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Our summary of the

Academies Financial Handbook 2018

Our summary
of the key
changes
trustees and
finance staff
need to be
aware of.

The Education and Skills Funding Agency
(ESFA) have published the new Academies
Financial Handbook (AFH) 2018, which is
effective from 1 September 2018.

The AFH sets out the financial management,

control and reporting requirements that
apply to all academy trusts. It describes

a financial framework for trusts that
focuses on principles rather than detailed
guidance and reflects their accountability to
parliament and to the public.

Compliance with the Handbook is

a condition of each trust’s funding
agreement. It is therefore vital that your
academy trustees, finance staff and your
Accounting Officer are all aware of the
forthcoming changes so that they can
ensure the trust is fully compliant from the
effective date.

The new AFH has been published a month
earlier this year, giving trusts plenty of time

Three key changes:

Hacker Young

Chartered Accountants

to prepare before the summer holiday
period and the effective date. In his opening
Executive Summary Lord Agnew highlights
boards’ responsibilities for effective
oversight and robust challenge.

There are a number of key changes in

the new Handbook, some of which may

be challenging for smaller trusts. These
changes appear to be designed to reinforce
some of the areas the ESFA have focused
on recently as they seek to improve
governance, financial management and
transparency in the sector.

The AFH itself contains a summary of

the main changes, but we have outlined
these here with our own insight and
commentary on what these changes may
mean in practice, along with the action we
recommend that you take to prepare.

Delegated authorities for related party transactions

* [3.10.4, 3.10.6 and 3.10.7] The new Handbook introduces some key changes in
respect of related party transactions (which is now the conventional term adopted

rather than ‘connected parties’).

VAY c.ommentor Y

From | April 204 trusts will be required to report ol fransactions
with related Po-r‘ﬁes in odvance of the tronsoction T a-la{nj ploce,
Vio-the ESFA's online form. Since this is o 'must’ requirement

any fodlure 1o notify the ESFA in advance will be o-breach of

the Handbook-, and would need 1o be re ePor‘f' ed in the Aacowrﬁnj

www.uhy-uk.com
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From | April 2014 it s
o 'musT' requirement
for trusts fo report
oll fronsoctions
with rela-ted porties
in odvance of the
tronsoction T a-lafviﬁ
ploce, Vio— the ESFA's
online form. Any
folure to notify the
ESFA in advance will
be o breach of the
Hondbook-.

Officer's regularty ond propriety statement in the annuod
finonciol stotements. The Hondvook does not distinguish between
hcome and exPeV\alH' ure transoctions here, and so the expea‘fo:ﬁovx
s That the ESFA should be notified even before o related party
mokes o donation 1o the trust!

For L\Bket’ Volue tronsoctions above £20,000 i will be hecessory
To obtain approval from the ESFA in advance. The £20,000
threshold con be breached by oon individual controet, or o number
of contracts with the related porty in the same financiol yeor.

The only exemption in respect of notifyling or obtadining opproved
from the ESFA ore solaries and other pofments mode 1o an
individuod under o- controet of employment through the trust's

Pa-\/t’oll.

These changes are, in ow View, welcome, and should do o lotto
stop some of the situations that have occurred, resutting in bad
press for the sector. The great mojority of frusts abide by the
relacted porty fronsoction riules, and many erron the side of
coution and ovoid fransactions attogether. One con assume that
some of the 5Pe<-_fff<-_ situations that have mode headlines in the
medio- in recent \Jears, ond which were blattont flouting of the rules,
would not have been odllowed o ho-ppen under these new rules. The
repercussions will be serious for ony Trust ond its trustees found
to be not aow\Pl\{fnj with the new rules.

