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From the editor
Welcome to the Autumn edition of our Schools Briefing.
I’m writing this in late October, at a time of uncertainty over
the outcome of Brexit and whether we’ll have an election
and a labour government proposing to penalise independent
schools with taxes.
As schools consider all eventualities, Tom Wilson’s article on
financial modelling will assist such scenario planning. Fee
collection vigilance becomes more important at times of
economic uncertainty and so Tabitha Cave provides us with
timely reminders. Siobhan Holmes’ self-assessment questions
help us to mitigate the risk of online payment fraud.
Means-tested bursary provision is still the best way to protect
a school’s charitable status. David Sewell covers the issues
to consider when managing bursary funds. We also include
useful updates on current issues affecting employment taxes
and VAT.
I look forward to more certainty when writing the editorial for

Tracey Young
Partner, Head of Education
020 7969 5654
tyoung@haysmacintyre.com

our next publication.
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Financial modelling
– key considerations

It may appear obvious, but good financial modelling starts
with good planning. Understanding how you are going to
build your model, your anticipated end product and the
expectations of your stakeholders is key to prevent wasting
time amending the base model. Whilst a good model can
be of significant assistance, it is only as good as the data
contained. Understanding your data, the sources of it and
evidencing assumptions where possible prior to starting is
key. Probably the most difficult parts of preparing any model
are the excel formulas and so you should also question your
in-house expertise before you start.
Schools use financial modelling most commonly for
forecasting income and expenditure, cash flows, balance
sheets and flex assumptions to understand how amending
some of your key financial levers impact financial
performance. Some of those key assumptions include:
• Changes to the pupil roll and the levels of fees and
salary increases
• Cash balances by the levels and timings of capital
expenditure and bank loans
• Bank covenants and interest rate changes
• Changes to remissions policies
• Amending the pupil to teacher ratio
• The impact of international operations
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The model will be based on what you think may happen.
You will need to stress test your assumptions and know the
answer to the ‘what if?’ question. Every school will have
slightly different financial risks and so it is best practice to
ask yourself: what is your perfect storm and how does that
impact our model? Some thoughts on current financial risks
include:
•
•
•
•
•
•

Affordability and its impact on pupil numbers
Political attack and its impact on pupil numbers
Brexit
VAT on fees
Teachers’ pension challenges
Business rates relief removal

Caution is required as it is reported that nine out of ten
spreadsheets contain errors so build in checks to ensure
you know where data isn’t correct. It is recommended that
you have a robust independent review of your model, as it
will be used to make key strategic decisions, and if the data
isn’t correct it can be disastrous. In simple terms, ask an
independent person to try and break it!

A dashboard report is the most effective way to summarise
the information for presentation to governors, and charts
provide a helpful way to display it. KPIs can be used to track
and measure performance and the model can have the facility
to flag an issue in time for an appropriate decision to be
made.
Another way is to show data tables. In the example below
a two-dimensional data table (two sets of inputs and one
result) shows the surplus/(deficit) with varying pupil roll and
fee increases. The expected row and column are coloured to
draw attention to the base case.
Pupil roll		
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102,688
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38,750
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208,700

293,675
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59,375

144,763

230,150

315,538

400,925

4.0%

80,000

165,800

251,600

337,400

423,200

Surplus
		
Fees increase

In an increasingly uncertain environment, schools are rightly considering their medium-term
strategies in order to try and mitigate challenges, whether they be affordability problems,
declining local markets or political threats. The board has done their ‘blue sky thinking’ into how
to take the school forward, but how do you move to the next stage? In this article, I will share
some thoughts about creating financial models that enable more informed decisions.

There are many do’s and don’ts when designing
your model, of which some of the most relevant for
schools, are as follows:

1

Plan effectively and know your end product before
you start.

2

Use check totals to confirm the arithmetic accuracy.

3

Ensure independent scrutiny.

4

Try not to overcomplicate if you don’t have to.

5

Never overwrite a cell’s formula with a number.

6

Never put numbers in a formula, except ‘0’ and ‘1’.

7

Never include circular references.

