Key messages on implementing the Single Funding Formula for early years provision

Lessons emerging from the Pilot areas and resulting advice
Twelve local authorities have been working ahead of schedule to implement the single funding formula as part of a pilot, with the aim of implementing their formulae in April 2009 – a year early.  The experience of these authorities will help to inform the guidance for all local authorities, which DCSF aims to publish in the summer.  But some early lessons and useful examples are already emerging.  This update aims to capture and share those lessons and we will continue to do this as the pilots begin implementation. We strongly expect Local Authorities to follow the advice and lessons in this note, as they are consistent with the likely content of guidance and regulations to be published in due course.
Key messages

· There is one vital lesson that is clearly emerging from the pilot authorities:  that your cost survey must cover all your sectors, including the maintained.  Whilst initially it was thought that local authorities would already have a good understanding of their maintained sector’s costs, those pilots that have considered the two sectors separately have hit huge challenges.  The result has been that they have not been able to implement their single funding formula this year.
· We want all local authorities to learn from their experience so they do not face similar challenges.  The key messages are therefore:

· Ensure this project is jointly led by early years and school finance colleagues so that a cohesive approach is developed.

· Make sure you consider your entire early years market as a whole.

· Do not work in silos.  Considering the sectors separately will mean that you will not be able to implement your formula.

· We are writing to your DCS very shortly emphasising these points.
Defining the base rate
· Most Authorities have discovered that, with the exception of maintained nursery schools and childminders, there is not a huge differentiation in costs of other types of providers.  This has enabled some to set just one base rate.  The average base rate defined by pilot authorities was around £3.45 per child per hour.

· There were some variants on the ‘one base rate’ model where LAs have found differences in costs, including for example: 

· higher costs of teaching staff in nursery classes; 

· lower ratio of adults to pupils in private and voluntary providers; 

· the need for a rate of return for PVI providers; 

· the ability of larger settings to make economies of scale.  

· But it was also noted that on balance, many of these costs seem to even out, reducing the number of required rates to two or at most three. An example of different rates being set is having rates for those hiring graduates (including both maintained settings and PVI settings with Early Years Professionals or teachers) compared with those not hiring graduates.

· Authorities who set one base rate for all PVI settings and one for all maintained settings are continuing unacceptable differences between settings which cannot be defended in a single formula.  Rates must be set to enable a level playing field in the market and encourage quality of provision through raising the qualifications and training of staff regardless of where they work.
· Rates of return/profit for private providers were considered separately but generally incorporated as part of the base rate. But a return for a non maintained provider is a legitimate cost and must be considered.
· The final page shows examples of the structures of formulae.

Calculating Supplements

In addition to the base rate, local authorities need to include additional factors to reflect the needs of different settings, and to consider additional factors which could help to incentivise desired behaviours. It will be compulsory to include deprivation as an additional factor, or ‘supplement’.  As stated in the interim guidance, we strongly recommend you consider supplements for quality and flexibility too as these are key national priorities.
Deprivation supplement

· Several pilot authorities used the deprivation measures used in the school funding formula as a starting point and adapted or expanded this for use in the early years sector.
· Popular measures included the Index of Multiple Deprivation, Tax Credit Data, IDACI and MOSAIC.  Most pilot authorities are using more than one measure giving them a more robust model.  We would advise all authorities to take this approach.

· It will be a legal requirement for all authorities to include a deprivation factor in their formula – as it currently is in schools funding.  This is set out in the Schools Finance Regulations 2008, clause 19 (2) and (3).
Quality supplement
· Some pilot authorities were able to clearly identify quality measures.  These were agreed upon and signed up to by the local authority team, their Schools Forum and their providers.  For example:

· Rochdale accounted for graduate employment in base rates and also identified two quality measures.  One is based on attendance at training schemes that they have established locally which adds an amount to the hourly base rate of a provider.  The second measure is based on meeting the criteria and signing up for their local quality assurance scheme.  This gives providers an additional lump sum of £1000 per year.  
· Greenwich identified a quality supplement that offers providers a 4 per cent increase on their base rate.  This is to incentivise providers to raise quality by giving a higher rate of return for those that meet the quality requirements.