Clanse 3.10.20 of The new Handyook clarifies one specific cose
where 1frusts moke contributions to its diocese for services

it receives that only the diocese con provide. These will now be
regorded os meeting the ‘ot cost' requirement.
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Management accounts

e [2.3.3] The new Handbook introduces some specific detail and frequency in respect
of the preparation of management information and how often this is shared with

The r’e%uh’ew\ewf' fo ustees

shore the monagement UHY commentars v

accounts with other The rules were reloxed slBl«'ﬁ\/ ih The 2015 Hondbook- in Feaojnf'ﬁovx

trustees ot least six of the difficulties some smodl frusts hod preparing monthly

Times o \eor suggests monagement accomts. The relaxed rules then ollowed o ‘monthly

That the management budget monitoring report’ rather than full aceruals basis

occounts should be manogement occounts. Now, pre esuw\oJale n on o:f“f’aw\P’f ‘o bl’fV\j

shared, ot least on increased level of rigowr 1o internad financiol reporting in View

holf TaFW\I\/, with ol of the pressure on budje'fs, the rules hove been 'ﬁjk‘l’ehed bock up-

trustees ond not Now ol trusts must:

Just 'ﬂr\e Finonce + Prepore monogement accounts every month which set out

CommiTTee. financiol performance (o stotement of Financiol Activities
(SOFA> or Income 4 Expendf'fure Ac.comn, Pos{‘ﬁon (o Bodonce
shee, budget varionce reports and cosh flow forecasts.

+  shore the monogement accounts with the Chor of Trustees
every/ month irrespective of the size of the trust, and with the
other frustees six times o \feor

+ select and use ey financiol performance indicators and

R meosure Per’for’Vv\Mce aﬁo_,‘y\;f‘ﬁr\ew regulorly.

Morthly monagement accouwnts moyf be oo challenge for some smol
trusts, Pa-r"ﬁaula-rl\/ single Prfw\a-t’\/ ocodemies.

The re ecsuu}’ ement 10 shore the management occouwnts with other
trustees ot least six Times oo \ear s(,:rjjes'i’ s Thot the w\w/\oﬁew\ewi’
occounts should be shared, ot least half tery i/, with ol
trustees ond not just the Finonce Committee. Trusts o need to
assess their approoch 1o how they prepare financiod information
ond report this infernally 1o ensure they con deal with these new
requirements {rom | september.
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Frequency of full board meetings

e The Handbook explains the reporting requirements if the board meets less than six
That you consider times a year [2.1.2].

the number of Board VHY commentors v
meetings you hold very|

we would rec ommend

Boords must meet at least three times per onnum, but the new
corefully becouse

the ESFA are hkal\/
1o look- unfovourably

requirement 1o exploin how the boord mointoins effective oversight
f there ore less than six meetings is a- clear indication that the
ESFA would axPea‘i' , I most cases, for there o be o w\ae‘h}\j every
holf term. single ocodemy trusts and vers/ small MATS moany find
This is too offen, but if they do not hold six full board meetings
They will need to disclose in the governance statement within The
onnuol accownts how the boord mointoined effective oversight
with fewer meetings. We would rec ommend that you consider the
number” of meetings very corefully becouse the ESFA are likely fo
look- un{a-\/ow’a-lol\/ on any trusts b\old{nj less than six meetings
Thot find themselves in financiod difficurty.

on oy trusts kololfhj
less thon six W\ee'ﬁhjs
thot find themselves

in finonciod difficuHty.

Other changes:

.
Roles and responsibilities
e Highlighting directions the Secretary of State may make in relation to members,
trustees and other individuals [1.2.7 and 1.2.8].
VAY c.ommentor Y

The new AFH merely clarifies the secretory of state's powers,
supject 10 the relevant provisions in the frust's funding agreement,
o rezﬁufre o-trust to remove a- member or trustee. The secretary
of state con also prohibit indviduals — for example someone

subject 1o o coution or convietion — from becoming o- member or

trustee.
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Trustees and
directors ore one and
the same; the former
15 o= chor ity terim and
director is oo term
from compony low.
The ESFA hove 0—‘W0-\/5
preferred 1o use the

Term frustee since

trusts are exew\P‘I'
chorities.

