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Jonathan Cook 

Good morning and welcome to ISBA's 
first ever Webinar.  I’m Jonathan Cook, 
the General Secretary of the ISBA, and 
I’m your moderator today. 

We are one month into the new 
academic year and schools all over the country will now 
know how many pupils arrived compared to their 
budget forecasts. 

For many, the outlook is difficult; there are few signs of 
sustained economic improvement, school costs continue 
to rise and the battle for pupil numbers continues.  For 
others, though, who are financially strong there are real 
opportunities to leverage this strength for the long term 
benefit of the school.  

We have therefore taken this as the theme for our 
Webinar, “opportunities and threats – strategies for 
challenging times”. 

We will hear from today's presenters, and then we'll 
open the floor to your questions.  To participate in the 
Q&A portion of our Webinar, all you have to do is type 
your question into the “ask a question” text area of the 
presentation window, and then click the “submit” 
button. You may submit questions at any time during 
the Webinar.  We will address as many questions as 
time permits after our presenters’ prepared remarks. 

If you experience any technical problems, please visit 
our Webcast help guide, by clicking on the “Help” link 
below the video window. 

I am joined today by: 

·  Barney Northover who heads the Education 
practice at Veale Wasbrough Vizards and advises a 
great many independent schools in connection with 
strategic reviews.  

·  Trevor O’Sullivan , a Director in the Advisory team 
of Grant Thornton.  Trevor specialises in the 
provision of advice to independent schools on 
mergers, acquisitions and restructurings. 

·  Stephen Flanagan, whom I am sure will be known 
to many of you from his time as the Bursar of 
Wycliffe School and who is now a partner in The 
Schools Planning and Development Partnership 

It is my pleasure to introduce our first presenter Stephen 
Flanagan. 

Stephen Flanagan 

Thank you Jonathan. 

You may be watching this broadcast 
because you have private or collective 
concerns about the stability of your 

school. Governors may be concerned that pupil numbers, 
as forecast by the school, did not materialise in 
September and they could be worried that they are being 
drawn into the day to day business of the school. Heads 
may feel it is time to take firmer control of the tiller to 
guide the school through these difficult times and to keep 
the Common Room supportive, and Bursars may feel they 
are lonely and unpopular voices warning that income is 
down while costs continue to rise inexorably. 

It is two years since the peak of the Great Recession. Two 
years is typically the beginning of the period when the 
full effects of a recession are felt in independent schools. 
Next September may well be worse as the consequences 
of the comprehensive spending review to be announced 
on 20th October feed into the wider economy. 

We are entering a period of higher taxation and rising 
inflation, with falling living standards and less disposable 
income as a consequence. These pressures are likely to 
force parents to re-assess their long term financial 
decisions, such as the private education of their children. 

My point is that difficult structural and strategic decisions 
cannot be avoided, even if your school feels safe after a 
decade of plenty. 

There are classic warning signs of financial distress in a 
school. Our top 10 warning signs are shown on these 
slides. 

1. The most obvious indicator is falling pupil numbers, 
particularly damaging in the younger years, as this 
creates a pupil black hole that will impact on school 
profitability for years to come. Governors should be 
concerned if the school does not know why each child 
was withdrawn at the end of last year and where they 
are now at school. 

2. Your liabilities begin to exceed the value of your 
assets.  

3. A weakening cash flow position to the extent there is 
insufficient cash at the end of each term and the 
calendar year to pay your staff, their pension 
contributions and HMRC without recourse to an  
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overdraft facility. We strongly recommend you 
forecast your cash position at least three years ahead 
and keep your bank informed regularly 

4. Benchmark cost comparisons indicate that you are 
out of kilter with your competitors and with 
comparable independent schools 

5. The value of your investments has fallen and your 
fund raising activities have not hit targets.   

6. Staffing costs are too high and rising which has 
reduced or eliminated your surplus. This is such a 
sensitive area that it is often better to get 
independent professional advice on how to reduce 
costs without detriment to teaching and learning 

7. Similarly, support costs appear too high. Almost 
certainly these can be reduced as I shall explain 
shortly. 

8. Major supply contracts are not tendered but rolled 
over under long established personal relationships.  

9. Tensions have emerged within the Governing Body, 
whose members feel increasingly responsible and 
liable, and with members of the SMT on what 
should be done. This has the potential to paralyse 
decision-taking unless resolved by strong leadership 
from the Chair. 

10. A more of the same attitude. More of the same is 
likely to accelerate decline. Schools simply have to 
react and become even more business-like if they 
are to survive these turbulent times intact.  

We would advise schools look at the following areas: 

First marketing; this is the time to reinforce your 
marketing efforts, not to reduce them. You may 
consider conducting whole staff inset to emphasise that 
speaking positively about your school is a collective 
responsibility and that your parents are consumers of a 
very expensive product, parents who are accustomed in 
all their other comparable purchases to high levels of 
customer care and after sales service, provided to their 
convenience, and at competitive prices; parents who feel 
it is legitimate to question why – in an economic 
downturn – it is school fees, almost uniquely, that go up 
every year.   

Next is the efficient delivery of the curriculum. When 
we review a timetable in conjunction with the school’s 
timetabler, we invariably find that it is understood by no 
one else in a school and rarely signed off by the 
governing body, which agrees the funding for it. In your 
school does the education committee of the governing 
body set the parameters of the timetable and agree 
teaching remission for rank and responsibility? As each 
period costs about £1,000 to deliver for the academic  

year, generous concessions not to teach, compounded by 
expensive responsibility payments adds significantly to 
your costs.  

The Bursar or FD will have reviewed existing support 
structures and used bulk buying, external audits and 
outsourcing as techniques to reduce operational costs, 
perhaps concluding they are now about right.  You may 
not be aware of a reverse auction, or e-tendering, to 
reduce operational costs and the cost of major capital 
projects.  In an ordinary auction the price increases over 
time, but in a reverse auction, as sellers compete to obtain 
your business, prices typically decrease hugely. This is a 
new and very effective way of dramatically driving down 
your support and capital costs.  

We believe that further falls in pupil registrations are 
likely to occur in the next two to three years, across the 
sector. It would be prudent for all schools to have a robust 
strategy in place to capture market share, to drive down 
costs, to release cash from fallow assets, and where 
opportunities exist, to collaborate with other schools and 
organisations. If you don’t your competitors just might. 

It is SPDP’s view that a school with a good business 
model is poised to emerge from the aftermath of recession 
diminished but intact, whereas a school with a weak 
business model should be seriously concerned about the 
future.  
 

Jonathan Cook 

Thank you, Stephen 

It is my pleasure to introduce our next 
presenter, Trevor O'Sullivan 
 

 

Trevor O'Sullivan 

Over the last twelve months Grant 
Thornton have advised number of private 
schools that have been underperforming 
financially. Some of these were 
successfully restructured. Some have 

merged with other schools. Some, unfortunately, have 
had to close for good. Today, I want to share some 
lessons from these situations. 

A school is like any business, it must plan for the future. 
Unlike many businesses a school's income is generally 
finite and fixed from the beginning of the academic/ 
financial year. Its operations are relatively easy to model. 
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Financial forecasting based on realistic assumptions is 
key to managing the business. We suggest all 
commercial organisations, including private schools, 
should have a rolling 13 week cash forecast, equivalent 
to a term for schools, and a longer, annual, P&L, 
balance sheet and cash forecast to plan expenditure and 
ensure there are sufficient resources to manage through 
to the end of the academic year. 

These should be used to actively manage the school as 
the year unfolds. 

If the forecasts are based on  realistic assumptions on 
pupil numbers, fees and costs they will indicate if there 
are issues in the future to be addressed. 

Most organisations that I deal with in distress displayed 
signs of the impending problems some 12 to 24 months 
ahead. 

Obvious examples of signs of distress are: 

·  falling pupil numbers 

·  schools persisting with year 12 and 13 when 
uneconomic 

·  unjustified and poorly managed capital expenditure; 
and  

·  payroll in excess of 70% of turnover. 

In these situations it is easy for management to say that 
the last x years have been exceptional and history 
suggests things will improve and take no action. In 
many situations this inaction can lead to a crisis or a 
consumption of resources to finance the shortfall. 

If you act early when performance or viability issues are 
identified you can plan a restructure of the business to 
secure the future of the school. Ignoring the signs can 
lead to closure of the school. 

If a crisis happens then you must stabilise the business 
as soon as possible to have a chance of survival. 

In a crisis the saying "If you can keep your head …." is 
apt. Stabilisation depends on strict control of the 
business, in particular cash. 

The key to survival is conserving cash, identifying short 
term sources of cash e.g. debtors, investments or surplus 
assets that can be sold quickly. Restricting payments to 
only those essential to continuing the school operations 
and cutting costs quickly. 

Once you have control of the cash flow you can then 
implement the action plan. This usually consists of 

·  cost cutting where possible 

·  sale/merger process 

·  asset realisations if possible 

·  communication with stakeholders 

·  insolvency options. 

Once you have control of cash, and provided there is 
sufficient to provide a few weeks trading it is surprising 
what can be achieved. 

This is a difficult time for management and there is no 
shame in taking advice. 

Controlling cash in these circumstances is all about 
identifying who must be paid to ensure the business 
continues to allow time for a restructure, sale, merger or 
orderly closure at the end of an academic year. 

Do not assume that bank funding will be forthcoming. 

