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Royal College of Music
TREASURER'S REPORT

SCOPE AND FORMAT OF THE FINANCIAL ACCOUNTS
The accounts comprise the consolidated results of the college and ics subsidiary, RCM Development Fund
limited ("RCMDF"), for the financial year 1 August 2004 to 3% July 2005. RCMDF was dormant throughourt the

year,

The College accounts include the specific endowments administered by the College. The College is a registered
charicy.

The financial accounts have been prepared according o the Statement of Recommended Practice: Accounting
for Furcher and Higher Education (SORP 2003) and other relevant Accounting Standards.

MISSION & PRINCIPAL OBJECTIVES ‘
The Royal College of Music is committed te being a world leader in practical education and research by and for
rusicians working primarily in the field of Western art music. It seeks ro ensure the continuing dynamism of
“this tradition through innovacion, the expansion of cultural boundaries and widening the relevance of this

music to all groups of society.

The College strives to offer fair access for ralented performers and composers from all backgrounds ta an
environment which encourages musicians o realise their potential, not only as artists with high executant’s
ckills bur also as individuals wich the vision, intelligence and resourcefulness neaded to contribute significantly

to musical Jife in this country and internationally.

CONSOLIDATED RESULTS
The College's cansolidated income and expenditure for the year ended 31 July 2005 is summarised as follows:

(restated)

2005 2004

£000 £000

Income 13,140 11,948
Expenditure 13,161 12,357
Net transfers from/ (to) endowments 72 (211)
Surplus / {deficit) 51 (620}
039 % (52) %

Surplus / (deficit) as a percentage of income

A prior year adjustment, to correct the allocation of depreciation between internally funded depreciation and
deferred capiral grants, has increased the deficit previously reported for 2003/04 by £0.2million and reduced
accumulated revenue reserves brought forward ac 1 August 2004 by £0.8 million, while increasing deferred
capital grants by £1.0 million. This amount will be released in future years to offset the charge in the income and

expenditure account for depreciation on tangible assets.

During the year ended 31 fuly 2004, the College implemented a staff restructuring plan which was designed to
reduce the College's costs and to safeguard its financial pasirion in future, The exceptional costs associated with
this rescructuring amounted o £0.1 million - in 2004/05 (£0.4 million in 2003/04) and these are included in staff
costs. As a result of this restructuring and continuing strict control over expenditure, the College recorded a
small surplus of £ 51,329 in 2004/05, after a net transfer from endowments of £71,970 {deficit of £ 620,267 in

2003/04).
The College received new endowments of £0.6 million in 2004/05 {£1.8 million in 2003/04) which were used

principally to increase the funds available for scholarships. The College’s investmenits increased by some £3.8
million in value during the year to 31 july 2005, as compared with an increase of £0.8 million in 2003/04.

The RCM Pension Scheme shortfall is being recrified by an increase to the College’s contribution over a ten
year period commenced in 2003.
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RESERVE POLICY

The reserves of the College comprise the endowments of the College and the College’s general reserves.

Within the College’s endowments, the specific endowments relate to the funds which were given to the College
on the condition that the capital should be maintained as permanent endowment while the recurns made on
this capital should be used to pay scholarships and prizes for the students of the College.

The general endowments derive from legacies and other gifts to the College. The real returns generated from
the College’s general endowments are used each year to support the operations of the College. The capiral of
the general endowments is invested in marketable securities and is held principally as part of the College's risk
management strategy, to cover known pension Habilities and as protecrion against the various risks which have
been identified. lts purpose therefore is to secure the furure work of the College. The College Council may at its
discretion allocate part of the capital of the general endowments to meet the cost of the building works which
form part of the College’s building Masterplan or to contribute to the cost of other projects to improve the

facilities of the College.

Within the general reserves the revaluation reserve relates whally to the land and buildings and musical
inscruments which are held by the College for the purposes of its acrivities as a conservatoire and was created
when rthese assets were revalued for accounts purposes or where gifts were brought into the accounts at
valuation. The accumulated revenue reserve is the accumulated surplus from the college’s activiries.

The College has consolidated reserves of £289,456 ((£20,849) - 2004) and expendable endowments, {general
endowments), of £ 10.3 million (£ 8.3 million - 2004). The expendable endowments include an amount of £1.2
million {£ 1.4 million - 2004) which is designated for the Masterplan.

INVESTMENT PERFORMANCE

The Investment Commitzee monitors the performance of the College’s investment portfolios. During the year
the College’s investment advisers, Newton Investment Managernent Limited, were re-appointed as investment
advisers to the College, following a rigorous review of their performance. The Investment Committee also
adopted new statements of investment policy for the College’s endowment funds for future years and set new
benchmarks which reflect the College’s requirements. During the year to 31 July 2005, the College’s invesrments
increased in value, and the investment performance was satisfactory in relation to the benchmarks which the

Committee had adopted for the year.

SCHOLARSHIPS :
The College provided scholarships, prizes and study support grants toralling £ 908,189 in 2005 (£ 906,172 - 2004)
to enable gifted students to undertake their studies during the year. This level of suppore has been made
possible by the generosity of benefactors aver the years. Scholarship funds are maintained separately by the
College as specific endowment funds.

BUILDING WORKS & FIXED ASSETS
In 2005 the College completed £ 168,855 worth of work on the leasehold buildings and £ 286,377 worth of wark

on the freehold buildings.
The College acquired musical equipment and inserurnents at a cost of £47,287.
The College spent £ 283,595 on computer equipment replacements (including an insurance claim).

The College continues to consider the estate Masterplan development proposals and the future development
of the student residence site. Planning permission has been sought for a potential £ 30 milfion development at

the Prince Consort Road site,

AUDITORS
A resolution to re-appoint RSM Robson Rhodes LLP as external auditors was agreed at the Council meeting on

30 Novernber 2005.

Nicholas Ward —
HONORARY TREASURER




Royal Coliege of Music
CORPORATE GOVERNANCE & RESPONSIBILITIES OF THE GOVERNING BODY

THE COLLEGE’'S STRUCTURE OF CORPORATE GOVERNANCE

The Governing Body of the College, the RCM Council, which meets four times a year, is responsible for the
strategic direction of the College and for all major developments. In fulfilling its responsibilities for the
administration and management of the affairs of the College, the RCM Council approves the annual revenue
and capiral budgets and presents audited financial starements for each financial year prepared in accordance

with relevant accounting standards.

The membership and powers of the Council are laid down in the College's Royal Charter and Statutes. The
maximum number of members of Councit is twenty-five, of whom twenty are independent members and three
are elecred from among the seaff of the College. The President of the College, HRH The Prince of Wales, the
Director of the College and the President of the Students’ Association are ex officio members, The Chairman,
the Deputy Chairman and the HMonorary Treasurer of the Council are drawn from the independent members.

The Executive Committee is responsible ta the Council for the general management of the College. It meets six

times a year. Among the responsibilities discharged by the Executive Commitcee are the scrutiny of the
College's annual revenue and capital budgets and accounts and their recommendation to Council, and the

monitoring of performance in relation to the approved budgets.

The following two standing subordinate committees report to the Executive Committee. Each is chaired by an
independent member of Council; each is formally consticured wich terms of reference.

investment Committee 2 meerings per year
Estates Committes 3 reetings per year

The Board of Professors reports to the Council and meets a minimum of three times per year. It deals with the
College's academic policies and quality assurance.

Nerninations for vacancies in the Council membership are considered by a Nominations Committee, which
reports directly to Council. The remuneration of senior staff is considered by the Executive Committee.

The Audit Commitzee, which reports directly to RCM Council, meets three times a year. Discussions are held
with the Excernal Auditors to discuss audit findings, and with the Internal Auditors to consider internal audit

reports and recommendations for the improvement of the College’s systemn of internal controls, togerher with
management’s response and plans for implementation. In 2004/2005 the Internal Auditors presented reports

on:
» Corporaie Governance
» Corporate Planning
»  Scholarships, Access and Hardship Funds/Bursaries
»  Risk Management
»  Bucgerary Control
s Catering
» Data Prorection
»  Security

«  Enrolment
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THE RESPONSIBILITIES OF THE COUNCIL AS GOVERNING BODY OF THE COLLEGE

THE ACCOUNTING SYSTEMS AND THE ACCOUNTS OF THE COLLEGE
The Council is satisfied that che College has adeguate resources to continue in operation for the foreseeable
future; for this reason the ‘going concern’ basis continues to be adopred in the preparation of the financial

statements.