e Referring to the Charity Commission’s role in addressing non-compliance [1.2.9].
VAY c.ommentors Y

Whilst the ESFA act as the regulator for o-aaLolevv\\/ trusts it
should be remembered thot trusts are exew\P'T' charities and hove
1o comply with generad chority legislation. The Chorty Commission
do not dire ectl govern exempt charities, but they do retoin an
interest, and the new AFH makes it clear that the ESFA mo refer
trusts fo the Ckaff‘h{ Commission where there s o concern. In
reality this s wxh]ael\( 1o be something the ESFA do often.

e Referring to the Charity Commission’s role in addressing non-compliance [1.2.9].

e Updating the description of the role of members to align with the Governance
Handbook [1.4.1 to 1.4.5].

VAY commentor Y

Toking these two points together, the ferms "trustee’ ond
'member’ often couse confusion in the acodemy sector, and also
how these nteroct with 'director'. Trustees ond directors are
one and the same; the former is o chority term ond director s

o terim from compony law. The ESFA hove alwos preferred fo
use the term trustee since trusts ore exew\P‘T' chorities. The new
AFH o-alavxowlzdjes Thot in some trusts, aOW\W\OV\l\/ where there are
chureh acodemies, the term trustee’ is also used for those on
The boord of the separate frust that often owns the lond, and
this con therefore couse confusion.

Members — akin 10 shoreholders in oo commerciol compony — are
ogoin defined in 4. The role of the member is explocined clearly and
that it should be an “eyes on honds off" opproach. The AFH
mokes it clear that employees of the Trust must not be members
unless Pet’w\H‘I’ ed by The orticles, ond that the current model
articles do not adlow this. The Departiment for Education's strong
preference for there 1o be ot least five members, more than the
bosic. minimum of Three, is adso refferated. The strong preference

HeIvaxj You prosper”
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for o mogortty of members 1o be independent from the board of
trustees is also stoted. This remoins o difficutt areo for trusts

Cosh w\a_no.ﬁew\en’f' since it s hord 1o attroct trustees; it s o-@uo—blx/ horder still to
must be “robust" ond ottroct members who will have no ‘T’o-njfble decision w\o-k’fnj power.
o stronger stotement As we hove commented previously, in the general chority sector it
thot the frust 5 common for the members and frustees 1o be the same people.

1 ovoid becomin . - . . .
mus db mng e Removing the term ‘ex-officio’ to avoid suggesting an academy trust’s senior

overdroown is included executive leader would automatically act as a trustee [1.5.1].

in The new Hondbool-.

UHY cow\w\eh'fo—t’\/

Previous AFH's have used the term ‘ex—officio’ since for early
ocodemy trusts it wos usual for the Accounting Officer ("A0™
1o be o-trustee automatically by virtue of his or her role. Whilst it
s probably still more common for the A0 1o be o-trustee, the AFH
now o-c_lanowledjes Fhot this OnN ma-y be the case, gving trusts
some flexflaflf'i’\/ here.

Financial and governance requirements

e Confirming that trusts must apply robust cash management [2.2.1, 2.3.3 and
2.3.5].

VAY commentor v

Cosh management speats for itself and is not o-new requirement.
However the Hondbook reiteractes how this con be ochieved ‘ﬂ«t’o%k
the use of o robust control froumewort and a- strong, accurnte
buobe‘ﬁvtﬁ process. PFeVEOusl\/ the Hondbook said thot the trust
“should monoge its cash position, ovoid 540G overdrown, and
reconcile bonk ond control occounts regulorly." Now co-sh
moanagement must be “robust” ond oo st ronger statement thot the
trust must avoid bec oming overdrown is included.
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Buolje'ts need to be
(-_ovafled occurately,
using readistic
wssump’hbvxs, ond
reflect lessons learned
from previous \ears.
Pu\Pfl numbers, so
importont os they
W\Aer’vax The revenue
forecosts, should be
r_l«\a-llenjed.

e Setting clearer requirements for budgeting [2.3.2 and 2.3.3].

