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Executive summary

Purpose

1. This report provides a summary of financial projections for the higher education sector covering 1999-2000 to 2003-04 and a summary of the sector’s annual operating statements for 1999-2000 and 2000-01. It is based on the information provided by higher education institutions (HEIs) in July 2000. 

2. Universities and colleges are encouraged to develop corporate plans to help deliver their strategic aims. Such plans should incorporate financial strategies and be underpinned by projections of the financial impacts of their strategic aims. Within these plans, targets and milestones should be set against which progress can be measured. Annual operating statements demonstrate how those targets have been met in the past year and set out priorities for the coming year. These, along with financial forecasts, form integral parts of the strategic planning and performance monitoring processes.   

Key points

Financial forecasts

3. The financial forecasts were prepared by higher education institutions before the outcome of the Government’s 2000 spending review was announced. As such the impact of the announced additional funding
 has not been included, and the forecasts need to be viewed accordingly. This additional funding is as follows:

· £100 million additional recurrent funding for 2001-02

· £1,000 million to support investment in the scientific research infrastructure for the three years from 2001-02 to 2003-04

· an additional £80 million for the Higher Education Innovation Fund for 2001-02 to 2003-04

· over £50 million of the £150 million for the “Excellence Challenge” for 2001-02 to 2003-04, to support widening student participation in higher education. 

4. With this exception, the forecasts have been based on realistic assumptions, reflecting the economic climate under which they were prepared. Based on past experience, they are a reliable indicator of the future financial position, but tending to project a slightly worse position than is achieved in the event.

5. The trend for an increasing proportion of income to HE institutions being from non-public sources continues. The proportion could rise to 40 per cent by 2003-04, when non-public income across the sector should exceed £4,500 million.

6. Universities and colleges need to generate annual operating surpluses to provide the positive cash flow for reinvestment and to fund future developments. Across the sector we have assessed this as being in the region of 3 per cent to 4 per cent of total income. However, this level will vary between institutions; for some universities and colleges, which invest to maintain and replace their assets, the level will be close to zero. 
7. Against this 3 per cent target for the sector as a whole the operating position is between £250 million and £300 million a year less than that considered necessary to provide for reinvestment and to fund future developments.

8. 
9. The actions to address the shortfall in operating surpluses should include:

a. Continuing to secure increases in public funding to address past under-investment and the erosion of the unit of resource.

b. Continuing to increase the level and range of non-public income sources.

c. Addressing the ‘low price culture’ that has developed across the range of activities and services provided by universities and colleges  - that is, the tendency of some HEIs not to charge full costs for activities and services provided under contract to others.

d. Controlling recurring expenditure within affordable limits.

e. Sharing costs through increased collaboration between institutions, and improving asset utilisation.

10. The sector’s ability to fund capital expenditure directly or through borrowing is constrained by the levels of its operating cash flows and by available capital funding. Here again, the increased capital funding for the scientific research infrastructure announced in the spending review should assist that area of capital investment. There is also a continuing need for sustained investment in the non-research infrastructure. 

11. There continue to be marked differences between institutions in their financial strength, with a significant proportion of the sector’s total financial liquidity and reserves concentrated in a small number of institutions.

 
Annual operating statements

12. This is the second year in which we have sought annual operating statements (AOSs) in their current form. The exercise has worked well. We will continue to evolve the framework, extending the principle of identifying the minimum range of information which we need for monitoring purposes, and collecting as much of it as possible through AOSs.

13. Our analysis of this year’s AOSs focuses on the four HEFCE strategic initiatives on widening student participation in HE, raising the quality of learning and teaching, the HE Reach out to Business and the Community programme, and project capital.

Widening participation

14. Around four-fifths of institutions are either fully or mostly achieving the activities and targets that they set for themselves in their initial statements. In other cases progress was unsatisfactory because of significant slippage against an institution’s plans, or the AOS gave inadequate information to enable us to make a judgement about progress in the 1999-2000 academic year.

Learning and teaching strategies

15. Around four-fifths of institutions reported that they were fully or mostly achieving the activities and targets that they had set for themselves for the 1999-2000 academic year. A few institutions had fallen behind in their plans, and others had not provided enough information for us to form a view about progress, and we will follow that up with them. 

