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Welcome
Winter 2018 Education Newsletter
At the 2018 Association of Colleges Annual Conference I look forward to hearing the views of key influencers in the education
sector, on recent developments and future plans. With Brexit on the horizon I am sure that the importance of education in
the UK’s future remains a high on everyone’s agenda.
In this newsletter I cover general updates for colleges and academies including, the introductions of Making Tax Digital (MTD);
the recently established Office for Students (OfS); the updated Charity Code of Ethics; new audit guidance regarding Pension
assumptions; Charities Public Benefit Reporting; the rules on the taxation of termination payments; and the treatment of
employees on fixed term contracts.
Academy specific updates include, a governors role in the management of finance and resources; the publishing of careers
programmes; and changes to the Academies Financial Handbook 2018. Specific updates for colleges include, early intervention
and prevention strategy and the clawback for under-delivery of Adult Education Budget(AEB).
If you would like further information or advice on any of these areas please get in touch, our team of advisors are currently
working with clients in the education sector to ensure that they are kept update with any changes and helping them to do
what they need to do to remain compliant.
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 specialist staff delivering audit, accounts and advisory services. We also have teams who can
provide payroll and HR services to the education sector.
With best wishes
Chris Mantel
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Making Tax Digital
General Update
Making Tax Digital (MTD)
The MTD reforms represent a major change to the UK tax
system that will ultimately impact all UK tax payers. The
reforms will apply to all main taxes over time with VAT at
the forefront of HMRC immediate plans.

Over time it is reasonable to assume that HMRC will start
to look for inconsistencies in the data and raise queries
with the aim of collecting more tax.

From April 2019, it is a requirement for all VAT registered
businesses (with a taxable turnover above £85,000 in a
twelve month period) to submit their VAT returns digitally
using MTD compatible software.

Penalties
HMRC has confirmed that there will be a ‘soft landing’
period between April 2019 and March 2020, in which
there will be no financial penalties for record keeping
failures.

This requirement is not limited to corporate bodies
but applies to universities, colleges, academies, charities,
schools, public bodies, sole traders and partnerships.

However, there must be a digital link between your
accounting records and HMRC from the outset at 1 April
2019.

What is changing?
From April 2019 the current HMRC online portal will
close for businesses with a taxable turnover above
£85,000 and they will need to submit their VAT return
figures directly from their accounting system or via
‘bridging’ software.
This means businesses will need to keep their records
in a digital format which enables information to be
provided to HMRC directly from their accounting system
or via bridging software, through application programme
interfaces (APIs) which can also receive information from
HMRC.
Many accounting software package providers will provide
the API links. However, you will still need to keep digital
records of the underlying transactions.
What is submitted?
For VAT returns submitted on or after 1 April 2019,
you will be required to submit the information which
completes the existing nine boxes on the VAT return
digitally.
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Office for Students
General Update
What is Office for Students (OfS)?
The OfS was established by HERA (the Higher Education
and Research Act 2017) and replace the Higher Education
Funding Council for England (HEFCE).
It becomes the main regulator of the English HE
marketplace – designed to encourage the growth of
a competitive market that informs student choice, to
intervene when the market is failing in areas such as equal
access, and protect the interest of its consumers (students,
government, and wider society).
How will OfS regulate the market?
OfS will manage and maintain a list of registered English
higher education providers that must be publicly available.
There are three categories of registration, which are linked
to accessing public funding. Fundamentally, the more
public funding an institution receives, the more regulatory
conditions exist:
Basic Those that want to be recognised as a higher
education provider with no grants or access to public
funding.
Approved Those that want access to public funding, such
as student loans or tier 4 licences but not grants or fee
loans, meaning there is no cap on their fees.
Approved (with fee cap) Those that want access to
public funding and grants, such as teaching and research
grants. This category of institutions will have their fees
capped.
Degree Awarding Powers (DAP) and University
Title
A fundamental part of OfS’s role is to grow the market,
and it will be able to grant a provider degree awarding
powers (and revoke these powers).
Previously, applying for degree awarding powers was a
difficult process, requiring a long track-record of delivering
higher education, generally enabled through course-level
validation from an existing Degree Awarding Body (DAB).
However, HERA has introduced two additional regulatory
functions. The first is for OfS to be the validator of last
resort, in cases where a new provider can’t find a willing
partner.
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The second is to award “New Degree Awarding Powers”
that don’t rely on a track record. Instead, an institution
will have the ability to award degrees for a specified time
providing they can show a strong action plan. Following
this trial period, they can then receive full degree awarding
powers.
The role of the Secretary of State
HEFCE was an NDPB (non-departmental public body)
which received funding from government. Each year
it received a grant letter from the Secretary of State
outlining how much funding they would receive from the
department along with priorities set for HEFCE to focus
on with the sector.
OfS is also an NDPB but is answerable to the Secretary
of State and sits underneath them. This means that a
government minister has the power to give directions,
demand advice and require reports from the regulator.
A change has already been made following public criticism
around vice chancellor pay requiring HE providers to
publicly justify individual salaries over £150,000 to the OfS.
This is in line with similar requirements within both the FE
and academies sectors.
Impact on Colleges
Any registered body must comply with OfS regulations
and therefore any college applying to the register must be
in full compliance. These regulations will takes precedence
over ESFA regulations where they are in conflict.
Work is currently proceeding to mitigate any such conflict
with the ESFA working to align regulations.
Potential regulations
The following are some examples of potential guidance
that may be adopted within the FE sector:
•
•
•

