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Summary
[bookmark: _Hlk180672676]Hampshire’s Scheme for Financing Schools was recently updated; however, further changes are required to a number of banking related aspects in response to the growing financial challenges faced by the local authority.
Schools Forum is asked to note the planned consultation with all maintained schools on the proposed revision to the scheme, with a view to the outcome being reported to Schools Forum in March 2025 for decision.
Background 
As required by the School Standards and Framework Act 1998, the scheme sets out the financial relationship between the County Council (the Council) and the maintained schools it funds. It contains requirements relating to financial management and associated issues, binding on both the authority and schools.
The DfE states that schemes must contain a provision which makes it clear whether balances held by the local authority on behalf of schools will attract interest. If such balances do attract interest the scheme itself may show the basis of calculation, or there may be reference to separate guidance issued from time to time.
Statutory guidance states that changes to the scheme are subject to consultation with all schools, and approval by Schools Forum (members representing maintained schools only). As stated in 1.1.7 of the Hampshire Scheme for Financing Schools, following approval to consult, all maintained schools will be given the opportunity to comment with a view to asking Schools Forum to decide on the proposed changes in March 2025.
The existing version of the Scheme for Financing Schools is at:  https://www.hants.gov.uk/educationandlearning/schoolbudgetshares/schemefinancingschools
The statutory guidance is at: https://www.gov.uk/government/publications/schemes-for-financing-schools 
Changes are required to the rate of interest payable to school surplus balances held within the Council’s bank account along with a small number of banking related aspects. Updated sections to the scheme are set out in Appendix A.
The changes are a response to the growing financial challenges faced by the Council which in future years are considerable, as costs keep rising through inflation, and demand for vital social care for vulnerable children and adults continues to increase. Despite significant budget savings achieved in recent years (£766m since 2010), these pressures have resulted in an overall gross annual budget projected shortfall of £182m for 2025/26, rising to £266m for 2026/27.
The Council’s financial position has been well trailed, and set out in a number of recent reports, which include the Medium Term Financial Strategy (published in November), and the Cash Limit report (published in December), and links to both reports are below:
· Medium Term Financial Update November 2024 - Cabinet Report.pdf
· Financial Update and Budget Setting and Provisional Cash Limits 2023/24
Over the course of the last 12 months, the Council has been considering all options to assist with balancing the budget, which has included a detailed review of what further savings could be made if the Council were to deliver services at the Legal Minimum Service Level (LMSL). 
Officers have been working on the premise of delivering solely to the Council’s Core Purpose over the Summer and have produced a significant body of evidence covering 177 separate service lines to evidence the thought processes and outcomes of this exercise, challenged and supported by an Independent Panel (Chaired by Rob Whiteman CBE), many of whom are already commissioners in other authorities and are very experienced in this sort of role.
As part of this review, an area where the Council could be seen as ‘operating’ above the LMSL was in relation to the payment of interest on schools balance (as there is no statutory requirement to pay interest), with the review highlighting that many Shire Counties already pay no interest on schools balances; hence why changes to reduce the level of interest payable are now proposed.
In terms of the Council’s overall financial position, the MTFS report set out:
‘it is pretty clear that as signposted and anticipated for some time, the County Council has reached the point where it is unable to find the level of savings required to balance the budget on a recurring and sustainable basis…... 
[bookmark: _Hlk181796337]What is becoming clear though is that even if the Council were operating with all services at the their legal minimum service level in line with the definitions set out in Appendix 2, the council would not be able to balance the budget on a sustainable and recurring basis, a position which is supported by the work of the Independent Panel’
This is a view supported by the Independent Panel, who have commented:
‘that the Council is well run, is performant across its services, has delivered consistently on its savings programmes, but is now unable to find sufficient new recurring savings to balance the 2025/26 budget, with a significant risk that in the medium term the Council is no longer sustainable.’
