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Welcome from the editor
Welcome to the Spring 2021 edition of our briefing for independent schools.
When I wrote my editorial this time last year I commented
that we now had some certainty following the decision to
leave the EU — little did I know what was to come!
One of the few benefits of the pandemic has been the
prioritisation and management of staff wellbeing. We start
this briefing with our managing partner referring to some
of our wellbeing initiatives at haysmacintyre that have also
helped raised money for our charity partner, Central London
Samaritans.

We also include articles from Jane Askew on the merits
of having separate school foundations and from Andrew
Roberts on three new auditing standards which will have a
significant impact on this year’s audits.
As always, I hope you enjoy reading this publication and do
let the article’s author, me, or your regular contact know if
you have any questions concerning the matters discussed.

Siobhan Holmes outlines how Governors’ Reports can be
used to highlight the impact of schools’ activities, not only
on its beneficiaries and pupils, but also on its staff, the wider
community, and the environment.

Contents
2 	

Engaging our team and our community

3 	

Upcoming Schools seminar programme

4 	

Bringing your Governors’ Report to life

6 	

Impact of COVID-19 on a trading subsidiary

8 	

School foundations

10 	 New auditing standards

Most schools’ non-charitable trading activities suffered
greatly last year, particularly due to the loss of lettings
income over the summer. Louise Veragoo considers the
Corporation Tax implications for the trading subsidiaries.

Tracey Young
Partner, Head of Education
020 7969 5654
tyoung@haysmacintyre.com
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Engaging our team
and our community

Upcoming Schools
seminar programme

haysmacintyre is built on the foundations of strong relationships
and that’s part of what makes it a great community. Recreating that
feeling of togetherness and also ensuring our newer members of
staff feel welcome was a real challenge in 2020, so we designed
a programme of events – Haysmac Connect – to bring colleagues
together, as well as raise money for our charity partner, Central
London Samaritans.

We have one of the largest charity and not for profit teams in the country: we act for over
800 clients, accounting for over 40% of our annual turnover. Our team of specialists host
topical seminar updates and speak at other organisations’ events presenting the latest
developments within the not for profit sector.

Trustee training: introduction to
charity finance and reporting
Wednesday 3 March 2021

Held in late November before the end of the UK’s second lockdown, Haysmac Connect was
another great success, highlighting our commitment to engaging our staff while working
from home and our ongoing fundraising efforts for Central London Samaritans. Over the
course of Haysmac Connect, we held 22 events, collectively walked five million steps, and
raised an additional £3,250 for Central London Samaritans, bringing our 2020 fundraising
total to over £25,000.
As lockdowns have dragged on and kept families, friends, and colleagues apart, our social
committee kicked into action and organised a variety of events to keep everyone moving
and interacting as much as possible. We held online exercise classes, meditations, podcast
discussions, ‘reach out roulette’, cookalongs, a virtual wine tasting, and of course a walking
challenge. We had over 90% participation from staff, and many of these events have carried
on in 2021 to ensure colleagues can ‘socialise’ as much as possible.

14:00 - 17:00

10:00 - 13:00
Online

Online
Bi-annual charity update
Wednesday 10 March 2021

Protecting charity funding from increased

14:00 - 16:00

currency volatility
Wednesday 24 March 2021

Online

14:30 - 15:30
Online

Trustee training: what every trustee
should know
Thursday 18 March 2021
09:30 - 13:00

As always, the health and wellbeing of our staff is a top priority.

AGBIS Finance for the non-financial Governor
Wednesday 24 March 2021

VAT and tax exchange
Thursday 1 April 2021
14:30 - 16:30
Online

Online

Jeremy Beard
Managing Partner
020 7969 5503
jbeard@haysmacintyre.com

AGBIS annual conference
Wednesday 17 March 2021

Bi-annual schools update
Tuesday 27 April 2021

10:00 - 17:00

15:00 - 17:00

Thursday 18 March 2021

Online

09:00 - 16:15
Online

To book your place at any of the events,
please visit haysmacintyre.com/events
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Bringing your
Governors’ Report to life
We are seeing an increasing focus on impact reporting and the messaging presented in
Governors’ Reports. This article explores some simple changes that can be implemented
which will change the tone of the financial statements.

