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Capital Programme Working Party   12 March 2014
Director of Children and Young People’s Services
SCHOOLS’ MINOR CAPITAL WORKS POSSIBLE FUNDING AND\OR PRUDENTIAL BORROWING SCHEME
1. 
ISSUE
1.1.1 To consider whether to introduce a minor capital works programme supported  through the re-introduction of a  prudential borrowing scheme for schools, or a small grant regime or  by using both funding mechanisms as appropriate.`
2. NEED FOR REPORT
2.1
At its meeting in October 2013, Members of the Capital Programme Working Party requested a report considering the possibility of enabling schools to access  funding on a prudential borrowing basis in order to fund capital projects prioritised by schools. This approach had previously been discontinued by the Council. Members may wish to re-consider this and/or other approaches to the funding of school based minor capital works. Members may also prefer to continue to rely solely upon the current system of ‘prioritised by need,’ Asset Management Planning. (AMP)
3
RECOMMENDATIONS

3.1 
It is recommended that Members of Capital Programme Working Group consider whether 
they wish to recommend to Cabinet the introduction of:-

· a small grant regime for those schools in financial difficulty where specific capital criteria are met.
· a prudential borrowing facility available to schools, set against the Councils prudential borrowing capacity where specific capital criteria are met.
· neither approach, continuing with the current AMP arrangements only
4 BACKGROUND
Current Arrangements: 
4.1.1 School Level Funding - Each individual school receives a devolved capital grant which is used to fund small projects as determined by the school governing body. The total amount of funding available is determined via a formula based on pupil numbers. This is known as Devolved Formula Capital (DFC).
4.2 Local Authority Level Funding - minor works: The Council maintains an inventory of each school's asset management plan.  This prioritises schools' maintenance needs in priority order over coming years in order to maintain the school to at least minimum health and safety requirements. This transparently determines the use of centrally retained maintenance funding allocated to the Council via DfE.
4.3 Local Authority Level Funding – Major schemes: School Capital funding is allocated towards major capital programmes which are required to ensure the Council's statutory duty is met in terms of; 'basic need' (the supply of school places), health and safety, the removal of surplus places and the long term strategic provision of school buildings.
4.4 Possible new approaches:

Officers have been asked to consider the introduction of a scheme to enable schools to bid for funding towards the cost of minor works that are beyond the scope of their DFC allocation but not considered major schemes. This could be financed via either the re-introduction of a prudential borrowing scheme or a direct grant fund set against  LA capital funds. (These schemes would only be required where a school has identified a particular project that did not meet the current year’s prioritised schemes under the AMP programme and were not in the plans for “major schemes”)
 Local Authorities can borrow to finance their capital programmes. Borrowing has to be repaid with interest. Controls have been approved by Council to ensure that all such borrowing costs are affordable. Prudential borrowing refers to instances whereby services effectively cover these borrowing costs from their own budgets, or from savings to be realised. 

4.5 In the past, £2.9m was made available to schools for capital projects under an annual bidding process of up to £1m p.a. overseen by CYPS. This money was largely taken up by maintained, community secondary schools  All schools which accessed this funding have now become Academies. Eight loans remain outstanding to six different schools totalling £1.1 million, these will be fully repaid by 2031.
4.6 Because of the perceived risks of schools becoming Academies, the scheme was suspended, and no advances have been made to schools under this programme for four years.
5  REINTRODUCTION OF A BORROWING SCHEME
5.1 Officers have been asked to explore the possibility of re-introducing the scheme.
5.2 As raised at the Capital Programme Working Party, the intention is to enable schools to access borrowing to expedite capital projects. 
5.3 The intention (unlike the previous scheme) is that loans are a) small, and b) repaid relatively quickly. A suggested cap of £50 - 75k per school to be repaid over 10 years for instance.. A total cap on lending of £0.5m per year is proposed.
5.4 The intention would be to provide a facility for Calderdale maintained schools only as Academy schools have access to capital funding from the Education Funding Agency.  For the purposes of this paper Calderdale maintained schools include Foundation, Community, Voluntary Aided and Voluntary Controlled schools.  An application process and criteria for assessing applications would need to be developed by officers.
5.5 It would be undesirable to give a secured loan to schools. The loan would be secured by a Charge on the school building. In theory, the enforcement of a Charge is a simple process, but in practice, it operates like a mortgage repossession through the Courts.  This is not a practical option for the Council.  

