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School Budget Monitoring
1 Purpose

1.1 The purpose of this guidance note is to give advice on budget monitoring, reporting to governors and requirements for reporting to the Local Authority.

1.2 Budget monitoring is a continuous process in which a school reviews and adjusts budget targets during the financial year.  The process of allocating the budget should reflect, in monetary terms, the school's aims and objectives within the available resources.

1.3 The Local Authority has a responsibility to implement effective arrangements for the control and proper use of public funds, appropriate to locally managed schools, and to monitor and intervene where necessary.

2 Budget Monitoring

2.1 Good financial management in schools is about keeping track of where the money is coming from and where it has gone.

2.2
Budget monitoring reports provide vital information about spending patterns that make realistic forecasts of year-end under or over spending.  Effective monitoring is, in part, a result of effective budget setting.  

2.3      It is essential to monitor the budget closely because:

· The school may receive more funding during the year than was budgeted for.  Through effective monitoring of the budget the school will be aware of this and will then be able to reconsider requests for additional expenditure which were originally put on hold.

-
Unexpected expenditure may occur e.g. building works may over run budget or additional members of staff may be required.  Good monitoring of the budget will enable this to be identified early and governors can re-adjust future spending plans to avoid overspending  

2.4
Regular monitoring of income and expenditure against the agreed budget is crucial to effective financial management.  It allows governors, the head teacher, bursar and other staff to maintain financial control by reviewing the current position and taking remedial action if necessary

2.5
Budgets are not ‘set in stone’.  The original budget may need regular updating following consultation with governors to take account of in year developments

2.6
Birmingham schools use financial management systems to help plan and monitor the budget.  Schools use either FMS or CMIS both of which are supported by Birmingham Local Authority and allow for a modem link from the City’s general ledger (VOYAGER) to the schools system

2.7
All transactions, both pay and non pay, for schools that do not operate the cheque book scheme are generated through VOYAGER.   A reconciliation file is sent through the modem link on a weekly basis so that schools can reconcile the items processed through the ledger to those processed on their own systems.  Items which do not ‘match’ the details on the schools system will be put into the systems Suspense File for investigation.
2.8
Schools operating the cheque book scheme must reconcile their bank accounts on a monthly basis.  A cash flow statement should be prepared and regularly updated in order to ensure maximum efficiency in the management of cash balances.  As part of the monitoring process the head teacher should ensure that these functions are carried out and should document that they have been monitored by signing the bank reconciliation and the cash flow statement.  See ‘Full Cheque Book Scheme’ chapter
2.9 Reports from the schools finance system can be obtained for the finance committee or person responsible for monitoring the budget.  In order for these reports to be accurate Reconciliation Files need to be run weekly with the Suspense File only containing queries which are being investigated; and the Personnel Module needs to be kept up to date

2.10
If appropriate decisions are to be taken by governors it is important to have accurate information based on realistic projections of what the financial situation should be at any given time.  For this to happen all of the commitments against the budget need to be as accurate as possible and reviewed and updated when the need arises during the financial year.

3.
Reporting to Governors
3.1
There should be detailed budgetary reports from the schools system given to the finance committee of the governing body.  A suggested minimum level of reporting is:

· A Financial Report from the schools system and a covering narrative report

-
The purpose of the report is to identify ‘significant’ variances or balances remaining, explain the reasons for the variations and suggest and discuss the appropriate corrective action.

-
What is significant will depend on the size of the budget allocation, the nature of the fund and, for instance, how accurately the budget has been profiled

-
Variances in the ‘Employee’ budget account are more significant because they will often represent larger amounts of money and the opportunities or threats emerging may need prompt action.  It is, therefore, very important to keep the Personnel Module up to date in order for staffing commitments to be accurate and to allow meaningful monitoring of employee costs to take place.

Schools need to decide for themselves what is deemed to be significant in terms of a variance for each budget heading.
Further information to governors should include:

· For non cheque book schools a list of items in suspense – this describes unreconciled items on the system that can not be reconciled for various reasons

· A virement schedule showing changes from the original budget approved by the governing body
· A list of suppliers where cumulative expenditure has or is going to exceed £10,000.  Note: This is not restricted to an individual financial year and may cross a number of financial years  Governing Body approval is required in order for the school to continue to use the suppliers on the list.  The decision and the justification for continuing to use the suppliers needs to be recorded in the minutes of the meeting
· A statement of bank balances for schools operating the cheque book scheme and a Cash Flow statement

· A report on any actions taken under the Head Teacher’s delegated powers

Where a ‘responsible officer’ has been appointed the Governing Body may wish to receive a report from this person as a regular agenda item for the finance committee

3.2
Budget monitoring reports should draw out key points for action, identify problems that may have arisen and highlight opportunities to bring forward SIP priorities.  In this way the possibility of unnecessarily large surplus or deficit balances being carried forward to the next financial year will be reduced.