The Council is responsible for keeping proper accounting records which disclose with reasonable accuracy at
any time the financial position of the Callege and to enable it to ensure that the accounts are prepared in
accordance with the Royal Charrer, the Statement of Recommended Pracrice: Accounting for Further and
Migher Educarion and applicable Accounting Standards. In addirion, within the terms and conditions of a
Financial Memorandum agreed between the Higher Education Funding Council for England (HEFCE) and the
Council of the Royal College of Music, the Council, through its designared office holder, is required to prepare
accounts for each financial year which give a true and fair view of the state of affairs of the College and of the

surplus or deficit and cash flows for that year.

In causing the financial starements to be prepared, the Council has ensured that:

» suitable accounting policies are selected and applied consistently;
e judgements and estimates are made that are reasonable and prudent; and
« applicable accounting standards have been followed.

Through the work undertaken on its behalf by the Executive Committee and the Audit Committee, the Council
believes that it has taken reasonable steps to:

« ensure that there are appropriate financial and management controls in place to safeguard public funds and
funds from orher sources;

e ensure that funds from the Higher Education Funding Council for England are used only for the purposes for
which they have been given, in accordance with conditions laid down by the Funding Council;

s secure the economical, efficient and effective management of the College’s resources and expenditure; and

e safeguard the assets of the College and prevent fraud.

INTERNAL CONTROL AND RISK MANAGEMENT

As the Council (governing body) of the Royal College of Music, we have responsibility for maintaining a sound
systerm of internal control that supports the achievement of policies, aims and objectives, while safeguarding the
public and other funds and assets for which we are responsible, in accordance wich the responsibilicies assigned
to the governing body in the Charter & Statutes and the Financial Memorandum with the HEFCE.

The system of internal control is designed to manage rather thar eliminate the risk of failure to achieve policies,
airns and objectives; it can therefore only provide reasonable and not absolute assurance of effectiveness.

The systern of internal control is based on an ongoing process designed to identify the risks to the achievement
of policies, aims and objectives, to evaluate the nature and extent of those risks and ro manage them efficiently,
effectively and economically. This process has been in place during the year ended 31 July 2005 and up to the
date of approval of the financial statements, and accords wich HEFCE guidance.

As the Council, we have responsibility for reviewing the effectiveness of the system of internal control. The
following processes have been established:

» We meet three times a year to consider the plans and strategic direction of the institution.

»  We receive periodic reports from the Audit Committee concerning internal control, and we require regular
reports from managers on the steps they are raking to manage risks in their areas of responsibility, including
progress reports on key projects.

s The Executive Committee is responsible for oversight of risk management and the Audit Committee for
keeping under review the effectiveness of risk management, control and governance arrangements

» An organisation-wide risk register is now maintained.
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» A system of key performance and risk indicators has been developed.

s A risk prioritisarion methodology based on risk ranking and cost-benefit analysis has been established,

e There is regular review of the Risk Register, involving the senior members of staff with responsibilicy for the
relevant areas, to identify and keep up to date the record of risks facing the organization.

» Training for managers with responsibilicy for areas involving high-level risk includes atrendance at relevant
courses, seminars and workshops arranged by external providers.

o An annual review conducted by the Senior Management Team, in consultation with the managers
responsible for areas where high-level risks are identified, is presented in written form o the Execurive
Commitcee of RCM Council for detailed discussion, and reported to Council,

Our review of the effectiveness of the system of internal contrel is informed by the reports of the internal
audicors, Pritchard Wood, who operate to standards defined in the HEFCE Audit Code of Practice. The internal
audicors submit regular reports, which include their opinion on the adequacy and effectiveness of the
institution's system of internal control, with recommendations for improvement.

Pritchard Wood are the Royal College of Music Internal Auditors. The HEFCE Assurance Service fast carried out
a review of the College's corporate governance arrangements in January 2004 and concluded that they provided

a 'high leve] of assurance’.

Our review of the effectiveness of the system of internal control is also informed by the work of the senior
management team wichin the institution, who have responsibility for the development and maintenance of the
internal control framework, and by comments made by the external auditors in their management letter and

other reports.

DISABILITY STATEMENT

The College is committed to its equal opportunities policy. As a leading British conservatoire, it aims to provide
rusical education and professional training at the highest international level to meet the aspirations of as many
as possible of those wha it deems to have the ability and motivation to benefit. Students are recruited on the

basis of their musical merits, abilities and potential.

The Royal College of Music aims ta ensure that no student, member of staff or visitor to perfermances and
other evenrs is subjected to unfair discrimination.

The College has a disability statement that is intended to provide informarion to prospective students, current
students and staff of the College about its arrangemenis to support students with disabilicies. It is hoped it will

also prove of use to external agencies.

CUC GOVERNANCE CODE OF PRACTICE

The RCM Council agreed to adopt the Committee of University Chairmen Governance Code of Practice within the
next twelve months at its meeting on 13 July 2005. Councif discussed the Code further at its annual Residential
meeting on 6/7 October 2005. At that meeting it adopted a Statement of Primary Responsibilities. In aimost all
respects, existing RCM governance pracrice is already consistent with the Code and remaining areas of
compliance will be addressed positively during 2005/06. Areas of non-compliance are in areas where most
higher education institutions (HEIs) are currently non-compliant, ie:

s  Exrernal publicity of Council vacancies

o Need for a written job specification far the Chairman of Council

e Need for regular reviews of authority delegated to the Director and management

»  Need for effectiveness reviews of rhe academic board (Board of Professors) and its commitiees

»  Development of key performance indicators (KPls)
»  Exrernal publication of the results of effectiveness reviews and of annual performance against KPls
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STATEMENT OF PRIMARY RESPONSIBILITIES

The Council is responsible for:

Approving the mission and strategic vision of the College, long-term business plans, key performance
indicators (KPls) and annual budgets, and ensuring that these meet the interests of stakeholders
Appointing the Director and putting in place suitable arrangements for monitoring his/her
performance

Ensuring the establishment and monitoring of systems of control and accountability, including
financial and operational controls and risk assessment, clear procedures for handling internal
grievances and for managing conflicts of incerest

Monitoring institutional performance against plans and appraved KPls, which are, where possible and
appropriate, benchmarked against other institutions.

Sir Anthony Cleaver é %

Chairman

Director

,'gu,v/ﬁr



INDEPENDENT AUDITORS’ REPORT TO THE COUNCIL OF THE ROYAL COLLEGE OF MUSIC

We have sudired the financial accounts of the Royal College of Music for the year ended 31 July 2005, which
comprise the income and expenditure account, the balance sheat, the cashflow statement, the stacement of

total recognised gains and |osses and the related notes.

These financial accounts were prepared under the historic cost convention, as modified by the revaluation of
certain fixed assets, and the accounting policies set out therein.

This report is made solely to the Council members, as a body. Our audit work has been undertaken so that we
might state to the Council members those matters we are required to state to them in an auditor's report and
for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibilicy to

anyone other than the Royal College of Music and the Council members as a body, for our audit work, for this

report, or for the opinions we have formed.
Respective responsibilities of Council and auditors

As desctibed in the scarement of Corpoarata Governance, Council is responsible for the preparation of the financial accounts in accordance
with applicable law and Unired Kingdom Accounting Srandards,

Our respansibility is to audit the financial accounts in accardance with relevant legal and regulatory requirements and United Kingdom
Auditing Standards.

hecher the financial accounts give a rrue and fair view, We also report o you whether, in our opinion
monies expended out of funds from wharaver source administered by the College for specific purposes were properly zpplied for those
purposes and where relevant managed in accordance with apprapriate legislzcion and whether monies expended out of funds provided by
the Higher Educarion Funding Council were applied in accordance with the Finzncial Memorandum and any other terms and conditions

attached to them.

