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Working with the Education Sector
Welcome to Alliotts’ Autumn 2021 Education Update
In what has been the most challenging and disruptive 20 plus months for the education sector, we now
appear to be on a path to a new normal. Most areas within the sector have been impacted in some way,
including financial and reporting functions.
In this issue we look at a variety of topics ranging from the practical aspect of managing IT and cyber risks,
the tax considerations of trading through a subsidiary, through to accounts direction for academies.
We’ve also published a separate update on the Post 16 Audit Code of Practice Assurance over ESFA
Funding which is a complex area and one which will be updated on an annual basis.
Our education team is made up of specialists offering a full range of services to Academies, Colleges,
Universities, and Independent schools The core team delivers audit, accounts and advisory services and
our payroll and HR teams are available to provide supporting services and advice. If you have questions
on any topic we cover here, or a related matter, please contact us.
With best wishes
Chris Mantel
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General update for Colleges and Academies
Managing IT and cyber risks
The global pandemic and a resulting move to
remote/hybrid working practices have brought
into focus the need for effective IT systems
and processes to combat the ever-increasing
number of cyber threats.
Being an educational institution does not mean
you are at less risk of being the subject to some
form of phishing, smishing, ransomware attack,
or similar. Some key things that institutions
should be thinking about to reduce their overall
level of cyber risk are:
Education
One of your best forms of defence and also a key
weakness are your staff.
Staff awareness to the most likely forms of cyber
attack, particularly in the form of phishing emails
or smishing texts will greatly aid in reducing
risk. Such awareness may prevent an employee
from opening or responding to a suspicious
email which could inadvertently open the door
to a would-be hacker. Keeping the level of
cyber awareness high on everyone’s agenda by
delivering regular updates, warning messages,
or dedicated awareness sessions, can help to
reduce the risk.
As the nature of cyber threats continues to
change, it is important that awareness of the
different methods fraudsters utilise is frequently
communicated to staff.
IT Infrastructure Resilience
Ensuring that your IT systems and processes
are resilient and provide reasonable protection
against cyber threats is fundamental to
safeguarding the organisation. Some of the key
processes can include:
•
•
•
•
•

Patch management controls are effective
Firewalls are in place
Anti-virus software is up to date
Devices and software are up to date
Access to IT systems and process is secure.

IT Strategy
Knowing how you are going to be developing
your systems is key to ensuring that your
IT continues to support the growth and
development of the institution. Ensure all
plans remain up to date and match with
your organisations on going strategy not just
something that is considered when something
goes wrong.
Governance and Reporting
To what extent is IT considered as one of
your key risks and to what level is IT expertise
represented on the Board and/or is present in
risk and strategy discussions?
Given the increasing dependence on IT for the
delivery of services, it is important that there is
an appropriate IT voice in major discussions on
strategy, planning and investment to ensure that
any decisions made are done so with appropriate
knowledge of the IT risk environment.
Assurance
Many institutions are now seeking regular
independent assurance over key IT processes, in
particular, those around cyber risk management,
to enable the Board to be provided with comfort
over the effectiveness of control arrangements.
Whilst the level of risk can never be completely
eliminated, the implementation and maintenance
of a strong IT control framework will help to
significantly reduce both the likelihood and
impact of any cyber attack on the institution.
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General update for Colleges and Academies
Trading through a subsidiary
Making the decision to trade through a
subsidiary
There are a number of reasons why you might
consider incorporating a trading arm, with many
charitable organisations operating a trading
subsidiary to undertake the trading element
of their income streams. This has long been
a planning tool used by the charity sector to
segregate the non-primary purpose income from
the charity’s primary purpose income.
Additional reasons may include:
•
•
•
•

To perform an activity not in the public benefit
(e.g.: it may exclude people due to price)
Legal/contractual reasons
Risk reduction – the limited liability status
of a separate trading company may protect
charitable funds in the event of an accident.
Recruitment of staff on a money purchase
pension scheme rather than through the
LGPS.

However, to incorporate a subsidiary company,
the Trustees of the charity must ensure that they
are happy that the subsidiary will be financially
viable as soon as possible and understand the
associated costs in operating a company. It is
recommended that a budget is produced to
better understand all costs associated with this
arrangement and the benefits expected to be
achieved.
Operating under COVID conditions has seen
many charities supplementing its subsidiary’s
cash flows to support its ongoing viability. Whilst
we hope these conditions are exceptional, they
do highlight the need to have a clear business
plan in place before the subsidiary commences
trade, so that the basis of the decision to
incorporate a subsidiary is well documented.