The Charities Statement of Recommended Practice (SORP)
outlines the key areas to be covered in a charity’s Trustees
Report, and there are some additional requirements for
larger charities, including the inclusion of fundraising
matters. However, there are many ways that schools
can go beyond the reporting requirements to bring the
Governors’ Report to life, and there is opportunity to align
the messaging with other marketing tools such as the school
prospectus and website. The key starting point is thinking
about who you are communicating to, what tone you want
to set, and what messages are important to the culture and
ethos of your school.
Reordering the financial statements
How many of your financial statements include the reference
and administrative details at the start of the report? Is this
really the most important and interesting section? Most
likely the answer is no — so why not make a stronger first
impression that captures the essence of the school? Whilst
the Charities SORP is prescriptive in the information it
requires, you do not need to follow the format in the same
order. For the average reader (and even financially-minded
stakeholders), a set of financial statements is not going to
be the highlight, so it is key to make sure you have the most
important and interesting information close to the start,
and use this to emphasise the key messages earlier in the
document.
Chair’s Report
The Chair’s Report at the start of the financial statements
is the perfect way to provide a concise overview of the
year, the achievements, the struggles and the future plans.
A personalised message will often have a more pertinent
impact and can capture the heart of the school’s messaging.
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Beneficiaries’ stories
Do not underestimate the power of using beneficiary stories,
photos or images in the Governors’ Report. Hearing directly
from the pupils and staff can not only bring a set of financial
statements to life, but it helps to add the personal touch to
portray the key messaging from the school.
Bringing the financials to life
Not everyone reading your financial statements has a
financial background, but there are many ways to enliven
the financial section. Charts and other infographics
demonstrate how money was raised in the year, and how
the money was spent. It can often be difficult to discern
financial performance when looking through the accounts,
but providing a summary in a more visual way within the
Governors’ Report can make it easier to understand how
the financial position aligns with the objectives, activities,
achievements and performance for the year.
People reporting
A new theme we are seeing in the charity sector is reporting
on staff, in particular around remuneration. More than
nearly any other sector, staff are fundamental for schools
and this is reflected by staff costs being between 60-70%
of total expenditure each year. Although the Charities SORP
requires that remuneration of key management personnel is
disclosed, along with disclosure of those earning more that
£60,000, expanding this section in the Governors’ Report will
give you the chance to demonstrate the school’s culture and
how you look after your staff and volunteers. Some elements
you may wish to consider adding to your reports include:
•

Pay bands for all staff

•

Gender pay gap reporting

•

Living wage certification

•

Diversity and inclusion initiatives

•

Professional skills and training opportunities

Environment and sustainability
Now more than ever there is a focus on the environment and
sustainability with climate change being one of the biggest
crises we collectively face. Increasingly we are seeing this
highlighted by charities, and environmental concerns and
risks are likely to only become more prescient in the sector.
The Financial Reporting Council (FRC) has recognised this
by issuing more guidance over the past few months, and
large corporate schools are now required to include energy
reporting with details on carbon emissions in their Governors’
Report. Schools of all sizes are already considering this
guidance; the inclusion of even a simple sustainability
statement will help demonstrate that the school is committed
to the environment and sustainability.

COVID-19 reporting
Given the continued restrictions and schools closing their
doors once again to all but vulnerable and key worker
children, your 2021 Governors’ Report should again be
commenting on the impact and response to COVID-19.
We have seen many schools respond to the pandemic
quickly and continue to provide excellent online learning
opportunities. From discussions with many of my own
clients, I know they are proud of their response to COVID-19
and this should be highlighted. Despite these positive stories,
the struggles and constraints of the pandemic should not be
forgotten and any reporting on COVID-19 should refer to the
increased expenditure, risks, uncertainties, and impact on
the operation of the school.

