MANAGEMENT REPORT

AUDIT OF SCHOOL FUND
Insert name of school
For Accounting year ending 

Insert date
Date of visit: Insert date
Distribution:

File Copy

School copy
SCHOOL FUND AUDIT
CONTENTS

Sections 1 – 9 

ERYC Internal Audit Guidance on Management of School Funds
Section 10 

Audit Approach

Section 11 

Audit Findings Recommendations

Section 12

Conclusion

1
INTRODUCTION

1.1
A school fund is a fund containing other than official monies of the Local Education Authority.  This fund is controlled wholly or in part by a Headteacher, due to that person’s employment in a school.

1.2
The school fund is totally separate from the delegated school budget.

2 REGULATIONS & RESPONSIBILITIES
2.1
The Financial Regulations for Schools state with regards to responsibility for non-official monies:

‘The Governing Body shall ensure that proper accounts are kept for all non-authority funds, e.g. school funds, and that an audited statement of accounts is submitted to the Head of Finance.’

2.2
Voluntary Aided Schools have to submit properly audited accounts to the Governing Body and this should be minuted.

3
OTHER RESPONSIBILITIES

3.1
The Local Authority has a stewardship role to perform in respect of school funds.

3.2
The Internal Audit Section is responsible for monitoring the receipt of properly audited school fund statements for each year.  

3.3
Governors have a general responsibility for overseeing the management of school funds.  Headteachers are accountable to the Governors for the good management of the funds.  This is demonstrated by the presentation of audited accounts to the Governing Body.

3.4
The Headteacher has the responsibility for the control of all non-official monies in any school.  The Headteacher must assume responsibility for the good management of the fund.

3.5
The administration of the fund may be delegated to members of staff at the school.  This could be the bursar or a member of staff who has specific responsibility for an activity at the school i.e. school visits.  Where the Headteacher is NOT the treasurer, he or she should examine the accounts, bank statements and other records at regular intervals.  This is to ensure the accuracy of balances and entries.  Such examination offers protection to the Headteacher and the responsible staff.  The Headteacher should determine who is authorised to approve expenditure and certify invoices for payment.

4
LIMITATIONS TO USE OF THE SCHOOL FUND

4.1
The list below is intended to give examples of improper use of school funds, it is not exhaustive:

· Christmas presents/parties for staff members or third parties i.e. postman/refuse collectors

· Leaving presents, wedding presents or similar for members of staff without a collection being made.  It is recommended that collections made for leaving presents/wedding presents are recorded in the school fund cashbook.  If the amount collected does not equal the cost of the gift, a small supplement from the school fund is permitted.  This is provided that the amount concerned is reasonable as determined and agreed by the Headteacher, this agreement should be documented.

· Cashing of cheques as a convenience for staff or any other person

· Loans or advances to ANY person

· Replacement of purely private monies, for example, a tea fund stolen in a burglary

· Honorarium or salary payments to staff

· Staff lunches and alcoholic drinks

· Support to the school budget in terms of day-to-day curriculum activities.

5
GOOD ACCOUNTING AND MANAGEMENT PRACTICES

GENERAL

5.1
Clear and comprehensive records must be maintained for the school fund.

5.2
It is imperative that school funds are NOT mixed with the official delegated school budget.  Monies held on school premises MUST be clearly labelled and held securely and SEPARATELY from school budget monies.  This is to allow cash balances to be verified with petty cash or school fund cash balances.

5.3
A separate bank account with cheque facilities should be opened for the school fund.  
The account should bear the name of the school, and a description to distinguish it from any other account.  NO account should carry the name of an individual at the school.

5.4
All cheques should be signed by two people of suitable responsibility at the school.  In order to maintain segregation of duties, the bank mandate should incorporate at least THREE signatories.

5.5
Blank or post-dated cheques must not be pre-signed.

5.6
School funds are for current use.  Only when specific projects or purchases are to be financed, should account balances accumulate.  In order to maximise income these balances should be invested in deposit accounts offering higher rates of interest.

5.7
School funds should NEVER be allowed to be overdrawn nor incur bank charges.

5.8
Bank statements should be obtained at regular intervals.  The transactions should be checked, and the bank balance reconciled with the school fund record.  Cash balances must be also reconciled to any cash held on the premises.

INCOME
5.9
All income received should be receipted.  This must not be an official East Riding of Yorkshire Council receipt book and official Council stationery must not be used in connection with the School Fund.

