An Alternative Financial Strategy – Technical Document
This document sets out additional details and data relating to University of Nottingham UCU’s
Alternative Financial Strategy document.
What is ‘lean financial management’?
‘Lean management’ refers to a specific approach to management that has been adopted in some
private sector companies as well as in parts of the public sector. It seeks to maximise ‘added value’
by reducing costs in production processes. The drive to minimise costs is often associated with
automating work processes and adopting ‘just-in-time’ workflows whereby companies seek to
minimise holding unproductive assets such as stocks or cash. It is claimed that ‘lean principles’ can
be applied to all aspects of an organisation’s activities.
Financial management at the University of Nottingham is a form of ‘lean management’ in two
important respects. First, it seeks to reduce costs by minimising interest payments on debt. It
achieves this by avoiding long-term debt and using surpluses generated from day-to-day activities
(teaching, research) to finance capital investment. Second, it seeks to hold low levels of
(unproductive) cash, relying on a ‘just in time’ approach to cash flow management.
There are two key consequences of this approach:
1. Low levels of cash reserves make an organisation vulnerable to unanticipated system shocks
as there is no contingency.
2. Financing major long-term investments, without using long term borrowing, places
enormous pressure on the organisation to generate immediate surpluses. This has to be
achieved by maximising income generation and minimising costs. In short, labour
‘productivity’ must be increased as lean financial management drives the implementation of
lean principles across the whole of the organisation.
The adoption of lean management is highly contentious even in the commercial sector. Its use in the
public sector (for example in the civil service) has been particularly controversial given its negative
impact on both the quality of service and on the quality of working life for employees. There is also
evidence that the focus on achieving targets, such as income generation, has a distorting effect on a
service’s commitment to traditional public service values.
Lean financial management at the University of Nottingham: before the pandemic
UoN has historically preferred holding low cash reserves. The rationale for this approach to cash
management is that it reduces reliance on debt. Debt creates cash reserves as well as interest
payments. Saving surpluses also creates cash reserves. While cash reserves do not generate any
income, interest payments result in expenses. Therefore, holding minimum cash and minimum debt
is considered efficient. However, despite their cost, cash reserves serve an important role as they
provide the liquidity needed for operations and act as a buffer in the case of unexpected negative
income shocks.
To provide for its daily operational liquidity, rather than holding large cash reserves, UoN instead
relies on Revolving Credit Facilities (RCFs). RCFs can be regarded as an ‘overdraft’ facility, whereby
bank balance can go negative with the corresponding interest payment. UoN argues that this
financing method is advantageous and efficient because it provides daily operational liquidity,
minimises interest payment, and minimises the efficiency loss of holding cash reserves. However,
this financing method, called ‘lean financial management’, does not provide a buffer against an
unexpected income shock.
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Most institutions hold cash reserves for ‘rainy days’ and to manage liquidity, whilst using long-term
borrowing to finance investment. UoN’s lean approach means that liquidity is managed with debt
(overdraft/RCF) and cash available is spent on investment rather than saved.
In May 2020, when the pandemic hit, the total available from RC facilities was an additional £80m
(see table 1a). At that time, maintaining the £50m liquidity minimum (30 days of operation costs
required by OfS) meant that UoN could only have used £30m of that £80m. Therefore, immediate
income losses in 2019/20 meant that drastic measures to maintain liquidity had to be put in place
(voluntary redundancy and spending freeze). Equally, a forecast income loss of £150m in 2020/21
was a huge concern and had to be addressed by immediately cutting costs (15% saving plans). The
forecasts for "no action" showed all available credit facilities being used up by the end of August
2020 and ‘cash running out in 2020/21 and 2021/22, which would have meant bankruptcy.
UoN borrowing facilities
(Based on 2019/20 Financial Statements)
Term
Repayment
date

Value
£m

Drawn

Funds
available

Interest rate

£100m

£100m

£0m

2.47% fixed

£2.4m

£0.2m

(current
LIBOR:
0.13%)

Annual
interest

Private
Placement
(MetLife)

30 years

Overdraft
(NatWest)

