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 INTRODUCTION

This document asks for schools’ views on a series of suggested principles and a process which may be used to clawback excessive unspent balances from schools.

As indicated in the Formula Consultation Document published in Autumn 2005, the Hertfordshire Schools Forum has asked the Authority to explore the potential to introduce mechanisms which would encourage a reduction in school balances. This is in the context of a continued increase in school balances (by £6m to £41m at the end of 2004/05) and an analysis published by the Audit Commission which revealed that Hertfordshire schools have higher balances than the national average, balances which are growing faster the national average, and that Hertfordshire has fewer schools in deficit than the national average.

The potential introduction of a clawback mechanism represents a major change to the Scheme for Financing Schools in Hertfordshire, therefore we are undertaking two stages of consultation. This short informal consultation will close at the end of the Summer term 2006, and the feedback received from schools and other partners will be used in forming final proposals. The final proposals will be published in the annual formula consultation which takes place during the Autumn term.

These suggested principles have been drawn up in the course of several discussions with the Hertfordshire Schools Forum, and we are grateful to them for their views and comments.

Although we ask a number of specific questions in this document, and it will be helpful to receive answers to those questions, we are interested in colleagues’ views on all aspects of a clawback process, so if we have missed a relevant question please do not hesitate to let us know your answer.

Copies of this document are being sent to all maintained schools in Hertfordshire.  Trade Unions and Professional Associations are also receiving copies.  For further copies please e-mail csf.sfu@hertscc.gov.uk .

It is important to note that the proposals are still at a formative stage, and we will do our best to take every respondent’s views into account in the final proposals. We welcome and seek the views of all schools within this consultative process.  Even if you have a strong view on only one point, we want to hear that view – the response form has been constructed so that you can select which issues you want to comment on. 


You are invited to comment on these proposals by completing the enclosed form and returning it to the School Funding Unit.  Responses should be received by Monday 31st July, shortly after the end of term.


School Funding Unit



County Hall


Fax:
01992 555699


Hertford   SG13 8DF

Email:
csf.sfu@hertscc.gov.uk
If you have any queries about the proposals please contact Jonathan Burberry on 01992 555943 or Simon Pickard on 01992 555736.

 MAXIMUM LIMIT FOR SCHOOL BALANCES

The introduction of Local Management for Schools (LMS) introduced a concept that schools would receive funding to be used as they determined in order to best deliver education and associated services for their pupils. LMS funding does not necessarily have to be spent in the year in which it is delegated to schools, and any unspent balance is automatically carried forward to be available to spend in the following year. Similarly any deficit is also carried forward.

As would be expected, different schools have established a wide variety of practice in their financial management; some plan to use all the available funding in year, many plan to carry contingency funds forward at each financial year end, and some carry forward balances for specific purposes and projects.

In addition to the differing financial planning arrangements, schools are also subject to unplanned changes and outside influences which affect the final financial outturn. These affect different schools to different degrees.

Consequent upon these factors, after some 15 years of LMS, schools have accumulated a wide range of different balances. In Hertfordshire the accumulated balances range from small deficits to very substantial surpluses.

Where schools have built up substantial surplus balances, outside observers may suggest that the funds provided to the schools are greater than is needed in order to deliver effective education for the current pupils. Alternatively the view might be expressed that the school is failing to spend sufficiently for the benefit of pupils currently on roll. Whichever way the concern is expressed, the underlying conclusion being drawn is that funds have not been or are not being used for the education of the pupils for whom the funds were provided.

At 31 March 2005, Hertfordshire schools’ revenue balances totalled slightly more than £41million which represented 8.25% of total school budget shares. This is higher than the average for English Counties, higher than the average for statistical neighbour Authorities, higher than the All England average and was in fact one of the highest levels of balance in England
. 

The Hertfordshire Scheme for Financing Schools has been modified in recent years to require that all schools holding a balance in excess of 15% of their budget share, or £300,000, must provide to the Authority a three year financial plan showing their intentions for the use of this funding.

Initial analysis indicates that there has been a modest decline in school’s revenue balances during 2005-06, however this has tended to be amongst the schools with the average to lower levels of balance. The highest levels of balances have tended to remain approximately the same during 2005-06.

This has given rise to discussion with the Schools Forum at which Forum members have endorsed the view that a stronger sanction may be necessary in extreme cases. The Schools Forum has requested that the Authority investigates the introduction of a clawback mechanism to encourage schools with higher balances to make plans to use those balances for the benefit of pupils.