5.10 The original receipt and the duplicate can be countersigned by the person presenting the money or supported by any covering letter.  Used receipt books must be retained for audit purposes.

5.11 Both the original and copy of cancelled receipts should be retained in the receipt book.

5.12
The use of an income administration system which creates a complete record of exactly who has paid for what and when, are acceptable means of cash collection as long as an audit trail can be produced.

5.13
Cash maybe collected by instalment for school trips.  A record in either book or register form should be kept.  This is to show the amount collected from each person.  

5.14
Cash should be paid into the bank promptly and without deduction.  Large cash balances should not accumulate.  When cash is held, it should be kept in safe custody, and not exceed insurance limits.

5.15
If income is raised from a fund-raising event that involves an initial expenditure from the fund, both income and expenditure should be shown in the accounts.  The recording of net proceeds is NOT acceptable.

5.16
Schools should pay photography commission into the private school fund.  Photographers will account for the VAT on the full selling price to parents.  The commission paid by photographers to the school fund is NOT VATable.

EXPENDITURE

5.17
Payments should be made by crossed cheque, authorised by TWO signatories.  Receipts MUST be obtained, and retained for audit purposes.

5.18
Officers in charge of school visits are to keep records of expenditure.  This will form the detailed voucher for the expenditure incurred.

5.19
Any educational visit deposits made from the school fund can be reimbursed from the school budget.  This is by using a payment voucher payable to the school fund.  The charge that would appear on the East Riding Financials report is the gross amount.  Therefore the cost to the school is greater than if purchased through the delegated budget.

6.
VAT REGISTRATION

6.1 These notes are for guidance only.  The VAT thresholds quoted will change each year.

6.2 When the total taxable income, including zero-rated supplies, to the school fund in any period of 12 months or less exceeds the prevailing limit for registration, then the law requires that the fund be registered in its own right.  For example, if £2,000 income is received from the sale of sweatshirts, which cost £1,500, the income figure relevant to determining VAT registration is £2,000.  The only activity which involves net income would be a school trip operated under the Tour Operators Margin Scheme.

6.3 Registration for VAT is a complex issue.  It should be undertaken using competent professional advice.  In deciding whether VAT registration is required, some types of income can be discounted from the calculations:

a) true donations which bring no rights of ownership or commitment as to how the money is to be spent, or the promotion of the donor’s name

b) charges made for school visits (paid into the school fund pending final settlement of the operator’s account through the delegated school budget)

c) any other income classified as exempt from VAT.

6.4 VAT registration is required for any school fund where the turnover for the previous 12 months is over £77,000 (threshold from 1st April 2012, revised annually) or if it is thought that turnover may soon go over this limit.

6.5 Schools should review the need for VAT registration annually by reference to the VAT thresholds applicable to that period.

6.6 Types of income to include when determining the need for VAT registration are for example; clothing sales (including zero-rated items), ‘tuck-shop’ sales (including zero-rated sales, sports day admissions and donations which involve advertising or sponsorship.

6.7 Generally, only very large schools or very active school funds will be near the VAT Registration threshold.  Should registration be necessary, the net effect is likely to be tax neutral.  This is provided NO profits are made on sales  

6.8 Further information and advice can be obtained from the HMRC website www.hmrc.gov.uk or Amanda Sleight, Principal Accountant.

7.
DONATIONS

7.1 The Local Education Authority (LEA), via the delegated school budget process, can reclaim VAT on its own purchases.  This is NOT affected by a donation from the private school fund, so long as:

a) We, the ERYC, makes the purchase – that is, places the order, receives the supply, receives a tax invoice in our name, and makes payment.

b) Retains ownership of the purchase and uses it, or make it available, for our own non-business purpose.

c) Keep sufficient records of the purchase and the purpose for which it is made.

d) All the above conditions must be met.  The conditions are not satisfied if an organisation gives money to the Council for the purchase of goods on their behalf to save them the VAT.

An example of supplies where we may be able to meet the conditions is:

Goods and services for local managed schools paid for with donations from the parent teacher associations and school funds.

7.2 If NOT registered for VAT, all expenditure from the school fund is the gross amount.  A school may purchase goods through the delegated school budget and reclaim the VAT.  The school receives a donation from the school fund to cover the net cost.  The donation would be the total amount less the VAT, coded to 92324.  The donation will appear on supplies-related income.  A virement would be needed to increase the budget line where the original expenditure was incurred.

7.3 Such donations should be clearly recorded and receipted by issuing an official receipt.  This is paid into Council funds, using income detail code 92324.