Committee of University Chairs (CUC) – Senior
Staff Remuneration Code;
CUC – Remuneration Code severance;
Further integration within the accounts direction.

Charity Code of Ethics
General Update
NCVO has been developing a set of principles that can
act as a ‘code of ethics’ for the charity sector and is now
consulting on a draft code (closing date of consultation
was 28 September 2018).

All charities should proactively champion ethical
behaviour and reflect their charitable ethos in every
activity they undertake, going beyond legal and regulatory
requirements.

Background
Recent concerns about safeguarding and wider conduct at
work are, rightly, a major priority for charities, government,
and regulators.

This is a key responsibility for those in governance and
leadership roles. Governing bodies, staff and volunteers
should actively consider the code in order to integrate
its principles in their policies and procedures, and
consequently in their day-to-day work.

At summits held by the Charity Commission and the
Department for International Development, charities,
sector bodies, the regulator and government agreed to
put new mechanisms in place to strengthen safeguarding,
workplace practices and culture, and prevent incidents
wherever possible.

Impact on colleges and academies
Colleges and academies as exempt charities should give
due regard to this guidance when finalised.

What the code of ethics is for?
It is anticipated that the code will provide a framework for
charities to review their own policies and practice. They
can then identify where these need to change in line with
their own purpose and specific values.
The proposed code would apply to:
• Safeguarding
• Conduct within charities
• Safe employment practices
• Dignity in the workplace
• Treating all individuals with respect.
Adoption and endorsement of the code will be voluntary.
This draft code aims to support charities, their governing
bodies, and those who work and volunteer in and with
them in recognising and resolving ethical issues and
conflicts. It sets out the key ethical principles and the
supporting actions that charities should take to ensure an
ethical approach to their work.
It is intended as an enabling document that draws together
and underpins what many charities do already, and what all
charities aspire to do.
These principles present a framework for carrying out
charitable purposes ethically, regardless of the charity’s size,
type or area of operation.
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Pension Assumptions and Public Benefit Reporting
General Update
Pension Assumptions

Charities’ Public Benefit Reporting

The Financial Reporting Council (FRC), who provide
guidance and regulate the audit sector, have enhanced its
requirements around the auditing of pension liabilities and
in particular defined benefit schemes such as LGPS and
TPS.

The Charity Commission is warning that too many
charities are still failing to report adequately about what
they do and how they spend their money, after its latest
monitoring reviews of trustees’ annual reports and
accounts showed only a modest improvement in the
quality of public reporting.

