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Mr P Chapman Head of Marketing and External Affairs
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Cleveland College of Art and Design, 1 Church Street, Hartlepool, TS24 7DR

Board of Governors
A full list of Governors is given from pages 15 to 17 of these financial statements.

Mrs J White acted as Clerk to the Corporation throughout the period.

Professional advisers
Financial statements auditors and reporting accountants:
RSM UK Audit LLP, 1 St James’ Gate, Newcastle upon Tyne, NE1 4AD

Internal auditors:
KPMG LLP, Quayside House, 110 Quayside, Newcastle, NE1 3DX

Bankers:
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NATURE, OBJECTIVES AND STRATEGIES:

The members present their report and the audited financial statements for the year ended 31
July 2017.

Legal status

The Corporation was established under the Further and Higher Education Act 1992 for the
purpose of conducting Cleveland College of Art and Design. The College is an exempt charity
for the purposes of Part 3 of the Charities Act 2011.

Mission
The Colleges mission statement for 2016/2017,

Exceptional Education for Creative Careers
Public Benefit

Cleveland College of Art and Design is an exempt charity under the Part 3 of the Charities Act
2011 and following the Machinery of Government changes in July 2016 is regulated by the
Secretary of State for Education. The members of the Governing Body, who are trustees of
the charity, are disclosed on page 15.

In setting and reviewing the College’s strategic objectives, the Governing Body has had due
regard for the Charity Commission’s guidance on public benefit and particularly upon its
supplementary guidance on the advancement of education. The guidance sets out the
requirement that all organisations wishing to be recognised as charities must demonstrate,
explicitly, that their aims are for the public benefit.

In delivering its mission, the College provides the following identifiable public benefits through
the advancement of education:

High-quality teaching and learning

Widening participation and tackling social exclusion

Excellent employment record for students

Strong student support systems

Educational partners including schools, colleges and higher educational institutions
Links with creative sector employers, industry and commerce; regionally and nationally
Links with the Combined Authority

e © o © o o o

Implementation of strategic plan

In June 2016 the College adopted a strategic plan for the period August 2016 to July 2020.
This strategic plan includes property and financial plans. The Corporation monitors the
performance of the College against these plans. The plans are reviewed and updated each
year. The College’s Vision Statement, Strategic Aims, Objectives and Priorities are:
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VISION STATEMENT

To gain national recognition as a leading provider of
Creative Education

Key Objectives

Employability & Creative Industry Links
>
—
O Current Relevant Curricula Offer
©
—
.;(.U.: Excellent Student Experience
2]
%)
Increasing HE Orientation & Growth
Core Values

Creativity and Excellence

Professional Practice, Employability and Enterprise
Student Engagement, Collaboration and Community
Concern for the Quality of Student Experience

A Positive, Collegiate Approach

Professionalism and Respect, with Review

Always Seeking Improvement

Equality and Diversity

Financial objectives

The College’s financial objectives are:

Achieve a financial health rating of no lower than ‘satisfactory’ during investment phase
and returning to ‘good’ or better over the longer term

To generate a positive cash balance

Meet the obligations of financial covenants

To generate sufficient levels of income to support continued investment in College
resources

A series of performance indicators have been agreed to monitor the successful
implementation of the policies.
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Key performance Indicator Measure/Target Actual for 2016/17
sector EBITDA 433 474
Staff costs as % of income 63.4% 64.13%
Debt Servicing =>100% 100%
Operational Gearing =<5:1 4.5:1
Financial Health Score Good Good

The College is committed to observing the importance of sector measures and indicators and
uses the FE Choices data available on the GOV.UK website which looks at measures such
as success rates. The College is required to complete the annual Finance Record for the
Education and Skills Funding Agency (“ESFA”). The College is assessed by the ESFA as
having a “Good” financial health grading.

FINANCIAL POSITION
Financial results

The College generated a deficit before other gains and losses in the year of (£570,000)
(2015/16 — surplus of £93,000), with total comprehensive income of £1,862,000, (2015/16 -
(£1,519,000)).

The College has accumulated reserves of £3,244,000 and cash and short term investment
balances of £1,957,000. The College wishes to continue to accumulate reserves and cash
balances in order to fund future investment and take advantage of opportunities as they arise.

Tangible fixed asset additions during the year amounted to £5,982,000. This was split between
land and buildings in the course of construction of £5,854,000 and equipment purchased of
£128,000. In the main, this related to the new build project at the Hartlepool Campus. The
total build cost is projected to be £10.8 million and creates a new HE centre at the Colleges’
Hartlepool Campus. The building was formally opened in November 2017 but came into use
for the beginning of academic year 17/18. Phase 1 of the scheme is almost complete, with
the demolition of the rear of Church Square due to complete at the end of November 2017,
phase 2 of the scheme, the refurbishment of the remainder of Church Square, is scheduled to
be complete by January 2018.

