REPORT TITLE: SCHOOL BALANCES AND CLAWBACK POSITION 2008-09; AMENDMENTS TO THE BALANCE CONTROL MECHANISM SCHEME
Report by Rob Baxter, Finance Manager – Schools, Schools, Children and Families Directorate

Contact details rob.baxter@essex.gov.uk  01245 436224 (int 30224)

1. Purpose of Report

1.1    This report shows the school balances position as at the end of March 2009 and includes comparisons to the latest benchmarking data available.  The report also shows the latest position on the clawback of balances under the Balance Control Mechanism Scheme.  
2. Recommendations 

2.1      The report is for information.
3. Relevance to Strategic Plans 
3.1      Schools balances result from the spending decisions of school Governing Bodies. School budgets will meet the school’s priorities which will line up against the priorities of the Every Child Matters agenda.

3.2
The report needs to be viewed against a background of concern about the quality of closure of accounts returns from schools. Both internal and external audit have drawn attention to the inconsistencies of schools in the way they apportion costs between revenue and capital. Further there is evidence that there is a lack of depth of understanding around what is required of schools in accruing for costs and income despite detailed advice in year end closure Guidance Notes.

4. Finance Implications

4.1     Should the national level of school balances continue to increase, as they are in Essex, the DCSF may be minded to reintroduce the levy on all surplus school balances, originally proposed to be 5% on schools balances as at 31st March 2007.
4.2     With regard to the school balances position locally as at March 2009, any funds clawed back will be subject to redistribution (by a method to be determined by Schools Forum dependant on the size of the clawback) and therefore there is no overall financial implication for the Dedicated Schools Grant (DSG); there will, however, be a financial implication for individual schools’ budgets.
5. Other Resource Implications
5.1      Accumulated school balances enable schools to deliver against future strategic decisions; supporting staffing levels, capital investment and other spending which could not otherwise be met from the annual delegated budget.

6.  2008-2009 School Balances

6.1  The level of balances in schools at the end of 2008-09 has increased to £54.5m net; an increase of £2.1m or 4.1%.  

6.2  The overall level of school balances are neither reducing nor stabilising despite the enactment of the Balance Control Mechanism on balances held as at March 2009. Anecdotally this increase in balances seems to go against the trend in other authorities in this region where balances are decreasing, some markedly so.

6.3 Overall the total rate of increase in school net balances has slowed this year: 

2005-06 
4.3%

2006-07       10.2%

2007-08 
6.2%

2008-09         4.1%
6.4 The total balances on a sector basis are as follows:

	 
	2005-06 £’000
	2006-07 £’000
	2007-08 £’000
	2008-09 £’000

	Primary
	  28,847 
	  29,845 
	  32,575 
	 31,167 

	Secondary
	  13,217 
	  16,639 
	  17,058 
	 20,936 

	Special
	    2,694 
	    2,832 
	    2,735 
	   2,392 

	Total
	          44,758 
	          49,316 
	          52,368 
	          54,495 


6.5  When comparing 2007-08 balances to 2008-09 balances across the phases it highlights that there is a reduction in balances of primary and special schools and an increase in the secondary phase. 
	
	Primary
	Secondary
	Special

	% change 2007-08 to 2008-09
	-4%
	23%
	-13%


6.6 Further, in comparing the overall level of balances as a percentage of total delegated funding, the rate of increase in secondary phase has increased whereas in primary and special schools the percentage has decreased. 
	Balances expressed as a % of delegated budget*

	
	2005-06
	2006-07
	2007-08
	2008-09

	Primary
	8.05%
	8.09%
	9.08%
	7.71%

	Secondary
	3.48%
	4.13%
	4.14%
	4.79%

	Special 
	9.58%
	9.70%
	9.69%
	7.27%


*Defined as: Section 52 budget share, Standards Funds, SSG etc and the accumulated school balances carried forward. 

6.7 A graphic presentation of balances is shown below: 
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6.8 Appendix A includes a list of the individual school balances, together with the schools’ proposed use of the balances under the Balance Control Mechanism Scheme.
National Data 

 6.9 At present, National Benchmarking data is only available for 1999-00 to 2007-08, whereas this report has focussed on Essex balances for 2008-09.  The benchmarking data can be accessed from the following link: http://www.dcsf.gov.uk/localauthorities/section52/subPage.cfm?action=section52.default&ID=84
6.10 The table below details headline indicators which show in all cases that Essex schools balances are higher than the national and eastern region average balances: 