A recent DfES consultation which closed at the end of June proposed that they should direct a change to all Authorities’ Schemes for Financing Schools such that there is a national limit on the size of school balances, and any amounts in excess of that balance will be clawed back from schools. Hertfordshire County Council has responded welcoming the national introduction of clawback mechanisms, but proposing that there should be local flexibility in the structure of the schemes and in their implementation.

The DfES proposed that changes to the Scheme for Financing Schools would come into effect from the financial year end 2006-07, and would give rise to clawbacks from budget shares in 2007-08.

A number of Local Authorities have already introduced clawback arrangements into their schemes. We have analysed a number of schemes which have been put into place by statistical neighbour Authorities, and there is a consistent pattern that the agreed schemes identify a level of balance which is considered to be the normal maximum, and then allow some discretionary elements or exceptional items for which schools may carry balances temporarily. Balances which exceed the normal maximum level plus any agreed exceptional items are identified as excessive balances and are therefore liable to be clawed back.

NORMAL MAXIMUM LEVEL

The DfES have recommended for some years that school balances should not exceed 8% of school budget share in primary and special schools, and 5% of school budget share in secondary schools. The DfES’ current consultation includes a proposal to make these limits a mandatory aspect of every Local Authority’s scheme.

Some of those Authorities which have introduced a clawback mechanism into their Scheme for Financing Schools have specified fairly complex systems which allow a wider variety of items in the calculation than other Authorities. For example Norfolk has specified a normal maximum level of 1%, plus a further £450 per pupil if the school does not buy back into the Council repairs and maintenance scheme, plus a further 1% if the school does not buy into the Council sickness insurance scheme. 

It is the view of Hertfordshire County Council and the Hertfordshire Schools Forum that the calculation should be as simple as possible consistent with achieving an equitable result. The DfES have not set out a policy position on this point, but their proposal to use a fixed percentage in each phase is certainly simple. However the DfES also approved the Norfolk calculation before it was implemented into the Norfolk scheme.
Hertfordshire County Council recently consulted with the Schools Forum on a proposal to use a threshold of £20,000 plus 5% of the school budget share plus 5% of the School Standards Grant, which the Forum endorsed for consultation with schools in the autumn term. A similar calculation has previously been approved by the DfES in the Suffolk scheme. This structure appears to make more appropriate allowance for the various sizes and circumstances of schools.
	Question 1
	Do you agree with the DfES proposal that the normal maximum level of a school’s balance should be limited to 5% (in secondary schools) or 8% (in primary / special schools)?


	Question 2
	Do you agree with Hertfordshire County Council’s view that the normal maximum level of a school’s balance should be limited to 5% of the school budget share plus 5% of the School Standards Grant plus £20,000 in all schools?


	Question 3
	If you answered “NO” to both question 1 and question 2, please indicate what calculation you would recommend in order to identify the normal maximum level for a school’s balance.


	Question 4
	Do you have any other comments or suggestions about the way in which the normal maximum balance could be determined?


EXCEPTIONAL ITEMS

The draft clawback mechanism discussed between Hertfordshire County Council and the Schools Forum includes a number of exceptional items which would enable schools, in defined circumstances, to carry balances greater than the normal maximum level set out above. 

Prior Year Commitments

The first exceptional item allows schools to identify “… any amounts for which the school has a prior year commitment not included in the previous year’s accounts.” The chief effect of this is to ensure that any errors or omissions in the accounts can be corrected before balances are considered for claw back from the school. 
Most Authorities which have implemented clawback arrangements have not included such a provision in their schemes, however the DfES have included it in their proposed clawback mechanism.
	Question 5
	Do you agree that it is appropriate to allow errors in the previous years accounts to be corrected before the application of clawback arrangement?


Standards Funds
The second exceptional item in the draft clawback mechanism allows schools to identify “…any unspent Standards Fund grant declared by the governors for the previous financial year.” Standards Funds grants must be spent by the end of the academic year rather than the end of the financial year, therefore it is possible that part of the Standards Funds allocation would not be spent at the financial year end. 
Most Authorities which have implemented clawback arrangements have not included such a provision in their schemes, however the DfES have included it in their proposed clawback mechanism. 

There is a practical difficulty in identifying unspent Standards Fund Grants, as the requirement for schools to keep such records was dropped some years ago. Collecting such information would be an extra task for schools and the Authority, and could potentially lead to significant inconsistencies between schools.
	Question 6
	Do you agree that it is appropriate to allow schools to declare an amount of unspent Standards Funds grants as unspent at 31 March each year, and therefore exclude such balances from clawback arrangements?


