C01031 Coding Manual 
Purpose of the Finance Statistics Return
The annual Finance Statistics Return (FSR) is the main source of historical financial information on the total activities of all UK higher education institutions (HEIs). The data supplied within the return are required for the following reasons: 
1. To assist in the production of management information. 
2. To assist in the monitoring of the financial health of institutions. 
3. To support policy formulation and decisions. 
4. To support proper reporting and accountability. 
5. To inform and report on the funding process. 
6. To advise the Office for National Statistics on the overseas earnings of HEIs for use in the calculation of the Balance of Payments. 
It is therefore important that the return should be completed as consistently as possible between one institution and another and between successive years. 
  
Scope of the FSR
The FSR provides details of the consolidated income and expenditure account, balance sheet information and cash flow statement. The figures recorded in the FSR for the main consolidated income and expenditure headings, the consolidated balance sheet and the consolidated cash flow statement must be the same as those recorded in the audited/published financial statements. 
  
Accounting conventions
All HEIs should prepare their annual financial statements in accordance with the Statement of Recommended Practice: Accounting for Further and Higher Education Institutions (SORP), and comply with the financial reporting requirements contained in any UK legislation relevant to their constitution, such as the Companies Act and the Charities Act. The FSR uses the principles in the SORP to analyse the financial statements in greater detail than is required for published financial statements. 
These Notes of Guidance are consistent with the SORP. In particular, the Definition of Terms in Part 2 and the Explanatory notes in Part 4 should be applied in completing the return. The following extracts taken from the SORP relate to the financial statements, but the principles apply equally to the completion of the FSR. In addition, conventions relating to research grants and contracts, other services rendered and cost centres are set out and should be followed by institutions in preparing their FSRs. 
  

Extracts from the SORP
Basis of accounting
	3.3
	The Accounts should be prepared using the historical cost convention as modified for the revaluation of certain assets. Where assets have been revalued, a note of Historical Cost Surpluses and Deficits should follow the Income and Expenditure Account (as set out in FRS 3). Financial statements should contain a positive statement that they are prepared in accordance with applicable Accounting Standards and any material departures from such standards should be clearly explained in the financial statements. 

	
3.4
	
The Financial Statements should give a true and fair view of the state of affairs of the institution at the balance sheet date and of its results and total recognised gains and losses and cash flows for the year then ended, whether channelled through the institution as an entity or through one or more subsidiary or associate undertakings. 

	
3.5
	
All institutions must comply with the financial reporting requirements contained in any UK legislation relevant to their constitution. In particular, the relevant Funding Councils may issue an Accounts Direction. Compliance with such an Accounts Direction is a condition of grant. Where an institution is constituted as a company, the financial statements must be properly prepared in accordance with the provisions of the Companies Act. Where a separately established company is a charity, its financial statements should comply with the Charities SORP. 

	
Consolidation

	3.6
	Where an institution has subsidiary or associate undertakings, the Financial Statements should be prepared on a consolidated basis in accordance with FRS 2 and 9. The Financial Statements of all subsidiary undertakings to be used in preparing the consolidated financial statements should, wherever practicable, be prepared to the same financial year-end and for the same accounting period as the parent institution. 

	
3.7
	
Where a subsidiary or associate undertaking’s financial year does not coincide with that of the institution, interim financial statements should be prepared to the same date as the parent institution. Where a subsidiary or associate undertaking’s financial year does not coincide with that of the institution but ends within three months before the parent institution’s year end, and it is not practicable to use interim Financial Statements, the statements of the subsidiary undertaking for its last financial year should be used. In such cases, material changes in the intervening period should be taken into account by adjustments in the preparation of the consolidated Financial Statements. 

	
3.8
	
The Financial Statements must disclose for each subsidiary or associate undertaking which is included in the consolidated Financial Statements on the basis of information prepared to a different date or for a different accounting period from that of the parent undertaking: 
1. the name of the subsidiary or associate undertaking; 
2. the accounting date; 
3. the reason for using a different accounting date; and 
4. the accounting period, if it is of a different length from that of the institution. 

	3.9
	Where a subsidiary or associate undertaking is excluded from consolidation, the notes to the accounts must disclose: 
1. the name of the subsidiary or associate excluded; 
2. any qualification contained in the auditors’ report on the subsidiary or associate undertaking’s financial statements for the relevant financial year. 
3. the aggregate amount of the subsidiary or associate’s undertaking’s capital and reserves at the end of its relevant financial year and its profit or loss for the period, unless the subsidiary undertaking is included in the consolidated financial statements using the equity method; 
4. the reasons why the subsidiary or associate undertaking is not dealt with in the consolidated financial statements; 
5. details of balances and transactions between the excluded subsidiary or associate undertaking(s) and the rest of the group; 
6. details of dividends and investment write-downs in cases where equity accounting has not been applied; and 
7. separate accounts for undertakings excluded under the “different activities” clause of FRS 2. 

	3.10
	The circumstances under which a subsidiary or associate undertaking may not be consolidated are set out in paragraph 4.5 of the SORP. 