Trustees have a duty to put charitable money
to best use for the charity and if the trading
subsidiary is loss making, does it have a prospect
of returning to profitability and repaying that
loan? Or based on the current climate is there
any certainty for the trading to be profitable in
the short term? Could the money lent to the
trading subsidiary actually be put to better use
for the benefit of the charity and the trustees
have a duty to do so?
Furthermore, should the charity be funding the
subsidiary via a loan, a proper loan agreement
should be drawn up with commercial rates of
interest charged (and paid over).
Corporation tax
A key driver of trading through a subsidiary is the
ability to reduce Corporation Tax to nil by making
“Gift Aid” donations to the parent charity within 9
months of the year end.
However, for this to work in the long term there
needs to be no difference between accounting
profits and taxable profits. Examples of where
differences can arise:
•

Fixed assets – if the subsidiary holds
fixed assets, there might be dis-allowable
depreciation charged on assets where no tax
relief is available from Capital Allowances
• Disallowed expenses – the subsidiary may
incur expenditure which is dis-allowable e.g.:
third party entertaining, legal fees which are
capital in nature
						contd...
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General update for colleges
Colleges and
and academies
Academies
Trading through a subsidiary
...contd

Employment taxes

Corporation tax

There are a number of ways in which staff might
be employed:
• Through the charity
• Directly through the subsidiary
• Joint contracts of employment with the
charity and the subsidiary

For reporting within the financial statements
Gift Aid donations are treated as dividends, and
therefore must be made out of distributable
profits. Therefore, should the taxable profit
exceed the accounting profit then a tax liability
will arise as it would not be possible to cover the
whole taxable profit with a Gift Aid payment.
Where the subsidiary has distributable reserves
brought forward then the above example does
not create a problem.
Charities have an exemption from corporation
tax for a small amount of trading income. The
small trading exemption limit allows charities
with gross trading income under the threshold to
treat their non-primary purpose trading profit as
exempt for income and corporation tax purposes.
Currently the maximum gross non-primary
purpose trading income a charity can receive
without paying tax is £80,000 (where the charity’s
income is over £320,000) and it may be that
as the activity of a subsidiary falls, the level
of income from this part drops to below the
threshold for exemption and would be more
appropriate to be within the charity itself where
corporation tax would not apply.
VAT
Trading through a subsidiary can have VAT
implications. Specific advice should always be
taken, however, some common queries are:

Depending upon how you structure this you
may need to make recharges for staff time
between the charity and the subsidiary and/
or set up a separate payroll for the subsidiary
company. A service level agreement between
the organisations is always recommended as it
assists establish the nature of the arrangement
and expectations between each. You should
always seek legal/HR advice in this area due to
the complexities around employment law.
Other issues to consider
Some additional items to take into account when
considering setting up a subsidiary company
include:
•
•
•
•

It will create a more complex structure with
additional costs (e.g.: audit, professional fees,
additional accounting software licenses etc.)
Possible loss of rate relief for the subsidiary’s
activities
Staff time will be spent administering the
subsidiary
The subsidiary must operate at an “armslength” to the charity (i.e.: recharges should
be made at a commercial rate for services
provided between the two).

Conclusion
•
•
•
•

Will the subsidiary be required to be VAT
registered? If not, would it still be beneficial to
register?
Will the transactions between the charity and
the subsidiary be subject to VAT?
Should a VAT group registration between the
charity and its subsidiary be establish?
Are there any implications for the VAT
recovery rate within the charity?

For many charities setting up a trading subsidiary
company, it is the correct course of action as
it enables them to achieve their charitable
objectives which may not be possible or are
more costly/risky through the charity.
However, for others it may be a question over
whether the trading subsidiary has to be wound
up or become dormant. This may be a difficult
decision, but if it is in the best interests of the
charity then the trustees have a duty to do so. Of
course, should the trading activity increase again
in the future, the charity can form a new trading
subsidiary to undertake that part of the activities.
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General update for Colleges and Academies
Former Kids Company Trustees exonerated
Kids Company: High Court exonerates former
Trustees of collapsed charity
The high profile collapse of Kids Company in 2015
has been used as the example of ‘unfit’ trustees’
mismanagement of a charity leading to its
financial failure. Proceedings were brought against
the trustees together with the chief executive,
seeking to disqualify each of them from being
‘directors’ (or trustees).
However, the High Court dismissed these claims,
leaving the former trustees exonerated.
The High Court’s findings:
Mrs Justice Falk praises the trustees, describing
them as a
“...group of highly impressive and dedicated
individuals who selflessly gave enormous
amounts of their time to what was clearly a
highly challenging trusteeship. I have a great
deal of respect for the care and commitment they
showed, and the fact that they did not take the
much easier path of not getting involved in the first
place or walking away when things got difficult.”
Lessons learnt
The impact of the pandemic on charities makes
this case all the more pertinent due to on going
financial constraints.