	2007-08
	Essex
	National 
	Eastern Region

	Average revenue balance per school
	£90,341
	£86,036
	£74,028

	Total revenue balance as a % of total revenue income
	6.0%
	5.8%
	5.4%

	% of schools with balances exceeding 5%/8% of total income
	49.0%
	38.3%
	35.7%


6.11 Reviewing the information by phase shows that primary and special schools are above the national and eastern region average values, as are secondary schools with the exception of % of schools with balances exceeding 5% of total income, which is slightly below the national position, but significantly above the regional position: 

	2007-08
	Essex
	National 
	Eastern Region

	PRIMARY
	
	
	

	Average revenue balance per school
	£67,613
	£61,346
	£51,818

	Total revenue balance as a % of total revenue income
	8.3%
	7.0%
	6.9%

	% of schools with balances exceeding 5% of total income

	51.3%
	37.6%
	36.1%

	SECONDARY
	Essex
	National 
	Eastern Region

	Average revenue balance per school
	£214,101
	£204,616
	£171,718

	Total revenue balance as a % of total revenue income
	3.8%
	4.2%
	3.9%

	% of schools with balances exceeding 5% of total income
	36.3%
	37.0%
	30.8%

	SPECIAL
	
	
	

	Average revenue balance per school
	£143,935
	£120,789
	£119,146

	Total revenue balance as a % of total revenue income
	9.1%
	7.3%
	7.4%

	% of schools with balances exceeding 8% of total income
	52.6%
	40.5%
	35.6%


6.12 The position for 2008-09 is expected to show a further increase above national and regional averages as the Essex balances continue to rise compared to stabilising or falling balances elsewhere.

6.13 These statistics add to the impetus for the LA to challenge schools to spend their accumulated balances.

7. Challenging School Balances

7.1 At the end of 2007-08, the School Finance Monitoring Team challenged those schools with high balances both by letter and during visits.  All schools that would have experienced a clawback, had the Balance Control Mechanism been in place for the last two financial years, have been challenged to reduce their balances. There is a clawback calculator on the Essex Schools Infolink (ESI) which is available to all schools to enable early indications of potential clawback to be determined; this then allows time for schools to take the appropriate action to reduce balances before the year end.
7.2  At the end of 2006-07, 2007-08 and 2008-09, all schools with surplus balances were required to submit a Brought Forward Balance Budget Return (BFBBR) explaining how they plan to use these.  This form also requires schools to set out the details of plans for capital projects together with an expected implementation date.  The form includes the signature of Chairs of Governors to certify the statement and to allow inspection of school records which evidence the use of balances by the Schools Finance Monitoring Team.
The Balance Control Mechanism allows schools to hold balances of a lump sum of £30,000 plus 5% (secondary)/8% (primary and special schools) of their delegated funding and School Standards Grant.  

Standards Funds, transferred orders, cluster balances and revenue contributions to capital projects are excepted items from this calculation. 

7.3 At the end of 2008-09, following a review of the use of balances, the following challenges were made:

7.3.1 All schools declaring revenue contributions to capital projects in excess of £70,000 (22 schools) were asked to produce evidence to prove the existence of the projects.  This was forthcoming from all schools and the evidence of projects was robust in all cases.  What proved difficult to assess was the value of contributions made or to be made within the evidence.  

7.3.2  All primary and special schools with transferred orders valued over £20,000 and secondary schools with orders over £50,000 were asked to produce a listing of such orders.  All schools produced this from their software, some with manually edited versions, to prove the value.  However, it quickly became apparent that the report listed many transactions which were not transferred orders.  

7.3.3 Transferred orders refers to those goods and services ordered in the year, which due to supply or delivery issues were not provided by the end of March.  These would normally be the occasional, more specialist items.  The system report of transferred orders does not separate capital and revenue items, nor does it show the remaining part of an order but includes the full order value.  It also includes recurring orders which cross a financial year and would be expected to be settled on a month by month basis.

7.3.4 In some cases, there was confusion between creditors and transferred orders with apparent examples of certain transactions being included in both listings provided to the LA.

