Nether Kellet Primary School

INTERNAL FINANCIAL REGULATIONS

1.0 INTRODUCTION

1.1 The financial relationship between the Authority and schools is set
out in the "Scheme for Financing Schools in Lancashire" which was drawn
up in accordance with Section 48 of the School Standards and Framework
Act 1998. The Scheme contains requirements relating to financial
management and associated issues which are binding on both the
Authority and school governing bodies.

1.2 The Scheme provides a balance between the need for accountability
and control of public funds and the freedom of schools to manage
their budgets. All those involved in the financial management
arrangements within schools have an interest in ensuring that sound
financial management procedures are in operation, particularly
Governors and Headteachers, in view of their responsibilities for
managing a significant amount of public funds. In addition, the
Director of Finance as the officer responsible under Section 151 of the
Local Government Act 1972 has a responsibility for the proper
administration of the County Council's financial affairs including
those of schools.

1.3 The Governing Body responsible for managing a school with a
delegated budget is required to abide by the Authority's requirements
on financial controls and management as set out in the Scheme and
the Authority's Standing Orders for Schools detailed in Appendix 'C' to
the Scheme. Within this framework, the Governing Body is required to
develop its own internal financial regulations for the organisation and
management of the school's financial affairs. This will define the
extent to which it wishes to delegate its powers to a Governors'
Committee or to the Headteacher.

1.4 These notes provide guidance to Governors in the development of
internal financial regulations. They contain a number of
recommendations relating to the type of rules or regulations which
Governing Bodies may wish to make. These are not mandatory and it is
accepted that arrangements will need to be adapted to local



circumstances: for example the varying size of schools. Any regulations
made by Governors, however, must be consistent with the financial and
other conditions laid down by the Scheme. In the event that they
contain provisions contrary to the Scheme, the Scheme will take
precedence. The school's internal financial regulations cannot
override any provisions made in the Standing Orders for Schools.
The guidance will be reviewed by the Director of Education and Young
People's Services in consultation with schools at regular intervals.

1.5 The guidance includes recommended regulations which are
highlighted in bold type, and prefaced in each case with a brief

explanation. Where financial limits are required suggested levels are
shown in brackets within the regulations.

2.0 CONTENT

It is recommended that the school's internal financial regulations
cover the following areas:-

¢ Establishment of budget headings, monitoring procedures and
exercise of virement

¢ Procedures for choosing suppliers or contractors
¢ Local Bank Accounts, where appropriate

¢ Authority to incur expenditure and place orders and certification
procedures

¢ Determination of Staffing Establishment

¢ Control of Assets

¢ Use of school premises

¢ Unofficial school funds

¢ Audit

¢ Income

¢ Gifts and Hospitality.

2.2 For each of the above areas the responsibilities retained by the
Governing Body or delegated in some way (either to a Governors'
Committee or Headteacher) should be clearly defined, together with
the procedures to be operated.

These internal financial regulations should be reviewed on an annual

basis and any revisions to the scheme recorded in the Minutes of the
Governing Body.



3.0 ESTABLISHMENT OF BUDGET HEADINGS, MONITORING
AND CONTROL PROCEDURES AND EXERCISE OF VIREMENT

3.1 The school's budget needs to be allocated to a number of headings
for effective budgetary control and monitoring. Under the Scheme for
Financing Schools the Authority requires information relating to the
school's budget over broad categories of income and expenditure. The
current format is provided at Appendix A. In addition, Governors may
find it useful to develop a more detailed budget analysis as a basis for
establishing appropriate budget.

headings for monitoring purposes. These should reflect Consistent
Financial Reporting requirements and a suggested format is included
at Appendix 'B'.

3.2 This analysis covers the school in its entirety as a single entity. It
may well be appropriate, particularly in secondary and larger primary
and special schools, to set up "cost centres" within the school: for
example to allocate resources (e.g. capitation) to departments or to
"earmark" expenditure to particular areas, (e.g. for a specific
development within a department). Governors need to decide whether
this allocation of resources will be the responsibility of the full
Governing Body, delegated to a Governors' Committee, or delegated to
the Headteacher.

