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Summary:
In light of the lessons learned from the review of school balances at the end of 2007/08, this paper proposes some changes to the Balance Control Mechanism.

1. Background and Context

1.1. The current Balance Control Mechanism (BCM), which was approved by this Forum on 26 January 2007, applied for the first time to school revenue reserves for the 2006/07 financial year end.  A copy of the current balance control mechanism is attached to this report at appendix 1 for your information.

1.2. Members of the Forum will be aware that in the autumn of 2007 the DCSF proposed and subsequently withdrew a proposal to introduce a retrospective 5% redistribution of school revenue reserves.  When the DCSF retracted this proposal, they gave both LAs and schools a clear message that they would come back with further action if the level of reserves did not reduce.
1.3. The DCSF have published the position of aggregated school reserves by local authorities from schools 2006/07 financial year end returns.  The Forum should be aware of the following key headlines:

· Kent has highest cash balance of all authorities

· Kent has highest average per school of all upper tier authorities

· Kent has second highest percentage balances of school budget of all upper tier authorities

 

2. General Principles
2.1. The DCSF directed LAs to introduce BCMs on the back of the following basic principles:
· It is sound financial management for your schools to retain a small surplus from year to year; but balances nationally are too high.

· Revenue funding should be used on support of the education of pupils in the school now. 

· Revenue funding should be used on the day to day running costs of a school.
· Any amounts recovered through the operation of a BCM will be re-distributed by the LA in consultation with the Schools’ Funding Forum.  

2.2. It is therefore the purpose of the BCM not to recovery surplus balances from schools but to get schools to use their available funds so they are spent on pupils attending the school in that year.

3. Analysis of schools reserves in Kent

3.1. 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.

3.2. An analysis of the year end returns provided by schools in order to explain why they are holding reserves is summarised in table 1 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
	67.6


3.3. We consulted the Schools’ Funding Forum regarding the levels of school reserves and agreed with them that we will challenge those schools that have had consistently high levels of revenue reserves over the past 5 years.  We identified the 60 schools with the largest reserves and required them to explain why they are holding reserves at these levels and made it clear that they may be subject to recovery of some of their accumulated balances.  
3.4. That process, the details of which have been reported separately, has been enormously time consuming for officers of the authority and the members of the Forum that took part.  It has also been stressful for the school staff and governors that were interviewed, and was probably not felt by them to be a ‘good experience’.  After all that time and effort, and despite targeting the 60 schools with the highest balances, it is likely that no more than £1.2m will have been removed from those balances and Kent’s total will remain high.  Inevitably with many criteria loosely defined, judgements as to reasonableness are highly subjective and can potentially be seen by individual schools as unfair and inconsistent.  Whilst a clear message will hopefully have been sent out to other schools that the Forum is serious about reducing balances, it is suggested that the Forum, schools and officers will not want such a process to be repeated or form part of the annual machinery of the authority.

3.5. This exercise has raised a number of issues that we need to consider for the future:

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


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


· A number of the Heads/Governors we met were surprised at the explicit link we made between standards and their budget reserves.  This raised some significant concerns among Panel members


· The need to do more on training, especially with Primary head teachers and do more work to brief and train School Improvement  Partners


· An emerging view that our BCM may be too generous, as evidenced by the outcome of the 60 school challenges
4. Proposed changes

4.1. In light of the information above, the LA believes it is appropriate and timely to review the current BCM with the overall aim of reducing school revenue balances in Kent in the future.  Dealing firstly with the current permitted examples of committed reserves:  
4.2. Private/Non school funds
Private schools funds are not unlike delegated budgets in most respects; they are intended to support current pupils’ needs (certainly by the parents making the contributions) and there is no reason why they should not be largely spent in year. There are some significant exceptions such as monies collected in advance for school trips, where such funds are clearly committed to the future. Such receipts in advance should however in accounting terms be treated as such, and if this is reflected in the school’s accounting system, these balances will not appear within a school’s published rollover total. To ensure this accounting device is not subject to abuse, the authority’s compliance visits can include checks in this area.

It is proposed therefore that this category is removed from the list of permitted exceptions, as the major element that could justifiably be carried forward can be dealt with via proper accounting treatment. 

