
*£198.487M of additional revaluations were merged into the income and 
expenditure account on implementation of the accounting changes 
introduced by the financial reporting standard FRS102 in 2015/16 as 
‘deemed cost’ and are therefore not disclosed separately. A further 
£28.511M was merged into the income and expenditure reserve in 2016-
17. 

Reserves of HEIs represent their total assets less their liabilities and, in 
very broad terms, can be used as a proxy for the overall value of an 
institution. These reserves are the accumulated surpluses of an 
institution over its lifetime and most of these have been invested in fixed 
assets used by the HEI such as land, buildings and capital equipment. 
Reserves are not the same as cash and should not be regarded as an 
indicator of the financial health of an institution in terms of its available 
cash. Although an institution could dispose of an asset if it was surplus 
to operational requirements (thereby converting it to cash), the assets 
are accounted for at original cost or their value to the institution as 
opposed to their disposal value and the cash proceeds can therefore be 
different to the asset value.  
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Analysis of the Welsh Higher Education sector’s reserves 

The Welsh Higher Education sector over the last four years has had total 
reserves of between £1.5 billion and £1.6 billion, as analysed below. 
Only the income and expenditure reserve represents realised and 
unencumbered reserves, and this ranges from 56.2% to 61.7% of the 
total reserves over the four years. The breakdown by Higher Education 
Institution (HEI) is provided in Annex A. 



 
Reserves are categorised as restricted or unrestricted. Restricted 
reserves have conditions attached to them that limit or narrowly define 
how an institution can use the funds, such as endowments and 
donations designated for a specific purpose. Unrestricted reserves 
represent the value of the institution’s accumulated funds through 
surpluses reported in its income statement, on whose use there are no 
restrictions.  
 
Unrestricted reserves include revaluation reserves, which arise when an 
institution reflects the current value of an asset, as opposed to its 
original cost, in its financial statements. These “gains” are therefore 
unrealised as property values can fluctuate over time and the institution 
will not necessarily intend to crystallise the gain, or even achieve the 
accounting value should the gain be crystallised. Outside the charity 
sector, such gains are deemed undistributable.  
 
Unrestricted reserves are also required to absorb the pension provisions 
for defined benefit schemes which is a very material figure for individual 
HEIs. 
 
Other relevant indicators of an institution’s cash reserves and financial 
health are a combined consideration of: 
 

a) liquid assets (cash and short term investments) considered as a 
percentage of cash expenditure ; and 
 

b) net operating cash flows 
 
Surpluses and deficits can be impacted by non-operational cash 
items such as receipts from donations and endowments or large 
capital receipts. Cash flow from operating activities represents a 
more reliable indicator of financial operating performance. Cash 
flow here means an HEI’s cash resources that have been 
generated from operations to meet day to day obligations, before 
the costs of capital invested and debt servicing costs (both interest 
and capital repayments). 
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