18.

19.

BIRMINGHAM CITY UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 JULY 2016

17. STOCKS
Consolidated University Consolidated University
2016 2016 2015 2015
£'000 £'000 £'000 £'000
Raw materials and consumables 225 225 217 217
Finished goods and goods for resale 23 23 51 51
248 248 268 268
DEBTORS
Consolidated University Consolidated University
2016 2016 2015 2015
£'000 £000 £'000 £'000
Trade debtors 14,025 8,728 4,001 4,778
Other debtors - - 75 72
Amounts due from subsidiaries - 7,189 - 928
Prepayments and accrued income 13,623 13,196 23,996 23,283
27,648 29,113 28,072 29,061
CURRENT ASSET INVESTMENTS
Consolidated University Consolidated  University
2016 2016 2015 2015
£'000 £'000 £'000 £'000
Short term deposits 20,000 20,000 15,000 15,000
20,000 20,000 15,000 15,000

Deposits are held with banks and building societies operating in the London market and licensed by the
Financial Services Authority with more than three months maturity at the balance sheet date. The

interest rates for these deposits are fixed for the duration of the deposit at time of placement.

At 31 July 2016 the weighted average interest rate of these fixed rate deposits was 0.8% per annum and
the remaining weighted average period for which the interest rate is fixed on these deposits was 128
days. The fair value of these deposits was not materially different from the book value.
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20. CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

21.

22.

Consolidated University Consolidated  University

2016 2016 2015 2015

£/000 £'000 £'000 £'000
Bank loans (Note 22) 1,517 1,517 1,509 1,509
Trade creditors 1,594 1,787 4,400 4,382
Other creditors 6,815 6,721 7,896 7,900
Capital Grants 1,059 1,056 783 775
Amounts due to subsidiaries - 9,855 - -
Other taxation and social security 1,306 1,300 1,073 1,067
Accruals and deferred income 24,099 24,054 21,098 21,617
36,390 46,290 36,759 37,250

Included with accruals and deferred income are the following items of income which have been deferred

until specific performance related conditions have been met.

Consolidated  University Consolidated  University
2016 2016 2015 2015
£°000 £000 £000 £'000
Donations 8 8 13 13
Research grants received on account 278 181 460 430
Grant income 1,536 1,517 1,398 1,325
1,822 1,706 1,871 1,768
CREDITORS — AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR
Consolidated University Consolidated  University
2016 2016 2015 2015
£'000 £'000 £'000 £'000
Bank loans (Note 22) 17,377 17,377 18,893 18,893
Other creditors 97 97 173 173
Capital Grants 26,840 26,438 23,000 22,597
Finance Lease liabilities 23,831 23,831 23,255 23,255
68,145 67,743 65,321 64,918
BANK LOANS AND FINANCE LEASES
Bank loans are repayable as follows:
Consolidated University Consolidated  University
2016 2016 2015 2015
£'000 £'000 £'000 £'000
Within one year 1,517 1,517 1,509 1,509
Between two and five years 6,146 6,146 6,113 6,113
After more than five years 11,231 11,231 12,780 12,780
18,894 18,894 20,402 20,402

Bank loans are secured on the University’s student residential properties.
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The loan facilities are scheduled for repayment by 19 August 2028; the interest rate payable on the loans is
LIBOR + 0.40%.

Finance leases are repayable as follows:

23.

Consolidated  University Consolidated  University
2016 2016 2015 2015
£000 £'000 £'000 £'000
Within one year - - = -
Between two and five years - - - -
After more than five years 23,831 23,831 23,255 23,255
23,831 23,831 23,255 23,255
PROVISIONS
CONSOLIDATED
Obligation to Obligation to
fund deficit  fund deficit Total
on USS on LGPS pension Other Total other
Pension Pension provisions provisions provisions
£000 £'000 £000 £'000 £'000
AT 1 AUGUST 2015 1,013 69,360 70,373 2,858 2,858
Increase in provisions 430 40,801 41,231 697 697
Utilised during the
year - - - (562) (562)
Unutilised amounts
reversed in the year - - - (917) (917)
At 31 JULY 2016 1,443 110,161 111,604 2,076 2,076
UNIVERSITY
Obligation to Obligation to
fund deficit  fund deficit Total
on USS on LGPS pension Other Total other
Pension Pension provisions provisions provisions
£000 £'000 £'000 £'000 £000
AT 1 AUGUST 2015 1,013 69,360 70,373 2,165 2,165
Increase in provisions 430 40,801 41,231 694 694
Utilised during the
year - - - (562) (562)
Unutilised amounts
reversed in the year - - - (240) (240)
At 31 JULY 2016 1,443 110,161 111,604 2,057 2,057

