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Key Facts

£1.79 billion

The General Schools Budget
in 2016-1/

\/

| Deficits |
165

The number of Controlled
and Maintained schools with
a deficit at 31 March 2017
exceeding £75,000 or five

per cent of their delegated

budget, whichever is the

W

| Surpluses |
471

The number of Controlled
and Maintained schools with
asurplus at 31 March 2017
exceeding £75,000 or five

per cent of their delegated
budget,whichever is the lesser

\/

£1.17 billion

The value of the Aggregated
Schools Budget delegated to
schools in 2016-17

\/

 Deficits |
£32 million

The total value of deficits
accumulated by Controlled
and Maintained schools at

31 March 2017

\/

 Surpluses |
£46.8 million

The total value of surpluses
accumulated by controlled
and Maintained schools at

31 March 2017

\/

9.3 per cent

The percentage reduction in
the General Schools Budget
between 2012-13 and
2016-17 after taking

inflation into account

\/

 Deficits |
£1.6 million

The value of the largest
school deficit at 31 March
2017 (Drumcree College)

\/

 Surpluses |
£1.0 million

The value of the largest
schoolsurplus at 31
March 2017 (St Louise’s

Comprehensive College)

\/
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Executive Summary

Introduction

The Local Management of Schools, infroduced in 1990, changed the way in which schools are
funded and managed, by giving Boards of Governors and school principals the autonomy to
make decisions on resource allocation and priorities in order to improve the quality of feaching
and learning in schools. A Common Funding Scheme (CFS) was implemented in April 2005 in
an attempt fo establish a system for the funding of all grantaided schools on a consistent and
equifable basis, irespective of location or management type. Over £1 billion is allocated to
schools each year under the CFS.

A number of factors impact on the funding allocated to each school, including the number of
pupils attending the school; the number of pupils with additional educational or social needs;
and the size of the school premises.

The Education Authority (EA) requires that Controlled and Maintained schools aim to contain
expenditure within their allocated budget. Schools should not accumulate surpluses in excess
of five per cent of their delegated budget or £75,000, whichever is the lesser, unless they are
being accumulated for specific purposes. Permission for schools to overspend, that is incur @
deficit, is subject to an upper limit of five per cent of a school’s budget share or £75,000,
whichever is the lesser.

Key Findings

4.

Although the amount allocated under the CFS increased in cash terms between 2012-13 and
2016-17, in real terms, that is taking inflation info account, there was a 9.3 per cent reduction
in the General Schools Budget during this five year period.

Our analysis of schools’ financial position showed that the number of schools with a surplus and
the value of accumulated surpluses have fallen in the last five years. During the same period

the number of schools with deficits and the value of accumulated deficits have increased. The
EA's 2017-18 Provisional Outturn shows that the value of schools” accumulated deficits exceeds
accumulated surpluses for the first time in 2017-18.

We found that accumulated deficits and surpluses for a significant number of Controlled and
Maintained schools exceeded five per cent of budget or £75,000, whichever is the lesser.
In addition, although surpluses should be utilised within three years and deficits cleared or
substantially reduced within the same period, this was not the case, with a large number of
schools having significant surpluses or deficits in each of the last five financial years. Similar
issues were raised in an independent review of the CFS in 2013 but the issues were not
addressed and thus an opportunity fo improve the effectiveness of delegation of schools’
budgets was missed.
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7. The EA Board established a Surpluses and Deficits Working Group in response fo the
deteriorating financial position of schools. However, we found that implementation of the
Working Group's action plan, which included 37 action points, has been slow. Only four of the
25 action points, which should have been addressed by 31 March 2017, were addressed by
September 2017. The EA advised that 29 of the 37 action points had been implemented by
April 2018.

8. This report indicates an environment where there is pressure on school budgets, increasing pupil
numbers and schools with sustainability issues. Therefore, it is clear the system is coming close
fo a fipping point and acfion needs to be taken as a matter of urgency.

Recommendations

Recommendation 1

The Department of Education, in conjunction with the Education Authority, should undertake
a fundamental review of the Local Management of Schools arrangements. This should
include:

® a review of the Common Funding Scheme and its funding factors to ensure that it has
no unintended consequences for the funding of schools;

® ensuring that appropriate and effective inferventions are developed and applied for
those schools which continuously exceed their approved budget, in order to reduce
the risk of mismanagement of delegated budgets; and

e consideration of whether the current mechanisms for ensuring schools remain in
budget need to be strengthened to ensure better financial management. In doing so,
the Education Authority should ensure that appropriafe support mechanisms are in
place, such as financial expertise at Board of Governors and operational level.

Recommendation 2

The Department of Education and the Education Authority should ensure that the action
points arising from the Education Authority’s Surpluses and Deficits VWorking Group and
the recommendations contained in the Department of Education’s ‘Infernal Audit Review of
School Spend’ are implemented as soon as possible.
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Recommendation 3

The Department of Education and the Education Authority should reassess and expedite
the implementation of outstanding recommendations included in the Northern Ireland
Audit Office’s 2015 Report ‘Department of Education: Sustainability of Schools’ and
the Public Accounts Committee’s ‘Report on Department of Education: Sustainability of
Schools’ published in 2016. In addition to progressing the implementation of these
recommendations, the Department of Education and the Education Authority should
consider alternative arrangements to facilitate cost savings, such as shared governance

structures.

Recommendation 4

The Department of Education and the Education Authority should review the initiatives
being developed by the Depariment for Education in England and consider whether these
should be implemented fo support schools in Northem Ireland. In doing, so the Education
Authority should ensure that its central procurement framework provides best value for

money for Controlled and Maintained schools.
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Introduction and Background
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Part One:

Introduction and Background

Introduction

1.1

1.2

The Department of Education’s (the Department] primary statufory duty is to promote the
education of the people of Northern Ireland and ensure the effective implementation of
education policy. It is supported in delivering its functions by a range of arm’s length bodies,
including the Education Authority (EA).

The EA is responsible for ensuring that efficient and effective education services are available
fo meet the needs of children and young people, and for supporting the provision of efficient
and effective youth services. These services had been delivered by five Education and Library

Boards (ELBs) unfil 1 April 2015.

Northern Ireland Educational Structure

1.3

1.4

1.5

Northern Ireland has a complex educational structure, with a range of bodies involved in its
management and adminisiration.

Apart from the 14 independent schools which receive no state funding, all schools in Northemn

Ireland are grantaided. Figure 1 sets out the number of grantaided schools funded under the
Common Funding Scheme arrangements (see paragraph 1.7), by school type.

Figure 1: Number of Schools by School Type

School Type Number of Schools 2017-18
Pre-school Q5
Pﬂmgry ............................................................................................................................ o
Posfpnmgr\/ ..................................................................................................................... ool
Total 1,105

Source: Department of Education

Education services within Northern Ireland are provided by a number of different management
types (Figure 2).
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Figure 2: School Management Types

Management Number  Characteristics
Type of Schools
2017-18
Maintained 495 Maintained schools are managed by Boards of Governors

which consist of members nominated by frustees, along

with representatives of parents, teachers and the EA. These
schools are funded through the EA for their running costs
and directly by the Department in relation to capital building
works. For Catholic Maintained schools, the employing
authority is the Council for Catholic Maintained Schools
(CCMS). Other Maintained schools are any schools that
are not Catholic Maintained. They are typically, but not
exclusively, Irish-Medium schools.

Controlled 495 Controlled schools are managed and funded by the EA
through Boards of Governors. Primary and post-primary school
Boards of Governors consist of representatives of tfransferors -
mainly the Protestant churches - along with representatives of
parents, teachers and the EA.

Controlled 27 Controlled Infegrated schools are Controlled schools which
Infegrated have acquired infegrated status.

Crant Maintained 38 Grant Mainfained Integrated schools are selfFgoverning
Infegrated schools with integrated education status, funded directly by

the EA (the Department, prior to 1 April 2017) and managed
by Boards of Governors. The Board of Governors is the
employing authority and responsible for employing staff.

Voluntary 50 Voluntary Grammar schools are self-governing schools,
Grammar generally of long standing, originally established to provide
an academic education at post-primary level on a fee-paying
basis. They are funded by the EA (the Department, prior to
1 April 2017) and managed by Boards of Governors. The
Boards of Governors are constituted in accordance with each
school's scheme of management - usually representatives
of foundation governors, parents, feachers and, in most
cases, departmental or EA representatives. The Board of
Governors is the employing authority and is responsible for the
employment of all staff in its school.

Total 1,105

Source: Department of Education
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Funding Framework

1.6

1.7

1.8

The Local Management of Schools (LMS), infroduced in 1990, changed the way in which
schools are funded and managed, by giving Boards of Governors and school principals the
autonomy to make decisions on resource allocation and priorities in order to improve the quality
of teaching and leamning in schools.

Under the provisions of the Education and Libraries (NI} Order 2003 (the 2003 Order), a
Common Funding Scheme (CFS| was drawn up to apply fo all grantaided schools under the
LMS arrangements. The CFS was first implemented in April 2005 in an attempt to establish
a sysfem for the funding of all grantaided schools on a consistent and equitable basis,
imespective of location or management type.

