Executive Summary: Devolved School Management

The audit identified some gaps requiring improvement, most notably the continued reliance on an incomplete and unpublished DSM Scheme
and limited documentary evidence of stakeholder consultation to support certain DSM decisions and content. There are also opportunities to
strengthen documentation and consistency through clearer recording of DSM deviations, carry-forward decisions, training, escalation
arrangements and structured Head Teacher feedback. Notwithstanding these areas for improvement, the majority of key controls are operating
effectively. Day-to-day budget allocation processes are robust, schools report being generally well supported, and there is strong financial
monitoring and alignment of expenditure to School Improvement Plans, providing overall reasonable assurance over DSM arrangements.

Background

Devolved School Management (DSM) was introduced nationally in 1993 to enhance school-level decision making and provide Head Teachers
(HTs) with greater control over resources. National DSM guidance was updated in 2006, 2012 and 2019, emphasising subsidiarity,
empowerment, collaboration, accountability and equity. Local authorities are expected to consult on what should/should not be devolved, publish
clear schemes, and review their DSM schemes regularly. In Midlothian, per the draft DSM scheme (2022), DSM formulae are developed through
DSM Review Groups comprising schools, central Education staff, Financial Services, Human Resources (HR), Trade Unions and other
stakeholders, with a three-year review cycle.

Summary of key findings and recommendations

The following findings and recommendations are highlighted, which have all been agreed by Management:

e Although the 2016 DSM Scheme was formally approved, the draft 2022 DSM Scheme remains incomplete, unapproved and unpublished,
limiting transparency, accountability and alignment with national DSM expectations. Midlothian Council has not met the expectation set out
in the DSM Guidelines 2019 to review and update the scheme on a three-yearly basis. Management will update the scheme, complete
approval and publish the DSM Scheme by 31 March 2027.

e The Council does not retain consistent evidence of stakeholder consultation, has no structured method for capturing and analysing HT
feedback on DSM effectiveness, and does not provide formal DSM-specific training. Management will implement a proportionate
consultation-evidence approach, introduce an annual structured HT feedback mechanism, and establish a formal DSM training programme
by 31 March 2027.

e Carry-forward decisions for underspends and overspends are not recorded in a central register, and current practice does not reflect the
expectations set out in the draft DSM Scheme. Management will implement a central carry-forward register and review current practice for
the next scheme update by 31 August 2026.

e The Council does not have a documented escalation procedure for emerging overspends, which may result in potential delays in addressing
budget risks. Management will develop and issue a proportionate risk-based escalation procedure by 31 August 2026.
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Headlines

Objectives | Conclusion Comments |

1. The DSM scheme
complies with the standards
in the Scotland’s Schools
etc. Act 2000 and the
Scottish Government’s
DSM Guidelines, and is
published, regularly
reviewed, and developed
through stakeholder
consultation.

2. Devolved School
budgets are allocated
equitably and transparently
based on clear formulae,
pupil numbers, and needs,
with mechanisms for budget
adjustments, virement
limits, and carry-forward of
surpluses or overspends
within defined thresholds.

3. There is evidence
available that Devolved
School budgets are used to
support development plans,
national priorities and
raising educational
standards with informed
headteacher decisions on
resource allocation.

Limited
Assurance

Reasonable
Assurance

Reasonable
Assurance

A draft DSM Scheme exists but remains incomplete, unpublished and not formally approved, limiting
transparency and alignment with national expectations. Evidence of stakeholder consultation was only
partially available, and there is no structured mechanism to gather and collate HT feedback on DSM
effectiveness. The absence of a peer local authority review also removes an important element of
external challenge and benchmarking anticipated in the 2019 national DSM Guidelines.

For the parts of the scheme that are complete, the allocation principles are clearly structured, and staff
demonstrated strong understanding of DSM requirements. However, several aspects of current
practice diverge from the draft scheme and have not been updated in the documentation. This
includes changes to allocation models and budget processes that are not consistently reflected in the
draft DSM Scheme. These gaps reduce transparency, increase the risk of inconsistent application, and
weaken assurance over compliance with statutory expectations.

