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INTRODUCTION
Colleagues, welcome to the final term of 2016/17. How time flies when you’re having fun…
I attended a seminar recently about the national funding formula and how/whether the financial savings
that need to be made across the schools sector really can be. To my mind, there were two distinct points
coming out of the debate, and which one can see reflected in the national press as well:
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There is confusion between the funding formula and the quantum of funds available to the sector,
with a seeming assumption that the funding formula can generate more of the latter; it can’t. On
the whole, the funding formula looks fair and reasonable. The fact that the total funding available
for schools has been capped in cash terms (a real terms reduction in effect of 8 per cent over the
remainder of the current comprehensive spending review period) is a separate matter for
minsters and the treasury to respond to.
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Are savings really possible? This engendered a passionate debate. There are those that argue that
nothing further ‘in their schools’ is possible without irreparably damaging the learning experience
and life chances of the pupils. Equally, there are those who argue that they have gone in to many
schools, whether local authority maintained, SATs or MATs and have found significant
inefficiencies and opportunities for cost savings, and hence the same must be true across the
board. The truth will lie somewhere in-between.

Related to this, the recently released Education Select Committee report on multi-academy trusts noted
that one of the key characteristics of the highest performing MATs is that they have a focus on ‘Robust
financial controls–trusts should foster cultures and systems which promote effective use of public
money in the delivery of education’. In our own experience across many sectors, this is a universal truism
of our most successful clients. It can also lead though to some very tough decisions having to be taken.
In the schools sector generally, we see the financial pressures coming through as just one more lever
towards full academisation, and into MATs rather than SATs, thereby realising cost savings, not least from
the merger of back-office functions.
Following the surprise announcement of a General Election on 8 June, just after the half term break,
academies and charities can expect more changes to come with a potentially new government. Some of
those potential changes will be known when we see the parties’ priorities and policies in detail.
With purdah starting almost as soon as the General Election was announced this term could now be quiet
as bills and decisions get put on hold. At the time of the last General Election the academy programme
was frozen completely. Academies with any ongoing business that needs urgent ESFA input would be
wise to check with their normal contact what the implications will be for them.
On a more optimistic note, in this edition of our Back to School report we look at areas of continuing
relevance and concern to the (newly merged) Education and Skills Funding Agency, as well as a couple of
more topical issues:
• good governance and financial management;
• transacting with related parties;
• IR35 rule changes – are you compliant?
• effective finance and audit committees; and
• environmental responsibilities.
On a final note, this is my last outing as editor of our Back to School report, and as RSM’s National Head
of Academies. The time has come to hand the reins over to Hannah Catchpool, who has in any case been
doing all the hard graft behind the scenes at RSM for the last four years! I wish her well.
Yours sincerely,
Mike Cheetham
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GOOD GOVERNANCE AND
FINANCIAL MANAGEMENT
Have you booked your summer holidays yet?

Will you be travelling by aeroplane, train or car?
Let’s assume it is air travel, in which case, consider the following
statements found on the internet in connection with your
chosen airline – would any of these cause alarm bells to ring?
Would you think again as to whether you still book your nearest
and dearest on the flight?
Airline CEO:
‘Running an airline means we are always managing risk, day in
and day out, but there is no need to create systems to record
how we do this, that is just further bureaucracy – just trust us
so we can get on with it!’
‘We are pleased to say that we have had the same board
members at the airline for the last 12 years, in fact since we
started the business, there is no need to change them, that
would be a retrograde step. The Board know us well and we
know them well – in fact I have known some of the nonexecutives all of my life.’
‘We accept that there were a few omissions, errors and
inaccuracies in the airline accounts and annual report, but let’s
not get over excited and make something of nothing, after all
nobody really cares except the auditors.’
‘The regulator just doesn’t understand our business, the
regulator treats all airlines as if they are the same, where as our
airline is different!’
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Would you make the booking?

Do you feel sufficiently confident or assured that their
organisation is ran the way you expected?

Or that those you cherish most would be safe?

Of course they might be safe, but it will only be a matter of
time before something, eventually, does go wrong.

Would you trust
that academy with
your child?
What risks could
materialise at the
academy?

Now take
any of the CEO
statements, on the
previous page, and
replace ‘airline’
with ‘academy’
What else could go
wrong?

Would you feel
confident that the
academy does the
right thing?