	
Accounting for fixed assets

	3.11
	Land and buildings should be capitalised and should be included in the balance sheet at cost or valuation. In accordance with FRS 15, paragraph 42, revaluation policies should be applied to individual classes of fixed assets, but need not be applied to all classes. Where there is a revaluation of land and buildings, increases/decreases in value should be taken to the revaluation reserve. Decreases in value should be set first against any previous revaluation surplus and any balance should be taken to the income and expenditure account. The valuation should be an open market value for existing use basis or, if that is not practicable, depreciated replacement cost. The method used for the valuation and the name and qualification of the valuer should be disclosed in the notes to the accounts. Donated land and buildings should be accounted for at valuation on receipt. Assets under construction, being enhanced, or planned for disposal, should be treated as set out in FRS 15. Where tangible fixed assets are shown in the Balance Sheet at valuation, paragraph 74 (a) (iv) of FRS 15 also requires the disclosure of the historical cost and depreciation. 

	
3.12
	
All fixed assets should be tested regularly for impairment, either individually or in groups, as set out in FRS 11. Impairment is measured by comparing the carrying value of the asset with its recoverable amount. The recoverable amount is the higher of the net realisable value or the value in use. Value in use is normally the present value of the future cash flows obtainable as a result of the asset’s future use. However, this may not be an appropriate measure in not-for-profit organisations, and paragraph 20 of the FRS suggests alternative measures of service may be more relevant. For institutions this may be replacement cost of the asset, or other indicators set out in the institution’s strategic plan. Indicators of use such as planned student numbers for academic buildings, or occupancy levels for residences may be of assistance. 

	
3.13 
	
Equipment and furniture should be accounted for as fixed assets, subject to a reasonable materiality test. Such items should be included in the balance sheet at cost or, in respect of donated items, at valuation at the date of receipt. 

	
3.14
	
The gain or loss arising from the disposal of fixed assets, calculated in compliance with FRS 3 on the carrying value immediately prior to disposal, except for any proceeds requiring to be surrendered under the financial memorandum between the institution and the relevant funding council, should be included in the income and expenditure account and, if material, disclosed separately in line with accounting standards. Any proceeds which an institution is required to surrender should be specifically identified in the financial statements. 

	
3.15
	
Depreciation should be provided for in accordance with FRS 15 “Tangible Fixed Assets” and the basis used disclosed in the financial statements. 

	
3.16
	
Where an institution enjoys the use of an asset which it does not own and for which no annual or nominal rental is paid, whether or not such use is regulated by a licence or lease, the accounts must disclose this and, if practicable, a value should be attributed to this benefit and be capitalised and thereafter depreciated over the period of use. 

	
Accounting for inherited assets/liabilities

	3.17
	Where an institution has inherited fixed assets from a local authority, the assets should be included in the balance sheet at valuation on the date of receipt. Future valuations should be in line with the policy adopted by the institution in respect of FRS 15. Any inherited loans should be treated as a creditor, with the portion falling due within one year being treated as a current liability and the remainder as a creditor falling due after more than one year. The difference between the valuation and the outstanding loan(s) should be taken to the revaluation reserve. 

	
Accounting for investments

	3.18
	[bookmark: sorp]Listed investments held as fixed assets or endowment assets should be shown at market value. Investments such as heritable property should be shown at open market value. Investments in associated undertakings, as defined in FRS 9, should be shown in the consolidated accounts at attributable share of net assets (see FRS 9, para 26). Current asset investments, which may include listed investments, should be shown at the lower of cost and net realisable value. 

	
3.19 
	
Subject to the need to match specific income and associated expenditure, as described in paragraph 1.4 (b) of the SORP, all income from investments and capital increases/decreases arising on realisation or revaluation of investments should be treated as follows: 
1. income from fixed asset investments, endowment asset investments and current asset investments should be brought into the income and expenditure account in full; however, where income follows the matching principle as described in paragraph 1.4 (b) of the SORP, it should only be brought in to the extent that appropriate expenditure has been incurred. 
2. increases in value arising on the revaluation of fixed asset investments should be carried to the revaluation reserve via the statement of total recognised gains and losses; a diminution in value should be charged to the income and expenditure account to the extent it is not covered by a previous revaluation surplus; 
3. increases/decreases in value arising on the revaluation of endowment asset investments should be added to or subtracted from the funds concerned; and 
4. increases/decreases in the carrying value of current asset investments as set out in paragraph 3.18 should be brought into the income and expenditure account. 

	Accounting for endowment reserves

	3.20
	In all cases the total of Endowments in the bottom half of the Balance Sheet must equate to the total of Endowment Assets. 

	
Accounting for capital grants

	3.21
	Where an institution receives a grant to finance, or partly finance, the purchase, construction or development of an asset, and the asset is capitalised, the grant should be credited to deferred capital grants and an annual transfer made to the income and expenditure account over the useful economic life of the asset in proportion to the depreciation charge on the asset for which the grant was awarded. This SORP moves Deferred Capital Grants to the bottom half of the Balance Sheet, instead of the previous practise of showing them as reducing the value of Total Net Assets. This reflects the reality of funding in the FE and HE sector that such grants are in practise generally seen as increasing the funding base of institutions and arrangements exist to ensure that such grants continue to be available for further appropriate use by the institution even if the original asset which was funded has been disposed of. 