It is though important to be clear, that whilst the Council faces a significant budget shortfall and financial challenge which it is seeking to pro-actively manage, the Council will continue to operate (a council is not allowed to ‘cease’ under statue) and will continue to provide support to schools and the provision of services to schools.
The Council’s overall financial position is further exacerbated by the impact of the growing DSG deficit which is having a significant impact on the Council’s treasury management.  At the end of 2024/25, the cumulative DSG deficit is expected to be over £200m, which represents real cash that the Council has had to find, with the deficit anticipated to rise to £287m by the end of 2025/26. 
Looking ahead, not only does this mean that the Council is losing out on nearly £10m of investment income it could have earned on this funding in 2025/26 (a figure which will increase each year as the DSG deficit increases), it also brings forward the point that the Council will need to borrow to fund its cashflow and capital programme commitments, which will mean that the Council will incur borrowing costs
The DSG deficit effectively has a double impact as the Council loses investment income and will begin to incur borrowing costs.
These pressures have required all opportunities for savings to be considered therefore the Council is seeking to change the scheme to reduce the interest paid on the surplus balances held by schools in the Council’s bank account.
This change is proposed in recognition of the considerable financial challenges being faced by the Council and also recognises the many benefits schools receive through the use of the local authority account. Benefits include treasury management services, integration with the Councils accounting system and Shared Services arrangements, reducing workload in schools and confidence that all savings held are protected.
Interest received by schools historically have been very low with the Bank of England base rate less than 1% between 2009 and 2023 leading to little if any interest being paid to schools. Whilst rates have increased in recent years providing a short term boost to school funding, interest rates are forecast to decline over the next three years limiting any potential short term future benefit.
Interest payments to schools have also been favourable as they have been closely aligned to the Bank of England base rate with typical account interest rates in the banking sector around 1.5% lower than this in recent years.
Details of changes
[bookmark: _Hlk182229753]The proposed change is to make interest payable to all schools based on a rate of 0.5% of balances held by the individual school while the Bank of England base rate is above 1.5%. Where the Bank of England base rate is 1.5% of below, the proposal is that no interest will be paid.
Whilst many local authorities have chosen to not pay interest on balances held on behalf of maintained schools, this proposed rate seeks to recognise the value to schools whilst taking into account the costs to the local authority and benefits to schools of having funds managed centrally.
Schools do however retain the right to open an external bank account in which the Council must, on request, make available budget share instalments on a monthly basis to schools and, if the school desires, transfer to the account an amount agreed by both the school and the Council as the estimated surplus balance held by the authority.
Other Options
A school could decide to move its banking away from the Local Authority.
Should a school(s) consider opening an external bank account with funding paid in directly, they will need to fully consider the risks and potential benefits of taking on this additional activity as access to the Council account would cease. This will necessitate additional reporting and financial returns to the Council and various government agencies to meet statutory requirements, potential additional audit requirements and necessary measures to balance interest returns against the security of investments. 
Moving to an external bank account may also impact on the use of a number of Council systems and services with schools needing to find alternative suppliers externally. 
It is worth noting that the interest paid on traditional bank accounts is negligible.
[bookmark: OLE_LINK5][bookmark: OLE_LINK4]Recommendations
It is recommended that Schools Forum notes the planned consultation with all maintained schools on the proposed revision to the Scheme for Financing Schools, with the outcome of the consultation reported to the Schools Forum meeting in March 2025. 


Appendix A
3 [bookmark: _Toc169786788]Banking arrangements
3.1 [bookmark: _Toc169786789]General
3.1.1 [bookmark: _Hlk182288360]All schools can choose to have external bank accounts into which they may wish to have their funding and/or surplus balances paid, subject to the requirements set out in paragraph 3.6. 
3.1.2 [bookmark: _Hlk182288459]If schools choose to open an external bank account with surplus balances paid in directly alongside their County Council account, this will require additional reporting and financial returns to the County Council to meet statutory requirements. This workload impact is likely to be dependent on the nature and volume of transactions through the account.