Whilst TPS is a defined benefit scheme it is treated in the
same way as a money purchased scheme since the scheme
assets and liabilities cannot be accurate split across all
member employers. However, the LGPS is caught by the
enhanced audit regulations.
What has changed?
Auditors have always been required to gain assurance over
the assumptions recommended by the pension actuary
and approved by the Board.
Recent clarification guidance requires auditors to extend
their work to better understand the work completed by
the pension funds auditors. This may extend to liaising
directly with the auditors that could result in additional
charges being made by the scheme auditors to the pension
fund.
Mitigating information
Many pension funds now include a FAQ section within
their scheme information when requesting confirmation of
the assumptions they plan to apply.
Included within this information may be a summary of
the work completed on validating such matters as split of
scheme assets/liabilities, issues identified by the scheme
auditor, etc.
This scheme information should be shared with your
auditor at the earliest opportunity to assist mitigate any
potential increase in costs.
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What did it do?
The Commission scrutinised a random sample of 106
charity trustees’ annual reports and accounts to assess how
charities are meeting the public benefit reporting standards
and whether the accounts meet readers’ understanding.
What were the findings?
The review found that 51% of those scrutinised
demonstrated a clear understanding of the public benefit
reporting requirement – a 5% improvement from the
previous year.
The majority of annual reports also included key aspects
of public benefit reporting, with 71% explaining who
benefitted from the charity’s activities, and 62% including a
public benefit statement.
The Commission has provided regulatory guidance to
89 charities included in the reviews in order to help the
trustees improve the quality of future trustees’ annual
reports and accounts.
Conclusion
The clear message provided is that the reporting within
the financial statements is not just a tick box exercise
and trustees/governors should take the opportunity to
personalise them.

Termination Payments and Updates to Pay
General Update
Termination Payments

Updates to Pay

Legislation
New rules regarding the taxation of termination payments
have come into effect, with HMRC reminding employers
they need to pay income tax and Class 1 National
Insurance contributions (NICs) on an element of all
termination payments from 6 April whether or not they
are contractual payments.

Term time workers and rolled up holiday pay
Most schools will be using rolled up holiday pay for any
peripatetic (or other) term time workers, with 12.07%
of pay as the additional holiday to be paid. This is the
standard calculation used for staff in respect of their
statutory holiday entitlement (being 5.6 weeks).

Previous rules: payments on termination that are made
under a contractual PILON (pay in lieu of notice) clause in
an employee’s contract are taxed as earnings, but if there
is no PILON an equivalent payment can often be made tax
free (up to £30,000) as it is characterised as “damages for
breach of contract.”
The element that is now chargeable to Income Tax and
NICs is the amount of the termination payment that
represents payment in lieu of notice (PILON).
This change applies to payments, or benefits received
on, or after, 6 April 2018 in circumstances where the
employment also ended on, or after, 6 April 2018.

An Employment Appeal Tribunal case published in March
2018, Brazel v Harpur Trust, found that this approach is
incorrect and for an individual working 32 weeks of the
year, the calculation should be 17.5%.
The decision is based on the fact that technically, holiday
pay is calculated on the pay received in the 12 week
period prior to any holiday (which is affected by an
individual working fewer weeks of the year).
National minimum wage
For those over 25 who are entitled to the National Living
Wage has increased from £7.50 to £7.83 per hour.
For apprentices the increase is from £3.50 to £3.70 per
hour.

HMRC says the measure is intended to bring fairness
and clarity to the taxation of termination payments by
making it clear that all PILONs, rather than just contractual
PILONs, are taxable earnings.

Disclosures of highest paid staff member
The highest paid staff member is usually the Executive
Head or Principal.

All employees will pay income tax and Class 1 NICs on
the amount of basic pay that they would have received if
they had worked their notice in full, even if they are not
paid a contractual PILON.

Given the level of public interest in this information it is
essential that the financial accounts reflect the correct
disclosures and these are accurately replicated within the
additional finance records supplied to the EFSA.