We report to you our opinion 2s to W

We alsa report te you if, in our opinion, the Treasurer’s Report is not consisient with the financial accounes, if the College has noc kept
proper accounting records, or if we have noc recaived all the information and explanations we require for our audic

W read the Treasurer's Report and Corporars Governance Statement, and consider the implications for our report if we bacome aware of
any apparant missatements or macerial inconsistencies within it rhe finzncial stacements. Our responsibilities do not extend to any

information outside the Treasurer's Repart and Corporate Governance Statement

Basis of audit opinion

Wa conducted our audit in accordance with United Kingdom Auditing Scandards jssued by the Auditing Pracrices Board, and the Audit
Code of Practice issued by the Higher Education Funding Council for England. An audic includes examinzrion, on a test basis, of avidence
relevant to the amounts and disclosures in the finzncial smrements. It also includes an assessment of the sipnificent estimates and
judgaments mads by the Council in the preparation of the financial accounts, and of whether the accounting policies are appropriace to

the Callepe’s circumstances, consistently applied and adequately disclosed.
2

We planned and performed our audic so as to abtain all the information and explanations which we considered necessary in order €0
provide us with sufficient evidence to give reasonable assurance that the financial accounts are free from material misscacement, whether
caused by fraud ar other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of

information in the financial accounts.

Opinion
In our opinion:

e Thefinanclal accounts give a crue and fair view of the state of affairs of the Royal College of Music and the group ac 31 July
2005, and of the surplus of income over expenditure, recognised gains and lasses and cashfiows of the Royal College of Music
and the group for the year then ended; and the aczounts bave been properly prepared in accordance with the Statement of
Recommended Pracrice on Accounting in Higher Education Insticutions and with the College's Royal Charter.

. 1n all material respects, income from the Higher Education Funding Council for England and incoma for specific purposes end
frorn other restricted funds administered by the Royal College of Music have been applied anly for the purposes for which they
were received.

. In afl material respects, income has been applied in accordance with the Royal Collepe of Music's scatuces and whare
appropriace in accardance with the financial memorzndurm with the Higher Edueation Funding Council for England dated 1

October 2003,

1&% ééé‘ﬂ, .é?oa’cf Lui

RSM Rabson Rhodes LLP
Chartered Accountancs and Registered Audicors, Hemel Hempstead, England

oA & Deceniber 2005
—
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STATEMENT OF PRINCIPAL ACCOUNTING POLICIES

ACCOUNTING CONVENTION

The accounts have been prepared under the historical cost convention as modified by the revaluation of
endowment asset investments, musical instruments and certain [2and and buildings for which a cost is not readily
ascertainable, and in accordance with both the Statement of Recommended Fraceice: Accounting for Furcher
and Higher Educarion, published in July 2003, and guidance published by the Higher Education Funding Council
for England (HEFCE).

BASIS OF CONSOLIDATION
The consolidated accounts consist of the accounts of the College and its subsidiary undertaking, RCM
Development Fund Limited, for the financial year to 31 July 2005.

STUDENTS' ASSOCIATION

In accorcdance wicth FRS 2, the accounts do not include those of the Royal College of Music Students’ Association
as it is a separate legal entity in which the College has no financial interest and no control or significant influence
over policy decisions.

RECOGNITION OF INCOME
Grants received from HEFCE during the year have been included in income for the year unless specifically
designared. Amounts applied to capiral expenditure are included in a separate capital reserve,

Grants received for specific purposes are released to income as the related expenditure is incurred, Unspent
grants are treated as deferred income.

All income from short term deposits and endowments is credited to the income and expenditure account in the
period in which it is earned. Income from specific endowments not expended in accordance with the restrictions
of the endowment is transferred from the income and expenditure account to specific endowments.

Donations, bequests or gifts with no specific terms atrached to s use, are recarded as income in the income and
expendicure account. The expenditure incurred using these donations, bequests or gifts is accounted for in the
period when it is incurred as either capital ar revenue expenditure depending on the nature of the expenditure.

PENSION SCHEMES

The three pension schemes for the College's staff are the Teachers' Pension Scheme (TPS), the Universities
Superannuation Scheme Limited (USS) and the Royal College of Music Pension and Assurance Scheme (RCM
Pension Scheme). The schemes are defined benefit schemes, which are externally funded and contracted out of
the State Earnings Related Pension Scheme. Pensian costs for the RCM Pension Scheme are assessed on the
latest actuarial valuation and are accounted for on the basis of charging the cost of providing pensions over the
period during which the College benefits from employees’ services. Variations from regular cost are spread over
the expected average remaining working lifetime of members of the RCM Pension Scheme. A formal valuation
of the RCM Pension Scheme has been performed. The shorcfall will be spread over a ten-year period. The
Government Actuary reviews the pension costs of the TPS at regular intervals. Further details relating to the
Pensjon Schemes, including analysis reflating to FRS 17, are held within Note 25.

TANGIBLE ASSETS
a. Land and buildings

Land and buildings are stated at cost. Freehold buildings are depreciated over their expecred useful lives of 50
years and feasehold land and buildings are amortised over 50 years, or, if shorter, the period of the lease. Building
improvements are depreciated over their expected useful lives of 20 years. Land is not depreciated.

Where buildings are acquired with the aid of specific grants they are capiralised and depreciated as above. The
related grants are treated as deferred capital grants and are released to income over the expecred useful life of

the buildings.




7.

9.

10.

11.

Royal College of Music

STATEMENT OF PRINCIPAL ACCOUNTING POLICIES

Wark on planned future construction projecrs is expensed during the preparatory phase burt is capiralised in
accordance with FRS 15 when a decision is taken to proceed with the project.

b.  Musical Instruments
Musical inseruments have been valued either at their estimared current cost for assets in their condition at 31

July 1998 or at cost for subsequent additions. The differences on valuation have been credited to a revaluarion
reserve to be released aver the estimated remaining life of the instruments. These assets are depreciated over

periods ranging from 10 to 20 years.

c.  Furniture & Equipment

Equipment costing less than £500 per individual item is wricten off to the income and expenditure account in
the year of acquisition. All other equipment is capitalised at cost. Capitalised equipment is depreciated over its

useful economic life as follows:

General equipment, furniture and fietings - 5 years
Computer and recording equipment - 4 years

A review for impairment of a tangible asset is carried out if events or changes in circumstances indicate that the
carrying amount of any fixed asser may not be recoverable.

LIBRARY AND MUSEUM )

The College holds a wealth of reference material in the RCM library (over 250,000 items ranging from 16th
Century printed music to CD-ROMs) and the Museum of [nstruments consists of an internationally renownad
collection of musical instruments and associated documentacion, Portraits and performance archives are held in

the Department of Portraits & Performance Histary.

As the College holds these collections inalienably and many items are irreplaceable, no valuation is placed on
these collections in the accounts.

HERITABLE PROPERTY
In addition to the museurn’s collection of instruments, the College has a number of instruments that may be

made available to musicians within the College and the profession. These instruments have been classified as
"heritable property" within Investments, and have been included at their insurance valuation (che nearest
approximation to open market value) of £1,334,000. The transitional rules set out in FRS15 Tangible Fixed Assets
have been applied on implementing FRS15. Accordingly, the book values at implernentation have been retained.
They are not depreciated and are in general maintained in their original condition.

INVESTMENTS
Endowment asset investments are included in the balance sheet at market value.

MAINTENANCE OF PREMISES
The College has a three-year rolling maintenance plan that is reviewed on an annual basis. The cost of

rmaintenance is charged to the income and expenditure account as incurred.

TAXATION 5TATUS
The College is a registered charity within the meaning of Schedule 2 of the Charities Act 1993 and as such isa

charity within the meaning of section 506{1) of the Income and Corporarion Taxes Act {ICTA) 1988, The Coliege
is potentially exempr from taxation in respect of income or capital gains received within categories covered by
Section 505 of the Taxes Act 1988 or Section 256 of the Taxation of Charitable Gains Act 1292 to the extent that

such income or gains are applied to exclusively charitable purposes.