Other provisions include: £1,716k provision against potential clawback on externally funded projects, £114k for
anticipated clawback from HEFCE, £19k provision for Awarding Body of the Built Environment examination fees

and £208k for business rates on the Sports Centre (awaiting valuation).
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24. ENDOWMENT RESERVES

CONSOLIDATED AND UNIVERSITY

Restricted
permanent
endowments Total Total
2016 2016 2015
£000 £000 £000
AT 1 AUGUST 2015 - - -
Capital 5,118 5,118 4,734
Accumulated income 190 190 188
5,308 5,308 4,922
New endowments 311 311 16
Investment income 129 129 196
Expenditure (297) (297) (194)
Increase in market value of
investments 225 225 368
TOTAL ENDOWMENT
COMPREHENSIVE INCOME FOR THE
YEAR 368 368 386
AT 31 JULY 2016 5,676 5,676 5,308
Capital 5,473 5,473 5,118
Accumulated income 203 203 190
5,676 5,676 5,308

Analysis of endowments by assets:

2016 2015

£000 £'000
Fixed assets 15 15
Non-current asset investments 5,248 5,023
Current assets - 72
Cash at bank and in hand 421 201
Current liabilities (8) (3)
5,676 5,308
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25. UNRESTRICTED RESERVES

CONSOLIDATED
Unrestricted

general Revaluation
reserve reserve Total Total
2016 2016 2016 2015
£'000 £'000 £'000 £'000
AT 1 AUGUST 2015 175,755 41,175 216,930 207,142
Surplus for the year 17,864 - 17,864 18,480
Unrealised surplus on revaluation of heritage assets - - - 489
Actuarial loss in respect of pension schemes (36,804) - (36,804) (9,181)
Transfers between unrestricted reserves 907 (907) - -
TOTAL UNRESTRICTED COMPREHENSIVE INCOME FOR THE YEAR (18,033) (907) (18,940) 9,788
AT 31 JULY 2016 157,722 40,268 197,990 216,930
UNIVERSITY
Unrestricted
general Revaluation
reserve reserve Total Total
2016 2016 2016 2015
£'000 £000 £'000 £000
AT 1 AUGUST 2015 173,303 41,175 214,478 209,671
Surplus for the year 8,276 - 8,276 13,499
Unrealised surplus on revaluation of heritage assets - - - 489
Actuarial gain in respect of pension schemes (36,804) - (36,804) (9,181)
Transfers between unrestricted reserves 907 (907) -
TOTAL UNRESTRICTED COMPREHENSIVE INCOME FOR THE YEAR (27,621) {907) (28,528) 4,807
AT 31 JULY 2016 145,682 40,268 185,950 214,478
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26. NOTES TO THE CASH FLOW STATEMENT

27.

Reconciliation of {deficit)/surplus for the financial year to cash generated from operations:

2016 2015
£000 £000

(Deficit)/Surplus for the financial year (18,572} 10,174
Adjustment for non-cash items:

Taxation (305) (82)
Depreciation of tangible fixed assets 9,372 9,712
Impairment of tangible fixed assets 1,701 27,023
Amortisation of intangibles 183 -
Decrease/(increase) in stocks 20 (173)
Decrease/(increase) in debtors 424 (1,971)
Increase/(decrease) in creditors 1,226 (4,588)
Increase in pension provision 36,804 9,181
Decrease/(increase) in other provisions (782) 994
Adjustment for investing or financing activities

Investment income - (16)
Interest receivable (533) (510)
Interest payable 4,236 3,002
Endowment income (439) (479)
Profit on disposal of investments (225) -
Profit on the disposal of fixed assets (79) (25,567)
Capital grant release (714) (2,665)
NET CASH FLOWS FROM OPERATIONS 32,317 24,035

CAPITAL AND OTHER COMMITMENTS

Capital commitments

At 31 July, the Group and University had the following capital commitments for which no provision has

been made:

Consolidated University Consolidated  University

2015
£'000

2015
£'000

Commitments contracted for

52,585

52,585

The gross value of capital commitments set out above reflect the costs associated with the implementation
of the University’s two-campus strategy. The commitments reflect the contracted costs set out in the
University’s major projects plan in relation to the development of the City Centre Campus.