1 year

£15m

£0m

£15m

1.0%

RCF 1
(NatWest)

10 years

£80m

£0m

£80m

LIBOR+0.40% £0.5m (if
fully
drawn)

£195m

£100m

£95m

Jan 2050

Nov 2029

Table 1a

In October 2020, to mitigate this scenario and give themselves some more headroom, UoN took out
a new loan (see table 1b).
RCF2
(Coronavirus
Large
Business
Interruption
Loan Scheme
(CLBILS))
Total

3 years

£60m

£0m

£60m

£255m

£100m

£155m

July 2023

LIBOR+0.12% £0.2m (if
fully
drawn)

Table 1b

These borrowing facilities come with requirements (i.e. covenants) that UoN must meet. In the
event of a covenant violation, banks can request immediate repayment of the total borrowing. If the
total borrowing cannot be repaid, then the banks can declare the organisation bankrupt. For the
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details of UoN’s covenant requirements, please see below in Why didn’t UoN borrow more in
response to Covid-19?
The weakness of the lean financial management approach was exposed following the unexpected
income shock associated with the Covid-19 pandemic. UoN initially forecasted that the total impact
would be £150m in income reduction in 2020/21 due to reductions in student fee income (£80m),
commercial income (£13m), research income (£45m), and other incomes (£11m).
Given that UoN did not hold sufficient cash reserves, the impact of Covid-19 posed a serious threat
to the University. It is important to note that UoN is unique among the RG in this respect, as other
RG universities hold much larger cash reserves.
Figure 1 below provides an overview of UoN historical cash reserves compared to a selected group
of competitors, whereas Table 2 summarizes UoN historical and projected cash reserves between
2016-2025.

Figure 1

Cash and cash equivalent reserves (in £m)
15/16

16/17

17/18

18/19

19/20

£16.5m

£5.8m

£5.8m

£6m

£40m1

Table 2

The increase in cash balance at the end of 2020 is mostly from the new private placement of £100m.
This will not be maintained over the next 4 years while investments continue (see below).

1

In the 2019/20 financial year the University restructured its credit facilities to increase its available
headroom. The previous 25-year amortising revolving credit facility was replaced by a private placement of
£100.0 million over 30-year term with a single investor. In addition, an £80.0 million, 10-year revolving credit
facility was agreed to provide additional headroom.
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These are the cash and cash equivalent reserves held by other RG universities at the end of 2018/19:





University of Bristol - £137m
University of Manchester - £203m
Durham University - £108m
University of Liverpool - £41m

Figure 3

Figure 3 summarizes the UoN prediction in May 2020 on the long- term impact of the income
shortfall. Figure 4 presents the different scenarios faced by UoN when the Covid crisis hit. The
scenarios of ‘doing nothing’ in response to the predicted income shock are depicted as Scenarios A
and B in the flowchart below. In both cases, there was a possibility of breaching the Office for
Students (OfS) liquidity requirement for higher education (OfS requires higher education to hold 30
days’ headroom by a combination of cash reserve and borrowing facilities)2 and the covenants. As
UoN held borrowing facilities that allowed only £95m additional borrowings (overdraft and RCF1) in
Spring 2020, UoN could have suffered liquidity shortage under Scenario A or been forced to borrow
more (if banks had been willing to lend) to cover liquidity shortage (Scenario B) with greater chances
of covenant violation.
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UoN’s total annual expenditure was £792m in 2019. Excluding pension contribution (£110m), monthly
expenditure is £57m.