VHY c.ommentors Y

These sections make it clearhow rigorous the budaeting processes
should be. Both the Budje‘f' Forecost Return outturn Moy ond
The new 3—\eor Budget Forecost Returm in July must be a-pproved
by trustees before submission. Budgets need 1o be compiled
occurntel, using realistic assumptions, ond reflect lessons
learned from previous years. Pupil numbers, 5o importont os they
underpin the revenue forecasts, should be challenged.

We ore hearing o lot about Tnte ejv’ochad CwTiculum Finonc o
Flonning ("ECFP™ ot the moment, ond boords are encourt a:fjeal to
consider this.

e Recommending the national deals for schools [2.4.2].

UHY aow\w\evx‘fa-r’\/

The DFE have introduced various procurement tools to help ol
schools achieve Volue for money. The Hondbook contoins links

1o their guidonce explaining how 1o plan and run on efficient
procurement process and the nationad deals avadlable which

con bring sovings on energy ond woter, through interest free
loans for energy soving schemes, printing and photocopying
costs, Microsoft software licensing and FCT purchases. MosT
ocodemies seem 10 be awore of these deals and the benefits they
con bring, ond with potentiol sovings of, for exomple, 40% on
photocopier ond prinfer costs, it would be foolish not to look ot
Them.

e Strengthening expectations about the process for setting executive pay and
highlighting gender pay gap reporting [2.4.4 and 2.4.5].

UHY aow\w\en‘fo-r\/

There has been o large focus on executive po-y recently, ond the
ESFA hove written o trusts Pa-\{fnj over £150,600 1o ther CEO
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Tt s cleor thot
trusts need to be
oble Tojus’ﬁ{\/ higher
levels of remuneration,
ond boords should
mo-ntoun s1rong
written records

thot document

how their dec.isions
were reached. we
recommend that
boords benchmort
ther executive Py

levels a-_rja-fvxs’f other
locol Trusts O\C o—

similor size.

ond/or over £100,000 to two or more stoff. Tt is clear that
Trusts need to be able to justify higher levels of remuneration, ond
boords should mouintouin strong written records that document
ther decisions ond how these were reached. The medio- have Pfalaeol
up on some of the high levels of poyf ot some trusts, and in
porticulor amounts poid 1o non—teaching stoff. The Hondvook
comments thot there should be a-basic presumption that non—
Teaching poyf should not increase ot o foster rote than that of
teochers. We recommend thot boords benchmork their executive
pocy levels, particulorly for the CEO/Accounting Officer, agoinst
other locol frusts of oo similor size.

e Clarifying the section on the risk protection arrangement (“RPA”) [2.6.2 and 2.6.3].
VAY commentors \

This section clarifies that the BPA does not cover ol possivle
risks. Areas not covered by the €PA are not mentioned
specificoll, but include motor nsurance ond foreign trovel.

e Emphasising the proper handling of whistleblowers [2.7.1].
UHY commentors Y

The previous Hondbook- only re%ufred trusts 10 maintodin
o-ppropriote procedures for whistieblowing. The new edition
comments thot “the Trust must ensure thot all concerns rodsed
with Them by whistleblowers are responded o property and fouirty.”
T1 moy be helpful to refer to ESFA's quidance on procedures for
dealing with comploints.

e Confirming reporting requirements in relation to internal challenge (internal audit)
[2.9.7 10 2.9.9].

