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WESTMINSTER CITY COUNCIL
SCHOOLS’ FORUM – 15 OCTOBER 2018
REPORT BY LEAD STRATEGIC FINANCE MANAGER – CHILDREN’S SERVICES
UPDATE ON DEDICATED SCHOOLS GRANT (DSG) BALANCE PROPOSALS AND SCHOOL BALANCES AS AT 31 MARCH 2018


1. INTRODUCTION

1.1
Westminster City Council Schools’ Forum (11th June 2018) considered a report and proposals regarding the DSG carry forward balance and school balances and requested a follow up report. A meeting of the Schools Forum working group was held on 11th July and a meeting with all schools was held on 10th October, which included discussion on the use of the DSG balances.
2. DEDICATED SCHOOLS GRANT – Outturn and carry forward balance
2.1 As reported in June, the final DSG outturn position for 2017/18 was a residual overspend position of £1.194m, which the service balanced using DSG reserve held on the Council’s balance sheet (brought forward position of £5.275m). The residual DSG reserve remaining in Westminster is £4.080m.

Table 1

	DSG Block
	Amount (£m)
	Nature
	Commentary

	Early Years
	(1.439)
	One-off
	Based on DfE expected take up of 30 hour offer. If take up is lower then grant will be reduced to reflect this.

	Schools
	1.488
	Ongoing
	£0.860m for Minimum Funding Level allocations, £0.267m restructuring costs, £0.166m contingency allocations and £0.195m virtual school.

	High Needs
	1.145
	Ongoing
	The pressure is against top of up funding, belongings placements and SALT with an underspend against top ups to free schools and independent schools

	TOTAL
	1.194
	
	


3. USE OF DSG BALANCES

3.1
The £4.080m DSG balance arises from historic underspends on the overall DSG including high needs and early years areas.  The current 2018/19 DSG forecast (as shown in the separate DSG budget monitoring paper) is a £1.575M deficit which will reduce the DSG balance to £2.505m at the end of 2018/19 before any further allocations are agreed. The table below shows the potential uses of the £4.080m DSG balances which the Schools Forum are asked to consider. The proposals take account of the ongoing cost pressures highlighted in the outturn position above: the need to support schools with deficits and/or needing to restructure; and the ongoing cost pressures in high needs. 
Table 2 – Proposed Use of DSG Balances
	
	2018/19 (£m)
	2019/20 (£m)
	To fund

	Balance b/f
	4.080
	2.166
	

	2018/19 DSG forecast overspend (see separate paper)
	1.475
	
	£0.290k early years, £0.174k schools block, £1.011m high needs block

	Development of Local Offer - Speech, Language and Communication Support: Targeted Offer for WCC Primary Schools
	0.040
	
	See separate paper. This proposal went to the last WCC Heads Executive meeting and they were supportive and keen for this to go forward. 

	One off school restructuring costs to support viability.
	0.400
	
	Based on 2017/18 allocations, proposed support for schools with restructures including redundancies. It is proposed that a panel of representative  headteachers would consider funding requests including details of budget plans, existing and proposed staffing structures. Allocations would only be agreed if the school has used all available funds and where the proposed restructuring can be shown to balance the school’s budget.  The £0.400m proposal includes a proposed allocation of £0.099k to one school which has used all its balances in 2018/19 budget setting including restructure from September 2018.  No funds available to fund costs of restructuring.

	High Needs 2019/20
	
	1.011
	High Needs growth, hospital schools education & post 16 unfunded growth. Figure based on 2018/19 forecast. High needs review work with schools should start to address this pressure so that it starts to reduce in 2019/20. 

	One off allocation to partially address minimum funding level 
	0.300
	
	

	Estimated Balance c/f
	1.866
	0.855
	


4. SCHOOL BALANCES

4.1
The detail of final individual school balances reported to the Department for Education (DfE) as held at 31st March 2018 and compared to the reported balances at 31st March 2017 are shown in Appendix B.  The balances are RAG rated as detailed in Appendix B.
4.2
There were eight schools with deficit balances at the end of 2017/18 compared to five at the end of 2016/17.
4.3
In order to provide contextual information as raised at previous  Forum meetings, Academies within Westminster were requested to provide their balances.  It is clear that Academy balances are calculated on a different basis including the year end date and the inclusion of private sources of income such as donations and school funds, and they also need to take account of LGPS pension deficits and transfer funds between revenue and capital and restricted and unrestricted reserves. The following balance information was provided:
a) Harris Federation advised that ‘as part of a Federation of academies, we do not publish individual accounts, but the whole Federations accounts. All academies target breakeven balances for the academic year in line with our value for money objectives as per any not for profit organisation’.
b) King Solomon Academy advised that the balance of school reserves as at 31 August 2017 was £2,889,000.
5 
RAG RATING OF SCHOOL BALANCES
5.1 The purpose of RAG rating school balances is to identify any schools which are at risk of going into deficit or are already in deficit and need a financial plan in order to avoid or recover from a deficit to stabilise to a sustainable basis.