In 2013-14 the Minister for Education instigated a consultation process to review the CFS. The
Minister’s key area of focus was the need to ensure appropriate targeting of resources fo help
schools provide support for young people from disadvantaged backgrounds, in order fo reduce
the level of educational underachievement. Following this consultation exercise, the Minister
defermined that a £10 million fund be set aside for ‘Additional Social Deprivation’; £5.5
million for nursery and primary schools, and £4.5 million for postprimary schools. In addition
fo this Additional Social Deprivation factor, the CFS for 2014-15 was amended to incorporate
two funding streams, one for nursery and primary schools and one for post-primary schools.

Since it was formed in April 2015!, the EA has been the funding authority for Controlled and
Maintained schools. Since April 2017, it is also the funding authority for Voluntary Grammar
(VG and Grant Maintained Integrated (GMI) schools. Prior fo this, the Department funded these
schools.

A number of factors impact on the funding allocated to each school, including:

* the total amount of the budget allocated to schools, known as the Aggregated Schools

Budget;
® the number of pupils attending the school;
e the number of pupils with additional educational or social needs attending the school; and

* the size of the school premises.

1 Under the Education (Northern Ireland) Act 2014.
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General Schools Budget

1.11  The General Schools Budget (GSB) is the fofal sum to be spent by the funding authority under
the terms of the CFS. It consists of:

e The Aggregated Schools Budget [(ASB) — total amount delegated to schools under the two
LMS funding streams (nursery and primary, and post-primary). The ASB is expected to meet:

—  teacher costs i.e. the cost of teacher salaries including shortterm sickness

absence;
- repairs and building (tenant) maintenance;
- vehicle running costs; and

- non+eacher cosfs including classroom assistants, administrative and ancillary staff,

books and materials, fuel and light, and examination fees.

® Resources Held at Centre — schools may be allocated funding from central funds for certain
staff costs such as substitution; Special Education Needs; and other accommodation costs;

and
e Cenfrally Held Resources Attributed to Schools — amounts held by the EA for services
provided fo schools (but not af an individual school level), for example, home to school

fransport, school crossing patrols and curriculum advisory and support services.

1.12 Almost £2 billion is allocated to schools each year under the CFS (Figure 3).

Figure 3: General Schools Budgets and Aggregated Schools Budgets

2012-13 2013-14 2014-15 2015-16 2016-17
£ million £ million £ million £ million £ million

General Schools Budget 1,730 1,750 1,780 1,820 1,790

Aggregated Schools Budget 1,123 1,123 1,145 1,178 1,175

Source: Department of Education

1.13  The EA'is required fo sef out the conditions under which the Board of Governors of each
Controlled and Maintained school is given delegated authority and its delegated budget.
In imposing such conditions, the EA should have regard to any guidance issued by the
Department.




10 The Financial Health of Schools

Part One:

Introduction and Background

VG and GMI schools have direct control of their finances and the conditions applied to these
schools are subject fo separate arangements operated under financiol memoranda. Any
overspend on their annual budget by these schools must be financed by the schools from
their own resources or bank overdrafts/loans.

Financial targets and pressures

1.15

The Department’s ‘Guidance on Financial and Management Arrangements for Controlled
and Maintained Schools funded under the Common Funding Scheme’ (the Guidance), issued
in March 2005, stafes that these schools should aim to remain within budget, to ensure that
financial resources are appropriately managed for the existing and future needs of pupils in
the school. The Guidance requires that schools should not accumulate surpluses or deficits in
excess of five per cent of their delegated budget? or £75,000, whichever is the lesser.

Although in cash terms the GSB and ASB increased between 2012-13 and 2016-17 (see
Figure 3|, the GSB decreased by 9.3 per cent and the ASB by 10.4 per cent in real terms
(i.e. adjusting for inflation). Schools in Northern Ireland advised us that they are facing financial
pressures as a result of cosfs which are outside their control.  These include inflationary
increases, such as pay rises and higher employer confributions o national insurance and

the teachers’ pension scheme. In addition, the number of pupils funded under the CFS
arrangements within grantaided schools increased from over 319,000 in 2012-13 to over
327,000 in the 2016-17 school census year (an increase of 2.5 per cent).

Scope of Report

1.1/

This report examines the extent to which schools have been able to manage within their budget
for the period 2012-13 to 2016-17 and whether surpluses or deficits are within required limits.
The report is structured as follows:

* Part Two analyses the financial position of schools;

* Part Three examines the actions and initiatives being taken by the Department and the EA
fo address the financial issues facing schools; and

® Part Four sefs out our findings, conclusions and recommendations.

Our study methodology is set out in Appendix 1.

2 Comprising Aggregated Schools Budget and addifional funding allocated to schools.
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Part Two:

Schools’ Financial Position

Controlled and Maintained Schools

2.1 The Department's Guidance states that to ensure that resources are deployed effectively, the
Board of Govemors of each Controlled and Maintained school is required to agree a financial
plan for ifs school and submit if to the EA for approval. The plan, which should align with the
School Development Plan®, covers the incoming financial year in defail and the following two
years at a level prescribed by the EA. The plan must be consistent with the financial resources
available to the school and based on redlistic assumptions regarding pupil numbers and
income.

2.2 A school’s expenditure should be contained within the approved budget. Llarge surpluses or
deficits must be avoided and schools should aim to remain within budget, thereby ensuring that
financial resources are appropriately managed for the existing and future needs of pupils in the
school.

2.3 Schools may accumulate savings without affecting the funding they receive in subsequent years.
However, the Guidance advises that excessive surpluses should not be accumulated by schools
without good reason. Conversely, no school may plan for a deficit without the prior consent of
the EA and any school with a deficit will have its budget share in the succeeding financial year
reduced by the appropriate amount.

2.4 The Guidance sets an upper limit of five per cent of a school’s budget share or £75,000,
whichever is the lesser, for both accumulated surpluses and permitted deficits.

2.5 These requirements have been incorporated info a key performance indicator (KPI) by the EA
fo ensure schools’ surpluses and deficits are appropriately managed. The EA's Annual Report
and Accounts for the year ending 31 March 2017 shows that only one of the three measures

relating to the KPl was achieved in 2016-17 (Appendix 2).

The number of schools with a surplus is decreasing; the number of schools with a deficit is
increasing

2.6 In January 2017, the (then) Education Minister advised the Assembly Committee for Education
that .. .some schools in deficit are, generally speaking, moving info bigger deficits and, for the
most part, the schools that are in surplus are moving info decreasing levels of surplus.”

3 The School Development Plan is a strategic plan for improvement. It should bring fogether, in a clear and simple way, the
school's priorities, the main actfions it will take fo raise stfandards, the resources dedicated fo these, and the key outcomes
and targets it infends fo achieve.
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2.7 Between 31 March 2013 and 31 March 2017, the number of Controlled and Maintained
schools with a surplus fell from 856 to 711. Conversely, the number of schools in deficit
increased from 197 to 315 during the same period (Figure 4).

Figure 4: Controlled and Maintained schools in surplus and deficit 2012-13 to

2016-174

Year SChS?’::;li:; % of SChS?::::fhi:; Schools in Deficit % of Sd‘%ﬂ;g;
2012-13 856 81 197 19
oiay S e S o
S e S o
e S dag o
oy I S o

Source: NIAO analysis of data provided by Department of Education.

Whilst overall schools are in surplus, the value of deficits is increasing

2.8 The GSB and ASB have been decreasing in real terms (see paragraph 1.16) and this has
resulted in the net surplus for Controlled and Maintained schools in Northern Ireland falling from
a peak of £41.1 million in 2012-13 to £14.8 million in 2016-17. However, the surpluses
accumulated by these schools decreased from £55.9 million to £46.8 million. Following an
upward trend in the previous three years, there was a marked decrease in schools’ surpluses
in 2016-17. However, the value of schools” cumulative deficits increased consistently over

the period, from £14.8 million at 31 March 2013 to £32.0 million af 31 March 2017, an
increase of 116.2 per cent (Figure 5).

4 The percentage figures may not fotal 100 per cent as in some years there was a small number of schools which were
neither in surplus nor deficit.
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Figure 5: Controlled and Maintained schools’ closing surplus and deficit
balances 2012-13 to 2016-17

Closing Surpluses at 31 March 2017

oo $54.3m

£49 Om £50.5m
I I $46 8m
Closing Deficits at 31 March 2017

£16.8m I I
£19.6m -£20.1

-£32.0m

2012-13

Source: NIAO analysis of data provided by Department of Education



2.9

The Financial Health of Schools 15

The number of schools with surpluses exceeding the threshold is reducing

In the five years to 31 March 2017, the number of Confrolled and Maintained schools with
accumulated savings in excess of the threshold of five per cent of their budget or £75,000,
whichever is the lesser, fell by 151, from 622 to 471 (Figure 6). Nevertheless, this means
that 45.9 per cent of Controlled and Maintained schools in Northern Ireland had accumulated
surpluses in excess of the threshold at 31 March 2017.