Would you
feel assured that
they look after and
make best use of
public money and
resources?

What lies below
those statements?
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The accounting officer must be the bastion of good governance for the
academy. This includes taking personal responsibility for assuring the trustees
that there is compliance with the Academies Financial Handbook (AFH); a
responsibility that ‘must not be delegated’. Academy trusts and accounting
officers should remember compliance with the handbook is a requirement in
the trusts’ funding agreement with the Secretary of State. Annex C of the AFH
contains all of the ‘musts’ that any academy must adhere to, in addition to the
‘should’ requirements, to which the academy should have due regard.
One of the ‘musts’ includes adherence with the ‘seven principles of public life’
also known as the Nolan Principles.
Openness

Integrity

Objectivity

Selflessness

Honesty

Accountability

Leadership
Some of these principles were seemingly missing at the airline, based on the
CEOs statements. These principles are the mechanics by which good governance
is brought to life, beyond just a list of ‘should have’ requirements, does your
academy recognise these? Do you understand what they mean? How are they
made effective in decision making, actions and behaviour at the academy?
Ensuring that good governance and financial management prevails within an
academy setting is crucial in assuring stakeholders that the accounting officer
is fit for the role and the trustees are fit to govern. We don’t have to list the
implications if this is not the case, though it is for certain the EFA are not taking
failings of this nature lightly; closure of a trust is not unknown, and a very public
affair for all concerned.
Two challenges emerging for all academies

1

Accounting officers: when was the last time that you reviewed your
academy’s adherence with the AFH?

2

Trustees: when was the last time you were assured by the accounting
officer in regards to compliance with the AFH?

Don’t just kick the aeroplane wheels. Make sure your academy governance and
financial management assessment is thorough and proactive when introducing
any required improvements.
Visit www.insight4grc.com to find out how RSM’s governance, risk and
compliance software can help ensure your academy trust is compliant with the
Academies Financial Handbook.
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WORKING WITH RELATED PARTIES
It’s not what you know, or who you know but how you know them!
The Academies Financial Handbook 2016 defines a connected party as:
• any member or trustee of the academy trust;
• any individual or organisation connected to a member or trustee of the
academy trust;
• any individual or organisation that is given the right under the trust’s articles of
association to appoint a member or trustee of the academy trust; or anybody
related to such individual or organisation; and
• any individual or organisation recognised by the Secretary of State as a sponsor
of the academy trust, or anybody related to such individual or organisation.
These definitions are quite vague and confusing, especially when considering entering
into a transaction with anyone who could fall within these descriptions. The guidance
remains vague with financial reporting standards that merely define the term ‘related
party’ using the phrases ‘control/joint control’ or ‘significant influence’ to describe the
nature of the relationship.
So what does an academy trust need to think about?
Going back to the basics, CC29, the Charity Commission guidance on managing
conflicts tells us that:

4
5
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‘Trustees have a legal duty to act only in the best interests of their charity. They must
not put themselves in any position where their duties as trustees may conflict with
any personal interest they may have’.
The steps, as defined here, for this are:

IDENTIFY

conflicts of interest

PREVENT

the conflict of
interest from affecting
the decision

RECORD

conflicts of interest

This sounds fairly straightforward. Making sure that all trustees, members and senior
staff (including those in control of budgets) are declaring any organisation in which
they, or a family member, have an interest. Conflicts should be reviewed on a regular
basis to ensure those records are up to date. This can be either:
• in the form of an annual written declaration of interest; or
• verbal declarations as a part of trustee and committee meetings.
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The Handbook 2016 clearly states declaring and
reviewing conflicts are ‘must’ areas for academy
trusts to ‘ensure the chair of the board and the
accounting officer manage their relationships with
connected parties to avoid both real and perceived
conflicts of interest’.
It is both the real and perceived conflicts that
play a part when it comes to connected parties
and a few examples of quotes from recent EFA
investigations make it clear where issues arise.
‘employee records for related parties were
insufficient to fully evidence that the
related director had no involvement in the
recruitment decision’
‘no evidence that the amounts were ‘at cost’ and
no evidence of any value for money assessment
being undertaken’
‘there is no evidence of the Accounting Officer
removing themselves from the discussion or
decision and no pecuniary interests had been
declared at the start of the meeting’
‘most of the business interest declaration forms
are nil returns. However it is clear some trustees
have conflict of interest that should be declared
on these forms’
‘the conflict of interest breaches showed a
lack of robust processes to manage this issue
as a trust’
Most of these comments centre on a lack of
evidence and therefore documentation of the
processes and controls in place.
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The ‘musts’ in the Handbook go on:

1

‘must capture, in the academy trust’s register of interests, relevant
business and pecuniary interests of members, trustees, local governors of
academies within a multi-academy trust, and senior employees’;

2

‘must publish, on the academy trust’s website, the relevant business and
pecuniary interests of members, trustees, local governors and accounting
officers’; and

3

‘must ensure that no member, trustee, local governor, employee or related
individual or organisation uses their connection to the academy trust for
personal gain’ .

Follow our four simple steps to ensure evidence of robust controls and of
trustees fulfilling their legal responsibilities and transparency in the transactions
within your trust.

1

Capture the outline principles and controls in a trust wide policy that is
communicated to all staff and easily available on the intranet / employee
handbook. This is then a policy.

2

Make the completion of annual declarations of interest for all relevant
individuals mandatory through this policy.

3

Ensure the disclosed interests are readily available on the trust website and
to the finance team and clerk.

4

Encourage all individuals to declare any such interests at the start of all
meetings, minute these and when decisions are being taken that involve a
connected organisation encourage the individual concerned to remove
themselves from the meeting or process, which will also include the
recruitment of connected individuals.

The current Governance Handbook published by the EFA summarises the position
clearly, the highlighting is ours:
‘In order to make credible decisions that are in the best interest of pupils it is
essential that the board has an effective approach to conflicts of interest. All boards
should prevent conflicts of interest from affecting their decisions by removing
them or managing them as appropriate’.
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WILL ACADEMIES BE READY FOR THE NEW
INTERMEDIARIES LEGISLATION?
The definition of public authorities (as set out in the Freedom of
Information Act 2000 and the Freedom of Information (Scotland) Act
2002) is wide reaching and includes national and local government
organisations and the national health service, as well as academies,
universities, colleges and maintained schools.
The intermediaries legislation (known as IR35) has been in existence for many years
and is well known by those affected by it. It ensures that individuals who work through
their own Personal Service Company (PSC) pay employment taxes in a similar
way to employees, where they would be employed were it not for the PSC or other
intermediary that they work through. However, due to concerns that IR35 is open to
abuse and has not been effective in collecting all taxes due from such arrangements,
the Government has decided to adopt more stringent off-payroll workers rules for
individuals working for public authorities through PSCs or their intermediary agents.
For all direct engagements between public authorities and PSCs, if the engagement
falls within the intermediaries legislation conditions, income tax and NICs will need
to be withheld by the public body at source through PAYE, and the relevant payment
made to HMRC through RTI. In addition, the public authority will also need to account
for employer’s NICs and any apprenticeship levy costs arising. If the engagement falls
outside the intermediaries legislation conditions, the public body may pay the PSC or
intermediary gross.
Where a public authority engages a PSC worker through an intermediary agency, it will
need to consider the intermediaries legislation and notify the agency whether income
tax and NICs should be withheld from payments to the PSC at source.
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What do academies need to consider?
• The new rules affect all payments to a PSC (whether
direct or through an intermediary agent) made on or
after 6 April 2017, even if the services were provided
prior to this.
• The five per cent allowance available to PSCs engaged by
other (non-public sector) organisations is not available
as a deduction for the public body (or the PSC).
• VAT will remain payable to the PSC if the PSC is
VAT registered.
• HMRC has set up an employment status
intermediaries team that will monitor compliance of
the new rules.
• The release of HMRC’s online employment status
service digital tool has been delayed, but is now
available for use by public bodies and intermediary
agencies that intend to rely on it to support their
decision making in relation to ongoing engagements.

What should academy trusts do to ensure compliance
with the current requirements?
• Ensure that the consequential expected increase in
costs for temporary workers is reflected in budgets
for 2017/18.
• Review and consider the impact on existing
contractors whose services are likely to continue
after April 2017.
• Ensure they have a robust policy and process for
engaging and paying the PSC/intermediary agency.
• Ensure there are good communication channels
with PSCs and agencies so that they can
communicate the outcome of employment status
reviews under the intermediaries legislation to
them efficiently and effectively.
• Review all existing contracts for services with PSCs
and intermediary agencies.
• Consider the potential impact of the loss of key talent.

