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How we regulate financial sustainability within higher
education

Students make a considerable investment in their studies and our regulation is designed to protect
their interests. They need to be confident that they can choose a high quality course from a
financially sustainable provider. These pages explain how we regulate to provide this protection for
students and taxpayers.

Why we monitor financial sustainability

We monitor the financial sustainability of providers on an ongoing basis to identify those that may
be exposed to material financial risks.

Where we identify that a provider is experiencing financial difficulties, we work with it to understand
and assess the extent of the issues.

This may result in further engagement with the provider or, if a provider is at risk of closure,
intervention to protect the interests of students.

Our work on financial sustainability includes:

e gathering data and intelligence to identify risk across the sector and for different types of
provider

e monitoring the current and future financial position of individual higher education providers
¢ gathering intelligence to identify risk

e taking regulatory action to protect students’ interests where providers fall into financial
difficulty.

Our team includes experienced and professionally qualified accountants, experts in data and
analysis, and colleagues with significant experience in the policy and legal environment for this
aspect of our work.

We have successfully intervened with providers facing significant financial difficulties, ensuring
they take steps to mitigate risks and to support students to continue their studies.

Monitoring financial sustainability supports the two key areas of focus in our strategy: quality and
standards of teaching and learning, and ensuring equality of opportunity in higher education.

Reporting on the sector

We regularly publish analyses of the financial sustainability of the sector and of different types of
providers.


https://www.officeforstudents.org.uk/about/our-strategy/
https://www.officeforstudents.org.uk/publications/financial-sustainability-of-higher-education-providers-in-england-2022-update/

We report on the current and forecast trends providers identify in their financial returns and
consider the likely future challenges facing the sector.

This supplies useful information to support providers’ financial management and planning and
offers valuable information for government and other sector stakeholders, including banks and
other lenders.
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What we require providers to do
Registered providers must meet our regulatory requirements relating to financial sustainability.
Legal framework

The Higher Education and Research Act 2017 gives us a statutory duty to monitor and report on
the financial sustainability of registered higher education providers.

We fulfil this duty by requiring providers to submit an annual financial return which includes data
about recent and forecast financial performance.

We impose the same minimum data requirements on all relevant providers. This ensures there are
common definitions and reporting conventions that give us a consistent and comparative view of
key financial information across the sector. It also means we can use the data most effectively,
including modelling a range of scenarios and financial risks and processing financial and other data
efficiently.

Much of the data is structured in a way that is consistent with the format adopted by many
providers in their financial statements.

We regularly review whether the information and data we collect is appropriate for our needs while
limiting the burden placed on providers.

Condition D: financial viability and sustainability

Our requlatory framework explains how we perform our functions and sets out a number of
conditions of registration.

Condition D requires each provider to be financially viable and sustainable. Providers are required
to satisfy this condition when they register with us and on an ongoing basis.


https://www.officeforstudents.org.uk/publications/financial-sustainability-of-higher-education-providers-in-england-2023-update/
https://www.officeforstudents.org.uk/publications/financial-sustainability-of-higher-education-providers-in-england-2022-update/
https://www.officeforstudents.org.uk/publications/financial-sustainability-of-higher-education-providers-in-england-2021/
https://www.officeforstudents.org.uk/publications/financial-sustainability-of-higher-education-providers-in-england-update/
https://www.legislation.gov.uk/ukpga/2017/29/contents
https://www.officeforstudents.org.uk/publications/securing-student-success-regulatory-framework-for-higher-education-in-england/

By ‘viable’ we mean that there being no reason to suppose the provider is at material risk of
insolvency within a period of three years.

By ‘sustainable’ we mean that the provider’'s plans and projections show that, over the period of
five years, it has sufficient financial resources to:

e provide and fully deliver the higher education courses as it has advertised and as it has
contracted to deliver them

e continue to comply with all conditions of its registration

It must also be likely to be able to operate in accordance with these plans and projections over this
period.

We routinely monitor the financial viability and sustainability of providers, identifying those exposed
to financial risks, and intervening to protect the interests of students should there be a material risk
of market exit.