Figure 6: Controlled and Maintained schools’ surpluses compared with the threshold
of five per cent of budget or £75,000

Number of schools with  Number of schools with Total number of

Year a surplus below the a surplus above the schools with a
threshold threshold surplus

2012-13 234 622 856
2013-14 262 555 81/
2014-15 246 544 720
2015-16 254 531 /85
2016-17 240 471 an

Source: NIAO analysis of data provided by Department of Education.

The number of schools with deficits exceeding the threshold is increasing

In the five years to 31 March 2017, the number of schools with deficits in excess of the
threshold of five per cent of their budget or £75,000, whichever is the lesser, increased from
Q0 to 165, with a marked increase between 31 March 2016 and 31 March 2017 (Figure
7). Consequently, 16.1 per cent of Confrolled and Maintained schools in Northern Ireland
had a deficit at 31 March 2017 which exceeded the threshold.
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Figure 7: Controlled and Maintained schools’ deficits compared with the threshold
of five per cent of budget or £75,000

Number of schools Number of schools Total number of

Year with a deficit below the  with a deficit above the schools with a
threshold threshold deficit

2012-13 10/ Q0 19/
2013-14 123 Q4 217
2014-15 143 Q0 2472
2015-16 132 107 239
2016-17 150 165 315

Source: NIAO analysis of data provided by Department of Education.

Accumulated deficits exceed accumulated surpluses

2.11  The EAs 2017-18 Provisional Outturn® reports that the number of schools in surplus af 31
March 2018 reduced to 622, with accumulated surpluses totalling just over £39 million. It also
indicates that 396 schools were in a deficit af the end of the 2017-18 financial year, with the
deficits totalling £48 million. As a result, 2017-18 is the first year that schools” deficits outstrip
schools” surpluses.

Some schools have accumulated surpluses and deficits for more than three years

2.12  The Guidance states that the expectation is that any significant savings would be utilised within
the period of the three-year budget plan. However, from the data provided by the Depariment,
we identified that for the 1,012 schools which were open for all five years ending 31 March

2017:

® 549 schools had a surplus balance every year, with 288 of these having a surplus in
excess of the threshold every year; and

* the closing surplus for 18 schools, whose surplus was in excess of the threshold, had
increased year-on-year, with their combined surplus increasing from £1.3 million at 31
March 2013 to £3.1 million at 31 March 2017 - an increase of 138.5 per cent.

5 The EAs 2017-18 Annual Report and Accounts have not been finalised, therefore these figures are subject to change.
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Similarly, any deficits should be cleared or substantially reduced within the period of the three-
year budget plan. However:

e /2 schools had a deficit balance for the whole five year period, with 34 of these having o
deficit in excess of the threshold every year; and

* the closing deficit balance for 14 schools, whose deficit exceeded the threshold, increased
yearon-year, with their combined deficit increasing from £3.7 million af 31 March 2013 to
£12.7 million at 31 March 2017 - an increase of 243.2 per cent.

Of the 72 schools which had a deficit each year for the five years ending 31 March 2017:

® 15 were primary schools with fewer than 105 pupils (the minimum enrolment number for
such schools as set out in the Department's Policy for Sustainable Schools®); and

® 12 were postprimary schools with fewer than 500 pupils (the minimum enrolment number
for such schools as sef out in the Department’s Policy for Sustainable Schools).

In April 2017 the EA published, 'Providing Pathways - A Strategic Area Plan for School
Provision 2017-2020" (the Area Plan). The Area Plan sets out the challenges for the education
system in Northern Ireland, advising that in some areas of Northern Ireland there are foo
many school places for the size of the population, while in other areas, there are not enough
places. The EA has also published two Annual Action Plans which detail the actions proposed
fo address the issues identified in the Area Plan. These Annual Action Plans also contain some
actions for schools where sustainability is an issue.

The Annual Action Plan for April 2018 to March 2019 shows that almost onethird of the

actions required relate to sustainability issues in 27 named schools. The 27 schools named:

* include only three of the 15 primary schools which had been in deficit each year for the
five-year period ending 31 March 2017 and whose enrolment was fewer than 105 pupils;
and

* include only one of the 12 postprimary schools which had been in deficit each year for the
five-year period ending 31 March 2017 and whose enrolment was fewer than 500 pupils.

We asked the Department why sustainability was not considered to be an issue for all those
schools which had deficits in each of the last five years and which had fewer pupil numbers
than the minimum sef out in the Department’s Policy for Sustainable Schools. The Department
advised that the Policy for Sustainable Schools confained six criteria for assessing school
sustainability. While one is finance related, this does not carry more weight than other

6 Schools for the Future: A Policy for Sustainable Schools, (January 2009).
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criterion. Addressing the sustainability of individual schools is a matter for the statutory planning
authorities and managing authorities fo address in the first instance and through the Area
Planning and Development Proposal processes as required.

Post-primary schools have the largest individual surpluses

2.18  The annual surplus balance by school type (pre-school, primary and post-primary) remained
relatively constant for the five year period ending March 2017 (Figure 8).

Figure 8: Surplus Balance by School Type

£40m

£35m

£30m

£25m

£20m

2012-13 2013-14 2014-15 201516 201617

. Pre-school . Primary . Post-primary

Source: NIAO analysis of data provided by Department of Education

2.19  Atindividual school level, postprimary schools had larger surpluses. The largest individual
school surplus at 31 March 2017 was at a postprimary school (St Louise’s Comprehensive
College, £1.0 million). This compares with the largest primary school surplus of £0.5 million af
St Patrick’s, Dungannon and largest pre-school surplus of £0.1 million (Lisnagelvin Nursery).
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Post-primary schools have the largest deficits

2.20  Priorto 2016-17, the value of pre=schools” and primary schools” deficits were relatively
constant. However, the deficits accumulated by primary schools increased significantly
in 2016-17. Postprimary schools deficits increased consistently over the last five years,
increasing by almost 129.7 per cent from £10.1 million at 31 March 2013 to £23.2 million
at 31 March 2017 (Figure 9).

Figure 9: Deficit Balance by School Type

2012-13 2013-14 201516

-£0m

-£5m

-£20m

-£25m

. Pre-school . Primary . Post-primary

Source: NIAO analysis of data provided by Department of Education

2.21 Deficits at individual school level were highest in the postprimary schools. Seven post-primary
schools had a deficit in excess of £1 million at 31 March 2017, with the largest deficit of
£1.6 million ot Drumcree College” (Figure 10). This compares with the largest deficit ot o
primary school of £0.4 million (Springhill, Belfast) and a pre-school of £37,000 (St. Anthony's
Nursery, Larne).

7 Drumcree College closed on 31 August 2017 and a Key Stage 3 school, St John the Baptist College, opened on the site in
September 2017. Key Stage 3 is the first three years of postprimary education for pupils aged 11 1o 14.



20 The Financial Health of Schools

Part Two:

Schools’ Financial Position

2.22

2.23

Figure 10: Schools with Deficits over £1 million at 31 March 2017

School Deficit at 31 Number of

March 2017 Pupils
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Source: NIAO analysis of data provided by Department of Education.
The largest surpluses are more likely to be at larger schools

Two schools had accumulated surpluses at 31 March 2017 which were in excess of
£700,000. The school with the largest surplus (St Louise's Comprehensive College, Belfast,
£1.0 million) had 1,473 pupils. Holy Cross College, Strabane had 1,539 pupils.

The largest deficits are more likely to be at smaller schools

Seven schools, all of which were post-primary, had accumulated deficits of more than £1
million at 31 March 2017 (Figure 10}, compared with three at 31 March 2016. Only one
school of the seven (Strabane Academy) had more than 500 pupils, which is the minimum post-
primary enrolment threshold in the Policy for Sustainable Schools.

Voluntary Grammar and Grant Maintained Integrated Schools

2.24

As with Contfrolled and Maintained schools, Voluntary Grammar (VG) and Grant Maintained
Infegrated (GMI) schools are allocated fully delegated budgets via the CFS. In 2016-17, the
Aggregated Schools Budget for VG and GMI schools tofalled £270 million (23.0 per cent of
the Aggregated Schools Budget for all schools in Northern Ireland). It should be noted that the

8 St Eugene’s College, Enniskillen closed on 31 August 2017.



The Financial Health of Schools 21

majority of VG and GMI schools are postprimary schools and as such they receive a higher

Age Weighted Pupil Units (AVWWPU) cash value under the CFS?. Pupils at VG and GMI schools
represented 20.2 per cent of the total number of CFS funded pupils in 2016-17 (Figure 11).

Figure 11: Analysis of Schools’ 2016-17 Budgets by Management Type

Management Type Number of General Aggregated
Pupils in Schools Schools

2016-17 Budget Budget

£ billion £ billion

Voluntary Grammar 50,322 0.24 0.21
Crant Maintained Integrated 15,907 0.08 0.06
Controlled and Maintained schools 261,340 1.47 0.Q0
Total 327,579 1.79 1.17

Source: Department of Education

2.25 Al schools in the VG sector are postprimary schools, while the GMI sector comprises both
primary and post-primary schools (23 and 15 respectively).

2.26  The majority of VG and GMI schools operate as companies limited by guarantee and/or
charities, and they all have direct control of their finances. Unlike Controlled and Maintained
schools, whose annual funding and outtum positions are included within the EA's annual
accounts, all VG and GMI schools must prepare their own, externally audited, set of annual
accounts. They are managed by a Board of Governors appointed in line with each school’s
scheme of management.

