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Introduction

6.1.1
Schools may borrow money only with the written permission of the Secretary of State.  This does not apply to Trustees and Foundations whose borrowing, as private bodies, makes no impact on Government accounts.

6.1.2
The Governing Body of a school has a duty to plan and conduct its affairs so as to remain solvent.  Schools must not borrow to finance a revenue deficit, either through a bank overdraft or by any other means
.  It is therefore essential that schools can demonstrate good financial management by forecasting their cash position with reasonable accuracy to ensure that these conditions are adhered to, as well as maximising interest from available funds.

6.1.3
In practice, systems will vary according to the size, organisation and particular needs of each school.  Nevertheless, sound cash control arrangements need to be developed by all Governing Bodies over their school's income, expenditure and use of resources.  This is irrespective of whether such income, expenditure or resources are delegated budget or non-delegated budget related.

6.1.4
These guidelines are not intended to be comprehensive, or to prescribe particular systems in view of differing individual circumstances.  They do not override the Scheme for Financing Schools.  They do, however, reflect areas of importance to the LEA and are designed to assist schools in cash management and borrowing.

6.2

Cash Flow Management

Introduction

6.2.1
Schools should prepare cash flow forecasts to ensure that they will have sufficient funds available to pay for their operations from day to day, month to month, and year to year.

Significant Cash Balances

6.2.2
If significant cash balances can be foreseen, steps may be taken to invest the extra funds (e.g. by transferring funds to a high interest bank account).  It may also be necessary to re-profile Devolved Funding
 to ensure delegated budget is not received in advance of need.

Delegated Budget

Standard Profile

6.2.3
The profiling of delegated budgets is a valuable tool in the management of cash flows.  The LEA uses a standard profile of one twelfth of Devolved Funding per month, except in April and March.  In April there is an extra payment made on the first working day of the month equivalent to 6.833% of Devolved Funding, whilst a corresponding reduction is made to the March payment.  The Governing Body should formulate its own profiles of cash requirements.  If it becomes clear that the standard profile is significantly different from the school's forecasts, and this will cause difficulties to the school, the Education Finance Unit will consider a change to the existing Devolved Funding monthly profile in order to overcome any difficulty.

6.2.4
Schools must inform the LEA of the dates each month on which staff salaries are paid.  Monthly instalments of Devolved Funding will normally be cleared into the school's nominated bank account three working days prior to these dates, although this can be changed at the school’s request.  Interest charges on monthly instalments
 will take into account when these instalments are made.  If you need to discuss Devolved Funding payment dates further, the Education Finance Unit will be able to assist.

Monthly Profile

6.2.5
As delegated budgets and spending plans become clear, it should be possible to profile budget income on a month on month basis for the year.

6.2.6
A useful forecasting technique in identifying spending patterns is to make use of previous years' financial information.  By measuring one year against another, schools can determine spending patterns and allocate budgets accordingly.  This can be done on an annual basis to determine total budgets or on a month by month basis to ascertain more accurately the spending pattern within the year (eg weighting the fuel bills to the winter months).

Income

6.2.7
Schools should attempt to determine the nature of any other income (meaning income other than LEA Devolved Funding) and the possible patterns of its receipt by the school.  Identification of income sources may assist in determining the profiling of receipts.  The nature of expected income will also assist in the formulation of budget forecasts.

6.2.8
Schools should also develop a comprehensive credit control policy for the collection of monies due.  There should be a system in place to ensure that all monies due to the school are recorded, debtors are invoiced promptly and payments are received.  In particular, consideration should be given to obtaining payments in advance for activities such as lettings.  When developing a system, schools should consider the benefits of advance payments against the cost of collecting debts.  The cost of collection will include the costs of stationery (such as invoices), postage, and the cost of time involved in preparation of invoices, as well as credit control for outstanding debts and any losses that are written off as irrecoverable.  The prior approval of the LEA is required before any irrecoverable debts exceeding an individual value specified by the LEA (currently £2,000 excluding VAT) can be written off, as stated in the Scheme For Financing Schools.
Salaries Expenditure

