Executive Summary: School Funds

The Council’s School Fund Policy Guidelines have not been refreshed since 2013, monitoring arrangements have not been in place in recent
years, and testing of a sample of 6 schools identified a number of issues in 3 secondary schools (2 with a lack of independently verified bank
reconciliations, 2 did not have written constitutions, none of the school funds had been recently audited, and prohibited expenditure from 3
schools funds was identified). The 3 primary schools in the sample demonstrated comparatively stronger practice (2 evidenced recent
independent audits and no prohibited spend was identified).

Background

School Funds operate separately from devolved public budgets under DSM and consist of non-Local Authority monies raised through fundraising,
donations, parental contributions and activity income. They are used to enhance pupils’ educational experiences, such as subsidising trips,
extra-curricular activities, and items outwith core budgets. Midlothian’s School Fund Policy Guidelines (created and owned by the Children,
Young People and Partnerships Directorate) require each school to maintain a School Fund Committee and constitution, ensure segregation of
duties, secure handling of income, appropriate banking arrangements, monthly reconciliations, full audit trails, and an annual independent audit.
As Council employees administer these funds, the Council has a legal duty to ensure proper financial and administrative control, and Internal
Audit has full access rights.

Summary of key findings and recommendations

The following findings and recommendations are highlighted, which have all been agreed by Management:

e The School Fund Policy Guidelines and templates are outdated (last updated 2013), leading to inconsistent controls and gaps in compliance
across schools. Management will refresh the School Fund Policy Guidelines and standard templates by 31 December 2026.

e There has been no monitoring of compliance with the School Fund Policy Guidelines or analysis of annual assurance outcomes.
Management will commence proportionate monitoring by 31 December 2026.

o Staff administering School Funds have not received recent training on the requirements of the School Fund Policy Guidelines contributing to
recurring errors and inconsistencies in governance, reconciliations, and understanding of prohibited expenditure. Management will deliver
training to relevant staff by 31 December 2026.

e The 6 sampled schools from the audit had not established a School Fund Committee, 5 lacked written constitutions, and 4 had not
completed the required annual independent audits. Management will implement committees/constitutions and annual independent audits by
31 December 2026.

Grade School Fund bank balances from this audit ranged from circa £20,000

Current Report at smaller primary schools to £160,000 at a secondary school.
Prior Report — N/A 0 0 0 O



Headlines

Objectives | Conclusion Comments |

1. Appropriate progress
has been made in
improving the control
environment for School
Funds as part of the School
Funds Short Life Working
Group.

Limited
Assurance

Although management advised in 2024 that a Short Life Working Group would be established to review
School Fund processes, no evidence was found that this has been implemented. The School Fund
Policy Guidelines have not been updated since 2013, or reissued to schools, leading to inconsistent
practice and gaps in expected controls. Monitoring arrangements have not been in place in recent
years, limiting visibility of systemic issues. Training for staff involved in administering School Funds
has not been delivered in recent years, contributing to misunderstandings around governance
requirements, permitted expenditure and essential financial controls.

Secondary schools demonstrated several control weaknesses. 2 schools lacked evidence of
independently verified monthly bank reconciliations, governance committees were incomplete or
absent, and 2 operated without a written constitution. None of the sampled secondary schools (3) had
completed the required annual independent audit, with the Head Teacher of 1 secondary school
advising that a member of their Parent Council had been requested to carry out an audit but was not
yet complete during the review. Online banking controls were inconsistently applied, with dual
authorisation not always in place, and bank-confirmed signatory lists were not routinely obtained or
reviewed. Instances of prohibited staff-related expenditure were identified, including staff loans and
use of School Funds for staff expenses and leaving gifts, highlighting gaps in oversight and compliance
with the guidance.

Primary schools showed comparatively stronger practice, with no prohibited expenditure identified;
however, several weaknesses remained. None of the sampled schools (3) had written constitutions at
the start of the review, and reporting generally occurred through Parent Councils rather than dedicated
School Fund Committees. Administrative controls varied, including differences in the level of detalil
captured in monitoring templates and the way local accounting software was used. 1 school had not
created separate restricted funds within its ledger for trips, reducing transparency.

Across both primary and secondary schools, key policies required under the School Fund Policy
Guidelines were missing. No school had drafted a trip and activity subsidy policy, despite this being
necessary to ensure fairness and consistency. There is no policy for handling trip surpluses, resulting
in inconsistent approaches to refunds, carry-forward or retention of balances and increasing the risk of
inequity and complaints. Staff-related funds, such as coffee funds or leaving gifts were included in, the
School Fund — these must be managed outwith the School Fund; none of the 3 secondary schools with
such expenditure complied with this requirement. Only 1 primary school had documented expenditure
authorisation limits, and these applied only to credit card thresholds rather than formal approval levels
set by a School Fund Committee.



Areas where expected controls are met/good practice
| No.| Areas of Positive Assurance
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Although weaknesses were noted in the control processes and governance arrangements for School Funds, all 6 schools from the audit
sample had processes in place to appropriately document income and expenditure related to their school fund and retain invoices and
receipts in line with the Council’'s document retention requirements.

Whilst examples were noted of a lack of independent check of bank reconciliations at 2 secondary schools, all 6 schools from the audit
sample had processes in place for the School Fund bank account to be regularly reconciled. Records showed clear audit trails and timely
resolution of reconciling items.

2 sampled primary schools provided evidence of a recent independent audit of their School Funds.
No prohibited expenditure was identified in the 3 sampled primary schools.
Certain trips had clear income/expenditure records and timely post-event reconciliations, supporting transparency.

Schools did periodically report information on the School Fund to their Parent Council Committee, albeit without the depth of detail
expected of a dedicated School Fund Committee.



Recommendation Grading/Overall Opinion Definitions

Recommendations relating to factors fundamental to the success of the control objectives of the system.
The weaknesses may give rise to significant financial loss/misstatement or failure of business processes.

Recommendations which will improve the efficiency and effectiveness of the existing controls.

Medium

Recommendations concerning minor issues that are not critical, but which may prevent attainment of best
practice and/or operational efficiency.

A sound system of governance, risk management and control exists, with internal controls operating
effectively and being consistently applied to support the achievement of objectives in the area audited.

There is a generally sound system of governance, risk management and control in place. Some issues,
Reasonable Assurance non-compliance or scope for improvement were identified which may put at risk the achievement of
objectives in the area audited.

Significant gaps, weaknesses or non-compliance were identified. Improvement is required to the system of
Limited Assurance governance, risk management and control to effectively manage risks to the achievement of objectives in
the area audited.

Immediate action is required to address fundamental gaps, weaknesses or non-compliance identified.
The system of governance, risk management and control is inadequate to effectively manage risks to the
achievement of objectives in the area audited.
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