Higher Education Reach out to Business and the Community

16. The great majority of institutions have fully or mostly achieved the targets and activities described in their business plan for the first year. A small minority of institutions have fallen behind in their plans. In a number of cases this was due to the lead-times for recruiting staff. We will discuss with these institutions their plans to remedy slippage. Others did not describe their activities or targets in sufficiently specific terms to form the basis for monitoring progress next year, and we will seek further information. 

Project capital

17. Of the 42 equipment-only projects, around half were fully or mostly completed on schedule by the end of the 1999-2000 academic year, seven were delayed and for the remainder there was insufficient information to make a judgement. Around half of the 26 building and mixed building-and-equipment projects were fully or mostly completed by the end of 1999-2000, four were delayed, and for the remainder there was insufficient information to make a judgement.

Follow-up work

18.  We will follow up cases of insufficient information or apparently inadequate progress through our regular meetings between institutions and HEFCE Regional Consultants.

19. Through the review of AOSs we collected a number of examples of good practice. We have used these to provide case study illustrations which are at Annex F.

Action required

20. None. This report is for information.

Introduction

21. Higher education institutions (HEIs) are required to provide the Council with financial forecasts and annual operating statements (AOSs) each July in support of their strategic plans. 

22. The financial forecasts are analysed to inform our views about the institutional health of each HEI in receipt of Council grants. They also feed into our assessment of the general financial position of the sector, which informs our advice to the Secretary of State. 

23. Following consultation with the sector, in 1999 we revised our approach to HEI corporate planning in order to reduce the burden on institutions and provide a more co-ordinated approach to monitoring our special funding. We now ask for a corporate plan on a three-year cycle and request an AOS each July. This approach is consistent with our commitment to improving accountability and with the recent report by PA Consulting (HEFCE  00/36: ‘Better Accountability for Higher Education’). We intend over time to extend the principle of identifying the minimum range of information which we need for monitoring purposes, and to collect as much of it as possible through AOSs.

24. In April 2000 we issued HEFCE 00/20 which asked institutions to provide an annual operating statement and financial forecasts by the end of July 2000. The request for an AOS required HEIs to provide summary statements indicating their strategic direction and priorities for action in the 2000-01 academic year, and their own assessment of progress against their objectives in 1999-2000. We use the priorities identified within each AOS to inform discussion with institutions as part of our wider approach to institutional corporate planning. The returns are also used by the Council to inform our advice to the Secretary of State and to derive trends and developments across the sector.

25. In four areas we have a particular interest in the activities and related targets described in the AOS because these are areas where most HEIs are supported with our strategic special funding. These four areas also account for the majority of our special funding:

· widening participation 

· learning and teaching – institutional funding 

· Higher education reach-out to business and the community (HEROBC) funding

· project capital. 

Financial forecasts

Income and expenditure

26. These forecasts, as in previous years, were prepared on assumptions reflecting the prevailing economic conditions at the time. This leads to changes in forecasts between years. However, these changes are relatively small, given the size of the HE sector. The actual results each year have tended to confirm the reliability of the higher education sector’s short to medium term forecasting, with the variances being less that 1 per cent of total income. Longer term forecasting is subject to greater uncertainty and tends to be more prudent. A time series from 1994-95 of forecasts and actual results is at Annex A.

27. These forecasts were prepared before the outcome of the Government’s 2000 spending review was announced, and this report needs to be read with that caveat in mind. The full details of the spending review allocations will be available over the coming months.

28. The forecast income and expenditure position for the sector as a whole is at Annex B, and is summarised in Table 1.

Table 1: Actual and forecast income and expenditure position


Actual
Actual
F’cast
F’cast
F’cast
F’cast
F’cast


1997-98
1998-99
1999-2000
2000-01
2001-02
2002-03
2003-04


£M
£M
£M
£M
£M
£M
£M

Total income
9,500
9,915
10,328
10,750
11,138
11,543
11,924

Total expenditure
9,223
9,741
10,243
10,732
11,084
11,451
11,819

Surplus after depreciation of assets at valuation and tax
265
173
132
41
58
94
103

Surplus as % of total income
2.79%
1.74%
1.28%
0.38%
0.52%
0.81%
0.86%

29. These projected levels of operating surplus are materially affected by exceptional items, mainly gains or losses on property transactions as shown in Table 2.These show that the underlying operating position is forecast to continue to be very tight for the sector as a whole.  