The College receives no similar exemption in respect of Value Added Tax.

10
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STATEMENT OF PRINCIPAL ACCOUNTING POLICIES

FOREIGN CURRENCY TRANSLATION

Transacrions denominated in foreign currencies are recorded at the rare of exchange ruling ar the dare of the
transaction. Monetary assees and liabilities denominated in foreign currencies are translated into sterfing at year-
end rates. The resulting exchange differences are dealt with in the determination of income and expenditure for

the financial year.

LEASED ASSETS
Costs in respect of operacing leases are charged on a straight-line basis over the lease term.

LIQUID RESOURCES
Cash held on depasit.

11
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CONSOLIDATED INCOME AND EXPENDITURE ACCOUNT
far the year ended 31 July 2005

INCOME

Funding council granis

Academic fees and support granis
Research granls

Other operating income
Endowment income and interest
racefvable

Totial income

EXPENDITURE

Siaff costs

Exceptional restructuring costs
Depreciation

Other operating expenses
Interest payablas

Deficit on continuing operations after
depreciation of fixed assets at
valuation, disposal of assets and
before and after tax.

Transfer from accumulated revenue
within specific endowments

Transfer io accumulated revenue
within genaral endowmenis

Surplus/(deficit) for year retained
within general reserves

Consulidated and Ccliege

{resialed)
Notes 2005 2004
£ £
1 4,585,466 4,241,124
2 3,882,567 3,510,107
3 230,413 350,905
4 2,859 924 2,352,109
5 1,571,399 1,454,219
13,140,769 11,048,464
B 7,060,431 6,854,069
B 72,595 403,285
9 785,967 797,710
10 4,950,511 3,064,989
11 311,805 337,389
13,161,409 12,357,443
{20,640} (40B,579)
20 (355,243) {211,288)
20 427,212 -
22 51,329 {620,267)

Tha income and expenditure account is in respect of continuing activities. The comparalive figures for the year ended 2004 have been

restated to reflect a prior year adjustment: detzils of the adjustment are shown In nole 22.

CONSOLIDATED STATEMENT OF HISTORICAL COST SURPLUSES AND DEFICITS

for the year ended 31 July 2005

Reported surplus/{deficit) afier
depreciation znd tax

Difference between hislorical cost depreciation
charge and ihe actual depreciation chargs for the
year calculated on the revalued amount

Mistarical cost surplus/{deficit) before tax

Historical cost surplus/{deiicit) after tax

{restated)

2005 2004

£ £
51,329 (620,287)

22 258,976 298,387
310,305 {321,880)
310,305 (321,880}
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Royal College of Music

STATEMENT OF CONSOLIDATED TOTAL RECOGNISED GAINS AND LOSSES
for the year ended 31 July 2005

Consalidated

(restated)
2005 2004
£ £
Surplusf{deficit) after depreciation and tax 51,329 (620,267}
New endowmenis 651,208 1,777,264
increase in value of endowment asset
investments 3,843,128 762,673
Transfer of endowment funds fo income (71,969) 211,285
Revaluation reserve release on disposal (27,000} -
Total recognised gains relating to the year 4,446,696 2,130,845
Prior year adjustment {as noted in note 22) (212,543)
Prior year adjustment lo amortisation of deferred capilal grants {807,766)
Transfer from Deferred capital to revaluation reserve 1,334,000
Total gains and losses recognised since last annual report 4,759,987
Reconciliation:
Opening reserves and endowmants 30,820,513 28,172,334
Total recognised gains relating to the year 4,446,656 2,130,945
Prior year adjustment to amortisation of deferred
capital grants - (B0O7,786)
Transfer from deferred capital to revaluation reserve - 1,334,000
Closing reserves and endowments 35,276,208 30,829,513

The total recognised gains for 2004 have been restated as a result of a prior year adfustment which is decribed in note 22. The effect
of the prior year adjustment is to reduce the total gain for the year by £212,043,
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Royal College of Music

BALANCE SHEET
as at 31 July 2005

FIXED ASSETS
Tanpible assals
tnvestmenis

ENDOWMENT ASSETS
Investmenis
Other endowment assets

CURRENT ASSETS
Debiors

Cash at bank and in hand
Cash on deposit

CREDITORS: amounts falling due within one
year

NET CURRENT LIABILITIES

TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS: amounis falling due after more
than one year

TOTAL NET ASSETS

Notes

12

13

14

16

17

Consolidated College
{restated) {restated)
2005 2004 2005 2004
£ £ £ [
15,364,649 15,296,036 15,364,649 15,296,036
1,334,600 1,334,000 1,334,100 1,334,100
16,608,645 16,630,036 16,698,749 16,630,138
26,717,796 21,042,448 26,717,736 21,042,448
672,455 1,925,437 672,455 1,925,437
27,390,251 22,967,885 27,380,251 22,957,885
688,922 659,040 688,922 53,248
300,747 B2,712 300,747 B2,712
835,586 1,012,999 839,588 1,012,983
1,828,255 1,754,751 1,828,255 1,748,959
(2,509,638) (2,850,084} (2,615,433} (2,950,986)
(780,384) {1,196,233) {785,178) (1,202,027)
43,308,516 38,401,688 43 302,822 38,395,994
(2,600,000) (2,800,000) (2,600,000) (2,800,000}
40,708,516 35,601,688 40,702,822 35,595,994
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Royal College of Music

BALANCE SHEET
as at 31 July 2005

DEFERRED CAPITAL GRANTS

ENDOWMENTS
Specific
General

RESERVES
Revaluation reserve
Accumulated revenue reserve

ENDOWMENTS AND RESERVES

TOTAL

Approved by Council on 30 November 2005 and signed on its behalf by:

=

Sir Anthony Cleaver 49

Dr Colin Lawson

Notes

19

20
20

Consolidaied Cotllege

(restated) (restated)

2005 2004 2005 2004

£ £ £ £

5,432,308 4,772,175 5,432,308 4772175

17,128,151 14,623,968 17,128,151 14,623,968

10,261,100 8,343,917 10,261,100 8,343,917

27,380,251 22,967,885 27,390,251 22,967,885

7,598,502 7,882,478 7,596,502 7,882,478
289,455 (20,850) 283,761 (26,544)

7,885,957 7,861,628 7,880,263 7,855,334

35,276,208 30,829,513 35,270,514 30,823,818

40,708,516 35,601,688 40,702,822 35,595,994

Chairman

Director

(sl

15



Royal College of Music

CONSOLIDATED STATEMENT OF CASH FLOWS
for the year ended 31 July 2005

NET CASH INFLOWHOUTFLOW) FROM OPERATING ACTIVITIES

RETURNS ON INVESTMENTS AND SERVIGCING OF FINANCE
Income from endowments

Other inlerest received

Interest paid

CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Payments to acquire endowment asset investments
Realisation of endowment asset investments

Payments to acquire tangible fixed assels

Receipts from sale of fixed assals

Capital grants received

Endowments received

MANAGEMENT OF LIQUID RESOURCES
Amounts released from/(placed on} deposit

FINANCING
Repayments of amounts borrowed

CASH MOVEMENT

Notes

23

—

14

12

24

({restatad)

2005 2004

£ £
{i,115,282) (388,192)
1,510,643 1,447,311
60,556 48,908
{311,908} (337,389)

1,259,494 1,156,830
(7,824,730) {6,410,612)
6,115,642 6,378,750
(865,225) {617,482}

17,502 -

1,051,248 789,010
651,207 1,777,254
(854,358) (73,080}
173,413 (1,012,929)
(200,000} {(200,000)
{736,741) (517,441
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

1.  FUNDING COUNCIL GRANTS
The funding body, the Higher Education Funding Council for England {HEFCE}, provided grants for the following purposes:

Consolidaied and College

2005 2004
E £

Recurrent grant 3,889,377 3,740,369
HR Strategy 156,145 ‘ 141,863
Inherited staff liabiliies claim 70,000 ) 72,213
Reach Qut to Business & the Community 165,788 104,000
Conservaloire UCAS Admission System for Music 201,012 33,052
Good Management Practice 26,198 1,876
Summer school 21,000 28,350
Teaching Quality Enhancement Fund 35,588 18,775
Improving Pravision for Disabled Students (SLDD) 25,611 22,601
Teachers Pension Scheme - 70,365
Active Community Fund 5,737 7,660
4,596,466 4,241,124

2. ACADEMIC FEES AND SUPPORT GRANTS
Consclidated and Callega

2005 2004
£ £

Full-time students
UK higher education students 686,959 714,993
European Union (EU) (excluding UK) students 351,675 260,929
Non-EU students 1,882,930 1,581,846
Other 77,089 103,436
Junior Department fees (all UK) BB3,804 848,903
3,882,567 3,510,107

Academic fees include an amount of £636,564 (2004: £606,564) which has been mel by scholarships awarded by the College.
The cost of providing these scholarships is included in other operating expenses (see nole 10)
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

3. RESEARCH GRANTS

HEFCE
Arts and Humanities Research Board

4, OTHER OPERATING INCOME

Other grant income

Catering and residences

Other services rendered

Profit on sale of fixed zssets
Released from deferred capital granis
Qther income

5. ENDOWMENT INCOME AND INTEREST RECEIVABLE

Income from specific endowmenis
Income from general endowment
Other interest receivable

MNotes
Consolidated and College
2005 2004
£ £
211,463 325,725
18,950 25,180
230,413 350,905
Consofidated and College
{restzied)
2005 2004
£ £
366,629 184,898
754,107 689,421
260,511 275,154
13,857 -
19,22 391,115 231,365
1,073,703 971,271
2,859,924 2,352,109

Consolidated and College

{restaled)

2005 2004

E £
1,100,579 1,117 460
410,264 328,851
60,556 45,908
1,571,399 1,494,219

The endowment income for the year to 31 July 2004 has been re-stated to show the full amount of endowment income arising in
the year. In 2003/04 accounts, income from endowments reflectad only the income released in the year and the balance of this

incorme was included in endowments,

6. DIRECTOR'S EMOLUMENTS

Salary
Beneiits in kind
Pension conlributions

Total emoluments

Consolidated and College

2005 2004

£ £
128,458 117,199
1,350 1,142
15,427 14,107
145,235 132,448

The previous Director received a pay increase which included the increase for 2004, This consisted of 2 basic pay award of 3%
with effect from 1 Ociober 2004 and an award for 2004 of 3.5% with effect from 3 Novemnber 2003. [ncluded within Director's

emoluments are two months salary for the current Director.
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

7. REMUNERATION OF HIGHER PAID STAFF
The number of staff, including the Director, who received remuneration In the following ranges was:
Consolidated and College

2005 2004

Number Number

£70,001 - £80,000 2 3
£80,001 - £90,000 2 1
£130,001 - £140,000 - 1
£140,001 - E450,000 1 -
5 5

B. STAFF COSTS
Consolidated and College

2005 2004
£ £
Wages and salaries 6,232,281 6,279,870
Social security costs 426,767 396,589
Pension costs 473,978 5B0,786
7,133,026 7,257,355

STAFF COSTS BY DEPARTMENT
2005 2004 2005 2004
FTE Number FTE Number E £
Teaching deparimenis 70 74 3,598,852 3,531,069
Teaching support services 37 : 33 1,002,152 1,130,008
Administration and central services 46 42 2,036,994 1,902,000
Premises 13 11 331,433 291,000
Exce_pﬁonal staff restructuring - - 72,585 403,286
166 160 7,133,026 7,257,355

The members of Council other than the Direclor and the staff members did not recelve payment from the
Coliege other than tha reimbursement of travel and subslistence expenses incumred in the course of their

duties.

A general pay award of 3 % on pay scales and 3.5 % on London Weighting was made with effect from 1
August 2004, approved by the Council.

9. DEPRECIATION
Consaolidated and College

The depraciation charge has been funded by:

{restated)

2005 2004

£ £

Deferred capital grants released (nole 19) 22 391,115 231,365
Released from revaluafion raserve {noie 21) 258,976 298,387
Financed inlemally 22 115,876 267,958
763,067 797,714

The analysis of the depreciation charge for the year ended 31 Jufy 2004 has been re-stated to show the correct allocation of the
charge in that year beiwesn defaerred capital granis, the revaluation reserve and depreclzation financed internally.
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

10.

11.

OTHER OPERATING EXPENSES

Catering operating expenses

Academic departments

Learning resources

Scholarships, prizes and grants -

Heat, light, water and power

Repairs and general maintenance
Construction projact preparation phase
{excludes staff costs)

Grant to RCM Students’ Association
Auditors' remuneration - external audilors
Auditors' remuneration - internal audits
Auditors' remuneration - non-audit refated fzes
Other expenses

Bad debis

Total

INTEREST PAYABLE

Loans not wholly repayable within five years

Consolidated and College

2005 2004
I3 £
230,708 262,887
901,513 521,044
173,122 160,244
908,189 506,172
136,859 128,689
409,761 438,365
489,507 -
22,770 22,270
24,088 31,914
21,702 22,430
- 20,000
1,610,971 1,416,615
21,321 34 559
4,850,511 3,964,989

Consolidzted and Collega

2005
£

311,805

2004
£

337,389
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

12.

TANGIBLE ASSETS
Consuoiidated and College

Land and buildings Fumiture & Musical
Freehold Leasehold Equipment Instruments Total
£ £ £ £ £
At 1 August 2004 3,835,720 10,712,275 769,283 4,350,625 19,667,903
Additions 286,377 168,855 362,708 47,287 885,225
Disposals - - (5,880} {45,000} (50,880)
Al 31 July 2005
4,122,087 10,881,130 1,126,109 4,352,912 20,482,248
Depreciation
At 1 August 2004 405,672 1,674,648 455,334 1,836,213 4,371,867
Provided during the year 87,965 265,156 170,544 242,302 765,967
Disposals - - (2,235) (18,000) (20,235)
At 31 July 2005 493,637 1,939,804 623,643 2,060,515 5,117,598
Net book valua at 31 July 2005 3,628,460 B,5941,326 502,466 2,252,357 15,364,849
Netl book value at 1 August 2004 3,430,048 9,037,627 313,049 2,514,412 15,256,036

The leasehold land and buildings relate to the College's main site in Prince Consort Road, London. The property is held on a
899 year lease which is non-assignable. In the event thal the College ceases to operate in accordance with the Royal Charter

the property reverts to the landlord. The freehold land
and buildings comprise the College's Halls of residence and a residential property In London. They are slated In the in the

accounts at cost less depreciation.

In accordance with the transitional rules set aut in FRS15 *Tangible Fixed Assets®, the book values of the leasehold property
and the musical instruments were retained on implermentation.

The leasehold land and buildings were valued at 31 July 1981 by Wilks, Head and Eve, Chartered Surveyors. Subsequent
additions have been included at cost,

Musical instruments have been included in the accounts at an insurance valuation as at 31 July 1898 by an independent valuer,
Charles Beare of J & A Beare Lid, Dealers, Restorers and Makers of Stringed Instruments, or valuation for subsequent

additions.

21



Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

13.

14.

FIXED ASSET INVESTMENTS

investrment in subsidiary company
Heritable property

Total

Consotidated College
2005 2004 2005 2004
£ £ £ £
- - 100 100
1,334,000 1,334,000 1,334,000 1,334,000
1,334,000 1,334,000 1,334,100 1,334,100

The College owns 100% of the issued share capital of 100 ordinary £ 1 shares of RCM Development Fund Limited, 2 company

registerad In England and operating in the UK, whose princ

dormant company.

Heritable property represents significant musical in

ipal activity was lo ralse funds for the College and which Is now a

struments gifted to the College which are made available for dedicated use

by musicians from the College and from the profession. They have been included in the accounts at an insurance valuation as
at 31 July 1998 by an independent valuer, Charles Beare of J & A Beare Lid, Dealers, Restorers and Makers of Stringad

Instruments, or valuation for subsequent additions.