Any remaining part of the termination payment, typically
redundancy or ex-gratia sums, will still benefit from the
£30,000 exemption as before. The Government is also
proposing that payments over and above the £30,000
threshold which are often free from NIC will become
subject to employer NICs, but this revision is not due to
come into effect until April 2019.

A common issue reported by the ESFA has been the
inclusion of employers national insurance contributions
within the Executive Heads/Principal’s salary disclosure.
This therefore inflates the perceived remuneration paid by
the institution as well as distorting sector/comparator rates
that are used to benchmark and justify executive pay rates.

7

Fixed Term Contracts
General Update
Employers often like fixed-term contracts. They offer a
flexible option. They can be used to cover a period of
maternity leave or long-term sick leave; they can be used
for a job where funding has been provided for a specific
project; and they are very useful for staffing some seasonal
work.
However, employers should always realise that fixedterm employees have a range of employment protection
rights enforceable by presenting a complaint before an
employment tribunal, including protection from less
favourable treatment under the Fixed-term Employees
(Prevention of Less Favourable Treatment) Regulations
2002.
In a recent case of Royal Surrey Hospital County NHS
Foundation Trust v Drzymala (2018) highlights the
potential risks. The facts were:
Dr Drzymala was a doctor employed by Royal Surrey
NHS Trust (the NHS Trust) as a locum consultant on a
series of fixed-term contracts. In summary:
She was unsuccessful in her application when her locum
post was made permanent and her last contract was not
renewed.
She was given no right of appeal against this dismissal
and no worthwhile discussion took place on alternative
employment within the NHS Trust.
This dismissal was unfair because the NHS Trust had not
given Dr Drzymala any right of appeal and it had failed to
pursue a discussion with her on alternative roles within the
organisation.
In essence the NHS Trust had not followed a fair process
or provided a fair reason for dismissal.
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Fixed-term contracts: key points
Definition
A fixed-term contract is one that specifies a start date and
expiry date. It will terminate on the expiry of a specific
term, on the completion of a particular task, or on the
occurrence or non-occurrence of any other specific event
other than retirement.
Notice clause
While there is no legal requirement to have a notice clause
in a fixed-term contract, it may in some circumstances be
advisable to have one as it allows an employer to end the
relationship before the expiry date should it be genuinely
necessary to do so. A project may, for example, come to
an early end. If there is no notice period in the contract
allowing the employer to give notice and end the contract
early, the employee may be able to claim damages to
cover his or her losses for the outstanding period of the
contract.
Less favourable treatment
Employees on fixed-term contracts have the right not to
be treated less favourably than comparable permanent
employees in relation to:
Terms and conditions of employment (for example, pay
and bonus schemes) unless there are objective reasons for
the less favourable treatment
Training, promotions or transfers
Permanent positions within the organisation — employees
on fixed-term contracts must be informed of any
permanent vacancies that arise.

