


CONTENTS

" # $ % &
$ %

0* # - 0 , #+
o "o 1
* 2
% "3 2

4 5 6"' 7882
78

$ $ 78



Operating & Financial Review

NATURE, OBJECTIVES AND STRATEGIES

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

2008.

Legal status

The Corporation was established under the Further and Higher Education Act 1992 for the purpose of
conducting North Hertfordshire College. The College is an exempt charity for the purposes of the
Charities Act 1993.

Mission

The College’s mission as approved by its members is:

‘We aim to be recognised for outstanding teaching and exceptional customer service’.

Implementation of strategic plan

In 2008 the College prepared a Strategic Plan for 2008/09. This College also has a Property Strategy
and Financial Plan in place. The Corporation monitors the performance of the College against these
plans. The plans are reviewed and updated on a regular basis. The College’s Strategic objectives and
targets are set out below:

Strategic Intent
The strateg|c intent approved by the Corporation is:

Six Academies that are making a significant and measurable contribution to raising skills in
identified priority areas.

Learners that are exceptionally well prepared for employment.

Success rates in the top quartile for the sector.

Partnerships with schools that deliver some of the highest specialised diploma outcomes in
the county.

Curriculum profile which is distinctive is serving the needs and aspirations of learners and
the economy.

Financial strategy that delivers long term strategic objectives.

Workforce that is motivated to achieve high levels of performance.

3 Year Strategic Aims

To ensure the vision for a Beacon and customer focussed College is shared and supported
by all staff and stakeholders.

To ensure learners can influence and shape their College experience.

To ensure that the Board can consistently evaluate College performance relative to sector
performance.

To ensure that increasing numbers of learners gain relevant employment.

To develop and implement the progressive staff development and incentive strategy that will
enable the College to deliver its Agenda for Change.

To ensure improvements in success rates enable the College to achieve five year success
rate goals.

To make effective contributions to the social, economic and regeneration strategy of
Hertfordshire.

To respond flexibly to external change.

To implement quality control and assurance processes that deliver quality outputs outlined
in annual Strategic Plan.

To meet three year learner recruitment targets.

To develop a financial strategy that will enable the College to invest in new markets while
maintaining a strong annual financial performance.



Targets for 2008/09

The following specific targets have been set for 2008/09:

Growth - Increase standard learner numbers by 653 learners (12%).

Success Rates - Raise success rates of 16-18 and adult learners by 3% to 75% and 79%
respectively.

Teaching - Raise volume of good and outstanding teaching by 4% to 67% overall profile.
Finance - Deliver demand-led reserve target of £380k.

New College Hitchin - Secure full LSC approval for Hitchin campus rebuild.

Leadership - Develop leaders that will empower teams and achieve success.

Learners - Raise learner engagement and satisfaction levels to well above national average
for the sector.

Customers - Establish new high standards in customer service and retailing across College.
Employers - Extend employer engagement activity through successful delivery of Train to
Gain and related contracts.

Academies - Position Academies strategically in new markets in order to deliver new income
streams.

Equality - Achieve equal opportunity and diversity targets.

Business - Establish Goldsmith Centre for Business as a sub regional centre for financial
services and leadership training.

Workforce - Implement the Investor in People practices that will sustain health, motivation
and confidence of the workforce.

Higher Education - Deliver a 3-5% increase in numbers of higher education learners.

Risk Management - Embed risk management practice in all college areas.

Human Resources - Recruit skilled staff needed to deliver outstanding teaching and
excellent customer services.

Improve Financial Efficiency and Profitability

The College wishes to maintain its Grade A financial status in order to:

Protect itself from adverse changes in market conditions.

Generate sufficient income to enable it to maintain and improve its assets.

Maintain the confidence of funders, suppliers, bankers and auditors.

Continue raising the awareness of College staff about the financial environment in which the
College operates.

Deliver the objectives detailed within the Strategic Plan.

The College will maintain financial viability by:

0 budgeting to produce a surplus on its continuing operations
0 aiming to increase total reserves over the long term
0 maintaining cash days in hand of 30 or more at all times

Specifically, during 2008/09, the College expects to generate a small deficit after restructuring
costs due to investment to allow growth in priority areas of provision.

LSC recurrent grant funding increased by just 4.8% in 2007/08 and is forecast to rise by 5.6%
in 2008/09.

Fee contributions will rise as a result of changes to LSC funding policy. In 2007/08 fees were
reviewed in line with LSC policy of learners and employers making a 37.5% contribution
towards the costs of learning (2006/07: 32.5%). The LSC have now raised their fee
expectation to 42.5% for 2008/09.

A key target for the College is to restrict payroll cost as a percentage of income to 64.4% (prior
to restructuring costs).

The College’s specific_objectives for 2007/08 and achievement of these objectives is addressed

below:

The College received an LSC recurrent grant allocation of £14,650,000 and the whole

allocation will be retained by the College.

The objective of maintaining the financial viability of the College by producing a surplus on

continuing operations, increasing total reserves and maintaining cash days in hand of 30 or

more was partly achieved:

0 The target for maintenance of cash days was fully achieved.

o The College recorded a deficit of £1,954,000 after the impact of restructuring costs
(£222,000), redevelopment costs written off (£182,000) and additional one off
depreciation in respect of buildings to be demolished due to redevelopment (£1,515,000).
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Operating & Financial Review (cont'd)

Performance Indicators

Although the LSC continues to measure FE performance in terms of contribution to national targets,
individual colleges are now required to submit three-year Strategic Plans which are reviewed each
year. These development plans focus on four headline targets:

Changes in learner numbers and achievement of LSC targets

Learner Numbers 2006/07 2007/08 2007/08 2008/09
Actual Target Actual Target

16-18 F/IT 1,893 2,150 2,116

16-18 P/T 1,321 1,127 1,492 3,935

19+ F/IT 524 450 531

19+ P/T 6,083 6,375 4,736 5,492

Learner success rates

2006/07 2007/08 2007/08
Actual Target Actual
All 72 78 78
16-18 All 72 75 79
19+ All 71 81 78
16 - 18 Long 72 75 76
16 - 18 Short 67 81 82
19+ Long 63 68 71
19+ Short 75 87 81
Teacher qualifications
2004/05 Actual 2006/07 Actual 2007/08 Actual
Post type Full time | Parttime | Fulltime | Parttime | Full time | Parttime
Qualified % 70% 53% 73% 67% 76% 78%
Enrolled on gqualification % 6% 8% 19% 21% 15% 14%

Employer engagement
The College has embedded targets for employer engagement in each of the subject sectors and has
taken the role of lead provider in the Train to Gain consortium to address skills needs of employers.

The LSC is also moving towards a new system of performance measures for colleges, the “Framework
for Excellence”. This framework is intended to be implemented across all providers in 2008/09 and in
the intervening period, pilot institutions are developing the measures to be employed. The College will
be monitored against the draft measures alongside the existing measures. The Framework has three
dimensions:

Responsiveness
Effectiveness
Finance

each of which has two or three Key Performance Areas. These Areas are further broken down into
Performance Indicators supported by Performance Measures which are absolute measures of
performance such as the outcome from a learner survey or a qualification success rate. In deriving the
overall performance rating, the Framewaork gives equal weighting to each of the three dimensions.

The College is committed to observing the importance of the measures and indicators within the draft
Framework and is monitoring these through the completion of the annual Finance Record for the LSC.
As benchmarks develop so the College will be better placed to take appropriate action in the light of the
overall performance rating.



Operating & Financial Review (cont'd)

RESOURCES:
The College has various resources that it can deploy in pursuit of its strategic objectives.

Financial
The College has £32.3 million of net assets (including £2.1 million pension liability) and no long term
debt.

People
During 2007/08 the College employed 427 people (expressed as full time equivalents), of whom 203

were 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 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.

Based on the strategic plan, the Risk Management Group 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 Risk Management Group 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 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.

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.

LSC funding

High Education funding

Project/bid funding

Funding methodology changes

Train to Gain — partners’ performance
Hitchin Centre redevelopment
Learner retention rates

STAKEHOLDER RELATIONSHIPS:

In line with other colleges and with universities, North Hertfordshire College has many stakeholders.
These include:

Students;

Funding Councils;

Staff;

Local Employers (with specific links);

Local Authorities;

Government Offices/Regional Development Agencies;
The local community;

Other FE institutions;

Trade unions;

Professional bodies.



Operating & Financial Review (cont'd)

The College recognises the importance of these relationships and engages in regular communication
with them through the College internet site and by meetings.

Transparency arrangements

The Corporation conducts its business through a number of committees. Each committee has terms
of reference, which have been approved by the full Corporation. Full minutes of all meetings are
available from the Clerk to the Corporation at:

Chaplin Frobisher Welling
St Ibbs

London Road

Hitchin

Hertfordshire, SG4 7NL

The Clerk to the Corporation maintains a register of financial and personal interests of the governors.
The register is available for inspection at the above address.