The role of trustees who are predominantly
volunteers remains critical to the sector. It
should be noted that the chief executive
was found not to be a ‘de facto’ director. This
determination was, in part, aided by a clear
corporate governance structure within Kids
Company which meant that the court concluded
that the chief executive, whilst operating under
significant delegated authorities, was at all times
subject to the board’s supervision.
This highlights that all boards will delegate
certain decisions and/or responsibilities to staff
and committees etc; however, these should
always be clearly set out in writing and reviewed
regularly. Boards should consider the extent
and appropriateness of delegated authorities at
frequent intervals, assessing if they continue to
be suitable for the organisation.
Trustees’ legal duties and responsibilities are
wide-ranging; having an awareness of the duties
and responsibilities that they need to observe
is really important for individuals considering or
holding the role of trustee, not only to give them
the confidence that they are complying with the
relevant legal requirements but also to enable
them to carry out their role in a way that best
serves their organisation. Trustees are expected
to take reasonable steps to find out about legal
and regulatory requirements and keep up to date
- this includes scheduling and attending relevant
training sessions.
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General update for Colleges and Academies
Going Concern - impact on audit
Gift Aid claims

Going Concern and the impact on audit
procedures
There has been an intense amount of scrutiny
around the audit profession as a whole over the
past few years. This has led to several changes in
auditing standards and requirements, which has
resulted in an increase in the audit work required
to reach our audit opinion.
There is also a new auditing standard and clarity
within the audit opinion on Going Concern
and a more rigorous approach to consider the
possibility of fraud. Auditors also now need to
include within their opinion the work done to
identify irregularities or issues of non-compliance
or fraud.
In terms of Going Concern, there are enhanced
procedures required for us to assess Going
Concern, regardless of whether an Academy/
College is in financial difficulty. Auditors will
require the Trustees’/governors’ assessment of
whether they consider the Academy/College is a
going concern or not, copies of your budgets and
cashflow forecasts to cover the period of at least
12 months from the date of signing the financial
statements (including details of any assumptions
made), your action or recovery plan to address
any deficits, expected future pupil numbers and
the latest Ofsted assessment where applicable.

Gift Aid claims
HMRC have issued guidance covering changes
made to help charities process refunds, collect
donations and claim Gift Aid for events cancelled
due to Coronavirus.
To help with the administrative burden, where an
event is cancelled due to Coronavirus, HMRC will
accept that if the person who is due the refund
decides to donate the money instead to a charity
then the requirements for Gift Aid are deemed to
have been met, where:•
•
•

The person does not receive a benefit as a
result of their donation
The person agrees that the cost of their ticket
becomes a donation; and
Completes a Gift Aid declaration

The charity must keep a record to evidence the
above.
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General update for Colleges and Academies
Streamlined energy and carbon reporting
The ESFA recently issued guidance to the
College sector that is equally relevant for
academies to consider. Some multi-academy
trusts are already caught by these enhanced
regulations due to their size. Most academies fall
below the reporting threshold.

What should the disclosure include?
Corporations making this disclosure should
include, as a minimum:
•

Streamlined energy and carbon reporting
The ESFA have recently issued guidance
supporting institutions reporting under the
streamlined energy and carbon guidelines. This
guidance is non-statutory and does not replace
or modify any of those requirements.

•
•
•

What is the status of this guidance?
Corporations are outside of the scope of these
Regulations. However, colleges are encouraged
to make equivalent disclosures on their website.
•
Why are businesses being asked to report on
energy use?
The Regulations are designed to increase
awareness of energy costs within organisations,
provide them with data to inform adoption of
energy efficiency measures and to help them
to reduce their impact on climate change. They
also seek to provide greater transparency for
stakeholders.

its annual UK energy use (in KWh) as
a minimum relating to gas, purchased
electricity and transport fuel and associated
greenhouse gas emissions (in tonnes of
carbon dioxide equivalent (CO2e))
the methodology used to calculate the
required information
a narrative of measures taken to improve
energy efficiency in the period of the report
an emissions intensity ratio chosen by
the corporation. Intensity ratios compare
emissions data with an appropriate business
metric or financial indicator, such as staff
numbers, to allow comparison over time or
with other organisations
the prior year equivalent figures should also
be disclosed for comparison, except in the
first year the corporation is making such
disclosures.

Subsidiaries
If a corporation is reporting at group level it
should include energy and carbon disclosures
of any subsidiaries included in the consolidation,
unless the subsidiary would not itself be obliged
to include if reporting on its own account.

Who should report and where?
Basis of occupancy
The ESFA encourages all corporations to publish
the information on its website before 31 March
each year. Corporations may also choose to
include the information in their annual report
within the financial statements. Prior year
equivalent figures should also be reported for
comparison.

