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	Summary

This paper reports on the response made by KCC to the government’s consultation on the replacement for FMSiS


Last autumn Michael Gove announced with immediate effect that the financial management standard in schools (FMSiS) would no longer be a statutory requirement and that a simpler less bureaucratic replacement would be designed and consulted on in 2011. 
A replacement system relying on governing body self-certification is proposed. 

The authority’s response is reproduced in Appendix 1 of this report. The self-certification questionnaire that it is proposed schools would complete is attached as Appendix 2

It is the authority’s view that without external validation the council’s responsible finance officer will no longer be able to certify that adequate financial controls and procedures are in place in schools, without reintroducing a higher level of internal audit and compliance checks, which would come at a cost to the overall schools’ budget.

The Forum is asked to note the report

APPENDIX 1
CONSULTATION ON THE SCHOOLS FINANCIAL VALUE STANDARD (SFVS)

	Name of respondent                     Keith Abbott,  deputy S151 Officer 

Contact details                              Keith.Abbott@kent.gov.uk  
Name of establishment                 Kent County Council




General Overview
This draft document is a huge disappointment. The process has been simplified to the point that renders it meaningless and of no value in demonstrating an adequate level of accountability for the use of huge sums of public funds.

FMSiS was too detailed and rightly criticised as overly bureaucratic, but simplification and reduction of the mandatory elements would have been possible without also removing any requirement for external validation.

Because FMSiS was externally validated, LAs and their external auditors were able to derive a significant level of assurance from that process. With no requirement for validation, this new process cannot contribute to an LA’s judgement. The saving in effort on the school’s part, and the modest cost saving will instead have to be replaced by costly higher levels of LA internal audit inspections in order to validate schools’ assessments and provide the level of assurance that the Responsible s151 Officer is required to seek. The Outturn CFO statement cannot be signed unless a significantly higher level of audit is re-introduced, at a cost to schools, to replace the assurance lost from the demise of FMSiS.

It is naïve and unrealistic to assume that a self-evaluation process can be relied on when making judgements about the proper use of billions of pound of public money. There is ample evidence from all around the country of incompetence, fraud and poor management going undetected or being overlooked within a school. Kent, as an accredited FMSiS assessor found many examples of headteachers and governors who believed they met the Standard yet did not; believed all school and LA policies were being followed, but were not. Many were not fully aware of requirements or did not understand them or see the point of them. External validation is essential to maintaining credibility and accountability.

Whilst there is a reduction in the questions, scope and level of detail apparently required, if a school undertakes the self-assessment diligently, assembling a full evidence pack, and does it annually, then overall there will be little if any saving in time and effort. In reality there will be many schools that will just answer ‘yes’ to the questions without any real evidence or systematic review or evaluation. These are likely to be the very schools that never take financial management seriously and which FMSiS did pick up on.

There appears no incentive for schools to carry out the self-assessment diligently or return it to the LA.  There will be no effective deterrent to those that do not make a return; publishing a list would have little or no impact.

Recommendations

Use this new set of questions but require schools to complete on a three year basis which will be subject to an external independent evaluation.   A three yearly external assessment would be less bureaucratic and costly than an annual self assessment that was properly carried out in a school.

Give schools an incentive to meet the standard. 

Use the standard to inform Ofsted judgements.

Ensure there is a deterrent for those schools that do not comply, for example the power for LAs to charge additional fees for an in-depth audit.

Point out the risks of not complying with each individual question to schools.  It is important they understand why they need to carry out some of the procedures.

Keeping the word ‘Finance’ in the title often results in delegation to finance staff by governors and headteachers that are not ‘finance-minded’. There needs to be a raised awareness that this is a whole governing body responsibility. 
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The questions below indicate the range of issues we are particularly interested in receiving your views on.  You do not have to respond to every question and are welcome to submit a general response if you prefer.

1. Do you consider the new standard - Schools Financial Value Standard - to be an improvement on FMSiS?
No. It will not provide any meaningful assurance that either government or the local authority can rely on. 

