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Introduction

Due diligence can be defined as the process of ensuring that a trust fully understands the
relevant information, including costs, risks, benefits, assets and liabilities, enabling it to
make a fully informed decision about whether to bring a school into the trust.

The importance of rigorous due diligence was highlighted in the Public Accounts
Committee’s report on converting schools to academies, published on 4 July 2018.

What it does

The due diligence process is an important element of the risk management of any
conversion or transfer, with the findings of the work informing the decision making
process of respective stakeholders; the incoming school, the incoming trust and the
Department for Education (DfE). Due diligence is usually undertaken by any potential
incoming organisations in advance of a formal decision to sponsor or allow a school to
become part of a multi academy trust (MAT). It is also part of the process to successfully
negotiate a Commercial Transfer Agreement (CTA) between both parties.

The CTA is the legally binding document that enables the transfer of school level assets
and liabilities. Standard document will usually need to be adapted and it is important for
both parties to obtain legal advice to ensure the CTA is tailored to the particular needs of
the transfer. We are in the process of developing a CTA for use in transfer cases and this
will be made available to trusts.

What should be identified

Due diligence is often considered to be purely an information gathering exercise but it is
important that it is used to identify issues and consider costed solutions. The due
diligence must provide the trust board with the necessary information about the incoming
school to understand the current educational, financial and premises position. It is only by
identifying risks, mitigation and the associated costs that an incoming trust can make a
fully informed decision on whether to proceed.

Due diligence should identify key risks and issues and assist in enhancing each
stakeholder’s understanding of:

e critical success requirements;

e the legal and operational frameworks coming together;

e the current financial performance and prospects of the organisations, identifying
key risks and sensitivities and how each stakeholder will deal with these; and

e any post-transfer integration required to support the delivery of planned benefits.



Who should complete due diligence

Any trust considering joining another single or multi academy trust or taking a school or
academy into the trust should complete its own due diligence to provide assurance that
the school and the trust are a suitable match.

It is important to remember that due diligence is a two way process and that an individual
school should gather information about any multi academy trust it is considering joining.

The extent of due diligence should be considered on a case by case basis and it is for
the incoming trust board to fully assure itself that sufficient due diligence has been
carried out.

Timing

The process should be completed in two stages. Stage 1 can often be completed using
information available in the public domain and is usually desk based. Stage 2 will be a
more detailed review of the unpublished information relating to the school and will

required the Local Authority, school or current trust to provide information to the incoming
trust.

Stage 1 due diligence

The incoming trust should complete an initial desk based assessment of the readily
available information relating to the school. This provides an overview of the school’s
educational performance and the financial position of the current trust and the school.
The information will be presented to the incoming trust board for a preliminary decision
and should highlight any areas of concern so that the board can begin to consider how
the trust would address the issues. Factors that are often considered include but are not
limited to:

e Educational Performance

e Ofsted reports

¢ Financial information

e Admissions

e Capacity, pupil numbers and school demographics, pupil premium.

Financial information about an academy trust is available in the financial statements
submitted to Companies House. A comprehensive check of the annual accounts should
be completed to identify the movement in reserves and in year-position in order to
identify any trends or concerns about changes to surplus/deficits. The notes to the
accounts may help identify any areas that may be cause for concern to the incoming
trust. Other key information in the annual accounts may include pension liabilities,
information about pay rates and numbers of key staff members.



For maintained schools, this information is not available on Companies House but the
Local Authority or the school will be able to supply management accounts and budget
forecasts.

Benchmarking data available on gov.uk can provide useful information about staffing
numbers and average costs, giving a comparison with similar schools. Both academy
and maintained schools information is published at https://schools-financial-
benchmarking.service.gov.uk/Help/DataSources.

When deciding whether to join a multi academy trust, schools may want to consider how
the culture and ethos of the incoming trust fits with that of the school. It is also important
to review the existing scheme of delegation of the importing trust.

Before taking a school into a trust, potential importing trusts may decide they wish to take
the work to a more detailed stage, dependent on the risks and issues found at Stage 1
and the complexity of the project overall. In most cases where Stage 1 due diligence
means the trust is considering taking the school, more detailed Stage 2 due diligence will
be necessary.

Stage 2 due diligence

Stage 2 due diligence is an opportunity to gather detailed information about the issues
facing the school and to develop plans to address these issues. It is important that Stage
2 due diligence identifies solutions to issues and the associated risks, enabling a fully
informed decision as to whether to take the school into the trust.

Although auditors can have a useful part to play in this process, it is important that
representatives of the trust speak to key personnel in the school to understand the issues
they face and ensure that they can work together. Carrying out your own due diligence
saves money and ensures that you get a full understanding of the information. In financial
terms, it is important to understand the detail behind the figures through conversations
with the Accounting Officer, Chair of Trustees and the school’s finance team. Use of
open questions will allow information to be gathered that may help explain the process
that has led to the current situation.

