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BUDGET MANGEMENT WITHIN SCHOOLS
BRIEF Summary OF REPORT

1. This report starts by giving an overview of schools funding issues. Schools are facing real terms reduction in their budgets in 2011/12 which, although not as great as the pressures facing the rest of the authority, put greater pressure on schools than they have faced for many years. In addition the number of schools either with, or forecasting, a deficit has risen.
2. The report goes on to look at the role of governors and the general arrangements for managing finance within schools as well as what the authority offers to support this.

3. Finally the report looks at the authority’s approach to intervening in schools with financial problems, and how a risk based and tiered approach has been developed to ensure that schools at risk are identified earlier, and that the tools to intervene successfully and effectively are available.
Action Recommended
	4. To review the arrangements for budget management within schools.



reason for recommendation

5. Schools in Suffolk are responsible for spend of over £400 million of public money. Each school’s governing body is responsible for the setting and management of their budget, achieving good value for money from this resource and maintaining high standards of probity and financial management. However, the authority also has a role in supporting schools, monitoring their financial standing and intervening when problems arise. This area is therefore an important one for the Audit Committee to review and was identified as a priority for the work of the committee at their meeting on 30 September 2010.
Alternative Options
6. This report describes the situation as it currently stands and no alternative options are presented. 

MAIn BoDY OF rEPORT

An Overview of Schools Funding 
7. Schools are funded from a ring-fenced grant, the Dedicated Schools Grant (DSG), which will be £440 million in 2011/12, making it the largest single source of funding to the council, bigger than council tax or formula grant. 

8. The key decisions on schools funding (such as any changes to the funding formula which sets the budget for each school) are made by the Schools’ Forum. This is a committee made up principally of head teachers and governors with statutory decision making powers on these matters. Up to 2005 the Schools’ Forum was advisory only, with the final decision making power resting with the Secretary of State. This was then devolved to the Schools’ Forum.

9. The Schools’ Forum also has a role in determining the spilt of the DSG between that portion delegated to schools (around 90%) and that retained for central spend (around 10%). The centrally retained portion funds payments to private, voluntary and independent nurseries, behaviour support, out of county placements for children with complex needs and other school support costs.

10. The Schools’ Forum had to make some difficult decisions in agreeing 2011/12 school budgets. The overall level of DSG was frozen at £4,676 per pupil, and falling pupil numbers meant that there was an overall cash reduction to Suffolk. On top of this there were a number of pressures on the DSG budget that needed to be funded. These included -
a) Transitional costs of the Schools Organisational Review to support middle schools scheduled for closure.

b) Increasing pressures on the centrally retained DSG, in particular out of county placements. 
c) An increase in schools’ redundancy costs as schools facing financial pressures respond to the need to balance their budgets by reducing staffing levels.
d) The cost of inflation, which will need to be met from schools budgets.   This includes increments payable to staff on teachers pay and conditions, increased fuel prices, and other non-pay costs.

11. The resulting budget settlement saw schools’ funding per pupil fall by an average of 0.66%, although the actual impact on each school will depend on changes in pupil numbers. In addition there is a new funding stream for pupils from low income families, the Pupil Premium, which will provide £430 per year for these pupils.
Financial Management and the Role of Governors
12. Each school’s governing body is accountable for the financial management and value for money of its delegated budget. In day-to-day terms the budget is usually managed by the head teacher - often with the support of a school bursar or business manager. Many governing bodies have formed finance committees to oversee the budget and consider all financial issues.

