
1

Senate (Unreserved)
23 March 2005
Appendix A
MM.7/05 – 18/05 inclusive


VC’s Report to Senate
23 March 2005

My report will cover:

	University’s successful bids to HEFCE’s Strategic Development Fund
	HEFCE’s capital grants to the University for the period 2006-8 for both research facilities and teaching and learning 

HEFCE’s block grant for 2005-6 
Student applications 
The short and medium-term financial situation


Strategic Development Fund

I am pleased to report that both of the University’s bids to the Funding Council’s Strategic Development Fund have been successful. The SDF is largely reserved for special initiatives aimed to expand or rationalise the provision of higher education. 

One grant has been awarded jointly to UEA and Essex and consists of a £15m contribution towards the capital costs of University Campus Suffolk, based at Ipswich. Together with the funding and land grant commitments made by Ipswich BC, Suffolk CC, the EEDA the grant will enable Essex and UEA to begin Phase 1 of the campus, with the aim of admitting the first students in the academic year 
2007-8.

The second grant is a contribution of £3.9m towards the cost of the first of the buildings of the University of Essex at Southend – the teaching building on the old Odeon Cinema site.

The two grants together amount to about a quarter of HEFCE’s overall SDF budget. Given that bids for such funds are highly competitive, we have done well. Moreover HEFCE has indicated that we can expect funded additional student places to accompany these two grants, although no decision has been taken yet about the precise numbers.

HEFCE’s capital grants for research (SRIF) and for learning and teaching (L&T)

HEFCE has also announced its allocation of mainstream capital funding for the period 2006-8, which is not competitive but formula-based. The University has been granted £6.3m for research infrastructure, including equipment, and £2.8m for teaching and learning infrastructure. In both cases the University is required to add 10% from its own reserves, so the total funding amounts to exactly £10m. 

Budget Sub-Committee will be making recommendations to Council for the allocation of part of this capital, and will give consideration later to the allocation of the remainder. There are very many more strong claims on capital investment than there are funds, so determining priorities has been challenging. The criteria applied were:

	Investment needed to maintain and enhance the standards of current teaching and research 

Investment needed to recruit and retain the best quality students in a competitive market with the probability that higher fees will be introduced from 2006 and the possibility that the cap on fees will be lifted or abolished after 2009
Investment needed to continue to recruit and retain academic staff
Compliance with new legislation on disability and health and safety
 
The first tranche of recommendations to Council will include:

	A major extension to the Square 1 Psychology Building to accommodate additional teaching and research laboratories and a growth in student numbers;

A new building to accommodate, primarily, the Department of Heath & Human Sciences, which is expanding rapidly in size as a result of the University’s success in attracting NHS funds for teaching and training;
High priority capital investment in research equipment, mainly but by no means exclusively for the laboratory departments;  

The probable introduction of higher fees from 2006 will provide an additional source of capital funding. The intention is to invest higher fees in academic, social and support facilities for students, in addition to bursaries, although the level of investment will depend on the University’s capacity to address its current structural financial weaknesses without recourse to the fees. I shall say more about this shortly. We are currently engaged in a marketing and consultation exercise, which will involve the Students’ Union, to determine priorities for the investment of additional fee income.

Perhaps I should say at this point that work on the new social science research building, funded by SRIF2, is planned to begin in May and work on the new Lecture Hall, partly funded by the current HEFCE grant for teaching and learning infrastructure is also due to begin May.

HEFCE Block Grant

HEFCE has also recently announced its annual block grant for 2005/6.  The headline figure is that the University was allocated a 6.8% increase. This is above the 5.7% increase for the sector as a whole and placed us well within the top third of English universities. But headline figures and rankings hide as much as they reveal, as the paper included with the Senate papers (for item 10(b)) shows. The reasons for the University’s increase are complex and to some degree unpredicted and unpredictable, but the paper repays study because it reveals a critical feature in the University’s funding environment.

The Funding Council, as always, has failed to compensate the university for true inflation. On the most generous interpretation the increase in the teaching grant was 3.2%. But salary costs, including promotion and increments, typically rise by about 5.5% and to that increase must be added both the cost of implementing the National Framework Agreement with the trade unions, and the additional and significant cost of meeting the growing shortfall in pension funds – something over which the University has no control. This creates a significant funding gap each year which can only be filled by generating income by other means, primarily through the recruitment of students paying the overseas tuition fee, but also through growing student numbers and exploiting economies of scale, or alternatively by reducing costs, which inevitably means, primarily, salary costs. 

Admissions

In this context the trend in student applications from overseas is a matter of serious concern. Although UK and EU undergraduate applications are 10% ahead of last year, with a corresponding increase in firm acceptances, applications from overseas are down by 19%, with a particularly sharp fall from China. There is also a decline, albeit a little less sharp, in offers of PG places to overseas applicants.

A number of factors are at work, including the strength of the dollar, to which Far Eastern currencies are pegged; the rapidly increasing capacity and quality of China’s own higher education system; more competition from other UK universities and from other countries; and the Government’s short-sighted decision to double the charges for visa extensions.

For this reason we have adjusted downwards our financial forecasts for the next three years, with the result that currently, as the Senate paper shows, we face a significant deficit next year and only achieve inadequate surpluses in the following years if we include the additional income from higher tuition fees which, as I argued earlier, we wish to invest in student facilities. 

These are first-cut forecasts which have not yet been subjected to a thorough-going budgetary scrutiny. This will take place over the Spring and more robust forecasts will be presented to Council and made available to the June Senate. But there is no escape from the conclusion that a decline in overseas student recruitment will be financially damaging to the University in the short-term and is not sustainable beyond the short-term, without a radical reduction in costs or major initiatives to generate alternative revenues or a combination of the two.

In the immediate future the University must do everything it can to maintain overseas student numbers. While much of the responsibility lies with the Admissions and Overseas Relations Offices, departments can play an important role in a variety of ways, in particular by rapidly turning round overseas applications, nurturing applicants who have accepted offers between now and October, and continuing to offer a high standard of teaching to our existing overseas students, indeed all our students, because they are our best ambassadors when they return home. 

In the medium term we cannot assume that recruitment from China will return to its former levels. We shall therefore seek to diversify our international student market, with more focus on, for example, India and Nigeria; on overseas students studying in UK schools and FE colleges; and by adjusting our curriculum to the changing preferences of overseas students. We need also to reduce our dependence on overseas markets, difficult though this is, by taking initiatives to grow our numbers of UK/EU students, both undergraduate and postgraduate. This we are doing through expansion in Southend and Suffolk and by providing for the needs of the NHS in disciplines related to health and social care. The alternative would be significant cuts in those areas of our established curriculum which despite its high quality, loses money – something that none of us wish. 

I shall of course update Senate when we next meet in June.