5.6 Council officers would oversee any prudential borrowing scheme put in place and be responsible for liaison with schools; assessing  affordability issues and reasonableness of requests.  There would also be a requirement to manage  billing and recovery of amounts due.  This additional work would require additional resource allocation as there is no capacity within the service to take on this work within existing resources. All service areas have significantly reduced in capacity since this scheme was last administered. This additional resource could be met by placing an administration charge on the scheme, therefore funded by the participating schools.
5.7 Schools' ability to participate in such a scheme would be restricted by their financial position. Schools with surplus places or facing other funding difficulties would be unable to participate in such a scheme as they would be unable to meet the repayment requirements. 
6 INTRODUCTION OF A GRANT REGIME

6.1
The identification of a sum to be made available  to be used for the provision of small grants to schools for schemes not prioritised by the Council as major projects, but larger and more costly than their individual 
schools DFC would allow.

6.2
Any such grant regime would be subject to the same four criteria that apply to all school capital programmes (basic need, health and safety, removal of surplus places and long term strategy)
6.3
All maintained schools would be equally eligible to apply to participate in a grant regime. It is proposed  that this approach only be considered for schools in financial deficit\difficulty, where a specific capital scheme is recognised but where there is no possibility of the school being able to meet loan repayment requirements within the foreseeable future.
POTENTIAL ISSUES:  Benefits and Risks
7.1
Benefits
7.1.1 
Schools would have access to finance for small scale capital developments that are not prioritised for funding from the Local Authority School Capital Funds (AMP).   Based on the statutory duties placed on Local Authorities to provide school places, capital investment priorities, and therefore funding criteria are:

a)  to address basic need;

b)  to keep schools safe;
c)  to remove surplus places;
d)  to provide long term value for money by removing stock that does not provide a suitable modern learning environment or is absorbing a disproportionate percent of the capital funding available.

The Local Authority has limited capital available for schools, the current resources are being targeted at providing more primary school places, essential repairs and maintenance to keep schools open and safe and the complete removal or refurbishment of the stock that is in such a poor condition that it disproportionately drains resources from the programme.
7.1.2
Devolved capital funding for schools is, each year, based on a basic lump sum and an amount per pupil. The very smallest primary school (60 pupils) currently receives £4,675, an average primary 
school in Calderdale  (210 pupils) receives £6,362, and a large primary school (420 and over pupils) between £8,725 and £9,625 depending on size.   Putting a prudential 
borrowing scheme or grant regime in place would enable schools to supplement the devolved formula capital allocation and take forward improvement works. It should be noted that any loans must be repaid from revenue funding as devolved formula capital funding cannot be used to repay loans.
7.2 
Risks
7.2.1
School revenue funding. 
Schools would need to repay any loan from the revenue funding generated by pupil numbers. This depletes the resources available for teaching and learning in any given revenue year. There is a general expectation that the per pupil allocation based on the school census of the year in question should be spent on teaching and learning for the pupils within that specific year. The loan scheme therefore reduces the funding available for teaching and learning. Loan limits in relation to overall revenue budget can mitigate this risk.  
7.2.2 Schools failing to repay the loan.

For an unsecured loan, there would need to be a ‘contract’ between the Council and the Governing Body of the school, setting out the terms and conditions of the loan, including the method of re-payment. If the school falls into arrears with the payments, then the Council would have to consider enforcement through the Courts.  This is a reputational and financial risk to the Council.  Could the Council pursue a maintained school through the Courts? Would the Council wish to? It is possible that the Council would have no redress in this circumstance as the Council would in effect be defaulting on itself from the perspective of the court.
7.2.3 Schools subsequently converting to academy status. 
Any contract would be included in the list of liabilities in the Transfer Deed to the Academy and the Academy will take over the responsibility for re-paying the loan. If the Academy defaults on payment, the Council can enforce the contract as a debt in the usual way, through the Courts. However, again would the Council wish to given the reputational and relationship issues that would arise?
7.2.4 Failure and closure of a school: 
Any outstanding loan would revert to the Local Authority’s base budget, such costs could not be met from the Dedicated Schools Grant (DSG)
7.2.5
Criteria and providing value for money.
Any criteria would need to demonstrate alignment with the wider Council priorities outlined in paragraph 7.1.1 and proposals would need to make sense within the wider context of the school capital programme. Providing loans to schools that could never provide a modern learning environment and be fit for future generations may not be viewed as value for money.  
7.2.6 The loan approach would need to be self financing. 
There are no resources within the Local Authorities School Capital Team to undertake this 
additional work. Schools could be charged an administration fee amounting to a certain percentage of the loan. Again, this would deplete school revenue
8 FINANCIAL IMPLICATIONS
8.1
Neither approach would be available to Academies as these are independent of the 
Council.  Academies are effectively outside bodies with a separate 
capital funding 
mechanism. 
8.2
The cost of borrowing to fund advances to Calderdale maintained schools would be 
covered by the schools themselves from their own delegated budgets. These advances can 
therefore be made at a net nil cost to the capital programme (the associated borrowing 
costs being met by the schools).