For corporations where there is a landlord/
tenant arrangement in place, the party
responsible for the consumption of energy
should take responsibility for reporting of it,
despite not being directly responsible for its
purchase. It is anticipated that in the majority of
circumstances the college corporation is both
the purchaser and the consumer of energy.
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General Update for Colleges and Academies
Reserves policy
The Charities Statement of Recommended
Practice (SORP) requires a charity to explain
any policy it has for holding reserves and
state the amounts of those reserves and why
they are held. The FE Accounts Direction is
less prescriptive and merely asks corporation
to review their reserves policy and the level of
reserves held, setting out, where appropriate,
how these align with strategic plans and to
Charity Commission guidance.
The Casterbridge/Coketown model includes
some boiler plate wording beginning with many
Colleges/Academies simply adopting a standard
approach to this issue. Given the impact of the
pandemic we have seen many charities better
able to manage as they had built a buffer that
they have used to weather the storm.
There is no set formula as to what the
appropriate level of reserves should be for each
College/Academy due to differing priorities and
budgetary pressures. Having a policy where the
level of free reserves is set too high could limit
the amount available to spend on educational
activities but set too low could increase the
risk of not being able to meet all of its financial
obligations in the event of unexpected costs
arising.
In setting a level of reserves Colleges/
Academies should consider:
•

Future capital and estate maintenance

•

Existing financial position and any expected
deficit

•

Reliance on temporary staffing

•

Unexpected expenditure such as breach in
bank covenants or refinance costs

•

Unfunded student growth

•

Unforeseen emergencies, or disaster
planning.

Other considerations include:
Cash
It is important to note that cash balances are not
the same as reserve balances. There are many
reasons why the cash figure does not reflect the
free reserves position of a College/Academy.
Income is often received in advance, such as
ESFA profile payments, and is required to pay
creditors in the subsequent months. Identifying
the level of free reserves is a more accurate
indication of the position of the college.
Staff costs
Colleges/Academies that have a more senior
teaching staff will inevitably have a higher ratio of
staff costs to ESFA funding. Governors/Trustees
will need to identify where this may eat into any
surpluses and plan accordingly.
Capital Assets
The fixed asset register is a useful starting point
to monitor the timing of asset replacement
or future maintenance costs. In addition, a
successful capital funding bids may require the
college to contribute funded from reserves.
Establishing reserves that protect the operation
of the College/Academy and contributes to its
smooth running is good practice and forms part
of the overall financial control and governance
framework; and should be monitored and
revisited regularly.
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Specific Update for Colleges
The FE White Paper - Skills for Jobs
The FE white paper - Skills for Jobs
The key messages coming from the reforms
set out in the paper focussed around two core
themes of closer integration between education
and employers so that providers are delivering
the provision that employers need, and the
greater availability of learning support via the
lifetime skills guarantee that can be taken at any
point during an individual’s career.
It also includes additional measures to facilitate
intervention and improvement.
Employers
The reforms will give employers a key role,
together with other stakeholders, to work with FE
Colleges to develop Local Skills Improvement
Plans so that the technical skills which are
needed for the local area are those that are
being delivered by the FE sector.
As well as continued support for the growth of
apprenticeships and participation in English,
maths and digital training, there will be a
requirement for the majority of post-16 technical
and higher technical education training to be
aligned to employer led standards so that the
skills provision meets skills need.
A new £2.5 billion National Skills Fund will be
utilised to enhance funding to support adults
for upskilling and reskilling, including an offer
for all adults to achieve their first full advanced
(level 3) qualification as part of the Lifetime Skills
Guarantee. This is in addition to the continuation
of key programmes such as the Institutes of
Technology programme, roll out of T Level and
continued higher technical education reform.
Individuals
The other key reform will be the introduction of a
flexible Lifelong Loan Entitlement, equivalent of
four years of post-18 education from 2025 which
can be taken at any point in an individual’s life.
Consultation on the introduction of this will begin
in 2021. Pilot schemes will be operated and will
be encouraged to utilise a more flexible and
modular approach along with the increased use
of digital and blended learning for teaching to
increase accessibility.