Finances
The College generated a deficit in the year of £1,954,000 (2006/07: surplus of £245,000).

The accumulated reserves of the College at the year-end were £31 million (2006/07: £33.6 million)
and cash balances of £6.8 million (2006/07: £11.0 million).

The College has significant reliance on the LSC for its principal funding source, largely from recurrent
grants. In 2007/08 the LSC provided 71% of the College’s total income.

The College has one subsidiary company, NHC Training Limited. The company has not traded during
the year.

In setting its strategic and financial forecasts the Board continues to aim to achieve a surplus for
reinvestment on its continuing operations. It is the intention to maintain overall financial viability and to
continue to retain Learning and Skills Council Grade A financial status. However, it is recognised that
this will be adversely affected by the planned redevelopment of the Hitchin Centre.

The College average level of funding per FTE learner in 2007/08 was £3,670 (2006/07: £3,646).

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.

The College has a separate treasury management policy in place.

All borrowing requires the authorisation of the Corporation and shall comply with the requirements of
the Financial Memorandum of the LSC.

Cash flows and Liquidity
The net outflow from operations was £1.66 million (2006/07: inflow of £2.46 million).

Payment Performance

It is the College’s policy to pay all of its suppliers on the last day of the month following the month of
invoice, provided that the College is satisfied that the supplier has provided the goods or services in
accordance with the agreed terms and conditions.

The number of days’ purchases outstanding for payment by the College at year-end was 35 days
(2006/07: 34 days).

The College incurred no interest charges in respect of late payments for this period.



Operating & Financial Review (cont'd)
CURRENT AND FUTURE DEVELOPMENT AND PERFORMANCE

Student Numbers and Related Funding

In 2007/08 the College has delivered activity that has produced £14,650,000 in LSC main allocation
funding (2006/07: £13,976,000). The College had approximately 8,875 LSC-funded and 4,864 non-
LSC-funded students.

The College is funded according to the level of activity it generates each year. In 2007/08 the College
has achieved 3,992 full time equivalent (FTE) learners against an allocation of 4,282 FTE learners.

The College exceeded target for the recruitment of full time learners: 2,647 recruited against a target of
2,600.

Part time recruitment was below target for 16-18 year olds (1,339 against a target of 1,127) and Adult
part time recruitment was below target due to the need to manage learner numbers within available
funding.

Overall recruitment reached 84% of target learner numbers.

89% of learners completed their programmes in 2007/08 and this represented a 5% improvement on
2006/07. The national benchmark is 87%.

Student Achievements
The College is forecasting that 88% of learners will achieve their intended learning aim. (85% in
2006/07). The national benchmark is 88%.

Curriculum Developments

During 07/08 the Sport, Health and Public Services Academy refocused Work Based Learning in
collaboration with employers and new routes to apprenticeships and NVQs were developed. NVQ
provision in the Health Sector was developed in conjunction with Care Homes and Lister Hospital.
Staff were also involved in the curriculum development for the first five Diplomas which has led to
successful enrolment for 2008/09. NHC commenced delivery of a number of new Foundation Degrees
and the HE provision at the College was subject to a successful QAA Integrated Quality Enhancement
Review. The VI" Form Academy continued their review and reshaping of A Level provision with the
introduction of further vocational qualifications. GCSE 21* Century Science is proving successful and
has recruited well.

The Stevenage Skills Centre was opened and provides state-of-the-art Construction and Engineering
facilities. The College expanded its Community provision with the opening of In Town Training at
Bedwell, with over 1,400 learners attending the centre in the first year.

The College made a substantial investment in the commercial operations at the Centre for the Arts
which has resulted in improved realistic working environment facilities for the learners. In addition to
this the Hair and Beauty provision was expanded with new state-of-the-art facilities at Stevenage for
both 14-16 learners and adults.

Charitable and taxation status
The College is an exempt charity for the purposes of the Charities Act 1993 and is not liable to
corporation tax.

The subsidiary company is registered under the Companies Act 1985.

Equal opportunities and employment of disabled pers ons

The College is committed to ensuring equality of opportunity for all who learn and work here. We
respect and value positively differences in race, gender, sexual orientation, ability, class and age. We
strive vigorously to remove conditions which place people at a disadvantage and we will actively
combat bigotry. This policy will be resourced, implemented and monitored on a planned basis. The
College’s Equal Opportunities Policy, incorporating Race Equality, is published on the College’s internet
site.



Operating & Financial Review (cont'd)

The College considers all applications from disabled persons, bearing in mind the aptitudes of the
individuals concerned. Where an existing employee becomes disabled, every effort is made to ensure
that employment with the College continues. The College's policy is to provide training, career
development and opportunities for promotion which are, as far as possible, identical to those for other
employees. An equalities plan is published each year and monitored by managers and governors.

Disability statement
The College seeks to achieve the objectives set down in the Disability Discrimination Act 1995 as
amended by the Special Education Needs and Disability Act 2001:

a As part of its accommodation strategy the College carried out a full access audit and the results of
this formed the basis of works subsequently carried out to improve access.

b The College has an Access Centre Manager, who provides information, advice and arranges
support where necessary for students with disabilities.

¢ There is a list of specialist equipment which the College can make available for use by students and
a range of assistive technology is available in the learning centre.

d The admissions policy for all students is described in the College charter. Appeals against a
decision not to offer a place are dealt with under the complaints policy.

e The College has made a significant investment in the appointment of specialist staff to support
students with learning difficulties and/or disabilities. There are a number of student support
assistants who can provide a variety of support for learning. There is a continuing programme of
staff development to ensure the provision of a high level of appropriate support for students who
have learning difficulties and/or disabilities.

f Specialist programmes are described in College prospectuses, and achievements and destinations
are recorded and published in the standard College format.

g Counselling, welfare services and the complaints procedures are described in the College Learner
Handbook, which is issued to students. A separate leaflet outlines the disciplinary procedures.

Disclosure of Information to Auditors

The members who held office at the date of approval of this report confirm that, so far as they are
each aware, there is no relevant audit information of which the College’s auditors are unaware; and
each member has taken all the steps that he or she ought to have taken to be aware of any relevant
audit information and to establish that the College’s auditors are aware of that information.

Members

Approved by order of the members of Corporation on 15 December 2008 and signed on its behalf by:

S Hollingsworth
Chairman



Professional advisers

Operating and Financial Review (cont’d)

The professional advisers to the Corporation are:

Financial statements and
regularity auditors:

Internal auditors:

Bankers:

Solicitors:

KPMG LLP

Aquis Court

31 Fishpool Street
St Albans

Herts

AL3 4RF

Bentley Jennison
Cedar House
Breckland
Linford Wood
Milton Keynes
MK14 6EX

NatWest

Milton Keynes & Northampton Corporate Service Team
PO Box 333

Silbury House

300 Silbury Boulevard

Milton Keynes

MK9 2ZF

Lloyds TSB

Business & Commercial Service Centre
49/51 Dean Street

Marlow

Buckinghamshire

SL7 3BP

Eversheds LLP
Kett House
Station Road
Cambridge
CB1 2JY



Statement of Corporate Governance and Internal Cont

rol

The College is committed to exhibiting best practice in all aspects of corporate governance. This
summary describes the manner in which the College has applied the principles set out in the revised
Combined Code on Corporate Governance issued by the London Stock Exchange in July 2003. Its
purpose is to help the reader of the accounts understand how the principles have been applied.

In the opinion of the Governors, the College complies with all the provisions of the Combined Code in
so far as they apply to the Further Education Sector, and it has complied throughout the year ended

31 July 2008.

The Corporation

The members who served the Corporation during the year and up to the date of signature of this report

were as follows:

Name Date of first Term of Date of Status of Committees served
appointment office resignation appointment
Mr F Donohue 1 Aug 2005 Principal Finance & General Purposes
PDMG
In attendance at Audit
Observer: Search &
Governance and
Remuneration
Mrs S Baker 19 Jan 2005 4 years Ordinary Member Search & Governance
Mr P Bathmaker 1 Apr 2005 4 years Ordinary Member Finance & General Purposes
Remuneration
Mr J Gribbon 1 Apr 2004 4 years Ordinary Member Finance & General
Reappointed Purposes
1 Apr 2006 Search & Governance
1 Apr 2008
Mr D Kearns 1 Apr 1999 4 years Ordinary Audit
Reappointed Member Search & Governance
1 Apr 2003 Remuneration
1 Apr 2008
Mr P Joester 1 Apr 2001 4 years Business Member Finance & General Purposes
Reappointed Remuneration
1 Apr 2005 PDMG
Mr J Gardner 1 Apr 2001 4 years Business Member
Reappointed
1 Apr 2003
1 Apr 2008
Prof T P Hanahoe 1 Apr 2004 4 years 31 Mar 2008 Ordinary Member Finance & General Purposes
(Term ended) Remuneration
Mr M Hick 27 Jun 2005 4 years Parent Member Search & Governance
Reappointed Audit
1 Apr 2006
Mr S Hollingsworth 24 Sep 2001 4 years Ordinary Member Finance & General Purposes
(Chairman from Reappointed PDMG
1 Apr 2008) 1 Apr 2006 Remuneration
Mr C Halford 1 Apr 2006 2 years 11 Oct 2007 Staff Member Finance & General Purposes
Mrs Z Woods 1 Apr 2006 4 years Staff Member Finance & General Purposes
Mr J Porteous 18 Jan 2005 4 years 1 Jan 2008 Ordinary Member Audit
Reappointed
1 Apr 2006
Mr C Fiander 18 Jan 2008 Until Staff Member Finance & General Purposes
31 Mar 2011
Mr J Simmonds 1 Apr 2003 4 years Ordinary Member Finance & General Purposes
Reappointed PDMG
1 Apr 2008 Search & Governance
Mr J Lewis 1 Jul 2006 Appointed 30 Jul 2008 Student Member
Annually
Ms K Belinis 18 Jun 2008 Until Ordinary Member
31 Mar 2011
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Statement of Corporate Governance and Internal Cont  rol (cont'd)

Mr M Kellard 1 Apr 2008 4 years Ordinary Member Finance & General Purposes
PDMG
Mr D Johnson 1 Sep 2008 Appointed Student Member
Annually
External Members of Committees or Academy Focus Gro  ups
Mrs C Bowes-Lyon 24 Jun 2002 Appointed External Member Search & Governance
Annually (Chair)
Mr T P Brooker 4 Oct 2004 Appointed 31 Dec 2007 External Member Audit
Annually
Ms Lynne Ceeney 14 Jul 2008 Appointed External member PDMG
annually
Mrs G Field 4 Oct 2004 Appointed External Member
Annually
Ms A M W Graham 15 May 2004 Appointed 1 Apr 2008 External Member
Annually
Mr G Hill 1 Apr 2006 Appointed 1 Apr 2008 External Member Audit
Annually
Mrs G Lovelace 7 Apr 2003 Appointed External Member
Annually
Mrs M Norgan 1 Apr 2005 Appointed Full Governor External Member PDMG
Annually until
1 Apr 2005
Mr T Ray 27 Jun 2006 Appointed External Member
Annually
Ms R Hawkes 18 Jun 2008 Appointed External Member Finance & General Purposes
Annually
Mrs K Pattar 18 Jun 2008 Appointed External Member Audit
Annually
Ms L Saunders 21 Feb 2008 Appointed External member Audit
annually
Mr A Scott 18 Jun 2008 Appointed External Member Finance & General Purposes
Annually

David Chaplin FCIS (Chaplin Frobisher Welling) acts as clerk to the Corporation.

It is the Corporation’s responsibility to bring independent judgement to bear on issues of strategy,
performance, resources and standards of conduct.

The Corporation is provided with regular and timely information on the overall financial performance of
the College together with other information such as performance against funding targets, proposed
capital expenditure, quality matters and personnel related matters such as health and safety and
environmental issues.

From October 2006 the Corporation moved towards a “Policy Governance” model, with a Governing
Body meeting monthly and focussing on a range of strategic issues clearly driving the College to a
new standard of excellence. Statutory committees for Audit and Search & Governance have been
retained, as will a Finance & General Purposes committee to continue the Corporation tradition of
close control of financial matters. “Task and Finish” groups will be established to review particular
issues in depth and there will is governor leadership of focus groups established for each of the
College’s six academies.

Full minutes of all meetings, except those deemed to be confidential by the Corporation, are available
from the clerk to the Corporation at:

Chaplin Frobisher Welling
St Ibbs

London Road

Hitchin

Hertfordshire

SG4 7NL

11




Statement of Corporate Governance and Internal Cont  rol (cont'd)

The Clerk to the Corporation maintains a register of financial and personal interests of the governors.
The register is available for inspection at the above address.

All governors are able to take independent professional advice in furtherance of their duties at the
College’s expense and have access to the Clerk to the Corporation, who is responsible to the Board
for ensuring that all applicable procedures and regulations are complied with. The appointment,
evaluation and removal of the clerk are matters for the Corporation as a whole.

Formal agendas, papers and reports are supplied to governors in a timely manner, prior to Board
meetings. Briefings are also provided on an ad-hoc basis.

The Corporation has a strong and independent non-executive element and no individual or group
dominates its decision making process. The Corporation considers that each of its non-executive
members is independent of management and free from any business or other relationship which could
materially interfere with the exercise of their independent judgement.

There is a clear division of responsibility in that the roles of the Chair of the Corporation and Principal
of the College are separate.

Appointments to the Corporation

Any new appointments to the Corporation are a matter for the consideration of the Corporation as a
whole. The Corporation has a search committee comprising of five members under an independent
Chair, which is responsible for the selection and nomination of any new member for the Corporation’s
consideration. The Corporation is responsible for ensuring that appropriate training is provided as
required.

Members of the Corporation are appointed for a term of office not exceeding 4 years.
Remuneration Committee

Throughout the year ending 31 July 2008, the College’s remuneration committee comprised five
members. The committee’s responsibilities are to make recommendations to the Board on the
remuneration and benefits of the Principal and other senior postholders.

Details of remuneration for the year ended 31 July 2008 are set out in notes 7 and 8 to the financial
statements.

Audit Committee

The Audit Committee comprises three members of the Corporation, plus two external members with
audit experience (and excludes the Principal and Chair). The committee operates in accordance with
written terms of reference approved by the Corporation. Its purpose is to advise the Corporation on the
adequacy and effectiveness of the College’s system of internal control and its arrangements for risk
management, control and governance processes.

The Audit Committee meets on a termly basis and provides a forum for reporting by the College’s
internal and financial statements auditors, who have access to the Committee for independent
discussion, without the presence of College management. The Committee also receives and
considers reports from the LSC, as they affect the College’s business.

The College’s internal auditors monitor the systems of internal control, risk management controls and
governance processes in accordance with an agreed plan and report their findings to management
and the Audit Committee.

Management is responsible for the implementation of agreed recommendations and internal audit
undertake periodic follow up reviews to ensure such recommendations have been implemented.

The Audit Committee also advises the Corporation on the appointment of internal and financial
statements auditors and their remuneration for both audit and non-audit work.
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Statement of Corporate Governance and Internal Cont  rol (cont'd)
Internal Control

Scope of responsibility

The Corporation is ultimately responsible for the College’s system of internal control and for reviewing
its effectiveness. However, such a system is designed to manage rather than eliminate the risk of
failure to achieve business objectives, and can provide only reasonable and not absolute assurance
against material misstatement or loss.

The Corporation has delegated the day-to-day responsibility to the Principal, as Accounting Officer, for
maintaining a sound system of internal control that supports the achievement of the College’s policies,
aims and objectives whilst safeguarding the public funds and assets for which he is personally
responsible, in accordance with the responsibilities assigned to him in the Financial Memorandum
between the College and the Learning and Skills Council (LSC). He is also responsible for reporting to
the Corporation any material weaknesses or break-downs in internal control.

The purpose of the system of internal control

The system of internal control is designed to manage risk to a reasonable level rather than to eliminate
all risk of failure to achieve policies, aims and objectives; it can therefore only provide reasonable and
not absolute assurance of effectiveness. The system of internal control is based on an ongoing
process designed to identify and prioritise the risks to the achievement of college policies, aims and
objectives, to evaluate the likelihood of those risks being realised and the impact should they be
realised, and to manage them efficiently, effectively and economically. The system of internal control
has been in place in North Hertfordshire College for the year ended 31 July 2008 and up to the date of
approval of the annual report and financial statements.

The risk and control framework

The system of internal control is based on a framework of regular management information,
administration procedures including the segregation of duties, and a system of delegation and
accountability. In particular, it includes:

Comprehensive budgeting systems with an annual budget, which is reviewed and agreed by
the Corporation.

Regular reviews by the Corporation of periodic and annual financial reports which indicate
financial performance against forecasts.

Setting targets to measure financial and other performance.

Clearly defined capital investment control guidelines.

The adoption of formal project management disciplines, where appropriate.

The College has an internal audit service provided by an independent firm which operates in
accordance with requirements of the LSC’s Interim Audit Code of Practice. The work of the internal
audit service is informed by an analysis of the risks to which the College is exposed, and annual
internal audit plans are based on this analysis. The analysis of risks and the internal audit plans are
endorsed by the Corporation on the recommendation of the Audit Committee.

As a minimum, the Head of Internal Audit (HIA) annually provides the Corporation with a report on
internal audit activity in the College. The report includes the HIA’s independent opinion on the
adequacy and effectiveness of the College’s system of risk management, controls and governance
processes.