6.2.9
Salaries and wages account for a high proportion of a school's total annual expenditure.  These costs can be controlled and forecast with some certainty, and this will go a long way to securing the school's financial stability.  Salary expenditure can be forecast with a high degree of certainty because actual staff numbers and salary rates will be known.  The main variables will be any pay increase settlement, new recruits for the new academic year and supply and other temporary staff.  This high degree of certainty will allow schools to estimate cash requirements and therefore a high proportion of monthly Devolved Funding requirement, almost to a specific day each month.  This will help in the formulation of any cash flow forecast.  Schools should also be aware of other staff costs (such as payments of Income Tax, National Insurance and to pension providers), which although part of the salary calculations, are usually paid in arrears and will have different payment dates from the salaries themselves.  However a payroll bureau may require one payment of gross salaries inclusive of Pay As You Earn and National Insurance.  Further consideration is given to such payroll arrangements in Section 1 (paragraphs 1.17.4 to 1.17.11).
Other Expenditure

6.2.10
When considering the month-by-month cash profiles schools should consider the effects of periodic peaks and troughs in spending in areas other than salaries, in particular the effects of utilities, educational supplies and services, and other supplies and services.


Utilities are normally paid on a quarterly basis (although this can be changed to a monthly basis by contacting the supplier if the school considers it more appropriate), and costs for heating and lighting will be weighted more to the winter months


Educational supplies and services are often required earlier in the academic year and therefore arrangements should be made to cater for this profile


Similarly, other supplies and services, such as catering, do not accrue evenly throughout the year (e.g. there will be no requirement for catering whilst the school is closed through the summer and reduced costs during other holiday periods), and therefore cash requirements will not flow evenly.

Code of Payment

6.2.11
Schools should make use of normal credit terms offered by the supplier.  Often 30 days are allowed before payment is required.  Making use of this normal credit period is considered good practice, and is not regarded as borrowing.  It may be possible for schools to negotiate longer credit terms with some suppliers.  However deferred payment terms, particularly if there is a finance charge implicit in the agreement, may constitute borrowing.  If in doubt, please contact the Education Finance Team.  Discounts may be offered for prompt payment.  Schools should be aware of the possible benefits of early payment discount and take advantage should this provide better value for money.

6.2.12
Late payments to creditors may be an indicator of solvency problems and/or poor cash management.  In keeping with the Nolan principles of openness and accountability, and in common with other public sector bodies, the LEA has adopted the CBI Code of Payment for schools.  In most schools, this seeks to formalise existing good practice.  Schools are recommended to introduce a payment code and disclose their payment policies in their Annual Report.

6.3

Cash Flow Forecasts

6.3.1
Schools should make use of all the information available to them to profile their cash requirements in order to maximise the investment potential of any cash surplus.  The Governing Body should regularly monitor actual results against forecasts and receive updated future forecasts with any new information, as it becomes available.

6.4

Banking

Introduction
6.4.1
Schools should find that banks and building societies are keen to bid for their business and that accordingly special arrangements may be negotiable.  Schools should be aware of the various services available when choosing their bank and/or building society.  Individual circumstances at schools will dictate which banking arrangements are best suited for each school.  The school should investigate fully its requirements and match these to services available.  Schools wishing to borrow (with written permission of the Secretary of State - see Section 6.6) may find that lenders require transfer of the school's banking arrangements to them as a condition of the loan.  In such circumstances schools need to evaluate the total cost benefit of alternative combined banking and borrowing arrangements.  Controls and procedures for opening and operation of bank accounts can be found in Section 1.21.

6.4.2
Schools should notify their bank in writing that their bank accounts must not become overdrawn at the end of the banking day, or give rise to overdraft charges.  Schools must therefore ensure that sufficient funds are available to meet larger volume transactions such as BACS payment runs that are normally subject to a separate contractual arrangement from that governing the operation of the school's bank accounts.

Selection of Banking Arrangements

6.4.3
Schools should consider aspects such as cost (bank charges), type of accounts available, interest, information provided to the school and the cost of this provision when selecting their bank or building society.  Schools may wish to consider services such as BACS payments and on-line computer banking including balance updates and automatic transfer of funds to high interest accounts.