Impact reporting
Whilst most Governors’ Reports already focus on pupils
outcomes in terms of exam results and leavers’ destinations,
there continues to be an increasing focus on detailed impact
reporting within the charity sector. Traditional reporting
methods look at the inputs and review the outcomes to
assess the value of the impact, but there are other metrics
to assess impact which may better tell your school’s story.

Conclusion
It could be that you read this article and decide that
these suggestions aren’t appropriate for your school and
that you will continue to use the report and accounts as
a compliance tool only, or perhaps you decide to make
changes over a number of years. Whatever your approach,
how the messages and financial details are communicated
in the front half is equally as important as the end of the
Governors’ Report. Both the report and accounts should
present financial and non-financial information which is clear,
coherent, relevant, and engaging to its readers.

An array of questions that are worth considering when
describing impact include:
•

What have you done with the resources at your
disposal?

•

How many pupils were impacted over the year?

•

What were the exam results and leavers’ destinations?

•

What extracurricular activities are offered?

•

How many members of the wider community have
benefited from the school? eg if you let out the
school swimming pool, how many people in the wider
community have used this?

•

How much has been raised for other charities through
fundraising events at the school?

Siobhan Holmes
Director
020 7969 5601
sholmes@haysmacintyre.com

It is important to give a balanced view of the good and bad
in impact reporting for both credibility and authenticity.
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Impact of
COVID-19
on a trading
subsidiary
Charitable schools with trading
subsidiaries will be considering
the impact of an exceptional year
on their financial position, and it
is important to keep both the tax
and legal position of a charity in
mind when doing so.
Reduced income, as a result of
closed shops, sports and leisure
facilities, cafés, and conferencing
spaces, will no doubt lead to a
decrease in profits or, indeed, an
overall loss for the year. Fixed
cost levels and organisational
resilience in adverse conditions
will each determine the financial
impact of COVID-19 on the year’s
profitability. We consider below
the Corporation Tax implications
and considerations that should be
made in these difficult times.