Review of effectiveness
As Accounting Officer, the Principal has responsibility for reviewing the effectiveness of the system of
internal control. The Principal’s review of the effectiveness of the system of internal control is informed

by:

The work of the internal auditors.

The work of the executive managers within the College who have responsibility for the
development and maintenance of the internal control framework.

Comments made by the College’s financial statements auditors and the funding auditors in
their management letters and other reports.
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Statement of Corporate Governance and Internal Cont  rol (cont'd)

The Principal has been advised on the implications of the result of his review of the effectiveness of
the system of internal control by the Audit Committee which oversees the work of the internal auditor,
and a plan to address weaknesses and ensure continuous improvement of the system is in place.

The Senior Management Team receives reports setting out key performance and risk indicators and
considers possible control issues brought to their attention by early warning mechanisms, which are
embedded within the departments and reinforced by risk awareness training. The Senior Management
Team and Audit Committee also receive regular reports from internal audit, which include
recommendations for improvement. The Audit Committee’s role in this area is confined to a high-level
review of the arrangements for internal control. The Corporation’s agenda includes a regular item for
consideration of risk and control and receives reports thereon from the Senior Management Team and
the Audit Committee. The emphasis is on obtaining the relevant degree of assurance and not merely
reporting by exception. At its December 2008 meeting, the Corporation carried out the annual
assessment for the year ended 31 July 2008 by considering documentation from the Senior
Management Team and internal audit, and taking account of events since 31 July 2008.

Capacity to handle risk

The Corporation has reviewed the key risks to which the College is exposed, together with the
operating, financial and compliance controls that have been implemented to mitigate those risks. The
Corporation is of the view that there is a formal ongoing process for identifying, evaluating and
managing the College’s significant risks that has been in place for the period ending 31 July 2008 and
up to the date of approval of the annual report and financial statements. This process is regularly
reviewed by the Corporation.

Going concern

After making appropriate enquiries, the Corporation considers that the College has adequate
resources to continue in operational existence for the foreseeable future. For this reason they continue
to adopt the going concern basis in preparing the financial statements.

Approved by order of the members of the Corporation on 15 December 2008 and signed on its behalf
by:

S Hollingsworth F Donohue
Chairman Principal
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Statement of the Responsibilities of the Members of the Corporation

The members of the Corporation are required to present audited financial statements for each
financial year.

Within the terms and conditions of the Financial Memorandum agreed between the Learning and Skills
Council (the Council) and the Corporation of the College, the Corporation, through its Principal, is
required to prepare financial statements for each financial year in accordance with the Statement of
Recommended Practice — Accounting for Further and Higher Education Institutions and which give a
true and fair view of the state of affairs of the College and the result for that year.

In preparing the financial statements, the Corporation is required to:

select suitable accounting policies and apply them consistently;

make judgements and estimates that are reasonable and prudent;

state whether applicable Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

prepare financial statements on the going concern basis unless it is inappropriate to assume that
the College will continue in operation.

The Corporation is responsible for keeping proper accounting records, which disclose with reasonable
accuracy, at any time, the financial position of the College and to enable it to ensure that the financial
statements are prepared in accordance with the relevant legislation of incorporation and other relevant
accounting standards. It is responsible for taking steps that are reasonably open to it to safeguard
assets of the College and to prevent and detect fraud and other irregularities.

Members of the Corporation are responsible for ensuring that expenditure and income are applied for
the purposes intended by Parliament and that the financial transactions conform to the authorities that
govern them. In addition they are responsible for ensuring that funds from the LSC are used only in
accordance with the Financial Memorandum with the LSC and any other conditions that the Council
may from time to time prescribe. Members of the Corporation must ensure that there are appropriate
financial and management controls in place to safeguard public and other funds and ensure they are
used properly. In addition, members of the Corporation are responsible for securing economical,
efficient and effective management of the College’s resources and expenditure so that the benefits
that should be derived from the application of public funds by the LSC are not put at risk.

Approved by order of the members of the Corporation on 15 December 2008 and signed on its behalf
by:

S Hollingsworth
Chairman
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Independent Auditors’ Report to the Corporation of North Hertfordshire College

We have audited the College financial statements (“the financial statements”) of North Hertfordshire
College for the year ended 31 July 2008 which comprise the College income and expenditure account, the
College balance sheet, the College statement of total recognised gains and losses, the College cash flow
statement and the related notes. These financial statements have been prepared under accounting policies
set out therein.

This report is made solely to the Corporation, as a body, in accordance with statutory requirements. Our
audit work has been undertaken so that we might state to the Corporation, as a body, those matters we are
required to state to them in an auditors’ report and for no other purpose. To the fullest extent permitted by
law, we do not accept or assume responsibility to anyone other than the Corporation, as a body, for our
audit work, for this report, or for the opinions we have formed.

Respective Responsibilities of the Members of the Corp oration of North Hertfordshire College and
Auditors

The College’s Corporation’s responsibilities for preparing the Operating and Financial Review and financial
statements in accordance with the Accounts Direction issued by the Learning and Skills Council, the 2007
Statement of Recommended Practice — Accounting for Further and Higher Education, applicable law, and
UK Accounting Standards (UK Generally Accepted Accounting Practice) are set out in the Statement of
Responsibilities on page 14.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the 2007 Statement of Recommended Practice — Accounting for
Further and Higher Education. We also report to you if, in our opinion, the Operating and Financial Review
is not consistent with the financial statements, if the College has not kept proper accounting records, or if
we have not received all the information and explanations we require for our audit.

We read the Members’ Report and the Statement of Corporate Governance and Internal Control and
consider the implications for our report if we become aware of any apparent misstatement within them or
material inconsistencies with the financial statements.

Basis of Audit Opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by
the Auditing Practices Board and the Audit Code of Practice issued by the Learning and Skills Council. An
audit includes examination, on a test basis, of evidence relevant to amounts and disclosures in the financial
statements. It also includes an assessment of the significant estimates and judgements made by the
College’s Corporation in the preparation of the financial statements, and of whether the accounting policies
are appropriate to the College’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give us reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other irregularity
or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in
the financial statements.

Opinion

In our opinion the financial statements:
give a true and fair view, in accordance with UK Generally Accepted Accounting Practice, of the
state of affairs of the College as at 31 July 2008 and of the College’s deficit of expenditure over
income for the year then ended; and
have been properly prepared in accordance with the 2007 Statement of Recommended Practice —
Accounting for Further and Higher Education.

KPMG LLP 15 December 2008
Chartered Accountants

Aquis Court, 31 Fishpool Street, St Albans, Hertfordshire, AL3 4RF

Registered Auditor

The maintenance and integrity of North Hertfordshire College website is the responsibility of the governing body
of the college; the work carried out by the auditors does not involve consideration of these matters and,
accordingly, the auditors accept no responsibility for any changes that may have occurred to the financial
statements since they were initially presented on the website. Legislation in the United Kingdom governing the
preparation and dissemination of financial statements may differ from legislation in other jurisdictions
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Independent Regularity Report to the Corporation of North Hertfordshire College
(‘The Corporation’) and the Learning and Skills Cou  ncil (‘The LSC")

In accordance with the terms of our engagement letter dated 12 June 2006 and further to the
requirements of the LSC, we have carried out a review to obtain assurance about whether, in all
material respects, the expenditure disbursed and income received of North Hertfordshire College (‘the
College”) during the year ended 31 July 2008 have been applied to the purposes identified by
Parliament and the financial transactions conform to the authorities which govern them.

This report is made solely to the Corporation and the LSC. Our review work has been undertaken so
that we might state to the Corporation and the LSC those matters we are required to state to it in a
report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the Corporation and the LSC, for our review work, for this report, or
for the opinion we have formed.

Respective responsibilities of the Members of the C  orporation of North Hertfordshire College
and Auditors

The College’s Corporation is responsible, under the requirements of the Further & Higher Education
Act 1992, subsequent legislation and related regulations, for ensuring that expenditure disbursed and
income received is applied for the purposes intended by Parliament and the financial transactions
conform to the authorities which govern them.

Our responsibilities for this review are established in the United Kingdom by our profession’s ethical
guidance and the audit guidance set out in the Audit Code of Practice and the Regularity Audit
Framework issued by the LSC. We report to you whether, in our opinion, in all material respects,
expenditure disbursed and income received during the year ended 31 July 2008 have been applied to
purposes intended by Parliament and the financial transactions conform to the authorities which
govern them.

Basis of opinion

We conducted our review in accordance with the Audit Code of Practice and the Regularity Audit
Framework issued by the LSC. Our review includes examination, on a test basis, of evidence relevant
to the regularity and propriety of the College’s income and expenditure.

Opinion

In our opinion, in all material respects, the expenditure disbursed and income received during the year
ended 31 July 2008 have been applied to purposes intended by Parliament and the financial
transactions conform to the authorities which govern them.