2.27  Since April 2017, the EA has been the funding authority for VG and GMI schools and as such
is responsible for monitoring their expenditure. The EA requests and analyses annual returns'©
from the schools and publishes Annual Outturn Statements for these schools.

VG and GMI schools can retain surpluses but must finance deficits

2.28  Separate financial memoranda for VG and GMI schools set out the conditions and
arrangements for the payment of grantin-aid fo these schools. Both memoranda state that
any savings made on a school’s budget share will accrue 1o the school and will not be
subject to grant adjustments. The financial memorandum for VG schools also advises that

Q@ There are two AWPU cash values, one for nursery and primary schools and one for postprimary schools. With the
exception of new schools, pupil numbers for age weighting purposes is the enrolment at each individual school as shown
on the school census which immediately precedes the financial year to which funding relates. Pupil numbers are weighted fo
reflect differing costs associated with age ranges funded under the CFS. For the purpose of age weighting, the pupil’s year
group rather than his/her calendar age is used.

10 Documents requested from schools include annual audited financial statements; inyear financial monitoring returns; three-
year financial plans; and annual Inferal Audit reports.
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2.30

2.31

2.32

2.33

2.34

significant surpluses should not be built up, except for a particular purpose; likewise, levels
of expenditure should be contained within the total resources available to the school.

The limits imposed for Confrolled and Maintained schools (five per cent or £75,000, whichever
is the lesser) do not apply to GMI and VG schools.

If a VG or GMI school underspends against its budget, the unspent cash is held in a
commercial bank account. However, any school overspends against budget must be covered
out of the school’s assets, a credit bank balance or, if needs be, by a bank overdraft.

The cumulative surplus/deficit figures for VG and GMI schools often take account of non-
public funds and reflect their individual accounting policies, for example, depreciation and
investments. Furthermore, VG and GMI schools do not distinguish between public and non-
public income streams in their accounts. Consequently, the financial position of VG and GM
schools cannot be compared on a likeforlike basis with each other or with Controlled and
Maintained schools.

The number of VG and GMI schools with surpluses is reducing

In the five years to March 2017, the number of VG and GM!I schools reporting a cumulative
surplus fell from 67 to 59, while those reporting a cumulative deficit increased from 20 to 29

(Figure 12).
Figure 12: VG and GMI Schools’ Surpluses and Deficits 2012-13 to 2016-17

Schools in % of Schools in % of Schools in

Year Surplus Surplus Schools in Deficit Deficit
2012-13 6/ /7 20 23
S T S R S
T . S S o
Sorae e Lo Sy o
20]6 ]7 .................................. o 67 ....................... o 33

Source: NIAO analysis of data provided by Department of Education.

Between 2012-13 and 2014-15 the fofal value of VG and GMI schools’ surpluses decreased,
but has since increased to £10.74 million at 31 March 2017 (Figure 13|, with surplus
balances at individual schools ranging from £23,000 to more than £920,000.

Of the 59 VG and GMI schools in surplus at 31 March 2017, 47 had been in surplus in each

of the previous four years.
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Figure 13: VG and GMI Schools' Closing Surplus and Deficit Balances 2012-13 to 2016-17

Closing Surpluses
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Source: NIAO analysis of data provided by Department of Education
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2.36

2.37

2.38

The overall value of VG and GMI schools' deficits increased each year in the last five years,
from £6.8 million at 31 March 2013 to £14.61 million af 31 March 2017 (Figure 13). One
VG school had a £7.1 million deficit at 31 March 2017, Deficit balances at other VG and
GM!I schools ranged from £5,000 to £1.2 million af 31 March 2017.

Of the 29 VG and GMI schools in deficit at 31 March 2017, 13 had been in deficit in each

of the previous four years.

Additional data supplied by the Department indicates that at 31 March 2017, VG and GMI
schools had net assets of £428 million and a net bank balance of £46 million. Despite 29
VG and GMI schools having accumulated deficits compared with budget allocation, only one
school was overdrawn at 31 March 2017, while none had been overdrawn at the end of the
previous financial year.

We also noted that 22 of the 23 GMI primary schools had a surplus balance every year for
the five-year period ending 31 March 2017.

Summary

2.39

Our analysis of financial information provided by the Depariment and the EA showed that:

e the number of Confrolled and Maintained schools with a surplus decreased, while the
number of schools with a deficit increased over the five year period ending 31 March

2017:

e Confrolled and Maintained schools’ accumulated deficits exceeded accumulated surpluses

for the first time in 2017-18;

* the largest surpluses for Controlled and Maintained schools tend to be at larger schools;
and

e the number of VG and GMI schools in deficit and the total value of deficits increased in the

five year period ending 31 March 2017.
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Current Monitoring Arrangements

3.1 As the funding authority for schools, the EA's role is to monitor the operation of finances
in schools; provide them with management information; provide individual schools with
statements showing their financial allocations and actual expenditure; operate an audit system
fo provide assurance that proper controls are in place to safeguard public funds; and apply
sanctions, where appropriafe, including suspension of delegated budgets. The EA's role also
includes making central provision for significant, unforeseen costs and supporting schools in
their delegated responsibilities, for example, a provision to phase in a reduction in teaching
complement and class-size funding.

3.2 The EA reports monthly to the Department on the Controlled and Maintained schools through
completfion of Monthly Expenditure and Monitoring Reports (MEMRs).  The MEMRs include
details of each schools” yeartodate expenditure, along with the schools” estimated and
projected spend through fo the financial yearend.

3.3 The EA advised us that staff discuss yearto-date expenditure with schools, reviewing this against
the schools” plans, identifying any variances and obtaining explanations and information on the
actions which the schools are taking to address the variances.

3.4 The schools’ outturn position and three-year financial plans are analysed by the EA to obtain
an understanding of the individual position of each school and the movement in their financial
outturn from the previous financial year.

3.5 Fach year, the actual outturn position for all schools are published, with the latest Outturn
Statements (for 2015-16] published in May 2017 (Outturn Statements - Education Authority),
Voluntary grammar schools - 2015/ 16 outturn statement | Department of Education, and Grant
Maintained Integrated Sector - 2015/ 16 outturn statement | Department of Education.

Sanctions available

3.6 legislation'! provides that delegation of the management of a school’s budget share under
the Common Funding Scheme may be subject to such conditions as imposed by the EA. In
accordance with this legislative provision, the EA may restrict the authority delegated to
individual Boards of Governors where it believes that the school cannot operate within the level
of resources it has at ifs disposal.  Such restrictions can be used to ensure that planned and
actual expenditure are acceptable to the EA.

3.7 The EA advised that, short of suspension of financial delegation, it is constrained in effecting
financial restraint on a Confrolled or Maintained school and that, to date, the primary avenue
for effecting challenge to school management in respect of their financial planning activities has
been through direct and formal accountability meetings with either senior officers and/or ELB
Board members.

11 Arficle 5, The Education and Libraries (Northern Ireland) Order 2003.


http://www.eani.org.uk/schools/school-finance/local-management-of-schools/outturn-statements/
https://www.education-ni.gov.uk/publications/voluntary-grammar-schools-201516-outturn-statement
https://www.education-ni.gov.uk/publications/grant-maintained-integrated-sector-201516-outturn-statement
https://www.education-ni.gov.uk/publications/grant-maintained-integrated-sector-201516-outturn-statement

3.8
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legislation'? empowers the EA to suspend the right to a delegated budget if it appears that the
Board of Govemors of the school:

® has been guilty of a substantial or persistent failure to comply with any requirement or
conditions applicable under the CFS; or

* is not managing the resources put at ifs disposal for the purposes of the school in a
satisfactory manner.

Where the right to a delegated budget is suspended, the power to determine staffing
complement reverts to the EA.

'An Independent Review of the Common Funding Scheme' (the Salisbury Report), published

in January 2013, reported that “...budget delegation has been combined, with very limited
accountability for schools. Delegation has never been removed from any school, even where
a large and increasing deficit has been incurred.” The report acknowledged that the pattern of
large and persistent deficits in part reflected the urgent need for structural changes. However, it
indicated that the pattern of deficits raised serious issues about the effectiveness of the existing
systems for the financial administration of delegated funds. It warned that a forthcoming real
ferms reduction in school funding meant the issue was fast becoming critical.

The analysis in Part Two of this report shows that the issues identified in the Salisbury Report
materialised and that, in breach of the Guidance, a significant number of Controlled and
Maintained schools have carried a surplus or deficit balance for more than three years.
However, to date, delegation has never been removed from any school.

We asked the Department why the ultimate sanction of suspension of the delegated budget had
not been applied, given that a number of schools’ financial position has deferiorated in recent
years. The Department advised that suspending financial delegation is not a decision that
would be taken lightly and given the complexities of schools funding and governance requires
careful consideration of all relevant factors and approval at various levels within EA, DE and at
Ministerial level. The sanctions and processes leading up to suspension of schools delegation
are currently under review by the Department, in conjunction with the EA.