Furthermore, greater information on careers
outcomes including wage data and occupational
maps will be provided and made available.
Effective accountability, governance, and
intervention
A consultation exercise will be carried out on a
proposal for the simplification and streamlining
of funding for FE so that funding is better aligned
to high-value provision relevant to the student
market, providing more certainty to providers
over their funding, including a potential move to
a multi-year funding regime, and reforming the
accountability approach with a greater focus on
outcomes.
Reforms will also include new accountability
structures to underpin the delivery of Local Skills
Improvement Plans, together with strengthening
the governance of individual colleges and
providing greater direction on what good
governance and leadership should look like. This
will include continued focus on subcontracting
practices to ensure arrangements improve
educational outcomes.
New powers are also planned that will enable
the Secretary of State for Education to be able to
intervene quickly and decisively where there are
problems with either colleges or local providers
where they are not able to deliver the skills
required for the local area.
Teaching
The initial education of teachers will be based
on employer led standards, strengthening
the linkage between education provision and
employer needs and to help facilitate a stronger
relationship between educational providers
and industry. This will include improvements
in the provision of high-quality professional
development and support for teachers including
support for apprenticeship teachers and
lecturers with a professional development offer
at the end of the process.
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Specific Update for Colleges
College Accounts Direction 2021
There have not been any significant changes in
the accounts direction for the year. A summary
of some of these changes is included below:
•

Colleges facing financial difficulties or bank
covenant breaches which may affect the
going concern assumption should contact
the ESFA at the earliest opportunity.

•

The statement of corporate governance and
internal control must include the number of
audit committee meetings which took place
in the year, and attendance records for each
committee member.

•

A reminder that all corporations must comply
with at least one of the approved codes of
Governance. Note: The Charity Governance
Code was refreshed in November 2020 and
is enhanced in relation to ethical values as
well as the Equality, Diversity and Inclusion
section.

•

Whilst Colleges are only required to disclose
average staff headcount within their accounts
the ESFA will still request the staff numbers
on a full-time equivalent basis within the
financial record – so the College may wish to
disclose both within the financial statements
for ease.

•

No change to the 2020 disclosures for highly
paid staff and Key Management Personnel
(KMP). Corporations must either adopt
one of the remuneration codes (AoC’s or
Committee of University Chairs) or explain
why they have not done so. This is alongside
the emoluments of KMP in £5k bandings
starting from £nil and a justification of the
emoluments given linked to the value and
performance delivered including details on
the process by which value and performance
were assessed.

•

There is a new requirement this year to
disclose separately any severance payments
and compensation for loss of office paid to
the accounting officer and, if different, the
highest paid member of KMP.

•

Best practice guidance has been issued in
6 bullet points for the ESFA’s suggestion
of what the ‘financial review’ section of the
strategic report should contain. This should
explain the financial performance and
position of the College and any significant
events during the year in a manner that a
non-accountant would understand.

•

There are new disclosure requirements for
LGPS plans whereby the college is being
asked to make deficit reduction payments.
The timing and amount of these payments
needs to be separately identified.

•

For colleges registered with the OfS they
must include additional disclosures to be
compliant with this guidance. There are no
significant changes to these requirements.
However, it should be noted that the senior
pay disclosures for OfS is on a ‘basic salary’
basis vs. ESFA that is on an ‘emoluments’
basis (basic pay, plus bonuses, pension
contributions, benefits etc.). The difference
between the two can, if applicable, be
explained in the narrative of the notes to the
accounts
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Specific Update for Colleges
ESFA Guidance
Office for Students
In line with previous years additional guidance
was issued by the ESFA in July 2021 (College
Supplementary Bulletin). This reiterated:
•

The scope of audit and regularity
assurance remained unchanged that
included COVID funding and governance.
Due to the continued restrictions posed
by the pandemic corporations need to
assure themselves over governance and
the assurance gained over the control
framework operated by the college. This
includes satisfying themselves against value
for money measures although relief was
provided the Procurement Policy Note 04/20
that allowed the continuation of services
during the pandemic.

•

Considerations for auditors to take note
of during periods of lockdown such as
changes to governance arrangements,
operational effectiveness of internal controls
and maintenance of audit trails and key
documentation.

•

Financial sustainability – asking colleges
to consider future uncertainty in relation to
going concern and suggesting corporations
stress test assumptions and sensitivities
in arriving at their conclusions as well as
monitoring processes for banking covenants.

•

Trustees’ Report – asking the Corporation
to consider the reporting guidance issued
by the charity commission in explaining
the impact of Covid on the College and
enhancing overall reporting of the impact on
the College in this area.

•

Accounts disclosures – providing additional
disclosure for those colleges in receipt
of COVID related funding. This includes
a separate note titled ‘Specific grants –
Coronavirus additional funding.’

•

During the pandemic colleges may have
received laptops and other devises to
support disadvantaged learners to access
remote learning. The college would need
to determine whether it acted as Agent
or Principal and adopt the respective
accounting treatment.

•

Annex B to the supplement contains
the COVID regularity self-assessment
questionnaire (SAQ) that needs to be
completed alongside the standard SAQ.

