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Plymouth City Council Schools Licensed Deficit Policy 
 
1. Introduction 
 
This policy outlines what is expected of schools that need to enter into a Licensed Deficit and 
need help from Plymouth City Council both during the process and in supporting schools to 
return to a balanced budget. The policy sets out in simple terms the stages in the application 
process as well as procedures for schools to take in rectifying the situation. 
 
Further clarification can be obtained from the Schools Finance Team: 
schoolsfinance@plymouth.gov.uk (tel. 307125) 
 
For all advice on the possible staffing structures and the redundancy process please contact 
the School’s HR Provider, as necessary. 
 
2. Background  
 
A school is defined as being in “financial difficulty” when either or both the following 
circumstances occur: 
 
• If the School plans to be in cumulative deficit in the current financial year 
• If the School forecasts that it will be in cumulative deficit in the current or any 

subsequent financial year unless remedial action is taken 
 
A school planning a deficit budget may make an arrangement with the Local Authority 
known as a “Licensed Deficit”. In making such an agreement the following will apply: 
 

a. The maximum length of time over which schools may repay the deficit is three years 
b. Deficit agreements will only be allowed in exceptional circumstances for example 

when there is a significant variation in pupil numbers from that expected i.e. more 
than 5% 

c. The sum total of the deficit will not normally exceed 30% of the collective school 
balances held by Plymouth City Council 

d. All agreements must be approved by the Strategic Director for People and the 
Assistant Director of Finance 

 
This can occur either during the annual budget setting process or in-year following the 
completion of the regular budget monitoring report. 
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3. Stages in the process 
 

1. Acknowledgement that a deficit situation is being projected.  
2. Advise Plymouth City Council and Plymouth Learning Partnership (PLP) of the 

situation. 
3. Advise Plymouth City Council Employee Relations Team and Schools HR Provider 
4. Complete paperwork as evidence for the deficit budget position. 
5. Formal application for the licensed deficit by way of a letter from the School 

Governing Body. 
6. Plymouth City Council approval for the application 
7. On-going monitoring of the deficit budget 
 

4. Stage 1 - Acknowledgement that a deficit situation is being projected. 
 
Deficit budgets are normally projected as part of the annual budget setting process, but can 
sometimes arise in-year and be picked up as part of the monitoring process. It is vital that 
budgets are based on true figures for both income and expenditure to ensure that projected 
outturn figures are accurate. 
 
5. Stage 2 - Advise Plymouth City Council and PLP of the situation 
 
The Schools Finance Team must be contacted as soon as a deficit is predicted. The Schools 
Finance Team will organise an informal meeting to go through the initial figures and help 
collate information for Stage 3 if necessary. In formulating a recovery plan the following 
range of issues should be covered: 
 

5.1. A clear understanding of why the budget problem has arisen. For example is it the 
result of a single event or some underlying ongoing situation. 

5.2. Is the forecast of income & expenditure underlying the deficit robust? Are the 
assumptions on pupil numbers realistic? 

5.3. Does the School’s expenditure pattern differ significantly from others of similar size 
and profile of needs? This may inform areas where cost savings can be sought. 
Consideration of alternative ways of organising the School. Does it maximise income 
from lettings and other local sources? 

5.4. Will the proposed actions return the budget to balance? Are they specific 
measurable, realistic and achievable? 

5.5. Has the School identified the risks inherent in their proposals and what steps have 
they put in place to minimise the impact? 

5.6. How will the Governing Body monitor the successful fulfilment of the recovery plan? 
 

During the meeting the School should action any recommendations, update relevant 
documentation and submit the revised budget plan. It is recommended that the School 
invites the Chair of Governors/Finance Committee members to this meeting. The School 
should inform PLP as soon as a deficit budget is predicted. 
  
6. Stage 3 – Advise School’s HR Provider and Plymouth City Council Employee Relations 

Team 
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The School should contact their HR Provider as soon as a deficit budget is predicted. The HR 
Provider should be able to provide advice on the redundancy process, as necessary. The 
School should follow their Redundancy Policy.  A discussion on vacancies and new 
appointments can be agreed with the Schools Finance Team. In all cases where 
redundancies are being considered, there is a legal requirement to consult employees, trade 
unions and the Local Authority who is the body responsible for eventually declaring the 
redundancy. Therefore, a copy of the business case/consultation document must be sent to 
Plymouth City Council’s Employee Relations Team, as soon as available. 
 