Content

2. Does the new standard – Schools Financial Value Standard - cover the right range of topics for effective financial management and securing value for money in schools? 
In the main, yes, although there are some significant omissions
3. Please provide any specific comments on the range and content of the topics and questions.
There is no reference to having an up to date school finance policy, including, for example, delegation limits and contract procedures

Process

4. Do you think it is reasonable to expect schools to review the standard on an annual basis?  If not, what would be appropriate?
No, not if it is undertaken seriously and thoroughly based on a proper review of evidence and with the due level of challenge. If taken at face value, and imposed annually, schools will claim to have completed it but probably ineffectively. It would be more practical to stay with a triennial regime that requires greater input and scrutiny. Self-assessment using vague and ill-defined questions/criteria is likely to lead to complacency if required too frequently.
5. Do you think the right individuals in the school are required to be involved in the standard (governing body with head and senior staff)?
The questions and sample notes for question 1 do not make it sufficiently clear who is to be involved or their roles
6. How will local authorities use the information the standard provides to inform their programme of financial assessment and audit?  How far will it support their programme?
Significant numbers of schools are unlikely to undertake the process diligently, may fail to return the completed checklist, and will not provide sufficient quality evidence to support their self-evaluation. We know this from our experience of managing an accredited FMSiS inspection service. Over one third of schools’ self assessments implied they were meeting the standard – further scrutiny evidenced that they were not.

Therefore the authority will be unable to place any value on the returns, whereas FMSiS had provided a robust system of evaluation that enabled the authority’s s151 officer, chief internal auditor and the external auditor to certify sound financial management practice in schools, with only minimal additional internal audit checks.

If implemented, this arrangement will have to be supplemented by a rigorous and regular programme of internal audits, the cost of which will have to be taken from the Schools Budget. Otherwise the CFO statement cannot be signed.
Support

7. How useful is the sample draft advice that we have provided and what can we do to make it more useful?
Not possible to judge from the small sample. To be effective guidance will have to be specific, not general, and explain in layman’s terms what certain responsibilities entail, for example in the key area of budget setting  and monitoring, list the data and intelligence that needs to be assembled to make it “well-informed”. For monitoring to be effective make it clear that variances must be fully explained and corrective action taken – not just brought to governors’ attention. 
8. What problems do you think schools might have in meeting the new standard and what support would be helpful?  
The problems faced by schools will tend to be in direct proportion to the level of their financial competence. An ill informed and laissez-faire governing body is unlikely to be able to make an informed judgement on some of these questions- or might not be bothered about doing so if there is no prospect of external challenge. LAs are best able to provide the support but schools will not commission it unless there is an incentive to gaining accreditation. LAs do not have the capacity to offer free support.
9. What problems do you think local authorities might have in using the new standard as part of their financial assessment and audit programme and reporting back to the Department?
See answer to Q6 above. LAs will not be able to make use of these statements and without significant additional audit activity will not be able to report back as required. 
10. How well equipped are governing bodies to confidently assess their schools’ financial management and efficiency?  What more can we do to help governing bodies support and challenge schools on this?
Governing bodies’ abilities are highly variable. The best way to ensure that governing bodies and their headteachers (especially the weakest) seek support, guidance and training is to enforce external verification and validation. A service can be provided by LAs and other providers without schools having to incur any additional cost compared to what FMSiS required, and this can be done in a way that still reduces the bureaucratic elements of the former FMSiS regime. 
Please provide any further comments on any aspect of the new standard and assurance 
arrangements. 
Question 3. This needs expanding to say that the GB should set out clearly what information, at what level of detail and with what frequency the Headteacher should provide information/reports. There needs to be reference to responsibilities for setting and reviewing financial policies, and for verifying that actions taken have at all times complied with those policies, including the LA’s Financing Scheme which the GB should be familiar with.

Question 4 does not go here. It belongs in between Q12 and Q13.

Questions 8 & 9 should be merged and made clearer (with the help of copious notes) Many schools will just say “yes” because they have a personnel committee. It needs to be made clear that this is about extracting maximum effectiveness from staff for least cost.

Question 12 appears to condone deficits. The guide should make it explicit that deficits may not be planned for, and that if there appears potential for a future deficit management action should be initiated at an early stage.

Question 16 belongs in the budget setting section – it is an integral part of that process.

Kent’s Recommendations
1. To be effective the standard must be subject to external scrutiny.

2. There must be an incentive for meeting the standard, and a real effective penalty for not meeting it. 

3. Meeting the standard should be a triennial requirement

4. Notes need to be far more explicit and geared to a layman’s understanding of finance, spelling out minimum acceptable standards.

APPENDIX 2

SCHOOLS FINANCIAL VALUE STANDARD (SFVS)

Schools manage many billions of pounds in public money, and it is very important that this management is done well, in order both to safeguard public funds, and to get the best value from them.  Formal responsibility within schools lies with governing bodies, and this standard is in the first place aimed at governors.  It takes the form of a series of questions which school governing bodies should formally discuss with their head teacher and other senior staff.  We recommend that this is done annually.  The first run through should be before September 2012; and in the case of schools which had not attained the Financial Management Standard in Schools (FMSiS) must be before the end of March 2012.