A scenario we have dealt with was the closure of a school 
at a half term. The management had attempted a merger 
but had no contingency plan if this proposal failed. They 
relied on the mistaken belief that their bank would 
advance the funds required on the basis that they would 
mortgage the school's property. Unfortunately, the bank's 
valuation did not support the additional lending and the 
trustees closed the school at the half term. 

In order to achieve an acceptable outcome 
communication with key stakeholders is paramount. 

Communication is vital but at the appropriate time. The 
first step is to identify the key stakeholders e.g. the bank, 
Charity Commission, staff, parents and others which are 
not always obvious. For example at two schools, St 
Ursula's and Bolitho,  a previous owner had de facto 
control of the property by virtue of a contract with the 
school trust - giving them  absolute power to block any 
restructuring.  Next you must prioritise the 
communication schedule. It  is important that 
confidentiality is maintained to allow negotiations with 
banks, merger parties and others to occur. 

In most cases it is vital to communicate early with the 
school's bankers. However, do not, do as one school with 
substantial land assets did, send a letter to its bank asking 
for additional facilities with a forecast showing losses for 
the next 2 years and expect the bank to provide funding. 
Banks are now looking primarily at viability of the school 
as opposed to the security being offered by it. 

When to communicate with staff and parents is the 
difficult decision. Too early, and you risk an exodus of 
pupils.  Too late and you may get serious criticism from 
them. It is a balancing act but experience suggests you 
only go public with a problem when you can announce 
the solution. It may be that you are announcing the 
closure of the school but if the appropriate actions have 
been taken this blow can be softened by announcing a 
plan that gets to a natural break i.e. ideally a year end 
otherwise a term end. 

In crisis situations there are many areas and stakeholders 
to consider and it is unlikely that the school's 
management have dealt with such a crisis before.  
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To be successful the plan presented to the bank and 
other stakeholders must be coherent and achievable. Our 
experience suggests that those who take advice early in 
the process usually succeed with implementing a 
survival plan. 

In addition to advice on the development of a 
restructuring plan, the school's management are likely to 
require advice on PR, insolvency, employment and 
charity law. They may also require advice on their 
constitution to ensure the legal validity of  the 
restructuring proposals. 

Lastly I would counsel that insolvency law has many 
elements which can trip up the unknowing.  Elements 
which can have consequences for directors personally. 
 

Jonathan Cook 

Thank you, Trevor 

It is my pleasure to introduce our last 
presenter, Barney Northover 

 

Barney Northover 

If your school is demonstrating several 
of the warning signs Stephen covered 
earlier then you may have a 
fundamental problem with your 
business model which you can't afford 

to ignore. 

The most common problems that need radical solutions 
boil down to: either that the school is too small to make 
a surplus for investment; or that pupil numbers are 
falling because of intense competition or because 
demographics are working against you. 

What I have to say next may sound alarmist, but my 
experience of acting for a great many schools in these 
circumstances is that if you identify one of these 
problems then you need to act fast and decisively to take 
control of your destiny. 

I don't want to give the impression that "large and 
powerful" is the only way to go.  There has always been 
a market for small and very small schools, often with a 
gentle ethos.  But the history of small schools is that, 
whilst some make a sufficient surplus for investment, a 
good many lurch between loss and break-even for years 
and can’t invest.  Any business that can't make a surplus 
for investment is living on borrowed time. 

The market reaction to increased regulation, which has 
driven up overheads, has been a move to larger, all 
through schools and the rise of commercial and charitable 
groups which give shelter to smaller schools and enable 
them to benefit from economies of scale.   

Combining with other schools as part of a group or as a 
junior division to a senior school is the simplest form of 
school merger.  Subject to some legal structuring, it is 
usually possible for charitable and commercial schools to 
combine together in what is sometimes known as a bolt-
on or vertical merger. 

These mergers typically involve a TUPE transfer of staff, 
with few, if any, teaching staff redundancies; the school 
remaining on the same site; often with the same name; 
and a degree of independence. 

If your problem is falling pupil numbers and the cause is 
intense competition or because demographics are working 
against you, then you need to be realistic about whether 
you can find a new equilibrium as a smaller school, with 
lower costs, or whether you need to do something more 
drastic. 

If the school is run by a charity, then the trustees have 
legal duties to balance the needs of current and future 
beneficiaries and not to allow charity assets to waste 
away.  If you can't set a plan which gives you reasonable 
confidence that you can return the school to surplus then 
you should face facts that there may not be a market for 
your school. 

If you conclude that you can't continue as a stand alone 
fee charging school then the least disruptive option is 
usually to join a group or bolt onto another school - but 
you will need to find someone who is prepared to invest 
in a turnaround strategy for the school - if the market is 
too tight then you might not find anyone who wants to 
take on the risk. 

If nobody is prepared to invest in the school in its current 
form, then the only other option which allows the school 
to continue on its current site, with many of the same staff 
and pupils, may be to join the state sector as a free school 
or academy.  In essence, this involves entering into a 
funding agreement with the Department for Education 
who agree to pay, on a per pupil basis, for the education 
of children at the school.  Inevitably it involves lower per 
pupil funding than you are used to and much larger class 
sizes and you lose your discretion to be selective as to 
which pupils you admit. 

If another independent school is in a similar position to 
you, then consider what I will call a horizontal merger - 
that is bringing two schools with the same age ranges 
together.  This usually involves the sale of one site and 
the investment of net proceeds of sale on the retained site.   
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It also involves a TUPE transfer of staff and 
redundancies that must be fair to the staff of both 
schools. 

When the intended action has been decided, ask 
professional advisers to assist with drawing up a task 
list and timetable.   

However, before investing time and money in any major 
project, it is important that you conduct a feasibility 
study - not least because charity trustees have legal 
responsibilities to manage the risks inherent in strategic 
change and they risk personal liabilities if they take a 
reckless approach to a project. 

If your project involves a deal with another school, then 
it can save a great deal of cost and time if you enter into 
a Memorandum of Understanding early on in the 
project.  Don't shy away from any sensitive areas or 
potential show stoppers.  It is far better to identify them 
at the outset than for them to emerge close to exchange 
of contracts after significant costs have been incurred by 
both sides. 

Confidentiality is vital for any action that involves 
merger because such a project will affect a great many 
people.  If there is a leak which gives parents and staff 
concern that your school may not be viable then pupils 
may be withdrawn and your negotiating position with 
another school can be badly damaged.  To focus minds I 
recommend that you ask everyone who is brought into 
the loop to sign a Confidentiality Agreement. 

For reasons of commercial sensitivity, consultation isn’t 
usually possible before announcement but, when you 

are ready to go public, timing and sensitive handling are 
of key importance.   

Depending on employment contracts, the timing of an 
announcement will ideally be in January to allow 
redundant teachers to apply for other jobs, to allow 
parents and pupils to plan for the next stage of education 
and to give sufficient time for legal formalities. 

Announcements themselves must be sensitive to the need 
to give Parents and other stakeholders confidence that the 
plans will work.   

Finally, if your school faces none of these problems, but 
you become aware of a school in your area that is 
struggling, then I urge you to carefully consider what the 
opportunities may be to bring them under your wing.  
Remember, a merger between charities brings you assets 
for which you do not have to pay. 

If your school is having difficulties, then you need to be 
realistic about the school's prospects and act now.  It is 
sad when, through no fault of trustees or staff, a school 
that has thrived for generations sees its market evaporate.  
It is sadder still, however - and unfair to staff, pupils and 
parents - when trustees do not react to the warning signs 
and sleepwalk into a closure or insolvency.  My 
experience is that if you face up to your problems early 
enough then you will be able to find a solution to enable 
something of your school to continue.  If you leave it too 
late, then there may be little anyone can do for you and 
you risk an embarrassing crash closure.  
 

 

 



QUESTIONS AND ANSWER SESSION 
 

Jonathan Cook 

We are now ready to open up to the 
floor to your questions as a reminder to 
participate in these question and 
answer session just type your question 
in to the ask a question text area then 
click the submit button. I would like to 

start with two questions we have received which really 
are at either end of the spectrum. 

The first one regards with schools with borrowings with 
covenants.  The question we have received is 'How are 
banks dealing with covenants these days?' 

Trevor O'Sullivan 

Well thank you Jonathan, the first thing 
to understand is what is a covenant and 
where are your covenants?  Your 
covenants are the terms and conditions 
contained within the bank facility letter 

that you would have been given when you took out the 
facility.  In the good times these covenants were not 
really looked at by banks as everybody was doing well 
and nobody had to worry about it. Now if you have a 
covenant that says you have got to have a certain 
number of pupils or a certain loan to value on your 
property, banks are looking at these very carefully.  If 
the loan to value on a property - for instance - has now 
fallen as a result of the recession and is less than the 
covenant (typically 60-70%) then the bank can put the 
loan in to default, even though you are meeting all 
interest and capital repayments.  They can ask a 
reporting accountant to come in, increase the loan, 
interest costs and fees and it may also begin the process 
for the bank to withdraw from the relationship.  

Jonathan Cook 

Thank you, looking now Barney the 
other end of the spectrum, we have got 
another question. Our school is 
financially sound and numbers are 
stronger than ever, we are still making a 

good surplus and have the capacity to invest. What's 
steps do you recommend we put ourselves in the best 
position to be a White Knight for a less fortunate 
struggling local school? 

