
Group A

15
Group A compromises colleges that appear to have sufficiently robust finances in order to implement their strategic and three-year development plans and to deal with the circumstances most likely to occur during the planning period.  These colleges will normally have:

· a positive cash flow from operations each year;

· more than 25 cash days in hand;

· a current ration above 1.5:1;

· a positive balance on their general reserve (income and expenditure account);

· an operating surplus year-on-year; and

· total borrowing less than 50% of their general reserve (income and expenditure account.

16 Also, these colleges will have carried out a rigorous sensitivity analysis and will have modelled the issues that are most critical to their success.  In addition, they will have identified contingency plans in order to deal with the most adverse variances.

Group B

17
Group B comprises colleges demonstrating signs of financial weakness that might limit their ability to implement their strategic and three-year development plans, should they encounter adverse circumstances during the planning period.  Colleges in this group are likely to have weaker solvency than those in Group A but should still have:

· a positive cash flow from operations each year;

· more than 15 cash days in hand;

· a current ration between 1.0:1 and 1.5:1;

· a positive balance on their general reserve (income and expenditure account);

· an operating position at break-even; and

· total borrowing no greater than their general reserve (income and expenditure account).

17 In addition, this group also covers those colleges that may appear to have features similar to those for Group A, but whose assumptions appear either over-ambitious or over-optimistic.  For example, some colleges in Group B are planning significant efficiency savings without robust plans in place to achieve those savings.  Some colleges may have included income generation without a supporting business plan.  In addition, this group also includes colleges that are improving from a Group C position.

Group C

19
Group C comprises financially weak colleges that are (or may become) dependent on the goodwill of others.  This might involve, for example, a loan from their bank for solvency purposes.  Group C colleges are at significant risk of failing to deliver their strategic and three-year development plans.  Colleges in this position are likely to have:

· a cash outflow from operations in one or more years;

· less than 15 cash days in hand;

· net current liabilities (current ratio less than 1.0:1) in one or more years;

· an accumulated deficit on their general reserve account;

· an operating deficit on their general reserve account; 

· an operating deficit; and

· total borrowing in excess of their general reserve (income and expenditure account).