13. The Scheme for the Local Management of Schools (LMS Scheme) requires schools to manage within their delegated budget and any overspend has to be recovered within three years, although in exceptional circumstances this can be extended to five. A school in this position would be required to draw up a recovery plan and have this approved by the Assistant Director Strategic Finance, through a Licensed Deficit Agreement.
14. A licensed deficit is a formal recovery plan agreed between the authority (signed off by the Assistant Director strategic Finance) and the school governing body. This will only be approved when the authority is happy that the plans are realistic and robust. The school is required to prepare detailed three year projections of pupil numbers and income and expenditure, and governors are required to ensure that the school complies with this and delivers on the planned savings.
15. The standard of financial management within schools, as measured by compliance with the Financial Management Standard in Schools,(FMSiS) is good. Although FMSiS is no longer mandatory many schools have continued with this externally validated check on financial management in order to provide assurance to their governing bodies that all is well. During the time that it was compulsory, only ten schools out of 360 failed to meet the FMSiS standard, and five of them passed within a year.
16. There are, however, an increasing number of schools with deficits or forecasting a deficit within their three year plans. Latest projections as they stand in February 2011 show 18 schools predicting a deficit at the end of the 2010/11 financial year with a total value of £4.7 million. This is projected to rise to 26 schools by the end of 2011/12, although the total deficit is expected to reduce to £3.3 million. By the end of the 2012/13 predictions are for 43 schools having deficits, with a total of £3.7 million.
17. Many of these schools will be able to take corrective action and not every school forecasting a deficit will actually end up with one. However these are the schools own predictions and will have been signed off by the governing body so the position is a risk area for the authority, and has been recognised as such by the CYP Management Team and by the Audit Committee.
Role of the Local Authority

18. The authority has an overall role in ensuring good financial management and value for money in schools, and intervening where required. There are two teams within CSD who provide this support in addition to the Governor Services Team within the local authority.
19. The Schools Monitoring Team is a small team of 5.8 FTE. It is fully funded by the authority to undertake its statutory role of reviewing schools’ financial plans, working with those at deficit or at risk of deficit and monitoring the implementation of financial plans. It also undertakes the statutory reconciliation of schools’ accounting records to the local authority’s records and close down the accounts of schools that are closing to convert to academies or for any other reason.
20. The Enhanced Finance Team is a service that schools can purchase from their delegated budgets. Schools can choose various packages from ad hoc days, a basic package of three visits a year, up to a full school bursar service. The team has grown considerably over the last four years as it has developed new products and services, including a Financial Management Standard in Schools (FMSiS) accreditation service. The team consists of 25 (predominantly part-time) people delivering up to 70 days on-site support per  week to schools during term time The team is now looking at developing a service for academies who will operate under a different financial framework independent of the Local Authority.
21. Governor Services offers a variety of finance specific training for governors throughout the year,  including:
1. How Do I Start? – Introductory Course to Finance

2. Finance Budget Briefing

3. Finance Budget Monitoring

22. Governing bodies are reminded of their budget responsibilities via termly briefings with Chairs of Governors and Head Teachers, Governor Papers, suggested termly agendas (by local authority clerks) and as part of the series of training given to new governors.

23. Additionally Governor Services monitor the finance training undertaken currently with specific focus on those schools in deficit and this will also help to inform the scope and content of the training being given in the future.
24.  The authority’s intervention process is based on two pillars -
· Firstly it is risked based, with schools being objectively assessed against a risk management framework to determine which schools are subject to intervention; and
· Secondly it is tiered, with a progressive level of intervention depending on the level of risk the school presents.

25. The authority will not write off a schools deficit either in full or in part. However if a school closes with a deficit, for example a middle school closing under the School Organisation Review, then that deficit will need to funded. This will be done by using the centrally retained portion of the DSG.

26. The key to managing schools with significant financial weaknesses is the identification of schools at risk. A new risk based approach was introduced during the 2009/10 financial year. This is based on ten risk factors. Each school is reviewed each term and awarded a ‘point’ for each risk factor that applies to the school. The risk factors are applied to the school’s own financial plans for the three year planning period. This generates a score of between 0 and 8 with the higher score denoting the greatest risk, Although there are ten risk factors it is not possible for a schools to score a ‘point’ for all of them so the maximum possible score is eight. The risk factors are set out in the box below -
	School has required cash flow advance

School has failed FMSIS assessment

Schools received a warning letter in the previous financial year

School predicating an in year deficit, without a licensed deficit agreement

School predicating a deficit in the following financial year, without a licensed deficit agreement

School predicting a deficit in the third year of the planning cycle financial year, without a licensed deficit agreement

School is forecasting deficit greater than 5% of its budget (or £20,000 for small school) in any of the three years

School is scheduled for closure under School Organisation Review

Schools has a high level of balances, in excess of the local scheme to cap schools reserves

Schools with a licensed deficit agreement in place.