A number of elements of our work combine to allow us to do this:
¢ identifying and monitoring system-level risks and trends
e assessing the financial information providers submit to us in the context of these risks

¢ assessing the financial viability and sustainability of providers on the basis of information
from the annual financial return, reportable events, notifications and other intelligence we
gather

e modelling the potential impact of risks on the sector and individual providers

e intervening when providers are at risk of market exit.
Monitoring financial sustainability

We collect financial data and information from individual providers. This includes audited financial
statements, financial and student recruitment forecasts, and a commentary to explain these.

We gather intelligence from conversations with representative bodies, the sector’s lenders and
other organisations. We have also added a series of roundtables with providers’ finance directors
to our annual activities to discuss the risks facing providers and the sector.

Our risk-based approach means that we go through different stages of monitoring depending on
our judgement about risk, filtering out providers at each stage. As we move through the stages, or
down the funnel, a provider will be subject to greater scrutiny or intervention.



Higher education providers at each monitoring stage (return for 2021)

Increasing
scrutiny, burden
and intervention

e The numbers in the funnel in this diagram exclude further education and sixth form
colleges, which submit financial information to the Education and Skills Funding Agency.

e ‘Formal monitoring’ represents providers subject to additional monitoring requirements. This
includes:

o providers subject to more extensive or more frequent bespoke reporting
requirements

o providers we have flagged for a review of a particular issue on a more frequent or
more detailed basis

o providers subject to a student protection direction (SPD) on the basis set out in
condition C4.

e The funnel shows the total number of SPDs and market exits since the OfS introduced
SPDs in condition C4 in April 2021.

e The numbers in the funnel represent a snapshot of the number of providers in each stage.
These numbers change during the annual cycle as we receive information from providers
and complete our assessments.

Examples of risks

We take a risk-based approach to assessing individual providers’ financial sustainability, drawing
on our understanding of the risks that may affect a broad range of providers.

This is not a full list but it gives an idea of the type of risks that may affect financial sustainability.



e A provider’s financial model
A provider’s financial model could pose risks to its financial sustainability. For example, it
could rely on international student recruitment, which may pose a risk if it is recruiting many
students from one country.

e Impact of inflation
Providers have faced significant increases in inflation, like many other organisations in the
economy, but they have less flexibility to raise their income through fees and other charges.

e Sustainability of pension schemes
Protecting the sustainability of pensions schemes for a provider’s previous and current
workforce requires higher contributions from many employers and employees.

¢ Investment in facilities and environmental policies
A provider may face financial challenges in maintaining sufficient levels of investment in
high quality buildings and facilities and in meeting environmental targets.

e Cost of living
Increasing living costs that affect students and staff may affect recruitment and increase the
burden of recruitment and investment in support activities to retain students and staff.

In isolation these risks may challenge different providers to different degrees. A more challenging
outlook may emerge if a provider faces them in combination.

Our risk-based approach to monitoring includes assessing providers that could face one of more of
the risks we have identified.

1. Triage process for all relevant providers

We undertake a triage process to identify individual providers that need more detailed assessment.
This involves considering a provider's financial performance, position and forecast information.

We identify providers for further assessment on the basis of risk factors. We use the information
we receive in the annual financial return to construct financial and non-financial indicators that
show:

¢ the provider’s ability to forecast accurately in previous years
e whether a provider is dependent on third-party support
¢ the percentage change in student numbers and providers with small student numbers

e the provider’s year end and lowest cash balances and the number of days that cash
balance would allow it to pay its bills for

e ability to generate cash from its operations
e balance sheet strength

e the provider’s borrowing as a percentage of income.



We also consider our latest assessment of a provider’s financial risk, including any intelligence to
suggest increased risk such as contained in reportable events or notifications submitted to the OfS.

If a provider is not identified for further assessment as a result of the triage process, it will hear
nothing further from us once it has submitted a full set of data.

2. Detailed assessment after triage

We assess the financial performance and position of each provider identified through the triage
process. In addition to the indicators considered at that stage, we consider in more detail:

e compliance with the requirements of the annual financial return and quality of commentary

historic financial performance and trends

o credibility of its forecasts

e income, expenditure and surplus or deficits

¢ levels of borrowing and likelihood of breaching bank covenants

e any third-party deed of undertaking and the financial health of the third-party

¢ independent auditors’ opinion in financial statements including ‘going concern’

¢ intelligence highlighting potential concerns with management and governance
arrangements

e Dbehaviours that indicate compliance or non-compliance set out in the regulatory framework.

We overlay the risks facing the sector, and how they apply to a particular provider in isolation and
in combination.