The College continues to reduce reliance on the education sector funding bodies for its
principal funding source, largely from recurrent grants. In 2016/17 the FE funding bodies
provided 36.6% (2015/16 38%) of the College’s total income, whilst HE fees provide the
largest income stream at 48.3% (2015/16 49%).

Treasury policies and objectives
Treasury management is the management of the College’s cash flows, its banking, money
market and capital market transactions; the effective control of the risks associated with those

activities; and the pursuit of optimum performance consistent with those risks.

Short term borrowing for temporary revenue purposes is authorised by the Accounting
Officer. All other borrowing requires the authorisation of the Corporation.
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At £30,000 net cash outflow from operating activities was not as strong as in previous years
(2015/16 £1,248,000). This is due to the self financing of capital investments (excluding areas
funded by grant or borrowings) along side increased costs, in order for the College to meet
current demands and expectation and to prepare for the future.

During the year the College took out an unsecured loan of £1.5 million in order to help finance
ongoing works at the Hartlepool Campus, which has been partially grant funded by Tees
Valley Combined Authority (TVCA).

2017/18
2014/15 2015/16 2016/17 Total
(expected)
TVCA 1,485,000 2,553,000 | 3,468,000 834,000 8,340,000
Spend 946,000 3,320,000 | 5,854,000 370,000 10,490,000

The size of the College’s total borrowing and its approach to interest rates has been calculated
to ensure a reasonable cushion between the total cost of servicing debt and operating
cashflow. During the year this margin was comfortably exceeded.

Reserves Policy

The College is dependent on two key sources of funds, being ESFA funding for the FE
operations and student fees for the HE operations. This means that if there were to be a
significant fall in these funding sources it is likely that the College would have to restructure.
The risk of both ESFA and student fees ceasing to be available is considered unlikely.

The College may operate at a deficit, drawing upon unrestricted funds, on condition that this
is a temporary measure and that a credible plan is in place to recover the financial position of
the College. This is subject to banking covenants not being breached where credit facilities
are in place.

It is recommended that the College holds a minimum of £500k unrestricted reserves in order
to carry out operations for a period of time which will assist in covering cash should a major
income stream reduce.

The College currently holds unrestricted reserve balances of £1.5 million, which it is holding
for liquidity, working capital and investment purposes in order to achieve the aims and
objectives of the current strategic plan.

CURRENT AND FUTURE DEVELOPMENT AND PERFORMANCE
Financial health

The College recognises that the financial health has dropped from ‘outstanding’ in 2015/16
to ‘Good’ in 2016/17. This was expected and due to the continued capital investment in to
the Hartlepool Campus, in addition to the College preparing for additional programmes of
study to commence in the academic year 2018/2019.



[[[8 CLEVELAND COLLEGE OF

AR ART & DESIGN

Student numbers

Financial Statements for the year ended 31 July 2017

In 2016/17 the College has delivered FE activity that has produced £2,957,000 in FE funding
(2015/16 — £3,151,000). The College had approximately 491 FE funded students and
approximately 456 students were funded by HEFCE and student fees.

Student achievements

Students continue to prosper at the College. FE success rates rose again in 2016/17 from
2015/16 from 91.2 per cent to 92.5 per cent. This is mainly due to the focus on the student
journey, ensuring the appropriateness of course at enrolment and continuing throughout the
course of study to achievement. This continued upwards trend was also reflected in HE
success which rose from 73 per cent in 2015/16 to 77.2 per cent and the College continues to
work to improve in year retention.

Curriculum developments
Higher Education

The College continues to review the curriculum offer to ensure that courses have been
designed to ensure students are able to move securely into the labour market.

Employability statistics have put the College not only top in the region but fifth in the UK overall
rankings and joint number one in the country for art and design degrees. This follows results
from the Higher Education Statistics Agency (HESA) national survey of recent graduates.

For the second year in a row the College has gained the top spot in the UK for art and design
graduate employability. 96.6% of 2015 CCAD graduates are either in employment or doing
further study, making the College number one in the UK for art and design. This follows last
year's results which saw the College joint top with 96 percent.

Comparing its employability data from the annual Destinations of Leavers from Higher
Education (DLHE) survey, the college’s dedicated university level campus equals the top
performing UK higher education institutions, and well above the national average of 93.9
percent.

The College has had four courses revalidated in 2016/2017 by Arts University Bournemouth
and is aiming to have an additional three BA (Hons) and three FdA’s validated in 2017/18.
These new courses are developed in line with the College strategy of growing HE, whilst
maintaining the College specialist nature.