The analysis shows that there has been a substantial and persistent failure to manage schools’
surplus and deficit balances in compliance with the scheme requirements. Despite the Salisbury
Report raising concerns regarding the increase in school deficits as far back as 2013, no
school has had its delegated budget removed. Therefore, in our view, there are no real
consequences for, or deferrents against, schools who do not undertake effective financial
management of their budget.

12 Article 55, Part VII, Chapter 1 of the Education (Northern Ireland) Order 1998, as amended.
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The EA established a Surpluses and Deficits Working Group

3.14

In September 2015, the EA's Finance and General Purposes Committee raised concerns
about schools’ aggregated financial outturns and the implications for the EA's own finances. In
response, the EA established a Surpluses and Deficits Working Group to consider how schools
in the Controlled and Maintained sectors could be more effectively monitored and supported
fo achieve consistent budgetary efficiency. The aims of the Working Group are set out in

Appendix 3.

The 'Working Group Summary Report and Recommendations’ was presented to, and approved
by, the EA Board on 15 December 2016. An action plan, which included 37 action points

in relation to Working Group’s 25 recommendations, was developed, with priorities assigned
fo each action (Figure 14). A list of the Working Group's recommendations is included ot
Appendix 4.

Figure 14: Surpluses and Deficits Working Group Recommendations and Action Points

Number of Action Point Number of

Recommendations Priority'>  Action Points

Managing Surpluses and 16 Priority 1 6
Deficits Priority 2 10
Priority 3 Q

i P“Omyz ....................... s
Priority 3 |

e S o my S .
Priority 3 |

Lo S o my Lo 5
L PHO”WA ....................... 5
TOTAL 25 37

Source: NIAO analysis of data provided by Department of Education.

By September 2017 only four of the 37 action points had been implemented.

Only one of the six Priority 1 action points, which were to be implemented immediately,
was complefed by September 2017. This involved delivery of fifteen training sessions on
LMS financial matters for Governors, which commenced in December 2016 in response to
recommendation 2 (see Appendix 4). However, whilst a schedule of training sessions had
been agreed for 2017-18, due to budget constraints, courses planned for late 2017 were
postponed.

13 Priority 1 — Immediate
Priority 2 — For implementation by March 2017
Priority 3 — For implementation during 2017-18

Priority 4 — For implementation as circumsfances permit
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Only three of the 19 Priority 2 action points, which were fo be implemented by March 2017,
were completed by September 2017:

e Schools now have full online access to their financial dafa held on the EA finance sysfem,
ensuring that financial information can be made available to principals and governors in
a more timely manner. Utilisation of this facility is being considered further by LMS/ Senior
Finance Personnel (recommendation 11 at Appendix 4 refers).

* Finance reports for schools are generated from the system as part of the month- end
procedures, ensuring consisfent information is readily available to every school for reporting
fo their governors (recommendation 12 ot Appendix 4 refers).

e A review of surplus and deficit positions and frends for schools, individually and collectively,
was carried out and published on the EA's website in December 2017 (recommendation
17 at Appendix 4 refers).

The EA advised that the remaining actions are on-going. However, the EA has not set revised
implementation dates for the outstanding action points.

Although the Working Group agreed to reconvene in 12 months, this did not happen and in
our view may have contributed to delays in the implementation of the Group's action plan.
We asked the EA why the Working Group's recommendations had not been implemented

in accordance with the timescales set out in the action plan. The EA advised that while the
Working Group did not reconvene within 12 months, and there have been some delays

in implementing the recommendations, there has been progress in taking forward the
recommendations, with 29 implemented as at April 2018. The EA advised that it is actively
seeking fo implement the remaining recommendations as soon as possible.

The Working Group identified areas for further consideration

3.21

The Working Group identified other areas, beyond ifs terms of reference, which impact
on effective financial planning and where a school’s financial planning may have other
consequences (see Figure 15). However, in order to focus on ensuring more effective
management of schools’ finances, the Working Group decided not to explore these.
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Figure 15: Areas for further consideration identified by the Surpluses and Deficits
Working Group

Area Planning The process for implementing the Department’s Sustainable Schools Policy
(SSP). The purpose of the policy is to ensure that children and young
people have access to high-quality education that is delivered in schools
that are educationally and financially sustainable. In 2015, a Committee
for Education position paper' noted that area planning appeared fo
have limited impact on the schools” estate.

Area Learning learning Communities’ bringing schools together to help meet the

Partnerships’ curriculum Entitlement Framework'®.  Funding is received by the school
where the pupil is enrolled but the costs are bome by the school
delivering the curriculum. There is a need to ensure a fair distribution of
cost [curriculum delivery) with income (enrolment of pupils).

School A strategic plan for improvement, setting out how a school will raise

Development Plan  standards, resource the changes and demonstrate targets and outcomes
achieved. The Working Group considered that the connection between
a school's financial plan and its development plan must be further

developed.

Policy matters There is a need to consider policy matters which have a bearing upon @
school's financial circumstances, to ensure that the financial management
issues for a school are factored info those considerations. The policy
matters fo be considered include potential changes in the Common
Funding Scheme, earmarked funds and transport.

Resource The group’s recommendations may have resource implications, whether
implications financial or staffing. In progressing the recommendations, consideration
should be given fo the associated resource implications.

Source: Department of Education

3.22  The 'Working Group Summary Report and Recommendations” indicated that the EA's Finance
Committee may wish fo see further work being done in relation fo these five areas.

3.23  The EA has already been considering some of these other matters. As nofed in paragraph
2.15, the first ever Area Plan for Northern Ireland, ‘Providing Pathways - A Strategic Area
Plan for School Provision 2017-2020", was published in April 2017 and the second of three
accompanying annual plans was published in April 2018. In addition, the EA has clarified its
role in local Community Planning Partnerships. The EA also advised that matters are also being
considered as part of wider sfructural issues and fransformation.

14 Committee for Education “Position Paper: Area Planning” dated 1 June 2015 - Paragraph 59
(http:/ /www.niassembly.gov.uk/globalassets /documents/reports /education / area-planning—finalreport. pdf).

15 The Entitlement Framework (EF) is a Department of Education inifiative requiring all secondary schools to meet the 24,/27
curriculum target. Schools must offer a minimum of 24 subjects to Year 11 pupils and a minimum of 27 subjects fo Year 13

pupils.


http://www.niassembly.gov.uk/globalassets/documents/reports/education/area-planning---final-report.pdf
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The Department commissioned an Internal Audit review of school expenditure

3.24  The Department’s Annual Report and Accounts for 2016-17 indicated that the EA had overspent
on its budget allocation for the year ended March 2017. The Department reported that one
of the main causes of the overspend was that schools’ delegated expenditure was £7.8 million
more than budgeted.

3.25  The Department's 2016-17 Governance Statement advised that unfunded pay pressures for the
previous two vyears led fo more schools accessing surpluses, as they are entfitled to do, and to
more schools incurring or increasing deficits in 2016-17. Both scenarios had to be funded by
the EA in the absence of inyear Monitoring Round bids being met.

3.26  The Compitroller and Auditor General (C&AG) reported on the EA's actual overspend of £19.1
million compared with its budget as part of his audit of the EA's 2016-17 financial statements.
A copy of his report is included in the EA's Annual Report and Accounts which were published
on 23 March 2018 (htp://www.eani.org.uk/_resources/assets/attachment/full /0/75327 .
pdf).

3.27  Asaresult of the overspend, the Department commissioned its Internal Audit Service (IAS) to
undertake a review of the EA's systfems and capacity to monitor schools’” spend. The IAS was
also asked fo identify the underlying causes of escalating schools” spend.

3.28 In their report, issued in March 2018, the IAS made fen recommendations, all of which were
categorised as Priority 1", The IAS made two recommendations in relation fo strategic issues
which impact on the ability to effect change:

® |MS staff advised the IAS that while they can provide advice and guidance fo schools,
they cannot force financial plans on schools as this is a specific responsibility of the Board
of Governors. The IAS recommended that a review of the current LMS arrangements
should be undertaken, to defermine if changes can be infroduced which would ensure that
appropriate action is taken if Boards of Governors and principals fail to undertake their
financial management responsibilities properly.

e The IAS found anecdotal evidence that the Common Funding Scheme (CFS) allocation of
funding for additional circumstances (such as small schools, Targeting Social Need and
Newcomers) may be skewing the funding provided fo schools and confributing to the build-
up of large surpluses at some schools, while the number of schools in deficit is increasing.

The IAS recommended that the Department should consider undertaking a review of the
CFS.

16 The Internal Audit prioritisation of recommendations defines Priority 1 as “Failure to implement the recommendation is likely
to result in a maijor failure of a key organisational objective, significant damage to the reputation of the organisation or
misuse of public funds.”


http://www.eani.org.uk/_resources/assets/attachment/full/0/75327.pdf
http://www.eani.org.uk/_resources/assets/attachment/full/0/75327.pdf
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3.29  The IAS made a further eight operational recommendations, many of which were similar to
those contained in the EA Working Group's report, to help address the growing school deficits
(Appendix 5).

3.30  The Department and the EA have accepted all ten of the IAS's recommendations and target
dates for implementation have been set, with the last recommendation due fo be implemented

by 30 June 2018.