4

Figure 4

Understanding the risk of ‘doing nothing’, UoN instead took the drastic action of decreasing
expenses to the extent of the income reduction. Specifically, £150 - 200m expense saving was
implemented to compensate for the income reduction by reducing cost (£86m, known as ‘15%
plans’), pausing capital investment (£54m), and increasing borrowings (£10 – 60m).3 By
implementing these measures, UoN moved from scenario A to Scenario D, averting the possibility of
violating both the OfS liquidity requirement violation and the covenants.
It is important to note that, although Scenarios A and C, and D and F do not seem to differ in terms
of covenant violation, they differ in other aspects. With a larger cash reserve, Scenario C offers
flexibility in case of income shocks while Scenario A does not. Many Russell Group universities are in
Scenario C. They have higher debt and cash reserves. Although higher debt costs lead to higher
3

The numbers are slightly different across the documents as numbers are updated. The 15% plan specifies
cost reduction of £83m, paused capital investment of £57m, and additional borrowings of £10 – 60m.
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interest payments, they have provided greater flexibility in the wake of Covid-19, and other Russell
Group universities have adopted a less knee-jerk and more gradual response to the crisis, with no
voluntary redundancy schemes. The University of Bristol, for example, did not introduce a voluntary
redundancy scheme (it was specifically ruled out as it would have cost money when short term
savings were needed); rather, some form of discretionary merit payments (similar to the Nottingham
Reward Scheme) were halted, academic promotions were halted for about 6-8 months (new titles
were awarded but no pay increments given), but these were reversed late last year; a recruitment
freeze was imposed for 8 months; yet annual increments went ahead. As they did not need to worry
about OfS liquidity requirement violation and bankruptcy, they only needed to prepare for a possible
covenant violation due to decreasing operating cash flows. By sharp contrast, UoN (in Scenario A)
had to rush to drastic expense savings in a panic to avoid bankruptcy even before the actual impact
of Covid-19 could be assessed. Notice that Scenario F provides a safer environment in terms of
bankruptcy, OfS liquidity requirement, covenant and long-term planning.
In January 2021, UoN revised its original forecast of the impact of Covid-19. The originally forecasted
student fee reduction of £80m was revised to only £30m, while research income reduction (£48m
original) marginally improved to a £45m reduction. Commercial income reduction deteriorated from
£14m to £32m.
Covid-19 has exposed the vulnerability of ‘lean financial management’. Although lean financial
management saves interest cost and minimises the efficiency loss of holding cash reserves, this
benefit comes at the price of higher bankruptcy risk, higher chances of breaching OfS requirement
and covenant violations, and panic-driven decision making.
The voluntary redundancy scheme, which saw 400+ colleagues leave the institution, would not have
been necessary if UoN had had a different approach to managing its finances.
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Why didn’t UoN borrow more in response to Covid-19?
UoN has an A+ credit rating from Standard and Poor’s and a low level of debt compared to other
Russell Group universities (see figure 5). Theoretically, this provides UoN more capacity to borrow if
needed. This is one of the main arguments of UoN’s lean financial management: the low level of
debt provides the University more borrowing capacity, thereby providing flexibility in its financial
planning. The other main argument revolves around its low-interest payment as well as a lowinterest rate.

Figure 5

However, Covid-19 has shown that this is not the case. UoN has two covenant requirements (see
Table 3). First, the net borrowing (debt) should not exceed 60% of net asset. Due to the low level of
debt, UoN is safe in this covenant requirement. The second covenant requires that the ratio of net
operating cash flow to interest expense be no less than 1.1:1. In 2018/19, before Covid-19, UoN
safely met this requirement. However, when in May 2020 the income was forecast to decrease by
£150m, the surplus was also forecast to decrease dramatically, which is the reason why the expense
saving measures were introduced then. As operating cash flow is calculated based on surplus, UoN
has experienced a decrease in operating cash flow near to the level of the violation of this covenant,
budgeted to be 1.9:1 in 2020/21.
UoN covenant requirements