· However, where graduate employment was included in setting the base rate, some authorities felt this captured additional costs associated with quality sufficiently.  

· Other pilots had difficulties in agreeing on an appropriate measure for quality.  Concerns were largely about whether Ofsted measures were a reliable enough form of data given the length of time between inspections, and identifying a good measure of quality that could this keep pace with a settings’ development.  As a result, a number of the pilots have not included a quality supplement in their formula for 2009, either working it into their base rate or deferred it for decision at a later time.

· We are currently reflecting on these lessons and considering what more we can do to support all authorities to develop formulae which incentivise quality.  We do not at this stage intend to include quality as one of the factors required under regulations but have a strong expectation that quality should be incentivised through the new formulae.  We will clarify these expectations further in the summer guidance. 
Flexibility supplement
· With the introduction of the flexible extension to the free entitlement from September 2010 the majority of pilot authorities agreed that a financial supplement is a good lever for bringing providers on board.  

· Most of our pilots have either included a flexibility supplement now (typically where they are also a flexible extension pathfinder) or plan to add one from next year or at the end of the Standards Fund programme.  For example:

· Some local authorities awarded a subsidy to authorities who run sessions over 6 hours, or across more than 38 weeks per year;

· For some authorities funding on flexibility is targeted at the transition to 15 hours – but in the medium term they aimed to build it into their formula as a separate supplement;

· One local authority used a paid meal subsidy to encourage flexibility;

· Another offered a sliding scale of between 5 and 15 per cent uplift to the base rate according to how flexible a provider could be in terms of the hours it could offer;

· Others gave a supplement based on their local definitions of flexibility.

· We do not at this stage intend to include flexibility as one of the factors required under regulations but have a strong expectation that flexibility should be incentivised through the new formulae.  We will clarify these expectations further in the summer guidance.
Use of other supplements
· The evidence from out pilots shows that deprivation, quality and flexibility are considered to be the key supplements and most authorities did not find it necessary to include additional supplements.
· However there were exceptions – rurality and SEN intake were useful additions to some formulae although their suitability for inclusion depended on the precise circumstance of the authority. English as an Additional Language has also been used.  Each local authority will need to take a view based on their own individual circumstances. 

· Experience from the pilot authorities suggests that where an authority is very large, with an exceptional diversity of settings or circumstances, some flat per provider supplements were necessary to support sustainability of particular groups of providers – for example an admininstration supplement and a supplement for being on the fringes of London.  We will seek to give further clarification in the summer guidance on what acceptable additional supplements are.

Indicative Budgets, Counting and Adjusting
Pilot authorities have raised some questions about how to count pupils for participation led funding, and when to make adjustments to providers’ budgets.

All providers must have indicative budgets before the start of each financial year.  However, there is local discretion in how you do this.  You can estimate that indicative budget based on either:

· Census data

· Actuals

· Estimate based upon likely take up

Counting is probably the most complicated of the issues yet to resolve and there is a dichotomy in opinion amongst authorities in how this should be taken forward.  Given this, we are now clear that further guidance will be required.  This is currently being developed and we would welcome your input.

On the issue of adjusting we are much clearer:  all providers’ budgets must be adjusted to reflect the participation of the financial year in question.  However, there will also be local discretion as to how and when you do this.  In deciding your local approach you will want to take into account the different types of provider that deliver the free entitlement in your local area.  For example, a childminder is likely to want to be adjusted more often that a school as small fluctuations in the numbers of children they deliver to will have a bigger impact.  Adjusting budgets is not the same as paying providers for the provision they have made and in providing budgets you must also consider the cash flow of the provider regardless of when you adjust.

We are always grateful to receive information about how you have dealt with these difficult issues. 

Further information:

We will be updating information on the Single Funding Formula webpage on a regular basis so please keep an eye out:

http://www.everychildmatters.gov.uk/earlyyears/fundingreform/ 

We will also set up a mailbox for enquiries and clarifications relating to the implementation of the single funding formula.  The mailbox address will be up on the website shortly.

Examples of structures of formulae
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