Choice of Accounts

6.4.4
Most banks and building societies now offer a choice of accounts for businesses.  These will include


Cheque and Deposit Accounts
Funds would initially be paid into the deposit account.  Transfers to the cheque account would be made to pay the school's bills.  In these kinds of accounts, it is normal that only the deposit account would bear meaningful interest and any remaining balance in the cheque account would accumulate interest only at a nominal rate.  This kind of arrangement is often known as sweep accounts, where funds from one account are swept into the other to maximise interest in one account and ensure solvency in the other.


Interest Bearing Cheque Accounts
Devolved Funding and other income would be paid directly into and from this account.  Interest would be paid on cleared balances, i.e. balances that the school could withdraw instantly.  This would negate the need to sweep funds from one account to another to cover expenditure.  This type of account may have a lower rate of interest than a deposit account, in some cases significantly lower, and may not be the best option especially if schools have larger balances held on reserve.


Notice Accounts
These are normally higher interest accounts where a notice period for withdrawal of the funds would be required.  The school would suffer a loss of interest should the funds be required and withdrawn early.  Typically these earn higher interest because of the withdrawal notice period, and may require a minimum value of deposit to achieve higher rates of interest (some accounts offer higher rates of interest on higher balances).  If schools are aware that there are amounts of cash which will not be required on a day to day basis, (eg reserves being accumulated for a capital project), use may be made of these longer term or high interest bearing accounts.  This will allow schools to maximise the possible return on investment whilst ensuring that the school does not suffer cash flow difficulties as a result of tying up funds for specific periods of time.

6.5

Investments
Policy of the Governing Body

6.5.1
The Governing Body must develop an investment policy consistent with its status.  Investments must be made only in accordance with written procedures approved by the Governing Body and must maintain the integrity of funds.  Governors should obtain written advice on their investment policy from their professional advisers.  The Governing Body must implement procedures to ensure that this policy is adhered to at all times.  It should be noted that the security of any funds under the control of the Governing Body is more important than the level of return gained from them.

6.5.2
The Investment policy must comply with the CIPFA Code Of Practice for Treasury Management.  This requires


a strategy report at the beginning of the year


risk analysis; investment should be fixed return without risk (this precludes investment in shares)


should be restricted to counterparties (lenders) on the Council’s list (contact Christine Alty, Corporate Finance for advice – 01228 606275)

6.6

Borrowing
Introduction

6.6.1
Governing Bodies may borrow money only with the written permission of the Secretary of State.  Paragraphs 4.9 and 4.10 in the Scheme for Financing Schools provide the only procedure for budget deficit (licensed deficits and loan schemes).  Borrowing under 3.6 of the Scheme may not be serviced directly from the delegated budgets.

Definition of Borrowing

6.6.2
The LEA defines borrowing to mean


loans, whereby lenders make available to schools a sum of money which schools use for specific purposes


finance leases and hire purchase contracts.

Schools should seek an opinion on the nature of the lease from their professional advisers (i.e. auditors or solicitors) before entering into any lease agreement.  This should be done irrespective of any advice given by the leasing company.  Schools are asked to note that finance leases and hire purchase contracts are not suitable to finance core assets (see paragraph 6.6.8).

The Role of the LEA

6.6.3
The principal role of the LEA is to consider and, where justified, consent to requests to borrow.  In doing so, the LEA will have regard to its responsibilities to


protect the public interest in publicly funded assets


have regard to schools’ duties to provide education in accordance with statutory requirements and provisions


maintain accountability for the use of public funds.

In the context of borrowing, the LEA, in considering applications for consent, will assess whether


the borrowing is for an allowable purpose, as defined in paragraph 6.6.7

the borrowing is not being secured against core assets, as defined in paragraph 6.6.8

the financial burden to which borrowing will expose schools is within the prudential limit, as defined in paragraph 6.6.9

the type of borrowing contract is permissible, as defined in paragraph 6.6.10

the school will be able to repay both the sum borrowed and interest thereon without impairing the ability of the school to maintain financial viability, as defined in paragraph 6.6.11 and paragraph 6.6.12

the school has a sound track record of financial management


the decision to borrow appears a reasonable one in all relevant circumstances.

