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In Summary – Higher Education

• In recent years, the sector has been impacted by uncertainties and risks affecting the wider UK

economy, including the UK’s negotiations surrounding its withdrawal from the European Union,

upwards pressure on costs and the recent COVID-19 outbreak.

• The Student Loans Company will bring forward £2.6 billion of tuition fee payments in the

2020/21 academic year to help relieve cash flow pressures as a result of the COVID-19

outbreak.

• Higher Education Institutions (“HEIs”) have historically remained resilient during periods of

economic uncertainty. However, risks will need to be monitored closely if organisations are to

ensure long-term sustainability.

• UK HEIs have experienced steady growth in recent years, both in terms of income generation

and student numbers.

• The financial results for HEIs in Wales, however, show a relatively mixed position overall, with

some reporting operating deficits of more than £180 million.

In Summary – Further Education

• Income of UK FEIs has fallen in recent years, reflective of declining learner numbers and

prolonged cuts to funding.

• Funding is a fundamental challenge in Further Education. Funding for further education is

fragmented, unpredictable and at a lower level per learner than higher education.

• The Post-18 Review of Education and Funding (“The Review”) recommends that the

Government provide Further Education Institutions (“FEIs”) with an additional £1 billion of

capital investment and that further investment is made to improve the recruitment and

retention of high-quality staff.

• The Government has announced an increased focus towards investment in the development

of T levels (the technical alternative to A levels) as suggested in The Review.

• The Government has expressed its commitment to supporting students and FEIs during the

COVID-19 pandemic, confirming that the Education and Skills Funding Agency (“ESFA”) will

continue to pay grant funded providers in England, whilst Education Maintenance Allowance

(“EMA”) payments will continue in Wales.



FEIs and HEIs have closed their doors, education has shifted to the virtual classroom and exams have

either been postponed, cancelled or moved online. With a large proportion of students deciding to

defer until the health crisis has dissipated, education providers face losing millions in foregone tuition

fees. There are calls from students for tuition fees to be reimbursed, with many students also facing

demands from landlords to pay ongoing rent on their vacated rooms for the remainder of the term.

Sector support measures

• Ministers have rejected calls for a government bailout to the sector. Alternatively, it has been

announced that the Student Loans Company will bring forward £2.6 billion of tuition fee payments in

the 2020/21 academic year to help relieve cash flow pressures.

• HEIs who are facing financial difficulty due to COVID-19 can also apply for 80% government-

backed lending facilities via the Coronavirus Business Interruption Loan Scheme or the Coronavirus

Large Business Interruption Loan Scheme.

Caps to student numbers

• Competition for domestic students is already heightened due to a fall in the population of 18-year

olds in the UK. There are concerns that the uncertainty caused by COVID-19 could leave some HEIs

with too few applicants to stay financially viable. As a result, HEIs initially began converting

conditional offers to unconditional, in an attempt to retain application rates.

• The Government has announced a cap to the number of students that each HEI in England can

recruit, in order to avoid a free-for-all on admissions and over-recruitment. HEIs will be able to recruit

full-time undergraduate UK and EU students for 2020/21 up to a temporary set level, based on their

forecasts for the next academic year, plus an additional 5%.

• The Government will also have the discretion to allocate an additional 10,000 places, with 5,000

ring-fenced for nursing, midwifery or allied health courses. The cap will apply to HEIs in England,

whilst discussions with devolved administrations continue.

Disruption to international recruitment

• UK HEIs face a potential deficit of hundreds of millions of pounds in tuition fees as a result of

COVID-19, as international students from China and other countries cancel or postpone enrolments.

• HEIs increasingly rely on revenue from international tuition fees. A 10% fall in enrolments from China,

Hong Kong, South Korea and Japan could cost HEIs c.£200m in lost tuition fees alone.

• This would also have a knock-on impact on the UK economy, which would lose hundreds of millions

of pounds in revenue from spending by international students on accommodation, travel,

entertainment and living expenses.

Universities UK (UUK) response

• UUK has responded to an open letter from the National Union of Students, which calls for HEIs to

provide maximum support to their students, via implementation of best practice health guidance,

flexible renting obligations and ensuring no evictions take place.

• The response highlights that many HEIs are waiving or refunding accommodation fees for the third

term of this academic year, as well as increasing or creating hardship funds for students in difficulty.

Government guidance has been updated to ensure a ‘non-eviction’ policy and students renting

privately are protected from eviction from emergency government legislation. HEIs are also

implementing support mechanisms for student tenants, including those who are self-isolating, such

as arranging food supplies to be delivered and regular check-ins for student wellbeing.

Key Consideration - COVID-19 Plan

Education institutions will have prepared comprehensive COVID-19 plans, which succinctly

summarise the challenges facing the institution and highlight key strategic, financial and

commercial/operational actions being taken by management to mitigate the impacts of the virus.

COVID-19 Update
Sector impact and response from stakeholders
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Sector Overview

International presence

• UK education institutions remain an attractive option for overseas students, with non-UK students

now accounting for 20% of student numbers in higher education.

• Despite geopolitical uncertainty caused by Brexit, the number of new students from EU nations

increased by 2% in 2019 from the previous year.

• Enrolments from students outside of the EU also rose by 10% in 2019, with those from China alone

increasing by 13%. Welsh HEIs also experienced an increase of 6% in the number of non-EU

international students applying for courses in 2019.