Summary
3.31 Neither the EA nor the ELBs have ever fully utilised the sanctions available under the terms of the
CFS.

3.32  Only four of the 37 action points arising from the EA's Surpluses and Deficits VWorking Group
report had been implemented by September 2017 Twenty-five action points should have been
addressed by 31 March 2017 in accordance with the action plan. The EA has advised that
29 of the 37 action points were implemented by April 2018.

3.33  The Department commissioned its IAS to review the EA's systems and capacities to monitor
school spend and identify the underlying causes for the growth of school deficits. The
Department and the EA have accepted the need to implement all ten of the strategic and
operational recommendations.

3.34  The C&AG reported on the EA's overspend of £19.1 million as part of his audit of the EA's
2016-17 financial statements.
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4. The majority of schools’ delegated budgets (almost Q0 per cent of their net expenditure in
2016-17) are spent on staff cosfs, with overheads (maintenance, fuel, electricity, books and
materials efc.) accounting for the remaining 10 per cent.

4.2 As part of our review, we visited 12 schools to obtain an understanding of the financial issues
affecting them and the management of their delegated budget. The schools visited covered
all sectors, school types and regions (Appendix 6). In addition, they included schools which
had been constantly in surplus and schools which had been constantly in deficit for the last five

years.
Staff Costs
4.3 As the majority of staff costs relate to teachers pay, changes in teaching staff will have the

most significant impact on a school’s finances. Some schools advised us that they had reduced
staff costs by reducing contracted hours for feachers or employing teaching assistants instead
of fulime teachers. However, school principals advised us that decisions on teaching staff
complements are a matter for the Board of Governors and that managing staffing levels can
only be achieved properly if there is sufficient notice of funding, since any attempt o reduce
teaching staff will have a lead in fime.

4.4 Some schools advised that when their financial position deteriorated, their first response was to
cut the hours and numbers of classroom assistants and administrative staff.

4.5 Some principals advised that efforts have been made fo reduce staff costs by replacing refirees
and voluntary redundancies with staff at a lower point on the pay scale. A pilot of the
Investing in the Teaching Workforce Scheme, which aims to encourage teachers over the age
of 55 to retire and replace them with recently qualified teachers, allowed 29 teachers to leave
between December 2017 and March 2018. The Department advised that a further scheme
offering the opportunity for up to 200 teachers fo leave will be delivered in 2018-19.

4.6 Sickness absence was an issue for many schools. The latest stafistics available from the
Department for 2016-17'7 show that, on average, 9.5 days were lost per teacher due to
sickness and that substitution costs totalled £73.6 million. VWe noted that any costs associated
with the first 20 working days of a sickness absence (10 days for schools with four fulHime
equivalent feachers or less| must be covered by the school’s delegated budget. Principals told
us that substitution costs can be as much as £200 per day. Some schools look for substitute
feachers af lower grades to reduce the cost impact, while others who cannot afford to bring in
substitute teachers, found cover from existing sfaff or split a class across all other teachers.

17 Teacher vacancies, sickness absence and subsfitution statistics in grantaided schools in Northern Ireland, 2016-17 -
Statistical Bulletin 8,/2017 (htips:/ /www.education-ni.gov.uk/ publications/education-workforce-statistics:201617).
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4.7 Whilst the approaches adopted by schools may be of financial benefit, they may impact upon
the quality of teaching provided by the school and the effective delivery of the curriculum.
Reducing teaching staff may lead fo increases in class sizes and could result in a reduction in
the number of subjects offered in some post-primary schools.

Overheads

4.8 Schools have affempted to reduce their overhead costs. Schools in the VG and GMI sectors
regularly fender for contracts including energy, catering, felephone and stafionery contracts and
as a result have realised savings.

4.9 In the Controlled and Maintained sectors there is less opportunity to make savings, due to
cenfralised procurement. Nevertheless, Controlled and Maintained schools have sought
opportunities to reduce overhead costs by cutting back on books and equipment, photocopying
and postage. Many schools recognise that the savings they are making are at the margins and
feel that the opportunity to make further savings on overheads is limited.

4.10 A number of schools considered the cost of contracts awarded via central procurement to
be high. Schools felt that central procurement offered very litile value for money and that it
restricted their use of the delegated budget. We were fold that, although sourcing maintenance
locally could be time-consuming, it was significantly cheaper. One school told us that it was
able to carpet a classroom from parent/teacher funds for considerably less than the price paid
for other classrooms via central procurement. Another school told us that it had arranged ifs
own cleaning contract and halved the price of the EA contract, saving around £30,000.

411 In light of schools’ comments, the EA should ensure that the central procurement framework
provides best value for money.

Common Funding Scheme

4.12  Almost 80 per cent of the amount distributed in 2016-17 under the CFS was based on pupil
numbers (known as the Age Weighted Pupil Units factor) - see Figure 16, while almost seven
per cent (£77.6 million) was allocated to schools to Target Social Needs (TNS)'¢. Appendix 7
provides a full analysis of amounts allocated under the CFS by funding factor for 2016-17.

18  The Social Deprivation and Additional Social Deprivation factors are allocated in recognition of the additional costs faced
by schools in educating children from socially deprived backgrounds, regardless of ability, and the particular challenges
faced in schools with high proportions of children from such backgrounds. The Educational Attainment factor of TSN is
infended to provide additional resources to help postprimary schools meet the needs of those pupils who are performing
below the expected level for their age and require exira support.
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Figure 16: Aggregated Schools Budget by Funding Factor 2016-17

4.2%

. Age weighted pupil units . Targeting Social Needs . Premises

. Small Schools . Foundation Stage . Other

Source: NIAO analysis of data provided by the Department of Education

A number of principals raised concerns regarding the outworkings of the CFS. Some principals
considered that there needed to be a more even and fair distribution of funding between
primary and post-primary schools.

Schools receive the same allowance per square metre for premises (covering heating costs and
mainfenance) regardless of the age or condition of buildings. Thus older schools receive the
same amount as newer schools which are more energy efficient and which should require less
maintenance.

Some schools feel that medium-size schools lose out as they do not qualify for the Small Schools
Support Factor'? and af the same time do not benefit from the funding associated with having @
large number of pupils.

19 The Small Schools Support factor is intended to target more resources towards smaller primary schools, to facilitate the
delivery of the curriculum. A lump sum equivalent fo 1.0 times the salary (inclusive of employee and employer contributions)
of a teacher on point UPS 1 of the Teachers’ Upper Pay Scale, is allocated to schools of up to 100 pupils, tapering to zero

at 300 pupils.
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4.16  Some schools advised that their surplus financial position was the result of increasing pupll
numbers and additional allowances such as Support for Newcomers?, rather than the direct
result of their financial management. Similar anecdotal evidence was obtained by the

Department’s IAS (see paragraph 3.28).

4.17  The Department should ensure that the CFS and its funding factors do not have any unintended
consequences for the funding of schools and consequently their financial position.

School Sustainability

4.18  Llinked fo these concerns regarding the CFS, a number of schools raised the issue of school
sizes and sustainability.

4.19 A number of studies, including ‘An Independent Review of the Common Funding Scheme'’
issued in 2013, indicated the need for rafionalisation of the schools estate, given the number
of small schools in Northern Ireland and the additional funding which they attract. The schools
visited felt that rafionalisation of the schools” estate would free up more funds for distribution to
sustainable schools.

4.20 In June 2015, the Norther lreland Audit Office (NIAOQ) published its report ‘Department
of Education: Sustainability of Schools’. The report evaluated the progress made by the
Department of Education in delivering sustainable schools since the Bain Review in December
2006?'. Bain concluded that, because of falling pupil numbers and the number of school
sectors in Northern Ireland, there were too many schools and that some would become
educationally unsustainable. Bain also concluded that the surplus capacity, to cater for a degree
of uncerfainty in planning and fo accommodate parental preference, should not exceed 10 per
cent across the schools' estate.

4.21  The NIAO's 2015 report noted that, overall, there had been some progress in implementing
the Department's Sustainable Schools Policy through area planning, with the schools” estate
reducing by 89 schools, from 1,133 in 2006 to 1,044 in 2015. By 2017-18, the number of
Controlled and Maintained schools had reduced to 1,017.

4.22  The NIAO's 2015 report also noted that around £36 million of school budgets are allocated to
schools because they are small. In 2016-17, £27 million (2.3 per cent of school budgets| was
still being allocated to small schools.

20 Schools will receive an additional cash value for each fullime pupil designated in the school census as a Newcomer pupil.
A Newcomer pupil is one who does not have a language in common with the teacher and who does not normally speak
English or Irish at home.

21 Schools for the Future: Funding, Strategy, Sharing: Report of the Independent Strategic Review of Education, (Professor
George Bain), (December 20006).
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4.23  The Policy for Sustainable Schools sets out the minimum enrolment thresholds for primary and
post-primary schools. The NIAO's 2015 report advised that in 2014-15, 36 per cent of
primary schools had fewer than the minimum threshold of 105 pupils, while 47 per cent of
post-primary schools had fewer than the minimum threshold of 500 pupils in years 8 to 12.
Updated figures provided by the Department show that the percentage of primary schools with
fewer than 105 pupils had fallen to 32 per cent in 2016-17, while the percentage of post-
primary schools with fewer than 500 pupils had fallen to 42 per cent??.