An alternative approach to the inclusion of unspent Standards Funds might be to include an allowance in the calculation of the normal maximum balance, for example 5% of the School Development Grant allocated at the start of the financial year. This would reduce administrative effort and provide an amount which could be calculated early in the year. However, it would not include an allowance for Standards Funds grants allocated toward the end of the year.
	Question 7
	Should the value of the School Development Grant be included in the calculation of the normal maximum balance?


A further alternative which would make allowance for Standards Funds allocations made towards the end of the year would be to include the value of allocations made in the last 3 months of each year as an automatic exceptional item. 

	Question 8
	Should Standards Funds allocations made in the last three months of the financial year be an automatic exceptional item in the calculation of balances liable to clawback?


	Question 9
	Do you have any other comments or suggestions about ways in which appropriate allowances for unspent Standards Funds can be made?


Other Exceptional Items
The DfES draft Scheme includes provisions which enable Authorities to agree a list of further exceptional items specific to each Local Authority. In Hertfordshire, following consultation with the Schools Forum, we are currently suggesting that exceptional items should be allowed for:

· any amounts which the governing body of the school has declared to be assigned for specific purposes, and which the Authority is satisfied are properly assigned. The purposes for which amounts may be assigned must be significant identifiable projects for the benefit of current and / or future pupils. For example, replacement of a small number of computers due to wear and tear would not normally be considered such a project, whereas replacement of a full ICT suite which was purchased as a unit could constitute such a project. Amounts must not be retained beyond the period stipulated for the purpose in question without the consent of the Authority.

· any amounts held to fund projects proposed by governors where the relevant funds held can be clearly shown to have been generated from the school’s own income generation activities.

· amounts which the Authority agrees may be held to avoid staff redundancies in respect of a temporary fall in roll. The Authority will require information showing why such protection cannot be provided from within the school’s normal maximum balance as calculated on the formula basis.
	Question 10
	Do you agree that schools should be able to accumulate larger balances than the normal maximum balance in order to be able to implement a major planned project?


	Question 11
	Do you agree that acceptable projects must be associated with benefits to current and/or future pupils?


	Question 12
	Do you agree that planned projects should be implemented within a stipulated time period, and the funds should not be carried forward indefinitely?


	Question 13
	Do you agree that schools should have greater freedom to carry forward balances which were generated from their own income generation activities than balances which arise from under-spends of the school budget share and other funding?


	Question 14
	Do you have any other comments or suggestions about items which might be considered as exceptional?


CLAWBACK OF EXCESS BALANCES

Where a school’s revenue balance, less agreed exceptional items, is greater than the normal maximum balance the excess would become liable to be clawed back. The DfES propose that all of the excessive balance at the previous year end must be deducted from the school’s budget share for the current financial year. 
	Question 15
	Do you agree that any excess balance should be deducted from the school’s budget share in one instalment?


Hertfordshire County Council and the Schools Forum have agreed that the purpose of implementing clawback arrangements is to ensure that all schools give consideration to using their resources for the benefit of pupils. In addition, it was agreed that deducting the entire excess balance in one amount would give rise to a risk that some schools may spend inappropriately in order to rapidly use a high balance. Therefore we are suggesting that the Schools Forum should have a role in deciding each year the percentage of any excess balances which will be clawed back from schools.

	Question 16
	Do you agree that only a percentage of any excess balance should be clawed back in any year?


Any amount clawed back from school balances must be used within the Schools Budget of the authority. One possible use would be to distribute any clawed back funds to all schools on a formulaic basis, however this would result in allocations being made to schools which had contributed a claw back. Even if schools which previously had an excess balance were excluded, a formulaic distribution might cause excess balances in schools which previously did not have an excess balance.
	Question 17
	Do you agree that a formulaic redistribution of any clawed back funds to schools would be inappropriate?


Hertfordshire County Council and the Schools Forum have discussed various options for the use of any clawed back funds. One suggested use which has been supported by the Schools Forum would be to apply the clawed back funds to undertake capital projects for schools which would not otherwise have been implemented. 
	Question 18
	Do you agree that implementing capital projects for schools would be an appropriate way to use any funds clawed back from excess balances?


	Question 19
	Do you have any other comments or suggestions about the ways in which any clawed back funds might be used?


	Question 20
	Do you have any other comments or suggestions about the introduction of a clawback mechanism or its features?


� Figures and analysis extracted from an Audit Commission review of school balances nationally.