KPMG LLP 15 December 2008
Chartered Accountants

Aquis Court, 31 Fishpool Street, St Albans, Hertfordshire, AL3 4RF

Registered Auditor
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Income and Expenditure Account for the year ended 3

INCOME

Funding Council Income

Tuition fees and education contracts
Other grant income

Other income

Investment income

Total Income

EXPENDITURE

Staff costs

Other operating expenses
Depreciation

Total Expenditure

(Deficit)/surplus on continuing operations
after depreciation of assets at valuation

and before tax
Loss on disposal of fixed assets

Taxation

(Deficit)/surplus for the period after

depreciation of assets at valuation and tax

Note

oOuUuhwWN

10

11

1 July 2008
2008 2008 2008 2007
£000 £000 £000 £000
Before After
Exceptional Exceptional Exceptional
Depreciation Depreciation Depreciation
16,993 16,993 15,632
4,583 4,583 4,332
75 75 73
1,670 1,670 1,211
714 714 574
24,035 24,035 21,822
15,449 15,449 13,854
7,681 7,681 6,400
1,344 1,515 2,859 1,305
24,474 1,515 25,989 21,559
(439) (1,515) (1,954) 263
- - - (18)
(439) (1,515) (1,954) 245

The income and expenditure account is in respect of continuing activities.
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Statement of Total Recognised Gains and Losses for

(Deficit)/surplus on continuing operations after
depreciation of assets at valuation and tax

Actuarial (loss)/gain in respect of pension scheme
Total recognised (losses)/gains relating to the yea

Total recognised (losses)/gains since the last peri

Reconciliation

Opening reserves
Total recognised (losses)/gains for the year

Closing reserves

Note

19

r

od

Statement of Historical Cost Surpluses and Deficits

(Deficit)/surplus on continuing operations after
depreciation of assets at valuation and before tax

Difference between historical cost
depreciation and the actual charge for
the period calculated on the revalued
amount

Historical cost (deficit)/surplus for the year

Note

17

the year ended 31 July 2008

2008
£000
(1,954)
(667)
(2,621)

(2.621)

33,611
(2,621)

30,990

2007
£000

245
1,563
1,808

1,808

for the year ended 31 July 2008

2008
£000

(1,954)

1,453

(501)

2007
£000

245

52

297
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Balance Sheet as at 31 July 2008

FIXED ASSETS
Tangible assets
Investments

CURRENT ASSETS

Stock — raw materials and consumables
Debtors

Cash at bank and in hand

Creditors: amounts falling due within 1 year
Net current assets

Total assets less current liabilities
Net assets excluding pension liability
Net pension liability

Net assets including pension liability

Deferred capital grants

Reserves

Revaluation reserve

Income and expenditure account excluding
pension reserve

Pension reserve

Note

12
13

14

15

19

16

17

18
18

2008
£000

28,963
28,964
56
2,451

6,760
9,267

(3,745)
5522
34,486

34,486

(2,141)

1,355

2,939

30,192
(2,141)

32,345

2007
£000

27,274
1

27,275

36
1,604

11,020

12,660

(4,564)
8,096

35,371

35,371

(1,646)
33,725

114

4,392

30,865

(1,646)
33,725

The financial statements on pages 17 to 36 were approved by the Corporation on 15 December 2008

and were signed on its behalf by:

S Hollingsworth
Chairman

F Donohue
Principal

20



Cash Flow Statement for the year ended 31 July 2008

Note 2008
£000

Net cash (outflow)/inflow from operating activities 20 (1,663)
Returns on investments and

servicing of finance 22 624
Capital expenditure and financial investment 22 (3,221)
Cash (outflow)/inflow before financing (4,260)
Financing 22 -
(Decrease)/increase in cash 21 _(4,260)

2007
£000

2,462

542

(750)

2,254

Reconciliation of Net Cash Flow to Movement in Net Funds for the year ended 31 July 2008

Note 2008

£000
(Decrease)/increase in cash in the period (4,260)
Movement in net funds in period (4,260)
Net funds at beginning of period 21 11,020
Net funds at end of period 21 _6,760

2007
£000
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Notes
(forming part of the Financial Statements)

1 Statement of principal accounting policies

The following accounting policies have been applied consistently in dealing with items which are
considered material in relation to the financial statements except as noted below.

Basis of preparation

These financial statements have been prepared in accordance with the 2007 Statement of
Recommended Practice (SORP): Accounting for Further and Higher Education and in accordance with
applicable Accounting Standards. They conform to guidance published by the Learning and Skills
Council, in the Accounts Direction Handbook.

Basis of accounting
The financial statements are prepared in accordance with the historical cost convention modified by
the revaluation of certain fixed assets.

Recognition of income

The recurrent grants from the LSC and HEFCE represent the funding allocations attributable to the
current financial year and are credited direct to the income and expenditure account. Recurrent grants
are recognised in line with planned activity. Any under-achievement against this planned activity is
adjusted in-year and reflected in the level of recurrent grant recognised in the income and expenditure
account.

Other discrete LSC funds received during the year are taken to income as expenditure is incurred in
line with the specific terms and conditions attached to each fund by the LSC.

Where the College receives and disburses funds in which it has no direct beneficial interest, such
funds are excluded from the income and expenditure account on the grounds that the College does
not have direct control over the future economic benefits derived from these funds. The College has
applied this policy to certain funds received during the year from the Learning and Skills Council.

Non-recurrent grants from the LSC or other bodies received in respect of the acquisition of fixed
assets are treated as deferred capital grants and amortised in line with depreciation over the life of the
assets.

Income from tuition fees is recognised in the period for which it is receivable and includes all fees
payable by students or their sponsors, for example their employers.

Income from grants, contracts and other services rendered is included to the extent of the completion
of the contract or service concerned.

All income from short-term deposits is credited to the income and expenditure account in the period in
which it is earned.

Agency arrangements

The College acts as an agent in the collection and payment of learner support funds. Related income
received from the Learning and Skills Council and subsequent disbursements to students are
excluded from the income and expenditure account (and are shown separately in note 26), except for
the 5% of the grant received which is available to the College to cover administration costs relating to
the grant. The College employs one member of staff dedicated to the administration of Learner
Support Fund applications and payments.

Pension schemes

Retirement benefits to employees of the College are provided by the Teachers’ Pension Scheme
(TPS) and the Local Government Pension Scheme (LGPS). These are defined benefit schemes which
are externally funded and contracted out of the State Earnings Related Pension Scheme (SERPS).
Contributions to the TPS are charged as incurred.
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Notes (cont'd)
Pension schemes (cont'd)

Contributions to the TPS scheme are charged to the income and expenditure account so as to spread
the cost of pensions over employees’ working lives with the College in such a way that the pension
cost is a substantially level percentage of current and future pensionable payroll. The contributions are
determined by qualified actuaries on the basis of quinquennial valuations using a prospective benefit
method.

The assets of the LGPS are measured using closing market values. LGPS liabilities are measured
using the projected unit method and discounted at the current rate of return on a high quality corporate
bond of equivalent term and currency to the liability. The increase in the present value of the liabilities
of the scheme expected to arise from employee service in the period is charged to the operating
surplus. The expected return on the scheme’s assets and the increase during the period in the present
value of the scheme’s liabilities, arising from the passage of time, are included in pension finance
costs. Actuarial gains and losses are recognised in the statement of total recognised gains and losses.

Further details of the pension schemes are given in note 19.

Tangible fixed assets

Land and buildings

Land and buildings inherited from the Local Education Authority are stated in the balance sheet at
valuation on the basis of depreciated replacement cost, as the open market value for existing use is
not readily obtainable. Land and buildings acquired since incorporation are included in the balance
sheet at cost. Freehold land is not depreciated. Long Leasehold land is amortised over the period of
the lease. Freehold and Long Leasehold buildings are depreciated over their expected useful
economic life to the College of 40-50 years.

If property redevelopments are approved by the LSC at “Application in Principle” stage and this
indicates that existing buildings will be demolished prior to the end of their previously expected
economic life, then depreciation will be recalculated over the reduced economic life and any additional
charge will be taken in the current year to take account of the effective undercharge in previous years.

On adoption of FRS 15, the College followed the transitional provisions to retain the book value of land
and buildings, but not to adopt a policy of revaluations of these properties in the future. These values
are retained subject to the requirement to test assets for impairment in accordance with FRS 11.

Where land and buildings are acquired with the aid of specific grants, they are capitalised and
depreciated as above. The related grants are credited to a deferred capital grant account and are
released to the income and expenditure account over the expected useful economic life of the related
asset on a basis consistent with the depreciation policy.

A review for impairment of a fixed asset is carried out if events or changes in circumstances indicate
that the carrying amount of any fixed asset(s) may not be recoverable.