3.3 During the year it may be necessary to transfer funds between
budget headings (this process is known as virement). Again, the
Governing Body should decide to what extent and to whom this should
be delegated. It would appear to be practicable to allow the headteacher
to vire sums up to a defined value, provided that these are reported to
governors at the next meeting. Consideration may also be given to
permitting virement by the headteacher between teaching staff and
supply budgets or between curriculum resources and administrative
resources without prior governor approval.

3.4 Governors will be notified by the Authority as soon as practicable
after the end of each financial year of any surplus/deficit relating to
that year. Inevitably this will be after the school's budget share for the
succeeding year has been determined and initial allocations to budget
headings have been made. Therefore, on receipt of this notification, the
effect on the school's budget of any difference between estimated and
actual out-turn for the previous year will need to be considered. The
Governing Body should also consider the appropriate use of any
reserves or balances held by the school.

3.5 Governing Bodies need to consider what reports they require to
enable expenditure against budget to be monitored effectively. It is
recommended that reports be required on a regular basis (at least
termly) with explanations for any significant variances between actual
and estimated expenditure or income.

3.6 Recommended Regulations:



(i) Each year, on receipt of its budget share from the LEA
the Governing Body shall establish appropriate budget
headings for the school as a whole under which the budget
shall be controlled and determine the initial budget allocation
to each heading. Any changes to budget allocations following
notification by the Authority of the previous year's
surplus/deficit brought forward shall be determined by the
Governing Body.

(i)  The Headteacher may sub-divide the budget determined
by the Governors on a departmental or other basis in order to
facilitate day to day administration and control.

(iii) The Headteacher shall be empowered to exercise
virement between budget headings approved by the
Governors of up to

£3,000 (or 10% of the budget heading from which resources
are being transferred, whichever is the lower) in total for any
heading during the year. Any virement exercised shall be
reported to the Governors at their next meeting. Virement in
excess of this figure requires the prior approval of the
Governing Body.

(iv) The Headteacher shall establish suitable arrangements
for the control and monitoring of expenditure against budget
headings.

(v) At termly intervals, the Governors shall receive from
the Headteacher a report on school expenditure compared
with budget. Reasons for any significant variances between
actual and estimated expenditure to date shall be identified. In
addition, the Headteacher shall inform the Governors
immediately if significant overspendings or underspendings
which cannot be covered by delegated powers of virement are
likely to occur on any budget heading.

(vi) The Governing Body shall consider the appropriate
level of reserves and balances at the school.

4.1 CHOICE OF SUPPLIERS AND CONTRACTORS

4.2 A balance needs to be struck between the need for efficient
administration and the need to secure value for money and
demonstrate financial probity. The Authority's Standing
Orders for Schools lay down procedures for determining
what action needs to be taken to obtain competitive
quotations before an order is placed. These are a minimum
requirement. Governing Bodies may wish to impose further
conditions within the framework of these Standing Orders.
They may also wish to consider delegating responsibility to
the Headteacher for lower value contracts. Governing Bodies



may consider it appropriate to establish their own approved
lists of contractors with whom orders should be placed.
There are also further considerations in respect of
maintenance contractors and the Head of Property will issue
separate advice on this aspect from time to time.

4.3 In view of the Governors' responsibility for

managing public funds, the procedures adopted within

schools must be seen to be beyond reproach, particularly in
relation to contracts for goods and services. It is important,
therefore, that the Governors and the Headteacher disclose

any business interest they or any member of their

immediate family have in a Register of Business Interests

which must be kept up to date. A model Register of

Business Interests is included at Appendix 'C'.

In addition, any member of staff who may have an influence over
purchasing decisions should also disclose any business interest.

