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Introduction

This policy sets out the College's approach to reserves to support its financial resilience and
comply with the requirements of the College Financial Handbook.
The College will report on this policy in its annual financial statements to provide assurance

that it is appropriate for the accounts to be prepared on a going concern basis.

The levels of reserves set out in this policy reflects the charitable nature of the College with
a focus on cash reserves and the extent to which these are restricted or unrestricted in their

use.

This policy is broader than the cash position to ensure that all elements of reserves and
related requirements are included.

This policy is focused on the reserves of the College to ensure financial resilience and that

accounts can be prepared on a going concern basis. The reserves policy is not the only means

of assessing going concern but contributes to this.

Definitions

Cash Balances - amounts held in cash at the end of a period, cash balances are held in a

number of deposit accounts with up to 3 months’ notice.

Reserves - the value of reserves stated on the balance sheet as total reserves which include
unrestricted reserves from the income and expenditure account, revaluation reserves and
any restricted reserves.

The reserves policy considers the following areas:

e The nature of charitable funds held

e The identification of functional assets

e Understanding the financial impact of risk

e Reviewing sources of income

e Impact of future plans and commitments (including defined benefit pension

schemes)




The nature of charitable funds held

Much of the funding the College receives has a specific purpose and conditions attached.
This may be for the general provision of education and training, for specific programmes or
student groups, for specific project activities or commercial income. For some income
streams, the release of income is related to specific outcomes or targets which must be met
for the full value to be released. Asthe College accounts are prepared on an accruals basis,
any cash received in advance of requirements being met will be held on the balance sheet.

Revaluation Reserve

Within its Assets the college holds two plots of land, which could potentially be sold as
building plots, the revaluation reserve is a restricted reserve which is held to reflect the
valuation of these plots which were last valued in 2009.

Deferred Capital Grant held as liabilities on the balance sheet

Government capital grants are capitalised, held as deferred income and recognised in income
over the expected useful life of the asset, under the accrual method as permitted by FRS 102.
Other capital grants are recognised in income when the College is entitled to the funds subject
to any performance related conditions being met.

The new college build cost £56m in 2009, the project was funded partly by own reserves;
by a commercial bank loan and by central Government funding. The Government
funding element was recorded as a liability to be released over 50 years, to income in
line with depreciation.

The identification of functional assets

The asset base is significant with assets held across the college estate. Specific grants are
also received to support some of this asset base in terms of improvement, replacement or
expansion. However, the College often contributes to the purchase of assets from its
reserves as part of the ongoing process of improvement and development either as
revenue or capital expenditure.

Understanding the financial impact of risk

The risk management process is fully embedded within the College and has a direct
impact on going concern assessments and this reserves policy. The risk register is
regularly reviewed by the Senior Leadership Team (SLT) to monitor the impact of
mitigating actions and to ensure our assessment of risks remains up to date.

Reviewing sources of income

Sources of income are constantly under review, and we report through the management
accounts and other data sources the potential risks to the larger elements of grant funding
or fees received. Project/ Specific Grant related income remains higher risk due to the
temporary nature of this source.

Impact of future plans and commitments (including defined benefit pension schemes)
The College has a significant defined benefit pension scheme in place which impacts on
the values on the balance sheet and the revenue position in the Statement of
Consolidated Income. The volatility of any valuations can change the balance sheet



significantly with the potential to create a negative reserve position if the regular
actuarial revaluations produce or increase pension liabilities. Equally, this can switch to
a positive position, although the College does not recognise a pension asset due to the
terms and conditions of the pension scheme.

Due to the volatility of the actuarial revaluation process, the pension position is considered
separately from other reserves.

The College has Estates and IT strategies which require significant investment during the
period of future three-year financial forecasts. Capital investment requirements are
likely to impact on the College's reserves and cash position. Affordability would be
reviewed in advance of making significant commitments to identify the impact on the
reserves policy.

