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Welcome
Winter 2017 Education Newsletter
I am attending the Association of Colleges Annual Conference in November and if anyone sees me please
stop and say hello.
As we move towards the period when academies and colleges financial statements need submitting to the
ESFA by 31 December, I thought it would be a timely reminder highlighting the responsibilities of a Company
Director whose roles is comparable to that of a Governor.
The following is a brief summary of the statutory code of directors introduced by the Companies Act 2006.
• Duty to act within powers – obey the company’s constitution and decisions taken under it.
• Governors must act within their powers
• Duty to promote success – act in the company’s best interests, taking everything you think relevant into
account
• In terms of charitable entities success means to attain its charitable objects
• Factors to consider include: likely long term consequences of decisions, interest of employees, foster
business relations with stakeholders, impact on the community and environment, desirability of
maintaining high standards of business conduct, the need to act fairly between members.
• Duty to exercise independent judgement – you remain responsible for the work you give to others
• When undertaking your role you must act in person and use your own independent judgement. This
means that although you can rely on expert advice and delegate matters to committees, you should
still sense check any advice/recommendations.
• Collectively, the governors are responsible for the decisions made but as individuals you need to
draw your own conclusions.
• Duty to exercise reasonable care, skill and diligence – if you have any special skills use them.
• Duty to avoid conflicts of interest – avoid situations of actual or perceived conflicts arising and when in
doubt disclose them.
• Duty not to accept benefits from third parties – you must not accept benefits from third parties because of
your position especially where they may be perceived as giving rise to a conflict
• Duty to declare interest in proposed transactions or arrangements – always declare interests
The above is only one source of useful guidance governors can draw upon when discharging their
responsibilities. If you would like any further assistance in this areas then please contact a member of the
education team.
Alliotts education team is made up of experienced professionals offering a full range of services to the
education sector whether an Academy, College, University College or Independent School. The core team
consists of three partners and 25 staff that deliver audit, accounts and advisory services. We also provide
outsourced payroll and HR services.
Kind Regards
Chris Mantel
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Partner
Imperial House
8 Kean Street
London
WC2B 6UN
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020 7240 9971
07800 617 235
chris.mantel@alliotts.com

Executive Pay
In Academies
As the academy sector grows so does the level
of public scrutiny whether through the Public
Accounts Committee or the press.
The Department for Education (DfE) has for
the first time published consolidated annual
report and accounts for the academies sector.
This gives an overview of the finances of English
academies.
One of the statistics that has been referenced is
executives pay comparing the number of
academies paying £150,000+ for this role
(2016: 102 v 111 in 2015).
There has been much debate and comment
regarding the levels of pay being received by
Accounting Officers and Chief Executive
Officers of academy trusts around the country
– with the Prime Minister’s salary often used as
a benchmark.
The PM as far as we are aware has no
experience of running a school and is never a
good comparator but one that does make for
good headlines!
Funding in schools remains tight and therefore
a salary deemed “excessive” or “high” by the
media can provide academy trusts with
potentially unwanted negative stories and
reputational damage.
As more and more pressure is placed on the
sector on this subject, there is every possibility
that the DfE may decide to put in place an
executive pay “ceiling” but for now trustees
need to ensure they make sound logic
decisions that are supportable in the event of
challenge.

What can an academy trust do?
The responsibility lies with the board of
trustees and in accordance with the latest AFH
the Board must ensure that their decisions
about executive pay follow robust evidence
based processes and reflect the individual’s role
and responsibilities.
The trustees should step back and assess
whether the level of salary is appropriate. This
is usually achieved through benchmarking
against other trusts in the area and country
remembering to compare the responsibilities as
it is more about what someone does that it is
about their title.
The trustees should also look at the academies
performance, as with any payment they need
to ensure they continue to achieve value for
money. Usual indicators are exam results,
Ofsted ratings and understanding the journey
the academy is on. If the academy is coming
from a position of weakness, whether financial
or quality, the journey and assessment would
be different to one that is outstanding.
Therefore, trustees should be asking if a pay
increase or bonus is justifiable and not be afraid
to say No.
Once decisions have been made and discussed
at length, trustees should ensure the evidence
and decisions are recorded appropriately and
available for inspection, if requested. Where
there is heated debate this should be reflected
in any minutes.
Always step back when approving minutes and
say to yourself “do I remember the meeting
based simply on the picture painted by the
minutes?” If the answer is no don’t approve
them.