No provision has been made in the accounts for these capital commitments. However, the University has
taken steps to ensure that it will have access to sufficient cash and liquid resources to enable it to finance

its major projects plan.

46



BIRMINGHAM CITY UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 JULY 2016

27. CAPITAL AND OTHER COMMITMENTS (CONTINUED)

28.

Lease obligations

Minimum lease payments payable under non-cancellable operating leases fall due as follows:

2016 2015

£000 £000
Within than one year 3,065 832
Between one and five years 12,261 3,327
After more than five years 23,756 5,173
39,082 9,332

CONTINGENT LIABILITIES

The University has given a guarantee to Millennium Point Property Ltd to pay the property lease rental of
its subsidiary, Technology Innovation Centre (TIC). The lease term is currently 30 years until 26 November
2029 and the current annual rental is £938,497 (2015: £915,607). On the expiration date of the current
lease, a lease extension signed on 31 October 2011 will be entered into between Millennium Point Property

Ltd, TIC and the University which extends the period of the guarantee and lease to 18 March 2149.

On 26th September 2006 the University entered into an agreement to act as guarantor, for the benefit of
Birmingham City Council, in relation to the possible future rental income shortfalls of Millennium Point

Property Limited. The University's maximum contingent liability in any one year is £275,000.
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29. SUBSIDIARY UNDERTAKINGS

30.

31.

The subsidiary companies (all of which are registered in England & Wales) and unincorporated entities,
wholly-owned or effectively controlled by the University, are as follows:

ENTITY PRINCIPAL ACTIVITY STATUS HOLDING
Awarding Body For The Built ~ Awarding organisation providing Company limited by
Environment Limited qualifications for the built environment guarantee 100%
Private Limited
Company by
Birmingham School of Acting  Dormant guarantee 100%

First-degree & post-graduate level
education, engineering related scientific and
technical consulting, technical testing and  Company limited by

Technology Innovation Centre analysis guarantee 100%
Professional, scientific and technical Company limited by
TIC Commercial Limited activities guarantee 100%

Training programmes for health
professionals, training, consultancy,

commercial research, residential Company limited by

BCU Enterprise Limited conferences and catering guarantee 100%
Company limited by

BCU Property Limited Buying and selling of own real estate shares 100%
Trustee for Employees’ Non-Discretionary ~ Company limited by

BCU Trustees limited Medical Benefit Scheme for BCU shares 100%

STUDENT ACCESS FUNDS AND TRAINING BURSARIES

NCTL NHS
HEFCE Access Training Placement TA Training
Funds Bursaries Bursaries Bursaries
£000 £'000 £000 £000
Funding Council grants 1 120 306 1,877

Disbursed to students (1) (120) (306) (1,877)

BALANCE UNSPENT AT 31 JULY 2016 - - = -

Funding Council grants are available solely for students: the University acts only as paying agent. The
grants and related disbursements are therefore excluded from the consolidated Income and Expenditure
Account.

RELATED PARTY TRANSACTIONS

Due to the nature of the University's activities and the composition of the Board of Governors it is possible
that transactions will take place from time-to-time with organisations in which a member of the Board of
Governors may have an interest. All such transactions are conducted at arm's length and in accordance with
the University's financial regulations and normal procurement procedures.

There were no material related party transactions during the year.

48



BIRMINGHAM CITY UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 JULY 2016

32. ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of the University’s consolidated financial statements requires management to make
estimates and judgements that affect the reported results in the income statement, balance sheet and
accompanying disclosures. Uncertainty about the estimates and judgments could result in outcomes that
require a material adjustment to the carrying amount of assets or liabilities in future periods.

The following estimate and judgement have had the most significant effect on the values recognised in the
consolidated financial statements.

Assessment of impairment of Assets

An impairment assessment of the University’s land and buildings has been undertaken. City North campus
will be vacated by the end of 2017 and has been impaired to reflect an updated assessment of the
recoverable amount as advised by GVA.

Revaluation of leasehold land at City South
As part of the conversion to FR$102 Ieasehold land has been revalued by GVA as at 1/8/14 and these values
have been bought onto the Fixed Asset register and will be depreciated over the length of the leases.