4.4 Many schools have established commercial links with
companies and similar organisations. This is often in
connection with an application to become a 'specialist' school
but several schools have developed links in other ways.
Although there are detailed guidelines issued by the DfE
which those schools wishing to be considered for specialist
school status must follow, all Headteachers and Governing
Bodies should be aware of the general principles to be
adhered to when considering any sponsorship arrangements.
Schools are under a general obligation to ensure good value
for money in the use of public funds. In seeking or accepting
sponsorship they should avoid entering into any contracts or
other purchasing arrangements which might breach this
principle. In particular:

¢ Sponsorship must be completely unconditional and not be
dependent on subsequent purchases by the school, or
recommendations by the school, of the sponsor's products. There is
no objection to a sponsor tendering for a contract at the school but
any such tender must be considered on its own merits irrespective
of any sponsorship offered. Where such a sponsoring company is
successful in the tender process or where an existing contractor
becomes a sponsor, the school must be able to demonstrate that the
sponsorship is completely separate from any tender and is
unconditional on the school, either making purchases from the
company or recommending, e.g. to parents, the company’s
products. A record should be kept of any sponsorship giving the
sponsor's name, details of the sponsorship, (i.e. whether it is in cash
or goods, the amount, the date when received and the use made of
the cash/goods.)

4.5 Governors are advised that the insurance cover of
contractors for building and construction is extremely
important. If a contractor is not fully covered by insurance
the Authority or the Governing Body could be liable for



injuries to pupils or members of the public. It should be
noted that for a contractor to be included on the Head of
Property's approved list, insurance cover of £5M is required
for public liability. Governors are strongly advised to check
insurance cover of potential contractors by requiring
contractors to provide evidence of their insurance
arrangements prior to letting of the contract.

4.6 Recommended Regulations:

(i) The Governing Body is responsible for ensuring that
purchases and contracts entered into for the supply of goods
and services comply with Standing Orders for Schools; in
particular:

* orders or contracts of up to £5,000 may be entered into
without the need for competitive quotations or tenders,
provided they represent value for money; - for contracts or
purchases between £5,000 and £60,000 at least three written
quotes are required; - contracts over £60,000 in value must
be publicly advertised and tenders invited for each contract.

(i)  The Headteacher shall maintain a record and copies of
all quotes and tenders received and retain for audit
inspection.

(iii) The Governors, the Headteacher and also any member
of staff who may have influence over purchasing decisions
shall disclose any business interest they or their immediate
family have in a Register of Business Interests maintained
within the school. The person concerned shall be excluded
from any meeting whilst the contract or other matter which
relates to their or their immediate family's business interest is
being considered and voted upon.

(iv) For a contract where a payment is to be received by the
school, the highest tender should be accepted, but where a
payment is to be made by the school, the lowest tender should
be accepted. Departure from these requirements may occur
only with the prior approval of the Governing Body and the
reasons for not complying with the conditions must be
recorded in the minutes of the meeting. The receipt of
sponsorship must not be regarded as a valid reason for not
complying with these conditions.

(v)  The requirement for tenders or written quotations
may be waived when a purchase is made under a contract
arranged by Central Government or the County Council
since arrangements have already been made for securing
competition for such contracts.

(vi)  Where the Governors have established an approved
list of suppliers or contractors any order shall be placed



with an appropriate supplier from that list.

(vii) Building maintenance orders shall only be placed
with contractors who have adequate insurance.

(viii) The Headteacher shall maintain a record of all
sponsorship received by the school, including the sponsor's
name and details of cash/goods received, date of receipt and
use made of cash/goods.

5.1 LOCAL BANK ACCOUNTS

5.2 The Governing Body may choose to operate a local bank
account from the start of a new financial year, provided that
the school submits an application to the Authority at least
four months before the commencement of the new financial
year.

5.3 The Authority issues detailed guidance in relation to local
bank accounts, this sets out procedural issues and control
requirements with which schools are expected to comply.
These requirements cover, among other areas, the
administration of the bank account, VAT /Construction
Industry Tax Deduction Scheme (CITDS) procedures, security
arrangements and details of signatories and internal
controls.

5.4 The Governing Body will need to consider who will be
responsible for decisions relating to opting in or out of local
banking arrangements, for choosing bankers, and for
ensuring that adequate administrative arrangements are in
operation.

5.5 Recommended Regulations:

(i) The Governors shall decide, after consultation with the
Headteacher, whether or not to operate a local bank
account.

