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	summary OF REPORT:
The report provides an update on the loan scheme and proposing a short term and longer term option for re-opening the scheme to schools.



Background
1. Kent has operated a successful loan scheme to its schools for many years.  The scheme has utilised the total schools reserves as its funding source and the detailed operation of the scheme is set out in the Scheme for Financing Schools (see attached appendix for further information).

Current Position
2. Members of the Forum will be aware from discussions at previous meetings that the Kent School Loan Scheme is currently suspended.  A letter was sent out to all schools on 20 July 2010.  The reason for the suspension was threefold.  

a. Firstly, the loan scheme stipulates that no more than 30% of the combined school reserves can be loaned out to other schools.  This has not been a problem in previous years, but with the increased take up of loans by schools coupled with the success of the reduction in school reserves, we have now reached this point.

b. With the introduction of the new Academies Bill, a handful of schools have been approved to convert to an academy before the end of the financial year, with the likelihood of more schools converting in the future.  Unlikely old academies, new converters take their surplus balances with them, thereby reducing the total combined reserves further.
c. In addition, some of the schools who convert to academy status will have existing loans.  At the time of suspending the loan scheme it was not clear whether the loans would transfer to the academy or remain with the LA.

 

3. I met with Members and KCC’s Director of Finance to look at possible ways of re-opening the loan scheme to schools.  With no change, the only way the LA would be able to open the loan scheme is if a significant amount of existing loans were repaid. 
4. The issue highlighted in point 2 c) above has now been resolved.  When a school with a loan converts to an academy, a separate legal agreement is entered into between the Local Authority and the Academy Trust.  This agreement effectively transfers the loan liability to the academy on the existing terms and conditions, with repayments continuing from the academy rather than the school bank account.
Proposal 

5. The long term solution has to wait until we have seen the outcome of Comprehensive Spending Review (CSR) on 20th October. This is mainly to see if the Government make any changes to schools devolved formula capital grants as this is the principal source of funding that enables schools to repay the loans.  At the moment there is no expectation that this will change but we do need to wait and see. Once we know the outcome of CSR we will prepare a paper that will go to Cabinet and this Forum at some point in the late autumn with proposals for a revised scheme.
 

6. In the short term, the Schools’ Funding Forum is asked to consider if some of the schools unallocated DSG reserve could be used to continue the existing scheme for the remainder of this financial year.
Recommendation

Members of the Schools’ Funding Forum are asked to consider if some of the unallocated DSG could be earmarked for continuing the existing loan scheme for the remainder of this financial year.
Appendix

Extract from the Scheme for Financing Schools 

The Loan Scheme 

a. The total amount available to loan will be limited to 30% of schools net surpluses at the end of the previous financial year.  The terms of the loan scheme will be reviewed if schools’ balances in the Kent County Council Corporate scheme decrease or increase significantly.

b. The length of the loan period should not normally exceed 7 years for premises and 3 years for IT and other equipment.  However schools may be able to borrow over a longer time period (for premises related projects only) if sufficient evidence is provided to demonstrate an ability to afford the repayments.  Approval will be given by the Director of Finance & Corporate Services.

c. Loans shall normally be for items classified as Capital expenditure – although loans will be granted for major items of repair and maintenance (i.e. complete redecoration of a school, boiler repairs, etc.) and/or IT or other equipment with a useful life of more than 3 years.

d. The minimum loan will be £10,000.  Smaller amounts will be considered for schools with less than 200 pupils.

e. Loans for schemes that need planning permission will not be agreed until this has been approved.

f. Loans will not be granted to schools with deficit plans or where the repayment of loans would lead to a deficit.

g. The maximum size of loans will be calculated by an ability to pay formula based on current and projected allocations for delegated formula budget and devolved formula capital. 

h. If the demand for loans is greater than the amount available, schemes will be ranked in priority order according to the Loans Scheme Guidance.

i. Loans, which constitute part of a larger scheme funded by other sources, should show all sources of funding on the loan agreement.

j. Loans will only be granted when approved according to the Loans Scheme Guidance.  
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