Reserves Policy
When looking at the level of free reserves that it would be prudent for the College to hold,
considerations include:

e the security of present funding

o how long would it take to secure alternative sources of funding

e what risks and opportunities may arise which could not be met out of income
e compliance with bank covenants (if any)

e the extent to which the College continues as a going concern.

In the unlikely event that the College could not continue as a going concern, we would work
with external agencies to ensure as far as possible, the continued education for our students
regardless of funding source.

1. Principles

Core Financial Objective

Managing cash reserves to ensure solvency and security during a period of continued financial
uncertainty

The principles of the reserves policy are:

e to maintain sufficient free reserves to enable the College to meet its
charitable purpose; and continue to provide a public benefit to students and
other stakeholders; to balance expenditure on current students and
stakeholders against ensuring that facilities and services have sufficient
investment to improve and endure for future students and stakeholders;

e to maintain a level of reserves that are prudent for the College to be
considered a going concern but may include restricted reserves such as funds
applied to tangible fixed assets or reserves designated/restricted to a certain
purpose

e to carefully assess the level of cash reserves to avoid excessive retention of



cash that is not designated for investment in the student experience
e To comply with agreed bank covenants

2. Responsibilities

The Corporation is responsible for ensuring that the reserves policy is approved to secure the
future sustainability of the College and ensuring that it is reviewed and updated as part of the
process of approving the financial statements on an annual basis.

The College's performance against the reserves policy will be reported in the annual financial
statements.

Financial forecasts and budgets received by the Corporation will include an assessment of
compliance with this reserves policy to ensure that the consequences of investment and other
decisions that might result in a breach of the reserves policy are specifically highlighted and
documented as part of a decision-making process. Examples of these could include major
capital expenditure being undertaken which may impact on reserves, additional payments to
the pension scheme to reduce the shortfall in scheme funds, specific revenue investment to
achieve certain outcomes; these examples are not exhaustive.

Approval of strategically important capital or strategic developments may mean that the
College must expend its reserves beyond the limits in the policy to achieve a greater public
benefit and/or enable future obligations to be met such as the funding of a new building,
capital redevelopment of an existing building or the procurement of additional business
resource.

Level of reserves
The College would wish to maintain general unrestricted reserves which would meet:

e approximately 70% of prior year expenditure (excluding FRS 102 pension adjustments,
depreciation and impairment charges) at the end of the year to protect operations in
the following year against in-year changes to funding rules, the uncertainties of student
recruitment and any commercial income generation. The required level of reserves
excludes the impact of FRS102 (local government pension charges) depreciation and
impairment charges on the basis that these are non-cash charges.

e Repayment of Commercial Loan with associated penalties

e Sufficient funds to invest in building capital project to increase college capacity
Appendix A details the details of the Commercial Loan Bank Covenance
Appendix B details the required levels of cash and reserves. Changes will be made to these as

appropriate as part of the ongoing review, which will be at least annually and more frequently
where required.



APPENDIX A

Bank Covenance

a) The Borrower shall not permit the Total Borrowing costs in relation to any financial year to exceed
7% of Total Consolidated income for that year:

b) The Borrower shall not permit the Total External Debt at any one time to exceed 50% of Total
Funds (excluding deferred government grants and pension provisions for the purpose of FR$102
unless such an adjustment is required by the Bank acting reasonably)

c) The Borrower shall plan and conduct its financial affairs so that its operating cash flow as shown
in its Financial Statement remains positive in at least two of any three consecutive financial years.

For the purpose of this covenant, items of an exceptional nature and transfers to and from reserves shall
be excluded unless otherwise agreed by the bank.

APPENDIX B

The following parameters are those by which the College measures the reserves policy in terms
of meeting the requirements.

Cash Balances:

Retention of a cash balance of at least £13m, in line with the College financial target of a
minimum of 218 cash days in hand (CFFR 2-year forecast 2024), unless funds have been
specifically designated for particular estate or IT investment and a lower cash balance and ratio
has been specifically approved by the Corporation.
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