3.1.3 [bookmark: _Hlk182288505]If schools chose to open an external bank account and cease to use their County Council account with funding allocations paid in directly, this is likely to create a greater administrative burden on the school and may impact on the use of a number of County Council systems and services.
3.2 [bookmark: _Toc169786790]Frequency of instalments
3.2.1 [bookmark: _Hlk182288555]Where a school chooses to receive its budget share into an external bank account, schools will receive their budget share (including place funding for resourced provisions) in accordance with the following profile:
· 1/36th on the first banking day in April.
· 3/36ths on the penultimate banking day of each month from April to February inclusive.
· The remainder, 2/36ths, on the penultimate banking day in March.
3.2.2 [bookmark: _Hlk182288634]There are no restrictions on when schools who do not choose to receive their budget share into an external bank account may spend their funding, as long as they do not go into deficit at the end of the financial year.
3.3 [bookmark: _Toc169786791]Interest clawback
3.3.1 An interest charge will be deducted from budget share instalments paid into external bank accounts, representing the loss of interest to the County Council by virtue of the budget share funding leaving the County Council’s main bank account an average of about 2.4 days earlier than is the case for non-external bank account schools. Bank of England base rate will be applied to the amount of the budget share, that is amount of budget share x (2.4/365) x base rate.
3.3.2 Interest will not be charged on the payment of DfE grants that do not form part of the funding formula.
[bookmark: _Toc169786792]

3.4 Interest on late budget share payments
3.4.1 In the event of budget share payments to external bank account schools being late due to a County Council error, interest at Bank of England base rate will be paid to the school, for the number of days involved.
3.5 [bookmark: _Toc169786793]Banks and building society accounts
3.5.1 Schools keep all interest earned but bear the cost of all bank charges.
3.5.2 Schools are not allowed to overdraw their accounts. In such a situation, the school will be required to close their bank account and open an account with the County Council.
3.5.3 Schools with deficit balances cannot have an external bank account until the deficit is cleared.
3.5.4 [bookmark: _Hlk182289035]On request, the County Council will transfer an estimate of the school’s surplus balance into the school’s external bank account, on the understanding that there will be subsequent corrections as required.
3.5.5 [bookmark: _Hlk182289138]Schools who wish to have their funding instalments paid into their external bank account can only request this from 1 April (in which case the Education Funding Team must be notified by the previous 1 December). Other start or stop dates will be considered by the County Council if requested.
3.6 [bookmark: _Toc169786794]Restrictions on bank accounts
3.6.1 Approved banking institutions are:
· [bookmark: _Hlk182289257]Barclays Bank PLC / Barclays Bank UK PLC
· Handelsbanken PLC
· HSBC Bank PLC / HSBC UK Bank PLC
· Lloyds Bank PLC / Bank of Scotland PLC
· National Westminster Bank PLC / NatWest Markets PLC / Royal Bank of Scotland PLC
· Nationwide Building Society / Clydesdale Bank PLC / Virgin Money UK
· Santander UK PLC
· Standard Chartered Bank
3.6.2 If an institution is removed from the above list, all accounts with it must be closed immediately after notification from the CFO, and any funds returned to the County Council pending the opening of a replacement account.
3.6.3 If desired, bank accounts may be in the name of the school rather than the County Council. However, if a school has such an account, the account mandate must provide that Hampshire County Council is the owner of the funds, that it entitled to receive statements, and that it can take control of the account if the school’s right to a delegated budget is suspended. Section 49(5) of the School Standards and Framework Act 1998 states that funds paid by the authority and held in school accounts remain authority property until spent.
4.3	Interest on surplus balances
4.3.1	Interest on the surplus balances held by schools in the County Council account will be based on 0.5% of balances held by the individual school while the Bank of England base rate is above 1.5%. Where the Bank of England base rate is 1.5% of below, no interest will be paid.



