Item 4 Background to Clawback and School Reserves


Guidance on 2008-09 Revenue Rollover Balances

The “old” Balance Control Mechanism (BCM) still applies. This allows a number of exceptions to the normal 5% or 8% limit to be claimed before the Local Authority applies any clawback procedure. Those exceptions relate to funds held as committed for future purposes.
But the Schools Funding Forum has made it clear that if Kent schools’ balances do not fall very significantly they will undertake an exercise similar to that followed last year. That exercise challenged schools with very high balances and scrutinised evidence to test whether excess balances were genuinely committed as claimed.

Schools will need to complete the normal “Analysis of Year End Revenue Balances” Return and follow the advice in this note to minimise the risk of challenge and subsequent clawback. Section B of the return is the key initial piece of evidence required to claim exemption for committed funds being rolled over into 2009-10.
This note contains in italics the current BCM scheme wording, and in normal type supplementary guidance.
Extracts from the current BCM scheme:

“Sample tests will be carried out in compliance visits, to ensure that schools have evidence to support any eligible commitments that have been deducted when agreeing the balance to which the control mechanism should apply.”  Therefore it is the evidencing of claimed commitments (as entered on the form) that is crucial when/if challenged.
Allowable purposes for excess balances
“Standards Funds.

As standard funds are 17-month grant allocation, standards fund rollovers up to 5/17ths of the financial years allocation will be allowed as a specific allowable balance to be carried forward into the next financial year. Any standard fund rollovers over 5/17th will be counted as part of the schools general reserve.”
Note the phrase “up to 5/17ths” Do not enter a figure that is just a straight 5/17th calculation of your grant. You can only claim what is genuinely still not spent. It would be helpful to think about what any unspent grant will be used for in the new year.
“Building Projects or major ICT (or other equipment) purchases 

Where a school is actively planning to make a revenue contribution to fund capital expenditure.”
Although this wording can be seen as a little imprecise, to qualify as a commitment a project must as a minimum have been formally agreed by the governing body, even if a contract has not yet been signed. Receipt of planning permission and/or engagement of professionals will also evidence commitment. Note, however, that if Devolved Formula Capital remains unused or uncommitted it can be questionable whether a revenue contribution is essential. A general desire to save up to build/extend/refurbish etc at some point in the future is not a commitment.
“Reserves held on behalf of other schools 
(sometimes referred to as “Fund Holding” schools) e.g. cluster allocations.”
There needs to be a clear trail in the school’s accounts, and good reason for significant sums not having been spent. It would be helpful to confirm how long such amounts have remained unspent.
“Private funds balances. 
In most cases schools keep their private/voluntary funds separate from the schools accounts and only record private/voluntary income in the schools books with matching expenditure.  However a number of schools do not keep separate private/voluntary fund accounts – these schools might have material year end balances of private funds.  If the schools concerned are able to separate out the income and expenditure for the private/voluntary funds then this is allowable.”
Again there is a potential question over the extent to which such monies are really committed, rather than just general surpluses for spending. Trips monies and other private funding held for a specific purpose should have been treated as receipts in advance.
“Schools involved in reorganisations

Where a school receives reorganisation funding and this funding is being used to implement the changes over the coming years.”
There would need to be a good reason for such allowances not being spent within two years, and evidence of a commitment to spend in the near future

“Roll fluctuations – Falling rolls/ rapidly rising rolls 

This is to enable schools to manage costs over a period of falling rolls as structure changes are implemented, or to cover additional costs where a rapidly rising roll incurs expenditure before generating additional funding.

This should only be for the short term as reserves should not be earmarked to cover staff costs indefinitely.”
Short term will normally be deemed as next year, ie spending in 2009-10. It is neither good practice, nor feasible to use one-off balances as a means of avoiding making staffing changes to reflect medium term pupil roll trends.

“Three-Year Plan 
Where a school’s 3 year plan indicates a need for a reserve to balance the budget in future years.  This is most likely to be in the instance of a predicted falling roll and therefore acceptable under that heading.  However the retention of a reserve for this purpose is only allowable in the short term. The school should manage any financial problem beyond this period by agreeing appropriate management action.”
Same comment as above.
“Late Funding Allocations 

If a late allocation is made to a school in  January, February or March that the school will have no time to plan or spend. This does not include the normal monthly allocations or allocations where the schools have been advised prior to January that the allocation is coming.”
We are aware of many payments having been made to schools late in 2008-09. The majority, however, are either reimbursements, or allocations that schools were made aware of earlier, with payment later sometimes subject to evidence of spending etc. Such payments are not eligible. Only genuinely unanticipated allocations that could not sensibly be spent will be allowable under this heading. 
Note that under the new BCM scheme, applying to balances in March 2010, most of these exceptions will no longer apply. Further guidance will be issued shortly on how the main exception, revenue contributions to approved capital schemes, will be managed.