Subsequent expenditure on existing fixed assets

Where significant expenditure is incurred on tangible fixed assets it is charged to the income and
expenditure account in the period it is incurred, unless it meets one of the following criteria, in which
case it is capitalised and depreciated on the relevant basis:

Market value of the fixed asset has subsequently improved

Assets capacity increases

Substantial improvement in the quality of output or reduction in operating costs
Significant extension of the assets life beyond that conferred by repairs and maintenance

Buildings owned by third parties

Where land and buildings are used, but the legal rights are held by a third party, they are only
capitalised if the College has rights or access to ongoing future economic benefit. These assets are
then depreciated over their expected useful economic life.
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Notes (cont'd)
Tangible fixed assets (cont’d)

Assets under construction

The College is embarking on a rebuild and refurbishment of its Hitchin campus and has reassessed
the remaining useful economic life for the existing buildings as being 3 years. Following Application in
Principle from the LSC, the College is now capitalising all costs associated with the rebuild within
Assets under Construction based on the value of architects’ certificates and other direct costs. These
assets will only be depreciated once they are brought into use.

Equipment, loose tools and motor vehicles

Equipment costing less than £1,000 is written off to the income and expenditure account in the period
of acquisition. All other equipment is capitalised at cost. Equipment inherited from the Local Education
Authority is included in the balance sheet at estimated cost less estimated depreciation to date.
Equipment and Motor Vehicles are depreciated on a straight line basis at varying rates from 10%-33%
dependent upon useful economic life.

Where equipment is acquired with the aid of specific grants it is capitalised and depreciated in
accordance with the above policy, with the related grant being credited to a deferred capital grant
account and released to the income and expenditure account over the expected useful economic life
of the related equipment.

Leased assets

Costs in respect of operating leases are charged on a straight line basis over the lease term. Leasing
agreements which transfer to the College substantially all the benefits and risks of ownership of an
asset are treated as if the asset had been purchased outright. The relevant assets are capitalised at
their fair value at the inception of the lease and depreciated over the shorter of the lease term or the
useful economic lives of equivalently owned assets. The capital element outstanding is shown as
obligations under finance leases.

The finance charges are allocated over the period of the lease in proportion to the capital element
outstanding. Where finance lease payments are funded in full from funding council capital equipment
grants, the associated assets are designated as grant-funded assets.

Assets which are held under hire purchase contracts which have the characteristics of finance leases
are depreciated over their useful lives.

Investments
Fixed asset investments are carried at historical cost less any provision for impairment in their value.

Stocks
Stocks are stated at the lower of their cost and net realisable value. Where necessary, provision is
made for obsolete, slow moving and defective stocks.

Maintenance of premises
The cost of routine corrective maintenance is charged to the income and expenditure account in the
period it is incurred.

Foreign currency translation

Transactions denominated in foreign currencies are recorded using the rate of exchange ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies are
translated at the rates of exchange ruling at the end of the financial year with all resulting exchange
differences being taken to the income and expenditure account in the period in which they arise.

Taxation

The College is an exempt charity within the meaning of schedule 2 of the Charities Act 1993 and as
such is a charity within the meaning of Section 506 (1) of the Income and Corporation Taxes Act
(ICTA) 1988. Accordingly, the College is potentially exempt from taxation in respect of income or
capital gains received within categories covered by section 505 of the ICTA 1988 or Section 256 of the
Capital Taxation of Chargeable Gains Act 1992, to the extent that such income or gains are applied to
exclusively charitable purposes.
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Notes (cont'd)

Taxation (cont'd)

The College receives no similar exemption in respect of Value Added Tax. For this reason the College
is generally unable to recover input VAT it suffers on goods and services purchased. Non-pay
expenditure is therefore shown inclusive of VAT with any partial recovery netted off against these
figures.

The College’s subsidiary company is subject to corporation tax and VAT in the same way as any
commercial organisation.

Liquid resources
Liquid resources include sums on short-term deposits with recognised banks and building societies and
government securities.

Provisions

Provisions are recognised when the College has a present legal or constructive obligation as a result
of a past event, it is probable that a transfer of economic benefit will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation.

Cash
Cash for the purposes of the cash flow statement comprises cash in hand and deposits repayable on
demand less overdrafts repayable on demand.

2 FUNDING COUNCIL INCOME
2008 2007
£000 £000
Recurrent grant - LSC 14,650 13,976
Education Maintenance Allowance - 17
Work Based Learning 578 407
Release Deferred Capital Grants, Equipment (note 16) 11 31
Entry to Employment 208 245
Train to Gain 800 470
Increasing Flexibility 14-16 year olds 50 85
LL Difficulties and Disabilities 25 14
Centre of Vocational Excellence 65 133
Local Intervention and Development Fund 54 34
Employer Training Programme - 16
Skills for Life 77 176
Offenders in the Community 53 10
Ethnic Minority Achievement Grant - 9
Local Workforce Development 102 -
LLW — Improving Choice 87 -
Parents-to-be Scheme 49 -
FE Capital Buildings 76 -
FE Sustainability Programme 68 -
Initial Teacher Training 40 -
Quality Improvement Fund - 9
16,993 15,632

The College is the lead partner in a consortium to deliver Train to Gain in the East of England region.
The income shown above represents that earned by the College in its capacity both as a provider and
as the consortium lead. All other income claimed from the LSC and payable to consortium partners
has been excluded from these accounts. Total income claimed in the year under this arrangement and
the related payments to partners was as follows:

2008 2007
£000 £000
Train To Gain income 3,373 1,740
Payments to non college partners (2,017) (1,086)
Payments to FE College partners (556) (184)
Net income __800 __470
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Notes (cont'd)

3 TUITION FEES AND EDUCATION CONTRACTS
2008 2007
£000 £000
UK Higher Education Students 16 61
UK Further Education Students 1,109 1,165
Total fees paid by or on behalf of individual stude nts 1,125 1,226
Education contracts
Local Education Authority (LEA) 487 169
Higher Education (HE) income 1,475 1,505
Other income 1,496 1,432
4,583 4,332
4 OTHER GRANT INCOME
2008 2007
£000 £000
Release of deferred capital grants (non LSC) 75 73
5 OTHER INCOME
2008 2007
£000 £000
Catering and residence operations 103 98
Other income 1,220 1,113
Surplus arising from redevelopment of the Stevenage campus 347 -
1,670 1,211
6 INVESTMENT INCOME
2008 2007
£000 £000
Bank interest receivable 624 542
Pension finance income 90 32
714 574
7 STAFF NUMBERS AND COSTS

The average number of persons (including senior postholders) employed by the College during the
year ended 31 July 2008, expressed as full-time equivalents, was:

2008 2007

Number Number

Teaching departments — teaching staff 203 203
Teaching departments — other staff 113 93
Teaching support services 22 16
Other support services 8 6
Administration and central services 68 77
Premises 13 13
427 __408
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Notes (cont'd)
7 STAFF NUMBERS AND COSTS (cont'd)

Staff costs for the above persons were as follows:

Wages and salaries

Social security costs

Other pension costs (including FRS 17 adjust £117,000;
2007 £216,000)

Contracted-out lecturing services
Restructuring costs

Teaching departments — teaching staff
Teaching departments — other staff
Teaching support services

Other support services

Administration and central services
Premises

FRS 17 retirement benefits charge

Staff restructuring
Contracted-out lecturing services

2008
£000

11,072
827

1,359
13,258
1,969
222
15,449

2008
£000

7,271
2,598
401
119
2,360
392
117
13,258
222
1,969
15,449

The restructuring costs were approved by the College’s Board of Governors.

2007
£000

10,078
746

1,316

12,140
1,597

117

13,854

2007
£000

6,607
2,143
428
102
2,295
349

216

12,140
117

1,597

13,854

The number of staff, including senior postholders and the Principal, who received emoluments in the

following ranges was:

Year Ended 31 July 2008

Number Number of
of Senior Other Staff
Postholders

£40,001 to £50,000 2 -
£70,001 to £80,000 - -
£80,001 to £90,000 3 -
£90,001 to £100,000 - -
£130,001 to £140,000 1 -

Year Ended 31 July 2007

Number
of Senior
Postholders

PRk W

Number of
Other Staff

A general pay award of 3.5% was approved by the Corporation and was made with effect from

1 August 2008 (3.5% with effect from 1 August 2007).

8 EMOLUMENTS OF SENIOR POSTHOLDERS AND MEMBERS

The number of senior postholders, expressed as
full time equivalents, including the Principal was:

2008

Number

6

2007
Number

5
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Notes (cont'd)

8 EMOLUMENTS OF SENIOR POSTHOLDERS AND MEMBERS (cont’ d)
Senior postholders’ emoluments are made up as follows:
2008 2007
£000 £000
Salaries 423 402
Benefits in kind 3 3
Pension contributions 56 55
482 460

The above emoluments include amounts payable to the Principal (who is also the highest paid senior
postholder) of:

2008 2007

£000 £000

Salaries 121 117
Benefits in kind 1 1
Pension contributions 18 16
140 134

Pension contributions in respect of the Principal and senior postholders relate to contributions to the
Teachers’ Pension Scheme or the Local Government Pension Scheme and are available as for other
employees.