(ii)The decision to change the school's banking arrangements
shall be made in sufficient time to allow four months' notice
to the Authority to be given.

(iii) The Governors, in consultation with the Headteacher,
shall be responsible for the selection of the bank with
which the account is to be placed.

(iv) The Headteacher shall be responsible for ensuring that
adequate arrangements are made for the administration of
the account in accordance with the bank account scheme
issued by the Authority.



6.1 AUTHORITY TO INCUR EXPENDITURE AND PLACE ORDERS

6.2 The provision of budget allocations does not of
itself authorise expenditure to be incurred. In general, for
the day to day running of the school, Governors will
probably wish to delegate this. The Governors' regulations
should, however, stipulate which staff are empowered to
place orders and so commit the school to expenditure. The
Governing Body may wish to restrict the type of
expenditure and set limits on individual transactions
according to the duties of the nominated members of staff.

6.3 In general, the placing of an order is a commitment to
expenditure and the responsibility for this should therefore
be at an appropriate level, and at a more senior level than the
responsibility for checking and certifying for payment a
supplier's account. In addition to maintain a minimum level
of internal control it should be ensured that these two
functions of ordering goods and services and for certifying
accounts for payment are carried out by separate members
of staff.

6.4 These conditions apply to schools whether they are using
manual or computerised ordering systems.

6.5 Recommended Regulations:

(i) The Headteacher shall have delegated authority to incur
expenditure on any goods and services or enter into any
contracts related to the objectives of the school up to a value
of (£10,000) provided that the expenditure can be met from
within the appropriate approved budget heading and that no
liability in excess of (£10,000) is incurred in any future year.

(i)  All orders for goods or service contracts of value
(£10,000) and above or with an annual commitment of more
than that amount shall be subject to the prior approval of the
Governing Body.

(iii)  The headteacher is responsible for ensuring that there
are secure arrangements for the authorisation of orders and
the examination, verification, coding and certification of
invoices including ensuring that:

+ the duties of authorisation of orders and the
certification of accounts for payment are not
performed by the same person, and wherever
practicable the duties of ordering shall be performed
by the more senior person.

+ all orders shall be signed in his/her own name
by the headteacher or by an officer authorised by the



headteacher. A record of specimen signatures shall
be maintained of these authorised officers.

- all invoices shall be certified for payment by an
officer authorised by the headteacher. A record of
specimen signature shall be maintained of the officers
authorised to certify invoices.

7.1 DETERMINATION OF STAFFING ESTABLISHMENT

7.2 Staffing is the most important and most expensive resource
available to the school and the appointment of staff can
result in a commitment for several years ahead. The
determination of staffing establishments is a useful means of
framing the Governing Body's intentions in terms of staff.

7.3 The headteacher may wish to develop detailed establishment
models relating to the staff to be appointed to the various
aspects of the school curriculum and for the management
structure and allowances within the school for consideration
by the Governing Body. This may be used to identify any
mismatch between staff in post and the level which Governors
consider to be desirable for particular areas of the curriculum
and thus facilitate movement towards the intended
establishment as staff turnover occurs.

7.4 Some Governing Bodies may consider that a separate
committee should be established to consider staffing issues.
Any arrangements, however, should ensure that the cost of
staff establishments can be funded from the allocations
made to the appropriate budget headings.

7.5 Recommended Regulations:

(i) The Governing Body shall determine the staffing
establishment for the school having regard to available financial
resources.

8.0 CONTROL OF ASSETS

8.1 Governing Bodies will need to ensure that adequate arrangements are
made for the security of buildings and for the control of stocks and
equipment. They may wish to delegate this responsibility to the
Headteacher. Guidance on the control of assets including a draft policy
for write-off of equipment is included at Appendix 'D'.

8.2 Recommended Regulations:

(i) The Headteacher shall ensure that adequate
arrangements exist for the security of all buildings and the
physical control of stores and equipment and for the
maintenance of records, having regard to any guidance or



instructions issued by the Authority.