4.24  The NIAO's 2015 report advised that there were 50,389 surplus places in primary schools
and 21,151 surplus postprimary school places in 2014-15. We note, based on information
contained in the Annual Action Plan for April 2018 to March 2019, there were 35,910
available places?® in primary schools and 13,718 available places in postprimary schools in

2017-18.

425 Following the Public Accounts Committee (PAC) examination of, and an evidence session
on, the NIAO’s 2015 report, the PAC published its ‘Report on Department of Education:
Sustainability of Schools” in March 2016, making ten recommendations for the Department’s
consideration. The Department’s responses and undertakings in relation to the PAC's
recommendations were sef out on the ‘Department of Finance Memorandum on the Thirty Fifth
Report from the Public Accounts Committee Mandate 2011-16" issued in June 2016. Only
three of the eight commitments which the Department agreed to undertake have been achieved
to date. The remaining commitments are being progressed by the Department.

4.26  We recognise that it will take time to rationalise the number of schools and the political
sensitivities associated with it. Therefore we recommend that consideration is given to alternative
arrangements fo facilitate cost savings, such as shared governance structures, collaborative
procurement and clustering of schools.

Financial Expertise

4.27  Some of the schools reported that they lack the financial skills required for day-fo-day financial
management of their budget. They felt the need to employ professional accountancy support
but did not have the resources to do so. VG schools have full- time bursars, while schools within
the GMI sector employ bursars on a fulime or parttime basis. At the GMI school we visited,
there is a bursar on-site one day per month.

22 Figures in the 2015 Report and the 2016-17 updates provided by the Department are for the academic year as opposed
to the financial year.

23 Available places have been calculated by taking the Actual Enrolment at a school, less any pupils that are classed as
supernumerary [pupils with a statement of special educational needs (SEN), pupils admitied on appeal and pupils admitted
by direction of the Exceptional Circumstances Body) and taking this figure away from the Total Approved Enrolment. As
each school's enrolment number is set faking a number of factors into account (including approved admissions numbers,
limiting the number of children they can admit in their first year grouping), and may or may not closely reflect the physical
capacity of a particular school, the available places calculated may not equate to the number of ‘empty desks’ or ‘spare
capacity’ in the education system. Even if the school’s actual enrolment is equal to its approved enrolment but includes, say
50, children with a statement of SEN, the school will have 50 available places. However, some children with a statement
of SEN may attend a school which is already full or oversubscribed, so adding the total number of children with a statement
of SEN in the calculation of available places would not give a more accurate available places figure.
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The Surpluses and Deficits VWorking Group findings include a Priority 424 action point that

the EA should consider developing and piloting a model Bursar Scheme for Controlled and
Maintained schools. The EA has indicated that it would be keen to see a pilot bursar scheme
developed so that schools would have more dedicated financial management support over and
above that presently available from IMS. The EA has undertaken to look af this in due course.

Other Initiatives

4.29

4.30

4.31

In 2013 the Department for Education (DfE) in England complefed a review of school
efficiency? and undertook fo support schools via a number of initiatives:

o effective workforce deployment;

benchmarking;

* an indicafor of school efficiency;

improved procurement;

support for clusters of primary schools o take on a school business manager; and

more effective governance and accountability.

In January 2016, DfE launched its Schools Financial Health and Efficiency programme. Key
elements of the programme include:

* o webpage for the DfE's guidance and tools;

¢ q financial health checklist service:

* strafegies for workforce, procurement and communications; and
® qccess fo framework contracts.

We asked the Department whether similar initiatives had been infroduced in Northern Ireland.
The Department advised that at this time consideration is being given to developing broader
benchmarks for use in promoting efficient and effective use of school budgets, extending
beyond Pupil /Teacher Ratios, Management Allowances and structures. In addition, schools
are presently required to demonstrate evidence of procurement savings if they buy from
sources other than EA contracts and also, by virtue of their relationship with the EA, that their
procurement activity is within the jurisdiction of EU procurement guidelines.

24 For implementation as circumstances permit.

25 Review of efficiency in the schools system, Department for Education, June 2013.
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4.32  The Department also advised that the EA is seeking to establish multi-disciplinary teams
working across education, human resources and finance fo support schools in the management
challenges they face.

Conclusions

4.33  Our analysis of schools’ financial positions in Part Two showed that the number of schools
in surplus and the value of surpluses accumulated had fallen in the five financial years 2012-
13 10 2016-17. During the same time the number of schools with deficits and the value of
accumulated deficits have increased. The EA's 2017-18 Provisional Outturn shows that the
value of accumulated deficits exceeds accumulated surpluses for the first time in 2017-18.

4.34  Accumulated deficits and surpluses for Controlled and Mainfained schools exceeded the EA's
Guidance of five per cent of budget or £75,000, whichever is the lesser. In addition, although
the Guidance advises that surpluses should be utilised within three years and deficits cleared
or substantially reduced within the same period, this was not the case, with a large number of
schools having significant surpluses or deficits in each of the five financial years 2012-13 to

2016-17.

4.35  Although the Guidance provides for suspension of a school’s delegated budget and restriction
of delegated authority, neither the EA nor the ELBs fully utilised the sanctions available.

4.36  In response fo schools” deferiorating financial positions, the EA set up a Surpluses and Deficits
Working Group. However, we found that implementation of the resulting action plan has been
slow, with only four of the 25 action points which should have been addressed by 31 March

2017, actioned by September 2017 The EA advised that 29 of the 37 action points had
been implemented by April 2018.

4.37  The Department has only achieved three of the eight commitments given in response fo the
PAC's report on the Sustainability of Schools.

Recommendations

4.38  The Department, in conjunction with the EA, should undertoke a fundamental review of the Local
Management of Schools arrangements. This should include:

® a review of the Common Funding Scheme and its funding factors to ensure that it has no
unintended consequences for the funding of schools;
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® ensuring that appropriate and effective inferventions are developed and applied for those
schools which continuously exceed their approved budget, in order fo reduce the risk of
mismanagement of delegafed budgets; and

* consideration of whether the current mechanisms for ensuring schools remain in budget need
fo be strengthened fo ensure better financial management. In doing so, the EA should ensure
that appropriate support mechanisms are in place, such as financial expertise at Board of
Governors and operational level.

The Department and the EA should ensure that the action points arising from the EA's Surpluses
and Deficits Working Group and the recommendations contained in the Department’s ‘Infernal
Audit Review of School Spend" are implemented as soon as possible.

The Department and the EA should reassess and expedite the implementation of outstanding
recommendations included in the NIAO's 2015 Report ‘Department of Education: Sustainability
of Schools" and the Public Accounts Committee’s ‘Report on Department of Education:
Sustainability of Schools” published in 2016. In addition to progressing the implementation of
these recommendations, the Department and the EA should consider alternative arrangements o
facilitate cost savings, such as shared governance arrangements.

The Department and the EA should review the inifiatives being developed by the Department
for Education in England and consider whether these should be implemented to support schools
in Northern Ireland. In doing so, the EA should ensure that its central procurement framework
provides best value for money for Confrolled and Maintained Schools.
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Appendix 1: (Paragraph 1.18)
Study Methodology

The study used a combination of quantitative and qualitative methods for gathering evidence, including:

e discussions with key staff at the Department of Education and the Education Authority;

® visits fo schools, encompassing primary and post-primary and Controlled, Maintained, Voluntary
Grammar and Grant Maintained Infegrated schools, and discussions with school principals, bursars
and governors;

® review of documentation, including work performed by the Natfional Audit Office and the Assembly
Research and Information Service; the Department of Education and Education Authority policies/
procedures/guidance; and relevant legislation; and

* dafa analysis of summarised Monthly Expenditure Monitoring Reports provided for the period 2012-
1310 2016-17/.
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(Paragraph 2.5)

Progress in 2016-17 against the EA’s objective to ensure that
schools’ surpluses and deficits are appropriately managed

Actions / Measures Position Report at 31
Commitments March 2017
Schools’ deficits In 2016-17, reduction in the number of schools with Not Achieved
managed in line a deficit that is in excess of five per cent or £75,000,
with extant financial whichever is the lesser, of their delegated budget.
guidance.
Appropriate review Financial plans for those schools already in deficit, Not Achieved
of financial plans for or planning fo go info deficit in 2016-17, formally
schools in deficit. approved by the Inferim Chief Executive and they

clearly show how the school plans to fully recover this

deficit within an acceptable time period (no greater

than three years).
Schools' surpluses In 2016-17, reduction in the number of schools with @ Achieved

managed in line
with extant financial
guidance.

surplus that is in excess of five per cent or £75,000,
whichever is the lesser, of their delegated budget.

