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	Why internal financial controls are important

Schools have many systems for controlling and recording financial transactions. These controls are important because they:

· provide financial information to staff and Governors about how the budget is being spent; and

· operate to protect the school’s resources from loss or fraud.

Key benefits of having a sound system of internal control

A sound system of internal financial control can:

· enable Governors to receive accurate information to guide their decision-making

· provide Governors and staff with assurance that transactions will be properly processed, that errors or fraud will be minimised and that if they occur they will be quickly detected.
Examples of key internal control

· internal checks – one person checking another person’s work

· separation of duties – distributing the work so that key tasks are assigned to separate members of staff

· a system of authorisations – each transaction is authorised before passing on to the next stage of the process

· systems manuals – clear, readable descriptions of how systems work, and who does what and when, and the systems of internal control

· an audit trail makes it clear who has been involved – this tracks all stages of a transaction, for example from copy order to invoice, to accounts, to cheque or other payment record. This can act as a control in its own right.

These controls are there to safeguard staff and Governors alike. They ensure that:

· payments are made only to genuine employees and suppliers

· payments are made for goods and services actually received

· income is recorded, collected and banked promptly

· cash transactions, whether income or petty cash expenditure, are secure in all respects

· proper records are kept for management information and for accountability purposes

· value for money is achieved.

	For further information on Financial Controls Click Here (R1) to see guidance contained in the Audit Commission publication “Keeping Your Balance” (2000).   See Standards E1 – E8 on page 13.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site)

Click Here (R48) to access ‘A Brief Guide to Fraud Detection and Response’ produced to supplement this section of the Toolkit.




	Income: It is important that appropriate controls are in place to ensure that:

· income is not used fraudulently

· the school does not exceed its insurance or LA limits for the amount of cash held on school premises.
Income can come from a variety of sources including:

· grant funding

· school dinner money

· lettings

· sale of materials, uniforms etc

· fund raising.
The Governing Body should establish a charging policy and review it annually. The Head Teacher is responsible to the Governing Body for accounting for, and keeping accurate records on, income due and cash collected.

The income controls include establishing procedures that ensure:

· income is banked regularly

· that cash is securely stored

· the amount banked is reconciled with the amount recorded in the cashbook and supported by receipts

· regular checking against bank records to ensure income is secure

· separation of duties.

	For further information on income controls Click Here (R1). This leads you to guidance contained in the Audit Commission publication “Keeping Your Balance” (2000).  See Standards F1 – F13 on page 14.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site)




	Payroll: school staff costs can account for 80% of the school’s budget, and it is important that

appropriate payroll controls are in place to ensure that:

· the school’s staffing structure is financially sustainable

· payments made to staff are properly authorised

· payroll costs are correct charges to the school.
For payroll controls to be effective, it is essential that:

· changes in the staffing structure are informed by budget, staff cost and pupil number projections

· it is clear who has responsibility for dealing with staffing issues and has authority to make payroll changes

· decisions by the Governing Body to authorise an annual staffing review and agree any changes to pay or conditions of staff are minuted accordingly.
The Governing Body and Head Teacher have the responsibility for ensuring that payroll and personnel controls are in place, regardless of whether the administration of payroll and personnel costs has been contracted out to another organisation. If payroll services are provided by an external organisation the school should ensure it has access, under the terms of its contract with that organisation, to payroll records at any time. The contract should also allow internal audit to have access to payroll records.

It is important for schools to be aware of the areas where Inland Revenue/HMRC regulations determine or affect the way payments are made (e.g. whether individuals are self employed or whether income tax should be deducted). If schools are uncertain of these regulations, they should seek advice and assistance from their LA and always respond to issues from previous Inland Revenue/HMRC reviews.


	For further information on payroll controls Click Here (R1). This will take you to the Audit Commission publication “Keeping Your Balance” (2000).   See Standards H1 – H8 on page 16.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site)


	Purchases: e.g. of supplies and services account for between 10% and 20% of a school’s

budget and it is essential that they are subject to rigorous controls, in order to:

· protect individuals from being wrongly accused of corrupt or wasteful practices

· protect the school from fraudulent practice, both internally and externally

· prevent payment errors (e.g. paying for goods not received or paying for something twice)

· ensure that the school complies with the Late Payment of Commercial Debt (Interest) Act 1998 (under the terms of which most debts should be paid within 30 days)

· ensure that every effort has been made to secure value for money.
The Governing Body needs to ensure that there are proper systems for authorising the purchase of supplies and services, checking goods are received and triggering payments to legitimate suppliers.