Tax losses
A previously profitable subsidiary company may have moved
into a loss-making position in its most recent period. In this
case, consideration should be given to the use of the losses
for Corporation Tax purposes. Where the losses have arisen
from trading (rather than a one-off capital transaction), then
they can either be carried forward to be used against future
profits or be carried back against profits of the previous 12
months.
The carry back option may be particularly useful where a
corporate Gift Aid payment was required to reduce those
profits and the necessary cash, and/or reserves, to make
that payment is now gone or reduced as a result of the
decline in trading. The subsidiary may need to make a
provisional loss carry back claim with HMRC before the loss
period has concluded. You should speak to your tax advisor if
you believe this approach would be helpful for the subsidiary,
especially where the subsidiary is unable to make its prior
year Gift Aid payment within nine months of the year end.
There was no automatic extension of this nine-month period
as a result of the difficult trading environment.
Longer-term considerations
Loss relief is useful to help smooth out the effect of ups and
downs in a company’s trading activities and will provide a
short-term solution where profitable trading will be revived in
a future period. However, what are the considerations where
COVID-19 has fundamentally changed the school’s business
model for good?
Trading subsidiaries and their charitable parent companies
need to review and model the future trading prospects of
the company to ascertain whether there is a prospect of
profitability. If those projections suggest that it is no longer
possible for the business to be financially viable, then
decisions on whether to restructure or close need to be
made as soon as possible.
Review of intra-group arrangements
During the review of the trading prospects, the parent
charity should review existing arrangements for recharges
of shared resources or other intra-group charges made
by the parent charity. Do they reflect the present trading
arrangements and fairly represent the level of support being
provided going forward? Where subsidiary activities have
reduced, it may be fair to reduce the level of costs recharged
from the charitable parent. This would reduce any losses
arising.
It may be necessary to adjust the calculation used for
recharges or for the arrangements themselves to be revisited
where trading will fundamentally change.
Support of a loss-making subsidiary
Generally, a parent charity should not continue to support
a loss-making subsidiary. Support in these terms refers
to financial support and can include formal loans, share
capital, and inter-company balances. In addition, where the
parent charity does not chase outstanding debts from the
subsidiary, this can lead to a gradual increase in financial
support as further recharges are unpaid, which may cause a
tax issue for the parent charity.
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Investments made by a parent charity in its trading
subsidiary must meet the requirements for qualifying
loans and investments for Corporation Tax purposes. The
financial support mentioned above will usually represent
an investment in the hands of the charity and, as such, it
should meet the requirements of the tax legislation. These
requirements are, broadly, that the loan or investment
must be for the benefit of the charity. In practical terms,
this means either there is a charitable benefit – because it
advances the charitable objects of the parent – or a financial
benefit. Where these conditions are not met, which is more
likely when the subsidiary is not profitable, then the parent
charity can risk a tax charge arising from the non-qualifying
investment. There are also wider legal issues to consider
in relation to non-qualifying investments: they may not
be permitted by a charity’s governing document and may
breach charity law.
Cessation, sale, or transfer of activities
Once a financial review has taken place and there is
a conclusion that the subsidiary is no longer viable,
consideration should be given to whether the activities
of the company could be sold, transferred to the parent
(depending on the nature of the activities), or alternatively
be discontinued completely.
Where the activities are relatively small scale, or where they
align with the school’s own charitable objects, then it may be
possible to transfer activities from the trading subsidiary to
the parent without adverse Corporation Tax effects. However,
legal advice should also be sought in these discussions.
Charities can make use of the small-scale trading exemption
that enables profits arising from non-charitable trading
activities to be tax exempt, where the income from those
activities does not exceed the small-scale threshold of
£80,000 per annum. This limit is reduced for charities with
a total turnover of less than £320,000. As such, where the
total non-charitable trading activities would fall under the
threshold, then trading may be carried out directly by the
parent charity without incurring Corporation Tax.
Summary
These are unprecedented times that have resulted in so
many changes in our lives, but it is important to remember
that, as a charity, there is an obligation to monitor
investments and financial performance of subsidiaries and
to take the necessary steps to mitigate any negative impact.
The necessary reviews can minimise or reduce any potential
losses as soon as possible to avoid unnecessary Corporation
Tax charges.

Louise Veragoo
Not for Profit Tax Director
020 7969 5682
lveragoo@haysmacintyre.com
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School foundations
Almost all schools will have raised funds through various appeals, and many now have a
permanent fundraising department (foundation), but where should this activity sit for financial
purposes? In this article I consider the relative merits of the foundation being included with
the school or being constituted as a separate charity.

The relationship between the school and its foundation will
depend on the foundation’s governance and constitution.
If the foundation is controlled by the school it will be
consolidated in the school’s financial statements; likewise, if
it is sufficiently distanced it will not form part of the school
group.
A separate charitable foundation can be an additional
comfort to donors, enabling them to give an unrestricted
gift in the knowledge that the trustees of the foundation will
ensure that their donation is put towards specific initiatives
at the school rather than being ‘lost’ in the school’s general
funds. The foundation trustees can also provide an extra
level of scrutiny over how the school utilises its money on
significant projects.
It tends to be the larger independent schools which have a
foundation registered as a separate charity, usually with an
investment portfolio used to generate income. This income
is gifted to the school at the discretion of the foundation’s
trustees, normally in the form of restricted donations to
support bursaries and scholarships and, from time to time,
to assist with capital projects. Foundations with sufficient
assets may also provide loan funding to the school. Some
foundations hold the title to school land and buildings,
particularly where these are historic and/or endowed.
However, there can also be disadvantages to running a
separate foundation, not least the extra administrative
burden that it places on staff. Tensions may also occur
when the objectives of the school Governors do not align
with those of the foundation trustees. I set out overleaf
various pros and cons of maintaining a separate charitable
foundation.
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When administering a separate foundation there are a few
key financial and governance matters to consider:
•

Even if the foundation has limited annual activity as
a separate legal charity, its trustees are ultimately
responsible for its activities and governance. Make sure
that there are documented policies for delegation of
authority so that the school management team do not
fulfil the role of the trustees.