Fixed Term Contracts
General Update
Conversion to permanent employees
If an employee completes four years’ continuous service
under one or more fixed-term contracts, the employee
will be considered as permanent unless the fixed-term
status can be justified.
Termination of fixed-term contracts
The law regards the expiry of a fixed-term contract
without its renewal as a dismissal.
An employee will be able to claim unfair dismissal if
there is still work for him or her to do or a redundancy
payment where the need for the work has ended, subject
to the requisite qualifying service.
The case of Drzymala demonstrates the need for the
employer to ensure that a fair process is followed and
that there is a fair reason for dismissal.
One essential action that the employer must take is to
consult with the employee in good time before the expiry
of the contract, so the potential effects of the nonrenewal of the contract can be explained and explored,
together with consideration of any other opportunities
within the organisation.
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Call for Counter Fraud Culture
General Update
The Charity Commission is urging charities to ensure
staff maintain tight financial controls and challenge any
concerning behaviour, after a study found lack of internal
oversight, and placing excessive trust or responsibility in
individuals, contributed to 70% of insider frauds.
The regulator reviewed a sample of 20 charity cases that
had either confirmed an insider fraud incident to the
Commission, or where information suggested that the
charity was at an increased risk. It was evident that in 19 of
the 20 charity cases analysed, the absence of appropriate
controls was the primary enabling factor – in either
allowing the fraud to occur or in making the charity more
vulnerable to fraud.
It also considered 54 responses to a six-week call for
information about insider fraud, a third of which were from
charities with an income of over £1m.
The regulator’s analysis shows the majority of insider fraud
was committed by an employee (43%), but a third (33%)
of cases involved a trustee and 10% a volunteer.
Respondents suggested the prime factor was excessive
trust or responsibility placed on one individual (43%), while
24% said insider fraud was due to a lack of challenge or
oversight and 24% cited either the absence of controls or
existing controls being poorly applied.
Specific examples where weak or non-existent controls
had enabled the fraud to occur included failure to
reconcile transactions and bank statements on a regular
basis; poor segregation of duties/ unclear responsibility
for financial controls; having only one signatory for
bank transaction; and only one individual counting cash
collections.
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The Commission’s research also found that 38% of cases
were not reported to Action Fraud and 43% were not
reported to the Commission itself, which it described as
concerning.
The study showed 19% of frauds reported to the
authorities resulted in a prosecution, while in 38% of cases
part or all of the money/assets taken was recovered. Many
charities (81%) undertook a review of existing controls
following the fraud, while 76% reported that the frauds
prompted media coverage.
The Commission said its findings follow a number of
high profile cases of insider fraud in charities recently,
including Birmingham Dogs Home, where the former
chief-executive stole £900,000 from the charity. The head
of finance at NSA Afan was jailed for spending almost
£54,000 of the charity’s money for her own personal gain.
The Commission has published advice for charities on
improving their resilience to fraud, as well as a number
of anonymised case studies alongside the report. These
demonstrate cases of poor or non-application of financial
controls, low fraud awareness, and excessive trust or lack
of challenge and include the example of a finance director
who defrauded a charity of over £900,000 over a seven
year period, which only came to light after the director
had been made redundant.

A Governor’s Role
Academy Update
The Academies Financial Handbook, alongside the
Governance Handbook, is clear in that governors need
to be effective in financial matters and demonstrate this
in their meetings. Holding the leaders of the academy
or Trust to account is probably the key expectation of
governors from the regulator.
To assist this process The Department for Education have
provided additional guidance for governors through the
publications of the ‘Top ten planning checks for
Governors’. This provides guidance over the ratios that
could be monitored and questions to ask.
To be an effective governor you need to understand your
academy and the reason for the results you expect to
achieve from the expenditure decisions made. Therefore,
based on the following recommended measures would
you be able to explain the results?
(1) Staff pay as a percentage of total income
This ratio normally runs at about 70% with anything at
80% or above regarded as high.
Is the ratio due to staff mix or reflect the academy’s trend
in pupil numbers?
(2) Average teacher cost
This measure is calculated by dividing the total teaching
cost by the full-time equivalent (FTE) number of teachers.
Does the ratio mirror the staffing grade profile of the
school or is there something else?
(3) Pupil to teacher ratio (PTR)
The PTR is calculated by dividing the number of FTE pupils
on roll by the total number of FTE teachers. A relatively
low PTR could suggest small class sizes
(4) Class sizes
The smaller the class size the greater the cost of delivery
per pupil.
Governors should ensure that class size plans are
affordable while supporting the best outcomes for pupils.
(5) Teacher contact ratio
This measure is calculated by taking the total number of
teaching periods timetabled for all teachers in the school
and dividing that by the total possible number of teaching
periods.