What should intermediary agencies be doing
in relation to public authority engagements?
• Communicate details of the impact to
existing workers.
• Consider whether to increase
agency rates to reflect a fall in the
net take home pay by the worker
and the increased employment
costs (due to employer’s NICs and
apprenticeship levy contributions)
of the agency.
• Review all contractual relationships
for temporary workers provided to
public bodies.
• Consider the impact of some
workers choosing to no longer work
for public authorities.

Wider effects
The new off-payroll rules have wide
reaching ramifications, both in relation
to increased costs within the public
sector as well as significant additional
administration to ensure robust
compliance by affected parties. This will
put added pressure to frontline public
services, which could lead to many
workers terminating contracts with public
authorities and thereby creating a major
skill shortage in critical areas.
Moreover, increased scrutiny by HMRC
and cases in which insufficient action
is taken by public authorities to comply
with the new rules will lead to additional
tax settlements, interest and penalties,
which could affect the budgets available
to these organisations in the near future.

The HMRC checklist https://www.gov.uk/guidance/checkemployment-status-for-tax can be used for checking
individual circumstances and printed for your records.
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THE ROLE OF AUDIT AND FINANCE COMMITTEES
In our recent publication Green Lights Ahead: The Role of Audit and Finance Committees,
we’ve considered the financial side of good governance across the charity sector. Based on
our survey across a range of charities, we’ve benchmarked current practices and offer advice
on how to run an effective committee. This article highlights some of the key findings.
When and how are committees set up?
Academy trusts with income in excess of £50m are required to have a dedicated
audit committee, as set out in the Academies Financial Handbook 2016 section 2.4.2.
For academy trusts with income below this level, whilst there is no requirement to
have a separate audit committee (though a trust may still choose to do so), there is
a requirement to have a committee fulfilling the role of an audit committee, which is
usually covered by the finance committee, or some form of combined committee.
Our findings suggest that committees are generally of a good size to be both effective,
and to also be an appropriate representation of the governors as a whole.

Average number of members:

on an AUDIT
committee

4

43%

of committees don’t
train members on
induction

57%
on a FINANCE
committee

6

of committees
don’t offer
on-going training

One of the more concerning findings is the induction and ongoing
training of committee members. This could be because the
remit of the audit/finance committee is technical in nature and
therefore members are already likely to have the required skill
set. It is however important to remember that whilst members
may be experts in their field they may not know the focus of the
committee and the academy as a whole meaning decisions could
be made from a potentially misinformed viewpoint.
Not all training needs to be the formal, and often expensive, half
or a full day provided by a third party training provider. Short
sessions of training are easier to come by than you might initially
expect. Other options may include:
• making the most of existing contacts, ask current or
previous governors to come in for an hour before a meeting
to share their skills;
• ask your auditor or lawyer to come to a meeting early to
present on a current topic at the start of a meeting; and
• make use of online training which is available from a range of
providers and can be done in the governors own time, such
as those available through National College for Teaching and
Leadership and various charity options that cover all budgets.
Running an effective committee
The terms of reference is an important document for the
committee as it sets out its remit, including its overall purpose
and responsibilities. Pleasingly, 87 per cent of committees
surveyed had terms of reference in place and 81 per cent of
committees reported to the board on the work performed.

What should the terms of
reference cover?
Typically, terms of reference set out
the committee’s:
• overall purpose, responsibilities
and authority;
• composition;
• frequency of meetings;
• relationship with external and
internal auditors;
• overview of the charity
compliance function;
• authority to conduct special
investigations; and
• authority to engage with
specialists, as needed.

Audit/finance committees are also required by the
Academies Financial Handbook to provide assurances
to the board that risks are being adequately identified
and managed. For multi-academy trusts this includes
ensuring that oversight extends to all academies within
the trust.

88%

of charities have a
risk register in place

The handbook expects that this should extend to a
risk register.