8.3
The funding of a grant regime would need to be set at a maximum total allocation available each year. The council budget has provided a small sum that is suitable for this purpose which would enable a small grant programme to operate without denuding the funding available for either the asset management programme or major capital schemes.. The current major programmes scheme recently presented to Cabinet\Council already has a projected overspend on 2014\15 which may require a proportion of the 2015\16 and or 2016\17 basic need allocations
8.4 
The total funding available centrally, without recourse to prudential borrowing, and without 
impacting on this year's major works schemes are detailed at appendix one

9
CONCLUSION

9.1
This paper has been prepared for the Capital Programme Working Party for information 
only.  Any decision on re-instating a prudential borrowing or grant regime would be for 
Cabinet. 
9.2
The Director’s recommendation to members is that the loan facility should be considered 
against the following risks:-

· security of funding

· failure of a school (financial failure or via OFSTED Inspection)

· reputation in the event of conflict with a school

· protection of teaching and learning revenue funding 
· the potential for conflict with a school over proposed expenditure that conflicts with long term school capital strategy 
· inability of some schools to participate due to their inability to repay the loan

9.3 
The directors recommendation to members in respect of the grant regime is that it should be considered suitable for the small number of schools in difficult financial circumstances where a loan arrangement is not suitable but where a key capital project is supported when considered against the existing criteria. 
APPENDIX 1
Maintained School capital maintenance budgets available for 2014/15
	*Devolved formula capital
	LA
	437,267
	

	
	VA
	114,178
	

	*Maintenance
	LA
	1,875,034
	

	
	VA
	525,842
	

	14/15 Budget Resolution
	
	150,000
	

	Minor alterations to schools revenue budget
	 
	276,500
	

	
	 
	85,000
	Owed by CAFM

	Unallocated 106 monies
	 
	110,000
	Conditions attached


*Indicative to be confirmed April 14

· Devolved formula capital is passported to LA schools for minor works identified through AMPs and agreed with the Local Authority.  The relevant Diocese agrees capital works with VA schools, the LA passports the funding.  

· Maintenance capital is available for the LA to deploy against priorities in maintained schools (not VA). The LA passports the VA maintenance budget to schools in consultation with the Diocese.

Proposal for deployment of LA maintenance, minor works and 106 funds.

Total funding available: £2,346,535

Essential work for Todmorden and Calder High School 

£500,000
Fund for Planned AMP and contingency in year emergency work
£846,000

School Access Initiative






£200,000

Re-commissioning AMP






£100,000

Contribution to large capital projects, Beech Hill and PRU

£650,000

Possible fund for Small Capital Works grant regime


£150,000

Staff resources







£50,000

Other capital funding

Infant Free School Meals - LA: £361,085    VA: £108,792

Appendix 2 Criteria\ Options for Small Capital Projects for Schools

	Prudential Borrowing

Criteria:

Schools with outstanding loans or deficit budget would not be eligible.

Maximum £50-75k repayable over 10 years.
Maintained and VA school eligible to apply

Criteria for scoring

· Assessment of previous use of DFC

· Alignment with AMP priorities

· Ofsted Grade (with consideration of L&M Grade)

· Spend to Save

· School contribution to the proposed project

· Links to LA strategic priorities and VfM
	Maintenance Grants (Deficit Schools)
Schools to bid for funded from the LA maintenance capital for maintained schools only (not VA).

Maximum grant £50-75k (suggested)
Criteria for scoring:

· Assessment of budget position, (only schools in financial difficulty can apply)
· Consideration of Ofsted grade

· Assessment of previous use of DFC

· Alignment with AMP priorities

· Spend to Save

· Links to LA strategic priorities and VfM


	Planned Maintenance Schedule based on AMP

A planned programme of maintenance based on AMP.

A priority order would be determined by the LA and a pipeline of works put in place based on AMP condition and local knowledge taking into account local strategic priorities and value for money.

· Based on data

· No maximum limit (based on need)

· Part of the LAs role for strategic oversight of maintained school buildings

	If no other source of funding was made available the following schools could be expected to apply

Colden

Triangle 

Old Town


	Schools expected to bid:


	Based on need, initial priority schools in order:

Lee Mount

Cross Lane 

Shade

West Vale

Castle Hill

Riverside

Christ Church Pellon
Woodhouse

Shelf

Colden

Cornholme

Depending on works required the schools at the bottom of the list are likely to slip in to 2015