7. Stage 4 – Complete paperwork as evidence for the deficit budget position 
 
The School will need to complete an up-to-date three year budget plan which must detail 
how the School will repay the deficit and achieve a balanced budget within the maximum 
three year period. This balanced budget plan must clearly specify assumptions made about 
forecast pupil numbers, delegated budgets, and other sources of income, expenditure and 
inflation. 
Other supporting documentation includes: 

• A staffing structure for the school and staffing spreadsheets (both Teaching 
and Support Staff) 

• A breakdown of other specific areas of income or expenditure where 
appropriate. 

The detailed workings and assumptions should be checked and verified by Schools Finance 
Team.  
 
8. Stage 5 – Formal application for a licensed deficit by way of letter from the School’s 

Governing Body 
 
The ultimate responsibility for formulating a recovery plan proposal lies with the Head 
teacher and the Governing Body of the School. The above information and any contingency 
planning must be ‘approved in principal’ by the Governing Body and signed by the Chair of 
Governors. 
 
The Chair of Governors should apply in writing to Plymouth City Council School’s Finance 
Team for a Licensed Deficit and the following information should be included in the letter: 

• An explanation of the circumstances which have led to the deficit situation 
• Details of how the School expects to recover with the supporting documentation as 

identified at stage 4 above. 
• The amount of the deficit 
• A copy of the three year budget plan or medium term plan which shows recovery in 

three years 
• A signed/approved copy of any contingency planning – where appropriate or 

requested. 
 

9. Stage 6 – Local Authority Approval of application 
Licensed Deficits will only be approved if a robust recovery plan has been produced by the 
School. 
 
Plymouth City Council will only approve deficits if they result from the following: 
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• Significant and sustained reduction in pupil numbers 
• Significant staffing difficulties which have given rise to unavoidable additional costs 
• Unavoidable commitments to replace/repair major items 

 
Once the Schools Finance Team is satisfied that the documentation provided is accurate, 
appropriate and fulfilling Department of Learning, Skills and Participation requirements, it 
will be forwarded to the Strategic Director for People and the Assistant Director of Finance 
for final approval. 
 
Once the application has been approved, a confirmation letter will be sent to the School and 
a copy to PLP. At this stage an on-going monitoring process will be implemented to help the 
school achieve its recovery plan. 
 
 
 
10.  Stage 7 – On-going monitoring of the deficit budget 
 
The Governing Body must ensure that it complies with the agreed recovery plan  
During the period of the License Deficit, the School will not be permitted to recruit any staff 
without  prior discussion and agreement with the Schools Finance Team.  
 
To help the Governing Body, the School should provide the following information: 
  

a. Updated “monitoring” reports produced from the School’s finance system at the 
end of each month, showing actual spend against budget. This should be copied to 
the Finance Governor members and the Schools Finance Team. 

b. The Finance Committee should receive a report on the budget position at least 
once per term (i.e. 6 times per year). A nominated City Council Officer to be invited 
to attend the meetings. The monitoring report should include notes explaining any 
significant variances and prediction of the year end outturn. Any adverse variance 
will require comment on the corrective action to be taken. A favourable variance 
would in the first instance be expected to be applied to offset the deficit. However, 
the School can apply to the Local Authority to utilise such funding for School 
improvement/development priorities that have been deferred in the light of the 
schools financial position. Any reports and accompanying notes should be copied 
to the PLP Schools Finance Officer. Details of these meetings should also be noted 
in the Finance Committee meeting minutes. 

c. The Finance Committee must report in full to the Governing Body at each meeting 
on progress against the recovery plan. This should be copied to Plymouth City 
Council Schools Finance Team and to the School’s designated PLP Schools 
Finance Officer. 

 
Monitoring will continue throughout the life of the Licensed Deficit. 
 
If the routine monitoring suggests that the recovery plan has achieved it objectives, that is 
that the School is in a sustainable cumulative surplus then the License Deficit agreement 
will formally be declared expired and Plymouth City Council will notify the School 
accordingly in writing.  
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If Plymouth City Council perceives that the recovery plan is not being followed and the 
school is not taking the appropriate action to repay the deficit it will consider the withdrawal 
of delegated powers from the School’s Governing Body. Plymouth City Council may issue a 
“notice of concern”, please refer to paragraph 2.25 of the Scheme for Financing Schools.  
 
 
 
 


