This paper is presented to stimulate discussion around the principles of a new formula, to focus the debate, and steer the group towards some proposals.  Members of the subgroup, as sector representatives, are asked to concentrate on the principles and not on implications for their own setting

ISSUES IDENTIFIED BY SUB GROUP FOR CONSIDERATION WHEN DEVELOPING SINGLE FORMULA PROPOSALS

Type of setting 

The cost survey identified different average costs levels according to setting type. This appears to suggest that the type of setting, or the mode of service delivery, made a difference to costs. It suggested that sessional settings had the highest costs, particularly maintained nurseries, with full day care and childminders significantly lower. Children’s centres had the lowest costs, yet these are sessional providers.

Further analysis shows that the main reason for maintained nurseries being the most expensive is the consistently high level of staff qualification and hence rates of pay. A typical teacher cost of £40k pa including overheads, equates to £45 per hour, compared to the more typical nursery staff hourly rates of around £10 or less.  Whilst DCSF are suggesting maintained nurseries cannot be funded differently as a discrete group, it would be possible to pay a higher rate to any setting that employs a qualified teacher – see quality issues below. It is not clear whether other sessional providers generally pay more, hence their higher costs – but this does not seem to be the case.

It would appear that sessional providers, which typically operate for fewer hours per week, often have similar levels of overhead costs, particularly some premises and admin costs, which have to be recovered over fewer chargeable hours, hence higher overall hourly costs. This would suggest  a higher hourly payment for sessional providers could be justified. If, however, those providers began to operate more flexibly and extended their hours, it is possible that the above argument could be less valid, as more hours became chargeable. The survey seemed to confirm this – the lower costs of extended day care. 

Childminders and children’s centres both come out in the survey as low cost it would appear, as a result of low pay rates. So the low cost is not really associated here with how a setting operates, it is more a reflection of local economics. 

It might be argued, therefore, that there is not a clear case for several different rates according to setting type, and indeed there do not appear to be proposals in other local authority areas to pay different rates by type. Instead a single common base rate is tending to be adopted, with specific supplements.

The LA view is that a single base rate is preferred for simplicity, with the possibility of a supplement for sessional providers. The Group is asked for its views.

Quality\qualifications 

KCC want to encourage settings to employ well qualified staff and to support staff to attend training and/or update their skills. DCSF are strongly encouraging LAs to have a quality supplement in their formulae. 

We recommend two funding supplements:-

· A qualification supplement that not only gives providers an incentive to recruit and train well qualified staff, but which will also enable settings to afford to pay an appropriate rate to retain these staff. Two levels of supplement are suggested i) to recognise Graduate Leader status ii) a further higher level of supplement to recognise qualified teacher status. A setting would receive a higher hourly rate for all hours claimed provide it had one of these staff leading the 3 and 4 year old provision.

· An improvement incentive/ reward supplement paid separately from the normal hourly rate mechanism. The supplement would normally be just a one-off payment paid as a reward when a setting receives an Ofsted rating higher than its previous one. A setting already rated as excellent would receive the supplement if that rating was maintained.

Staff ratios 

Staff ratios undoubtedly directly affect costs, and some of the most expensive settings have over-generous staff ratios for the number of children attending. The limited budget available cannot be expected to fund high levels of staffing that are way beyond reasonable operating requirements. 

It would be inappropriate and unmanageable to have a factor in the formula that was based on staff ratios. Instead any base level of funding used for the formula should be referenced to an appropriate and realistic assumption of typical staff ratios. It is recognised that only in the very largest settings is it possible to run close to a 1 to 8 ratio. It is suggested that we consider setting a base funding rate that is sufficient in most circumstances to fund a ratio of around 1 to 5. 

Occupancy 

After staff ratios, occupancy is the next most significant factor in determining settings’ costs per hour. However, the formula cannot be expected to be so ‘over-generous’ that it would pay for high costs that result from poor business decisions (eg continuing to retain too many staff for the realistic level of children likely to attend.) See also  comments on Partnerships.

It is acknowledged, however, that settings are rarely ever able to sustain close to 100% occupancy, and that the pattern of school admissions almost invariably gives rise to lower occupancies in some terms. Based on the evidence from the sample, an occupancy rate of around 70-75 % is proposed as an assumption for setting the base funding rate. There would not be a factor for different occupancy levels (but see size of setting and Rurality)

Disadvantage 

The survey showed settings’ costs to be lower in areas of disadvantage. This appears to arise from low rates of pay. This is of concern if this then has a knock-on effect on quality – but a qualification/quality supplement should provide an incentive for settings to recruit/train and pay appropriately. 