4.3. Cluster/Partnership/Banker school balances
The current approach of allowing such balances to be exempt has two major drawbacks:

· Firstly with the growing tendency for greater proportions of schools and central spending to be managed by clusters/partnerships, such collective funds will grow and if not spent will push schools total balances even higher.  There is no reason in principle why most if not all of these monies should not be spent in year, but clearly it is unfair to attribute any unspent element entirely to the banker school. 
· Secondly the system of exempting fund hold balances on a fair and equitable basis is entirely dependent on the accuracy of the banker school accounting and reporting arrangements.  
It is proposed therefore that each school’s share of the banker school’s balance should be re-attributed back to them, and taken into consideration when assessing whether they exceed their limit or not.

If towards the year end a banker school expects the total it holds on behalf of a partnership or cluster to result in its total balance exceeding the c/f limit, it should agree with its partner schools the respective school shares of the total held, and at year end provide the LA with an analysis of shares, which the LA will then attribute to each individual school on a memorandum basis. This will reduce the banker school balance for BCM purposes, and increase the other schools’ totals, potentially taking them over the limit. Participating schools will need to take this into account when managing their budgets and projected balances. 

This mechanism will provide an automatic assurance to other schools of the reasonableness of the treatment of banker schools, as the other schools sharing the banker balance will not accept an inaccurate allocation back to their balances from the banker.

4.4. Standards Funding 
The current BCM uncommitted allowance is based on 5% and 8% on total school budget share which includes standards funding.  The rollover limit therefore already includes some provision for unspent Standards Fund.  Therefore a further allowance for schools to carry forward as a committed reserve a maximum of 5/17ths represents some double counting. 

There is no reason why the vast majority if not all standards funding should not be spent in year.  This funding stream is now very predictable and stable and can be anticipated in forward planning.  Some years ago this was not the case with many elements paid late in the year.  The DCSF grant rules require unspent grant to be returned, who in turn will have the funding recovered from them by HM Treasury.  This is why the 17 month spend period was introduced, not to encourage schools to underspend by 31 March, but to provide every opportunity for schools and LAs to demonstrate to external auditors that they had been fully consumed.  Now that these grant allocations have stabilised and recur every year at guaranteed levels it is entirely reasonable to expect schools to be able to plan, and to spend the full 12 months allocation in 12 and not 17 months.
4.5. Falling rolls and Three year financial plans
The local delegated formula budget already includes an element of protection from the impact of falling rolls by funding schools on a single pupil count (January before the start of the financial year).  The Forum and DFFG have discussed this at length in the past and concluded that 1) schools must adjust their expenditure plans in light of adjustments to the funding and 2) schools have adequate time to review their expenditure plans and adjust where appropriate before the reduction in funding applies.  
Assessing this exception is subjective to say the least and is often very difficult to identify in the context of schools three year financial plans.  

It is proposed therefore that this category is removed from the list of permitted reasons for holding committed reserves at year end and that schools utilise their uncommitted reserves where appropriate to do so.
4.6. School Reorganisation funding

Schools who are subject to a reorganisation receive one-off funding to cover the additional costs of reorganisation. 

It is proposed to retain this category but to introduce a maximum time limit of 24 months from the date the reorganisation came into effect.

4.7. Capital related items (e.g. Building projects and ICT investments)

Delegated Formula budgets, School Standards Grant and Standards Funding are all provided to schools to support revenue spending; spending on recurrent items for the benefit of current pupils.  An element of revenue funding is there to meet on-going routine building repair and maintenance costs.  Unexpected emergency repair work would normally be easily managed from within a schools general uncommitted reserve.
Schools are now provided with significant annual Devolved Formula Capital (DFC) allocations to fund building improvements or ICT projects.  Schools are allowed to carry forward and save unspent DFC for up to three years, or can even anticipate future years’ allocations.  In addition to this flexibility, schools have access to the LA loan scheme which allows schools to borrow funding from the LA against future DFC allocations (up to 7 years into the future).

It is proposed therefore that this category is removed from the list of permitted reasons for holding committed reserves at year end.