Further Education

The College has a national reputation for excellence and outstanding performance. In the last
two years the colleges success rates have improved significantly. This has been achieved by
development of Programmes of Study focussed on offering an individual pathway designed to
meet learners progression goals.

The need to develop a curriculum that meets the needs of local and national employers has
resulted in further development of skills for progression, employability and work related
experience. The Tees Valley Combined Authority priority around growth in the Creative and
Digital sector is significant in our planning and the work of our Curriculum Development Group.
Over 70% of learners at FE progress to higher education institutions around the country.

8
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The HE experience remains a key focus in the FE curriculum due to the ‘graduate’ nature of
employment in the sector. Therefore, Personal and Professional development on level 3
courses is a significant aspect of delivery, including an enriched experience via HE workshops,
seminars and presentations by our HE staff.
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Payment performance

The Late Payment of Commercial Debts (Interest) Act 1998, which came into force on 1
November 1998, requires Colleges, in the absence of agreement to the contrary, to make
payments to suppliers within 30 days of either the provision of goods or services or the date
on which the invoice was received. The target set by the Treasury for payment to suppliers
within 30 days is 95 per cent. During the accounting period 1 August 2016 to 31 July 2017,
the College paid 94 per cent of its invoices within 30 days and the College continues to
improve payment performance. The College incurred no interest charges in respect of late
payment for this period.

Future prospects

The College has been awarded Gold by the Teaching Excellence Framework in recognition of
its outstanding quality of teaching at the university level campus in Hartlepool. The Teaching
Excellence Framework (TEF) was introduced by the Government to recognise and reward
high quality teaching in higher education (HE) and to encourage a stronger focus on the quality
of teaching in HE, giving students the best possible information about where quality teaching
is highest and where students have achieved the greatest results.

Following its decision to award Gold to Cleveland College of Art and Design, the TEF Panel
highlighted in particular the college’s evidence of:

e Outstanding employment outcomes linked to an effective strategic focus on
exceptional education for creative careers
e Impact on student outcomes and satisfaction arising from the College’s
encouragement of staff to maintain their professional practice, and from close links to
the creative industries
e Arange of initiatives to engage the student voice, with excellent practice in responding
to issues raised by students
e Investment in dedicated teaching, learning and working spaces for creative students,
which enhance all aspects of the student experience
e Personalised learning, supported by a rigorous engagement with student progression,
with particular emphasis on transition.
L]
The College has been ranked the best in the North East for student satisfaction in the
2017 National Student Survey (NSS) when compared with institutions offering three-year BA
(Hons) degrees.

The NSS is an annual national survey of final-year undergraduate students that runs across
all publicly-funded higher education institutions in the UK, and the College was placed top of
the north east league tables for the first time.

This year's survey gives fresh insights into student engagement, with new questions on the
learning community, learning opportunities and the student voice. The survey was revised in
consultation with UK universities and colleges and their students. It's new and updated
questions gather evidence that has not previously been available nationally. 91% of students
were overall satisfied with the College, exceeding the benchmark of 81% and the national
average of 84%.
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With regard to the above and the improved capacity provided by the new building on the
Hartlepool Campus, the College seeks to significantly increase HE student numbers over the
coming years. This will serve to support the fulfilment of the College’s strategic aims in
addition to reducing dependency on funding body income.
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RESOURCES:

The College has various resources that it can deploy in pursuit of its strategic objectives.
Tangible resources include the two main college sites, one in Hartlepool and one in
Middlesbrough,

The Hartlepool campus is continuing with an addition of a new £10.8 million building which is
part of a larger investment project to address the College property strategy.

The College has reached practical completion on the new build project in Hartlepool, which
includes 3,800m? of new build space, 750m? of refurbished space and demolition of almost
3,200m?. The full project, which includes the addition of a new lecture theatre at Church
Square, is scheduled to be completed in January 2018.

The demolition has created an acceleration of depreciation relating to the proportion of the
inherited buildings to be demolished totalling £490k, offset by a corresponding transfer from
the revaluation reserve to the income and expenditure reserve.

Financial

The College has £3.244 million of net assets (including £2.359 million pension liability) and
long term debt of £3.297 million.

People

The College employs 204 people (152 expressed as full time equivalents), of whom 59 (52
expressed as full time equivalents) are teaching staff.

Reputation

The College has a good reputation locally and nationally. Maintaining a quality brand is
essential for the College's success at attracting students and maintaining external
relationships.

PRINCIPAL RISKS AND UNCERTAINTIES:

The College has undertaken further work during the year to develop and embed the system
of internal control, including financial, operational and risk management which is designed to
protect the College’s assets and reputation. This included utilising the internal audit function
to check existing and new controls and making recommendations for improvements.