Office for Students
The vast majority of colleges are now registered
with the Office for Students (OfS) and accordingly
fall within the scope of the OfS accounts
direction and so will be obliged to make
some reports or disclosures that go beyond
those required by the ESFA. In 2020 there was
additional disclosures required of Colleges.
The most problematic of which was the access
and participation disclosures. Where a provider
has an access and participation plan that has
been approved by the OfS director of fair access
and participation, the provider had to include a
note in its 2020 audited financial statements that
sets out its expenditure for each of a number of
categories. It was found for much of the sector
that inadequate supporting records was retained
in this area. OfS agreed that this was to be
included as a management letter for FY20 and
appropriate procedures adopted going forward.
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Specific Update for Colleges
Post-16 Audit Code of Practice (ACoP)
On 31 March 2021 the 2021 ACoP was published.
This included:
1. Updates on the ESFA’s subcontracting
standard, including introducing the
requirement for independent assurance
reports on subcontracting arrangements to
be considered by audit committees.
2. Advised changes to role, scope,
characteristics and education of audit
committees.
3. Clarifications by the ESFA over the
assurance they provide over funding which
will lead to changes to the way in which
income is audited as part of the financial
statements.
Subcontracting Standard
In June 2020, after consultation, the
ESFA published additional guidance on
subcontracting. This set out a clear vision for
the need to reduce the levels of subcontracting
within Colleges as concerns have been raised
over the level of control, management and
oversight by the lead funded provider.
Within the funding agreement there is an annual
subcontracting assurance clause that requires
certain lead providers to obtain an independent
report that provides assurance on the
arrangements in place to manage and control
their subcontractors.
The 2021 ACoP stipulates that, this report must
be provided to the audit committee to be
included in their annual report.
Audit Committee
Audit Committee’s is an integral part of a
college’s Governance process as it is a condition
of funding. The ESFA are keen to ensure that
these Committees understand their roles and
responsibilities and are adequately resourced by
having a range of skills and experiences.

The ACoP has referred Colleges to the guidance
document which looks at the scope of audit
committee within colleges. It also links to the
disclosure requirements prescribed by the
Accounts Direction in relation to the corporation’s
statement of corporate governance and internal
control.
The ACoP also gives further details on the
characteristics of an effective audit committee
and the abilities of its members including a
requirement for audit committees to consider
the development and training available to its
members.
A reminder is also included over the committees
responsibility to:
•

Inform the ESFA of the removal of an auditor
outside of their contracted term;

•

Departing accounting officer to provide
a statement on regularity, propriety and
compliance covering the reporting period
they were in post;

•

External audit must be tendered at least once
every five years;

•

External auditors present their findings
annually to the board, although the ESFA
have confirmed at its auditor forum that they
would be satisfied if the Chair attended the
audit committee meeting as a guest;

Auditing income
A minor clarification within section 73 of the
ACoP has impacted the way in which income is
being audited as part of the financial statements.
The assumption that the ESFA are providing
assurance over the entitlement to the income
has been removed. By removing this wording,
the ESFA are clarifying that no such assurance
is given in this regard and the responsibility for
ensuring the College has entitlement to income
firmly sits with the College.
This has been considered further within our
separate 2021 update ‘Post 16 Audit Code of
Practice Assurance over ESFA Funding’
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Specific Update for Colleges
Effective utilisation of your internal audit function
With the changes to the ACoP, especially
related to assurance previously provided by
the ESFA, colleges may need to review their
approach to internal audit. A periodical review
is always recommended as the regulatory
environment continues to change as does
internal operations, the pandemic being an
example. A Corporation should always whether it
is utilising the internal audit function effectively.
Internal audit fulfils an important role in
providing Audit Committee’s with independent
assurance over the effectiveness of their internal
control arrangements and forms part of a
college’s assurance function. Good practice is
for all colleges to have in place an assurance
framework, which sets out how the college
will receive assurance that its key controls are
operating effectively.
Such assurance can be internal or external to the
college, and from a wide range of independent
assurance providers of which ESFA and
other regulatory bodies can be included. The
assurance framework should drive the work of
the internal audit function by focusing on those
areas identified where the organisation requires
assurance over the effectiveness of internal
controls in place.
In setting the programme for the internal audit
function it is important that this is focussed on
those areas where internal audit is best placed
to provide assurance and has the requisite skills
and resources to deliver the work. In agreeing
the plan each year, Audit Committee’s should
therefore be seeking assurance from their
auditors that they have such skills and resources
to undertake the work, and where this may not
be the case should consider if there may be
other, more appropriate independent assurance
providers that could be utilised in relation to
specific areas of assurance.

For example:
•

If your internal auditors have limited
experience of auditing student records then
the college may consider engaging with a
specialist to deliver this strand of work only;
or

•

Whilst internal audit could provide
assurance over safeguarding processes
and arrangements, they may not be able
to provide such an opinion over quality of
safeguarding investigations and should this
be an area of concern then it may be sensible
to engage such a review from another source.