Table 2: Actual and forecast operating surpluses and exceptional items


1998-99
1999-2000
2000-01
2001-02
2002-03
2003-04


£M
£M
£M
£M
£M
£M

Surplus after depreciation of assets at valuation and tax (including exceptional items)
173
132
41
58
94
103

Exceptional items 
25
48
24
6
4
-1

Surplus after depreciation of assets at valuation and tax (excluding exceptional items)
148
84
17
52
90
104

Surplus (after exceptional items) as % of total income 
1.49%
0.81%
0.16%
0.47%
0.78%
0.87%

30. Forecast increases in total income and total expenditure are kept broadly in line over the forecast period, at an average of just below 4 per cent a year.

31. Forecast increases in annual funding council grants are less than 2 per cent from 

2001-02. This is probably low given the Government’s policy to increase participation in higher education to 50 per cent of those under 30 by 2010, and as noted above does not take account of the outcome of the spending review. In contrast there are forecast annual increases in fee income of over 5 per cent and in research grants and contracts of over 6 per cent. These will be more challenging targets to meet across the sector and will require an increase in demand, but are not out of line with increases achieved in previous years.

32. Pay rates across the sector are forecast to increase by an average of 3 per cent a year. Coupled with incremental pay drift of 1 per cent a year, this represents an increase in pay expenditure of around 4 per cent a year. From 1998-99 to 2000-01 staff numbers increase by 1 per cent a year then remain constant. Non-pay inflation is forecast to increase in line with increases in the GDP deflator of 2.5 per cent a year, representing no real increase in the level of expenditure. 

33. The dependence of universities and colleges on public funding is forecast to continue to reduce over the forecast period for the sector as a whole. A time series from 1994-95 to 2003-04 is at Annex C. By 2003-04 income from non-public sources for the sector as a whole will probably exceed £4,500 million. 

34. The aggregate projections include a number of universities and colleges which are forecasting operating deficits (see table 4 below), with no action stated in the forecasts as to how these deficits will be eliminated. In other cases universities and colleges have included the costs of the actions to be taken to reduce recurrent expenditure. The impact of these decisions is to increase one-off expenditure over 1999-2000 to 2001-02, with the benefits in reduced recurrent expenditure beginning to show from 2002-03. The commentaries provided with the financial forecasts indicate the actions to bring income and expenditure into balance. Consistent actions across the sector include:

· internal reorganisation, staff restructuring and redundancy schemes

· reviews of academic portfolio

· increases in student:staff ratios

· freezing of vacant posts

· reductions in non-staff expenditure, including maintenance

· restricting budget allocations until recruitment levels met

· renegotiating costs of long-term finance

· expansion of income-generating activities

· increasing recruitment of overseas students 

· asset sales.

35. Universities and colleges need to generate annual operating surpluses to provide the positive cash flow for reinvestment and to fund future developments. The actual level of such an annual operating surplus will vary, depending on the circumstances of individual universities or colleges. Across the sector we have assessed this as being in the region of 3 per cent to 4 per cent of total income.  

36. This target may be reduced through the availability of capital grants following the 1998 and 2000 spending reviews, since those provide earmarked funding for investment in infrastructure. These grants are, however, concentrated in the research intensive universities because a significant proportion is earmarked for the renewal of the research infrastructure. It is also true that as private income increases, HEIs may need greater cash reserves to manage the risks associated with more volatile cash flows.  

37. The forecast operating surpluses in Table 2 are well short of even the lower end of the target range, as shown in Table 3. However, these figures need to be interpreted with care when considering individual HEIs: some universities and colleges may be undertaking the necessary investment, and therefore not showing operating surpluses at the sector target level because the expenditure is already taking place. Thus to get a complete picture we need to look at both the level of operating surplus and the level of capital investment at the same time.