Academies
Academies Financial Handbook 2017 - Updated Focus
AFH 2017 was published in July 2017 and is
effective for all trusts from 1 September 2017.
The guidance has been re-issued annually since
2012, with changes made by the ESFA in
response to sector developments and trusts’
experiences. In recent years the level of
substantial changes have reduced with more of
an emphasis on clarification.
Trusts should consider changes within the AFH
guidance at the start of each academic year to
ensure new or revised requirements are identified
and changes made to processes/evidence as
required.
AFH 2017 focuses more on good governance
and financial stewardship so that ‘every pound
is used efficiently for maximum impact on
young people’s education’.
This echoes the House of Commons Education
Committee’s report on multi-academy trusts
(published 28 February 2017) that set out two
of its ‘key characteristics of high performing
multiacademy trusts’ as:
• Clear governance frameworks; and
• Strong financial management.
These findings are also reflected within recent
charity sector guidance, ‘Charity Governance
Code’ issued in 2017 that includes more
detailed suggestions as to how best to
implement good governance across the sector.
Key changes outlined in AFH 2017 include;
detailed narrative around the roles of members
and trustees and increased guidance for
identifying and addressing skills gaps on trustee
boards.
It also places greater emphasis on the need for

executive pay to be determined via robust and
evidence-based processes. This follows
increased public and media interest in the
figures published within financial statements.
Additionally AFH 2017 includes reference to
the new ESFA mechanism for responding to
financial health concerns. It includes additional
guidance for trusts for whom the ESFA has
concerns over financial health and efficiency but
for whom they have not yet issued a financial
notice to improve (an “FNtI”). The Handbook
states that the ESFA may ‘prescribe working
with an expert in school financial health and
efficiency’ and stipulates that the academy
should make every attempt to implement
recommendations arising from a result of this
working relationship.
Some of the changes to consider
Clarification of the roles of members vs.
trustees
As charitable companies limited by guarantee,
academy trusts are required to have both
members (equivalent to shareholders of a
limited company), and trustees (who are in
effect the trust’s directors).
AFH 2017 emphases the differences between
the two roles, outlining the ESFA’s view that the
most robust governance structures will have a
significant degree of separation between their
members and trustees.
Members should avoid compromising the
board’s
discretion
in
exercising
its
responsibilities. However, if the governance of
the trust by the board of trustees becomes
dysfunctional, the members should have a
strong interest in ensuring that the board has
sufficient plans to address relevant issues.

Trustees are responsible for overseeing the
core business of the academy trust including
determining strategic direction, monitoring
financial performance and holding executive
leaders to account.
Employees of the academy trust should not
be members, and the only employee permitted
to be a trustee should be the senior executive
leader, unless otherwise permitted by the
trust’s articles of association.
Trusts should periodically review how members
are carrying out their roles in order to make sure
that it is in line with best practice.
Skills reviews for trustee boards
AFH 2017 expands previous guidance around
the importance of a retaining a board of
trustees who have a diverse range of skills and
experiences. It continues to stress the need for
boards of trustees to identify the skills they
need and address any gaps through recruitment
or training.
Specific reviews are recommended during key
transition points, such as on the original
conversion of a maintained school to academy
status, or during periods of significant growth of
a multi-academy trust.
Trusts are also directed to the DfE Governance
Handbook’s ‘six key features of effective
governance’ when conducting such reviews.

Trusts should consider completing a skills review
alongside its annual assessment on governance
that supports the statement included within its
financial statements.
Executive pay
As you may expect given the increased public
focus in this area, there is far more explicit
guidance with regards to pay of senior
executive leaders and senior management. This
is likely to cause repercussions across the
sector, especially in the case of larger
multi-academy trusts where the senior
executive leader’s remuneration is less defined
by established norms.
AFH 2017 for the first time emphasises that
boards of trustees must ensure that decisions
about levels of executive pay follow a robust
evidence-based process and are reflective of
the individual’s role and responsibilities.
Trusts may wish to review their own procedures in
light of this to ensure that there is adequate
evidence that such a process is being followed.
This should include sufficient meeting minutes
supporting the level of debate generated and
challenges made.

Area Review and
Impact on College Population
In September 2017 the AOC published an update
on the impact of area review and the drive to
rationalise the sector.

dissolving college continue in these roles within the
merged entity. Therefore, the dissolution of your
college does not mean it has been taken over.

In 1993 when the sector was formed there were
c450 colleges established and based on the latest
projections this has reduced by more than a third
over the past 25 years to c290.

This is an important message to publish as it is
people’s perception that is key to a successful
transition rather than the legal reality.