Assessment of the Finance Lease — Millennium Point

As part of the conversion to the FRS102 the core lease at Millennium Point has been recognised as a finance
lease, there was no requirement for an estimation for inflation as the annual increase for the lease has
been agreed. The asset has been valued by GVA and will be depreciated over its useful life as estimated by
GVA and agreed by management.

Local Government Pension Scheme

The present value of the Local Government Pension Scheme defined benefit liability depends on a number
of factors that are determined on an actuarial basis using a variety of assumptions. The assumptions used in
determining the net cost (income) for pensions include the discount rate. Any changes in these
assumptions, which are disclosed in note 34, will impact the carrying amount of the pension liability.
Furthermore a roll forward approach which projects results from the latest full actuarial valuation
performed at 31 March 2013 has been used by the actuary in valuing the pensions liability at 31 July 2016.
Any differences between the figures derived from the roll forward approach and a full actuarial valuation
would impact on the carrying amount of the pension liability.

USS Pension Liability

The USS pension liability has been estimated using the BUFDG USS modeller on the assumption that the
number of staff in the pension scheme will be stable, salary inflation consistent with the assumptions used
for LGPS and the discount rate for high quality corporate bond.

FRS 102 makes the distinction between a Group Plan and a multi-employer scheme. A Group Plan consists
of a collection of entities under common control typically with a sponsoring employer. A multi-employer
scheme is a scheme for entities not under common contro} and represents (typically) an industry-wide
scheme such as that provided by USS.

The accounting for a multi-employer scheme where the employer has entered into an agreement with the

scheme that determines how the employer will fund a deficit resuits in the recognition of a liability for the
contributions payable that arise from the agreement (to the extent that they relate to the deficit) and the
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resulting expense is recognised in profit or loss.

The management are satisfied that the scheme provided by USS meets the definition of a multi-employer
scheme and has therefore recognised the discounted fair value of the contractual contributions under the
funding plan in existence at the date of approving the financial statements.

Bad Debt Provision

A Bad debt provision has been made against expenditure based on the percentage recovery rates of the
external debt recovery company used by the university. Management are satisfied these provide a
reasonable approximation in light of historical recovery rates.

Risk Management

The University operates a centralised treasury management function which is responsible for managing the
credit, liquidity, interest and foreign currency risk. These financial risks are managed within the parameters
specified by the Finance Committee’s approved treasury management policy. The treasury management
policy adopts the key recommendations of the Code of Practice on Treasury Management in Public Service
as issued by Chartered Institute of Public Finance and Accountancy (CIPFA)} as recommended by the Higher
Education Funding Council for England (HEFCE) and is reviewed, updated and approved annually.

The University’s principal financial instruments are cash, investments and loans. The core objective of these
financial instruments is to meet the financing needs of the University’s operations. Additionally, the
University has other financial assets and liabilities arising directly from its operations i.e. trade debtors and
creditors.

Credit Risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in a
financial loss to the University.

The University’s credit risk arises from bank balances, investments, student debtors and commercial
organisations as customers. Management of credit risk is a prime objective of the Treasury Management
Policy. At 31 July 2016, the maximum exposure is represented by the carrying value of each financial asset
in the balance sheet.

The credit risk of liquid funds and financial instruments is limited because the counterparties are banks with
investment grade credit ratings assigned by an international credit-rating agency. The University’s
exposure and the credit ratings of its counterparties are monitored regularly. The credit exposure is limited
by counterparty limits and minimum counter party credit ratings set within the treasury management

policy.
Student and commercial debtors are reviewed on an-ongoing basis and a bad debt provision is made if
recovery becomes uncertain. If a debtor is deemed irrecoverable it is written off. The concentration of risk

is limited due to a large number of diverse customers across both students and commercial customer
populations.

Liquidity Risk

Liquidity risk refers to the risk that the University will not be able to meet its financial obligations as they
fall due. Regular monitoring of liquidity risk is an essential feature of treasury management activities.

Cash flow forecasts form part of the University’s planning process and are revised during the financial year
when re-forecasts are made. The University policy is to maintain a minimum of £20m in on-call cash
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balances. Excess funds are invested to maximise the return whilst observing the Treasury Management
Policy limits.
Interest Rate Risk

Interest rate risk refers to the likelihood that changes in interest rates will result in fluctuations of the value
of balance sheet items (i.e. price risk) or changes in interest income or expenses (i.e. re-investments risk).