(i)  The Governing Body shall determine a policy for the
control of assets and the write-off of surplus equipment.

9.1 USE OF SCHOOL PREMISES

9.2 The Authority issues separate guidance to Governors
on the use of school premises for community and other
purposes. Schools will be reimbursed for the costs of
any non-school activities in school premises which are
undertaken by the Authority (e.g. adult education
classes, youth and community service provision) and
for the use of premises under statutory provisions (e.g.
for election purposes and for parish and community
council purposes). The Authority will make a
contribution to the school at a standard hourly rate
based on the size of the school to reflect the cost of site
supervision, fuel and an element for wear and tear on
furniture and equipment.

9.3 All other use of premises will be for Governors to determine.

The charges for such use will need to be determined

and Governors may find it useful to use the Authority's

scale of reimbursements as a guide in determining their

own charging policy. This is contained in the Budget

Preparation Guidance document issued annually to all

schools which purchase Schools Financial Services.
It is recommended that the Governing Body determine a lettings policy and
review charges on an annual basis. A draft lettings policy is included at
Appendix E.

9.4 Recommended Regulations:

(i) The Governing Body shall determine a lettings policy for
the school.

(i)  Where the school has discretion relating to charges for
use of school premises, these charges shall be determined by
the Governing Body.

10.1 UNOFFICIAL SCHOOL FUNDS

10.2 The Authority will not as a general rule supervise the
financial administration of unofficial school funds.
The Governing Body should make arrangements for
ensuring that such funds are properly administered,
accounted for and audited, and that the funds are
used for the purposes for which they have been
provided. There is a need to ensure that these funds
are accounted for separately from funds provided by
the Authority. To assist schools, the



Authority has issued guidance on the operation of
unofficial school funds.

10.3 The Governing Body is required annually to submit to
the Authority copies of accounts of all unofficial
funds, together with an audit certificate.

10.4 Recommended Regulations:

) Monies relating to unofficial school funds shall be held
in a separate bank account identified with the name of the
school and for which the signatures of at least two named
persons shall be required to affect withdrawal from the
account. The signatories to the account shall be appointed by
the Headteacher.

(i)  The Headteacher shall inform the Governing Body at the
end of each school year of the unofficial funds which are in
existence or have existed during the year, indicating the
general purpose of each fund.

(iii) The Headteacher shall submit to the Governing Body
as soon as possible after the end of each school year a
summary of the accounts of each voluntary fund signed by
the Headteacher and the auditor appointed by the Governing
Body.

(iv) The Headteacher shall submit copies of accounts of
each unofficial fund, together with an audit certificate to the
Authority on an annual basis.

11.1 CONSIDERATION OF AUDIT REPORTS

11.2 In order to discharge his statutory responsibilities
under Section 151 of the Local Government Act 1972,
the Director of Finance will arrange regular audits of
the financial systems and procedures in schools.
Similarly, the County Council's external auditors may
on occasions undertake reviews of school activities. It
is recommended that arrangements be made for the
audit reports to be considered by the Governing Body
any action to be taken agreed, and the implementation
of any agreed action monitored. The County Council's
internal auditors may, if they wish, report directly to
the Governing Body.

11.3 Recommended Regulations:

(i) Any audit report in relation to the school produced by
the Director



of Finance or the County Council's external auditors shall
be considered by the Governing Body.

(il'The Governing Body shall approve any action plan arising
from the audit and monitor implementation of that plan to
ensure that all agreed action has been taken.

12.1 INCOME

12.2 The Governing Body may retain income from fees and
charges except in relation to a service provided by the
Authority from centrally retained funds. The Governing
Body must have regard to the Authority's policy statements
on charging and must comply with statutory requirements
relating to charges for services.

12.3 The Governing Body should establish a charging policy for
the supply of goods or services. The Headteacher is
responsible for accounting for all income due and cash
collected in accordance with the agreed charging policy.

12.4 The school should separate, wherever possible, the
responsibility for the raising of bills for sums due to the
school and the collection and banking of income.