There is no prescription of the level of evidence or assurance that the governing body should require: the important thing is that they should be in a position to feel confident about their answers.  The DfE website includes advice and tools for governing bodies in relation to each question, which they can use if they wish to.  The advice and tools provide clarification of what the question implies, examples of good practice, and access to materials which will assist action on that issue where it is necessary.

The governing body may wish to delegate the consideration of the questions to a Finance Committee or similar; but the chair of governors must sign the completed form.  There should be at least a minuted report to the full governing body.

Each question requires an answer of Yes, In Part, or No.  Where the answer is In Part or No, the column for comments, evidence and proposed actions should be used to enter a very brief summary of the position and proposed remedial action.  Where the answer is Yes, the column should be used to indicate the main evidence on which the governing body based its conclusions.  At the foot of the list of questions is a section which requires a summary of remedial actions and the timetable for reporting back. 

The standard will not be formally assessed like FMSiS.  However, a copy of each signed record must be sent to the local authority’s finance department, where it will be used to inform the programme of financial assessment and audit.  Local authority and other auditors will have access to it, and when they conduct an audit will be able to check whether the self-assessment is in line with their own judgement.  They should make the governing body and the local authority aware of any discrepancies in judgement.

The questions which form the standard are divided into five sections.

	LIST OF QUESTIONS

A: The Governing Body

1.   In the view of the Governing Body itself and of senior staff, does the Governing Body have adequate financial competence among its members to fulfil its role of challenge and support in the field of budget management?

2.   Does the Governing Body have a Finance Committee (or equivalent) with clear terms of reference and a knowledgeable and experienced chair?

3.   Is there a clear definition of the relative responsibilities of the Governing Body and of the school staff in the financial field?

4.   Does the Governing Body receive adequate monitoring reports of the school’s budget position on at least a termly basis?

5.   Are business interests of Governing Body members (and senior staff) properly registered and taken into account so as to avoid conflicts of interest?

B: The School Staff

6.   Does the staff include people who between them supply the school with an adequate level of financial competence?

7.   Does the school have adequate arrangements to cope with the absence of specialist finance staff, eg on sick leave?

8.   Does the school have policies and mechanisms for deploying the staff of the school to best effect in view of their talents and competencies and the needs of the school?

9.  Does the school review its staffing structure regularly?

C:  Setting the Budget

10.   Is there a clear and demonstrable link between the school’s budgeting and its plan for raising standards and attainment?

11.   Does the school make a forward projection of budget, including both revenue and capital funds, for at least three years, using the best available information?

12.  Does the school set a well-informed and balanced budget each year (with an agreed and timed plan for eliminating any deficit)?

13.  Is end year outturn in line with budget projections, or if not, is the Governing Body alerted to significant variations in a timely manner, and do they result from genuinely unforeseeable circumstances?

D:  Value for Money

14.   Does the school regularly benchmark its expenditure against that of similar schools and investigate further where any category of spend appears to be high?

15.   Does the school have procedures for purchasing goods and services that both meet legal requirements and secure value for money?

16.   Are balances at a reasonable level and does the school have a clear plan for using the money it plans to hold in balances at the end of each year?

17.  Does the school maintain its premises and other assets to an adequate standard to avoid future urgent need for replacement?

18.  Does the school consider collaboration with others, eg on sharing staff or joint purchasing, where that would improve value for money?

19.  Can the school give examples of where it has improved the use of resources during the past year?

E:  Protecting Public Money

20.  Is the Governing Body sure that there are no outstanding matters from audit reports or from previous consideration of weaknesses by the Governing Body?

21.  Are there adequate arrangements in place to guard against fraud by staff, contractors and suppliers (please note any instance of fraud detected in the last 12 months)?

22.  Are all staff aware of the school’s whistleblowing policy and to whom they should report concerns?

23.  Does the school have an accounting system that is adequate and properly run and delivers accurate reports, including the annual Consistent Financial Reporting return?

24.  Does the school have adequate arrangements for audit of voluntary funds?

25.  Does the school have an appropriate business continuity or disaster recovery plan, including an up-to-date asset register and adequate insurance?
	ANSWER

(Yes/In Part/No)
	COMMENTS, EVIDENCE AND PROPOSED ACTIONS

	
	
	


OUTCOME OF SELF-ASSESSMENT

F:  Summary of agreed remedial action and timetable for reporting back:

[signed]                                                                    Chair of Governors

Date:  
Page 1 of 9

