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Introduction
This is a supplement to the current Liverpool Scheme for Financing Schools (approved by School Forum in July 2019) and the Schools Financial Regulations, which requires a school to maintain a balanced budget. 
[bookmark: sect1]
Section 1 – Identification of Schools in Financial Difficulty
What does “financial difficulty” mean?
A school is defined as being in “financial difficulty” when either or both the following circumstances occur:
If the school plans to be in a cumulative deficit in the current financial year when setting its first annual budget.
If the school forecasts that it will be in a cumulative deficit in the current financial year following an in year review of its budget unless remedial action is undertaken.

Why is it important?
The Schools Financial Regulations require that all schools maintain a balanced budget.  However, regulations also recognise that circumstances may mean that this is not always possible, so provision is made for the Authority to agree a “Licensed Deficit” with the school.
A Licensed Deficit is an agreement between the school and the Authority.  The school specifies the actions it proposes to take to return its budget to balance, and the timetable for their implementation. This is known as the Recovery Plan.
The proposed approach supports schools in preparing a recovery plan and implementing it.  

The Process of Identification

Ideally, the process should start by the school formally notifying the Local Authority that, as a result of internal budget setting or monitoring, it is planning or forecasting a cumulative deficit position.  This notification should be addressed to the Head of Finance (Adults and Children’s Services), and should acknowledge the situation and seek an early meeting to discuss the formulation of a Recovery Plan. 
The Local Authority has its own arrangements to monitor schools budgets based on the reporting requirements in Schools Financial Regulations.  On the basis of these arrangements, the Authority may detect that a school is in financial difficulty, and has neither notified the Authority, nor has an existing Licensed Deficit in place.  In this case, the Authority would write to the school upon detection to request the school comply with the requirement for a Licenced Deficit.
The key to successfully ‘Recovering the Deficit’ is early identification of potential financial difficulties, followed promptly by consideration of what the school needs to do to return its budget to long-term financial balance.

[bookmark: sect2]Section 2 – Working with schools in financial difficulty
The ultimate responsibility for formulating a recovery plan proposal lies with the Head teacher and the Governing Body of the school.  Each school has its own arrangement for financial support.  When formulating a recovery plan, it is vital that the school engages with its financial support partner at an early stage in the process.
It is also recommended that the school consider involvement from other contacts in the formulation of the recovery plan, the School Improvement Partner for example, so that educational standards are not compromised.  Also, if employment issues are involved, Management Support (Human Resources) must also be involved.
Every school will have its own unique circumstances and problems, but in working through the process of formulating a recovery plan, the school and its advisers should cover the range of issues listed below.  
A clear understanding of why the budget problem has arisen e.g.  Is it as a result of a single event or some underlying ongoing situation?  
Are the forecasts of income and expenditure underlying the identified deficit robust?
Does the school’s expenditure pattern differ significantly from others of similar size and profile of needs?  This may inform the areas where cost savings may be sought.  This should include an analysis of use of staffing and consideration of alternative ways of organising the school. Does the school maximise income from lettings and other local sources?
Has the school identified a series of proposed actions that will return the budget to balance?  Are these specific, measureable, realistic, achievable and time bound?
Has the school robustly projected income and expenditure, incorporating the proposed actions, for each year until the budget returns to balance? In particular, are any pupil number forecasts robust?
Has the school identified the risks inherent in their proposed actions, and what steps have been put into place to minimise the impact of these risks?
What specific monitoring arrangements have been put into place so that the Governing Body can monitor the successful fulfilment of the recovery plan?
The Governing Body should formally consider and endorse the recovery plan prior to submission to the Authority.
The over-riding consideration is to formulate a plan that:
Returns the school to a sustainable position of cumulative surplus as soon as possible,
Does not compromise educational standards
	
It is worth noting that this list broadly corresponds to the issues to be included in the ultimate application to the Authority for a Licensed Deficit and Deficit Agreement, and the criteria the Authority will use to consider the application.

Section 3 - Applying for a Licensed Deficit (section 4.10 of the scheme of financing schools)

To apply for a Licensed Deficit, a school must write formally to the Head of Finance (Adults and Children Services) and Director of Children Services (DCS) and send it through the school finance mailbox which is  (Schools.Finance@liverpool.gov.uk ) prior to; 
1. Approving their annual budget, any application should be received by no later than 30th April 2022 so it can be considered prior to the school setting its budget by the required deadline of 30th May 2022. 
OR
1. When Subsequent budget changes following an updated review of the budget shows that school will produce a cumulative deficit by the end of the current financial year. 
 
