SECTION 2 - FINANCIAL PLANNING AND BUDGETARY CONTROL

Introduction

2.1
This section gives advice on the importance of financial planning, budget setting and its subsequent control. It also includes the information requirements of the LEA to meet its own legal responsibilities.

2.2
Budgets are the means by which a school translates its School Development Plan into a financial plan (the budget) against which actual results can be measured. It also allows the school to take early and appropriate action to address any changes in circumstance. 

Financial Planning and Budgetary Control

2.3
A sound system of Financial Planning and Budgetary Control is generally seen as essential if a school is to be successful in achieving both its educational and financial aspirations.  This part of the manual sets out the areas which a school would be expected to take into account in developing its own financial planning objectives and control procedures.

Financial Planning

2.4
The specific financial objectives of each school should incorporate all areas affecting the operation of the school, mainly the School Development Plan.  These objectives should reflect the school's intentions towards the provision of the curriculum, including staff and educational equipment and the development and maintenance of the school site.  The financial plan should cover a similar period to the School Development Plan usually a three to five year period.  The objective is to link financial resources to delivery of the school's educational objectives.  This process is intended to foster proactive and not reactive management.  If this process initially shows that there are insufficient resources available other options for the school will need to be considered.

2.5 The School Development Plan is a statement of intentions showing how the school will deliver its educational targets and needs to be considered with the financial plan.  The resource implications to be considered will include:

Pupils

2.6
Currently over 80% of a school’s delegated budget allocation is based upon pupil numbers.  It is therefore important that the financial plan considers the school’s admissions to establish the effect on the budget allocation that changes in pupil numbers will have.  Different scenarios should be considered to see what effect the lowest and highest numbers would have on staffing and on other expenditure directly related to pupils in school.  In this process schools should draw upon all available sources of information such as census information, LEA data and other local schools.

Staffing

2.7
Staffing levels will mainly be driven by the forecast numbers of pupils and curriculum requirements.  The staff cost budget is by far the most significant ongoing cost.  It is therefore essential to have an affordable staffing policy that considers management and curriculum responsibilities to produce a management structure appropriate to the size of the school.  Additional information on the age, profile of staff and their training and development needs, the mix of staff between full and part-time for both teaching and non-teaching etc is also required.

Other Resource Requirements

2.8
All other basic costs such as heat, light, supplies and services will need to be evaluated.  Estimated costs should be based on the previous years final “outturn” figures (where full years costs have been entered) updated for any known changes such as a new extension to the school or parts of the school which will be no longer used. If there are no such changes, energy and other costs should be estimated on the same level of usage updated to current prices.

Income

2.9 As mentioned above the delegated budget allocated to schools will be based mainly on pupil numbers. However, other aspects of the budget are determined on school specific criteria in the various models within the overall formula. Schools should have in place procedures for ensuring this information is accurate and up-to-date as it could affect the amount they receive.

2.10 Recently the Government has provided significant additional funding through grants for specific initiatives.  These may provide substantial additional funding in the short and medium term and clearly need to be taken into account when setting the budget.  However, before any commitment which has a continuing call on the revenue budget is entered into, consideration must be given to the term of the grant and the issue of funding if the grant were to be reduced or ceased altogether.  Specific conditions relating to the spending of grants will be notified to schools as appropriate.

2.11 In addition significant other sources of income such as lettings may be available to schools.  Realistic assumptions should be made in estimating the amounts that may be available as such sources are likely to vary over the years.

Contingency

2.12 Schools may wish to operate with a contingency due to the uncertainty of financial projections and the probability of change.  The basis of the contingency will mainly come from monitoring and reviewing previous years’ experience and upon any deferred plan expenditure incorporated in the School Development Plan. However, for surpluses carried forward of more than 5% the school must have a definite purpose in mind.

Budget Setting 

2.13
The budget process is an ongoing process and should take into account the school’s long term financial plan for the years in question and previous budgetary performance.  In year budget reports will have identified any significant differences that have occurred between the original budget estimates and the likely outturn position.  In setting the new year budget these areas should be considered including any action that has already been taken.

2.14
Estimating expenditure for the year should start to be considered from around the previous autumn half term.  Most of the expenditure can be established in anticipation of receiving the indicative and final budget allocations.

2.15
Income is more difficult to predict but the LEA expects to continue to increase individual school budgets at the same level as the Education FSS increase and will provide indicative budget allocations to assist schools in the budget setting process.  Caution is needed with indicative budget allocations due to difficulties in obtaining reliable and accurate pupil number forecasts and schools should be realistic when forecasting changes in pupil numbers. Over estimating the numbers of pupils will result in the LEA clawing back budget monies from the school after actual counts have been made. If there is any difficulty in assessing pupil numbers, advice may be sought from the LEA’s Research and Information section.

2.16
Once the indicative budget is known schools can start to look towards finalising their budget.

2.17
If there are difficulties in achieving a balanced budget it will be necessary for the school to look at other options, exploring other potential income sources and savings on heads of expenditure.  The preferred option should be agreed by the Governing Body, but if this still results in a need to set a deficit budget the Finance Group must be notified immediately to assist in the process of trying to achieve a balanced budget.

2.18
The Wakefield Scheme requires schools to notify the CEO of their balanced budget by the end of June.  The agreed budget should be formally accepted by the Full Governing Body of the school and returned in the approved format signed by both the Chair of Governors and the Headteacher. 