Table 3: Target and forecast operating surpluses


3% target operating surplus

£M
Forecast operating surplus (excluding exceptional items) 

£M
Shortfall

£M

1999-2000
310
84
226

2000-01
322
17
305

2001-02
334
52
282

2002-03
346
90
256

2003-04
358
104
254

38. These shortfalls against the 3 per cent target are of similar magnitude to those indicated by previous forecasts. While some of this gap will be bridged through improved performance, and through the additional funding allocated in the spending review, the underlying low surpluses remain. There is no single or simple solution to address this position, but in so far as institutions are not already re-investing sufficiently to maintain their capital facilities in the long term, it will need to be tackled through actions at sector and at local levels. These include:

a. Continuing to secure increases in public funding to address past under-investment and the erosion of the unit of resource.

b. Continuing to increase the level and range of non-public income sources.

c. Addressing the ‘low price culture’ that has developed across the range of activities and services provided by universities and colleges - that is, the tendency of some HEIs not to charge full costs for activities and services provided under contract to others.

d. Controlling recurring expenditure within affordable limits.

e. Sharing costs through increased collaboration between institutions, and improving asset utilisation.

39. Some of these actions are for universities and colleges to take; some are already in hand. Other actions will require co-ordination across the sector, and some will require up-front funding to enable the cost benefits to be secured. The extent to which the Council can assist will depend on the funding we have available, taking account of other spending priorities, to distribute through the restructuring and collaboration fund, the poor estates initiative and project capital. 

40. The sector-wide analysis averages a wide range of operating results and forecasts between institutions. The number of universities and colleges forecasting operating deficits (bearing in mind that this is before taking account of the results of the spending review) are shown in Table 4.

Table 4: Actual and forecast operating deficits


Number of HEIs forecasting operating deficits 
Percentage of total number of HEIs

1998-99 (actual)
30
22%

1999-2000
54
40%

2000-01
45
34%

2001-02
39
29%

2002-03
33
25%

2003-04
35
26%

41. Conversely, some universities and colleges already operate with surpluses at or in excess of the 3 per cent target level, as shown in Table 5. A few of these surpluses in 1998-99 to 2000-01 include large exceptional gains. 

Table 5: Actual and forecast operating surpluses at or above 3 per cent target


Number of HEIs forecasting operating surpluses at 3% or above 
Percentage of total number of HEIs

1998-99 actual
32
24%

1999-2000
27
20%

2000-01
14
10%

2001-02
11
8%

2002-03
12
9%

2003-04
17
13%

42. The relatively low operating margins mean that small changes have a major impact where these vary from forecast levels. As in previous years, even 1 per cent adverse changes in pay increases, non-pay inflation, or funding levels from those assumed in the forecasts would have significant financial consequences for all universities and colleges. This impact would be reduced to the extent that compensatory action could be taken.    

Balance sheet

43. The balance sheet for the sector as a whole is at Annex D. In aggregate the sector is forecasting increases in fixed assets, financed through positive operating cash flows, increased capital grants and some increase in borrowing. Net current assets, cash and liquid resources remain broadly unchanged over the forecast period.

44. The cash and liquid reserves held by the sector are modest. Net cash balances (bank and cash balances less overdrafts) expressed in the number of days of expenditure are still considered to be low. For the sector as a whole these are 14 days at 31 July 1999 and remain unchanged until a marginal increase to 17 days at 31 July 2004. The broader measure of liquidity (bank and cash balances plus current asset investments less overdrafts) reduces from 62 days at 31 July 1999 to 51 days at 31 July 2002, before increasing to 56 days at 31 July 2004.       

45. Aggregate external borrowing is forecast to increase by 17 per cent over the forecast period from £1,778 million outstanding at 31 July 1999 to £2,083 million by 31 July 2003. New borrowing is forecast to be at marginally higher levels than shown in the 1999 forecasts.

46. These aggregate sector financial positions mask the wide disparity between institutions, with much of the financial liquidity and reserves of the sector continuing to be concentrated in a few (mainly pre-1992) universities. For example:

a. Around 10 HEIs (7 per cent of the sector) had net cash balances in excess of  £10 million, representing over 50 per cent of the sector total.

b. Around 20 HEIs (15 per cent of the sector) hold close to 60 per cent of the sector’s net liquid resources.

c. Around 40 HEIs (30 per cent of the sector) have external borrowing in excess of £20 million, representing around 70 per cent of total external borrowing, while around 25 HEIs (18 per cent of the sector) have no external borrowing. 

d. Around 20 HEIs (15 per cent of the sector) have discretionary reserves (general endowments plus the balance on the income and expenditure account) in excess of  £50 million, representing around 60 per cent of the sector total. The number of HEIs with discretionary reserves in excess of £100 million is forecast to increase from four in 1998-99 to nine by 2003-04.  