ENDOWMENT ASSET INVESTMENTS

Balance at | August 2004
Additions

Proceeds on disposals
Net gains on revaluation
Movaments on cash

Balance at 31 July 2005

Investmenis hetd are analysed as follows:

Fixed interest stocks (listed)
Equities {listed} and unit trusls
Cash held by investrnent managers

Total

Consolidated and Cellege

2005 2004

£ £
21,042,448 17,547,047
7,824,730 8,410,612
(6,115,642) (6,378,750)
3,843,128 762,672
123,132 704,867
25,717,796 21,042,448

Consolidated and College

2005 2004

£ £

6,138,821 4,245,456
18,185,973 15,526,122
1,393,002 1,268,870
28,717,796 21,042,448
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

15. OTHER ENDOWMENT ASSETS

Censolidated College
2005 2004 2005 2004
£ £ £ £
Other bank balances 597,614 1,875,522 897,614 1,875,522
Debiors 48,625 - 40,625 -
Creditors (274,784) (50,085) (274,784) (50,085)
Total 672,455 1,025,437 672,455 1,925,437
16. DEBTORS
Consolidaled College
(restated) (restated)}
2005 2004 2005 2004
E £ £ £
Amounts falling due within one year:
Deblors 512,542 450,804 512,542 471,080
Prepayments and accrued Income 176,380 208,236 176,380 182,168
Total 688,022 659,040 688,822 653,248
17. CREDITORS: amounts falling dues within one year
Consolidated College
2005 2004 2005 2004
E £ £ £
Bank lpans and overdrafts 200,000 200,000 200,000 200,000
Creditors B06G, 766 726,575 612,560 726,577
Social security and other taxation payable 177,153 160,352 177,153 160,352
Accruals 1,158,599 1,347 067 1,158,599 1,347,067
Deferred income 467,121 516,990 487,121 516,980
Total 2,609,639 2,950,984 2,615,433 2,850,986

18. CREDITORS: amounts falling due after more than one year

Bank loan

Due within 1-2 years
due 2-5 years
due after more than 5 years

Consolidated and College

2005 2004

£ £

2,600,000 2,800,000
200,000 200,000
600,000 600,000
1,800,000 2,000,000
2,600,000 2,800,000

The bank loan is repayable in annual instalments of £200,000 from June 2000 to June 2018. Interest on the bank loan is
charged at 2 fixed rate of 10.5% per annum. Secured on freehold property..
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Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

19, DEFERRED CAPITAL GRANTS
College and Consolidated

Private
HEFCE funding Total
£ £ £
At 1 August 2004 803,086 4,192,382 5,085,468
Prior year adjustment 22 - 807,766 BO7,766
Prior year adjustment 9 - 212,841 212,941
Prior year adjustment 21 - (1,334,000} (1,334,000)
Adjusted balance 1 August 2004 853,086 3,879,089 4,772,175
Cash received 92,590 58,658 1,051,248
Released to income and expenditure 4 (94,560} {(296,555) {391,115)
831,116 4,541,192 5,432,308

Balance at 31 July 2005

20. ENDOWMENTS
College and Consolidated

Specific General Total

£ £ £

Balance reported 1 August 2004 14,623,968 8,369,588 22,993,956
{26,071) (26,074)

Accounting policy change -
Adjusted balance 1 August 2004 14,623,568 8,343,817 22,967,885

Transfer Professors' Gratuity and Director's Trust Fund

from specific to general funds (833,506) 833,506 -
New endowments 636,206 14,611 651,207
Gains/(losses) In market value of invesiments 14 2,347,150 1,495,978 3,843,128
Capital Movements 2,148,940 2,344 3585 4494 335
Income for year 1,250,954 410,264 1,661,218
Transferred to income and expenditure account (895,711) (B37,476) (1,733,i87)
Transfer from / {to) accumulated revenue 355,243 (427,212) (71,968)
17,129,151 10,261,100 27,380,251

Balance at 31 July 2005

The Income and Expenditure Account includes ncome from speciiic endowments and the amounis paid out as scholarships;
the amaunt not used for scholarships (£355,243) is shown as a transfer to specific endowrnenis.

The Income and Expenditure Account also includes income for general endowments and the amounts paid oui in the year for
preparatory works for a possible major building project. £427,212 was fransferred from general endowments to meet the portion

of these specific costs not covered by income designated for this purpose.

24



Royal College of Music

NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

21.

22.

REVALUATION RESERVE

Notes

Revaluation:

Balance reported 1 August 2004

Prior year adjustment 18
Adjusted balance 1 August 2004

Assels sold

At 31 July 2005

Contributions to depreciation:

At 1 August 2004

Released in year 9
Disposals

Net revaluation amount:
At 31 July 2005

At 1 August 2004

Adjusied balance 1 August 2004

Consolidated and College

Land and Musical

buildings instruments Total
£ £ £

5,469,465 2,548,973 8,016,438

1,334,000 1,334,600

5,460,465 3,BB0,873 9,350,438

- (45,000) {45,000)
5,460,465 3,835,973 9,305,438

600,825 867,135 1,467,980

142,003 116,873 258,975

- {18,000) {18,000}
742,828 968,108 1,708,936
4,726,637 2,869,865 7,596,502
4,868,640 1,673,838 6,548,478
4,868,640 3,013,838 7,882,478

A prior year adjustment has been made o transfer the camying value of musical instruments held as fixed asset invesiments

{rom daferred capital grants to revaluation reserve, The transfer is required because instruments are not depreciated.

ACCUMULATED REVENUE RESERVE

Consolidated College
2005 2004 2005 2004
£ £ E £

Balance reporied 1 August 2004 (20,850) 1,108,796 {26,544) 1,103,102
Prior year adjustment (807,766) (807,766)
Adjusied balance 1 August 2004 {20,850} 301,030 {26,544) 205,336
Surplus/(deficit) from income
and expenditure account 51,329 {620,267) 51,329 (520,267}
Releass from revaluation reserve {nole 21) 258,976 298,387 258,876 298,387
At 31 July 2005 289,455 {20,850) 283,761 (25,544)

The balance on the accumulaled revenus reserve at 4 August 2004 has been restated as a result of a prior year adjustmeni.
The adjustment is necessary because in prior years depreciation which should have been funded from revenue reserves has
been funded from the deferred capital grant account {note 19). The impact of the adjustment is o increase the deficit previously
reported for 2003/04 by £212,943 and reduce accumulated revente reserves brought forward at 1 August 2004 by £B07,766. A
corresponding increase of £1,020,709 has been made (o the balance on the deferred capital grant 2ccount and this will be

available 1o offset the depreciation charge In future years,

Additionally an accounting policy change, has reduced the deficit previously reported for 2003/04 by £26,071 and reduced

general endowments (note 20} as at 1 August 2004 by £26,071.
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NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

23.

24,

RECONCGILIATION OF OPERATING DEFICIT TO NET CASH OUTFLOW FROM

OPERATING ACTIVITIES

(restated)
Notes 2005 2004
£ £
Deficit before net transfer from endowments (20,639) {408,979)
Depreciafion 765,867 797,710
{Profityloss on the sale of fixed assats 4 {13,857) -
Deferred capltz! grants released to income 4 {391,115) {231,365)
investment income and Interest receivable 8 (1,571,399) (1,494,219)
Interest payable 1 311,906 337,389
{Increase)/decrease in debtors {79,508) {349,338)
Increase/{decrease) in creditors {116,645) 960,610
Net eash outflow in the year from operating activities (1,115,292) {388,192)
ANALYSIS OF CHANGES IN NET FUNDS
At 1 August Cashfiows Other Changes At 31 July
2004 2005
Cash
Endowment assels
Balances at investment managers 1,269,870 123,132 - 1,393,002
Other batances 1,975,522 (1,077,908) - 897,614
Cash at bank and in hand B2,712 218,035 - 300,747
3,328,104 (736,741) - 2,591,363
Financing
Due within one year (200,003) 200,000 (200,000} {200,000)
Due after one year {2,500,000) - 200,000 (2,600,000)
Current Assets Investmenis 1,012,999 (173,413) - B39,566
1,341,103 (710,154) - 630,949
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NOTES TO THE ACCOUNTS
for the year ended 31 July 2005

25.  PENSION SCHEMES

The College contributes towards Royal College of Music Pension and Assurance Scheme formerly The Royal
College of Music Scheme managed by Legal and General (L&G), the Teachers’ Pension Scheme (TPS) and the
Universiries Superannuation Schemne Limited (USS).