12.5 Procedures need to be in place to ensure that bills are
raised promptly, any outstanding debt is followed up,
income received at the school is receipted and banked
without delay and that any income held on the premises is
secure.

12.6 Where the school is unable to recover income due to it,
procedures should be in place to write-off the debt.
Governors may wish to delegate this task, within limits, to
the Headteacher, and/or a Committee of the Governing
Body. A draft Debt Management Policy is included at
Appendix F.

12.7 Recommended Regulations:

(i) The Governing Body shall determine a charging policy
for the supply of any goods or services.

(i)  The Headteacher shall ensure that all income due to the
school is accounted for in accordance with the school's
charging policy.

(iii)  Bad debts up to the value of (£100) may be written off by
the Headteacher without the prior approval of the Governing
Body or nominated Committee. The Headteacher must report
all such write-



offs to the next meeting of the Governing Body or nominated
Committee.

(iv) For bad debts in excess of (£100), the prior approval to write off
must be obtained from the Governing Body, or a nominated Committee.

@

13.1 GIFTS AND HOSPITALITY

13.2 Governors and Headteachers should treat with extreme caution
any offer or gift, favour or hospitality that is made to them
personally. The person or organisation making the offer may be
doing, or seeking to do, business with the school and wishing to
obtain advantage by making the offer.

13.3 Governors and Headteachers are personally responsible for all
decisions connected with the acceptance or offer of gifts and
hospitality. The offer or receipt of gifts or invitations should
always be reported to the Governing Body. Any free offers
relating to a contract entered into on behalf of the school must
not be retained for personal use.

13.4 Recommended Regulation

Any offer or receipt of gifts or hospitality shall be reported to the
Governing Body and recorded in the Minutes of the Meeting.

Governing Bodies need to ensure that adequate arrangements are made for the
security of buildings and for the control of stocks and equipment.

It is recommended that:

These will include computer equipment, audio/visual equipment, musical
instruments, cleaning or handicrafts equipment or any other 'desirable' items
which the school may possess.

There is no need for the school to record furniture, although it may do so if it
wishes. The school stock record may be manual, using the LEA stock record
available from the Area Office, or computer-based using the SIMS Equipment
module.

Items should be entered into the stock record as soon as possible after their
receipt or disposal by the school, or their loss through theft or damage. To
facilitate this, it is useful to nominate a person to be responsible for the custody
and control of stock items; in a larger school there may be a number of staff
responsible for items held in each faculty area. The date of additions or disposals
should be recorded in the stock record.

There should be sufficient detail in the stock record to allow individual items to be



identified. In order to assist this process, serial numbers, in addition to make and
model numbers, should be recorded. Schools may wish to enhance control by the
marking of reference numbers on each item, which could then be recorded in the
stock record.

Physical checks of equipment and stores against relevant records should be
undertaken at least annually by a person not responsible for their custody and
control.

The number of items in stock should be verified and the stock record signed and
dated by the checking officer. Larger schools may wish to stagger the stock
checking process to prevent all faculties being checked at the same time.

Governors should be informed of discrepancies between the actual and recorded
stock where the value exceeds (£200).

Governors should ensure that assets purchased by the school are disposed of
in an appropriate manner. A policy should be drafted setting out who has
authority to declare items to be obsolete, surplus or damaged beyond repair,
and the means of disposal. Where items are to be sold, Governors should be aware
of their responsibility to follow the LMS Standing Orders relating to contracts for
sales in excess of £2,500, but, at all times, should seek to achieve the best price
for the items being sold. Where Governors choose not to accept the highest offer,
their reasons for not doing so should be recorded and retained at the school.

The same person should not be responsible for the custody and control of assets
and the disposal and receipt of income for assets. Where payment is received at
the school, an official receipt showing the VAT element, if appropriate, should be
issued to the purchaser, and the income banked to the school budget. The school
will receive the net income in their delegated budget.

Where Governors choose to delegate their responsibilities for controlling assets
to school staff, the extent of delegation should be clearly shown in the approved
Internal Financial Regulations of the school. Further delegation to teaching or
administrative staff should be recorded and staff made aware of their
responsibilities.