3.3
If a deficit balance on the budget is being predicted it is the responsibility of the governors to examine ways in which the overspending can be reduced

3.4
The seriousness of the overspending needs to be considered.  Small overspends may not prove to be serious but if neglected may increase year on year.

3.5
Assuming that the predicted deficit is significant and cannot be financed from unspent balances elsewhere in the budget or from previous years surpluses, schools need to react positively and quickly. See ‘Management of Surplus and Deficit Balances’ chapter
3.6
It is essential to contact the Local Authority (Schools Financial Services) to discuss the causes of the deficit and to agree a formal Repayment Plan approved by both the governors and the Local Authority.  Repayment of the deficit can take place over a number of years dependent on the size and other factors contributing to the deficit.  This must be formally agreed with the Local Authority who have a strategic role to play in ensuring that appropriate financial management and monitoring takes place in schools.  See ‘Management of Surplus and Deficit Balances’ chapter
3.7
Budget monitoring reports to governors should reflect the Head Teacher’s delegated powers and should be reviewed on an annual basis.  Where reports are presented to governors this must be recorded in the minutes of the meeting together with a summary of any discussion and the eventual outcomes
4
Reporting to the Local Authority

4.1
All Schools
All schools must send to the Local Authority (Schools Financial Services), by 31 May each year, a copy of their Budget Plan approved by the Governing Body, and signed by the Chair of Governors.
4.2 Schools Operating All Transactions Through the Local Authority
Schools operating all transactions through the Local Authority are assumed to be following the advice on budget monitoring contained in Section 2 of this chapter.  Reporting to the Local Authority throughout the year is confined to notifying the Local Authority of any transactions that are causing the school’s system to be out of balance with the City’s General Ledger.

4.3
Schools Operating the Cheque Book Scheme
Full details of the cheque book scheme can be found in Birmingham's Fair Funding Scheme Section 3 and in the ‘Full Cheque Book Scheme’ chapter of this manual. On a monthly basis, schools, on a timetable prescribed, must send to the Schools Finance Team, their bank account and VAT claim and provide an accounting summary of the transactions in the month for both pay and non-pay items. There are further requirements for termly and year-end reporting.
4.4
Schools Not Purchasing Local Authority Financial Services
Schools not purchasing financial services from the Local Authority will be required to comply with the Local Authority monitoring requirements as set out in the ‘Local Authority Monitoring’ chapter
4.5
Schools Having Difficulty Remaining Within Budget
See Section 3 of this chapter. Schools may not plan for overall budget deficits and should keep their spending within budget.  Surplus balances carried forward from the previous year may allow an in-year budget deficit to be planned, providing the deficit does not exceed the previous year's surplus.  
For schools that end the financial year in deficit, Birmingham’s Fair Funding Scheme allows schools to agree a financial plan in advance with the Local Authority that provides for the deficit to be recovered over more than one financial year.  This is subject to the governing body passing a resolution to that effect and complying with the conditions agreed in the financial plan. See ‘Management of Surplus and Deficit Balances’ chapter
As the Local Authority is not able, within the terms of Fair Funding Regulations, to write off the deficit balance of any school, it is important to keep the Local Authority informed of any likely difficulties, at the earliest possible time.  Schools anticipating budget difficulties should contact Schools Financial Services for advice in the first instance. See ‘Management of Surplus and Deficit Balances’ chapter
5
Schools that have been issued with a Directive Academy Order 

5.1
Schools that are in Ofsted ‘Special Measures’ category are automatically issued with a Directive Academy Order by the Department for Education.  Schools that are in ‘Requires Improvement’ category may also be issued with a Directive Academy Order and in both cases a sponsor will have to be identified and agreed by the Department for Education.
5.2
For schools that are issued with a Directive Academy Order, generally, surplus balances at the point of conversion to academy status will transfer to the new academy with deficit balances, at the point of conversion, becoming the responsibility of the Local Authority.

5.3
In order to minimise the financial impact on the Local Authority, once a Directive Academy Order has been issued to a school increased financial monitoring procedures will be implemented.  In practice this will mean that relevant schools will be required to complete, and submit to the Local Authority, monthly financial monitoring returns that will contain relevant explanations of any adverse variance to the agreed level of over spending. 
5.4
The Local Authority will write to the Head Teacher and the Chair of Governors/Interim Executive Board of schools that fall into the above category setting out the purposes and requirements of the additional financial monitoring returns.  
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