	For further information on controlling purchasing activity Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000).   See Standards D8 – D17 on page 11.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site)

There is also a clear link between purchasing controls and good procurement practice. To access the Procurement Summary (S4.1) of this Toolkit Click Here.



	Banking Arrangements: The proper administration of bank accounts is at the heart of financial control. Opening of bank accounts in the name of the school should be strictly controlled. Any new accounts should be reported (and formally minuted) at the Governor Finance Committee and noted at a full Governors meeting. Signatories to the account/s would be reported, together with their authority limits.

In managing bank accounts, regular bank reconciliation’s are essential. They prove that the balances shown in the accounting records are correct and provide assurance that that the underlying accounting records are complete.

Controls are required for banking arrangements to ensure that the school’s finances are not open to potential error or fraud. Failure to maintain banking standards (see “Keeping your balance”) indicates a possible breakdown in the school’s internal control system. The potential risks associated with banking of school resources include:

· not banking all the income received

· not detecting bank errors

· failure to bank all income collected and inadvertently using some for purposes such as paying  expenses

· failure to record all transactions

· erroneous, fraudulent or duplicate payments

· breaches of authorised overdraft facilities and incurring bank charges

· missing good opportunities for investment.
	For further information on controlling banking and payment activity Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000).   See Standards G1 – G13 on page 15.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).
Governing Bodies may borrow money only with the written permission of the Secretary of State. For further information on borrowing by schools Click Here (R60) to see the page on Teachernet dealing with the legal framework for school funding.



	Petty Cash – sometimes it is simpler to make small purchases with petty cash. However, petty cash is a portable and attractive asset. Therefore, to prevent the fraudulent use of petty cash, it is important that it is properly controlled. Fraud is not, however, the only risk associated with petty cash. The major potential risks associated with the use of petty cash are that:

· normal payment procedures may be bypassed

· duplicate payments may be made

· petty cash is used for the cashing of personal cheques

· petty cash may be stolen.
Key controls should therefore be in place covering the:

· authorisation of the use of petty cash

· recording of petty cash transactions

· secure storage of petty cash.
As with other payments and transactions, those involving petty cash should be subject to same principles of probity and accountability. One person should not be responsible for all aspects of administration of petty cash, such as authorisation of usage, making payments, reconciliation of the petty cash account, etc.

It is also important that the responsibilities and authorisation limits of those with delegated responsibility for the petty cash account are clear and known by all school staff.


	For further information on controlling petty cash Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000).   See Standards J1 – J8 on page 17.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).



	Systems for Dealing with Taxation - the Head Teacher of a school is responsible for complying with Value Added Tax (VAT) and other tax regulations to which the school may be subject.

LAs usually produce a guidance document on VAT, or have staff who may be contacted about VAT issues. VAT is a complicated area, and the LA should be consulted if the school needs assistance in interpreting VAT regulations.

Schools are also required to follow guidance given on the Construction Industry Scheme (CIS). Advice and guidance on this should be available from the LA.  Leaflets on the CIS may also be obtained through the Inland Revenue / HMRC, on 0845 366 7899  (open seven days a week from 08.00 to 20.00, and calls are charged at local rates).


	For further information on taxation Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000). See Standards K1 – K4 on page 18.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).
Details of the Construction Industry Scheme can be found on the Inland Revenue / HMRC website at: 
http://www.hmrc.gov.uk/new-cis/index.htm


	Voluntary Funds - most schools have a voluntary fund, which can provide them with substantial, additional income. Although the voluntary fund is not made up of public money, it is important that stewardship standards for its administration and control are as rigorous as those for the administration of the school’s delegated budget. Parents, pupils and other sponsors are entitled to know that money they have given to the voluntary fund is properly managed and used appropriately. The potential risks associated with a voluntary fund include:

· lower standards of accountability and stewardship compared with those relating to the delegated school budget

· incorrect crediting of delegated budget income in the voluntary fund, and vice versa 

· insufficient separation of duties relating, respectively, to the administration of the voluntary fund and the delegated school budget