8

Avoid IF functions when there are better functions
available.

9

Ensure flexibility over assumptions.

10 Ensure sensitivities are honest and applicable to
your school.

Or, alternatively, a one-dimensional data table (one set of
inputs and many results) can show the results for different
cases. Here cases A to F can have a wide range of different
inputs:				
Case Description
		

Surplus/(deficit)
£

A

260 pupils and 3% fees increase
(base case assumptions)

B

250 pupils (down by 10)

C

Fees increased by 2%

D

Cases B & C

E

Case D and extra 1% salary increase

F

Case D doubled

208,700
38,750
165,800
(2,500)
(32,500)

Tom Wilson
Partner
020 7969 5697
twilson@haysmacintyre.com

(213,700)
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Current themes in debt
collection and debt recovery
The starting point in all claims for the recovery of a debt is the contract between the parties.
This requires there to have been an offer and acceptance, most commonly in this scenario,
relating to a place at the school; for there to have been consideration in the form of payment
for the service and, importantly, an intention to be legally bound.
While most schools will have a written contract with parents
setting out the terms which apply to the contract, that is
not always the case and these can be informed or varied by
discussion. It is usually possible for a school to argue that
by sending a child to an independent school, it should be
clear that fees will need to be paid (certainly in the absence
of a scholarship or bursary application), but it may be more
challenging to persuade a court to accept that it was clear
from the outset that a term’s fees would be payable in the
event of a term’s notice of cancellation or withdrawal, even
though this is commonplace in the sector. Fees in lieu of
notice claims are generally more contentious, especially
if the school has a waiting list and may not have suffered
any actual loss, even if this does not affect the strict legal
position.
We are seeing an increasing number of challenges relating
to the parties, to a contract and who is responsible for the
payment of fees – in particular where parents separate in the
course of a child’s schooling. The usual starting point is that
both parents are parties to the contract and remain jointly
and severally liable (meaning that they are each individually
liable for the whole of the fee debt), but schools sometimes
unwittingly compromise their position by accommodating
court orders and private agreements between parents or
assuming that each has a responsibility for just half of the
debt.
The other point to bear in mind in this context is that schools
generally have standard terms and conditions relating to the
education and care of pupils and that parents will be treated
as consumers for this purpose, regardless of their occupation
and/or their ability to understand the contractual provisions.
That means that any lack of clarity will usually be interpreted
in their favour and that they will be given an extra element
of protection by the courts in relation to matters such as
cancellation and the debt recovery process.

4

Options
When an account falls into default, we would encourage
schools to pursue the debt rigorously and promptly. Most
parents will have a number of creditors and the school should
try to find a way to ensure that they are top of that list. Swift
and vigorous action as soon as the account falls into arrears
will help with this. A robust credit control policy may be a
useful support, especially where the school needs to signal a
change of approach.
In our experience, the single most persuasive step a school
can take is the exclusion of a child, on appropriate notice, for
the non-payment of fees and that is now commonplace in the
sector.
Otherwise, we would recommend an early dialogue with
debtors, encouraging openness about their financial position,
perhaps bringing their attention to the financial support
available and considering alternative payment terms (within
the framework permitted by the Consumer Credit legislation)
or security (we have helped clients to consider taking this
over property, cars, pension pots and jewellery).
Should you wish to take formal action, schools can consider
either civil claims for the debt or bankruptcy. Both can
be successful but have their limitations and we would
recommend an individualised approach to such matters.
Disputes
Can a parent avoid paying fees by arguing that the school
failed to provide proper education? Yes and they often do!
They are entitled to seek repeat performance or a price
reduction under the Consumer Rights Act 2015 if a school
has failed to provide services with reasonable care and skill,
which is often a heavily contested issue.