Core budget allocation processes operate effectively, generally align with the draft 2022 DSM Scheme
requirements or where they do not, management were able to provide appropriate explanations.
Budget workings appropriately reconciled to the ledger. However, consolidated non-staffing allocation
papers were not prepared for 2025/26 (though reinstated for 2026/27), there is no central register of
carry-forward approvals which is now of increased importance as in recent years carry forwards are by
exception on a case-by-case basis and no longer automatic -management have advised that the
previous (up to 1%) carry forward has always been discretionary per the DSM scheme and has never
been guaranteed, and deviations from standard formulae detailed in the draft 2022 DSM Scheme are
not consistently recorded in the allocation workings along with the supporting approvals from senior
management. Appropriate explanations were in place for all carry forwards and deviations identified,
however improving the audit trail would enhance existing processes.

Evidence from plans and monitoring indicates that spend broadly aligns to School Improvement Plans
(SIPs) and national priorities. HTs reported feeling empowered to shape staffing profiles and resource
use within DSM parameters to meet SIP priorities. However, there is no mechanism to capture HT
feedback on DSM effectiveness. Corrective action notes are not consistently recorded detailing how
schools will address any emerging budget issues, and the historic Procurement crib-sheet previously
issued to schools to support Procurement compliance is not currently in circulation.



Headlines

4. Adequate mechanisms | Reasonable Routine reporting and reconciliations are reliable and generally timely. Induction training is provided to

exist for monitoring, Assurance new Head Teachers, which includes receiving a copy of the DSM scheme and the requirements of the
reporting and supporting scheme are explained (along with the approved deviations from current scheme) on a one-to-one
DSM, including staffing basis. Additionally, the details of each School Budget statement are communicated to Head Teachers
controls where relevant. each year, including how the budget statement was calculated in line with the current DSM Scheme

and approved deviations. However no formal DSM training has been prepared for Head Teachers and
there is no formal programme of recurring training (as required by the 2019 DSM Guidelines).
Escalation processes are in place for emerging budget issues including the communication of all
relevant budget projections to Senior Education Management and periodic meetings throughout the
financial year, however, the criteria for a risk-based escalation framework has not yet been
documented. Although it was noted the latest SNCT toolkits are utilised, job-sizing policies and
procedures require updating to reflect updates to the scheme since the documentation was drafted and
up-to-date local management structures.



Areas where expected controls are met/good practice

m Areas of Positive Assurance

1 DSM staffing allocations are reconciled accurately to ledger information, with budget movements supported by clear audit trails.

2. School Finance Assistants provide timely support to schools, with strong evidence of responsive engagement and well-maintained
monitoring spreadsheets. Positive feedback was received from Head Teachers on the service they receive.

3. Scottish Negotiating Committee for Teachers (SNCT) and Local Negotiating Committee for Teachers (LNCT) staffing requirements are
consistently applied across the estate, with systematic checks on class-size compliance.

4. Most schools procure core classroom materials through national or local frameworks, supporting value for money and compliance.

5. Monitoring spreadsheets for DSM budgets provide clear, well-structured audit trails for budget adjustments, virements and staffing
changes.

6. There is positive collaboration between Quality Improvement Managers (QIMs) and Financial Services during forecasting and outturn
review discussions, supporting early identification of risks.

7. Head Teachers reported feeling empowered to shape staffing profiles and resource use within DSM parameters to meet School
Improvement Plan (SIP) priorities.

8. SIP-aligned spending decisions were evidenced in sampling, reinforcing DSM intent.

9. Staffing changes are captured transparently in monitoring spreadsheets, aiding scrutiny and continuity.

10.  Core budget allocation processes operate effectively, generally align with the draft 2022 DSM Scheme requirements or where they do not,
management were able to provide appropriate explanations.

11.  The updated needs-based methodology for allocating Learning Assistants represents an improvement in equity compared to earlier roll
and SIMD based models.



	Background
	Summary of key findings and recommendations
	The following findings and recommendations are highlighted, which have all been agreed by Management:
	 