Source: Education Authority Annual Report and Accounts for the period ended 31 March 2017
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Appendix 3: (Paragraph 3.14)
Aims of the EA’s Surpluses and Deficits Working Group

The Working Group aimed fo identify measures to:

minimise the risks fo the EA and the Department;
® improve schools’ financial planning activities;

* improve the EA's monitoring of schools’ projected/actual surplus and deficit positions and take
appropriate action, where required; and

® ensure that concerns drawn fo the affention of a school/Board of Governors receive an appropriate
response.
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Appendix 4: (Paragraph 3.15)

Recommendations made by the EA’s Surpluses and Deficits

Working Group

Managing Surpluses and Deficits

1. There is a need for the EA to develop IMS structures which ensure support is consistent across

the whole of the EA.
2. Training fo be offered to all Governors and Principals on general financial management matters.

3. Specific fraining programmes to be targefed at schools in like circumstances and with the most
significant financial challenges, to focus attention on that which needs to be addressed, with
involvement and input from education personnel.

4. To develop financial modelling tools that enable schools to more directly understand the
dynamics which may impact upon their individual circumstances.

5. Todirect schools to relevant information which is already available to assist in financial planning
i.e. demographics.

6. The timely nofification of schools’ budgets by the Department fo schools.

7. The EA to ensure schools are more accountable in forecasting their financial position by
infroducing a formal mid-year review of schools' initial financial plans and all such detail to be
signed off by the Board of Governors.

8.  To develop appropriate arrangements where education advice and support is available to assist
a school's management in identifying all aliernatives for resolving financial difficulties.

9. Officers to develop escalation procedures to ensure that the EA is proactive in ensuring that
schools” actions are in accordance with their circumstances.

10.  In ensuring that the reporting of schools” financial positions are considered at every meeting
of Boards of Govemors, the EA should review present arrangements which seek to ensure
compliance with this objective.

11.  Consideration to be given as fo how financial information can be made available to Principals/
Govermors in a more timely manner.

12, To develop advice on the minimum financial information that should be presented to Governors
at meetings of the full Board of Governors.
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13. To review all Financial Guidance for schools to ensure that if:
i.  supports the schools in managing their finances;
ii. supports the EA in discharging its funding authority responsibilities; and

iii. promofes good practice on financial management matters which are educationally
focused.

14, IMS budgefs must be more effectively managed on an EA-wide basis and officers should review
LMS arrangements in relation fo:

i.  providing financial management advice and support to schools;

ii. considering the budget planning and approvals processes;

iii. the financial reporting arrangements; and

iv. effecting challenges to variations between planned and actual expenditure.

15, To seek o ensure that any earmarked resources are notified to schools as soon as possible.

16, To review CFS funding elements and additional earmarked funds to ensure that:
i.  funds were appropriately targeted; and
ii. the infended objectives were being achieved.

Prescribed Thresholds - the lesser of £75,000 or 5%

17, Officers to examine and review the surplus/deficit threshold limits and consider:
i.  the appropriateness of the absolute figures for larger schools;

ii.  the timeframes within which individual schools are required to address their surplus/
deficit above the agreed tolerances; and

iii.  officers to develop a model of support that includes educational input in addressing
underlying financial management issues.

Bursars

18.  The EA to consider developing and pilofing a model Bursar Scheme for Controlled and
Maintained schools.

Governance

19, The EA should review the mechanics by which schools financial plans are approved and
consider how approval could be conditional on whatever obligations the EA, as funding
authority, considers appropriate.
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20. The establishment of an appropriate procedure within the EA for effecting suspension of financial
delegation to a Board of Governors.

21. A review of the present engagement arrangements in relafion to the annual budgetary cycle,
drawing upon financial performance in prior years.

22. A review of the Common Funding Scheme to explore what other avenues may be available o
the EA to make schools more accountable for the implications of their operational decisions, in
particular, in relation fo the management of surpluses.

23.  Further work to be carried out on developing appropriate sanctions o be applied to a school
when all other avenues, short of the suspension of financial delegation, have been exhausted.

Communication

24.  Officers to develop a communications strategy with schools on LMS financial management
matters.

25.  The development of effective communications aimed af keeping schools informed, and to
increase their understanding of the financial issues facing the education system as a whole, as
well as that impacting at the individual school level.

Source: Department of Education
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Appendix 5: (Paragraph 3.29)

The Internal Audit Service’s Operational Recommendations

1. Itis vital that the EA always approves school financial plans by 30th June. The IAS
recommended that progress to achieving this target is reported to the EA Board and the
Department.

2. Where financial plans are not in line with the financial resources available, the use of
Conditional letters of Approval is deemed appropriate to help ensure schools take action fo
reduce expenditure.

3. Where final budget figures are not available before yearend, planning on the basis of
indicative figures should be undertaken.

4. The EA should urgently establish a consistent approach fo monitoring schools” financial
performance, fo include regular monitoring of variances against plans, and a process fo deal
with circumstances where significant variances against plans are identified.

5. Higher risk schools should be required to meet with one of the EA's Committees to explain the
circumstances of their deficit and the actions taken to reduce it.

6. The EA should provide the Department with a clear narrative on the School Net Increasing/
Decreasing Deficit forecast when submitting the MEMR to the Department.  This should include a
report on the movement in increasing deficit and surplus drawdown requirements, as well as the
actions the EA is taking to bring the position in line.

7. The EA Working Group recommendations should be implemented with pace.
8.  The EA should consider establishing a programme of multi-disciplinary reviews fo assist in

improving a school’s financial position. Criteria should be established fo identify those schools
which would benefit most from such an approach.
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Appendix 6: (Paragraph 4.2)
NIAO School Visits

e Kilmaine Primary School, Bangor

e St Colmcille’s High School, Crossgar

® Drumcree College, Portfadown

e St Oliver Plunkett Primary School, Belfast

e Sacred Heart College, Omagh

* Ballycraigy Primary School, Antrim

® Doagh Primary School, Ballyclare

®  Mount St Catherine’s Primary School, Armagh
® StJoseph’s College, Belfast

® Devenish College, Enniskillen

e Spires Infegrated Primary School, Magherafelt

e Belfast Royal Academy, Belfast
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Appendix /: (Paragraph 4.12)

Aggregated Schools Budget (ASB) allocation by Funding Factor
2016-17

Nursery and

Primary  Post-primary Total

Funding Factor £'000 £'000 £'000  Percentage
Pupil AWPU funding 409,128 522,033 Q31,161 79.3
SOC|O|Depr,vononAddmong| ........................................................................................................
Social Deprivation and Educational

Atftainment 46,267 31,309 /7,576 6.6
Premlses ....................................................... 25@04 ............ 397]2 .......... 65316 ................ 5 é
5m0||gchoo|s ............................................... 21030 .............. 6097 .......... 27]27 ................ 23
Foundononsl‘gge ......................................... 24]@9 .................................. 24](39 ................ 2]
Newcomerpup||s ........................................... 9988 .............. 2593 ........... | 258] ................. ]]
LOnd|ord/\/\O|menOnce* 4@2 .............. 9252 ............ 97]4 ................ O 8
. P”mgry Perpgls Re |egse .............................. 7 880 .................................... 7880 ................ O 7
Admmcostsfgcfor* 770 .............. 684] ............. 7()“ ................. o é
TeocherSSOk]ryProfechon .............................. 497(3 725 ............ 570] ................. o 5
LookedAﬂerch”dren 983 QQQ ............. ]Q]Q ................ O 2
|/\/\Curr|cu|orsupporfond|/\/\Umf ..................................................................................................
costs 656 041 1,297 0.1
Ch | |dren O f . Trove”mg . Comm Un”\/ ........................ 8 7Q .................. 3 72 ............. ] . 25 ] ................. O . ] .
gpec|0|umfs ...................................................... 3 QQ 222 ................ () 2] ................. O ]
Chlldreno f . 5 erwce Persome| .............................. ]Q] ..................... é Q ................ Qéo ................ O O
SUB-TOTAL 553,382 620,795 1,174,177 100.0
Trgnsmomwundmg 725 ...................... O ................ 7 25 .......................
TOTAL 554,107 620,795 1,174,900

*VG and GMI schools only

Note: Figures above include an additional £7.4 million distributed to schools in October 2016. Amounts may not total due
to rounding.

Source: Department of Education
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Title

2017

Continuous improvement arrangements in policing
Management of the Transforming Your Care Reform Programme
Special Educational Needs

Local Government Auditor’s Report

Managing Children who Offend

Access to Finance for Small and Medium-sized Enterprises (SME's)
in Northern Ireland

Managing the Risk of Bribery and Corruption: A Good Practice Guide
for the Northern Ireland Public Sector

Homelessness in Northern Ireland

Managing the Central Government Office Estate

2018

Continuous improvement arrangements in policing
Type 2 Diabetes Prevention and Care

Financial Auditing and Reporting: General Report by the Comptroller
and Auditor General for Northern Ireland — 2017

Speeding up justice: avoidable delay in the criminal justice system

Performance management for outcomes: A good practice guide for
public bodies

The National Fraud Initiative: Northern Ireland
local Government Auditor's Report — 2018

Date Published

04 April 2017
11 April 2017
27 June 2017
05 July 2017
06 July 2017

26 September 2017

14 November 2017
21 November 2017
30 November 2017

27 February 2018
6 March 2018

13 March 2018
27 March 2018

15 June 2018
19 June 2018
4 September 2018
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