VHY commentars v

The rezbuxfraw\ewf 1o manage risk by Ae\/elo]pfnj o- Progro-mme of risk
review ond checling of controls remocins. Trusts remadin free fo

o-pprooch this i o Wos| a-pprt OPFIo:T'e 1o ther crcumstonces,

Helpivxj You prosper”
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ond it would be reasonable to expect sizeable MATs o hove o

Findings from infernal detoiled infernod oudit service. n our experience most trusts will
i el el buy This in from o firm of auditors; some will use their externa
reports would ouditors, others preferto use o different firim. The use of a-non—
normadlly be reported employed trustee with appropriate skills, or o peer review from
46 the Audit or onother trust, remodin options but both of these are quite rore.
Finance Committee. ouwr approoch 1o o full internad audit service con be Fodlored to
The new Handbook o-Frust's individua! requirements, but often follows o- progromme
suggests that the of Themed visits, cach focusing on specific areas of risk. The new
findings reports should Handbook makes it cleor that the findings of the work, whichever
be cirewloted 1o form it tokes, musT be made available 1o odll trustees promply.
The full boord even The word 'oll' here is interesting. Findings from internod audit and
when o- separote similor reports would nory molly be re eporte ed 1o the Audit or Finance
sub—commttee hos Committee. By fvx'h'oduafnj the word all, the Handvook suggests
already reviewed them. that the findings reports should be cireulated 1o the full boord

even when o 5ePoq'o:f’ 2 sub—committee hos a-lreo_al\{ reviewed them.

Audit requirements

e  Focussing on the importance of acting on audit advice [4.3.1].
UHY aomwenfo.r\/

There must be on a-PPFOPﬁ'o:I' e, reasonoble and ‘ﬁw\el\/ response

To any findings by auditors. Year end management letters that
hove 1o be submitted 1o the ESFA with the financiol statements

re e%u\ff 2 o- monagement response, but it is easy for o- comment to
be added ond then not octioned. =t s fw\Por"f ont thot oy control
issues ond weaknesses identified are rectified soon ofter the audt
since, by then, severad months of the new finonciol year™ will hove

‘P&LSSQA .
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e Highlighting how the ESFA may take action where trusts do not comply with
requirements for submitting financial information [4.8.4].

Tt is importont that UHY commentoryf

oy control issues Lost year the ESFA announced that it would 'name and shame'
ond weoknesses oy trusts thot were laste in submitting two or more Fe%w'red
dentified ore rectified returns olw’fvxj the 207—18 rePor'ﬁV\5 \fear™. Now “the Hondvoolk

soon ofter the oudit clorifies thot the ESFA moy conducT investigations f information
sihce, by then, several is delivered lo=te or is submitted but is not of MaePT oble zsua-lf‘f Y.
months of the new The Hondbook moves on to sou/ thot the ESFA mo/ deduct the
financiol veor will cost of any resulting investigations from the trust's recurrent
hove possed. funding.

e Annex C now identifies some ‘musts’ that are particularly relevant to boards.
VAY c.ommentor Y

Annex C 1o the Hondbook is a- very useful list of ol the 'must
requirements, ond we recommend thot this is circulated fo ol
Trustees and key finance stoff as o reminder of the Handrook
requirements.

The new edition introduced an opening section of "top 10 musts for
choirs ond other frustees" which are porTticularty perfinent.
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The new Hondbook

clarifies That the THE NEXT STEP

ESFA w\o-\/ conduet
You can read the full AFH 2017-2018 here.

fm/es‘ﬁja:h'ons f , , ,
If you have any questions or concerns over our summary, or indeed in respect of
m—forw\o:hon is delivered reporting requirements for academies more generally, please contact your usual UHY
. . adviser or find your local academy expert on our website at
late or is submitted www.uhy-uk.com/academy-schools.
but is not of

a-ccaP‘I'o-lale :Buo-lrl'y
The ESFA movy deduct
the cost of any

.. . . FOLLOW OUR DEDICATED ACADEMY SCHOOLS BLOG
t’esur‘hnj m\/es‘l'go:hons

fFOW\ the triust's Our academy schoo!s_blog covers the Iat.est issues that may affect you and
your school. From digital and technological updates and the latest changes
recwrent —fuholfnj. to legislation, to funding and alternative income suggestions and governance

advice, our blog will keep you up-to-date with everything you need to know.

www.uhy-uk.com/academy-schools-blog
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