Barney Northover 

Well you are right to be thinking ahead 
and there are several things you can do 
now to take the initiative.  The first 
thing I would recommend is that you 
involve your governors in your 

thinking and ask them when they are preparing their 
strategic plan to think ahead of what opportunities they 
think may arise and how they may react to those 
opportunities.  Something else they can do is to get to 
know your competitors.  Get to know them as well as 
they know themselves by carrying out your own research 
on them and if you are looking at charitable competitors 
then of course you can look on the Charity 
Commission's website and get their accounts for free. 
You should also get to know them directly as well. And I 
think that you should be looking at getting in touch with 
your competitors and have a good relationship with 
them, You should be in a position where you have got a 
dialog with the head, the bursar and the chair of 
governors and you need to make it clear that you are 
open to have strategic discussions with them.  I think the 
final thing you should do is review your own 
constitution because you will need to have maximum 
flexibility of your objects and your powers if you are 
going to do a merger with another school in the future, 
and now could be the time to modernize your 
constitution so your in a position to act quickly if an 
opportunity does arise.  

Jonathan Cook 

Thank you.  Interestingly we have got 
two questions here on the same theme 
which I think is probably Stephen's area. 
I will give you both if you may. 

The most difficult task in reducing costs 
and establishing the right number of 

teaching staff for the number of pupil structures.  Most 
schools whether flourishing or struggling probably carry 
too many teachers. Any suggestions on how to tackle 
this? 

Second question linked to it is “How can we reduce 
staffing without having a PR disaster?” 
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Stephen Flanagan 

Good questions. I understand why 
schools are worried by the spectre of 
compulsory redundancy and why they 
are reluctant to begin the process of 
reviewing the time table which 

determines the number of staff that the school needs, 
because of the worry of compulsory redundancy.  It is 
certainly our experience of conducting curriculum and 
staffing reviews that this process can be managed 
sensitively and recourse to compulsory redundancies 
avoided by, for example, natural wastage, early 
retirement - taking advantage of the rules of the 
teacher’s pension scheme; by voluntary redundancy 
with a slight enhancement along with statuary 
redundancy payments; and by reconciling the 
differential between full and part time work. So it can 
be managed but the start point is to look at the 
curriculum and just see how many staff are actually 
required to deliver it.  

That process can be very unsettling and should not be 
embarked on without the context for change being given 
to staff and the positives emphasised.  Of course the 
other large stakeholder group are parents, but most of 
your parents have, for the last two years, in their own 
business and professions gone through productivity 
reviews and cost savings audits and so on. They are 
used to it;  not only are they used to it they would 
expect it to happen within the school and they would be 
intolerant of a situation where the school knowingly 
allows an inefficient system to exist.  So I think it can 
be handled sensitively and the process can energise the 
school rather than demoralise the school if it is properly 
conducted.. 

Jonathan Cook 

Good thank you.  Now here is an 
interesting one - probably yours Trevor.  
Faced with an uncertain future there is a 
need both to build up reserves and also 
to re-invest to remain competitive. How 

does one prioritise between these two  
needs? 

Trevor O'Sullivan 

I think the question is about looking at 
prioritising investment for the future. I 
think it all comes down to having a 
realistic and robust forecasting model 

and planning the business going forward.  If your 
business is strong enough now and is building up 
surplus, I think what you have got to look at is putting 

some by for a  rainy day as you are never going to know 
when you need the extra resources, something might 
happen to your property, for example that will require 
you to have extra cash.  So I think part of it is making 
sure that there is enough resources put aside for the 
future.  Then secondly if your business plans suggest we 
could increase numbers by having a better facilities or a 
different type of facility does your business plan suggest 
you have got some resources here that can be used 
within the school to do that and maybe that could be 
enhanced of fund raising or talking to the bank.  If it 
makes business sense the bank may be prepared to 
support with some additional lending, providing the 
school has some additional resources to put into that as 
well.  So it's if there is additional funding, I think plan 
for the future to increase the turnover to increase the 
offering of the school but also plan to keep some by for 
that rainy day which may come to hit you.  Having that 
in the bank will ensure your survival and will allow you 
to deal with those problems without causing a crisis 

Jonathan Cook 

Thank you and Barney we have got a 
question here you spoke about 
Federations coming together and so forth 
and I think this is a question built on the 
experience of the OFT a few years ago 

and really how to Scholl cooperate to reduce cost 
without falling foul of the competition door, I mean how 
far can they go? 

Barney Northover 

The most dramatic way of collaborating 
is to all come together within the same 
legal structure and that is the business 
model of the commercial and charitable 
groups that  I referred to when I spoke 

earlier. The way that works is the school undertaking is 
either sold or transferred through a charitable merger 
into a large group structure  So that is the most obvious 
way of collaborating and I think that way certainly gives 
them most benefits in terms of economies of scale 
because you can very easily have a system where you 
can have a head office structure if you have got 4 or 5 or 
more schools across your group.  This may not be music 
to all your members' ears, Jonathan, but for example you 
may not need a Bursar in each school.  You may instead 
have a big finance team in your head office and be 
realising economies of scale in that way.  Of course there 
are other benefits.  In terms of collaborating without 
going that far then it is possible to do things jointly to 
have a joint venture or potentially share staff across 
schools.  So for example, if you don’t need a full time 
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marketing director then you could have a marketing 
director shared across schools.  Obviously there are 
concerns if your schools are in competition with each 
other because then you may not want to be sharing that 
sort of resource, but perhaps if you have an arrangement 
with a school in another part of the country that could 
be something you would consider. As far as competition 
law is concerned, then as schools have found out the 
OFT is interested in what schools are doing.  But I think 
where schools are collaborating together on a local level 
it is very unlikely to be in breach of any competition 
legislation. 

Jonathan Cook 

Thank you And we have got a whole 
raft of questions in on your reverse 
auction Stephen and also e tendering 
how it works, I think people are really 
intrigued by that I wonder if you could 
just say a few more words. 

Stephen Flanagan 

E-tendering is relatively new to the UK 
and almost completely new to the 
Independent Schools sector, essentially 
anything that can be described in a 
tender document can be e-tendered. So 

services and capital projects.  Not only does this 
generate huge savings of cost but you can specify in the 
tender document exactly what quality and service 
conditions apply.  So you can set what you want when 
you want it and where you want it delivered, and how 
you want it delivered. Everything can be put in the 
tender document so it saves money, but it also produces 
very good service and guaranteed quality.  Essentially 
the provider of the e-tender, for example Mango 
Education, is an organisation that will source suppliers, 
tell them an auction is pending, what is up for tender, 
the scale of the account. and then conduct the auction. 
Typically it lasts for one hour and the bidders come in at 
anytime during that. The order of savings is enormous 
and, for example, on stationary between around 40 -
50% not on the book price but on your last years spend.  
Now I didn’t believe these figures so I went to watch an 
auction to reassure myself that this does happen.  
Anything that can be described in a tender document 
can be e-tendered. So telephony, catering supplies, 
cleaning supplies, stationary - are all fairly obvious 
ones, capital projects not so obvious and  I commend it 
as a way of making significant savings from the school's 
cost base. 

Jonathan Cook 

Thank you. Do please keep your 
questions coming I am working my way 
up and down the screen but there is scope 
for lots more. One here which I think is 

quite interesting perhaps Trevor but the others may 
comment. What are the top three financial ratios which 
should alarm governors who may not be aware there are 
problems but who may feel that these will resolves 
themselves in time, where's the red card that the Bursar 
should be waving? 

Trevor O'Sullivan 

I think from my point of view the ratio 
you should looking at is the ratio of 
payroll to your turnover.  Your debtors 
days. Are you running large debtor days. 
Pupil fees not being collected that is a 

key area that we have seen in schools that are in 
financial difficulties where debtors have been increasing.  
The obvious one which we all keep mentioning is pupil 
numbers and pupil numbers across the spectrum, to not 
only your total numbers but per class and per year.  
Where they are going, especially the feeder end of the 
school, what are those numbers doing? 
 

Jonathan Cook 

Barney? 

 

 
 

Barney Northover 

Well obviously I would agree with what 
Trevor said that pupil numbers is clearly 
the key indicator.  If you have got a drop 
off in demand for your services then that 
is going to be a problem and you need to 
understand why that has happened. Is it 

demographics?  Is it that you are missing a trick in terms 
of your marketing?  Or is it something more significant 
and grave in the market? 

It is of course possible to resize yourself as a smaller 
school, if demand is decreasing and Steven can help with 
that, I'm sure, with the cost cutting there.  Debtor days is 
also related to that obviously.  We are talking about 
difficult trading times for all businesses at the moment, 
but an early indicator that you may have a problem with 
future pupil numbers is if there is affordability problem 
in your area causing parents to delay paying their fees. 
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Jonathan Cook 

Stephen? 

 

 

Stephen Flanagan 

Three blunt guidelines that Schools may 
have in place but if not I commend to 
them. Level of borrowing - about a 
terms income.  Surplus percentage - 
what ever the School thinks is 
obtainable.  And lastly teaching salaries 

to net fee income - and in a through-school of course 
that percentage would be different for senior school, 
prep school and pre prep school but typically might be 
45/46, 50, 60% respectively. I commend those three 
guidelines. 