We analyse the provider’s plans, forecasts and the degree of uncertainty and risk relating to its
future position. We are particularly interested in the risk mitigations it has in place, or could put in
place, and any scenario planning it has undertaken.

Our analysis determines whether we need to engage with a provider. In many cases our more
detailed assessment will mean that this is not necessary.

3. Informal engagement and monitoring

Following detailed assessment, we may decide to engage informally with a provider to gather more
information about its financial performance and position and begin a dialogue about any issues.

We may engage on a wide range of issues to get a better understanding of the risks a provider is
facing, including:

¢ confirmation of progress towards student recruitment targets



e financial mitigations in place, such as details of revolving credit facilities and/or overdrafts
or the status of third-party financial support

¢ likelihood of breaching banking covenants

¢ details of ‘emphasis of matter’, ‘material uncertainty’ or ‘going concern’ issues raised by
auditors in audited financial statements

¢ repayment of loans and/or likelihood of renegotiation
e capital expenditure plans
e pension liabilities and provision.

We may also contact a provider to clarify:

¢ the assumptions it has made about how it will deliver its financial forecasts and the risks it
has identified

¢ whether the provider has undertaken any scenario planning and if this covered the key
risks.

We may also request additional financial information, such as updated forecasts.
4. Formal monitoring

We adopt a formal monitoring and engagement approach when we judge a provider to be at
increased financial risk.

This may include more frequent engagement or the requirement of more detailed information,
through an F3 Notice or, where appropriate, specific conditions of registration or student protection
directions.

This could include:

e requiring a provider to submit regular management accounts, or forecasts of cashflow and
lowest cash balances

e monitoring the likelihood of breaches of banking covenants
e requiring plans for rationalisation or restructuring

e engaging with a provider’'s auditors

discussing requirements for student protection planning.

This activity allows us to understand in more detail the nature of the risks faced by a provider and
consider what further interventions might be appropriate.

It also encourages a provider to take seriously the need to mitigate the risks it is facing and
consider planning for scenarios in which market exit is a credible outcome.


https://www.officeforstudents.org.uk/media/7417bfe9-64fb-4c86-9321-83e149aedcb9/regulatory-advice-15-monitoring-and-intervention-nov-2022.pdf#page=16

5. Student protection directions (SPDs)

Condition C4: student protection directions enables us to intervene quickly and in a targeted way
when there is a material risk that a registered provider may cease the provision of higher
education.

We can require a provider to undertake planning for a potential market exit to protect student
interests. Market exit plans can include arrangements for:

e teach out: ensuring students can complete their course and achieve the qualification that
could reasonably have been expected, or complete their current academic year or term and
receive an exit award or credit to recognise their academic achievement at the provider

e student transfer: supporting students to transfer to another higher education provider to
continue and complete their studies

e exit awards and certification: providing students with a formal record of their achievement
¢ information, advice and guidance for students who may be affected by a market exit

e processes for complaints, refunds and compensation

e archiving arrangements: storing students’ work so they can access it in the future.

We aim to ensure providers focus on protecting the interests of current and future students when
faced with a material risk of market exit.

We expect them to put plans in place in relation to the future options for students and ensure
sufficient resources are available to deliver this. This includes considering and planning for how
students can continue their studies, if they choose to, with minimal disruption.

When a market exit does happen we aim to ensure it is as orderly as possible from the perspective
of the provider’s students.

6. Market exit

We expect that in a competitive higher education market, providers will enter and leave the sector.
We seek to ensure that any exits are as orderly as possible and to minimise the negative impact of
an exit on students.

When it appears that an exit is likely to happen we can require a provider to deploy the student
protection measures it has developed.

We may also engage with a range of other organisations, including the Department for Education,
Student Loans Company, Office of the Independent Adjudicator for Higher Education, insolvency
practitioners and the provider’s validators to deliver the best possible outcomes for students.

We have published case studies of potential market exit cases. The case studies show how we
have used student protection directions and other regulatory tools to provide a basis for an orderly
market exit to protect the interests of students at providers facing significant financial challenges.


https://www.officeforstudents.org.uk/publications/regulatory-notice-6-condition-c4-student-protection-directions/

We have a key performance measure to show the proportion of students who go on to further
study when a provider exits the market.



https://www.officeforstudents.org.uk/about/key-performance-measures/kpm-10-student-protection/