(6) Proportion of budget spent on school
leadership team
Academies have many different management structures
and needs such that determining what is right for
your academy is not straight forward. Therefore, any
benchmarking in this area needs closer examination to
ensure an accurate comparison can be made.
With public attention focused in this area, especially at the
Executive Head/Head level then a key question could be:
How has your academy made decisions on the proportion
of its budget to be spent on the leadership team?
(7) Three to five year budget projection
Governors should ask to see 3 to 5 year financial
projections and the assumptions made to cost them.
The assumptions should be the key area of challenge
providing a better understanding over areas such as Pupil
numbers and staffing needs.
(8) Spend per pupil for non-pay expenditure
compared to other similar schools
The ‘school financial benchmarking service’ can provide
comparatives to allow challenge.
If benchmarking indicates a relatively high/low spend on a
particular expenditure line do you know why?
(9) School improvement plan priorities and the
relative cost of options
The budgetary process sits firmly within the strategic
leadership framework and should link into the overall
management and planning cycle, rather than being seen as
an additional activity that is the responsibility of the finance
manager.
Therefore, are the academy’s improvement initiatives
prioritised, costed and linked to the budget?
(10) List of contracts with cost and renewal
dates
Each year your academy must review its contracts for all of
its services to check which ones are due for renewal.
Check that contracts are good value for money (VFM) and
meet the academy’s needs.

How would changes to the teacher contact ratio impact
on the overall budget?
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Academies Financial Handbook 2018
Academy Update
Changes made to guidance for 2018/19 range from small
clarifications to headline topics that impact the sector as a
whole.
The ESFA has helpfully summarised the changes on pages
6 and 7 of the Handbook so that they can be easily
identified. Set out below are a selection of these changes
that we believe should be drawn to your attention:
Related parties
A related party is defined as:
Any member or trustee of the academy trust.
Any individual or organisation related to a member or
trustee of the academy trust
Trusts must report all transactions with related parties to
the ESFA in advance of the transaction taking place using
an online form where they exceed the preset limits.
Trusts must obtain prior approval from the ESFA for
contracts for the supply of goods or services to the trust
by a related party where:
•
•
•

The contract exceeds £20,000.
A contract of any value that would take the total
value of contracts with the related party beyond
£20,000.
A contract of any value, if there have been
contracts exceeding £20,000 individually or
cumulatively with the related party in the same
financial year ending 31 August.

Trusts must also obtain ESFA’s approval for transactions
with related parties that are novel, contentious and/or
repercussive. Definitions include:
•
•
•
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Novel transactions are those of which the academy
trust has no experience, or are outside its range of
normal business.
Contentious transactions are those that might
cause criticism of the trust by Parliament, the public
or the media.
Repercussive transactions are those likely to cause
pressure on other trusts to take a similar approach
and hence have wider financial implications.

The approval process is not intended to capture staff
remuneration. For the purposes of reporting to, and
approval by, ESFA, transactions with related parties do not
include salaries and other payments made by the trust to
a person under a contract of employment through the
trust’s payroll.
Executive pay
The board must discharge its responsibilities effectively,
ensuring its approach to pay is transparent, proportionate
and justifiable, including:
Process.That the procedure for determining
executive pay is agreed by the board in advance and
documented.
Independence. Decisions about executive pay
reflect independent and objective scrutiny by the board
and that conflicts of interest are avoided.
Decision-making. Factors in determining pay are
clear, including whether performance considerations,
and the degree of challenge in the role, have been
taken into account.
Proportionality. Pay is defensible relative to the
public sector market.
Documentation. The rationale behind the decisionmaking process, including whether the level of pay
reflects value for money, is recorded and retained.
A basic presumption that non-teaching pay should
not increase at a faster rate than that of teachers, in
individual years and over the longer term.
Understanding that inappropriate pay can be challenged
by ESFA, particularly in any instance of poor financial
management of the trust.

Academies Financial Handbook 2018
Academy Update
Governance
Standards
Greater emphasis on trustees applying high standards of
governance, the role of the chair and working with ESFA.
The changes effectively reinforce the boards responsibility
for effective oversight and challenge.
It has been emphasised that Trustees must apply the
highest standards of governance and take full responsibility
of their duties
Meetings
Boards are required to meet for a minimum of three times
a year. However, there is now a presumption that they
should meet for at least six times a year.
AFH2018 has introduced a reporting requirement to the
accounts where boards meet less than six times a year.
Where, applicable they must describe in the governance
statement in the accounts how it maintained effective
oversight of funds with fewer meetings.
Cash and budget management
The trust must manage its cash position robustly. It may
be required to report to the ESFA on the cash position
where there are concerns about financial management.
With regard to budget setting the wording has again been
strengthened to promote greater governance. The board
of trustees, and any separate committee responsible
for finance, must ensure rigour and scrutiny in budget
management.