  

Conventions to be used in the FSR
Discontinued/acquired operations
Discontinued or acquired operations, for which separate disclosure is required on the face of the income and expenditure account under FRS 3 in the audited financial statements, should not be disclosed separately in the FSR. The individual elements of income and expenditure relating to such operations should be included under the relevant individual Heads within the FSR. 
  
Conventions relating to research grants and contracts and other services rendered
Research is to include research and experimental development. The definition of research, below, is taken from the 1993 Frascati Manual published in 1994 (ISBN 9264142029 - available from HMSO): 
"Research and Experimental Development (R & D) comprise creative work undertaken on a systematic basis in order to increase the stock of knowledge, including knowledge of man, culture and society and the use of this stock of knowledge to devise new applications. R & D is a term covering three activities: basic research, applied research and experimental development". 
Basic research is experimental or theoretical work undertaken primarily to acquire new knowledge of the underlying foundation of phenomena and observable facts, without any particular application or use in view. Applied research is also original investigation undertaken in order to acquire new knowledge. It is, however, directed primarily towards a specific practical aim or objective. Experimental development is systematic work, drawing on existing knowledge gained from research and/or practical experience that is directed to producing new materials, products or devices, to installing new processes, systems and services, or to improving substantially those already produced or installed. 
The Frascati Manual lists situations where certain activities are to be excluded from R & D except where carried out solely or primarily for the purposes of an R & D project. These include routine testing and analysis of materials, components, products, processes, etc; feasibility studies; routine software development; general-purpose data collection. The later stages of some clinical drug trials may be more akin to routine testing, particularly in cases where a drug company or other contractor has done the original research. 
The Frascati Manual contains the following examples of the type of work included under the three components of R & D: 
1. The determination of the amino-acid sequence of an anti-body molecule would be basic research. Such investigations undertaken in an effort to distinguish between anti-bodies of various diseases would be applied research. Experimental development would then consist of devising a method for synthesising the anti-body for a particular disease, based on the knowledge of its structure, and clinically testing the effectiveness of the synthesised anti-body on patients who have agreed to accept experimental advanced treatment. 
2. Theoretical investigation of the factors determining regional variations in economic growth is basic research: however, such an investigation performed for the purpose of developing government policy would be applied research. The development of operational models based upon laws revealed through research for the modification of regional disparities would be experimental development. 
In some cases the classification between 'research grants and contracts' and 'other services rendered' may be borderline. In such situations, the Frascati Manual should be referred to in order to determine the correct classification. 
In Table 6 of the FSR, expenditure on 'research grants and contracts' and 'other services rendered' should consist of direct costs which are incurred and should be the same as that recorded in the financial statements. 
  
Cost centres
Tables 4 and 6 break down income and expenditure by cost centre. A cost centre, as used for the FSR purposes, represents a group of operations having similar characteristics and broadly similar patterns of costs. Institutions allocate departments to cost centres or split departments across cost centres in consultation with the Funding Councils. Expenditure relating to central services, such as libraries and computer centres should be shown under academic services whereas expenditure relating to units (such as animal houses or engineering workshops) servicing particular academic departments should normally be included under the associated academic cost centre. Central services have their own cost centre codes under Academic services and Administration and central services. For example, where telephone costs are charged to departments they should be included in academic departmental expenditure under the appropriate cost centre. Postage costs should be similarly treated to the extent that the expenditure is charged to the academic department. The cost centre codes are the main references in the computerised record of recurrent expenditure. They are also included in the HESA Student and Staff returns and, therefore, provide the main link between the FSR and these other returns. 
  
Uniformity of returns
It is imperative that the FSR is completed uniformly, and all institutions follow the Notes of Guidance. This will then allow the data to be compiled in a consistent manner and meaningful interpretations of the data made. All monies should be shown in units of £1000 and where necessary be independently rounded to the nearest £1000. For example, £147,700 should be entered as 148. 
  
The ordering and linking of the tables
Table 1 (Income and expenditure account), the main heads of Table 2 (Balance sheet) (denoted by Arabic numerals) and Table 3 (Cash flow statement) must be identical to the financial statements. Table 4 (Research grants and contracts - breakdown of income by cost centre) and Table 5a (Tuition fees and education grants and contracts analysed by domicile, mode, level and source) should be completed before Table 5b (Income analysed by source) as the totals from Tables 4 and 5a are automatically entered into Table 5b. Totals from Table 5b and Table 6 (Expenditure by activity) are automatically entered into Table 1. The suggested order for completion of the tables is: 
Table 4, Table 5a, Table 5b, Table 6, Table 1, Table 2, Table 3, Table 7 and Table 8. 
  
Audit
The data returned is subject to audit but does not require an Audit Statement. 
  
Date of return
Institutions should submit the return with the completed tables to HESA by 31 December each year. 
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