As at 31 July 2005, the College had employees participating in the Royal College of Music Pension and Assurance
Scheme, employees in TPS and one member of scaff in USS.

THE TEACHERS' PENSION SCHEME {TPS)

Introduction

The Teachers' Pension Scheme (TPS} is a statutory, contriburtory, final salary scheme. The regularions under
which the TPS operates are the Teachers' Pensions Regulations 1997, as amended. These regulations 2pply to
reachers in schools and other educational establishments in England and Wales maintained by local education
authorities and also to teachers in many independent and voluntary-aided schools and establishments of
further and higher education. Teachers are able to opt out of the TPS.

The Teachers’ Pension Account

Although teachers are employed by LEAs and various other bodies, their retirement and other superannuation
benefits, including annual increases payable under the Pensions (Increase) Acts, are, as provided for in the
Superannuation Act 1972, paid out of monies provided by Parliament. Under the TPS, which is an unfunded
scheme, teachers' contributions, on a 'pay-as-you-go' basis, and employers' contributions are credited to the
Exchequer under arrangements governed by the above Act.

The Teachers' Pensions Regulations require an annual account, the Teachers' Pension Account, to be kept of
receipts and expenditure (including the cost of pensions increases). With effect from 1 April 2007, the Account
will be cradited with a real rate of return (in excess of price increases and currently set at 3.5%), which is
equivalent to assuming that the balance in the Account is invested in notional investments that produce that

real rare of return,
Valuation of the Teachers’ Pension Scheme

Not less than every five years, the Government Actuary (GA), using normal actuarial principles, conducts an
acruarial review of the TPS. The aim of the review is to specify the level of future cantributions. The actuarial
review as at 37 March 2001 made the following assumptions. The balance in the Account as at 31 March 2001
shall be such that, ir the current review, the value of the scheme assets equals the value of the scheme lizbilities.
The scheme assets consist of the notional investments and the future coneributions in respect of existing
members. Thus, the balance in the Account as at 31 March 2001 will be determined as the difference between
the value of the scheme liabilities and the value of future contributions.

Contributions are assessed in two parts. First, 2 normal contribution is determined. This is the contribution,
expressed as a percentage of the salary of a teacher newly entering service, which would defray the cost of
benefits payable in respect of that service. Currently, teachers pay 6% of salary whilst cheir employers pay the
balance of the normal contribution. Secondly, a supplementary contribution is payable by employers if, as a
resulc of the actuarial investigation, it is found that the accumulated liabilities of the Account for benefits to
past and present teachers are not fully covered by normal contributions to be paid in future and by the fund
built up from past contributions. Because the fiabilicies were put into balance for the 2007 valuation there is no
supplementary contribution. From 1 April 2003, employers pay 13.5% of salary.

The last valuation of the TPS was for the period 1 April 1996 - 31 March 2001, The GA's report of March 2003
revealed thar the total liabilities of the Scheme (pensions currently in payment and the estimated cost of future
benefits} amounted to £142,880 millions. The value of the assets {estimated future contriburions togecher with
the proceeds from the notional investments held at the valuation date) was £142,880 millions. The assumed
real rate of return is 3.5% in excess of prices and 2% in excess of earnings. The rate of real earnings growth is
assurned to be 1.5%. The assumed gross rate of return is 7%.
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A copy of the report can be found on the Department for Education and Skills’ website at
www.dfes.gov.ulc!insidedfes/reportshtmi

UNIVERSITIES SUPERANNUATION SCHEME {USS)

The College participates in the Universities Superannuation Scheme (USS), a defined benefic scheme, which is
externally funded and contracted out of the Stace Second Pension (52P). During 2004/05 there was only ane
employee who was a member of this scheme who commenced his employment at the College in June 2005.

The assets of the scheme are held in a separate rrustee-administered fund. It is not possible to identify the
College's share of the underlying assets and liabilities of the scheme and hence, using the exemption under FRS
17, contributions to the <cheme are accounted for as if it were a defined contribution scheme. The cost
recognised within the surplus for the year in the income and expenditure account being equal to the

concributions payable to the scheme for the year.

The latest actuarial valuation of the scheme was at 31 March 2002. The assumprions which have the most
significant effect on the result of the valuarion are those relating to the rate of return on investrments (ie. the
valuation rate of interest) and the rates of increase in salary and pensions. In relation to the past service
iabilities the financial assumptions were derived from market yields prevailing ar the valuation date. The
valuation was carried out using the projected unit method.

31 March 2002

Latest actuzrial valuations
Projected-Unit Method

Actuarial method

Past Service Liabilities Future Service Liabilities
Investment reCLrns per annum 5.0% 6.0%
Salary scale increases per annum 3.7% 3.7%
2.7% 27%

Pensions inCreases per anoum
Market Value of Assets at Date of Last Valuation £19,938m

Value of past service liabilities £19,776m
Surplus of assets £162m
Propartion of Member's Accrued Benefits Covered

By the Actuarial Value of the Assets 101%

The College’s contribution race required for future service benefits at the date of the valuation was 14.25% of
salaries bur it was agreed that the College's contriburion rate will be maintained at 14% of salaries. To fund chis
reduction of 0.25% for the period of 12 years from the date of the valuarion (the average outstanding working
fiforime of the current members of the scheme} required the use of £82.5 million of the surplus. This left a past
service surplus of £79.5 million (including the Supplementary Section) to be carried forward.

Surpluses or deficits which arise ar future valuations may impact on the College’s future contribution
commitment. The next formal actuarial vaiuation is due as ar 31 March 2005 when the above rates will be

reviewed but the results are not yet available.

The total pension cost for the College was £3,250 (£3,180 — 2004). The contriburion rate payable by the College
was 14% of pensionable salaries.
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ROYAL COLLEGE OF MUSIC PENSION AND ASSURANCE SCHEME, formerly The Legal and General (L&G)
Scheme

The disclosures given as at 31 July 2002 refer to the former Legal & General Scheme. On 1 October 2002, assets
and liabilities were transferred to the Royal College of Music Pension and Assurance Scheme in respect of
employees (and former employees) of the Royal College of Music. The figures and disclosures have been
produced in accordance with Guidance Note 36; Accounting for Rerirement Benefits under Financial Reporting
Seandard 17 issued by the Instituce and Faculty of Actuaries. The informartion given dozs not relace ta any other

retirement benefits provided by the College.

The College's employer contributions were 2.1% as at 1 August 2002. These increased to 11.5% from T October
2002 and again increased from 1)uly 2003 to 14.9%.

The total cantribution made for the year ended 31 July 2005 was as follows:

Total Employers Employees
E £ £
College 350,105 279,770 110,335

Employers' contributions are affected by a surplus or deficit in the scheme. The agreed contribution rates for
future years are:

Year Ending 2004 2005 2006
College 14.9% 14.9% 14.9%
Employees 6.0% 6.0% 6.0%
SSAP 24

The pensions cost is assessed every three years in accordance with the advice of a qualified independent
acruary.

A valuation by Legal and General Schemne's actuary was carrted out at 1 October 2002 and the assumptions and
other data that have the most significant effect on the determinarion of contribution fevels for the Group are as

follows:

Latest actuarial valuations 1 October 2002
Actuarial method Projected Unit
Investment rerurns per annunt 6.5%

Salary scale increases per annuwm 3.5%

Price inflarion / pensions increases per annum 2.5%

Market value of schemes assets

At date of last valuation E17m
Proportion of member's accrued benefits covered

By the actuarizl value of the assers 67%
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FRS 17

The following information is based upon a full acruarial valuation of the fund at 1 October 2002, updated to 37
July 2003 by a qualified independent actuary.