Jonathan Cook 

I think that is helpful for everyone. Now 
my school is financially sound with 
cash in the bank but it has seen pupil 
numbers drop by 20% and we are below 
target for this year. Looking at the six 
figure deficit and having already 

restructured and lost some staff I am not sure what to 
recommend next. This is Mr Desperate of Tunbridge 
Wells probably.  But there is no appetite for further 
round of redundancy and the trustees are proud of the 
low pupil to teacher ratio which is currently 8.5 - 1 
which is seen as a major selling point. There is also no 
appetite to running the loss in the small sixth form 
groups. So advise really following on from the last one 
this is red card territory. 

Trevor O'Sullivan 

If this is not dealt with quickly - 
depending on where you are in the 
academic year and what cash resources 
you might have to see you through - and 
a restructuring plan is not put into place 

this is a typical candidate for a closure and potentially a 
crisis closure as the resources run out. What I think 
needs to happen - is what Barney was saying -  the 
school should take advice.  It needs to ask the very 
difficult question 'what do we actually want to achieve'?  
Do we want the school going forward in to the future 
and, if that is the case, then some of the sacred cows that 
were mentioned earlier will have to be dealt with. I am 
not sure if Barney wants to chip in. 

Barney Northover 

I would agree with everything you have 
said there Trevor  Clearly the governors 
who are responsible for the strategic 
direction of the school need to get a grip 
of the situation, There needs to be a full 

strategic review and there needs to be evidence collected 
as to exactly why there has been this drop in pupil 
numbers. If governors are going to take this decision 
they need good evidence to base their decisions on.  Is 
this a temporary factor?  Can you point to something 
very specific that has happened which is going to not be 
a problem in the future? Is this something you can ride 
through?  Or is it something more dramatic that has 
happened to your market which requires more drastic 
action?  

The important thing is that the governors consider all of 
the options and clearly they will be looking for a 
solution that enables the school to be continued, 
hopefully on its current site, but they need to be very 
open minded about what options may be available and 
certainly take it very seriously. I think in the question 
you said there had been forecast a six figure loss?  That 
is a very poor situation.  Obviously depends on how 
much cash they have got in order to be able to cover a 
loss such as that.  Maybe if it is just a blip they can get 
through one year of a loss like that, but if that is now 
being forecast for the future as well then it suggests a 
need for some significant strategic rethink.  

Jonathan Cook 

Can I just jump back to you Stephen as 
well because you gave a very neat 
benchmark and I have had a little flurry 
of people saying was 45-60 we say as a 
rule of thumb 66% of expenditure is 
staff costs - but that is non teaching. You 
quoted just teaching. 

Stephen Flanagan 

Teaching cost of net income of 45% for 
Senior. 50% for Prep. 60% for Pre Prep. 

First is typically we find 10% of teaching 
cost can be saved without detriment to 
teaching and learning and 15% and of 

support cost. I am assuming, in this example, that such 
an exercise has been conducted and the school has no 
appetite to return to it.  It has alternatives, it has two 
further alternatives. One is to look at generating non-fee 
income and we have some ideas and perhaps if we have 
a question on that we can deal with it, if not I can 
elaborate on generating non fee income and thirdly is to 
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look at the schools assets and I am not just talking about 
the disposal of land and building but to think 
imaginatively how this could be used, for example 
could a piece of land be sold and the proceeds used to 
establish a recruiting and marketing fund, a school 
endowment fund aimed at specific year groups. Is there 
a local sports club, a one pitch club that is absolutely 
desperate to move because it can't grow and can’t train 
on the site whereas the school has lots of land and 
aspirations to be at the heart of the community.  So the 
school doesn’t dispose of its land, the sports club 
disposes of its land and both parties share the proceeds. 
It is a win-win. I'm sure Barney will advise the charity 
commission will look favourable on the disposal of an 
asset that goes to the benefit of the school. 

Jonathan Cook 

Thank you.  Non fee income yes please 
straight away, we might pick it up in a 
bit. But I would like to come back to the 
auditors position in all this and then a 
question here. How severe will things 

have to be before an auditors would express concern 
over the 'going concern' of our business.  What would 
be there key considerations? 

Trevor O'Sullivan 

I think the for an auditor looking at any 
business but relating it to a private 
school, they will be looking at whether 
the school is a going concern for the next 
12 months. They would be looking at 

whether the forecast shows the school has got the 
resources to get to the end of the year? Are those 
forecasts realistic? Do they have the support of the bank 
or the funding stakeholder? Are the management of the 
school sufficiently strong and well organised to mange 
the school to the end of the year? So when signing of 
their year-end audit as a going concern.  They will be 
looking at all those factors to make sure the school has 
done everything it can to demonstrate to them and the 
wider public if necessary that it will be in existence at 
the end of the next 12 months. So they are looking at a 
12 month horizon. 

Jonathan Cook 

Thank you, now entertaining one here 
we have been approached by another 
school that is faced with closure, think 
this is probably you Barney we would 
like to take on there pupil but we don’t 

want their staff. Can this be done? 

Barney Northover 

Right. Ok. That is a interesting one.  
When I spoke earlier I mentioned TUPE 
which is the Transfer of Undertakings 
Protection of Employment regulations. 
What they mean is that whenever a 

business - an undertaking - transfers from one legal 
owner to another that employees rights are protected and 
employees will transfer with the undertaking. The 
question here is, I think: Is it possible to cherry pick out 
of another school one of its assets which is its pupil roll? 
And the way the law works is that it acts to prevent 
cherry picking of assets, so if you are transferring pupils 
then the staff will move across with those pupils. I think 
another question that  sort of comes out of that is 
certainly if you enter into an arrangement for an 
organised transfer of pupils from another school to yours 
then you will get the staff.  But what happens if you just 
observe another school in trouble that is perhaps closing 
down? What if you carry out a comprehensive marketing 
campaign and you find that the majority of pupils at that 
school want to move across to your school, but you 
haven’t entered into an arrangement with the governors  
of that school to take those pupils?  In that circumstance 
you may still find that you end up with the staff even if 
you haven’t anticipated that they would come across as 
well. The staff maybe able to argue that if most of the 
pupils - whether they are in a pre-arranged fashion or not 
- transfer to another school that they should transfer with 
those pupils. And of course if you end up with too many 
staff cause you have got your own staff and the ones that 
come across with the transferring pupils, then you will 
need to go through a redundancy process that is fair to 
the staff of both schools. 

Jonathan Cook 

Thank you.  Now here is one to get you 
all thinking. Investment - so many 
schools will be millionaires at the 
beginning of each term and they offset it 
against their overdraft for their borrowing 
but actually schools are finding to really 

difficult to place cash deposit in excess of £1m at the 
moment to get any sort of return? 

We have got the panel not the 2.30 at Kempton but 
where should we put this million pounds? Lets go down 
the panel. Barney? 
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Barney Northover 

Well you are in a fortunate position if 
you have got a million pounds to invest, 
although not for long probably.  For the 
longer term, something I would always 
suggest schools consider  is to think 

about property investments.  So if there are properties 
for sale on the edge of your site then that maybe 
sensible place to invest your money because it will give 
you the flexibility if you need those properties for 
functional purposes, also you can use them as an 
investment property as well.  But a word of caution for 
charitable schools is that there must be a diversity of 
investment you cant just pile all of your investments 
into one category of investment because governors, as 
charity trustees, have a duty to ensure there is a 
diversity of investment. The other thing to think about, 
of course, is liquidity as well.  If you choose to buy 
property then it maybe difficult to get that cash out in a 
hurry if that's what you need to do,  so I think you need 
to think about what your future needs might be for that 
money.  Are you likely to need that capital or are you 
just looking for a return on income? 

Jonathan Cook 

Short term probably isn’t it? 

 

 

Trevor O'Sullivan 

I think with regard to a school being in 
a fortunate position of having a large 
sum available to do something with, I 
think there is two areas to consider.  
One is if they have got debt is consider 

whether they want to reduce that debt or secondly if 
they are looking to invest it I would always advise they 
would get professional advice regarding investment. 
There are so many products out there today that are can 
give a return and protect the capital at the same time 
that they should take proper advice and don’t act on 
their own ideas. 

Jonathan Cook 

So there is a cautious approach. 

 

 

Stephen Flanagan 

I don’t have any bright ideas other than to 
comment that three times a year schools 
give their parents a chance to sign off 
rather than sign on. It seems this is the 
traditional way to do business, but it is a 

crazy way and schools that move parents possibly, even 
as a condition of entry, on to direct monthly debit avoid 
this typical glut of money at the beginning of term and 
nothing at the end of the term. So for cash flow reasons, 
monthly direct debits have got to be the answer, I have 
avoided the question but that's a reasonable suggestion. 

Jonathan Cook 

Got a techie come back question to 
something you said a moment ago, Could 
Trevor clarify whether the auditors going 
concern review is 12 months from the date 
of signing the accounts or 12 months after 
the year end. 

Trevor O'Sullivan 

It is a technical one and I'm not an 
auditor.  They will be looking but 12 
months from when they are signing the 
audit because things can change in the 
period since the year end.  As an 

organisation doesn't have to have their audit done very 
close to the year end, the auditors will be looking at 12 
months from the sign off.  Has the school got the 
resources to continue before they sign off.  

