz-Signature=f3f6708a071cf64cd8972dc137651edbf4206cdb9b0a2cf68a04f29bb174f857
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prepared revised financial statements in which it recognised the
investment in CSL using the equity method but impaired the college’s
share of the joint venture to £1. College management’s reasons for
this are:

¢ |t has not received a share of net income or other dividend from
CSL since its incorporation and does not expect to receive any in
future years.

e The assets held by CSL (primarily a leasehold over the Cnoc
Soilleir building and grants provided by external funders) are
restricted in nature, meaning that they can only be used to further
the development of the Cnoc Soilleir building. College management
believes there is no reasonable expectation that the college would
financially benefit from these assets in future years.

e Recognising a £4.7 million share of CSL on the college balance
sheet would be misleading, as it would overstate the value of assets
that the college could freely use.

14. The appointed auditor engaged with the college over a period of
several months to agree the accounting treatment in the 2022/23 financial
statements. College management were unwilling to value the college’s
share in CSL at £4.7 million, as calculated by the appointed auditor, for the
reasons outlined above. The appointed auditor set materiality for the
college financial statements at £154,000 on the basis of two per cent of
college gross expenditure. The difference between the college’s valuation
of its interest in CSL and the valuation recognised by the auditor, far
exceeded the materiality threshold and so the auditor concluded that this
represented a material misstatement in the 2022/23 financial statements.

15. The Lews Castle College Report and Financial Statements for the
Year Ended 31 July 2023 were signed by the appointed auditor on

20 December 2024. The audit opinion was modified only in respect of
the accounting treatment of the joint venture:

e an unadjusted error in the financial statements due to the non-
disclosure of the college’s share of the equity in CSL (£4.7 million)

e a material misstatement in the ‘other information’ included in the
report and financial statements (Performance Report and the
Accountability Report) due to non-disclosure of the results of the
joint venture in the annual report.

16. Two further material misstatements relating to 2022/23 and a further
three prior year material misstatements were corrected by college
management.

17. Colleges must comply with the Public Finance and Accountability
(Scotland) Act 2000 and other financial regulations. It is important that
colleges comply with applicable accounting standards to ensure that
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financial statements accurately report their financial position and to help
them meet their legal obligations.

Lews Castle College is now part of UHI North, West and
Hebrides

18. Lews Castle College merged with North Highland College and West
Highland College to form UHI North, West and Hebrides. This merger was
effective from 1 August 2023.

19. The appointed auditor will continue to discuss with college
management how the joint venture is accounted for in the financial
statements of the newly formed college.
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