The members of the Corporation other than the Principal and Staff Members did not receive any
payment from the College other than the reimbursement of travel and subsistence expenses incurred
in the course of their duties.

In accordance with best practice and the recommendations of the combined code, the Pay and
Conditions of Service of the Principal and Senior Postholders are set following advice by a
Remuneration Committee consisting of the Chairman of Corporation, Vice-Chairman of the
Corporation and three other Governors (other than a student or staff member). The Remuneration
Committee uses outside professional consultants to advise them on performance-related pay levels in
the sector and to ensure that performance-related bonuses are based on attainment of appropriate
and measurable criteria.

There are no other taxable benefits provided to any senior postholder.

9 OTHER OPERATING EXPENSES

2008 2007
£000 £000
Teaching departments 2,991 1,972
Teaching support services 143 170
Other support services 127 108
Administration and central services 1,108 1,218
General education 837 830
Premises costs — Running costs 1,294 1,193
— Maintenance costs 643 624
— Rents and leases 190 45
Payments to non-college Ufl centres - 5
Other expenses 166 143

Pre-construction costs relating to the proposed
Hitchin redevelopment 182 92
7,681 6,400
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Notes (cont'd)

9 OTHER OPERATING EXPENSES (cont'd)

Other operating expenses include:
Auditors’ remuneration
- financial statements audit
- internal audit
- other services from external audit
- other services from internal audit
Hire of plant and machinery - operating leases
Hire of other assets - operating leases

2008
£000

28
18
2

2

6
148

2007
£000

28
19
10
4

6
118

Learner Support Fund expenditure is excluded from the above and is shown separately in note 26.

10 TAXATION

The members do not believe that the College was liable for any corporation tax arising out of its

activities during either period.

11 (DEFICIT)/SURPLUS ON CONTINUING OPERATIONS FOR THE YEAR

The (deficit)/surplus on continuing operations for this year is made up as follows:

2008 2007
£000 £000
(Deficit)/surplus for the year (1,954) 245
12 TANGIBLE FIXED ASSETS
Land & Long Equipment Motor Assets in Loose Total
Buildings Lease- Vehicles Course of Tools
Freehold hold Construction
£000 £000 £000 £000 £000 £000 £000
Cost or valuation
At 1 August 2007 26,225 1,889 8,659 14 - 217 37,004
Additions - 2,448 1,814 - 286 - 4,548
At 31 July 2008 26,225 4,337 10,473 14 286 217 41,552
Accumulated depreciation
At 1 August 2007 2,678 297 6,524 14 217 9,730
Charge for period** 1,968 38 853 - - 2,859
At 31 July 2008 4,646 335 7,377 14 217 12,589
Net book value
At 31 July 2008 21,579 4,002 3,096 286 28,963
At 31 July 2007 23,547 1,592 2,135 - 27,274
Inherited 2,939 - - 2,939
Finance by capital grant - 998 357 - 1,355
Other 18,640 3,004 2,739 286 24,669
21,579 4,002 3,096 286 28,963

**Includes additional depreciation charge reflecting the reduced economic life of existing buildings
which are due to be demolished when the Hitchin Centre is redeveloped.

The College is embarking on a £57 million rebuild of its Hitchin campus, which will require the
demolition of certain existing buildings currently held in the balance sheet at a net book value of £2.0
million. The value of these buildings will be written down over their remaining useful economic lives
before demolition. The depreciation charge for the year therefore includes £1,515,000 exceptional
depreciation charges to write down the balance sheet value of buildings scheduled for demolition over

their revised useful economic life.
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Notes (cont'd)

12 TANGIBLE FIXED ASSETS (cont’d)

The net book value of the Hitchin campus is £0.5 million and this will be written down evenly over the
next 3 years. This treatment is in accordance with the LSC’s Accounts Direction Handbook.

The transitional rules set out in FRS 15 Tangible Fixed Assets have been applied. Accordingly the
base values at implementation have been retained.

Land and buildings, except for those properties where a decision had been taken to sell, were valued
at depreciated replacement cost by a firm of independent chartered surveyors in 1994,

Equipment inherited from the Local Education Authority at incorporation has been valued by the
Corporation at estimated cost less estimated depreciation to date to reflect the remaining useful life of
the equipment. Loose tools were valued by the Corporation at cost less 33%.

Land and buildings with a net book value of £2,939,000 (2006/07: £4,392,000) have been funded from
Local Education Authority sources. Should these assets be sold, the College would either have to
surrender the sale proceeds to the LSC or use them in accordance with the financial memorandum
with the LSC.

Long leasehold land and buildings includes the following properties:

Lease of land accommodating the Goldsmith Management Centre at Letchworth for 999 years
from 2000.

If inherited land and buildings had not been valued they would have been included at the following
amounts:

£000

Cost -

Aggregate depreciation based on cost -

Net book value based on cost -
13 INVESTMENTS

2008 2007

£000 £000

Investment in subsidiary company at cost 1 1

Subsidiary Company Country of Inco  rporation Principal Activity  Hold ing

NHC Training Limited England and Wales Dormant 100%

NHC Training Limited has been treated as a subsidiary undertaking because the College exercises
dominant influence over this investment, directing its financial and operating policies. At the year-end
the College’s holding was 100% of the issued £1 ordinary shares in the subsidiary. NHC Training
Limited was dormant for the whole of the year ended 31 July 2008, and the financial statements of this
company as at 31 July 2008 showed the following:

Profit & Loss Aggregate Capital
for Year and Reserves
£ £
NHC Training Limited - (25,410)
Subsidiary Company
Cost at 1 August 2007 and 31 July 2008 1,000
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Notes (cont'd)
13 INVESTMENTS (cont'd)
Joint Ventures

Hertfordshire Careers Service Limited

During the year 2001 the College, along with the other Hertfordshire Colleges and the University of
Hertfordshire, became members of Hertfordshire Careers Service Limited (a company limited by
guarantee). The College has voting rights at general meetings of 9% and liability limited to £1. The
company is registered in England and Wales and its principal activity is to provide careers advice to

school leavers.

14 DEBTORS

2008
£000
Amounts falling due within one year
Trade debtors 1,034
Prepayments and accrued income 1,417
2,451

15 CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

2008
£000
Payments received on account 32
Trade creditors 981
Other taxation, social security and pensions 651
Accruals and deferred income 1,731
LSC deferred income 202
Other creditors 148
3,745
16 DEFERRED CAPITAL GRANTS
LSC
£000
At 1 August 2007 36
Cash received:
Equipment 510
Release to income and expenditure account:
Equipment (11)
At 31 July 2008 535

17 REVALUATION RESERVE

At 1 August 2007

Transfer from revaluation reserve to Income and Expenditure account
- depreciation on revalued assets

At 31 July 2008

OTHER
£000

78
817

(75)

2007
£000

179
1,425
1,604

2007
£000

48
908
601

2,215
441
351

4,564

TOTAL
£000

114
1,327

(86)

820

1,355

£000
4,392

(1,453)
2,939
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Notes (cont'd)

18 MOVEMENT ON GENERAL RESERVES

2008 2007
£000 £000
At 1 August 29,219 27,359
(Deficit)/surplus for the year after depreciation of assets at valuation
and tax (1,954) 245
Transfer from revaluation reserve to income and expenditure account 1,453 52
Actuarial (loss)/gain in respect of pension scheme (667) 1,563
At 31 July 28,051 29,219
Balance represented by:
Income and expenditure account excluding pension reserve 30,192 30,865
Pension reserve (2,141) (1,646)
At 31 July 28,051 29,219

19 PENSIONS AND SIMILAR OBLIGATIONS

The College's employees belong to two principal pension schemes, the Teachers' Pension Scheme
(TPS) and the Local Government Pension Scheme (LGPS). The total pension cost for the period was
£1,359,000 (2006/07: £1,316,000).

Teachers’ Pension Scheme

The Teachers’ Pension Scheme is an unfunded defined benefit scheme. Contributions on a pay as
you go basis are credited to the exchequer under arrangements governed by the Superannuation Act
1972.

The pensions cost is assessed no less than every four years in accordance with the advice of the
government actuary. The assumptions and other data that have the most significant effect on the
determination of the contribution levels are as follows:

Latest actuarial valuations 31 March 2004
Actuarial method Prospective Benefits
Investment returns per annum 6.5%
Salary scale increases per annum 5.0%
Market value of assets at date of last valuation £162,650m
Proportion of members’ accrued benefits covered by

the actuarial value of the assets 98.88%

Following the implementation of Teachers’ Pensions (Employers’ Supplementary Contributions)
Regulations 2000, the government actuary carried out a further review on the level of employers’
contributions. For the period from 1 August 2007 to 31 July 2008 the employer contribution was
14.1%. The employee contribution was 6.4% for this same period.