47. Similarly there are universities and colleges whose forecasts indicated severe financial constraints. For example:

a. Around 10 HEIs (7 per cent of the sector) are forecasting to have a negative net cash balance throughout the forecast period.

b. Around 70 HEIs (52 per cent of the sector) have net cash balances representing less than 10 days of expenditure.

c. Over 30 HEIs (22 per cent of the sector) are forecasting to have net current liabilities until 2002-03 when the number drops marginally below 30.    

Cash flow

48. The cash flow forecasts for the sector as a whole are at Annex E. The pattern of positive cash flows from operating activities was similar to those forecast in 1999. These continue to act as a constraint on the sector’s capacity to reinvest and provide for new developments, despite the substantial increases in capital grants from the 1998 and 2000 spending reviews. Table 6 shows the forecast levels of capital and how these are expected to be financed (again bearing in mind that the forecasts do not take account of the results of the July 2000 spending review announcement). 

Table 6: Actual and forecast capital expenditure and financing


Capital expenditure
Asset sales
Capital grants
New borrowing
Net expenditure to be internally financed
Available funds from operating cash flow


                £M
        £M
        £M
             £M
               £M
             £M

1998-99 (actual)
            1,016
         80
       226
             310
               400
             342

1999-2000
               923
       146
       292
             210
               275
             271

2000-01
            1,254
       123
       558
             205
               368
             347

2001-02
            1,040
         57
       434
             157
               392
             387

2002-03
               652
         39
       205
               91
               317
             439

2003-04
               445
         65
       111
               65
               204
             473

49. The availability of capital grants impacts on the levels of capital expenditure, as universities and colleges are constrained in how much they can invest through the levels of operating cash flows generated and their ability to take on and service higher levels of borrowing from those operating cash flows. Increasing levels of capital expenditure, above forecast levels, can be achieved through either:

a. Increased levels of capital grants (the levels of capital expenditure in 2002-03 and 2003-04 will increase following the outcome of the Government’s 2000 spending review and announcements of additional research capital in July 2000).

b. Increased operating cash flows from higher operating surpluses generated through the actions set out in paragraph 35. This would either allow increased direct expenditure or allow higher levels of borrowing to be serviced.       

50. Within the total operating cash flows there are some universities and colleges which were forecasting negative operating cash flows. These are around 30 (22 per cent of the sector) in 1998-99 and for 1999-2000, but decline to around 15 (11 per cent of the sector) from 2001-02 onwards. These positions clearly act as a constraint in funding capital expenditure or servicing borrowing, and are clearly not sustainable beyond the very short term. 

Annual operating statements

51. We expect institutions to produce annual operating statements (AOSs) as a matter of course for their own purposes. Our request for the AOS allowed institutions to report through their own operating statements or to complete a standard template. We asked institutions to focus their responses on the issues on which we particularly needed information. Just over half of the institutions have filled out the template directly, while most of the remainder have cross-referred to an AOS prepared for their own purposes.

52. This approach facilitated a reasonably structured approach to the analysis of AOS returns. We compared institutions’ descriptions of the set of activities for 1999-2000 that they said they would undertake with the special strategic funding we allocated, against their evidence in the AOS. For the purpose of this analysis we classified institutional responses under the four strategic initiatives as satisfactory or unsatisfactory, and highlighted a number of cases of good practice for dissemination to the sector.

