Preston College – Finance Committee 
27 November 2008

Minutes



FINANCE COMMITTEE

MINUTES of a meeting held on 27 November 2008.

Present:


Mr R Hooper



Chair

Mr M I Haythornthwaite





Miss S Johnson

Mr M Mallam

Mr W Mills



Principal





Mr C Speight
Also in attendance:

Mrs J Hughes


Deputy Principal

Mrs S Woolford


Finance Director





Mrs J Hewitt



Property Director





Mr F Lee



Clerk





Mr M Wilson



GVA Grimley (item 08/31)




Mr H Munson


Grant Thornton Auditors

Unable to attend:

Mrs M Hill

08/29
DECLARATIONS OF INTEREST


There were no declarations made at this meeting.

08/30
PART 2 ITEM


DECISION
that Agenda Item 5c – Bank Funding Issues be taken in Part 2.

08/31
MINUTES


The Minutes of the meeting held on 3 September 2008 were accepted as a true record and signed by the Chairman.

08/32
COLLEGE REDEVELOPMENT





  (Minute 08/28)

a) Overview of Capital Development
The Chairman of the Committee had requested that a briefing paper be produced to set out clearly the position relating to the proposal to redevelop the College campus.  
i) Current Position

The Director of Finance reported that the project had been through the Regional approval process and was now awaiting consideration by the LSC National Capital Committee for Approval in Principle (AiP).

It was now known that the submission would not be considered in December as had been originally thought and that the next possible meeting for the matter to be considered was 13 January 2009.  The Principal reported that he had no confidence that the matter would be considered at the LSC meeting in January when the LSC would need to address how to deal with a backlog of schemes being submitted by colleges.  The Committee considered that that situation would result in the College being open to a greater risk and there was concern that postponements could escalate that risk.
AiP normally incorporated the design process up to the end of Stage C and so far the Board had given approval for Stage D design work to proceed at risk.  Stage D work was nearing completion and the College would be able to submit for planning permission.  It was also reported that it was planned to award the ‘Change Management’ tender in January 2009.
ii) Options
The Committee gave consideration to the risks and benefits of continuing the design work as currently scheduled or suspending work on completion of Stage D until AiP was secured.

Mr Wilson reported that there was an increase in costs as the design work progressed but that the risk of complete failure to achieve the target had not changed.  The LSC budget had not been reduced in the light of the recent national economic situation but there had been an increase in the number of projects making a call on those funds which were ring-fenced within the Region.  However, it was not known whether there was any regional prioritisation being exercised.  The Principal reported that the LSC consideration of submissions would target deliverability, educational value, affordability and the economic regeneration worth.
iii) Design and Planning issues

The ecological issues had been resolved by the incorporation of a design amendment to the road layout, temporary car parking was unlikely to present any problems, and progress toward securing planning permission was well under way.  It was also considered prudent to proceed with the posting of the initial EU tender.
iv) Accounting Issues
The Director of Finance reported that the External Auditor’s position on the correct accounting treatment of fees was that fees may only be capitalised if it was more likely than not that the project would go ahead.  A final outturn position for 2007/08 in that regard was shown as Version A.  Now that AiP was unlikely to be given until January 2009 at the earliest the LSC had been requested to confirm that the financial statements for 2007/08 could be delayed until 31 January 2009.  If the AiP process continued into February 2009 then it was unlikely that any further extension of time would be granted and the College would need to submit in accordance with Version B of the accounts with the 2007/08 expenditure on fees charged to the Income and Expenditure account.

Submission of Version B was likely to be treated as a ‘holding’ position pending AiP, but if AiP was not forthcoming that could potentially have a negative impact on the College’s financial health rating under the Framework for Excellence and might impact on bank negotiations for financial support needed during 2008/09 to assist with costs already incurred on the project. 
b) The Onward Position
Having reviewed the issues outlined above the Committee questioned whether the submission for AiP had provided a sharp examination of the economic justification and whether the College should, at this stage, review that matter with a view towards seeking an independent study.  Mr Wilson stressed that the education case did include a strong economic case.