4.8. Late Funding Allocations 

There are typically three categories
· Reimbursement from the LA. These are covering costs already incurred and therefore should not be allowed as they do not represent increased resources.
· New allocations from Kent’s central budgets. Guidance will improve within the authority to ensure such allocations are made early in the year where they are for a full financial year;  or that they are issued in two tranches, the second after 1 April where they are intended to cover more than one financial year. If lateness is unavoidable and schools cannot reasonably spend them by year end, payments will be delayed until 1 April

· Late allocations from government will be treated in the same way unless regulations prevent it.  If this is the case, significant amounts of grant be claimed as exceptional items (see Appeals).
It is proposed therefore that this category is removed from the list of permitted reasons for holding committed reserves at year end.
4.9. Uncommitted Reserves

The current limits of 5% for secondary schools and 8% for primary or special schools were set in line with DCSF guidelines.  They are the maximum limits and LAs with their Schools’ Funding Forums may set lower limits if they wish.  

In light of the proposals made above, it is proposed that these limits remain unchanged however the calculation of budget share should be altered.  Rather than use the figures from the March statement of account as the basis for calculating the maximum uncommitted balance, we should take the figures from the budget statements at the start of the year.  This would enable the LA to publish a maximum amount at the beginning of the year and schools would then be able to plan with greater certainty earlier in the year. 

5. Recommendations

5.1. The Schools’ Funding Forum is asked to approve the proposed changes to the balance control mechanism.
5.2. It is recommended that most of these changes should come into effect from 31 March 2010, i.e. will apply to balances unspent in the financial year 2009-10.  This will allow schools 18 months to plan for these changes.  In the case of committed capital schemes, that cannot be financed from the combined total of a schools DFC accumulated balance plus three years’ anticipated allocations, plus permitted loan scheme advances, the ability to carry forward the revenue balance needed into 2010-11 could be agreed by the Forum. That exception should apply for that year only. To qualify for that exception schools would be required to submit a copy of the Asset Management plan agreed by its governing body, setting out planned spending for three years and it’s financing. 
5.3. It is recommended that if these proposals are adopted in full there will be no further necessity to call school representatives in to discuss their position. However, if the Forum felt it appropriate, they could offer an appeals process whereby if a school feels that a very exceptional situation applies, it can submit written evidence to be considered by a small sub-group of the Forum, whose decision would be final.

Appendix 1

Current Balance Control Mechanism

The DCSF required Local Authorities to introduce a balance control mechanism for school reserves from 1 January 2007 and apply it to the balances carried forward for financial years. Reserves must be clawed back from schools if the balances as at 31 March exceed the following thresholds: 

· Primary, Special and Middle - 8% of the Formula Budget share. 

· Secondary - 5% of the Formula Budget share.

These thresholds apply to balances AFTER making adjustments for items such as unspent Standards Funds and money committed for specific projects. 

On the 26th January 2007 the schools funding forum met and agreed the following:
The calculation of the formula budget share has been agreed as:

The year end figures for; Delegated Formula Budget allocation plus LSC allocation plus Standards Fund allocation plus Schools Standard Grant allocation

These amounts can be seen on a schools Statement of Account under the following sections.

	Area
	
	Statement of Account section

	Delegated Formula Budget
	
	I01-01, I03-01

	LSC allocations
	
	I02-01

	Standards funds (EMAG)
	
	I04-66

	Standards funds
	
	I05-66

	Schools Standard Grant
	
	I14-01

	Standards funds (Extended Schools)
	
	I15-66


Allowable deductions from the balance have been agreed as 

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.

Building Projects or major ICT (or other equipment) purchases 

Where a school is actively planning to making a revenue contribution to fund capital expenditure.

Reserves held on behalf of other schools 
(sometimes referred to as “Fund Holding” schools) e.g. cluster allocations.

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.

Schools involved in reorganisations

Where a school receives reorganisation funding and this funding is being used to implement the changes over the coming years.

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.

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. 

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.

The control mechanism will form part of the closedown process and we have to agree each school's position by 31st May each year. 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.



----------------------------------------------------------------

Example based on a primary school 

Budget

Formula I01-01




583,083

Formula SEN I03-01



193,451

Standards Fund I05-66



  53,600

School Standards Grant



  31,000
Total







861,134

Maximum General reserve allowable 8%




68,891

Rollovers

Formula Rollover 




71,833

Standards Fund Rollover



16,114
Total 







87,947

Specific balances

Standards Fund 




15,765

Contribution to rebuild of entry hall 


(To be completed during summer term 07) 
30,000
Total specific allowable reserves




45,765

General Reserve








42,182

General reserve is within limit so no deduction would be required.