Jonathan Cook 

Question here which is another balancing 
act.  Which way do you go?  Building on 
the prioritising between building reserves 
and making investments in the school. 
What is the recommending percentage of 
value of reserve to turnover? 
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Trevor O'Sullivan 

I would think if the school is in a 
fortunate position of having reserves at 
least if it has got 1-1.5 times a terms cost 
that should - in the main - get it to the 
end of the year if the worst were ever to 
happen. So I would be looking to 

suggest probably a terms or a term and half income. It 
would be the ideal if they were in that fortunate 
position. I suspect a lot of schools aren’t in that 
position. 

Jonathan Cook 

Capital expenditure.  Stephen no one on 
the panel has mentioned on cutting back 
on the expenditure.  In the arms race 
where by schools must have sports hall 
Any thoughts on the right approach to 
Capex in the more difficult 
circumstances we all face? 

Stephen Flanagan 

Certainly there has been a reduction in 
the building of capital projects for the 
marketing brochure and I am sure in a 
boarding school that, the school 

governing body would look at trying to increase 
capacity if it can be filled rather than increasing 
facilities at this time.  

Certainly it is our experience that the facilities, the 
resources in a independent school, are  not generally 
efficiently used. For example classrooms and specialist 
rooms IT and science will be used about the same 
proportion of time as the contact ratio if the schools 
contact time is 60% the school will be using it 
classrooms about 60% and actually it's specialist rooms 
less than that and its green open spaces about 10% of 
the time. So often the argument isn’t or shouldn't be 
about more it should be about better.  Look at science, 
do we need more science laboratories or do we need 
better science laboratories. A couple of zeros come off 
the capital cost with the latter.  Look better and not 
more and look at capacity not facility. 

Jonathan Cook 

Thank you.  Now got a little flurry in on 
monthly payments.  Clearly when times 
are hard debtors occur and I think people 
are now looking at ways to phase 
payment and direct debits. Direct debits 

we have got monthly payment schemes and I think we 
are entering as someone says here credit control and the 
Consumer Credit Act. Fraught area and I look here to 

Barney cause I know you have been leading on this 
recently. 

Barney Northover 

It is right to say Veale Wasbrough 
Vizards have been leading on it, but 
wrong to say I have been leading on it - 
it is actually my partner John Deakin 
who is the expert on that area. The only 

thing I would say is that the Consumer Credit Act is a bit 
of a minefield and if you are going to do anything 
alternative with your fee collection and your fee 
payment terms then you do need to take appropriate 
advice on that, because it is very easy to step over the 
line and breach the Consumer Credit Act and there can 
be some quite serious penalties that arise if you do get it 
wrong. 

Jonathan Cook 

Thank you got time for one more 
question and it is looking to the future. I 
think we said early that 2011 the 
recession we are not officially in a 
recession but it feels like, but the 
strained economics circumstances at the 

moment and we are about to get the comprehensive 
spending view. This is a nice crystal ball one. Have you 
any predictions going further forward? 

How are schools going to look when is the recovery 
coming and when do you see an up turn? Your reading 

of the financial world.  

Trevor O'Sullivan 

My reading of the financial I think we 
are going to as I stay as we are for 
sometime.  We have got the government 
spending review and the announcement 

coming out of that, I think next year 2011 and 2012 are 
going to be very difficult, post that I think  we will start 
to see the economy starting to improve and things 
starting to get better.  

Stephen Flanagan 

Just seems to me that it is unimaginable 
that in two or three years time there will 
be 2,500 independent schools all trying to 
replicate each other. There has got to be a 
lot of reconciliation and accommodation 

with competitors and schools  that are contiguous with 
each other. 
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CONCLUSION  
  

Jonathan Cook 

As ever, time is against us and so sadly I 
must draw this, our first ever Webinar, 
to a close. Sorry to those who asked 
questions which we were not able to 
cover today. 

You can view and listen to this presentation on demand 
using the same link that you used to join in today.  You 
will receive an email as soon as the archive is ready. 

I would like to thank, on behalf of you, Barney, Trevor 
and Stephen their contributions today and for their 
firms' support with this new venture.  Really, we 
couldn't have got it off the ground without them. 
 

Lastly, on behalf of ISBA thank you for your time 
today. Goodbye. 



SUPPLEMENTAL QUESTIONS &  ANSWERS 
 

1. HOW CAN WE REDUCE STAFFING WITHOUT 
HAVING A PR DISASTER?  

Barney Northover 

All Independent Schools should 
regularly undertake a strategic 
Human Resources staffing audit.  
This is essential to ensure that the 
school has the appropriate number of 

staff involved in the right activities.  Conducting such 
a review in the autumn term in particular, is timely 
and may identify areas for change which can be 
achieved simply and with minimum disruption. 

An audit for example may lead to reductions in the 
number of agency staff, letting staff go where they 
have under one year's service and using the retirement 
procedures whilst they are still available in this 
academic year.  Outsourcing, where managed 
effectively, can reduce costs and the number of staff 
directly employed.  

Of course redundancies may be unavoidable.  In that 
case, early planning is desirable with the development 
of a comprehensive change management strategy.  
Internal procedures will need to be reviewed to ensure 
that any process is legally compliant. 

Trade unions can be included in early discussions.  To 
seek their understanding of your approach is part of 
winning the PR battle. 

All communications should be consistent and 
accompanied by a positive statement, for example that 
a short-term saving will allow the school to prosper in 
the long-term. The degree of change will determine 
whether specific contact is recommended with 
parents.  Parent communication should also focus on 
the education of their child.  PR consultants could be 
involved in certain cases. 

 

2. HOW CAN WE INCREASE OUR NON FEE INCOME ?
  

Stephen Flanagan 

A selection of SPDP’s suggestions; 

·  Business operations - 
Revision courses for 

GCSE/A Level students, language, ICT, food 
technology, health and wellbeing classes for 
the community, holiday sports coaching 
,courses in languages, Art and Drama and 
residential courses for overseas students, 
religious groups and sports teams.  

·  Commercial Letting -  For sporting, social 
events and business users. Create temporary 
space to generate cash (www.inflate.co.uk)  

·  Selling to Parents -  Parents are an internal 
market for sales of sporting equipment and 
clothing via the school shop and anything 
from stationery to wine through a trading 
company. 

·  Investing in property -  Sell fallow assets to 
buy property the school can rent out.    

·  The Government’s Guaranteed Payments for 
Renewable Electricity Scheme -  Under which 
fixed ‘feed in tariffs are paid to schools which 
generate their own electricity from wind and 
solar with incentives to sell surplus generation 
to the national grid. Investors will invest 
some/all the capital costs in return for the 
tariff. SPDP can advise on this and help 
achieve necessary planning consents. 

Trevor O'Sullivan 

Schools must increase income from 
their prime asset, the land and 
buildings. This often includes letting 
out of playing fields, gyms, theatres 
etc to third party clubs/organisations. 

In one instance we saw fishing rights being leased to 
an angling club.  Outside of term time, boarding 
schools can make their facilities available to foreign 
school parties or specific commercial outdoor activity 
operators, such as PGL. 



 2

3. IF WE INCREASE OUR ON FEE INCOME WILL 
THIS BE TAXED ?  

Barney Northover 

There are both tax and charity law 
considerations in relation to 'Non-
primary purpose trading', which is 
trading intended to raise funds for 
the charity, as distinct from trading 
which in itself furthers the charity's 

objects.  

The upshot is that if total non-primary purpose trading 
by a charity exceeds £50,000 then, to avoid 
corporation tax liabilities, and to ring fence trading 
risks from the charity, the trade should be carried out 
through a subsidiary trading company.  Trading 
profits can then be donated to the charity in a tax 
efficient manner by way of gift aid. There are a 
number of traps to be avoided and we recommend that 
independent schools take professional advice when 
setting up a subsidiary trading company and 
documenting the arrangements between the charity 
and the trading company. 

Trevor O'Sullivan 

Schools must take specific advice on 
their own tax positions. Most 
investment income, such as rent and 
interest, would normally be exempt 
from tax provided that it is used for 

charitable purposes. Trading income may be taxable. 
However, it is usual for charity schools to set up a 
wholly owned subsidiary to deal with all trading 
activities. The profits from the subsidiary are paid up 
to the parent charity via a deed of covenant. If set up 
correctly, this structure should result in no tax payable 
by the charity or the subsidiary. 

4. I  WOULD LIKE TO HEAR MORE ABOUT HOW A 
REVERSE AUCTION CAN REDUCE OUR COSTS
  

Stephen Flanagan 

Anything that can be described in a 
tendering document can be reverse 
auctioned, which would encompass 
the provision of most of your goods 
and capital expenditure. During the 

auction process,  organised for you, sellers compete to 
win your business and drive down the price 

significantly. You are not obliged to accept any of the 
bids, including the lowest, at the end of the auction. 

The Chairman of Mango Education, John Hiley-
Paine, could explain the auction process more fully 
and describe the legal protection extended to you and 
the quality and service guarantees set out in a standard 
auction  contract. Contact him on 01392877171 

5. WHEN AND HOW SHOULD I  APPROACH THE 
BANK ?  

Trevor O'Sullivan 

The detail depends upon the specific 
circumstances of your school.  
However, the key principle is "NO 
SURPRISES". You must keep your 
bank updated with regular/routine 

information on trading and cash flow management, 
notify them in advance of any forecast short term 
overdraft breaches and how school management 
proposes to repay any excess.  This will give the bank 
confidence in management.   

