Annex C


	

	Commentary to Accompany Financial Forecasts 2009/10 to 2013/14


(Please attach additional numbered pages, if necessary)

INSTITUTION NAME: 
SECTION 1 INTRODUCTION

Financial commentary on past performance and future prospects 

The financial commentary is an integral part of the overall financial return, explaining forecast financial performance in the context of recent financial results, and identifying important trends in the forecast numbers across the period, especially with respect to the key indicators such as liquidity, operating and historic surplus, etc. Confirmation should also be provided that appropriate assumptions have been made for increases in significant areas of cost (staff and non-staff, particularly utilities)

In addition to aiding our understanding of each HEI’s specific circumstances, the commentaries (taken together) will aid our understanding of the sector and assist us in helping to position the sector for future spending rounds. It is expected that HEIs address the questions on financial sustainability and their response to changing economic conditions in respect of the items in the tables below. The commentary may be a document already produced by an HEI for its own planning purposes, but as a minimum it should address the issues highlighted in each of the sections shown below.  
In this commentary we ask HEIs to answer the following questions:

	Financial sustainability: Taking into account the financial returns, student number data and the HEI’s current TRAC data:


	1
	How is the HEI ensuring long-term financial sustainability?


	2
	How has the HEI decided appropriate levels for annual surpluses, liquidity, borrowings and reserves? Do the forecasts indicate that these levels will be achieved? If not, what are the consequences?


	3
	How has the HEI decided on the level of investment required to maintain the HEI’s physical infrastructure in a fit state for the long term? How will it ensure this can be financed and is affordable?


	4
	What VFM initiatives has the HEI implemented in the past 12 months? What has been achieved?


	5
	What scenario planning has been undertaken in relation to the financial position over the forecast period? What contingencies have been modelled? What actions has the HEI taken/does it plan to take to address the impacts of any reductions in income streams?


	Changing economic conditions: 

Examples of changing economic conditions are: changes in the availability and cost of loan finance; falling asset values; uncertainty about the timing or possibility of asset sales; reduced land prices; increased partnership and collaboration.


	6
	It would be helpful to confirm whether the HEI has had:
· difficulties obtaining capital financing 

· difficulties with sales of assets

· losses on endowment funds or other investments

· substantial reduction in any income stream.

	7
	To what extent have changing economic conditions affected the HEI’s financial strategy? How is the HEI responding to the opportunities and threats arising from the recession, including any new actions to secure its financial position? 


	8


	Bearing in mind the above, what are the key risks to the HEI’s financial health and sustainability over the forecast period? How have these changed since last year? How does it keep this under review? Has there been a change in risk appetite for the HEI since last year?



SECTION 2 INCOME & EXPENDITURE ACCOUNT (TABLES 1, 2A and 2B)
This section should highlight any major changes to, or trends in, income or costs across the period, explaining the assumptions made in support of the changes. It should also highlight and confirm that the revenue maintenance programme is in line with the latest strategy. 
Explain the assumptions made in developing the financial forecasts and the basis of the forecasts (for example, realistic forecast performance, worst-case scenario).
Explain significant movements (±10 per cent in any one year) on the income and expenditure account. The commentary should also provide detail on any material exceptional items.

SECTION 3  BALANCE SHEET (TABLE 3)

This section should highlight and explain significant changes or trends in fixed and current assets, current liabilities, external borrowings, the net asset position, and reserves. Particular attention should be paid to liquidity issues as highlighted in the KPI table (Table 8).
Explain the assumptions made in developing the financial forecasts and the basis of the forecasts (for example, realistic forecast performance, worst-case scenario).
Explain significant movements (±10 per cent in any one year) any any other items having a material effect on the balance sheet.
SECTION 4 CASH FLOW STATEMENT (TABLE 4)
Significant items or trends should be highlighted here. Please ensure that the cross-check to the balance sheet movement of cash and investments is made.
SECTION 5  COMPARISON OF LAST YEAR’S FORECAST FOR CURRENT YEAR WITH THE LATEST ESTIMATE (TABLE 5)
Significant variances from estimate to original forecast should be explained, with confirmation that the impact of significant changes or trends is reflected in the forecast years.

SECTION 6  MOVEMENT IN PENSIONS DEFICIT (TABLE 6)

We would like to understand the impact of the pensions deficit on the income and expenditure account,cash flow and reserves. It is appreciated that an estimate of actuarial gain or loss is not achievable.
SECTION 7  CAPITAL FINANCING (TABLE 7)
Significant projects or items of spend should be detailed here. The method AND SOURCES of financing should reconcile to the spend, and should be supported with appropriate commentary (e.g. proposed terms of loan, etc). Any loan finance should be reflected also in the balance sheet and cash flow. Please also comment on any projects which are contained in your latest strategic plan but which are NOT costed in Table 7 of the model.
SECTION 8  KEY PERFORMANCE INDICATORS (TABLE 8)

This section should provide full commentary to support significant changes or trends in the main indicators.

SECTION 9  RISK / OPPORTUNITY ANALYSIS 

This section should be completed as fully as possible with significant items of sensitivity. The table below gives examples - this list is not exhaustive. 
	Item
	Risk (R) or Opportunity (O)
	Effect of 1% movement on 2010/11 forecast -  £000

	Salary settlement different from forecast level 
	
	

	
	
	

	Employer pensions contributions increased
	
	

	
	
	

	Forecast overseas fee income 
	
	

	
	
	

	Energy costs 
	
	

	
	
	

	Investment Income
	
	

	
	
	

	Borrowings costs
	
	

	
	
	

	Other (please specify)
	
	