7.3.5 Overall, the number of “true” transferred orders included in schools’ use of balances submission was very few.
8.   Clawback

   8.1 Applying the use of balances by schools to the Balance Control Mechanism Scheme showed that there was approximately £833k of funds to be clawed back from 35 schools. Schools were informed of their clawback position before the end of the summer term.  Appeals to the clawback, as agreed by the Schools Forum, are only allowable in exceptional cases where a school has documented proof of previous LA agreement for retaining balances for a specific reason.  Any schools who wished to appeal needed to do so by the end of September. Two schools chose to appeal the effects of the BCM and the outcomes of the appeals were being considered at 20 November 2009. 
8.2 The response to the letter informing schools of their clawback position was very mixed. Several schools contacted the LA to say that they had completed the Brought Forward Balance Budget Return incorrectly, in terms of both use and amounts of funds.  Where amendments (increases) were made to the amounts under Revenue Contributions to Capital Projects, evidence was requested, which was provided, though much evidence indicated that the project existed but didn’t necessarily include the amount of revenue contribution. There has been much discussion on these issues, with a considerable administrative burden for both the LA and schools.
8.3 The current situation is shown at Appendix B with the clawback potential now reduced to some £363k.  Within this amount, two schools have been advised that they have significantly large clawback potential (above £100k) and there has been correspondence between these two schools and Schools Finance Monitoring Team.  Officers have not felt it appropriate to accept the issues put forward for a negation of such clawback and have advised that the cases should be put to the Schools Forum Clawback Appeals Panel.  The Appeals Panel will meet in November.
9. Proposals to amend the Balance Control Mechanism Scheme.

9.1 From the information throughout this report, it can be seen that, despite the introduction of the Balance Control Mechanism and the information sent to schools over the past two years regarding its introduction, school balances continue to rise. The BCM is built into the Essex Scheme for Financing Schools which sets out the financial relationship between the LA and its schools. It is for the LA to determine the scope of the BCM in consultation with the Schools Forum. The building up of large balances goes against the LA and DCSF ethos of schools spending the school budgets on those pupils present at the school in that year.

9.2 It would appear that Essex has a very complex clawback calculation in place.  There are a large number of excepted expenditure provisions, together with a higher than average lump sum (£30,000) and a percentage allowance in respect of School Standards Grant, in addition to the DCSF recommended percentage retentions.  The Essex Scheme is following a similar path to those of other LAs, but is one year behind as a result of the views of the Schools Forum.  Other authorities have faced up to the practical difficulties of defining exceptions from claw back by rationalising those exceptions, making them much more stark. Suffolk, for example, has no references to commitments or Standards Funds and contributions to capital projects are strictly limited.  In Essex, the complexity of the calculation appears to allow nearly all schools to place its use of balances in one category of exception or another, leading to an ineffectual clawback process. In addition we have supplied schools with a tool to monitor anticipated accumulated balances throughout the year. 

9.3 In view of the above and the large amount of resources used in administrative time by both schools and the LA to achieve apparently very little, proposals to amend the Balance Control Mechanism Scheme have been presented to the Schools Forum.  In a sense, the Scheme which has operated for 2008-09 has made schools much more aware of the DCSF focus of spending revenue resources for revenue purposes on the children in the school today. This awareness raising will support a tightening of the Scheme this year and next. A significant amount of time and effort has been put into reflecting on the application of the BCM. The opportunities to affect school balances are limitless. It is entirely possible for schools to manipulate debtors and creditors at the year end and these fraudulent approaches are difficult to overcome without significant scrutiny of school balance sheets. However, by making the BCM much more straightforward and less reliant on evidence gathering, then the time taken to “audit” appeals will reduce significantly.

9.4 At the end of 2009-2010, Transferred Orders and Revenue Contributions to Capital Projects are proposed to not be excepted items and can be met from the balances retained by schools within the percentage and lump sum limits.   Whilst we have received robust evidence of the existence and progress of the capital projects described, no financing plan was requested. This has enabled schools to increase revenue contributions where they have been faced up to claw back. This situation will end. For 2009-10 we will allow schools to except capital contributions so long as the Project has been logged with the LA before 31 December 2009 and the financing implications of the Project are clearly stated. Increased revenue contributions at the year end will not be permitted; however, a situation with schools indicating that capital costs have increased, the project has changed or unforeseen circumstances have occurred may arise, requiring referral to the appeals panel. The lump sum increase acknowledges the removal of these excepted items. Any revenue contributions from 2008-2009 for future year projects may be considered under the appeals process.
9.5 The reducing nature of the allowable balance should encourage increasing spend to be phased in by schools.  
9.6 The Schools Forum has agreed to the removal of Transferred Orders and Revenue Contributions to Capital Projects (unless in exceptional circumstances) for 2009-2010, and has asked for a report to consider further amendments to be presented to the December Schools Forum meeting.  
9.7 The amendments to the Scheme for Financing Schools, which incorporates the Balance Control Mechanism Scheme, will now be undertaken and submitted to the DCSF.
10. Consultation with Stakeholders
10.1   The report has been submitted through the Schools Forum.

11. Background/Supporting Papers
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