The Director of Finance reported that the financial exposure of the College to-date was £1.65m.  To continue with the project to complete Stage D would present exposure to £2.3m.  The LSC had contributed £0.25m towards Stage C.  Therefore, all the funding to secure Approval in Principle was ‘at risk’, with the exception of the LSC contribution.  
The issue of securing planning permission was seen as a vital step to making sound progress toward approval by the LSC and whilst there was a recognition of a climate of uncertainty, it would be essential to progress to obtain planning permission, whilst being aware of the financial implications and liabilities.

Mr Wilson suggested that the College should progress to complete Stage D and if Approval in Principle had not been forthcoming by that time then a stop should be called.  Such a suspension would put back the project timescale but should AiP be forthcoming in the near future then completion could still be achieved, as planned, by 2012.
The Committee returned to the issue of whether the economic case had been satisfactorily addressed and the Principal was asked to discuss that matter further with the LSC to assess whether a stronger submission would assist the application.  If the LSC expressed doubts about that part of the submission then the Committee would wish for further work to be done in that respect.  An estimate of the cost of an Economic Impact Review being undertaken would be required as a matter of urgency.  If such a review was felt necessary the Committee would delegate powers to the Chairman of the Committee and the Chairman of the Board to authorise such a Review to be carried out.

In view of the uncertainties surrounding this matter the Committee requested that a report be submitted to the Board at its meeting on 18 December 2008 and that in the meantime all members of the Committee be kept up-to-date on matters relating to this issue.

DECISION
a) that the Principal carry out urgent discussions with the LSC regarding the progress of the submission for Approval in Principle and the possible need for further work to be done in respect of the economic justification for the redevelopment of the College;

b) that authority be delegated to the Chairman of the Committee and the Chairman of the Board to authorise any further review of the economic case;

c) should such a review be needed Miss S Johnson be party to that review;
d) that the Principal submit a report to the Board meeting on 18 December 2008 to present the latest position and to make a firm recommendation in respect of whether to progress or suspend work on this matter, having set out the risks and the full financial implications to the College of the respective courses of action.
c) Project Report

Mr Wilson submitted his report on project development issues and drew attention to an increase in overall budget from £90.39m to £100.05m at current prices.  He also reported detailed amendments to the road layout plan to avoid affecting the pond where there was a potential risk to a habitat of Great Crested Newts.  Should ecological surveys prove that no such habitat existed then there would be a reversion to the original plan for the road network.  Such matters could not be resolved until June 2009.
d) Campus Redevelopment Working Group Minutes

The Minutes of the Working Group meetings held on 15 September 2008 and 10 November 2008 were presented to the Committee.  The Committee received confirmation that the Change Management programme had been put out to tender and that there was no risk to that issue in the event of the College having to withdraw from the redevelopment project.

DECISION
that the Minutes of the Working Group be received.
08/33
FINANCIAL PLAN 2008-2018
UPDATE



  (Minute 08/27)

The Board had approved the Financial Plan at its meeting on 2 October 2008.

The Plan has been reviewed in detail by the Learning and Skills Council Regional Finance Team as part of the financial appraisal of the College’s application for Approval in Principle for the campus redevelopment project.  As a result of that review, a number of amendments had been requested and made to the Plan, the main ones being:

· A reduction in the planned annual investment in capital equipment from £1.8m to £1.3m from 2011 onwards

· An increase to the expected staffing efficiency gains that be made as a result of the capital redevelopment and the delivery of teaching and learning in modern flexible buildings

· A re-profiling of the schedule of LSC capital grant payments to ensure consistency with current policy

· Further development of the assumptions about the College’s short term financing requirements during the course of the project.

No changes had been made to the 2008/09 approved budget.

RECOMMENDATION

that the Financial Plan, as amended, be approved.

08/34
MANAGEMENT ACCOUNTS AND DRAFT FINANCIAL STATEMENTS – 2007/08

The Director of Finance submitted the final Management Accounts and the draft Financial Statements for 2007/08.