Whilst risk should always be the key driver
in setting an internal audit programme, it is
important that assurance over the operation
of key financial and operational controls, risk
management and governance arrangements is
not neglected and there should be at least some
element of core assurance coverage within the
plan each year. Since past performance does not
guarantee future success. It is often the failure of
such key controls that can cause an organisation
to fail, or at least get into difficulty, and so the
importance of periodic assurance in such areas
cannot be overstated.
Agreed plans should always be dynamic and be
able to respond in year to changes in either the
internal or external environment such as COVID.
The pandemic has not only changed the way in
which audits have needed to be delivered but
also in the areas of coverage. These lessons
can feed into future delivery and assurance
approaches adopted.
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ESFA Guidance on Trustees’ Report

Academy Accounts Direction - the
main changes:
A greater emphasis to the ESFA’s good
practice guides
There is greater clarity on the content
of the Trustees Report with a new
requirement for trusts which have had
a Financial Notice to Improve
Staff costs disclosure with a focus on
disclosure of ‘off-payroll’ arrangements
Clarification on which funding sources
should be included under each
heading to align with the AAR
Leases - reminder to ensure correct
identification, classification and
treatment of finance and operating
leases.
Long-term commitments – service
concession commitments, such as
payments made under secondary
agreements with local authorities,
should be disclosed as part of the
long-term commitments note.

The ESFA recommend Trustees move away
from ‘boilerplate’ text in favour of a detailed
commentary that reflects in more detail the
actual position of the Trust.
Trusts should highlight the financial position
and provide an explanation on how surpluses
or deficits have arisen that can be easily
understood by a non-financial individual.
Coketown accounts are provided as a guide not
a model answer and your financial statements
need to reflect matters relevant to the individual
trust and better reflect any governance, control
or financial management issues identified.
Any Trust that has received a Financial Notice to
Improve will need to provide a link to the report
and detail actions taken to address the points
raised.
The Governance Statement should refer to
any changes to the composition of the Board
of Trustees as well as the work undertaken by
the Board over the course of the year. It needs
to outline how you have achieved effective
oversight and held the management team to
account and explain any difficulties. For example,
where disruptions to governance arrangements
have been caused due to Covid-19 include
details that demonstrates how Trustees have
ensured effective oversight has been achieved.
Confirm if a governance review has taken place
and what actions have come out of it, and if not,
explain the reasons why and state when the
review will be undertaken.
Confirm what Internal Scrutiny has taken place
during the period, referencing the areas that
have been reviewed (both financial and nonfinancial), along with the actions taken to address
any findings
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Staff Costs disclosure
This note to the financial statements now
needs to include details of where the Trust has
entered into an “off-payroll” agreement with
someone who is not an employee, including,
but not limited to, where ESFA has exceptionally
approved the appointment of an Accounting
Officer (AO) or Chief Financial Officer (CFO) under
such arrangements. The amount paid by the trust
for that person’s work for the trust in this role
must also be included in this note as if they were
an employee. The prior year figure should also be
reported and restated if necessary.
Revised disclosure within the accounting note Funding for Educational Operations
The majority of funding for the academy sector
comes from the DfE and ESFA, with the largest
amount being GAG. GAG must be disclosed
separately in this note, with any other material
amounts listed, with any remaining sources of
funding from these providers grouped together.
The headings in this note have been revised to
align more closely with the AAR. Therefore, some
grants previously reported under the heading
‘Other DfE Group grants’ no longer meet this
definition. We recommend that Trusts check their
Chart of Accounts to ensure this information can
be separately provided, or if additional nominal
codes are required.
Going Concern
Going concern is an accounting term which is
essentially a view as to whether or not an entity
has the resources needed to continue operating
and remain viable in the foreseeable future. This
is usually measured over a period of 12 months
from the date the financial statements are
approved.
The Financial Reporting Council revised its ‘going
concern’ auditing standard in light of a number
of high profile cases where companies such as
Carillion, BHS and Patisserie Valerie, which were
on the brink of collapse, exposed flaws in the
audit approach to going concern.

Guidance states that Auditors are required to
demonstrate how they have challenged the
Institutions going concern assessment, the rigour
with which they have tested this assessment and
the evidence and supporting documentation
obtained.
This will mean that controls and information
used to make a going concern assessment at an
institution will come under greater scrutiny and
institutions will need to provide greater detail in
their going concern assessments and document
their assessment more thoroughly.
Whilst the period of review is 12 months, this is
not an absolute cut-off and if there are known
problems in the months immediately following
the expiry of this period, the institution would be
expected to have made appropriate disclosure
to that effect. If there is an issue, the auditors are
required to consider whether this needs to be
reflected in their audit report.
Whilst academies and colleges have a longterm funding agreement with the Secretary
of State this in itself is not a sufficient basis for
accounts to be prepared on a going concern
basis. For example, questions regarding shortterm viability can still arise in cases of sudden
or unexpected loss of third party income which
had been earmarked to fund a particular project,
which will now have to be met from other funds.
A going concern qualification may be a cause for
intervention by the ESFA.
For academies, the Academies Financial
Handbook stipulates that management accounts
must be shared with the chair of academy
trustees every month and with all trustees six
times a year to discharge their responsibilities
and ensure strong governance and effective
financial management arrangements. The nature
and detail of the information shared will vary
depending on the complexity of the institution,
but the key is that the information received
is accurate, relevant, timely and adequately
challenged.
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Regularity

