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1.
INTRODUCTION
1.1
This paper provides an overview of the financial position of schools in light of the 2007/08 outturn, the 2008/11 three year plans that have been submitted and the recent meetings with selected schools to discuss their reserves.

2.
THE 2007/08 OUTTURN
2.1
Schools’ revenue reserves increased by 7.2% to £67.6m and capital reserves increased by 32.9% to £17.0m (excluding closed schools) at the 2007-08 financial year end.  In 2007, the DCSF consulted through the update on School Finance Regulations to introduce a retrospective 5% redistribution of schools’ revenue reserves.  In a statement at the end of October 2007 to Local Authorities, Jim Knight, Minister for Schools confirmed that whilst he would not be introducing this proposal in the current CSR period he would continue to monitor the overall level of surplus balances.  If the levels reported do not show a significant reduction then the DCSF will come forward with further action for the next CSR period.

2.2
An analysis of the year end returns provided by schools in order to explain why they are holding reserves is summarised in the table below:

Table 1 – Analysis of 2007-08 revenue reserves
	Purpose
	Amount

£’m

	Uncommitted

Standards Fund

Building Project

Building Refurbishment

Fund holding/Cluster & private income

Staffing

ICT
Mergers/Amalgamations

Equipment

Falling Rolls (3YP)

Late allocations

Other
	28.1

9.5

8.8

4.6

3.7

2.7

2.5

1.9

1.6

1.5

1.4

1.3

	TOTAL
	67.6m


2.3
The first monitoring returns from schools are due in October and we will update you on the schools’ forecast movement on school reserves during 2008-09 as soon as the information is available.


2.4
The position on schools is complex and the reality is that we simply cannot look at the overall level of reserves as an indication of the financial health of the schools:

· 143 schools are funded on the basis of the Minimum Funding Guarantee which only gives them a 2.1% per pupil increase in each of the next three years.  This will not cover the costs of pay awards let alone help them to manage the inflationary pressures in respect of utility bills or other areas such as exam fees


· There are 201 schools (35% of all schools) whose individual revenue reserves are less than £50k as at 31 March 2008


· There are 92 schools (16%) whose individual revenue reserves exceed £200k


· There are 294 schools (51% of all schools) who have static or falling rolls as at January 2008.

3.
2008-09 and beyond
3.1
On the basis of the latest 3 Year Budget plans for schools it is clear that an increasing number are forecasting that they will move into a deficit position during the period 2008-11.  Clearly we will be working with these schools but resolving their problems is likely to add pressure on our redundancy budget and, if the numbers are as high as we currently anticipate, then there will be significant pressure on the Finance and Personnel staff.


3.2
We have now had 562 out of the 576 3 year plans that were due and we are clear on why the other schools have delayed submission.  The analysis of the plans received shows that: 

· 10 schools are forecasting to be in deficit in 2008/09 with a value of £0.6m


· 42 schools are forecasting to be in a deficit in 2009/10 with a value of £2.9m


· 64 schools are forecasting to be in deficit in 2010/11 with a value of £7.8m


4.
Schools with large reserves
4.1
As you know we consulted the Schools’ Funding Forum regarding the levels of school reserves and agreed that we will challenge those school’s who have had consistently high levels of revenue reserves over the past 5 years.  Schools’ with the highest levels of reserves are being required to explain why they are holding them at these levels and may be subject to recovery of some of their accumulated balances.  Any reserves recovered will need to be re-distributed amongst Kent schools’ as per DCSF regulations.

4.2
We identified some 60 schools and initially wrote to 35 of these, most of whom attended meetings on 3 and 4 July where they discussed their level of reserves with one of 3 panels, all of which included representatives from the Forum, CFE Finance and ASK.  In light of the panel views CFE Finance will now write to those schools (before the end of term) advising them of the panel decision.  For those schools who are unhappy with the outcome there will be a Forum led appeals process in September.  Before the end of term we will write to the other 25 schools inviting them to similar meetings in September. 

4.3
This recent exercise has raised a number of issues that we need to consider:

· There is some evidence that schools have moved revenue into capital to avoid any possible clawback


· A number of schools are planning to use a large proportion of revenue reserves to fund capital projects with a long term risk of moving into deficit

· Many of the Heads/Governors we met with did not seem to appreciate the link between standards and their budget reserves


· The need to do more on training, especially with Primary headteachers and do more work to brief/train SIPs


· An emerging view that our BCM mechanism is too generous and possibly too complex