The letter must include an attachment detailing the following information:

A completed ‘Schools Licensed Deficit Application’ (Appendix 1)
A full description of the circumstances leading to the forecast or planned cumulative deficit or why the deficit is anticipated;
Demonstrate via Deficit Recovery Action plan that the budget will be brought into balance over a period of up to three financial years
A description of the steps the school intends to take to reduce expenditure and / or increase income so as to return their budget to balance. This should include costings and other relevant calculations. In addition, the planned timing of implementation should be made explicit. 
An assessment of the risks associated with these planned actions, and the steps taken by the school to mitigate these risks. 
The amount of cash required to finance the deficit stated in a cash flow forecast identifying the additional cash advance and repayment of funds

Note: Approach for schools with small one off deficit

It is recognised that some schools may have gone into a small deficit at 31st March 2022 or are projecting a small deficit at 31st March 2022 but will recover from that the following year and return to surplus.  Therefore any school either currently with or projecting a deficit at the end of 2021-22 of the greater of £20,000 or 1% of the school budget allocation does not need to undertake the full deficit recovery process outlined above.  Any schools in this position should outline email the Head of Finance (Adults and Children Services) via the email Schools.Finance@liverpool.gov.uk prior to setting their budget.  Schools should attach a copy of their 3 year budget showing the schools return to a surplus position within 12 months and giving a brief explanation of the reason the school has incurred a small deficit.  

Any other school will need to complete the deficit recovery process.  The review process will usually involve a visit to the school by a member of the Local Authority (LA) Finance Team. The next step in the process is that the school will receive a Deficit Agreement form from the Authority. An example is attached as (Appendix 1). The Agreement Form will be signed by the LA Section 151 officer or their nominated deputy. The Deficit License will only be activated when the Headteacher and the Chair of Governors sign the form on behalf of the School; and then return the original agreement form. 

When the Authority receives the final signed agreement and the repayment schedule of cash advance (from agreed deficit), and deficit recovery plans. The LA will monitor any significant deviation from the deficit recovery plans on a regular basis and any amendments will require LA approval.

4. Deficit Recovery Action Plans

The School Headteacher, Senior Leadership team and school governors are responsible for the completion, implementing actions, monitoring and reviewing of the recovery plan (Appendix 2). This should be a standing agenda item for the meeting and to submit copies of the minutes to LA finance Team. The LA will monitor the progress of all live recovery plans.

Step 1: Financial Assessment, Support and Challenge

Financial advice will be available to support schools in the form of:

Recovery Planning Meetings, in most cases once every term,  however this will be arranged in line with individual school issues
Production of regular cash flow forecasts, at least once every term (Appendix 3)
Prior to the submission of the recovery plan, the following checks will be completed by the Authority  to ensure that the plan is reasonable:
Actions included in the recovery plan are realistic and will generate the required level of savings
Any areas that are unclear or not achievable will be queried with the school. 

Step 2: School Recovery Plan Monitored 

The school must submit regular updates to the recovery plan at termly intervals until a return to surplus.
Any significant deviation should be reported to the LA as soon as possible and a revised action plan to get back on track within the existing agreement.
All agreements and any renegotiation of the agreement must be approved the Authority.

If the school returns to a cumulative surplus then the license will be formally declared expired and the Authority will notify the school in writing.
Detailed instructions for completion are shown in Appendix 3

5. Cash flow Forecast

This is to indicate the additional cash advance (deficit funding) required for the financial year and forecast the repayment of cash advance (arising from the deficit), showing the timing of major cash receipts and payments.
Cash flow forecast is shown in Appendix 4.

Detailed instructions on completing the cash flow is attached as Appendix 5

6. LA Intervention

LA intervention will apply where:

School will not engage in the deficit recovery process
Deficit is worsening and no action is being taken by the school

Levels of Intervention

Level 1 – Financial Review Meeting
Financial review meeting with the Director of Finance (or nominated deputy) and Director of Children Services (or nominated deputy) with the Headteacher and Chair of Governors.