Role of the Trustee in regularity

Academies non-compliance with regulations
is treated very seriously by the ESFA as they
are funded using public money and therefore
need to be held accountable for their actions.
Ultimately this means that it is the responsibility
of the Accounting Officer and Trustees to make
sure all regulations are complied with.

Regularity is defined by the ESFA as:

In a letter sent to all academy trusts on 10 June
2021 from Baroness Berridge, Minister for the
School System, the Financial Notice to Improve
was renamed to a Notice to Improve.

Trustees need to be able to be assured that the
framework in place, for that accountability, is
working.

“Dealing with income and expenditure in
accordance with legislation, the funding
agreement, the handbook, and the trust’s internal
procedures. This includes spending public money
for the purposes intended by Parliament.”

How do trustees do that?
Baroness Berridge stated that this name change
will better reflect the current parameters of the
Handbook and Notice, to ensure coherence and
recognise the duties on trusts and the important
role they have beyond financial oversight, a role
that has been made even clearer through the
pandemic.
A common theme evidenced from many of
the associated reports is around governance
and the importance of the Trust Board to have
sufficient oversight of the Trust’s operations, both
financially and non-financially and to have the
required skills within the Board to adequately
challenge the Accounting Officer.

The function of the audit and risk committee
is defined within the Academies Financial
Handbook, yet the effectiveness and oversight of
these committees vary as evidenced by the ESFA
financial notices to improve.
A trustee’s role is to ask questions, interrogate
the experts, look at the systems, listen to
conversation and challenge whatever decisions
are on the table, until satisfied that the trust is
doing the right thing.
•
•

To evidence this challenge it is important to
that Board minutes accurate reflect the nature,
content and discussions held during meetings.
These need to stand up to third party scrutiny,
ensuring the rationale for significant decisions is
documented.

•
•
•

Notices to improve is not limited to a single
factor but can be issued by for numerous
reasons such as, failure to comply with the
Academies Handbook, poor financial forecasts
and complaints.
Ensuring that all deadlines are met for statutory
submissions, ensuring a robust budgeting and
forecasting process is in place and ensuring that
the Trust complies with the “musts” within the
Academies Handbook should mean that your
Trust should be able to avoid a review from the
ESFA.

Are the interests of the pupils at the heart of
your decision making?
Have you spent your money wisely and to the
benefit of the pupils in your schools?
Did your auditors (internal and external) or
other third parties give recommendations and
are you following that expert advice?
How do you know your leaders are controlling
and directing the organisation appropriately?
An Academy’s reputation and the Daily Mail
test i.e. What would an outsider think of your
approach?

As trustees, the key is to ask questions and be
assured that you are doing the right thing and
you know that your AO and their team are too.
An area that tends to receive significant attention
as part of any ESFA review, audit or third party
scrutiny is associated with novel, contentious
and re-percussive transactions.
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Which transactions qualify?
We get asked this question occasionally and
appreciate academies seeking clarity before
going ahead with transactions as this can reduce
the risk of a qualified regularity audit opinion.
Where you are not sure of a transaction it is
always better you seek clarity from the ESFA or
your auditors before granting approval.
These are transactions that are outside of
an Academy’s normal course of business
or expertise or might cause criticism for the
Academy. If the Board deem that a transaction
is novel, contentious or re-percussive, then ESFA
approval must be sought before the transaction
is entered into.
Some common examples are:
Leaving parties
Leaving parties, particularly for senior members
of staff, might fall within this category depending
on the amount and the source of the funding for
it.
A leaving party for the Head, costing £10,000
and funded out of restricted reserves is novel
or contentious as the value appears excessive,
as well as the fact the restricted funds were to
be used that should be for education to fund it.
However, where the leaving party was funded
out of PTA generated income and was in the
hundreds of pounds then this would not be
caught.
Leases
This area can be complex as many academy
leasing arrangements can be advertised as
operating leases that do not require ESFA
approval but on closer inspection are inherently a
finance lease that would require approval.
It is always good practice when entering into any
lease, especially where related to assets such as
computers, to check with your auditors over their
assessment of the lease first.
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