7.4 The items purchased in this way are Council property.  If such an item is later sold, the income must be paid into Council funds.  The price charged or received must include VAT.  This is because VAT at the current rate will be deducted, and paid over to HM Revenues and Customs.

8. ACCOUNTING RECORDS FOR SCHOOL FUND ACCOUNTS

8.1 The recommended accounting procedure is designed to encompass the following three elements:

a) compliance with the requirements

ii) simplicity of operation

iii) easy availability of information that the account operator requires

8.2 The basic record required is an analysed ledger book incorporating separate cash and bank columns.  This is to permit the separate identification of cash and bank balances.  This record can also be held electronically, provided it records sufficient detail and is properly backed up and safeguarded from unauthorised access.

8.3 Entries should be written up and analysed on a day-to-day basis.  

8.4 Monthly reconciliations should be undertaken and the accounting records should be ruled off and annotated as evidence of the reconciliation.

8.5 A statement of income and expenditure should be produced annually from the records maintained.  This statement should provide an analysis of the types of income and expenditure and miscellaneous headings should not be used.

8.6 The income and expenditure account should be audited and presented to the Governing Body for approval.

8.7 A copy of the approved audited accounts should be forwarded to Internal Audit.

9.
ACCOUNTS AND AUDIT

9.1
As previously stated, the Financial Regulations for Schools state with regards to responsibility for non-official monies:

‘The Governing Body shall ensure that proper accounts are kept for all non-authority funds, e.g. school funds, and that an audited statement of accounts is submitted to the Head of Finance.’

Voluntary Aided Schools have to submit properly audited accounts to the Governing Body and this should be minuted.

9.2 It is recommended that the Governing Body receives the accounts at a meeting during the term that immediately follows the term during which the accounting period of the fund ended.

9.3 The auditor appointed must be competent to undertake an independent audit.

9.4 Audit Commission guidance states that if the total fund income or expenditure (whichever is higher) is less than £15,000 and the end of year bank balance does not exceed £1,500, the auditor simply needs to be someone with sufficient experience in financial matters to carry out the audit, it does not need to be a qualified accountant.  If the income, expenditure, or year end balance exceeds these thresholds, the auditor should be a qualified accountant.

9.5 A fundamental principle of audit is that an auditor should be independent of the area to be examined.  In the case where a qualified accountant performs the audit if he/she is not independent then it is a breach of the Auditing Standards adopted by all the professional bodies.  It is important that the Governing Body is aware that the appointment of a non independent auditor negates the opinion of the audit and poses a potential financial risk.

9.6 Any fee payable to the auditor should be determined by the Governors and recorded in the minutes.  The amount of the fee should be shown separately in the annual statement of the fund.

9.7 The school fund auditor has the right of access at all reasonable times to the accounting records and all other supporting records of the fund.  The auditor is entitled to require such information and explanations from the officer(s) in charge of the fund, as are deemed necessary to carry out the audit.

9.8 To undertake a proper audit of the annual statement of accounts to the Governors, the auditor should carry out such investigations as necessary to be satisfied that:

a) adequate books of account have been kept

b) the annual statement of accounts agrees with such books of account

c) the receipts and payments are in accordance with the general purposes for which the fund exists

d) there is an effective system of financial control.

9.9 If the auditor has ANY reservations or comments regarding the annual statement, or the operation of the fund, then the report should be amended.  This is to allow the auditor to make comments about specific matters about which there are reservations, and these could make reference to:


i)
overdrawn bank balances


ii)
transactions outside the scope of the school fund procedures

iii) ineffective financial control of the fund


iv)
lack of proper records impeding the audit.

10
AUDIT APPROACH

10.1
The systems in operation were identified by discussions with staff and examination of records.
10.2
The financial statements were evaluated by examination and sample testing of records.
11
FINDINGS AND RECOMMENDATIONS

11.1 Although we are satisfied that the accounts show a true and accurate statement of the School Fund there are some recommendations we have made regarding the internal controls and processes of managing the fund. 

xxxx essential recommendations and xxxx minor recommendations have been made.  

6
CONCLUSION
Report of the Auditor to the Governors of Insert name of School for the year ended Insert date. 

I have obtained all of the information and explanations that in my opinion were necessary for the purpose of the audit.  

The accounts have been independently examined and in my opinion, proper books have been kept and the attached statement of accounts is in agreement with the accounting records, and in my opinion presents a true and accurate statement of the school fund.


 Accountancy Assistant
             East Riding of Yorkshire Council

Senior Accountant
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