Areas that should be considered as part of Stage 2 due diligence include, but are not
limited to:

e Leadership and governance — skills, experience and abilities, including board
meeting minutes

e Staffing — Structure, job descriptions to understand roles, comparison with similar
schools, HR contracts, local agreements and policies.

e Educational provision — detailed information including analysis of trends and
analysis of effectiveness of school improvement strategies

e Curriculum design and staffing of classes.

o Staff: pupil ratios and efficient deployment of staff
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e Room usage analysis
e Numbers in different year groups and future pupil number expectations
e Key management software
e Any specialist provision sited within the school
¢ Audit and management letter information to include financial, governance and
H&S audits and ‘near miss’ reports
e Safeguarding, fraud or financial irregularity and complaints information
e Pupil number forecasts and historical trends
e Finances and historic and future budget forecasts including;
o income and expenditure
o metrics such as staff expenditure as a percentage of total income and
contact ratio,
o basis of funding and comparisons with similar schools
e LGPS pension costs — it may be useful to contact an actuary for advice
e Staffing information, to include rates of staff absenteeism (including those on long
term sick, and those who have put in a claim to retire early on ill health), how
much is spent on agency staff, details of dismissals, disciplinaries and grievances
e Current contracts and end dates; including suppliers, leases, consultants,
insurance and potential contingent liabilities. It is important to understand early
termination costs and to check with auditors for any operating leases, that may
now be classed as finance leases with the changes in guidance under FRS102
e Land and Buildings — historic and forecast costs, condition survey data and health
and safety, any PFI or other contracts.

Through this process it should be possible to build up a picture of the issues that the
school faces, outline solutions and identify resource needs. This will allow the trust to
understand how the school will fit into the incoming trust; the strengths it will bring, the
support it will need, how this will be provided and the potential impact on other schools in
the trust.

At the end of Stage 2 due diligence there is a decision point, where the trust board will
consider all information and analysis presented in the due diligence report and make a
decision on whether the school should join the trust. This decision will take account of all
the information gathered and the costs and risks associated with solutions to any issues
that have been identified.

Under the TUPE regulations, employees of the outgoing school automatically become
employees of the incoming trust. There is a legal obligation on the outgoing Trust or
school to provide information to the incoming Trust when there is a TUPE transfer. Both
parties will need to seek their own legal and HR advice on this matter to ensure they are
fulfilling their legal obligations.



School Premises Regulations

Schools and trusts should refer to the School Premises Regulations 2012 and Part 5 of
the Independent School Standards Regulations 2014. These regulations cover toilet and
washing facilities, health, safety and welfare, acoustics, lighting, water supply and the
provision of outdoor space.

The Standards for School Premises guidance document helps responsible bodies to
understand their obligations under both sets of regulations.

Understanding the necessary health and safety requirements is also a vital step and
guidance is available on gov.uk.

Condition

Responsible bodies need to ensure that school buildings are;

e Safe —including fire safety
e Weatherproof
e Have sufficient space, heating, lighting and ventilation

Proposed incoming trusts should commission a detailed survey to understand the
condition of the school buildings and where work is required.

The existing responsible body should resolve any health and safety issues prior to the
transfer of the school to the new sponsor.

Taking on a school increases the importance of taking a strategic approach in planning
and managing the overall estate and associated resources. Schools may find it helpful to
refer to the new suite of guidance on good estates management and the tools for good
estates management. This guidance replaces the ‘Essential School Maintenance’ guide.

An assessment of energy consumption can sometimes be a useful indicator of building
condition and might indicate poor insulation or other issues. This tool can be used to
compare the energy consumption between schools.

You may also want to refer to the Asbestos Management Assurance Process (AMAP)
user guide. All responsible bodies are expected to complete the AMAP via the online
portal. Additional guidance on managing asbestos can be found here.

Building Condition Surveys

The Department for Education holds information on the condition of the school estate
from the Property Data Survey (PDS) Programme.

The PDS data was collected between 2012 and 2014 and whilst the school level report
will provide a high-level view of condition at the time of the survey, condition will have
inevitably changed since then, owing to further deterioration and/or investment. The
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report is provided for information only and should not be used for planning, decision-
making etc.

More recent school condition information will be available via the Condition Data
Collection Programme (CDC) between March 2018 and September 2019. The CDC
programme supersedes the PDS programme. School data will be released in tranches so
please check the website for more details.

These programmes were established to gather high level, non-granular, visual condition
data to compare relative need across the education estate and better inform capital
funding allocations by the department. The PDS or CDC programmes are not intended to
replace locally conducted surveys, which were recognised as more detailed and covered
aspects the PDS and CDC were never designed to capture issues such as structural,
suitability or compliance assessments.