53. In a small minority of cases institutions did not provide any evidence – or only provided scanty information about their progress in the 1999-2000 academic year, which may not actually reflect their performance. We will contact these institutions to clarify the position.
54. The percentages given in this analysis necessarily reflect an element of judgement, because of the variation in institutions’ reporting practices and the amount of evidence provided. To ensure as much consistency as possible, Regional Consultants held moderation discussions with HEFCE regional teams, and the AOS project team had a cross-regional benchmarking role.  
55. For the purposes of this year's AOSs, the targets have largely been interim process targets about undertaking specified activities supported by the funds allocated. They have not been about the securing of ultimate outcomes to widen participation, raise quality and so on, because it is still too early to expect evidence of progress in those terms. In our publication commissioning AOSs (HEFCE 00/20) we told institutions that initially we would focus on the achievement of their process and interim targets, but expect over time that institutions would show that the activities were having the intended effect in securing the desired outcomes. Our presumption is that each HEI will continue to determine its own targets, rather than us attempting to prescribe anything sector-wide. The variety of institutions' needs and circumstances is such that they should decide their own targets, albeit in the light of an increasing wealth of information which we can disseminate about good practice.
Widening participation

56. The purpose of student-related additional funding for widening participation was: 

· to support the additional costs of provision for the students concerned; 

· to support proven success in widening participation;

· to provide an incentive for institutions to develop widening participation activity. 

57. A total of £24 million was made available through the grant for 1999-2000.

58. In October 1999 institutions provided initial statements on their strategies, including plans for the additional formula funding allocated for widening participation, recruitment targets for under-represented groups, and targets for improvements in their retention. The format of the initial statements was not tightly prescribed. 

59. Our analysis of progress in the widening participation area as reported in AOSs suggests:

a. Around four-fifths of institutions (81 per cent) are either fully or mostly achieving the activities and targets that they set in their initial statements.

b. In a couple of cases progress was felt to be unsatisfactory because of significant slippage against an institution’s plans. 

c. In around one-fifth of cases (18 per cent) we felt that the AOS gave inadequate information to enable us to make a judgement about progress in 1999-2000 and we will seek further information from these institutions. In such cases, the institutions had often reported progress in terms of the collaborative projects supported through our special funding programme for widening participation, rather than their use of the individual institutional funding allocated through the postcode-related premium. 

60. Funds for widening participation have sometimes been used to embed activities or consolidate posts which were previously supported through short-term funding, rather than being used for completely new projects or activities. Where funding was used to support these ‘mainstreamed’ activities, it was often difficult to identify the outcomes in the AOS. In such cases more reporting on organisational and numerical targets would have been helpful.

61. We considered the detail about activities and targets for 2000-01. This information will provide the basis for monitoring progress in next year’s AOS exercise. It was important to have additional information about activities and targets for widening participation in 2000-01, because the initial statements had generally not set out the activities for each year in specific terms. We found that in a third of cases the AOS did not provide us with specific activities or targets suitable to form the basis for monitoring progress next year, and will have further discussion with these institutions.

Learning and teaching 

62. The purpose of our special funding in this area is to promote the development and implementation of institutional learning and teaching strategies. Funds are not for the production of learning and teaching strategies as such, but rather to support extending existing activity or generating new activities, and to encourage other institutional resources to be directed at delivering learning and teaching strategies. We also encouraged institutions to address a number of national priorities, such as employability and staff development.

63. We requested a learning and teaching strategy from each institution by January 2000, together with details of the activities to be funded. Some institutions submitted an emerging strategy in January 2000 and a full strategy in May 2000. Both the strategy and the details of activities covered the three-year period 1999-2000 to 2001-02. The total funding allocated for the three-year period is £48 million.

64. In their strategies and associated activities plan, institutions were encouraged: 

· to include objectives which explicitly linked to the institution's corporate plan; 

· to be specific about proposed activities; 

· to include both intermediate and final targets whose achievement could be objectively demonstrated. 

65. When reviewing AOSs, therefore, we had specific information against which to monitor institutional progress in learning and teaching activity. 

66. Our analysis of AOSs suggests: 

a. Around four-fifths of institutions (82 per cent) were fully or mostly achieving the activities and targets that they had set for 1999-2000. 

b. A few institutions (5 per cent) had fallen behind in their plans, and we will discuss their plans to remedy slippage. Institutions did not receive the first tranche of their 1999-2000 funding until March 2000, and in some cases this will have delayed spending.

c. Around one-tenth of institutions (12 per cent) had provided insufficient information for us to form a view about progress. This was often because the institution’s AOS did not refer in detail to the activities and targets which they had indicated they would support with funding (as described in an annex to their strategy). We will contact these institutions about their progress.