The Responsibility of Schools

6.6.4
Schools are responsible for ensuring that


the borrowing and application of funds are within the powers of the Governing Body


the borrowing arrangements represent value for money


all financial and other responsibilities defined under the terms of the loan are discharged


no binding agreement is made until the Governing Body have published any necessary statutory proposals, and the Secretary of State has approved those proposals or indicated that he or she has the intention to do so.

Borrowing Policy
6.6.5
It is considered good practice for the Governing Body to draw up a borrowing policy annually taking interest movement into consideration; this will set out the basis upon which decisions are made.  A decision to borrow may have a significant impact on a school's finances and operations.  Such a decision should therefore be taken in the context of a school's strategic plan and estate (or asset) management plan.  Paragraph 6.6.11 and section 3 provide further guidance on the importance of strategic planning.

A borrowing policy addresses key issues such as when borrowing is used, how borrowing decisions are made and how the financial implications are managed.  The policy should also identify how the borrowing fits in with the school's strategic and estate management plans.  The borrowing policy should be approved by the whole Governing Body before the start of the year.

Schools who have no intention of borrowing may also decide to draw up a policy statement to that effect.

Typically, schools will develop their policies over time, on the basis of their own experience of borrowing and that of the wider schools’ sector.

Planning Issues
6.6.6
Many capital projects will have an effect on a school's capacity and impact on the school’s revenue budget.  In some cases, it may be that the proposal would represent a significant change of character to a school, in which case the school would need to publish statutory notices in order to seek the approval of the Secretary of State.  LEA contacts will advise on this.

Allowable and Disallowable Purposes
6.6.7
Borrowed sums may be used for capital purposes for which capital delegated budget or formula capital funds would normally be used.

Formula capital may be used to pay off the loan principal and interest charges arising from borrowing.  However, the borrowing proposal should not rely on this funding to maintain financial viability.

Schools may not borrow for the following 


any purposes for which capital delegated budgets cannot be used


any purposes outside the powers of the Governors, having regard in particular to schools' Instrument of Government, as well as its Articles

to finance a deficit on the income and expenditure account.

Use of Assets as Security

6.6.8
Loans cannot be secured against assets that the LEA deems essential to the continuance of a school (core assets), ie.


land needed to meet the requirements of the Education (School Premises) Regulations 1996


buildings or other assets essential to the functioning of a school and the requirements of health and safety and other relevant legislation.

It follows that only assets that do not fall within the above definitions may be offered as security.  Possible examples of such assets may include a schoolhouse normally occupied by the caretaker, or surplus land.  If it is proposed to use an asset as collateral for a loan, the school must demonstrate to the LEA that the asset is not core.  This applies to any asset irrespective of ownership.

Prudential Limit on the Level of Borrowing
6.6.9
The level of borrowing will normally be restricted to a maximum level such that in any one financial year no more than x% of the school’s income for that year will be required to pay the principal and interest charges (check with the Corporate Director of Finance and Central Services for the current % in operation).  However, it may not be wise for many schools to borrow up to this limit because of their circumstances.  The prudential limit does not imply that all borrowing below this level will be given consent.  The LEA will look at each case on its merits.

Income is defined as the total of


Devolved Funding


Income from special facilities, e.g. boarding activities


Other Income.  Other income covers receipts from, for example, letting of sports facilities or classrooms for adult education.  The income derived from those sources would be calculated as the net profit arising from them and not the gross receipts.  Each item under this heading should only be included if it is ongoing, and would be considered on a case by case basis.

If schools take out a loan upon which interest is charged at a rate that varies with market rates, then the LEA requires schools to calculate the rate of interest at which the prudential limit would be breached.  An interest rate cap should be purchased, if appropriate to ensure that this prudential limit is not exceeded.