74%

Our findings for risk management were generally
pleasing, particularly in respect of risk registers.

update at least
twice a year

Continuing success
Only half of the respondents to our survey had budgets which looked more than a year ahead.
The production of long term financial plans and projections offers a point of focus for management
and Governors. It enables targets to be set which can be considered when key management and
governance decisions are made.
It is important to remember that when signing the financial statements for the year you are confirming
that the entity is a going concern. This in itself requires consideration of financial plans which look more
than one year ahead of the latest balance sheet signing date.
Further guidance has been issued within the Schools financial health and efficiency guidance issued
by the then EFA covering aspects of strategic financial planning and recommends trusts budget for a
three to five year period.
Only 26 per cent of our survey respondents regularly review direct and indirect tax compliance, an area
which is constantly being updated. Whilst academy trust’s may consider this to be irrelevant based on
their educational activities, as funding is reduced, trusts are looking more and more at other sources of
income, for example the letting of school facilities, to sustain current levels of expenditure. It is therefore
important to consider all regulatory and compliance matters.
Funding and regulations

89%

85%

carry out at least
annually a review of
regulatory compliance

short-term funding
in place

51%

budget look
1-2 years ahead
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The full report can be found here:
www.rsmuk.com/ideas-andinsights/charity-audit-andfinance-committees

26%
review tax
compliance
every 2 years

Coming soon... Our audit
and finance committee best
practice guide: Our technical
handbook aims to help
charities set up effective audit
committees and turn all lights
green. This practical tool will
serve as a helpful reference
point, even for charities that
have good governance.

DO ACADEMIES UNDERSTAND THEIR ENVIRONMENTAL RISKS
AND LIABILITIES?
Although academy’s and school’s primary role is to teach, they nevertheless have an impact on the
environment through the energy they use, materials consumed and waste produced. Generally we
would not expect a school to employ an environmental manager so how do they keep abreast of best
practice and the latest environmental regulations to ensure they are not breaking the law and damaging
the environment? The need to minimise these risks has been highlighted by the level of recent fines for
environmental damage – reaching £600,000 for a water company. These fines are based on the ability
to pay but with the growth in size of academies such fines could have a real impact on finances as well as
the reputation of the school.
What are the risks?
All organisations have a duty of care for waste and
must ensure that it is disposed by registered waste
carriers and in an appropriate manner with correct
documentary evidence. This will include any waste
generated by contractors working on site. Schools
also use hazardous materials and these must be
disposed of as hazardous waste. They must not be
poured down drains. The school has responsibility
for raising awareness amongst staff and students
about how to handle, store and dispose of these
materials. Of course accidents will happen and the
school needs to be aware of what actions to take
when there has been an accidental release.

Managing environmental risks
The first step in managing environmental risks
is to understand what those risks are and then
developing a policy and procedures for managing
the risks. Best practice is to develop a formal
environmental management system which best
meets the needs of the academy trust. In many
cases where the potential environmental impact
is low, a simple management system can be
developed. For the larger academy trusts that
cover several schools, a framework environmental
management system can be developed for the
trust and implemented at each school site within
the trust, to meet their individual requirements.

Some schools may still have oil fired boilers as a
main or back up heating supply. The bulk storage of
fuel or indeed any liquids other than water can be a
hazard to the environment if released. Best practice
is to adhere to the oil storage regulations. The use of
energy has an impact on the environment through
amongst other impacts the emission of carbon
dioxide. A plan to reduce carbon dioxide emissions
meets the requirements of the Climate Change
Act and also creates opportunities for reducing
costs. Very large academies may be required to
participate in the Carbon Reduction Commitment
Energy Efficiency scheme by virtue of the amount
of electricity they consume (6,000 MW through
settled half hourly meters).

Key questions for consideration
• Do you have a competent person with
responsibility for environmental management
at the academy trust?

With pupil numbers growing, academies may
wish to expand to accommodate more pupils. This
may require the acquisition of new property or
the development of existing land. Schools should
be aware of the potential environmental liabilities
associated with the acquisition or development
of property. With property purchases there is the
potential to inherit contaminated land liabilities
associated with sites that have seen former
industrial use including former landfill sites. This is
also a potential health concern to staff and pupils.
Similarly the development of contaminated land
to expand the school is a potential risk to the
environment, through mobilisation of contaminants,
and the health and safety of contractors.

• Are you confident that you comply fully with
the environmental regulations?
• Do you understand your key environmental
risks and opportunities?
• Do you have confidence that your environmental
risks are being managed effectively?
• What governance arrangements are
in place for reporting environmental
performance to trustees?
Please contact our risk specialists (details on back
page) to discuss how to develop an environment
management system and visit www.insight4grc.
com to find out how RSM governance, risk and
compliance software can help support this.
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