Top tips
1. Check them out!
The school can lawfully undertake credit checks on parents
before offering a place to their child, in the same way that
other providers do before entering into long term commercial
arrangements. The key to doing so lawfully is identifying
the legal bases for this use of parent information. Schools
must ensure the parents are aware that their information
would be used to complete credit checks, which can be done
through the use of effective privacy notices, and should check
that any agreements with credit check companies are also
compliant.
Schools generally can and do ask a child’s former school if
there are any fees outstanding and, if they do, should ensure
that their contracts and notices make that clear.
2. Communication is key
This really is essential. Not only will the courts expect
the parties to have tried to resolve issues before they are
involved, but effective communication will enable a school to
determine the efficacy of the available options and maximise
their chances of a successful recovery. Careful, accurate and
secure records should be kept about issues of relevance to
debt recovery to inform your decision-making.
Sadly, we see too many examples of a finance team pressing
ahead while an academic or pastoral team is still trying
to resolve an issue, leading to the sometimes avoidable
escalation of an issue.

3. Get your timing right
I can’t say too often that speed is of the essence, but schools
should always take an informed approach to debt recovery. If
you know a debtor is emigrating then take appropriate steps
before they go! If a complaint has been raised, we would
recommend that this follows an appropriate process before
debt recovery is progressed. If a related court hearing is
listed, it may be appropriate to wait for the outcome.
4. Compromise
Litigation may be best considered as an action of last
resort, and the protocol/rules require schools to consider
whether mediation or some other form of alternative dispute
resolution is appropriate. Indeed sanctions are often imposed
if a party unreasonably refuses to participate in mediation.
The Courts offer a free small claims mediation service for
claims worth under £10,000 which is often successful, but the
requirement to consider ADR does not extend to mandatory
instruction of a trained mediator in all cases and a discussion
or negotiation may be all that is required.
5. Keep yourself right
There are a number of authorities for the need for schools
to keep themselves right through the debt recovery
process. The Court rules require them to act reasonably and
proportionately and charitable schools must act openly and
with integrity.
Should you have any queries arising out of this article,
please do not hesitate to contact Tabitha Cave at VWV.

Tabitha Cave
Partner, VWV
0117 314 5381
tcave@vwv.co.uk
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Questions to ask… about
online payments for schools
Despite an increased focus on fraud prevention over the past few years, a significant number
of frauds still occur as a result of poor controls over online payments. It is important that all
governors and staff understand the controls in place and ensure segregation of duties wherever
possible.
•	
Segregation of duties between setting up and
authorising payments: one user should set up a
payment and a separate user authorise the transaction.
One individual should not be able to set up and authorise a
transaction alone.

•	
BACS payment reviews (general expenditure): prior
to authorising the online payment, a spot check should
be performed reviewing the bank account and sort code
for suppliers. Such details should be agreed to purchase
invoice and these checks should be evidenced by signature.

•	
Dual authorisation of payments: all transactions should
require a minimum of two individuals to authorise. Some
organisations implement a limit and only require dual
authorisation for larger payments. If this is the case, it
should be approved by the governors.

•	
BACS payment reviews (staff expenditure): payroll
reports should be reviewed prior to the payment being
authorised. Often a BACS payment will be set up to send
monies to pension providers and HM Revenue & Customs
(HMRC) in the same batch. The individual payments need
to be agreed back to payroll reports before authorising.

•	
Dual authorisation of setting up new users: dual
authorisation should be required to set up all new users
and to make changes to access rights within the online
banking system. This is important to prevent the set up of
a false user to bypass the dual authorisation process.
•	
Access to BACS: all users must have unique log in details
and passwords, and these should not be shared. We often
find details are shared when new staff join a school, or
there are temporary staff in the finance team.
•	
Change in payment details (internal): changes to
account details (bank account number and sort code)
should be actioned by one user and approved by a separate
user, who should check any backing documentation against
the amended details.
•	
Change in payment details (external): any notification
of a change to supplier details should be verified by
contacting a known individual at the suppliers’ organisation,
even if the request to change is sent on the supplier’s
headed paper. Go back to contact details already held and
do not use any included in the request documentation.
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•	
Bank mandate: a review of the bank mandate should be
performed to ensure that payment authorisation limits for
online banking are in line with the bank mandate.
•	
Exception reporting: reviewing exception reports from
your finance system and online banking system is a good
way to monitor changes to supplier details within the
accounting software, along with any changes to details in
the online banking system.
•	Ask the question “What happens when someone goes
on holiday?”: It will often highlight potential ways the
system can be bypassed.