Financial Instruments — fair values

The fair values of each category of the University’s financial instruments are the same as their carrying
value in the balance sheet.

33. PENSION SCHEMES

The University’s employees belong to three principal pension schemes, the Teachers' Pension Scheme (TPS), The
Universities Superannuation Scheme (USS} and the West Midlands Pension Fund, a Local Government Pension Scheme
(LGPS). The assets of these schemes are held separately from those of the University and are administered
independently. The liabilities associated with these schemes are as follows:

2016 2015

£'000 £'000
Local Government Pension Scheme 110,161 69,360
Universities Superannuation Scheme 1,443 1,013
Teachers’ Pension Scheme E -
111,604 70,373

(i} Local Government Pension Scheme (LGPS)

In completing the calculations for pension accounting purposes the actuaries have used the following items of data,
which were received from West Midlands Pension Fund:

e The results of the last full valuation which was carried out for funding purposes;

e Estimated whole Fund income and expenditure items for the period to 31 July 2016;

¢ Estimated Fund returns based on Fund asset statements provided (or estimated where necessary) as at 31
March 2013, 31 July 2015 and 30 June 2016, Fund income and expenditure as noted above, and estimated
market returns thereafter for the period to 31 July 2016;

e Estimated Fund income and expenditure in respect of the Employer for the period to 31 July 2016; and

e Details of any new early retirements for the period to 31 July 2016 that have been paid out on an unreduced
basis, which are not anticipated in the normal employer service cost.

Although some of these data items have been estimated, the actuaries do not believe that they are likely to have a

material effect on the results of this report. Further, they are not aware of any material changes or events since they
received the data.
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Employer membership statistics

The table below summarises the membership data, as at a recent date, for members receiving funded benefits.

Member data summary Number
Actives 2,854
Deferred pensioners 1,217
Pensioners 548

The service cost for the year ending 31 July 2016 is calculated using an estimate of the average total pensionable
payroll during the year. The estimated average total pensionable payroll during the year is £30,425,000.

Scheduled contributions

For information, the table below summarises the minimum employer contributions due from Birmingham City
University to the Fund over this inter-valuation period, as set out in the Rates and Adjustment certificate. The
calculated cost of accrual of future benefits is 12.7% of payroll p.a. The monetary contributions are due to be paid in
monthly instalments.

Minimum employer contributions due for the period 1 APRIL 1 APRIL 1 APRIL
beginning 2014 2015 2016
Percent of payroll 12.7% 12.7% 12.7%
plus monetary amount (£’000) 900 1,300 1,758

Birmingham City University may pay further amounts at any time and future periodic contributions, or the timing of
contributions may be adjusted on a basis approved by the Fund Actuary.

Assets
The return on the Fund (on a bid value to bid value basis) for the year to 31 July 2016 is estimated to be 11%.

The actual return on Fund assets over the year may be different.

The estimated asset allocation for Birmingham City University as at 31 July 2016 is as follows:

31 July 2016 31 July 2015
£'000 % £000 %
Equities 96,349 59% 84,937 59%
Government bonds 11,264 7% 10,923 8%
Other bonds 13,898 9% 14,947 10%
Property 12,920 8% 12,072 8%
Cash/liquidity 10,421 6% 6,898 5%
Other 17,513 11% 13,941 10%
Total 162,365 100% 143,718 100%

The actuaries have estimated the bid values where necessary based on the information provided by West Midlands
Pension Fund. Please note that the individual percentages shown are to the nearest percentage point for each asset
class and may not sum to 100%. The final asset allocation of the Fund assets as at 31 July 2016 is likely to be different
from that shown due to estimation techniques. Please note that the actual investment strategy has not changed from
the previous year, however there may be some labelling differences.
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Based on the above, the Employer’s share of the assets of the Fund is approximately 1%.

Valuation approach
To assess the value of the Employer's liabilities at 31 July 2016, actuaries have rolled forward the value of the
Employer's liabilities calculated for the last full funding valuation using financial assumptions that comply with FRS102.

The full actuarial valuation involved projecting future cash flows to be paid from the Fund and placing a value on them.
These cash flows include pensions currently being paid to members of the Fund as well as pensions (and lump sums)
that may be payable in future to members of the Fund or their dependants. These pensions are linked to inflation and
will normally be payable on retirement for the life of the member or a dependant following a member’s death.