Rising demand for university places

• The Higher Education Policy Institute predicts that at least 300,000 more HEI places will be needed

in England over next decade, due to an increase in the population of 18-year-olds during the

period and a continuing rise in students entering higher education.

• Over the next decade, the population of 18-year-olds in England is predicted to increase by 23%.

The participation rate has increased by nearly 25% since 2006 and it is forecast to continue rising at

this rate to 2030.

• The number of applicants to HEIs in Wales, however, has followed a downward trend since 2016,

falling from 70,000 to 60,000 students during the three-year period to 2019. However, this does not

account for the rise in the number of students entering higher education via part-time study in

Wales, for which data from the Student Loans Company revealed a 35% increase in

undergraduate applications.

• Declining student numbers is Wales has resulted in additional competition between institutions to

attract full-time learners.

Review of Post-18 Education and Funding

• The Review examines the funding issues faced by institutions.

• Led by a panel of experts within further and higher education sectors, the report contains 53

recommendations on the future structure of the sector and funding proposals. The headline

recommendations are:

• The reduction of higher education tuition fees to £7,500 per year.

• Government to replace lost fee income by increasing the level of teaching grant.

• Additional £1 billion of capital investment to improve the delivery of higher technical and

intermediate level training, by improving the recruitment and retention of high-quality staff.

• Extending the student loan repayment period from 30 years to 40 years.

• Reducing the interest charged on student loans whilst students are studying.

• Capping the overall amount of repayments on student loans to 1.2 times their loan.

• Reducing the income threshold for student loan repayments from £25,000 to £23,000.

• Reintroducing maintenance grants of £3,000 for disadvantaged students.
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Financial Performance

Higher Education

• UK HEIs have experienced steady growth in

recent years, both in terms of income

generation and student numbers.

• HEI income totalled £38.3 billion in 2017/2018,

an increase of 6.9% from the previous year. In

2017/18, 66% of UK HEIs had an annual

income of £100 million or more.

• Overall, the sector has operated with a

surplus for all years in the past decade.

However, operating surpluses as a

percentage of income have been falling

since 2014/15 to 3.1%.

• Performance also varies across the UK. HEIs in

Wales are experiencing pressure from falling

application rates and job cuts, with some

reporting operating deficits of more than £180

million.
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Further Education

• Income of UK FEIs has declined in recent

years, reflective of reduced learner numbers

and a prolonged period of cuts to funding. In

recent years, FEIs have experienced the

largest cuts to funding in comparison to

schools and HEIs.

• Funding is fragmented and at a much lower

level per learner than higher education.
Between 2011 and 2019, spending per

student fell by 23% in sixth form colleges.

• The largest single source of adult funding in

further education in England is the ESFA

Adult Education Budget (“AEB”).

• The Review recommends that ESFA funding

rules should be simplified and calls for the

Government to commit to providing an

indicative AEB, which enables FEIs to plan on

the basis of income over a three-year

period.
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Borrowings and Capital Expenditure

• The generation of operating surpluses is essential for HEIs and FEIs to service borrowing facilities

and fund the capital investment needed to attract and retain high-calibre students and staff.

• Interest rates remain very low by historic levels - implementing a hedging strategy in the shorter

term is likely to be constructive, particularly for longer-term funding.

Higher Education

• The expansion of HEIs has been partially funded by a mixture of bank and capital market debt,

in addition to financial arrangements such as sale and leasebacks.

• Sufficient capital expenditure will be required to accommodate the anticipated rise in student

numbers in the medium term and maintain quality standards.

Further Education

• The Review suggests that the Government provides FEIs with an additional £1 billion of capital

investment to improve the delivery of higher technical and intermediate level training, by

improving the recruitment and retention of high-quality staff.

• The Review also recommends that funding is allocated towards generating a coherent suite of

higher technical and professional qualifications, to help FEIs offer a competitive alternative to

degrees and boost student numbers.

Sector Borrowings

Source: HESA, Gov.UK, Post-18 Review of Education and Funding 
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Consolidation

Higher Education

• Many UK HEIs are smaller than their international competitors.

• Mergers and acquisitions allow HEIs to compete with larger providers, by increasing the depth and

variety of learner capabilities, increasing student numbers and enhancing geographic reach.

Further Education

• Consolidation and collaboration between education providers has been a prominent feature of

the further education sector in England and Wales.

• Since 2015 there have been no fewer than 10 mergers per year in England.

• There are currently 244 further education and sixth form colleges in England, compared to almost

450 when colleges were incorporated in 1993.

Given the increasing pressure of both HEIs and FEIs to boost performance, a collaboration or merger

strategy may be an effective method to maximise organisations’ ambitions and benefit from

economies of scale.
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Corporate Finance International

Gambit is the exclusive UK shareholder of CFI, a
global partnership of middle-market investment
banks and corporate finance advisory firms.
With over 200 professionals located in 26 offices
throughout the world, CFI members specialise in
cross-border acquisitions, disposals, capital
raising, and related services. CFI was ranked
number 16 in Europe and 21 globally by
Thomson Reuters for transactions valued up to
€200 million in 2019.
www.thecfigroup.com

Gambit Corporate Finance

Established in 1992, Gambit is an independent
corporate finance advisory firm specialising in
advising organisations on mid-market
transactions in the UK and overseas. With offices
in London and Cardiff, Gambit is widely
recognised as a market leader in debt advisory
and M&A, having built up detailed industry
knowledge and an enviable track record in
deal financing and execution.
www.gambitcf.com
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