5.2 It is known that schools are facing increasing and ongoing funding pressures which mean that the potential for WCC schools to encounter difficulties needs to be taken seriously.
5.3 It is proposed that the RAG rating is based on the criteria in Appendix A.  Applying this criteria leads to the RAG rating shown in Appendix B. 
5.4 The RAG rating shows:

Table 3

	RAG Rating
	Number of Schools

	Red
	8

	Amber
	10

	Green
	22

	Total
	40


5.5 The eight red RAG rated schools, which have an aggregate deficit of £560k, are in the following position with regard to their recovery plans:

· One school has a licensed deficit which has been agreed by the Council.
· Two schools have budget plans which bring their position back into balance by the end of 2018/19.
· Three schools are working with the schools finance team on deficit recovery plans with a target date for completion in mid November.
· Two schools need to provide further information and work on deficit recovery plans for completion in mid November.
5.6 None of the schools classified as amber are currently projecting deficits for the end of 2018/19 although they need to be planning how to address ongoing expenditure (e.g. staffing) where this is being funded from the use of one off balances. This presents a potential risk as it is not sustainable to be funding ongoing expenditure from reserves which are one-off in nature. Savings would need to be found in order to eliminate the dependency on reserves.
5.7 For the future a multi-stage review process is proposed involving:
a) High-level desk review and assessment at year-end – based on closing reserve balances, in year outturn position and budget for the coming year.
b) Closer review and discussion with schools identified in the high-level review as being in deficit or at risk of going into deficit. Those in deficit will be prioritised.
c) Further follow up with those schools still deemed to be at risk on a plan of action.
d) Ongoing monitoring through the year to ensure schools remain on track in line with their projections and the action plans agreed are being put in place.
5.8 The proposed timetable for future years is shown in Appendix C
5.9 The aim is to work with schools, to support and advise them, not be directive. Where a deficit recovery plan is not completed or not being delivered meetings may be necessary with the school headteacher and governors to understand the issues and support the school in resolving.  Ultimately and as a last resort, if after escalation with the school there are not adequate plans for or progress in dealing with the deficit, it may be necessary for the Council to issue a notice of concern. 
6
RECOMMENDATIONS 

 
Schools Forum are asked:
6.1 
to note and comment on the proposals regarding the RAG rating and actions on school balances.
6.2
to agree proposals for use of centrally retained balances as detailed in section 3:
Table 2 Proposed Use of DSG Balances
	
	2018/19 (£m)
	2019/20 (£m)
	To fund

	Balance b/f
	4.080
	2.166
	

	2018/19 DSG forecast overspend (see separate paper)
	1.475
	
	£0.290k early years, £0.174k schools block, £1.011m high needs block

	Development of Local Offer - Speech, Language and Communication Support: Targeted Offer for WCC Primary Schools
	0.040
	
	See separate paper. This proposal went to the last WCC Heads Executive meeting and they were supportive and keen for this to go forward. 

	One off school restructuring costs to support viability.
	0.400
	
	Based on 2017/18 allocations, proposed support for schools with restructures including redundancies. It is proposed that a panel of representative  headteachers would consider funding requests 

	High Needs 2019/20
	
	1.011
	High Needs growth, hospital schools education & post 16 unfunded growth. Figure based on 2018/19 forecast. 

	One off allocation to partially address minimum funding level 
	0.300
	
	

	Estimated Balance c/f
	1.866
	0.855
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Appendix A
RAG RATING OF SCHOOL BALANCES
The purpose of RAG rating school balances is to identify any schools which are at risk of going into deficit or in deficit and will need a financial plan in order to avoid or recover from a deficit to stabilise to a sustainable basis.

It is proposed that the RAG rating is based on the criteria below:

RED - Any school ending the preceding year with a negative cumulative balance or forecasting to end the current year with a negative cumulative balance will be given a status of RED. The Scheme for Financing Schools does not permit a school to plan for a deficit budget. Where in exceptional circumstances deficits cannot be avoided, then such deficits need to operate under licence.  This requires the school to agree a deficit recovery plan with the Authority before the first formal budget is set in the financial year of the planned deficit. 

AMBER - Any school ending the preceding year with a balance of less than £50,000, or projecting to end the current year with less than this amount. This is because there could be an unforeseen event, a change in legislation, or a change in operating pressures on the school during the course of a year which could quickly wipe out such a low level of reserve and put it in a deficit position.
Any school ended the preceding year with a surplus reserve but which made a deficit in the year which if continued at the same rate for 2 further financial years would take it into a negative reserve position will also be given a status of AMBER. This is because action may need to be taken now to reverse an underlying trend that is leading it to a deficit reserve.

GREEN – schools that are not classified as Red or Amber. This will be kept under review as actual in year expenditure may indicate a deterioration in the year end position.
Appendix C
The proposed RAG rating timetable for future years 
	Task
	Deadline
	Notes

	Q3 forecasts submitted
	January 31st
	Early warning of any schools heading for deficit.

	Draft 2018/19 outturn and balances


	April 12th
	

	First cut of RAGs


	May 15th
	

	Deficit recovery plans  submitted with budget plans

Action plan for any schools identified in RAG review and within year via monitoring  


	Schools to produce draft recovery plan

Drafted April-May
Submitted May 31st

	Schools heading for deficit to start deficit recovery plan work as soon as aware of issue. Schools Finance team can support

	Budgets submitted


	May 31st
	

	Provisional Balances / RAG rating and action plans status reported to Forum


	June
	

	Confirmation of final balances


	Mid June
	reported to DFE 1st week  July

	Finalised RAGs


	End June 
	

	Recovery plans reviewed, discussed and agreed
	June - July
	

	Final Balances and RAGs reported to Forum


	Oct/Nov
	

	Review and monitoring


	Quarterly from June
	


This is a further report to the Schools’ Forum on the proposals for year-end DSG balance as at 31st March 2018, the updated end of year balances for individual schools and proposed RAG rating for school balances
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