It is not possible to assess the accuracy of the estimated value of liabilities as at 31 July 2016 without completing a full
valuation. However, they are satisfied that the approach of rolling forward the previous valuation data to 31 July 2016
should not introduce any material distortions in the results provided that the actual experience of the Employer and
the Fund has been broadly in line with the underlying assumptions, and that the structure of the liabilities is
substantially the same as at the latest formal valuation. From the information received there appears to be no evidence
that this approach is inappropriate. To calculate the asset share they have rolled forward the assets allocated to the
Employer at the last full funding valuation allowing for investment returns (estimated where necessary), contributions
paid into, and estimated benefits paid from, the Fund by and in respect of the Employer and its employees.

Demographic/Statistical assumptions

We have adopted a set of demographic assumptions that are consistent with those used for the most recent Fund
valuation, which was carried out as at 31 March 2013. The post retirement mortality tables adopted are the S1PA tables
with a multiplier of 99% for males and 96% for females. These base tables are then projected using the CMI 2012
Model, allowing for a long-term rate of improvement of 1.5% p.a.

The assumed life expectations from age 65 are:

Life expectancy from age 65 (years)

31 July 2016 31 July 2015
Retiring today Males 23.0 23.0
Females 25.7 25.6
Males 25.3 25.6
Retiring in 20 years Females 28.1 28.0

The actuaries have also assumed that:

e  Members will exchange half of their commutable pension for cash at retirement;

e For those members who are entitled to receive their accrued benefits (or part of those benefits) prior to the
Fund’s normal pension age, a proportion of the active membership is assumed to retire in normal health prior
to age 65; and

e 5% of active members will take up the option under the new LGPS to pay 50% of contributions for 50% of
benefits.
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Financial assumptions
The financial assumptions used to calculate the results are as follows:

Assumptions as at 31 July 2016 31 July 2015
% p.a. % p.a.
Discount Rate 2.6% 3.8%
Pension increase 2.0% 2.2%
Salary increases 3.75% 3.95%

These assumptions are set with reference to market conditions at 31 July 2016.

The estimate of the duration of the Employer’s liabilities is 20 years.

The discount rate is the annualised yield at the 20 year point on the Merrill Lynch AA-rated corporate bond yield curve
which has been chosen to meet the requirements of FRS102 and with consideration of the duration of the Employer’s
liabilities. This is consistent with the approach used at the last accounting date.

The Retail Prices Index (RPI) increase assumption is set based on the difference between conventional gilt yields and
index-linked gilt yields at the accounting date using data published by the Bank of England (BoE), specifically the 20 year
point on the BoE market implied inflation curve. This is consistent with the approach used at the last accounting date.

As future pension increases are expected to be based on the Consumer Prices Index (CPl) rather than RPI, the actuaries
have made a further assumption about CPI which is that it will be 1.2% p.a. below RPI (subject to a floor of 2% p.a.) i.e.
2.0% p.a. They believe that this is a reasonable estimate for the future differences in the indices, based on the different
calculation methods and recent independent forecasts. Of this difference 0.3% p.a. relates to the “inflation risk
premium” representing the allowance for supply/demand distortions in the bond market. This approach is consistent
with last year.

Salaries are assumed to increase at 1.75% p.a. above CPI, which includes allowance for promotional increases. This is
consistent with last year. Following the 2015 summer Budget, it was announced that public sector pay would be limited
to 1.0% p.a. for four years from 2016/17 onwards. In Appendix 4 is a sensitivity to show the impact on the defined
benefit obligation if this assumption was incorporated into the results.

Expected return on assets
For accounting years beginning on or after 1 January 2015, the expected return and the interest cost have been
replaced with a single net interest cost, which effectively sets the expected return equal to the discount rate.

Past service costs/gains

Past service costs/gains arise as a result of introduction or withdrawal of, or changes to, member benefits. For example,
an award of additional discretionary benefits to a member such as added years by a member would be considered a
past service cost.

The actuaries are not aware of any additional benefits which were granted over the year ending 31 July 2016.
Curtailments

The actuaries have calculated the cost of curtailments arising as a result of the payment of unreduced pensions on early
retirement. They have only calculated the cost of curtailments which affect the Employer’s LGPS pension liabilities.
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They calculate the cost of curtailments at the point of exit, with interest applied to the accounting date accounted for
separately.