2.19
In the case of schools who have not been able to balance their budget they must agree a formal  plan with LEA by the 31st July. The plan will set out the terms under which the budget will be acceptable.  This will be the outcome of detailed discussions with the school and Governing Body.  The Chair of Governors and Headteacher will be asked to formally acknowledge on behalf of the Governing Body that they accept the conditions of the agreed budget and understand that the position will be subject to regular monitoring and review.  There will also be a responsibility to let the LEA know immediately of any change of circumstance that could adversely affect the budget position.

Budget Monitoring

2.20
To promote regular review of the budget by the Governing Body and to remove any uncertainty as to the actual position a school's finances are in, there will be formal budget monitoring reviews by the LEA at the end of October and January. Schools should already be reporting to their Governing Bodies frequently during the year and the two reports to the LEA should therefore merely be a summary of these reports.

2.21
October's review will be based on September's income and expenditure. The Governing Body will be asked to review its financial position. The Chair of Governors and headteacher will be asked to sign the return on behalf of the Governing Body, confirming that the school will either be able to stay within its budget allocation or explain any significant variances between budget and actual. A draft reporting template is available at the end of this section. Alternatively, if the school is already reporting to Governors at this level (including commitments) a copy of the school’s own budget report could be sent to the LEA accompanied by the signed statement.

2.22
The timing of the reviews deliberately coincides with the formal pupil number counts in September and January. Staffing issues should also be clearer and the Governing Body will be asked to provide the LEA with a second year draft budget using the attached form. Again, this requirement is intended to formally encourage schools to plan beyond the current year. It will also highlight at a much earlier stage potential difficulties in order that action can be taken with immediate effect or early in the coming year.

2.23
The second review in January based on December expenditure will follow the same procedure with the school confirming their likely outturn position in writing and signed by the Chair of Governors and Headteacher. It also coincides closely with indicative budgets provided by the LEA and will assist in the development of continuous budget monitoring.

2.24
The Government currently requires schools to produce 3 reports each year for monitoring Standards Fund spending.  The first report, due back to the LEA by the end of May each year, requires schools to confirm that they intend to spend their Standards Fund allocation.  The second report is due at the end of the financial year and requires schools to state how much of their allocations they have spent by the year end.  The final report is due at the end of the following Summer Term and requires schools to show how much of their Standards Fund allocation was eventually utilised.

Recording and controlling expenditure

2.25
For effective monitoring to take place it is also vital that schools appreciate the difference between the Financial Ledger and the FIS.

The Financial Ledger

2.26
This records the actual expenditure and income of the Authority.  it is the only recognised, true and accurate record of the Authority's activities in financial terms.  Costs are identified by use of 13 digit numerical code; the last four representing the Cost Centre for the school.  These codes are generated from various sources e.g. salaries and wages, creditor payments, financial journals, etc.  The financial ledger records expenditure in order of expenditure type total across the whole Authority e.g. total costs for teachers' salaries, repairs, etc.

The Financial Information System (FIS)

2.27
This is a "windows" based computer information system designed to assist managers of individual schools/establishments.  FIS provides an alternative method of expressing financial ledger information in that, rather than identifying purely types of expenditure, it also identifies which school or establishment it has been spent at.  It will therefore enable all costs for a particular school or establishment to be grouped together in one report.  Headteachers and/or Governors are now able to monitor and control spending in line with their agreed budgets.

2.28
FIS includes within it a wide and varied range of facilities which are not part of the Financial Ledger.  These facilities have been developed in order to aid individual managers by producing more detailed information in a format which will be meaningful in monitoring and controlling spending levels.  Specially developed facilities which schools need to be aware of are:

· budget fixing 

· budget tracking system

· virement tracking system

· budget profiling;

· commitment accounting;

· financial ledger enquiries;

· monitoring and reporting statement;

· inventory record;

· payroll monitoring.

Basic Requirements for Monitoring School Budgets

2.29
Proper use of FIS will provide schools with the information necessary to effectively manage their budgets.  Schools will need to ensure that appropriate training is arranged for the necessary staff to enable them to:

· create a school budget on the system;

· extract financial information from the system;

· analyse and verify such information on a regular basis;

· report and resolve potential problems.

2.30
A support service for all aspects of budgetary management is provided by the Finance Group.

Consistent Financial Reporting

2.31
From the end of the 2002/2003 financial year schools are required to submit to the Government a summary of their spending for the year analysed over a number of pre-defined headings.  Schools have a statutory requirement to send this information to the LEA, which in turn will collate and pass on the details for every school to the DfES.  For schools using the FIS, a report will be developed to enable this information to be produced by the Finance Group.  Schools will then have the opportunity to validate the information contained within this report.  As this system develops, information and guidance will be supplied to schools by the Finance Group.  Schools using other financial information packages should contact their software provider to ensure that they can meet this new legal requirement.
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Completing this document

1. This document is designed to promote financial planning in schools and provide the LEA with sufficient information to monitor the Individual Schools Budget (ISB). 

Accuracy of Statement

We confirm that the above and any attachments and explanations have been considered by the Schools’ Governing Body and accurately represents the current position of the schools finances.

This section should be signed by the Chair of Governors and Headteacher to confirm that the above has been considered and agreed at a meeting of the Governing Body.

Chair of Governors ……………………………………………….……

Headteacher ……………………………………………………………

Governing Body Minute Number ………………………………..……

Date ……………………
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