Please see Annex 2 for a land and buildings checklist

Further information

Many organisations provide guidance on how to carry out due diligence. Examples are:
Academy Ambassadors — Due Diligence Checklist

ISBL — Due Diligence in relation to Multi Academy Trusts

ASCL - Due Diligence and Risk Management

NGA — Staying in Control of your School’s Destiny: joining a multi-academy trust
NAHT - Joint guidance for schools considering academy conversion

Further information about academy transfer and related finances and liabilities is
available here: [content designers to insert link]

This document was developed in partnership with the sector.


https://www.naht.org.uk/advice-and-support/structures-inspection-and-accountability/schools-making-decisions-in-the-dark-on-academy-conversion/

Annex 1 — Suggested Stage 1 Due Diligence Template
School Information

Pupil number forecasts

Capacity Total pupil numbers % full
Previous year
Last year
Current year
Next year forecast
Following year forecast
Financial Plans
Last academic year | Current academic Next academic year
year

Total revenue
income

Total revenue
expenditure
In-year revenue
balance
Revenue balance
brought forward
Revenue balance
carried forward
Notes:

Please give reasons and proposed remediation for any actual or forecast revenue deficit

Please give details of any agreed loans and leases, providing details of who the
loan/lease is with, how much for and over what period, your schedule of repayments and
the interest rate being charged

Staffing Information

Number Cost

Teaching staff
Non-teaching staff
Leadership




Additional Information

Is the school part of a local authority reorganisation?

Is the school part of any closure plans the local authority may have? If so, please provide

details including timetable of closure.

Is the school a church school or linked to a diocese? If yes, which?

Is the school supported by a foundation, trust or other body that appoints foundation

governors? If so, please provide details.

Is the school part of a Federation as defined by The School Governance (Federations)

(England) Regulations 20127 If, so please provide details.

Key metrics

Average class size

Average teacher cost

Spend on teaching staff as a percentage of total expenditure

SLT as a proportion of workforce

Number of FTE teachers

Spending as a percentage of total expenditure

Spend on teaching staff as a percentage of total expenditure

Spend on supply staff as a percentage of total expenditure

Spend on education support staff as a percentage of total expenditure

Spend on administrative and clerical staff as a percentage of total
expenditure

Spend on other staff costs as a percentage of total expenditure

Spend on premises (including staff costs) as a percentage of total
expenditure

Spend on teaching resources as a percentage of total expenditure

Spend on energy as a percentage of total expenditure

Other spending as a percentage of total expenditure (balancing line)

Reserves / balances as a percentage of total income

In-year balance as a percentage of total income

Revenue reserve as a percentage of total income
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School characteristics

Average teacher cost (£)

Senior leaders as a percentage of workforce

Pupil to teacher ratio

Pupil to adult ratio

Teacher contact ratio (less than 1.0)

Predicted percentage pupil number change in 3-5 years

Average class size

Outcomes

Ofsted rating

Progress score in reading

Progress score in writing

Progress score in maths
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Annex 2 — Due Diligence premises Checklist — Land
and Buildings

As part of the academy transfer process, prospective sponsors should consider the
following (please note this list is not exhaustive):

Question Checked

Who owns or holds your school’s buildings and associated land?

- Who owns the freehold and on what basis?

- If leasehold, how long is the lease?

- Are there any restrictive covenants?

- If the school is over multiple sites are there different arrangements?

- Does access to the school site rely on crossing land not included in the
main school site?

- Are any part of the land and buildings owned by a church body?

- Are there any outstanding statutory transfers of the school site?

- Are there any public rights of way over the land?

Do other organisations use any part of your school’s facilities? For
example, this could include hiring out your school hall or playing
field to community groups.

- What types of arrangements are in place?

- Will/could these arrangements continue?

- Do they have any rights including rights of access or easement on the
land?

- If these users have an underlease/sublease/license, what are the terms?

- Does the use of the facilities generate income? If so, what are the details?

- Are there any third party utility facilities on the land? i.e. a telecom
substation

- Are shared facilities safe to use?

- Are there shared facilities on site, such as a nursery, children’s centre,
swimming pool, leisure centre or community library?

Are there any planned or ongoing building works?

- If so, what are the funding arrangements?

- Could funding be affected by conversion/transfer?

- When is work planned to start and finish?

- Has the school previously requested planning permission for anything?

Do the school buildings contain asbestos?

All schools should hold a record of all known asbestos. Management plans
must be in place to prevent exposure of staff, students and visitors
(including contractors) and should be reviewed regularly. Check the
Asbestos Management Assurance Process guidance. Useful questions to
consider are:

- Does the school have an up to date asbestos management plan?

- If so, when was the plan last reviewed?

- When does the plan need to be reviewed again?

- Are there any outstanding actions?

Other important/useful considerations

- Does the school have an up to date Fire Risk Assessment?

- Can the existing responsible body provide a list of any known or
outstanding health and safety or safeguarding issues?
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- Does the school currently receive any grants in relation to land or
buildings? If so, is the grant registered with any restrictions against the
land?
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