· insufficient internal checks on how money from the voluntary fund is used

· greater likelihood of error and loss resulting from the frequency of cash transactions

· losses resulting from failure to check profitability levels (e.g. in connection with fundraising events)

· failure to comply with the rules of the Charities Commission if the fund is, or should be, registered with that body

· distorted financial benchmarking data due to varying voluntary fund accounting practice.
These risks can be reduced if:

· the Governing Body as trustees (or any other trustees) of the voluntary fund ensure all monies are properly accounted for and spent appropriately

· voluntary funds with income or expenditure over £5,000 are registered with the Charity Commission.  
· voluntary fund accounts are examined and certified by an auditor who is independent of the management of the school

· the fund is subject to controls which match those applied to the school’s delegated budget

· there is appropriate separation of duties relating, respectively, to the administration of the voluntary fund and the delegated school budget

· regular and independent reconciliation of the monies in hand, with accounting records and bank accounts, is carried out

· voluntary fund accounting practices follow the DCSF Consistent Financial Reporting (CFR) Framework.
Please note that whether it is worthwhile a "school fund" becoming a charity depends upon the nature of the income; as some income (i.e. donations) can be treated as gift aid contributions and the "charity" reclaim tax, whereas other income (e.g. income from school fetes, jumble sales and the like) will not carry any tax advantages. Therefore, it is suggested that it is only sensible for a school fund to register as a charity if they receive (and expect to continue receiving for several years) donation type income, so there is a real cash benefit from doing so. There are some regulatory burdens associated with being a registered charity (annual returns, filing of accounts with Charity Commission etc.) which will normally fall to the School Business Manager and therefore effectively cost money to do.
	For further information on keeping control over voluntary Funds Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000). See Standards L1 – L13 on page 19.

For more help on how to treat voluntary funds in the Consistent Financial Reporting Framework for Schools Click Here (R16). This will take you to the DCSF CFR Framework site, which explains the CFR requirements in detail.
Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).



	Assets – schools have a range of assets, which are often attractive and portable, such as computers and musical instruments.

All school assets, above an agreed threshold value, need to be recorded in an inventory or asset register and kept securely on the school premises, where appropriate. Each LA scheme of delegation will normally state the threshold value.

Head Teachers should ensure that there are regular checks of all items of school property, that their location is recorded, and that there is insurance cover for them on-site and off-site, as appropriate (see Section 3.4 of the tool kit for the Insurance guide). It is important that as the school acquires more assets, these are promptly added to the school inventory to ensure that it is up to date.

It is also important that schools maintain records of stocks and materials and other useable resources that are required for the education of pupils, e.g. library books. This will help to ensure that teachers and pupils always have the resources they need, and will also help to guard against waste and loss.


	For further information on Assets Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000). See Standards M1 – M7 on page 20.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).



	ICT and Data Security- schools are heavily reliant upon ICT and computers to process and record personal, financial and other management data.

It is important that information and ICT equipment are protected adequately against unauthorised access, improper use and theft.

Information or data should be backed up regularly and kept in a secure location. Schools should also have recovery plans to ensure continuity of financial management, in the case of an emergency.

Data security is particularly important. The Data Protection Act 1998 (DPA 1998) is designed to protect the rights of individuals in relation to the personal data held about them. Schools hold a wealth of data on the pupils and staff, which fall under the requirements of this legislation.

Key benefits of keeping the school’s ICT resources and data secure

When ICT resources and data are held securely:

· only authorised staff have access to financial and pupil information, thereby reducing the risk that data may be lost, altered inappropriately or used in a way which contravenes the Data Protection Act 1998 (DPA 1998)

· ICT equipment is less likely to be stolen or damaged

· any processing, recording or accessing of personal information is more likely to comply with the DPA 1998.
	For further information on ICT and Data Security Click Here (R1). This takes you to advice contained in the Audit Commission publication “Keeping Your Balance” (2000). See Standards P1 – P5 on page 22.

Click Here (R75) for the Audit Commission’s Interactive Website on Controlling Schools Finances. This contains self-evaluation questions and good practice guidance on internal controls.  

(N.B. You will need your seven digit DCSF number to access the site).
For specific help with the ICT Development Plan Click Here to go to summary S4.5 of this Toolkit, which covers this plan.  It also contains advice on the DPA 1998 and on Copyright law.
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