Similarly, should the school have more severe 
financial difficulties (perhaps with the very real 
potential for closure), management should approach 
the bank with realistic forecasts (including short term 
funding requirements) but also with its proposals to 
seek a merger partner or acquirer. The Bank will take 
comfort that management has identified issues and has 
credible plans to deal with them - with at least plan A 
and B (if not more). The last thing the bank will want 
is to close a school if a viable alternative is available. 
But bear in mind that it is financial viability (rather 
than security position) that is the bank's key issue. 

6. I  HAVE BEEN INTRODUCED TO A NEW BANK 
MANAGER , SHOULD I  BE WORRIED?  

Trevor O'Sullivan 

Maybe. Where businesses are 
experiencing ongoing financial 
difficulties, bank's will often transfer 
the relationship to a "business 
support" department. This is to 
provide the business with the time and 

"intensive care" that it needs as the normal 
relationship manager will frequently not have the time 
resource or specialist skills required. The business 
support department will work with management to 
seek a solution to the school's difficulties which 
returns it to viability and allows bank lending to be 
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serviced. However, it will not be amenable to a 
"pawnbroking" exercise by which it simply lends 
more and more funds on the basis of the freehold 
security.  Should a viable option be agreed and 
implemented the relationship would be returned to the 
bank's normal relationship manager. 

7. WHAT ACTION SHOULD I  TAKE IF A CREDITOR 
OBTAINS A JUDGEMENT ?  

Trevor O'Sullivan 

Very quick action! The judgement is 
confirmation by the court that there is 
a valid debt which the school must 
satisfy within 14 days, otherwise the 
creditor can obtain a winding up 

order to place the school into liquidation. If 
liquidation is to be avoided, the school must either 
make full settlement of the debt within the 14 days or 
agree instalment payments should this be acceptable 
to the creditor.  Clearly, in the absence of a viable 
plan to secure the school's long term financial 
position, there is little point in making such a payment 
as there is likely to be a number of other creditors able 
to take similar action. Management should seek 
professional insolvency advice in order to maximise 
its options of restructuring and delivering an ongoing 
school operation.    

8. I  HAVE READ ABOUT TIME AND PAY 
AGREEMENT , HOW DO I  ARRANGE ONE FOR MY 
OUTSTANDING PAYE?  

Trevor O'Sullivan 

Full details are set out on website 
"hmrc.gov.uk". If you are still within 
your normal payment dates, but 
expect that you will not be able to 
make settlement on the due date, you 
should telephone HMRC's Payment 

Support Service on 0845 302 1435. Alternatively, 
should your normal payment deadline have passed, 
any request for a Time to Pay agreement should be 
raised with your normal HM Revenue and Customs 
office. In either case, you will need to provide HMRC 
with full details of your outstanding liabilities, your 
specific deferment payment request and a supporting 
cash flow forecast for the school. Clearly, HMRC will 
need to be satisfied that you have a real requirement 
for deferral and will be able to meet the proposed 
payment schedule in order to regularise your position 
over an agreed period. In short, the cash flow forecast 
must demonstrate future viability.  Again, 

professional advisors can assist in preparing the 
relevant evidence before approaching HMRC. 

9. HOW ARE BANKS LOOKING AT PROPERTY AS A 
BASIS FOR LENDING MORE MONEY ?  

Trevor O'Sullivan 

Security value of property is the 
bank's fallback position. The key 
driver for the bank (and management) 
is comfort as to the ongoing viability 
of the school, as it is this that ensures 

that bank lending will be fully serviced as to both 
capital and interest. However, where it has already 
lent, the bank will consider further lending against 
property (subject to key maximum lending parameters 
of c.65% of property market valuation) provided it 
can be seen as aligned to ongoing viability rather than 
simply delaying financial failure.  Any request for 
further funding needs to be supported by a full 
business plan incorporating long and short term 
financial forecasts. 

10. WILL THE BANK PROVIDE FUNDS TO GET TO 
THE END OF THE TERM ?  

Stephen Flanagan 

The days of ready borrowing by 
schools, secured against their assets 
are over. Banks will only lend, even 
on overdraft, following an 
assessment of the schools credit 
rating by the Bank. A number of 

factors influence this judgement, including 
governance and risk management, but none is as 
important as a sound business plan.  The credibility of 
your business plan, for any  meeting with your 
Relationship Manager, but particularly the first, would 
be enhanced if it was the product of a thorough 
business audit which The Schools Planning and 
Development Partnership could draft for you  at little 
cost. 

Additionally,  you need to look at your assets to see if 
you can generate some emergency cash so that you 
provide your own overdraft facility, provided the cash 
was repaid and held in reserve as the Charity 
Commission are not keen on trustees selling assets to 
support a struggling charity’s cash flow needs.  
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Trevor O'Sullivan 

Not necessarily. In a recent case, a 
school closed at the spring half term 
with only a few days notice to pupils, 
parents and staff.  Management had 
relied upon the bank's confirmation 

that it would provide funding up to a specified % of 
the school property's open market value. 
Unfortunately, the school's property valuation turned 
out to be significantly higher than that provided by the 
bank's valuers.  Our experience to date, is that bank's 
will look sympathetically at any considered funding 
request to operate a school to a logical closing date. 
However, this needs to be fully supported by 
management's proposed sale, merger or closure plan 
for the benefit of the creditors aligned with a realistic 
view of the bank's security position. 

11. CAN YOU SUGGEST ANY PROVIDERS OF WHOLE-
STAFF TRAINING IN MARKETING ? (LONDON 
BASED). 

Stephen Flanagan 

Mtmconsulting 
(www.mtmconsulting.co.uk, 01502 
722 787) 

 

12. WHERE CAN I  FIND OUT MORE ABOUT SMART 
PURCHASING AND E TENDERING?  

Stephen Flanagan 

Anything that can be described in a 
tendering document can be reverse 
auctioned.  This would encompass the 
provision of most of your goods and 
capital expenditure. During the 

auction process,  organised for you, sellers compete to 
win your business and drive down the price 
significantly. You are not obliged to accept any of the 
bids, including the lowest, at the end of the auction. 

The Chairman of Mango Education, John Hiley-
Paine, could explain the auction process more fully 
and describe the legal protection extended to you and 
the quality and service guarantees set out in a standard 
auction contract. Contact him on 01392 877 171. 

13. GETTING PARENTS TO PAY IN FULL ON THE 
FIRST DAY OF TERM IS BECOMING MORE 
DIFFICULT . THE DEMAND FOR MONTHLY 
PAYMENTS SCHEMES SEEM TO BE GROWING . 
I' M TOLD THAT CHANGES TO THE 
FINANCE /CREDIT ACT WILL BE COMING IN 
FEBRUARY 2011, MAKING IT MORE DIFFICULT 
FOR SCHOOLS TO OFFER MONTHLY PAYMENTS 
EASILY , AND WILL HAVE TO DRAW UP CREDIT 
AGREEMENTS WITH EVERY PAYMENT . IS THIS 
THE CASE, AND IF SO, DO YOU FEEL SCHOOLS 
WILL BE FORCED TO GO THROUGH THIS ROUTE 
OF PAYMENT , AS DEMANDED BY PARENTS.  

Barney Northover 

During the past eighteen months, we 
have seen a sharp increase in 
parental demand for flexible 
payment schemes.  The most 
common of these is the request for 

payment of fees by regular monthly instalment.  It is 
likely that in future the custom and practice of 
requiring parents to pay fees termly and advance will 
become but one option of many.   

Offering parents the opportunity to pay fees by 
monthly instalments amounts to an offer of consumer 
credit by the school.  Unless the school: 

(a) Has a valid consumer credit licence and 
complies fully with the onerous and complex 
requirements for the format and content of pre-
contract information, for contract itself and 
post-contract matters as set out in the 
Consumer Credit Act 1974 and its subordinate 
legislation.  Additional requirements for 
compliance and for the provision of 
information will come into force on 1 
February 2011 when the UK implements an 
EU directive on consumer credit; or 

(b) Makes proper use and makes exemption 
available under the CCA. 

(c) It will be committing criminal offences under 
the CCA and the agreements will be 
unenforceable against the parents.  

The main exemption available allows the school to 
make each term's fees the subject of a separate and 
concessionary agreement under which those fees are 
repayable by no more than four instalments (within a 
twelve month period).  On 1 February 2011, the 
implementation of the EU directive on consumer 
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credit will prevent a school from charging interest or 
administration fee in these termly agreements.   

There are a number of options available to schools 
wishing to accommodate the demands from parents 
for payment of fees by instalments.  Schools are 
advised to seek competent legal advice in this 
complex area of law before entering into consumer 
credit agreements. 

14. HOW CAN A SCHOOL ACCESS RELEVANT 
BENCHMARKS FOR SIMILAR SCHOOLS ON COST 
KPI 'S E.G. EACH COST PER PERIOD? 

Stephen Flanagan 

The Howarth Clarke Whitehill 
(renamed Crowe Clarke Whitehill on 
1 Oct 10) annual benchmark survey 
provides extensive comparative data 
which can be customised for a small 

fee and they are producing a new benchmark on 
curriculum costs shortly. 
www.croweclarkwhitehill.co.uk 

This tells you what other independent schools are 
doing. It does not purport to tell you what is best for 
your school nor does it or could it suggest specific 
targets for your borrowing, surplus, teaching 
expenditure, class and set sizes, the number of periods 
per subject per week, contact time, teaching 
remission, use of space and so on. For specific 
information pertinent to your school,  you should 
consult a professional advisor, such as SPDP, for 
advice on what is appropriate for your school to 
maintain or reverse trends. 