Based on the strategic plan, the Audit Committee undertakes a comprehensive review of the
risks to which the College is exposed. They identify systems and procedures, including specific
preventable actions which should mitigate any potential impact on the College. The internal
controls are then implemented and the subsequent year's appraisal will review their
effectiveness and progress against risk mitigation actions. In addition to the annual review,
the Audit Committee will also consider any risks which may arise as a result of a new area of
work being undertaken by the College.

A risk register is maintained at the College level which is reviewed at least annually by the
Audit Committee and more frequently where necessary. The risk register identifies the key

10
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risks, the likelihood of those risks occurring, their potential impact on the College and the
actions being taken to reduce and mitigate the risks. Risks are prioritised using a consistent
scoring system.

This is supported by a risk management training programme to raise awareness of risk
throughout the College.

Outlined below is a description of the principal risk factors that may affect the College. Not
all the factors are within the College’s control. Other factors besides those listed below may
also adversely affect the College.

1

Government funding

The College has considerable reliance on continued government funding through the further
education sector funding bodies and through HEFCE. In 2016/17, 41.6% of the College’s
revenue was ultimately publicly funded (at both FE and HE levels) and this level of
requirement is expected to continue. There can be no assurance that government policy or
practice will remain the same or that public funding will continue at the same levels or on the
same terms.

The College is aware of several issues which may impact on future funding:

Further Education Funding

Cuts to career education, advice, information and guidance may lead to a reduction in
student numbers due to young people not being well informed in their choices
regarding their future.

Further Education Area Reviews have been completed in the Tees Valley area,
although it has been recommended that Cleveland College of Art and Design remains
an independent institution, the impact of recommended mergers of other local colleges
remains unknown.

Regional devolution will have an impact on funding, the creation of Tees Valley
Combined Authority will change the way the College receives FE funding, for the
2017/18 academic year, and following the area review, Government will work with the
Tees Valley Combined Authority to vary the block grant allocations made to providers,
within an agreed framework. From 2018/19, there will be full devolution of funding.
The Tees Valley Combined Authority will be responsible for allocations to providers
and the outcomes to be achieved, consistent with statutory entitlements.

Higher Education Funding

Rising student expectations due to increasing fee levels, either in terms of academic
quality, employability or facilities. In turn this creates a need to ensure investment in
infrastructure, teaching and career support are maintained in a time when income is
reducing, this risk of losing students due to lack of investment and of cost increases
exceeding income increases means that the College has to build on it success to offset
the risk of financial failure.

Reducing government grants to fund HE institutions means the College becomes more
dependent on the HE fee income to fund HE activities unless other income streams
can be identified and developed.

This risk is mitigated in a number of ways:

More than half of the College income is generated from fees and other streams, such
as catering and printing.
By ensuring the College is rigorous in delivering high quality education

11
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Maintaining high employability results

¢ Investing in the College resources to ensure industry level resources

e Considerable focus and investment is placed on maintaining and managing key
relationships with the various funding bodies and the creative industry

e Ensuring the College is focused on those priority sectors which will continue to benefit
from public funding.

2. Tuition fee policy

Ministers have confirmed that the fee assumption remains at 50%. In line with the majority
of other colleges, Cleveland College of Art and Design will seek to increase tuition fees in
accordance with the fee assumptions. The risk for the College is that demand falls off as
fees increase. This will impact on the growth strategy of the College.

This risk is mitigated in a number of ways:

e By ensuring the College is rigorous in maintaining the delivery of high quality
education and training, thus ensuring value for money for students

Close monitoring of the demand for courses as prices change.
3. Maintain adequate funding of pension liabilities

The financial statements report the share of the Local Government Pension Scheme deficit
on the College’s balance sheet in line with the requirements of FRS 102.

4, Failure to maintain the financial viability of the College

The College’s current financial health grade is classified as “Good” as described above. This
is largely the consequence of the large investment in the Hartlepool Campus and resource
investments for new courses. Notwithstanding that, the continuing challenge to the College’s
financial position remains the constraint on further education funding arising from the
ongoing cuts in public sector spending whilst maintaining the student experience. This risk
is mitigated in a number of ways:

By rigorous budget setting procedures
Regular in year budget monitoring

Robust financial controls

Exploring ongoing procurement efficiencies

5. Failure to achieve bank financial covenants

A breach in financial covenants may result in, at worst, the outstanding debt becoming
immediately repayable, and at best, a renegotiated loan, probably on a higher rate. In order
to mitigate the risk of a breach:

e Covenant calculations are included in monthly management account reports, which
are reported periodically to Principalship, Corporation board and the bank.
Covenant calculations form part of the budgeting procedure to ensure compliance.

¢ A review of management covenant calculations form part of the end of year external
audit.

¢ The College has excellent communications with the banking relationship manager,
which would enable discussions to take place early in the event of a possible breach.

12



























































































