Siobhan Holmes
Senior Audit Manager
020 7969 5601
sholmes@haysmacintyre.com
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School bursary funds
– management and
accounting issues
Twelve years ago I wrote an article on managing school bursary funds, hot on the heels of the
Charities Act 2006. This Act first required charities to demonstrate public benefit, and required
those which charge high fees to make access available to a sufficiently wide section of the
public. This includes ensuring that those who could not otherwise afford to pay the high fees
can benefit.
Independent schools have been providing bursaries as one
of the ways to satisfy this requirement. Other ways include
partnerships with state schools by providing them with access
to the school’s facilities and other resources. I noted then
that a top school had announced the intention to raise a large
endowment fund sufficient to make bursary awards on a
need-blind basis. Since then, a number of other schools have
announced their plans to do so.
Whilst the percentage of gross fees used for all concessions
has increased by only one percentage point since 2007 (to
8.9%), according to our most recent benchmarking survey,
there has been a move away from financial awards for
scholarships to means-tested bursaries, which now account
for half of total concessions. We now distinguish between
‘transformational bursaries’ providing 100% fee remissions
(plus payments towards certain extras) and ‘fee assistance’ for
tapered discounts.
This article covers best practice in an area which continues
to be important for independent schools, not only to support
their charitable status, but also to retain and attract more
pupils in increasingly competitive and challenging times.
Source of Funds
Many schools now have well staffed development offices
seeking to raise funds from their alumni, past and current
parents, and grantmaking organisations. Where large sums
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are raised, endowed investments are purchased and the
related income has been used to provide the bursaries.
Schools which cannot afford fundraising staff are increasingly
looking to current parents for donations, often routed through
friends’ associations, and by launching periodic appeals.
Some schools ask parents of leaving pupils to waive the
return of their deposit; though this only qualifies for Gift Aid
if the school refunds the parents, who then return the signed
declaration together with their payment.
As mentioned earlier, schools have been diverting funds
previously earmarked for competitive scholarships towards
bursaries, and supplementing such scholarships by a
means-tested bursary in case of need. Similarly some schools
are means-testing their staff fee remissions in order to free up
further funds for bursaries.
Constitution of Fund
Schools with endowed investments often manage their funds
in a separate charitable trust which is outside the control
of the governors. Trustees then retain the capital and pay
the school the income generated from those investments.
Alternatively, the governors may control a bursary fund made
up of donations received for that restricted purpose. Schools
may also earmark accumulated surpluses by a transfer to a
designated bursary fund, or transfer a fixed sum from their
annual income to that fund. Finally, bursaries may be funded
directly out of annual income by way of a discount on fees.

Banking
The use of a separate ring-fenced bank or investment account
will help to assist the control of bursary funds. Whilst this
is not required, the accounting treatment will need to keep
the receipts clearly segregated. Receipts should not be used
for other purposes, such as to reduce borrowings or to fund
working capital. If done so, it may be considered appropriate
to use an accounting transfer to reimburse the fund for any
investment income foregone.
Accounts disclosure
A separate column in the statement of financial activities is
required for endowment and other restricted fund income and
expenditure, and is optional for designated funds. Expenditure
on bursaries from restricted funds is also recorded as
unrestricted income of the school. The school fees note to the
accounts discloses gross fees, then total bursaries and other
discounts as a deduction, and then adds back those bursaries
financed from restricted funds. Funding from a designated fund
is instead disclosed as a transfer between funds.
Multi-year expenditure commitments have to be accrued for in
the first year (as expenditure and as a balance sheet liability)
when certain requirements are met. This is not appropriate
when bursaries are funded by designated and restricted
funds as the ‘commitment’ is only to provide a discount from
future income. However, separately controlled trusts and
commitments to pay third parties would be caught by this
requirement. The use of effective annual means-testing which
demonstrates that the commitment may not recur, could
ensure that the accrual is not required.
Means-testing
No discussions on bursaries would be complete without
consideration of the assessment. Best practice includes most of
the following features:

•
•
•
•

that should be standardised and require the inclusion of
all income, specified outgoings, all assets and liabilities
and any external contributions (eg from grandparents)
Applications should be scrutinised, measurement should
be transparent and awards should be fair and justifiable
Both parents should sign
Reviews should be regular, usually annual, and vigilant
Conditions of any award should require:
– The balance to be paid promptly
– Fees in lieu of notice and old debts to be paid gross
– Parents and pupils to behave

Means-testing can be extremely difficult, particularly when
parents are self-employed. The testing for the long-ago
assisted places scheme was much criticised and there
the application forms were audited! A home visit may be
appropriate and some schools outsource this assessment to
specialists.
Conclusion
This article covers best practice in an area which continues to
be important for independent schools, not only to support their
charitable status, but also to retain and attract more pupils in
increasingly competitive and challenging times.

David Sewell
Partner
020 7969 5568
dsewell@haysmacintyre.com

• The applicants complete a financial circumstances form
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Employment taxes
Over the coming months schools will have several employment related issues which they will
need to consider, the following article is intended to highlight a few of these areas for you.
1. Holiday pay for term-time workers
The Court of Appeal has ruled in The Harper Trust v Brazel
case that ‘term-time’ workers should have their holiday pay
calculated.
The case considered the claims made by a visiting music
teacher who worked at a school and was employed on a
zero-hours contract. The claimant argued that the basis
adopted by the school was incorrect and should not be based
upon 12.07% of her annual pay. Instead she successfully
argued it should be calculated by reference to her average
earnings over the 12-week period prior to the calculation
date, increasing her holiday pay claim to 17.5%.
Many term-time only workers will now have an increased
right to holiday pay. The impact for employers, especially
schools who engage a variety of term-time workers, is that
they will need to review and, where appropriate, revise
their calculations. There is also the possibility that backdated claims will be made for unpaid holiday pay from those
affected by the outcome of the decision.
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2. Employer’s National Insurance on termination
payments
The tax and National Insurance rules regarding termination
payments are gradually being aligned. At present, genuine
termination payments, excluding any post-employment notice
payments, accrued holiday or any contractual payments, are
not liable to National Insurance. However, from 6 April 2020
the first £30,000 will be exempt from a charge to National
Insurance but the excess will be liable to an employer-only
charge of 13.8%.
National Insurance payment will be due in ‘real time’ under
payrolling principles, but further guidance is awaited as to
how details are due to be reported to HMRC.
3. IR35 and changes schools need to consider
The government introduced the IR35 rules in 2000, with the
aim of ensuring that individuals who are engaged to carry
out work through a personal service company, who would
have been classified as employees if they had been engaged
directly, pay broadly the same income tax and national
insurance contributions as they would have done if they
had been employed. It is the responsibility of the individual,
rather than the engager, to determine whether the IR35 rules
apply to each engagement.

In April 2017, the government reformed the IR35 rules
for engagements by public sector bodies, which included
universities and academy schools, and shifted the obligation
for determining the application of the rules from the
individual to the engager. Following a formal consultation
process draft legislation was published by the Government,
with the intention for it to be effective from 6 April 2020.
Under the draft legislation any medium or large sized
organisations, including schools, will be required to consider
the operation of the IR35 legislation in respect of any
intermediaries it engages.
All schools should review all its engagements and specifically:
• Identify all personal service company engagements
• Assess whether the IR35 rules apply to each
engagement
• Carry out periodic reviews of each engagement to
ensure that the original decision remains relevant
• Ensure that all costs covered by the IR35 rules are
being paid through payroll
The assessment as to whether the IR35 rules apply to
an individual engagement is similar to the consideration
of whether an individual should be considered to be an
employee or self-employed and it includes the following
factors:
• C
 ontrol: is the individual subject to supervision,
direction or control as to what work they do, where they
work and how the work is carried out? Control would
point towards employment, and therefore application of
IR35 to the engagement.