15. IF A SCHOOL IS NOT A CHARITY - AND ASSETS 
MUST THEREFORE BE PURCHASED - HOW 
WOULD THE PANEL ADVISE DETERMINING AN 
APPROPRIATE VALUE FOR A FAILING SCHOOL ? 

Barney Northover 

They are few-and-far between but 
there are a number of valuers who 
specialise in valuing schools (both 
charitable and commercial). 
Methods differ but generally for a 

school that is performing very well, the school 
business will be valued at a figure that is a multiple of 
the school's EBITDA figure (EBITDA being a 
variation of the profit figure - earnings before interest, 
taxes, depreciation, and amortisation). Generally the 
multiple is somewhere between x5 and x9. An 

additional figure may be added if there are certain 
special circumstances that apply (if, for example, the 
school business has particular potential). The value of 
any freehold interest is usually included within this 
figure. 

The valuation process becomes much harder where 
the school is not performing very well (either only 
making a modest profit or a loss) or if the freehold 
property is disproportionately valuable (which may be 
the case in London or some parts of the SE). Valuers 
can advise on specific circumstances but for a school 
making a loss it is hard to move away from the value 
simply being the amount that a Buyer is willing to 
pay. 

Trevor O'Sullivan 

As with any business purchase, the 
"appropriate value" will be the price 
at which the acquisition works for the 
purchaser.  In forming a view you 
should instruct professional valuers to 

provide valuations on the land and buildings, fixtures, 
fittings and equipment to provide a guide to asset 
market price as a school. The resultant figure should 
then be reduced to reflect the key liabilities which you 
will inherit as part of the business transfer. In 
particular, you will take on a significant contingent 
liability in respect of employees under TUPE 
regulations (in fact, real liabilities should your 
business plan involve redundancies). 

Commercially, you may also be in the position of 
having to take over ongoing finance agreements for 
say, laboratory equipment or computers or believe 
that you need to honour obligations to parents who 
have paid fees in advance. 

16. IF GRAMMAR SCHOOLS ARE ABLE TO BECOME 
ACADEMIES WITHOUT GIVING UP SELECTION , 
SHOULD WE BE LOBBYING THE GOVERNMENT 
TO OFFER THE SAME CHANCE TO INDEPENDENT 
SCHOOLS, OR WOULD THAT BE A SIGN OF 
WEAKNESS THAT WOULD BE COUNTER -
PRODUCTIVE ?  

Barney Northover 

The Academies Act 2010 only 
enables existing maintained 
grammar schools to carry over their 
selective admissions criteria. As 
such any proposal for independent 

schools converting to introduce selection would 
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require primary legislative change. The Schools 
Admissions Code (with which academies are required 
to act in accordance with) similarly confirms the 
general prohibition on introduction of any new 
selection by ability. The new Government's position is 
confirmed in their FAQs:  

Can selective Free Schools be set up or can 
independent schools moving into the state sector as a 
Free School continue selective admissions based on 
ability? No…Independent schools coming across will 
not be able to retain any existing academically 
selective admissions arrangements. 

It may be that the ISC would be consider lobbying the 
DfE for primary legislative change, perhaps in support 
of a particular school proposing to convert. We 
suggest however, that it would be a difficult policy to 
overturn. 

17. IS IT CLASSED AS GOVERNOR'S ACTING IN 
RECKLESS MANNER IF A SCHOOL IS OPERATING 
WITH CASH RESERVES BUT HAD AND 
PROJECTING A NUMBER OF YEARS OF DEFICITS 
IN ITS SOFA (PARTLY TO IMPROVE THE 
SCHOOL)? 

Trevor O'Sullivan 

As with any business, management 
must balance short term trading with 
longer term strategy for ongoing 
viability. Clearly, it may be 
reasonable to use resources for school 

improvements aimed at delivering an ongoing 
profitable school. However, funds should not simply 
be used to fund ongoing deficits. Management must 
take appropriate considered actions to identify reasons 
for the deficit and address them, otherwise governors 
might well be classified as acting recklessly and in 
extreme cases, might take on personal liability. 

Barney Northover 

Governors of a charitable 
independent schools are usually 
charity trustees and charity trustees 
have a fundamental duty to protect 
the assets of their charity and to use 

them to further the purposes of the charity for the 
public benefit.  They also need to balance the needs of 
current and future beneficiaries.   

Every case is judged on it facts, but if a charity has 
sufficient unrestricted cash reserves to cover a period 
of loss making that is expected to be short lived 

before a return to break even or surplus, then it would 
generally be reasonable for the charity to continue 
trading.  However, Governors should not shy away 
from taking the hard decisions that may be needed to 
balance the books.  In particular, they need to be 
realistic in assessing the likelihood of balancing the 
books in future and should think through a "Plan B" 
so that they are ready to react strategically and in the 
best interests of the charity if the outlook worsens. 

Governors should also be mindful of the risk of 
insolvency arising either because a charity cannot pay 
its debts as they fall due for payment or because the 
value of its liabilities exceed the value of its assets.  If 
insolvency becomes a possibility then Governors who 
are also directors of charitable companies must ensure 
that at the company does not continue to trade if they 
know or ought to conclude that there is no reasonable 
prospect that the company will avoid insolvent 
liquidation. This is known as wrongful trading and 
can give rise to personal liability for the directors.  

Finally, it is important for planning purposes that the 
Governors are aware of the ways in which their 
charity's assets and resources can be used. Some funds 
can be used for all of a charity's purposes and some 
have restrictions on use placed on them. 

18. I' M INTERESTED TO HEAR BARNEY 'S 
COMMENTS REGARDING GETTING TO KNOW 
COMPETITORS AND ENSURING THAT THEY ARE 
AWARE THAT WE MIGHT BE INTERESTED IN 
OPENING STRATEGIC DISCUSSIONS - BUT 
WOULD SUGGEST THAT EXTREME CAUTION 
WOULD BE NEEDED TO ENSURE THAT SUCH 
DISCUSSIONS DIDN'T LEAD TO EXCHANGES OF 
INFORMATION - AND SUGGESTIONS OF CARTELS 
BEING FORMED AGAIN !  

Barney Northover 

There is a significant difference 
between anti-competitive behaviour 
such as sharing future pricing 
information (which is a breach of 
competition laws) and taking a 

sensible strategic approach to understanding the 
commercial health of your competitors.  

Considerable information about the historic financial 
position of your competitors will be in the public 
domain, including copies of their latest filed accounts, 
which are available from the Charity Commission's 
website and Companies House. 
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There is nothing wrong with making contact and 
staying in touch with their Chair of Governors, Head 
and Bursar with a view to opening strategic 
discussions with them, should the opportunity arise.  
You may also disclose commercial information to 
each other as part of those discussions (for example as 
part of a due diligence process) provided that the 
information is not used either in a way that distorts the 
market or amounts to the abuse of a dominant position 
within the market.   

19. WHAT DO THE PANELLISTS THINK IS MORE 
IMPORTANT ... TO INVEST IN THE BUILDING 
INFRASTRUCTURE OR IN MORE TEACHERS TO 
REDUCE TEACHER /PUPIL RATIOS ?  

Stephen Flanagan 

I would caution against both 
investments, without first conducting 
a thorough review of your provision, 
of the resources allocated to your 
educational offer and an assessment of 

where the school wants to be in 5 years.  

Typically, your classrooms will be occupied for the 
same proportion of the timetable as your teaching 
contact time, say 65% with specialist rooms and labs 
used for about half that. Thus, you need to establish 
first if the school needs more or better facilities and if 
either would attract more pupils. 

The trend is to increase, not reduce teacher pupil 
ratios, with the national benchmark currently 1:9 and 
rising, driven by salary cost concerns. There is much 
talk about class sizes but no credible evidence that 
class sizes between 5 and 25 pupils inhibit educational 
outcomes. I am sure your parents would argue for 
better teaching rather than more teachers on the 
payroll! 

20. WHERE CAN WE IDENTIFY A LIST OF ALL OF 
THE CHARITABLE GROUPS THAT WE MIGHT 
CONSIDER JOINING ? 

Trevor O'Sullivan 

Unfortunately, there is no simple 
method for identifying all such 
charitable groups. Most trustees 
would work with a professional 
financial or legal adviser to identify 

likely merger partners and potential charitable or 
commercial school acquirers. Such advisers can bring 
their significant experience and knowledge of these 

parties, recent transactions and acquisition criteria to 
bear together with their extensive sector contacts. 

21. ONE OF THE KEY ISSUES IN THE 5 YEAR PLAN IS 
TEACHER 'S PAY. HOW DO THE PANEL FEEL THE 
INDEPENDENT SECTOR IS GOING TO DEAL WITH 
A PAY FREEZE IN THE STATE SECTOR , AS 
AGAINST OUR OWN PAY STRUCTURES WHICH 
STAFF WILL DOUBTLESS SEEK TO EXPLOIT . 

Stephen Flanagan 

It is an opportunity. 