Table 2

7

Any additional borrowing would have increased the interest expense, decreasing the already low
ratio of operating cash flow to interest expense to a dangerous level. Furthermore, banks are
reluctant to lend money to organisations whose income is expected to decrease by such an
unprecedented level.
In a normal situation, the low level of debt allows UoN to pay low interest expenses using additional
borrowing capacity if needed. However, when such a need actually arises due to a negative income
shock, additional borrowing capacity is severely restricted due to potential covenant violation or
lenders’ reluctance.
Getting in Shape and Lean management
Nottingham’s approach to financial management was further embedded through the establishment
of the Getting in Shape (GiS) programme in October 2019. GiS was established in order to generate
the cash needed to finance the University’s ambitious investment plans by making day-to-day
operations more efficient. It is clearly underpinned by lean management thinking and theory.
According to the University GiS will “contribute to a strong, effective and engaged organisational
culture, removing pain points, improving processes, reducing waste and enabling us to address our
challenges and build on our strengths. Under the themes of Culture and Habits, Organisational
Efficiency and Financial Stewardship, ‘Getting in Shape’ supports the University of Nottingham’s
aspiration to be a high value, highly valued organisation”.
Underpinning the three themes (Culture and Habits, Organisation Efficiency, Financial Stewardship)
are three modes of delivery: Building Lean Capability, Enabling Improvement and Embedding Lean4.
‘Financial Stewardship’, the GiS theme most closely related to the concerns of the AFS, is sponsored
by the Chief Financial Officer (CFO), and focuses on ‘supporting investment by increasing value for
money’ and ‘increasing income’5.
GiS, was already in place before the crisis and was consequently drawn upon for the immediate
response to the pandemic. In a meeting of the ‘Covid-19 Financial Sustainability - 15% Plans - Pay
and Terms’ group, which brings together UoN management, UCU, Unison and Unite and has been
meeting regularly since early summer 2020, the CFO stated that the GiS team had been ‘repurposed’
to support the implementation of the 15% budget cuts imposed due to the pandemic. As a result the
role of the GiS team would be to support colleagues “ […]to think about Recovery and the aspects of
our work we now need to Rescue, Revive and, in the longer term Renew, in order to further our still
relevant University Strategy and remain a strong global University.”6
Beyond the crisis: what does Getting in Shape mean?
The University has indicated that it expects to continue to pursue its investment plans, outlined prior
to the pandemic. In other words, it has not changed its capital investment strategy despite the
profound impact that Covid-19 has had on the University. In fact, the University expects to deliver a
very ambitious £430m investment programme in 4-5 years and to do so using the same financial
strategy that it has pursued for several years. It will increase income and keep expenditure low,
thereby increasing surpluses, rather than financing long-term investment through long term

4

https://uniofnottm.sharepoint.com/sites/GettingInShape-InvestinginOurFuture
https://uniofnottm.sharepoint.com/sites/GettingInShapeInvestinginOurFuture/Getting%20In%20Shape%20Document%20Library/Forms/AllItems.aspx?id=/sites/Gettin
gInShapeInvestinginOurFuture/Getting%20In%20Shape%20Document%20Library/GiS%20Sponsors.png&parent=/sites/
GettingInShape-InvestinginOurFuture/Getting%20In%20Shape%20Document%20Library
6
The GiS reflective document available here: https://uniofnottm.sharepoint.com/:w:/r/sites/GettingInShapeInvestinginOurFuture/_layouts/15/Doc.aspx?sourcedoc=%7B703AD2B4-3FF1-43C0-9F6EF7AC782F69F1%7D&file=Getting%20in%20Shape%20Reflective%20Document%20April%202020.docx&act
ion=default&mobileredirect=true
5
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borrowing. Table 4 below presents the list of investment projects that were agreed pre-Covid,
including their prioritisation:

Table 3

Since this list was shared with the three campus unions in June 2020, another strategic project was
added: IT Operating Model, which involves the redesign of IS; the cost to achieve this and closing of
technical debt is priced at £40m, with a weighted score of 4.8.
The approach outlined by the Financial Planning Group is to increase investment when affordable to
facilitate delivery of priority investment. All the above investment programmes were paused in
20/21 but are set to resume from 21/22 onwards, including those not marked as strategic – e.g. the
contract for the £35m project Digital Core was published on gov.uk on 22 January 20217 - this is a 10
year contract, while the list above includes value for the next five years.
Whether it is necessary—or wise--to proceed with this investment plan at this moment in time
needs to be open for debate among the university community8. Similarly, e.g., a debate needs to be
had around whether it is necessary or appropriate to invest another £43m in the Research Beacons
when no figures have been made available on return on investment so far.
In order to achieve its ambitious capital investment plans (or something to keep the narrative
flowing) The University plans to increase income to £880m over the next five years. This is an
increase of 35% or more than £200m on pre-Covid levels.
Expenditure will be kept low by the now permanent 15% saving plans/budget cuts, initially
introduced in response to the crisis created by the pandemic. The University recognises that ‘Lack of
engagement in delivering the 15% plans could result in a risk to the university cash position’ and that
‘Income growth is substantial at £200m over 4 years, driven by student numbers, there is a risk of
under delivery, particularly on international recruitment’.