Advantages

Disadvantages

Foundations generally have narrower charitable
objectives than the school. These narrower objectives,
and the additional layer of governance, may be
attractive to prospective donors and make it easier to
secure unrestricted donations.

An extra charity means additional meetings and
additional reporting, which can be time consuming
and divert attention from managing the school.

Each trustee board can be populated with relevant
expertise. For example, trustees with investment and
fundraising experience can be recruited to the board
of the foundation. If the foundation is the sole vehicle
for fundraising and investing this can make both the
foundation and school boards more agile.

It may be difficult to find enough trustees to fill both
boards, particularly where the foundation is outside
the school group and needs to avoid having too many
trustees in common with the school. You may be torn
when faced with an exceptional board candidate who
only has time for one trusteeship.

The separation of the school’s investments and
properties can provide additional long-term protection
for the assets of the school.

The extra layer of governance and administration
could make it difficult to access funds quickly in times
of need.

•

When individuals are trustees of both the school and
foundation, take care to avoid conflicts of loyalty.
Remind the trustees that they are to act in the best
interests of each individual charity, and that this may
mean making decisions that are contrary to the other
board’s wishes.

Many foundation boards include long term supporters
and alumni. This enables these individuals to have a
very active role in supporting the school.

There is a risk that the foundation trustees disagree
with the school Governors on how best to spend
monies, which could prevent or hold up significant
projects.

•

Ensure that there is open and regular dialogue
between the trustees of the foundation and the
Governors or management of the school to avoid
working at cross purposes or duplicating activities

•

If the foundation is separate from the school group,
ensure that this is supported by the foundation’s
constitution, particularly its board makeup, and that it
does not ‘accidentally’ become a subsidiary or associate
by means of common trustees.

A sufficiently large foundation can have its own staff
with a focus on fundraising initiatives and maximising
return from assets, often in a more focused way than if
these activities are part of the school.

There is an extra administrative burden on staff,
particularly as the foundation will require separate
financial statements and management accounts,
separate banking arrangements, and investment
funds.

•

It is best practice for the Chair of Governors and the
Chair of the Foundation to be different individuals

•

Where both the school and foundation hold
investments, ensure that each board is empowered to
make their own investment decisions (eg risk appetite,
ethical investments) and that these matters are not
solely controlled by management.

The maintenance of a separate charitable foundation is not
exclusive to the education sector and it is not uncommon
for other charities with very long-term objectives, such as
museums, to separate their ‘service delivery’ from their longterm investment and fundraising plans using a foundation.
Although many are historic, there is no reason why a
separate charitable foundation could not be established if
one does not already exist, though this should always be
done as part of a considered fundraising strategy.

There will also be additional costs such as audit/
independent examination fees, banking, and
investment management fees.

Jane Askew
Director
020 7969 5683
jaskew@haysmacintyre.com
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New auditing standards
As the schools’ audit season draws to a close, many of you will feel relieved knowing that
another year’s audit is behind you. Whilst the 2020 audit season brought the complications
of remote working, a focus on financial forecasts and, for large corporate schools, the joys of
streamlined energy and carbon reporting, 2021 will show new challenges in the form of three
new auditing standards.