Affordability is a huge challenge for 
the sector. Making arbitrary pay 
awards to staff on the basis of what 

parents can stomach in fee increases each year is 
counter-productive.  Typically we find 10% 
productivity savings can be made from teaching salary 
budgets and 15% from support costs without 
detriment to teaching and learning, savings which 
could fund retention and recruitment initiatives for 
increasingly pressed parents, such as capping or  even 
decreasing fees and by generating cash for Bursaries. 

An opportunity now exists for those independent 
schools whose salary scale has been pegged to the 
Maintained sector, to delink the scales in order to 
increase their operational flexibility.  For some 
schools even a pay freeze is unaffordable; we have 
seen staff accept salary sacrifices of 15% in order to 
preserve jobs. 

Similarly it is the opportunity to review employment 
contracts linked to cost of living indices, such as RPI.  

Barney Northover 

We strongly recommend that an I 
Independent Schools has its own 
salary scale and awards pay 
increases based on its own 
assessment of affordability.  This 
approach seeks to avoid the 

problems which affected some Independent Schools 
when the state sector introduced performance related 
pay.   

The commercial reality of the recruitment and 
retention of teachers means that Independent Schools 
often mirror changes in pay in the state sector. The 
key is that there is no contractual link to changes in 
the state sector in contracts of employment or through 
custom and practice. Independent Schools need  the 
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maximum flexibility to set their own salary and 
benefits levels which can be managed within their 
own budgets.  If in doubt we recommend: 

1. Contracts are updated and amended to refer to 
the school's own salary scales; and  

2. Where an Independent School has historically 
mirrored the state sector annual cost of living 
increase, the opportunity to break any 
perceived link is taken now.  A small 
increase, against a freeze in the state sector, 
will be good evidence for the future that the 
school is truly independent and makes pay 
decisions based on its own finances.   

 
This may also bring benefits in the recruitment and 
retention of the best teachers.        

22. YOU NEED A LARGE GROUP TO GENERATE 
SUFFICIENT SAVINGS . THIS WOULD MEAN 
COLLABORATION AND COST -SHARING 
BETWEEN A NUMBER OF SCHOOLS . THE 
CHALLENGE IS IDENTIFYING THOSE WHO ARE 
SUITABLE FOR AND WILLING TO JOIN THE E -
TENDERING GROUP. ANY SUGGESTIONS ON 
HOW TO GO ABOUT THIS ? 

Stephen Flanagan 

Mango Education will offer a single 
school’s spend for auction, although 
the magnitude of savings would be 
proportionately greater if the account 
being auctioned was for all ISBA 
members, or for regional ISBA 

groups, or for an informal partnership of schools who 
collaborated for purchasing only.  There is a precedent 
for this, “the Cotswold Group”  which Denis Noel-
Smith of SPDP organised. Please give him a call on 
+44 (0) 844 871 1689 for further information. 

23. ARE SIXTH FORMS VIABLE FOR SMALL 
SCHOOLS IN FUTURE?  

Stephen Flanagan 

I can only give a qualified answer 
without knowledge of your school’s 
circumstances and location. 6th Forms 
are expensive because they are 
resource intensive with small class 

sizes spread potentially over a wide range of core and 
vocational subjects. The determinant will be the local 
market not the size of the provider. 

The start point is to research and evaluate the quality, 
range and cost of local provision before deciding if 
your existing 6th Form is viable or concluding that an 
opportunity exists to create, expand or combine with 
another school to deliver a curriculum that would 
attract students in sufficient numbers. 

SPDP has two former Head Teachers as associates 
who would be delighted to discuss the issues 
informally with you. 

24. STAFF ARE OUR MOST PRIZED ASSET BUT ALSO 
OUR LARGEST COST. WE DON'T WANT TO BE 
COMPARED TO THE BANKS AND THE BONUS 
CULTURE UNPOPULARITY BUT WE DO WISH TO 
REWARD THIS IMPORTANT ASSET 
APPROPRIATELY AND NOT STAND STILL AS IS 
POTENTIALLY THE CASE IN THE STATE SECTOR . 
ANY TIPS FOR NOT CREATING AN 
EMBARRASSING PAY RISE FAUX PAS WITH 
PARENTS WHO ARE LIKELY TO HAVE WILL 
HAVE PERSONALLY HAD A PARTICULARLY 
DIFFICULT COUPLE OF YEARS ?  

Stephen Flanagan 

The majority of your parents will 
have experienced or instigated 
reviews of productivity and cost 
effectiveness in their own working 
lives. For many this will have 
resulted in pay freezes or salary 

sacrifices  to preserve jobs. Parents expect schools to 
scrutinise their costs with the same rigour and they 
would be concerned if a school consciously carried 
waste and inefficiency or was profligate with their 
money. 

Your contractual obligation is to review salaries 
annually, not necessarily to increase them. The annual 
review could determine that salaries had to be capped 
or reduced to meet its targets, providing this can be 
justified on sound business grounds. My advice is to 
link any increased remuneration to better performance 
in delivering aspects of the school and departmental 
development plans. This should be communicated to 
parents. 
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25. WHAT IF SCHOOL IN M ID LONDON HAS A HIGH 
RENTED PROPERTY AND STILL MAKING 5%+ 
SURPLUS. FREEHOLDER WILL NOT SELL 
FREEHOLD AND SCHOOL W ANTS TO STAY ON 
SITE WHERE IT HAS BEEN FOR OVER 100 YEARS. 
WHAT ARE THE POSSIBLE PITFALLS ? 

Barney Northover 

The golden rules in running any 
successful business are (i) being able 
to maximise revenue and keep costs 
at manageable levels; and (ii) having 
some certainty about the future - 

what will the market be like etc. It seems that this set 
of circumstances hinders both - a large proportion of 
the schools revenue appears to go on rent (making you 
more susceptible to fluctuations in revenue levels) 
and, depending on the terms of your lease, it sounds 
as if there may be a risk that the landlord is looking 
for a more lucrative use for the property. Clearly 
having no freehold interest in the property will also 
make succession planning or any future sale more 
difficult than it otherwise may be. You need a Plan A, 
a Plan B and possibly even a Plan C. It may be a 
wrench for a school to move premises but we have 
seen this done very successfully in the past, with the 
move being used as a springboard for a successful 
new era. 

26. IS IT POSSIBLE TO HAVE PARENTS PAY BY 
MONTHLY DIRECT DEBIT ? I  WAS UNDER THE 
IMPRESSION THAT AS FEES ARE DUE ON THE 
FIRST DAY OF TERM WE WOULD EFFECTIVELY 
BE ADVANCING CREDIT IF WE ALLOW MONTHLY 
PAYMENTS .  

Barney Northover 

Direct debit is merely a method of 
payment which the school can 
choose to permit.  It is customary for 
fees to be contractually payable 
termly in advance before the first 
day of each term.  Deviation by 

agreement from this position will in most cases 
amount to the offer of consumer credit.  However, 
with proper competent legal advice, schools will be 
able to make use of an exemption available under the 
Consumer Credit Act 1974 to structure termly 
instalment agreements in way that avoids the onerous 
requirements for compliance with that Act.  Schools 
wishing to operate termly fees payment plans should 
seek advice on the preparation and drafting of 
agreement documentation. 

27. I  THOUGHT THAT ALLOWING MONTHLY DIRECT 
DEBIT FOR FEE PAYMENT WAS NOT ALLOWED 
UNDER CREDIT CONTROL RULES - IS THIS 
CORRECT?  

Barney Northover 

Direct debit is merely a method of 
payment, which a growing number 
of schools are offering to parents.  
As most schools' terms and 
conditions require fees to be paid 

termly in advance, allowing parents to pay by monthly 
instalments will amount to providing consumer credit 
and unless the school can structure such agreements 
so as to properly fall within an exemption available 
under the Consumer Credit Act 1974, it will need a 
valid consumer credit licence and to comply fully 
with the onerous requirements of that Act and its 
subordinate regulations and orders.  It is a criminal 
offence to offer regulated consumer credit agreements 
without a licence and if not compliant with the 
requirements of the Consumer Credit Act.  
Furthermore, any such agreements will be 
unenforceable against the parents.   

28. COULD STEPHEN COMMENT ON THE DANGERS 
OF USING REVERSE AUCTIONS TO DRIVE DOWN 
CONTRACT PRICE SO LOW THAT CONTRACTORS 
WILL TAKE EVERY OPPORTUNITY TO ADD COST 
BACK TO THE CONTRACT AND SCHOOLS WILL 
HAVE TO DEVOTE GREATER MANAGEMENT 
EFFORT/EXPERTISE TO MAKE SUCH A 
CONTRACT WORK , WHICH THEY DON ’T HAVE ? 

Stephen Flanagan 

In conventional procurement a 
supplier will try to sell as high as they 
can and creep up prices in-year if the 
contract, such that exists,  is not 
monitored by the school and if 

deliveries are not properly supervised and recorded.  
Most schools do not have the single procurement 
focus, the negotiating hard edge or the stamina to 
keep on top of its third party contracts. 

Currently suppliers have been hardened by brutal 
market conditions. They are conditioned to competing 
for business on tiny margins with customer service 
guarantees.  Successful contractors expect to over 
service accounts to keep them.  

A reverse auction is conducted under transparent 
conditions with clear, unambiguous and binding 
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supply obligations which are easier to monitor. You 
can specify exactly what, where ,where and how you 
want your deliveries in the contract.   And you can re-
tender the account on its anniversary to ensure you 
maintain low prices and excellent service. 

ENDS
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