Settlements
We are not aware of any liabilities being settled at a cost materially different to the accounting reserve during the year.

Results and disclosures
The actuaries estimate that the value of the net liability as at 31 July 2016 is £110,161,000.

The results of this calculations for the year ended 31 July 2016 are set out below:

Statement of financial position as at 31 July 2016

Net pension liability as at 31July 2016 31 July 2015
£'000 £'000
Present value of defined benefit obligation 272,494 213,050
Fair value of Fund assets (bid value) 162,365 143,718
Deficit 110,129 69,332
Present value of unfunded obligation 32 28

Unrecognised past service cost -
Impact of asset ceiling . 5

Net defined benefit liability 110,161 69,360

Statement of profit or loss for the year to 31 July 2016

The UK’s Financial Reporting Council have published FRS102, which applies for company accounting periods beginning
on or after 1 January 2015 and has replaced the current FRS17 reporting standard. In summary, the main changes that
affect the statement of profit or loss are:

e Removal of the expected return on assets, to be replaced by a net interest cost comprising interest income on
the assets and interest expense on the defined benefit obligation, which are both calculated with reference to
the discount rate; and

e Minor labelling changes to the statement of profit or loss.

FRS102 does not give a firm steer on how to account for administration expenses but we have chosen to account for
these within the statement of profit or loss in line with IFRS requirements; previously we made a deduction to the

actual and expected return on assets.

We have shown below the figures under the new standard for the year to 31 July 2016, the figures as they would have
been under the new standard for the period to 31 July 2015 and the disclosed figures for the period to 31 July 2015.

55



BIRMINGHAM CITY UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 JULY 2016

The amounts recognised in the profit and loss

statement are: Year to As at As at
31 July 2016 31July 2015 31 July 2015
£'000 £000 £'000
Had FRS102
applied disclosed
Separated
Service cost 6,758 5,702 below
Included Included
Current service cost above above 5,582
Net interest on defined liability (asset) 2,534 2,338 n/a
Interest on obligation n/a n/a 7,996
Expected return on Fund assets n/a n/a (7,548)
Included Included
Past service costs above above -
Included Included
Losses (gains) on settlements and curtailments above above -
Administration expenses 86 86 n/a
Total loss 9,378 8,126 6,030
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Asset and benefit obligation reconciliation for the year to 31 July 2016

Reconciliation of opening & closing balances of the

present value of the defined benefit obligation Year to As at As at
31July 2016  31July2015 31 July 2015
£000 £'000 £000
Had FRS102
applied disclosed
Opening defined benefit obligation 213,078 183,687 183,687
Current service cost 6,758 5,702 5,582
Interest Cost 8,035 7,877 7,996
Combined
Change in financial assumptions 47,920 16,810 below
Combined
Change in demographic assumptions - - below
Combined
Experience loss/(gain) on defined benefit obligation - 30 below
Separated Separated
Total actuarial losses (gains) above above 16,841
Combined Combined
Losses (gains) on curtailments below below
Estimated benefits paid net of transfers in (5,091) (3,042) (3,042)
Combined Combined
Past service cost below below B
Separated
Past service costs, including curtailments - - above
Contributions by Scheme participants and other
employers 1,829 2,017 2,017
Unfunded pension payments (3) (3) (3)
Closing defined benefit obligation 272,526 213,078 213,078
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Reconciliation of opening & closing balances of the

fair value of Fund assets Year to As at As at
31 July 2016 31July 2015 31 July 2015
£'000 £'000 £'000
Had FRS102
applied disclosed

Opening fair value of Fund assets 143,718 127,012 127,012
Expected return on Fund assets n/a n/a 7,548
Interest on assets 5,501 5,539 n/a
Return on assets less interest 11,116 7,659 n/a
Other actuarial gains/(losses) - - n/a
Total actuarial gains/(losses) n/a n/a 5,564
Administration expenses (86) (86) n/a
Contributions by employer including unfunded 5,381 4,622 4,622
Contributions by Scheme participants and other
employers 1,829 2,017 2,017
Estimated benefits paid plus unfunded net of
transfers in (5,094) (3,045) (3,045)
Closing fair value of Fund assets 162,365 143,718 143,718

The total return on the fund assets for the year to 31 July 2016 is £16,617,000.
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Re-measurements in other comprehensive income