Two versions of the financial statements were presented.  Version A would apply if the College’s application for Approval in Principle of the campus redevelopment project had been approved by the LSC National Council by the time the accounts were submitted to the LSC.  Version B had also been prepared and would apply if the LSC decision on the project was delayed beyond the submission date.  The difference between the two versions was set out in detail.

Those were the final drafts of the statements, except for the completion of the narrative Operating and Financial Review and subject to final review by Grant Thornton UK LLP.  Both versions of the financial statements would be considered by the Audit Committee on 4 December 2008 along with the Key Issues Memorandum.

The Director of Finance also gave a summary of the first year of the operation of the Framework for Excellence Financial health score and from the options available the College would score as satisfactory so long as the impact of the property strategy was taken into account by the LSC for either Version A or B. 

RECOMMENDATION


a)
that the statement of operational financial performance of the College in 2007/08 be approved;

b)
if uncertainty still remained, at the time of the Board meeting on 18 December 2008 , in respect of which version of the accounts should be submitted, the Principal advise the Board on the way forward.

08/35
DEBTOR MANAGEMENT

The Director of Finance submitted a report which provided a background description of the management of debtor accounts and credit control processes at the College.

Explanations were given of the credit control problems experienced with the student record ledger which were not related to actual bad debts but to incorrect data transfer.  Measures had been put in place to work towards minimising those errors including the work of the College income group which would be reviewing processes for all income streams this year and by the appointment of a Financial Systems Manager.

The Committee discussed this matter at length and saw the need for the planned internal audit to remove the level of uncertainty and to avoid the situation worsening in light of the current economic situation.


DECISION
that the report be noted.
08/36
FINANCIAL REPORT
QUARTER 1 – 2008/09

At the end of October 2008, the College Income and Expenditure position was a deficit of £433,000 against a planned profile of a £623,000 deficit.  Current forecasts indicated that activity was broadly on track to achieve the budgeted surplus of £500K, though some key risks were emerging.

The Committee noted:

· The generic risks associated with the adoption of the new LSC funding methodology, which both increased the potential risk of funding clawback and affected month by month cashflow
· The results of the move away from plan-led funding for adult income
· A specific risk in respect of adult funding, with £2.3m of further enrolments required to ensure the funding target was met
· A specific risk in respect of the employer responsive contract; an increase of £1.4m would need to be agreed to ensure funding matched delivery plans
· Cashflow
· Pressures from the economic downturn.

The Committee highlighted issues relating to the Adult funding and Employer Responsive Funding which were both recorded as ‘high risk’ and noted that a report on those matters would be submitted to the next Board meeting. 

DECISION

a) that the financial position be noted;
b) that a report be submitted to the Board on Adult funding and Employer Responsive funding issues.

08/37
PROCUREMENT 
ANNUAL REPORT AND STRATEGY UPDATE

The Procurement Officer submitted a report which provided an overview of the work and achievements of the Procurement Team during 2007/08.

A letter had been received from the LSC and was submitted to the meeting in which congratulations were expressed to Mr Darren Lowe, the College’s Procurement Officer in respect of collaborative work which he had lead with other colleges to secure substantial savings on purchases of computer equipment.  The LSC had recognised that this was leading the way in establishing procurement best practice in the sector.


DECISION

a) that the report be noted;
b) that thanks be expressed to Mr D Lowe for the lead he had taken in this matter.

08/38
COLLEGE COMPANIES

The Director of Finance reported that meeting of the College Companies had been held and that work would proceed to develop a timetable to dissolve both companies.


DECISION
that the matter be noted.

PART 2 ITEM

08/39
BANK FUNDING ISSUES

The Director of Finance reported on the financial climate for borrowing which had changed significantly over the past six months and had not yet reached a new equilibrium.  The College’s borrowing strategy needed to respond to this increased risk environment.

A verbal update on the latest market intelligence was given at the meeting and current banking issues were discussed. 

DECISION
that no change be made to the current banking arrangements and the Chairman of the Committee be advised regularly in respect of this matter.

(meeting finished at 8.30 pm)

DATE OF NEXT MEETING
12 MARCH 2009
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