27. At the last termly review for the 2010 Autumn term the number of schools in each category is as follows -
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35. This shows that most schools are low risk, but at the time of this risk rating 19 were of significant concern having four or more risk factors.  The formal termly review for the spring term has not been undertaken but we believe that this number has fallen and there are now 13 schools scoring four or more on this risk scoring.
36. This risk-based analysis is used by the CYP directorate management team to direct the work of the monitoring team and to determine which tier of intervention is applied to each school at risk.
37. The first stage of the tiered process will be working with the Schools Monitoring Team to avoid a projected deficit or agree a deficit recovery plan in the form of a licensed deficit. The Schools Monitoring Team has limited capacity and so has to work with the schools where there is the potential for them to make the most impact. Their work will involve providing support and challenge to the school leadership and governors, and providing technical advice and suggestions for savings where appropriate. It is however not the job of the Schools Monitoring Team to draw up the recovery plan, this must be done by the schools themselves, and the plan must be approved by the school’s governing body, who are accountable for the finances of the schools.
38. A formal warning is usually issued to a school once its deficit exceeds 5% or budget, although the CYP directorate management team can issue a warning in other circumstances. This is issued to the governing body and sets out the local authority’s expectations that they take action to balance the budget.  The formal warning would usually be issued on a ‘no surprises’ basis, as in most cases the monitoring team will already have been working with the school. 
39. Should this not result in any improvement or should the problem be more serious the authority can issue a Notice of Financial Concern (NOFC). This is issued to the governing body and will set out a list of requirements. These could include enhanced monitoring or a requirement for the school to purchase increased financial support and will always include controls over staff recruitment to ensure that staffing cost are managed carefully. So far only five schools have been issued with a NOFC.
40. In some circumstances where schools are continuing to manage a deficit with no clear recovery plan, and this is likely to affect the learning of the children in the school, a Strategic Accountability Group is established.  This group meets regularly and includes the head teacher and chair of governors, officers involved in the Learning & Improvement Service, Finance and Human Resources to identify actions needed to remove the deficit.   

41. The final step would be for the local authority to remove the delegation (accountability) of the budget from the governing body as a prelude to the authority applying for the governing body to be replaced by an Interim Executive Board (IEB). This is, in fact, a statutory intervention measure that the Local Authority can take but ultimately leads to the Secretary of State being involved. So far this has only been done when financial weaknesses have been present alongside significant failure in attainment and weaknesses with leadership or governance. 
The Effectiveness of this Approach

42. It is difficult to identify if this risk-based and tiered approach is working, as the financial position of a school is influenced by so many factors outside the control of the local authority. For example even the most well run schools with strong financial support may struggle if faced with falling pupil numbers, a difficult financial settlement and an experienced and high cost teaching staff.  Indeed the very fact that school governing bodies are responsible for the school finances means that the Local Authority can never guarantee that all schools will be well run and have a sound financial position.

43. However there is some evidence that the interventions set out here are working. An internal review in December 2010 looked at schools then covered by a formal warning or a Notice of Financial Concern.
44. Of the four schools that were then covered by a Notice of Financial Concern the results were as follows -
	
	Autumn 09 Forecast
	Autumn 10 Forecast

	School One
	Closes August 2011 with deficit of £350k
	Closes August 2011 with deficit of £290k. NOFC to remain in place

	School Two
	Current deficit estimated at in excess of £200k, no recovery plan in place
	Recovery plan drawn up, but not yet agreed as licensed deficit, NOFC to remain in place

	School Three
	Closes august 2012 with deficit of £325 k
	Closes August 2012 with deficit of £225 k. NOFC to remain in place

	School Four
	Deficit of £570k by end of 2011-12
	Deficit of £215k by end of 2011/12, recovery plan and licensed deficit approved. NOFC to remain in place.


45. Whilst all schools still have a Notice of Financial Concern the forecast position of three of the four has improved, and one now has a recovery plan, although this had not yet been signed off by the authority.

46. At the same time eleven schools were identified where a warning had been issued in the spring of 2010, but were now in a position where this could be formally removed even though, in some, a degree of ‘arms length’ monitoring was required. Five schools were identified where a warning had been issued in the spring term and this needed to be kept in place, and one where a warning had been issued but the position had deteriorated to the extent that a Notice of Financial concern would be issued.