67. As institutions’ plans covered three years, we already hold details of proposed activities and targets for 2000-01. However, some institutions took the opportunity to restate or enhance this information in the AOS.

Higher Education Reach-out to Business and the Community (HEROBC) fund

68. This funding is to develop the capability of HEIs to respond to the needs of business and the community, and to contribute to economic growth and competitiveness, by enabling them to put into practice the organisational and structural arrangements to achieve their aims.

69. Institutions were asked to draw up a strategy for improving their interaction with business, reflecting their mission, track record, and regional and national needs of business. They were asked to identify measurable outcomes flowing from the activities supported by additional funding. 

70. Our approach to HEROBC had a stronger competitive element than for widening participation, learning and teaching, and project capital. Institutions supported in the first round of HEROBC funding will receive funds from January 2000 to July 2003, and those funded in the second round will be supported from August 2000 to July 2004. Institutions supported in the first round will receive £60 million over the four-year period, with a further £22 million available for institutions supported in the second round. The 82
 institutions receiving funding in 1999-2000 only received funds for a seven month period from January to July 2000 (£11 million in total).

71. Our analysis of AOSs suggests:

a. The great majority of institutions (89 per cent) have fully or mostly achieved the targets and activities described in their business plan for the first year. 

b. Institutions mostly provided sufficient information for us to form a view about their performance. 

c. A small minority of institutions (7 per cent) have fallen behind in their plans. In a number of cases this was due to the lead-times for recruiting staff. We will discuss with these institutions their plans to remedy slippage.

d. In terms of activities and targets for 2000-01, the additional information given in the AOS was helpful as there had been some revision to plans since the initial bids (either in response to funding allocations lower than the institution’s original bid, or minor changes in direction as implementation progresses). 

e. We felt that a small minority of institutions (11 per cent) did not describe their activities or targets in sufficiently specific terms to provide a satisfactory basis for monitoring progress next year, and we will seek further information. 

Project capital

72. We are providing earmarked capital funding for the period March 1999 to March 2002. Ninety million pounds is being provided to improve the capital and IT infrastructure in support of teaching and learning, and there is £150 million for research capital projects. Over 400 projects will be supported over the three-year period.

73. Institutions' allocations have been determined by formula. To be funded, institutions needed to identify projects which would deliver the quantifiable outcomes that they have made a priority, and, once the project specifications have been approved, to deliver these outcomes. It took some time for projects to be developed and approved, which in some cases had a knock-on effect on the timescale for their completion. Also the lead-time for major building projects can be significant, for example because of the need to obtain planning permission and carry out tendering processes. Where specific information was provided in the AOS, this has been used to update our records about estimated start and completion times for projects. 

74. Our analysis of AOSs suggests: 

a. Equipment-only projects: 42 projects were due to be completed by the end of the 1999-2000 academic year. Of these, 23 were fully or mostly complete, seven were delayed and for the remainder there was insufficient information in the AOS to make a judgement on progress.

b. Building and mixed building and equipment projects: of the 26 projects due to be completed by the end of the 1999-2000, 12 were fully or mostly complete, four were delayed, and for the remainder there was insufficient information to make a judgement.

Next steps on annual operating statements

75. The great majority of institutions have demonstrated through their AOS that they are making good progress against their plans in the first year of activity for the widening participation, learning and teaching, and HEROBC initiatives. The position for the completion of capital projects is mixed in this first year of funding, but that may be expected given the significant lead-times involved.

76. Where an institution had provided insufficient information for us to make a judgement about progress against the institution’s own activities and targets, it had often done so for more than one strategic initiative. However, the information we received on some initiatives indicated that our original requests for that information were insufficiently clear. We will remedy this in future years. 

77. Where an institution provided no information at all on progress, we will write to request it. Where, as was much more common, the information provided was inadequate or unclear, we will follow that up through the Regional Consultants’ routine contacts with institutions. 

� Announcements of additional funding were made on 18 July 2000,; and funding for the Excellence Challenge, was announced on 14 September 2000, funding for the Excellence Challenge. 


�  This figure includes two bids from institutions in Northern Ireland. It excludes five collaborative bids because we would not be comparing ‘like with like’ in the analysis.
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