AL 31 July 2005 At 31 July 2004 At 31 July 2003

Inflation 370% 2.90% 2.60%
Rare of increase in salaries 3.50% 3.50% 3.50%
Rate of increase for pensions 2.70% 2.90% 2.60%
5.10% 5.70% 5.70%

Discount rate for liabilities

The assers and the experred rates of return were: ‘
Long-term rate  Value at 31 july Long-termrate  Valueat Long-term rate  Value at 31

of return 2005 of recurn 31 July of return July 2003

expected at 31 expected at 31 2004 expected at

July 2005 July 2004 31 July 2003
£'000 £'000 £'000
Equities 8.0% 2,428 8.0% 1,757 8,0% 1,510
Bonds 4.7% 1,281 5.3% 960 5.2% 784
Cash 475% 68 4.75% 59 3.5% G4

Total market value of assets

3,777 2,776 2,358
Year Ended Year Ended Year Ended
31 July 2005 31 July 2004 37 July 2003
E'000 £'000 £'000
Market value of assers 3,777 2,776 2,358
Present value of scheme liabilities 5,752 4,400 3,779
Deficit In The 5cheme (1,975) (1,624} {1,421)

The market value of assets is based on draft accounts as at 31 July 2005, The value of scheme liabilities is based
on the results of the triennial actuarial valuation of the scheme as at 1 October 2002 adjusted to 37 July 2005

and further adjusted to take account of the FRS 17 assumptions above

The value of fiabilities and assets as at 31 July 2002 includes the liabilities in respect of pensioners, which have
been secured by the purchase of annuities. These are not included in the assets and liabilities as at 31 July 2003.

Under the rransitional arrangements of FRS 17, no provision has been made by the College for the deficit of the
scheme. I provision were made, the following entries would be made:

Balance Sheet Presentation

Year Ended Year Ended Year Ended
31 july 2005 31 July 2004 31 July 2003
£'000 £'000 £'000
Ner assets excluding FRS 17 40,709 35,602 32,903
pension asset / {Kabilicy)
Net pension asset/ (liability) (1,975) {1.624) (1,421}
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Net assers including FRS 17 38,734 33,978 31,482
pensians asset/ (liabilicy)

Reserves Note

Year Ended Year Ended Year Ended
31 July 2005 31 )uly 2004 31 July 2003
E'000 £'000 £'000
Accumulated revenue reserve 289 (21) 1,109
FRS 17 pension asset {liabilicy)
Pension reserve {1,975) (1,624) (1,421}

Accumulated  revenue  reserve
including (1,686) (1,645) (312)

FRS 17 penston asset / (liability)

Under the transitional arrangements of FRS 17, the College pension charge for the year calculared under FRS 17
assumptions is not included in the financial seatements (as this is currently calculaced on a SSAP 24 basis). If the
charge had been included on an FRS 17 basis, the following entries would be made.

Analysis of the amount charged to incorme and expenditure account

Year Ended Year Ended
37 July 2005 37 July 2004
£'000 £'000
Service cost 232 216
Past service cost 120 0
Total Operating Charge 352 216
Analysis of net return on pension return
Year Ended Year Ended
37 July 2005 31 July 2004
£'000 E'000
Expected return on pension scheme 205 171
assers
Interest on pension liabilities (257) (222)

Ner recurn (52) (57)
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Amount recognised in the scatement of torz recognised gains and losses (STRCL)

July

Year Ended Year Ended
31 July 2005 31 July 2004
£'000 £'000
Actual recurn less expected return on 385 (126)
pension scheme assets
Experience gains and Josses arising on the 46 4
scheme liabilicies
Changes in financial and demographic
assumptions underlying the present (774) (121)
value of liabilities
Actuarial loss to be recognised in STRGL (333) {243)
Movement In Deficit During The Year
Year Ended Year Ended
31 July 2005 31 July 2004
£'000 £'000
Deficit in scheme at 1 (1,624) (1,421)
August
Movement in year:
Current service charge (232) (216)
Contributions 386 307
Past service costs (120)
Net interest [ return on {(52) {51}
assets
Actuarial gain or loss (333) (243)
Deficit In Scheme At 31
(1,975) (1,624)

History OF Experience Gains And Losses (In Practice, From 2006, 5 Years Must Be Shown)

2005 2004
Difference between the expected and 395 (126)
actual return on assets
9 Of scheme assets 10.6% (4.5%)
Experience gains and losses on scheme 46 4
liabilities
9% Of scheme liabilities 0.8% 0.1%
Toral zmount recognised in STRGL (333) (243)
94 of scheme fiabilities {5.8%) (5.5%)

As this scheme was established in 2002/3, comparatives for the 2001/2 financial year are unavailable.

(5.1%)
(151)
{4.09%)

(676)
(17.9%)

2003
(120)
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Employers and employees total contributions

Year Ended Year Ended
37 July 2005 31 July 2004

£ £
Contributions to TPS 283,349 303,937
Contributions to RCM /{L&G) 390,105 407,260
Contributions to USS 3,250 3,180

Following judgements of the European Court of Justice (EC]) that excluding part-timers from pension schemes
amounted to sexual discrimination, most part-timers being women, the DFES and the department of
environment, transport and the regions (DETR) removed restrictions on the eligibility of part-time lecturers to
join the teachers' pension scheme and part-time staff to join the local government pension scheme in May 1995.

As a resule of rhose announcements, the judgements of the ECj and resulting changes in Unired Kingdom
legislation, a liability in respect of providing backdated pension benefits for those part-time staff who have or
may elect for retrospective membership of the two occupational pension schemes may arise in the College.
Some 50,000 claims nationally to date have been lodged. A series of test cases have been raken through the
various courts, and following appeals lodged by a group of Trade Unions subsequently referred to the House of
Lords and then on points of law referred again to the ECJ. The EC] ruled in May 2000 that a two-year restriction
on granting arrears of service is incornpatible with European law. It also ruled that provided rhere was a stable
employment refationship resulting from a succession of short term coneracts the eime limit for bringing a claim
should not begin until that stable relationship is "interrupred”. The time limic is currently six months, The ECJ
also ruled that six months will be a lawful period for a claim under EU law only if this is no less favourable than
ehe limiration period for a similar claim based on domestic law. This issue was referred to the House of Lords. In
February 2001, a definitive ruling on some key points was made:

«  There was no time limit on compensation claims in pension cases subject to the cur off date of 8 April

1976;
*  Claims must be, or must have been, registered with the tribunal within six months of the ending of the

employment in question.

The TPS has accepted the part played by the rules of the scheme in excluding part-timers in the past and has
agreed to absorb the employers’ costs of backdating pensionable service in successful cases.

The College has now settled one case and made provision for 2 administrative staff.
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286.

27.

28.

29.

AGCESS FUNDS

2005 2004

£ £

Balance brought forward at Avugust 2,794 1,312
HEFCE granis 28,466 32,032
32,260 33,344

Disbursed to students (28,260} {30,550)
4,000 2,794

Balance carried forward at 31 July

HEFCE Access grants are available solely for students: the College acts only as 2 paying agent.
The above balances are included in current creditors,

CAPITAL COMMITMENTS

As at 31 July 2005 the College had capital commiiments of £57,032( 2004: £355,410).

FINANCIAL COMMITMENTS
At 31 July 2005 the College had annual commitments under non-cancellable operating leases as follows:

Consolidated and College

2005 2004

Other Operating Leases £ £
Expiring within one year 9,486 15,850
Expiring between one and five years 6,517 13,007
16,003 28,857

RELATED PARTY TRANSACTIONS

There was a related parly transaction with a company, & director of which is also a member of the Council. This contract was
negotiated .completely independently through the London Universities Purchasing Consortium {LUPC). LUPC selected the

company by tender, utilising an independent broker to manage the tendsr process.

The balance due from PCF in 2005 includes £206 for RCM Friends paid in error io PCF, £4,B65 for investment managemant
fees paid by the RCM and £5,.415 for the Investrment Review report paid by the RCM.
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