1. ISA540 and accounting estimates
The most comprehensive of these new auditing standards
is the revised ISA540, which covers the audit of accounting
estimates.
The revision does not make any changes to FRS102 or the
Charities SORP, and so will not have any impact on your
accounts. The change is in how we, as auditors, must
approach the audit of accounting estimates. Auditors will
be asking for more detailed and robust analyses of your
estimates and will provide a greater challenge on the
assumptions used in making those estimates.
An accounting estimate, broken down to its basic definition,
is an accounting entry which is made where the eventual
outcome is subject to uncertainty. One of the most common
estimates made in accounts is when depreciation policies
are set, it is usually difficult to know the useful life of an
asset when purchased, however so the asset is depreciated
over its estimated useful life; the actual useful life may well
be different and so the depreciation charge in any one year
could be either overstated or understated.
Another related term you will hear used often
interchangeably with accounting estimates is the concept
of management judgements. In the context of financial
reporting, judgements and estimates are in fact considered
separately. A judgement refers to the decisions made when
applying the school’s accounting policies. For example,
a judgement could be in deciding whether an item of
expenditure is in fact a capital or a revenue cost. Usually
judgements determine the decisions on the recognition of a
transaction, whilst estimates are related to the valuation of
the transaction or balance.
The table overleaf sets out the areas of a school’s accounts
where estimates and judgements are of particular relevance.

As with most changes to accounting and audit regulations,
this inevitably means more work for both schools and their
auditors. Whilst this may be frustrating and, at times, seems
counterproductive, the outcome will be that the accounts
will be more reliable. The improvement in quality of both the
accounts and the audit can only be a good thing and these
changes will help to rebuild trust in financial statements and
audit following the plethora of recent corporate failures and
accounting scandals.
2. ISA570 and going concern
The second new auditing standard is the revision to ISA570
on the audit of going concern. You are likely to have felt the
implications of this during your 2020 audit, as many auditors
had to apply its main requirements a year early due to the
challenges brought by the pandemic.
3. ISA700 and audit reports
The third new standard is ISA700 on audit reports: the
auditor will now be required to make explicit tailored
disclosures on how the audit was considered capable of
detecting irregularities (including fraud) as well as for a more
prescriptive statement on going concern. The audit report
may also take up an extra page in the financial statements.

Area

Judgements

Estimates

Voluntary income

Timing of the school’s entitlement to grants,
donations, and legacy income

Valuation of legacy income

Holiday pay

Whether a holiday pay accrual is required for
school staff

Valuation of the holiday pay
accrual

Fixed assets

Classification of expenditure as capital additions
or revenue expenditure
Identification of different classes of assets

Useful economic life of individual
assets

Investments

Basis of fair value for listed investments

-

Stock

Saleability of stock

Valuation of provision for obsolete
stock

Recoverability of debtors
Debtors
Recognition of school fees invoiced in advance

Creditors

Classification of balances due after more than
one year

Valuation of provision for doubtful
debts

Valuation of capital accruals

Deferral of income invoiced in advance
Provisions for
liabilities/ exceptional
expenditure

Recognition of provisions for liabilities
(eg assessment of whether the school has a
present obligation as the result of a past event)

Valuation of provisions

Defined benefit
pension scheme

Recognition of an asset where the scheme
valuation is a surplus

Valuation of pension scheme
obligations, including the selection
of actuarial assumptions

Leases

Classification of leases as operating leases or
finance leases

Valuation of finance lease liabilities

Determination of the lease term

If you wish to discuss the above, do get in touch.

Impairment reviews

Identification of indications of impairment
(mainly of fixed assets)

Valuation of the recoverable
amount
Valuation of non-basic financial
instruments

Andrew Roberts
Senior Manager
020 7396 4393
aroberts@haysmacintyre.com

Financial instruments

Classification of financial instruments as basic or
non-basic

Valuation of basic financial
instruments subject to noncommercial terms (eg interest-free
loans)

Identification of restricted and endowed income
Fund accounting
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Recognition of expenditure charged to restricted
funds

-
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