47. This is clearly not conclusive, and some schools had failed to make any improvements despite the work that had been done.  However, it did show that in many cases schools were responding positively to the challenges and were improving their financial standing as a result of the local authority intervention.

Further Developments of the Local Authority Response.
48. Whilst the most recent figures suggest that the risk based and tiered approach to intervention is working, as schools subject to intervention are reducing or at least stabilising their deficits, it will be tested as schools funding starts to reduce over the next three years. This section of the report sets out a number of new interventions that are planned and will be rolled out to schools during 2011/12.
49. The first stage has been to create an intervention fund of £1.3 million within the Dedicated Schools Grant to support targeted intervention in schools with attainment, finance or governance problems. These are often the same group of schools, and this fund will allow for flexible and targeted intervention in the spirit of the White Paper “The Importance of Teaching”. The intervention fund will meet the costs of compulsory training for governors and of the School Support Accountant. 
50. We will introduce compulsory training for the governing bodies of schools at risk. Whilst take up of governor training is generally good it is not compulsory and there is a concern that the governing bodies of some schools are not aware of their roles or of the actions they should be undertaking.  This training is being developed and will focus on clarifying the accountability of governors for financial management, helping them find solutions, and equipping them to challenge school management where necessary. Governors may be directed to attend this training as part of a warning letter or Notice of Financial Concern.
51. We will introduce a new role of School Support Accountant, often known as a ‘Flying Bursar’. This will be a senior finance officer, usually at single status grade 7 or similar, who will work intensively with the school’s head teacher, management team and governors to help them develop a plan. This role will be at a more senior level than the support offered by the Enhanced Finance Team, and we would require schools to include this person as part of their management team. The role also differs from the Schools Monitoring Team as they would actively focus on developing the schools recovery plan, and be part of the schools management team. The Schools Monitoring Team will continue to work with schools with a Schools Support Accountant, provide the same level of challenge and have the same role in signing off licensed deficits.
52. This is not a service that schools can choose to buy in, but it will be suggested by the authority where it would be of value, or could be directed as part of a Notice of Financial Concern. The school would fund half of the cost with the other half would coming from the intervention fund. 

53. We are also looking at a replacement of FMSiS to provide assurance to governing bodies, and to the authority, that financial management is of a good standard. The Department for Education is developing a simpler alternative and we have volunteered to be part of this process. Until this is available the Section 151 officer has written to all head teachers and governing bodies reminding them of the need to have suitable assurance in place and suggesting ways they can do this.

54. Finally the local authority is looking at a new approach to financial planning for schools to help them manage in times of greater uncertainty and lower level of funding. A first draft of this planning model is being trialled with a small number of schools and it will be rolled out in time for the 2011/12 budget round. This model will require a detailed budget for year one of the three year planning period, 2011/12 but not for the following two years. In these years schools will be asked to produce less detailed plans but look at a number of scenarios, for example their funding per pupil being reduced, or pupil numbers falling. The aim is to encourage better discussion and debate at governing bodies and for thought to be given to how the school could flex its spend to react to reduced income and what strategies may be available to maintain the schools financial standing.  
	Sources of Further Information.
Handbook of Training and development for Suffolk Governors

 http://www.suffolk.gov.uk/NR/rdonlyres/36E24DD4-92C4-4573-83D4-291FF6D883D5/0/7591SGH2010consolidated.pdf 

Schools Forum Paper on Schools Support Accountant

https://www.schoolsurf.suffolkcc.gov.uk/docs/unrestricted/Consultative_Groups/Schools_Forum/2010-09-22_Meeting_Papers/2010-09-22%20-%20Paper%20F%20-%20support%20to%20schools%20ar%20risk%20of%20financial%20failure%20-%20school%20support%20accountant.pdf
Advice to Schools on Good Financial Management after FMSIS Made Non-mandatory.
https://www.schoolsurf.suffolkcc.gov.uk/docs/unrestricted/LMS/Correspondence/2011_LMS_Documents/2011-01-05%20LMS%20Doc%202011-01.pdf
Schools Forum Paper on New Approach to Financial Planning

https://www.schoolsurf.suffolkcc.gov.uk/docs/unrestricted/Consultative_Groups/Schools_Forum/2011-01-25_Meeting_Papers/2011-01-25%20Paper%20C%20Medium%20Term%20Planning.pdf
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