7
8

https://www.contractsfinder.service.gov.uk/Notice/5d962015-1aa8-4154-aab3-d0cfa3017b4a
https://www.theregister.com/2021/01/27/nottingham_unit4_shift/
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The growth in income will be driven by student numbers, particularly international students.
Another area where the University wants to improve its cost recovery is around research, ie.
increase grant capture.
Increasing income and keeping expenditure low will double operating cash flow from approximately
£50m pre-Covid to over £100m by 2023/24. Table 5 below provides an overview of historical (actual)
and projected (forecast) income, cashflow and surplus.
In terms of operating cashflow, the objective is for it to rise to £120m in 2023/24, which means a
14% operating cash generation as % of income – while the sector average is 9%. The surplus would
rise to 7% in 2023/24 - while the sector average is around 3%. Please note that the financial year is 1
August – 31 July.
Income – Turnover (in £m)
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

£635

£646

£664

£701

£710

£612

£694

£778

£838

£880

Operating Cashflow (in £m)
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

£45

£59

£59

£41

£38

£8

£35

£91

£120

£90

Operating cash generation as % of income
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

7.2%

9%

9%

5.9%

5.4%

1.3%

5%

12%

14%

10.2%

Surplus for the year (in £m)
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

£53

£32.7

£32.5

-£83

£94

£5

£14

£35

£54

£56

Operating surplus (in £m)
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

£18

£25

£28

£26

£9

n/a

n/a

n/a

n/a

n/a

Surplus as % of income
Actual

Forecast

15/16

16/17

17/18

18/19

19/20

20/21

21/22

22/23

23/24

24/25

2.9%

5.2%

4.9%

3.9%

1.3%%

<1%

2%

5%

7%

6%

Table 5
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UoN UCU concerns:
UoN UCU does not believe this approach offers a realistic, and sustainable, route to recovery after
the pandemic. In particular the union’s concerns are:
1. Targets for income generation/growth are unrealistic based on historical comparison. The
investment plans are overly ambitious. Staff are likely to experience unattainable targets for
research grant capture, while student recruitment targets, especially for international
students, will place enormous pressure on workloads. Staff:student ratios will deteriorate
with a concomitant impact on staff workloads and student experience. Importantly, the
deterioration in the Staff:student ratio will have a negative impact on UoN position in
national and international league tables, with serious long-term consequences on student
recruitment, putting at risk the University’s main source of income.
2. Cost reductions are unsustainable and unacceptable. The loss of posts through voluntary
redundancy has already placed a huge additional strain on staff, who have also paid for the
crisis with a pay freeze and real terms pay cuts. The drive to contain costs is already placing
an unacceptable cost on the mental, physical and material well-being of staff.
3. Efficiency targets are undeliverable. Getting in Shape seeks to streamline processes, improve
handling times and manage workloads. UCU does not believe this will lead to appreciable
savings. Indeed, our concern is that these changes will depersonalise the experiences of
students and staff while simultaneously increasing workloads. In a recent workload survey
completed by over 500 UCU members at the University 78% of respondents reported an
increase in workloads caused by IT systems and processes only recently introduced by the
University. This was identified as a serious problem by 53% of respondents.
UoN UCU demands that UoN abandons its ‘lean financial management’ and replace it with a
strategy based on careful, long-term borrowing for key investment projects, supported by broad
consultation amongst staff and finalised in a democratic decision-making process that involves the
university community (universitas) as a whole. This should involve the University agreeing a
budget for 2021-22 that reflects the principles and approach set out in UCU’s Alternative Financial
Strategy.
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