The key statistics for 2017:
• Seven mergers have completed between
January to June 2017;
• Fifteen mergers on 1 August 2017;
• Nine mergers planned to be finalised before
December 2017;
• Thirteen Sixth Form conversions to
academy status as at 1 September 2017;
• Twelve further sixth form conversions
planned before December 2017.
Future plans:
• Five potential mergers for 2018;
• Four university marriages.
What is a merger?
Colleges are able to merge together in one of two
ways:
•

•

Type A merger - where both existing
corporations are dissolved and a new one
created.
This option has limited use since the time
constraints and level of bureaucracy tends
to be prohibitive.
Type B merger – where one corporation
dissolves transferring all staff, assets and
liabilities to the remaining corporation.
This option offers far more flexibility over
timeframe and provides an element of
continuity.

The above options are simply the legal route for
merger and do not reflect the actual nature of any
combination. There are numerous examples in the
sector where the Chief Executive and Chair of the

Accounting treatments
Mergers are accounted for under either Merger or
Acquisition accounting rules.
Under merger accounting the combination is
reflected as if it had always been combined. Simply
put the results for both colleges are added together
to provide the result for the merged college with the
accounting comparatives restated on the same basis.
Under acquisition accounting the college being
dissolved has its assets and liabilities fair valued
resulting in a balancing goodwill value that is
recognised through the I&E account.
To adopt Merger accounting the combination needs
to meet each of the following definitions otherwise
acquisition accounting is applied:
•
•
•

No party is portrayed as either the acquirer
or acquiree;
There is no significant change in the classes of
beneficiaries of the combining entities or the
benefits provided as a result;
All parties, as represented by the board,
participate in establishing the management
structure of the combined entity and in
selecting the management personnel and that
decision is made on the consensus between
the parties rather than purely voting rights.

Consideration when assessing against the above
criteria should also include the relative size and
financial health of each college.

Reporting
Considerations
Payment practices
New regulation requiring large organisations to
report on payment practices came into force in April
2017, and will affect colleges and academy trusts
which meet at least two of the following three
criteria:
• Annual income exceeds £36 million;
• Balance sheet total exceeds £18 million; and
• Over 250 employees.
Colleges and academy trusts caught by this
legislation will be required to publish reports every
six months on a Government website. These reports
will include:
• Descriptions of the college and academy trust’s
payment policy as well as a number of statistics
including the average time taken to pay invoices
from the date of receipt;
• Percentage of invoices which were paid in 30
days or less, between 31 and 60 days and over 60
days, and the percentage of invoices due within
the reporting period which were not paid within
the agreed terms.
Modern Slavery Act
The Modern Slavery Act is now in force and may
affect colleges and academy trusts with an annual
income in excess of £36m for periods ending on or
after 31 March 2016. Those colleges or academy
trusts caught by the legislation will be required to
produce an annual statement that describes the
action taken to eliminate slavery and human
trafficking within its supply chain.
Gender pay
New legislation on gender pay reporting came into
effect in April 2017, and will affect colleges and
academy trusts with over 250 employees.

Colleges and academy trusts which are caught by the
legislation will be required to publish a report at 31
March each year on their website. The figures to be
reported and published include:
• Mean pay for men and women and the difference
between the two;
• Median pay for men and women and the
difference between the two;
• Mean and median bonus pay for men and women
during the relevant pay period; and
• The proportions of the relevant male and female
employees in the lower, lower middle, upper
middle and upper quartile pay bands.
Public Sector exit payments – capped at
£95,000
From 1 February 2017 section 41 of the Enterprise
Act 2016 came into force. This gave the Secretary of
State the power to issue regulations preventing
public sector office holders from receiving exit
payments exceeding £95k.
Exit payments include:
• Dismissal payment due to redundancy;
• Payment as part of any voluntary exit from
employment;
• Any severance or ex gratia payment;
• Payment in respect of outstanding entitlement;
• Compensation under the terms of a contract;
• Payment in lieu of notice.
Whilst this regulation does not apply to colleges it
does for academies.
However, colleges have to be mindful of the
regulations contained within its funding agreement
with the funding body to ensure it attains value for
money in respect of any settlements made.
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The information set out in this document is based on our understanding as at time of publication. The
content of this document has been provided for general guidance only. It does not necessarily stand on
its own and no responsibility for loss occasioned by any person acting or not acting as a result of this
material can be accepted by the writer or Alliotts or any of its partners and employees.
Alliotts are registered to carry on audit work in the UK and regulated for a range of investment business
activities; and licensed to carry out the reserved legal activity of non-contentious probate in England and
Wales by the Institute of Chartered Accountants in England and Wales.