• I ntegration: is the individual involved with the core
business of the engager? Are they seen as part of the
engager organisation? Or are they peripheral to the
organisation or its work? Integration also points towards
employment.
• Mutuality of obligation: is the individual obliged to
offer their services to the engager and is the engager
obliged to provide work for the individual? If so, this
would also point towards employment.
• Financial risk: does the individual carry financial risk
relating to the engagement? Eg providing their own
equipment, engaging sub-contractors to assist them,
covering any losses which arise on the engagement. If
so, this points towards self-employment.
• Right of substitution: does the individual have the
right to provide a substitute to carry out the work in
their place? Do they have responsibility for paying such
a substitute? If so, this also points towards
self-employment.
Where a school has an annual wage bill of more than £3m
then payments which fall within the IR35 legislation will also
be subject to the Apprenticeship Levy (0.5%).

Nick Bustin
Employment Tax Director
020 7969 5578
nbustin@haysmacintyre.com
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VAT update
Making Tax Digital (MTD) for VAT was originally supposed to come into effect for all
mandatorily VAT registered entities for VAT returns beginning on or after 1 April 2019. At
the deadline this proved too much for HMRC and so they deferred MTD for certain types
of entities until return periods beginning on or after 1 October 2019. As we are now into
October, all the entities in the deferred categories are now within MTD and those entities with
a return period running from October to December 2019 will be required to submit this return
under MTD at the beginning of February 2020.
Entities whose return periods begin in November or
December will need to make their first MTD filings in
March and April respectively.
Brexit has also been causing headaches as it too has been
delayed from 31 March and is now scheduled to take effect
on 31 October. Until the details of what terms we are leaving
on have been finalised it is difficult to comment on exactly
what effect this will have on VAT, but the prospect of further
delay and a snap election brings with it the possibility of a
Labour Government.
In their last election manifesto, the Labour Government
promised to introduce VAT on school fees. Their attacks on
the Independent School sector have been repeated at the
most recent Party conference and go beyond VAT, but
this threat remains which we commented on in our
haysmacintyre Schools Briefing Spring 2018.

There has been no other significant VAT litigation impacts
on the sector and no changes in VAT legislation have been
announced with most of HMRC seemingly tied up with
preparations for Brexit, but those officers who have not
been deployed onto Brexit duties do appear to be taking a
more aggressive stance. The main traps in VAT that could
apply to schools include correctly accounting for VAT on
recharges from a school to its subsidiary, identifying the
purchase of imported services such as overseas agents’ fees
and correctly applying the reverse charge, and correctly
operating the Bad Debt Relief provision on purchases where
VAT has been reclaimed, but the supplier is not paid for over
six months.

Not for profit and charities
conference and seminar
programme
We have one of the largest charity and not for profit teams in the country, acting for over
700 clients. Our team of specialists host topical seminar updates, alongside speaking at other
organisation’s events – presenting the latest developments within the not for profit sector.
Independent Schools’ Conference 2020
Monday 3 February 2020
09:30 – 16:30
IET, 2 Savoy Place
London WC2R 0BL
Trustee training: charity law update
Tuesday 18 February 2020
13:30 – 17:00
Farrer & Co, 66 Lincoln’s Inn Fields
London WC2A 3LH
VAT and Tax Exchange
Wednesday 19 February 2020
16:45 – 19:00
haysmacintyre, 10 Queen Street Place
London EC4R 1AG

Phil Salmon
Partner, Head of VAT
020 7969 5611
psalmon@haysmacintyre.com

Trustee training: introduction to charity
finance and reporting
Tuesday 3 March 2020
13:30 – 17:00
haysmacintyre, 10 Queen Street Place
London EC4R 1AG
Bi-annual charity update
Thursday 12 March 2020
09:00 – 12:30 (morning session)
14:00 – 17:30 (afternoon session)
haysmacintyre, 10 Queen Street Place
London EC4R 1AG
Trustee training: what every
trustee should know
Thursday 19 March 2020
09:30 – 17:00
Cazenove Capital, 1 London Wall Place
London EC2Y 5AU

To book your place at any of the events,
please visit haysmacintyre.com/events
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