Level 2 – Notice of Concern – Final warning
 If a school continues to refuse to take the necessary action will be required to attend a notice of concern meeting with Senior LA Officers.  They will be given a formal notice of the action the LA recommends they should take to bring budget back in to balance. The school will have to adhere to the deadlines as specified in the notice of concern.

Level 3 – Withdrawal of delegation or Interim arrangements

Where a school is unable or refuse to take action identified by the Authority, the decision will be to suspend delegation following a meeting with the Director of Children Services.  The Authority will exercise its powers to take back control of the school budget and seek to take the necessary action to return the school to financial balance before returning control to the Governing Body. During the suspension school staff would be responsible to the Authority for the day to day financial administration in the school. Depending on the severity of deficit, further actions may be required.
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	Schools Licensed Deficit Application 



	School Name:
	
	Date of Application:
	



To be completed by the Governing Body and Headteacher (Guidance notes and procedures to assist with completion are attached)
This application should be completed after the school has notified Local Authority Finance Team of their financial difficulties (Schools.Finance@liverpool.gov.uk) and worked with the team to identify a realistic and achievable Recovery Plan. The completed application must be returned no later than 30 April 2021 or as soon as a cumulative deficit is identified in year. 
The regulations and procedure regarding licensed deficits are attached for reference.
A copy of the Three Year Plan must accompany this application form. (Attach Form 1)
	
	Outturn 2021-22
	Year 1 2022-23
      as at:
DD/MM/YY
	Year 2
2023-24
	Year 3
2024-25

	Three Year Plan Balances
	
	
	
	

	October Pupil Numbers
	
	
	
	



	N.B. Schools are expected to achieve recovery by the end of the 3rd Year
*In exceptional circumstances the LA may agree a recovery over 3 years

	




Reason(s) for Deficit. Please set out in detail the background to the schools current and expected position (Possible reasons for this can include changes in pupil numbers, unexpected/unforeseen expenditure, changes in staffing requirement.




	





Form continued on next page..
	

Main actions required to achieve recovery. Please set out the main action points included in the Financial Recovery Plan. You must clearly show how repayments are to be funded (eg. details of savings to be made or identified increase in income and how much of the deficit is to be repaid each financial year until the deficit is met in full.) Where staff reduction/reallocation is required you must provide cost details of the current staffing structure and costed details of the revised structure clearly identifying additional one off costs and the planned saving to be achieved.

Highlight risks inherent in proposed actions and steps to minimise the impact of these risks





	

	


Educational Impact/Implications. Please explain how the school intends to manage standards/KS results/school moral whilst implementing budget reductions.






	

	Please provide SFVS dashboard Benchmarking data and identify any ares that will be examined as part of your recovery plan.

	

	Monitoring and timescales. Please explain how you intend to monitor your recovery plan, who will be responsible for monitoring and reviewing progress, identifying clearly the timescale and dates.



	



During the period of the Licensed Deficit the LA expects the school and governors to:
· Implement the listed actions in order to achieve the required savings within the timescale agreed.
· Implement additional savings for any unplanned spend for exceptional items to ensure that the agreed deficit balance is not exceeded.
· Use unplanned additional incomes/savings to reduce the deficit unless ring-fenced.
· Notify the designated Finance Officer of any potential deviation to the recovery plan balances at the earliest opportunity.
· Consult with the designated Finance Officer prior to advertising any staff posts.
· Provide termly reports to the LCC Finance Team in accordance with agreed timescales.
· Provide any other information as and when required by the Local Authority.

	Headteacher’s Signature
	
	Date:
	

	Please Print Name

	

	Chair of Governor’s Signature
	
	Date:
	

	Please Print Name

	

	Date of the Full Governing Body Meeting approving this application:
	



Please return this form to: Schools.Finance@liverpool.gov.uk





	LOCAL AUTHORITY REVIEW OF APPLICATION



	School Name:
	
	Date of Application:
	



To be completed by the Local Authority.
A completed copy of the application form will be sent to the school as formal confirmation of LA approval.
	Date form received:

	

	Strategic Lead Finance Comments:







	Head of Finance (Children Services):
	Date:


	DCS Comments:







	DCS:

	Date:



	FORMAL LA APPROVAL OF LICENSED DEFICIT APPLICATION

	Additional Restrictions (if any):

	S151 Officer:

	Date:

	Director of Children Services:

	Date:



Acceptance of this agreement by the school
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