Remeasurement of the net defined liability Year to As at
31July 2016 31 July 2015
£'000 £000
Had FRS102
applied
Return on Fund assets in excess of interest 11,116 7,659
Changes in financial assumptions (47,920) (16,810)
Experience loss on defined benefit obligation - (30)
Re-measurement of the net defined liability (36,804) (9,181)
Statement of recognised gains and losses {STRGL) As at
31 July 2015
£000
Disclosed
Actual return less expected return on Fund assets 5,564
Experience gains and losses (30)
Changes in assumptions underlying the present value
of Fund liabilities (16,811)
Actuarial losses recognised in STRGL (11,277)
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(ii) The Universities’ Superannuation Scheme
The Universities’ Superannuation Scheme (USS) provides benefits based on final pensionable salary.

The University participates in the Universities Superannuation Scheme (the scheme). Throughout the current and
preceding periods, the scheme was a defined benefit only pension scheme until 31 March 2016 which was contracted
out of the State Second Pension (S2P). The assets of the scheme are held in a separate trustee-administered fund.
Because of the mutual nature of the scheme, the scheme’s assets are not hypothecated to individual institutions and a
scheme-wide contribution rate is set.

The University is therefore exposed to actuarial risks associated with other institutions’ employees and is unable to
identify its share of the underlying assets and liabilities of the scheme on a consistent and reasonable basis and
therefore, as required by Section 28 of FRS 102 “Employee benefits”, accounts for the scheme as if it were a defined
contribution scheme. As a result, the amount charged to the income and expenditure account represents the
contributions payable to the scheme in respect of the accounting period.

Since the University has entered into an agreement (the Recovery Plan that determines how each employer within the
scheme will fund the overall deficit), the University recognises a liability for the contributions payable that arise from
the agreement to the extent that they relate to the deficit and the resulting expense in the income and expenditure
account.

The total cost charged to the profit and loss account is £1,067,000 (2015: £1,013,000) as shown in note 8.

The latest available full actuarial valuation of the scheme was at 31 March 2014 (“the valuation date”), which was
carried out using the projected unit method.

Since the institution cannot identify its share of scheme assets and liabilities, the following disclosures reflect those
relevant for the scheme as a whole.

The 2014 valuation was the third valuation for USS under the scheme-specific funding regime introduced by the
Pensions Act 2004, which requires schemes to adopt a statutory funding objective, which is to have sufficient and
appropriate assets to cover their technical provisions. At the valuation date, the value of the assets of the scheme was
£41.6 billion and the value of the scheme’s technical provisions was £46.9 billion indicating a shortfall of £5.3 billion.

The assets therefore were sufficient to cover 89% of the benefits which had accrued to members after allowing for
expected future increases in earnings.

Defined benefit liability numbers for the scheme have been produced using the following assumptions:

2016 2015
Discount rate 3.6% 3.3%
Pensionable salary growth n/a 3.5% in the first year

and 4.0% thereafter

Pension increases (CPI) 2.2% 2.2%
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The accounting changes introduced by FRS 102 have made a significant difference to the group accounts
in several key areas:

e The application of the accruals model to deferred government grants means that they are reclassified
as deferred income within creditors which has had the effect of reducing net assets by £23m

e  On first time adoption of FRS 102 there is a once only opportunity to change the value used for cost of
individual fixed assets as at 1 August 2014. The University has revalued leasehold property at its City
South campus and Millennium Point

e A new provision has been recognised for short-term employee benefits (holiday pay) which is
recognised through reserves on first time adoption of FRS 102

e Asingle statement of comprehensive income has replaced the income and expenditure account and
statement of total recognised gains and losses (STRGL) with the result that certain items (for example,
actuarial gains and losses in respect of pension schemes) are now reported within the statement of
comprehensive income and expenditure rather than the STRGL.

*In reviewing its lease arrangements as part of its FRS 102 conversion work, the University identified that
the main building lease at Millennium Point should be treated as a finance lease instead of an operating
lease which was previously the accounting treatment under old UK GAAP until 2014/15. Further review of
the documentation associated with this lease indicated that it should have been classified as a finance
lease from 31 October 2011 when the agreement to extend the original 30 year lease of the property was
signed. This item has therefore been highlighted and presented separately in the above table to distinguish
it from the accounting policy changes arising directly from the implementation of FRS 102.
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