Academies to Publish Careers
Programmes on Websites
In May 2018 the DfE updated their guidance on what
academies, free schools and colleges should publish online.
The most significant change is that from September 2018,
all of the above entities should be publishing information
about their careers programme.
The information should relate to the delivery of careers
guidance for 12 to 18 year olds and any requirement in
your Funding Agreement to deliver careers guidance.The
information that should be included is listed below and
should be for the current academic year.
The name, email address and telephone number of the
school’s Careers Leader
A summary of the careers programme, including details
of how stakeholders (pupils, parents, teachers and
employers) may access information about the career
programme
How the school measures and assesses the impact of
the careers programme on pupils
The date of the school’s next review of the information
published.
This information should be published in a way that the
stakeholders can access and understand it. In addition, the
statutory guidance for schools on careers guidance and
access of education and training providers states that from
January 2018 every school must publish a policy statement
setting out the arrangements for provider access and
ensure that it is followed.
The statutory guidance provides an example policy The
guidance goes on further to state that every school should
have a member of their governing body who takes a
strategic interest in careers education and guidance and
encourages employer engagement.
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Early Intervention Strategy and AEB Clawback
College Update
Early Intervention and Prevention
Strategy
Updated August 2018
This strategy was last updated in December 2016.
The purpose of the Education and Skills Funding Agency’s
(ESFA) early intervention and prevention strategy is to
engage with sixth-form colleges (SFC) and general further
education colleges (GFEC), where their financial plans,
performance indicators or other data sources suggests
that there is a risk of failure. This included being in financial
difficulty, with a significant risk of not being able to meet
obligations.
Key triggers
The ESFA will consider each college’s position on a caseby-case basis. The following triggers have been published
and provides a good guide to governors when reviewing
their college’s performance:
(1) Where there is a significant decline in the financial
health score over the last 2 or 3 years.
(2) Where the financial health score is a weak ‘satisfactory’,
that is, either:
•
•

the financial health score is equal to or less than
130 points
the total score for the current ratio plus the
earnings before interest, taxes, depreciation,
and amortisation (EBITDA) ratio is less than or
equal to 80 points

(3) Either the financial current ratio, gearing ratio or
EBITDA ratio is zero.
(4) Where the ESFA financial forecasting demonstrates
that the college is at risk of moving into ‘inadequate’
financial health in the future unless it takes preventative
action. This forecasting could include for example,
predictive financial data, cash flow forecasts, demographic/
learner number data such as national demographic
statistical forecasting, individualised learner record (ILR)
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returns, funding assumptions and performance data. The
ESFA will share with the college any work carried out to
explain the basis for our proposed action/s.
(5) Two consecutive ‘requires improvement’ grades for
overall effectiveness following Ofsted inspection.
(6) Other data may also be taken into account, including
but not limited to complaints or whistle blowers.

Clawback for Under-Delivery of Adult
Education Budget (AEB)
Under ESFA funding regulations colleges receive a 3%
tolerance against their AEB target before funds are clawed
back.
Historically these funds are clawed back starting in the
January following submission of the year end claim.
For 2017/18 AEB funds will be totally recovered through a
colleges December funding allocation.
Historically colleges have seen a shortfall in ESFA funding
allocated for the period January through April due to the
nuances of the payment profile of funding grants.
With a change in the timing of the recovery of funds
colleges will need to look more closely at the available
headroom within their cash facilities. Careful consideration
should be given in determining whether their bankers
should be approached earlier to extend existing facilities to
be extend over a longer period.
As part of the year end accounts process governors should
seek assurances from management over the cash flow
forecasts and establish whether an allowance has been
made for these changes if applicable.
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