Under the definitions set out in Financial Reporting Standard 17 (Retirement Benefits), the TPS is a
multi-employer pension scheme. The College is unable to identify its share of the underlying assets
and liabilities of the scheme. Accordingly, the College has taken advantage of the exemption in FRS
17 and has accounted for its contributions to the scheme as if it were a defined contribution scheme.
The College has set out the information available on the deficit in the scheme and the implications for
the College in terms of the anticipated contribution rates.

Local Government Pension Scheme

The LGPS is a funded defined benefit scheme, with the assets held in separate trustee administered
funds. The total contribution made for the year ended 31 July 2008 was £1,071,788 of which
employer’s contributions totalled £823,492 and employee’s contributions totalled £248,296. The
current agreed contribution rates are 14.4% for employers and 5.5%-7.5% for employees based on
salary banding rules.
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Notes (cont'd)

19 PENSIONS AND SIMILAR OBLIGATIONS (cont'd)

Local Government Pension Scheme (cont’d)

The following information is based upon a full actuarial valuation of the fund as at 31 March 2007
updated to 31 July 2008 by a qualified independent actuary.

Inflation

Rate of increase in salaries
Rate of increase in pensions
Discount rate for liabilities

31 July 2008
3.8%
5.3%
3.8%
6.7%

31 July 2007
3.3%
4.8%
3.3%
5.8%

On advice from our actuaries it has been assumed that 50% of employees retiring after 6 April 2007
will take advantage of the option to commute part of their future annual pension to a lump sum

payment on retirement.

The current mortality assumptions include sufficient allowance for future improvements in mortality
rates. The assumed life expectations on retirement age 65 are:

Current pensioners
Males
Females

Future pensioners
Males
Females

31 July 2008
21.4
24.3

22.5
25.4

31 July 2007
20.1
23.1

214
24.3

The assets in the scheme (of which the College’s share is estimated at 0.57%) and the expected rates

of return were:

Equities

Bonds

Property

Cash

Total market value of assets

College’s estimated asset share
Present value of scheme liabilities
Present value of unfunded liabilities
Deficit in the scheme

Analysis of the amount charged to the income and ex

Employer service cost (net of employee contributions)
Past service cost

Settlements and curtailments

Total operating charge

Long term Value at Long term Value at
rate of return 31 July 2008 rate of return 31 July 2007
expected at expected at
31 July 2008 £000 31 July 2007 £000

7.8% 1,431,000 8.0% 1,708,100
5.7% 299,000 5.2% 263,300
5.7% 99,000 6.0% 126,100
4.8% 186,000 5.1% 134,500
2,015,000 2,232,000

2008 2007

£000 £000

11,500 11,543

(13,085) (12,609)

(556) (580)

(2,141) (1,646)

penditure account

2008 2007

£000 £000

642 650

125 -

S 44

175 __ 694
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Notes (cont'd)
19 PENSIONS AND SIMILAR OBLIGATIONS (cont'd)

Local Government Pension Scheme (cont’d)

Analysis of pension finance

Expected return on pension scheme assets
Interest on pension scheme liabilities
Pension finance income

Amounts recognised in the statement of total recogn ised gains and losses (STRGL)

Actuarial (loss)/gain recognised in STRGL

Movement in deficit during year

Deficit in scheme at beginning of year
Movement in year:

Current service charge

Past service charge

Employer contributions

Contributions in respect of unfunded benefits
Impact of settlements and curtailments

Net return on assets

Actuarial (loss)/gain

Deficit in scheme at end of year

History of experience gains or losses

2008
£000
Difference between the expected and
actual return on assets:
Amount (1,648)
% of scheme assets (14.3)%
Experience gains and losses on scheme liabilities:
Amount -
% of scheme liabilities -
Total amounts recognised in statement of
total recognised gains and losses:
Amount (667)
% of scheme liabilities (4.99%

2008 2007
£000 £000
873 709
(783) (677)
90 32
2008 2007
£000 £000
667 1,563
2008 2007
£000 £000
(1,646) (3,019)
(642) (650)
(125) -
822 472
35 -
(8) (44)
90 32
(667) 1,563
(2,141) (1,646)
2007 2006 2005
£000 £000 £000
501 729 972
4.3% 7.3% 11.7%
- (8) (548)
- (0.1%) (4.8%)
1,563 260 (852)
11.9% 2% (7.4%)
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Notes (cont'd)
19 PENSIONS AND SIMILAR OBLIGATIONS (cont'd)

Local Government Pension Scheme (cont’d)

Asset and liability reconciliation

2008 2007

£000 £000
Reconciliation of liabilities
Liabilities at start of period 13,189 12,978
Current service charge 642 650
Interest cost 783 677
Employee contributions 248 209
Actuarial gains (980) (1,062)
Unfunded benefits paid (35) -
Benefits paid (339) (307)
Past service cost 125 -
Curtailments and settlements 8 44
Liabilities at end of period 13,641 13,189
Reconciliation of assets
Assets at start of period 11,543 9,959
Expected return on assets 873 709
Actuarial (losses)/gains (1,648) 501
Employer contributions 823 472
Employee contributions 248 209
Contributions in respect of unfunded benefits 35 -
Unfunded benefits paid (35) -
Benefits paid (339) (307)
Assets at end of period 11,500 11,543

20 RECONCILIATION OF OPERATING DEFICIT TO NET CASH (OU TFLOW)/INFLOW FROM
OPERATING ACTIVITIES

2008 2007
£000 £000
(Deficit)/surplus on continuing operations after
depreciation of assets at valuation and before tax (1,954) 263
Depreciation (note 12) 1,344 1,305
Additional depreciation associated™ with the Hitchin site 1,515 -
Deferred capital grants released to income (notes 2 and 4) (85) (104)
Interest receivable (note 6) (714) (574)
Pension cost less contributions payable (note 19) (83) 222
(Increase)/decrease in stocks (20) (8)
(Increase)/decrease in debtors (847) (69)
(Decrease)/increase in creditors (819) 1,427
Net cash (outflow)/inflow from operating activities (1,663) 2,462
21 ANALYSIS OF CHANGES IN NET FUNDS
At Cash flows Other At
1 Aug 2007 Changes 31 Jul 2008
£000 £000 £000 £000
Cash at bank and in hand 11,020 (4,260) - 6,760

£1,234,000 of the above is derived from the sale of property and is held for reinvestment in the
College.
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Notes (cont’d)

22 ANALYSIS OF CASH FLOWS

2008 2007
£000 £000
Returns on investments and servicing of finance
Interest received 624 542
Net cash inflow from returns on
investment and servicing of finance 624 542
Capital expenditure and financial investment
Purchase of tangible fixed assets (4,548) (802)
Deferred capital grants received 1,327 52
Net cash outflow for capital
expenditure and financial investment (3,221) 750

Net cash outflow from financing - -
23 FINANCIAL COMMITMENTS

At 31 July the College had annual commitments under other non-cancellable operating leases as
follows:

2008 2007
£000 £000
Land and buildings
Expiring within one year 38 -
Expiring between two and five years 207 10
245 10
Other
Expiring within one year 10 83
Expiring between two and five years 98 7
108 90

24 CONTINGENT LIABILITIES

The College had previously entered into leasing arrangements in respect of some of its equipment
purchases from 1998 to 2001. At the date of these financial statements, the basis of the scheme has
been challenged by HM Revenue and Customs on a sector basis. Under the scheme, the College has
reclaimed £266,000 of VAT. If the challenge was to be successful and all VAT was to be repayable,
the impact on the financial statements at 31 July 2008 would be to reduce the income and expenditure
balance by £266,000.

25 RELATED PARTY TRANSACTIONS

Due to the nature of the College’s operations and the composition of the Board of Governors (being
drawn from local public and private sector organisations) it is inevitable that transactions will take
place with organisations in which a member of the Board of Governors may have an interest. All
transactions involving organisations in which a member of the Board of Governors may have an
interest are conducted at arms length and in accordance with the College’s financial regulations and
normal sales or procurement procedures. No transactions were identified which should be disclosed
under Financial Reporting Standard 8, Related Party Disclosures.

The College makes a grant each year to support the activities of the North Hertfordshire College
Students Union, which is a separately constituted body, responsible for its own affairs and which is
affiliated to the National Union of Students.

Transactions with the LSC are details in notes 2, 16 & 26.
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Notes (cont'd)

26 LEARNER SUPPORT FUNDS

2008 2007
£000 £000
LSC grants

Access 164 127
Childcare 86 67
250 194

Disbursed to students:
Access 161 103
Childcare 82 63
Administration costs 12 9
255 175
Balance (overspent)/unspent at 31 July (5) 19

Funding council grants are available solely for students; the College acts only as paying agent. The
grants and related disbursements are therefore excluded from the Income and Expenditure Account.
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