DCSF will require LAs to have a deprivation element in their formulae. This appears, however, to be largely based on research that shows parents in deprived areas are not taking up their EY entitlement at the same rate as elsewhere. If we want to use extra funding to encourage non-participating families to take up their entitlement, then a general enhancement to hourly rates, just because a setting is in a deprived area will not ensure any improvement. 

We should consider  : 

a) a funding supplement only for children from deprived areas/families, or

b) a funding supplement for settings in areas where take up from deprived families is low, but payable to support increased take-up, not as a top-up for every child attending, or

c) an annual incentive payment that is subject to meeting take-up targets

It is proposed that the method used to identify and quantify relative disadvantage is based on the approach that is already applied to maintained schools. A measure called  ‘Mosaic’ identifies groups of households by postcodes, and we already therefore have the systems set up to extend this approach to early years children.

Location\rurality 

In some areas there may be in sufficient children needing a place to provide the minimum operational size needed for financial viability. This may be the case in some rural/coastal villages. 

If, for example it is accepted that a setting would normally need a minimum of 3 staff to operate with up to 12 children, then the formula could have a ‘safety net’ or minimum guarantee element to it, which ensured that total funding for the setting was kept at the level it would have been if 12 attended, even if numbers fell below that level.

Such an arrangement could be agreed where there was only a single provider with limited ability to recruit viable numbers.

Size of setting

Very large settings do benefit from some economies of scale, and, as in the funding formula for schools, a model could be considered which provides every setting with a fixed amount of funding, topped up by an amount per hour. In this way there is an overall average rate of funding per child that is progressively more favourable, the smaller the setting, and this approach can be used to help with sustainability issues.

Incentives for partnership working 

It would make sense for settings in an area to collaborate more in order to avoid excessive over-provision of places, which can lead to high costs/unprofitable operations, lower quality, and a greater degree of volatility in child numbers.

It can be argued that a relatively low basic rate per hour (e.g. £3.50) would in itself act as an incentive to collaborate, since unless settings did something to raise their occupancy levels from, say, 50% to 70%, their continued operation could be uneconomic. 

We would not propose an incentive payment. 

Premises 

Overall the cost survey concluded that premises costs were not a major variable element in settings’ budgets.  Whilst the range in premises costs between the majority of settings surveyed was not great, there were nonetheless some significant exceptions.

On balance, however, it is felt that it would be too bureaucratic to attempt to collect, maintain, vet and moderate claims for higher than average premises costs, and no factor is recommended. 

Special Needs 

The survey confirmed that most special needs could be accommodated in settings where staff ratios were fairly good (ie well above the 1:8, and closer to 1:5) Children that have exceptional levels of SEN, or require specific medical interventions or specialist equipment have these needs met separately and no provision in the general formula is appropriate.

Minority Groups

Not sure what the issue might be here.  Is there an argument for additional staffing because of additional languages? Some minority ethnic groups under-achieve and attract extra funding in the maintained sector. To what extent is this adequately covered by the deprivation issue and by ensuring staff are properly qualified, and staffing ratios are adequate?

Clear relationship to admissions policy 

This is not so much a formula issue, as about the relationship with the KCC Admissions Policy.

This appears to be about ensuring that PVI providers are not disadvantaged as a result of maintained settings receiving priority of funding over them when children attend both types of setting during the same period. This will normally only occur when the setting is a maintained nursery but the parent seeks provision above their free entitlement. DCSF rules are clear on this aspect.

KCC is reviewing its guidance to schools to avoid the other anomaly when schools delay admission, leaving PVI providers with no funding for the initial weeks of a term.

 Failing nurseries 

Funding should not initially be reduced or withdrawn if a setting’s standards fall below minimum acceptable levels, but it should be a reserve sanction if measures are not put in place to rectify the situation, especially in areas of over-provision. It could be used as a means of improving the sustainability of quality provision in areas where there are too many providers competing.

Staff experience

See Quality issues

Non-traditional hours

Not sure what the issue is

Flexibility

DCSF keen on this. Needs further discussion and possibly a period of operation before concluding what impact it might have. Could be a single annual/termly reward payment, or an hourly supplement.