Permissible Type of Borrowing Contract

6.6.10
The LEA will, from time to time, indicate the types of borrowing contract that it does not favour.

Before entering into operating lease agreements (eg. for photocopiers or computer equipment), the school should seek assurance from the lessor that the lease meets the definition of operating lease under SSAP 21.  Any deal with a residual value of less than 10% is a finance lease – effectively borrowing; schools cannot enter such an agreement without the approval of the Secretary of State.

The Importance of Strategic Planning
6.6.11
The Secretary of State may delegate the decision on borrowing approval to the LEA.  The following paragraphs are based on this assumption.  Where this to happen, the LEA will have regard to evidence that good practice in strategic planning has been followed, taking into account the circumstances and size of the borrowing.

An application for consent to borrow should normally encompass the following


a statement of how the borrowing fits with a school’s strategic plan


an estate management plan setting out how the assets to be financed by the borrowing complement other estate developments


an evaluation of the different options available to a school to meet its objectives, including a value for money assessment


financial forecasts covering a period of at least five years (or the loan period if less), including full details of the assumptions underlying the projections.  The forecasts should be based upon the activities and developments identified in the school development plan


an evaluation of future movements in pupil numbers covering at least the period the financial forecasts


risk/sensitivity analysis.

The precise format of this evidence is not prescribed and its depth and scope will vary for each school depending on the circumstances and scale of the proposed borrowing.  General advice on strategic planning is included in Section 7 of this guidance.  To assist in this, schools may also wish to use appropriate specialist advisers.

Risk Management
6.6.12
In drawing up its borrowing regime, the LEA has considered the main risks that may arise from school borrowing.  The limitations placed on borrowing are designed to provide a framework for monitoring and managing risks.  These limitations obviously do not eliminate all risks.

Schools are responsible for understanding, assessing and managing the risks to which they may be exposed as a result of borrowing.  The LEA requires schools to assess the potential impact of risks occurring, and the steps that would be taken if they occurred.

Consent may only be given if the LEA is satisfied that the ability of the school to maintain financial viability will not be impaired as a result of entering into the loan agreement.  Schools must therefore be able to demonstrate that they can maintain both a positive income and expenditure balance, and a cash surplus whilst repaying the loan.  The forecasts should be supported by risk and sensitivity analysis in sufficient detail to demonstrate awareness of risks and how these criteria will be maintained should the identified risk occur.  The LEA will also have regard to the school's financial management history, including accuracy of budgeting as well as any financial control issues raised by the school's external auditors.

In addition to understanding the types of risks involved in borrowing, schools should understand the specific terms and conditions attached to the borrowing contract.

Meaning of Consent

6.6.13
The LEA is committed to fulfilling its role under the remit from the Secretary of State.  In deciding whether to give consent, the LEA has to consider the responsibilities that are summarised in paragraph 6.6.3.  Consent therefore, means that the LEA is satisfied on those issues for a particular application.  Consent given by the LEA to schools does not imply acceptance and discharge by the LEA of a school’s responsibilities and duties; nor does consent imply guarantee by the LEA of the servicing of the loan.  The loan contract exists between a school and a lender.

Schools may not enter into borrowing agreements without the written consent of the LEA.

Process of Giving Consent
6.6.14
The LEA will publish details on this process if the Secretary of State were to delegate the powers of consent.  It is likely that this process will include the following guidelines: 

The application should be made in relation to


new borrowing arrangements


increases or renewals of borrowing from an existing source.

The LEA will expect schools to have agreed terms and conditions in order that full and final consent to the application can be given.  However, the LEA may consider giving approval in principle where


a proposed project requires statutory proposals to be published, or


block approval is required for loans to be drawn down in stages (e.g. for refurbishment programmes).

For all applications where consent is given, the LEA will set a limit on the period of time for which the consent will be valid.  Schools are encouraged to publish details of their payment performance providing that such disclosure does not cause disproportionate administrative work.

SECTION 6








� This provision does not apply to the deficit budget scheme licensed by the LEA (see sections 4.9 and 4.10 of the Scheme for Financing Schools).


� Devolved Funding is the term given to cash instalments paid over to schools operating their own bank account.


� See Annex E of The Scheme for Financing Schools.
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