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This report provides a summary of three recent DCSF publications about school funding:

· Investing for the future, protecting the front line – school funding 2010-13

· Consultation on the future distribution of school funding

· Guidance for local authorities on managing surplus school balances 



KEY DETAILS

On the 15th March DCSF issued three significant documents relating to school funding plus a covering note from Ed Balls. The three documents are very detailed. A brief overview is set out below. Appendices to this paper provide a fuller summary. 
1. Investing for the future, protecting the front line – school funding 2010-13

Though the title suggests a three year time span the document only deals with the next two years. It confirms the government’s commitment to protect school funding by guaranteeing a real-terms increase per pupil at LA grant level, and at individual school budget level. This guarantee also applies to a range of specific grants which are to be absorbed (“mainstreamed”) into the Dedicated Schools Grant (DSG)
A significant section of the document describes the proposal for a Local Pupil Premium (LPP) which LAs will be required to identify as a specific funding stream within their schools’ local formula, designed to make totally transparent the amount of funding made available to address disadvantage. By 2014-15 this LPP must allocate 100% of the sum identified in DSG as provided by government for this purpose.

2. Consultation on the future distribution of school funding

This document essentially deals with the proposal to revert to a formula basis for distributing DSG nationally. Since 2005 DSG has simply been increased by a standard percentage each year so that the historical distribution was unchanged.

The proposals are for a five-part formula similar in principle to the pre-2005 system, but using different, more up-to-date and in some cases more relevant data sets. The major omission from the document, presumably intentional, is the inclusion of any data or other detail that enables authorities to estimate the impact on them individually. The questions we are asked to comment on are issues of principle.
Outcomes from whatever formula is finally applied would be adjusted for a transitional period to ensure no authority receives a lower settlement than needed to meet the minimum funding guarantee for its schools.

3. Guidance for local authorities on managing surplus school balances 

This is a much more detailed guidance note than ever issued on this subject before. Government is clearly committed to seeing balances continue to reduce. The guidance suggests detailed measures LAs should be applying to limit balances and challenge schools, and helpfully reinforces a number of messages that we have set out in our latest Balance Control Mechanism (BCM) scheme.
Kent’s BCM scheme complies fully with the latest guidance. 
financial implications 
The implications for Kent of both the overall funding settlement for 2011-13, and the impact of the new DSG formula will not be known until later in the autumn. Some of the relative optimism about real-terms increases and minimum funding guarantee levels for both schools and LAs might need to be revised following the general election and publication of the new government’s spending plans.
recommendations 
The Forum is asked to note the contents of this report.
A formal response to the consultation paper (2 above) will be prepared by the LA and a draft  will be copied to Forum members . The deadline is in June before the next meeting of the Forum. The Forum is asked to consider whether it wishes to submit its own formal response to DCSF, and if so to determine how this will be achieved, eg by authorising the Executive. 
Links to Other Documents

All three DCSF documents together with Ed Balls’ statement can be found at :
http://www.teachernet.gov.uk/docbank/index.cfm?id=14743
Appendices 1, 2 and 3 provide further details

APPENDIX 1

Investing for the Future, Protecting the Front Line
School Funding 2010-13

Overall DCSF funding

This section confirms which elements of DCSF spending are ‘protected’ for 2011-13 (ie only a two-year planning horizon) and which are yet to be finalised as they could be subject to the department’s own £500m savings target. 

Areas protected are; schools frontline spending (DSG, and other main schools grants); Sure Start, and 16-19 participation

Areas subject to reductions already identified are: support for non democratic public bodies (eg Becta, TDA); extended schools start-up; teacher training bursaries and central administration. A further £195m (39% of target) has yet to be identified.

For the area of school funding three priorities are listed:-

· Protect front line funding and provide a multi-year planning horizon

· Ensure sufficient resources reach the schools that need them most – the introduction of a Local Pupil Premium for responsive, transparent deprivation funding

· Move towards a more equitable and fair distribution of funding between local authorities (the DSG consultation)

School funding 2010-13

For the two years 2011-13 a cash increase of 2.7% is expected to be available which, after allowing for pupil number movement, is said to equate to 2.1% per pupil. Over that period pay and prices are estimated to average 1.6%. Thus some modest headroom funding increase will be available which schools are expected to top with 0.9% efficiency savings each year.

The application of a minimum funding guarantee mechanism will continue, but it will be set below the level of expected pay and price rises, ie less than 1.6 %.

The Local Pupil Premium (LPP)
This apparently new concept is a development of DCSF’s earlier attempts to identify more clearly what funding they consider is available to support deprivation, and to get LAs to demonstrate to what extent they have passed it on to schools. This is their funding solution to supporting schools in most need. All authorities already are required to have a deprivation factor in their formulae, but there is not prescription as to the value.
The document proposes that the LPP should be introduced by 2012-13, and that by 2014-15 the LPP must allocate to schools 100% of the funding identified by DCSF within DSG for deprivation. Rather than impose a national factor and rate, DCSF will allow each LA (through its Forum) to both define ‘deprivation’ and determine the formula factors to be used.

This will hopefully not pose any significant difficulty in Kent as we are already delegating funding for deprivation/AEN/SEN close to the previous government target amount, unlike the majority of other authorities. We will probably need, however, the change the way in which we present the funding allocations, by merging them into a single ‘Pupil Premium’ total. 
LAs that do not currently allocate sufficient for deprivation are expected to use the headroom in future settlements to make up the difference, so that there is no undue turbulence from reallocating existing budget shares and the ‘frontline is therefore protected’.

School Efficiencies

The paper offers suggestions on a variety of ways in which schools can achieve efficiencies:-
· Smarter procurement, use of DCSF advisers (Avail) and OPEN

· Back office savings from collaboration and federation

· Energy savings from various strategies including investment

· More effective management, teaching and learning approaches through collaboration and federation
· DCSF funded school business managers for primary groups to share

· A small DCSF unit to help LAs deliver appropriate support

APPENDIX 2
Consultation on the Future Distribution of School funding
Overview

This consultation document proposes new arrangements for the distribution of the Dedicated Schools Grant between authorities in England. It also proposes that a number of other specific grants are ‘mainstreamed’ and added into DSG, with the result therefore that those grants will be redistributed according to the new DSG distribution methodology, not the current pattern.

The proposed new distribution formula has five components:-
· The basic entitlement

· Additional educational needs

· High cost pupils

· Sparsity

· Area cost adjustment

There is a section on transition, noting that both the inclusion of grants and the new methodology will inevitably result in distributional changes around the country. It proposes that there will be a per pupil floor at local authority level to ensure every authority receives a grant increase above the Minimum Funding Guarantee level, as well as continuing with a Minimum Funding Guarantee for individual school budgets.
A final section deals with miscellaneous issues, the most significant of which for Kent is the proposal to go back to the earlier method of adjusting DSG for academies, by removing academy pupils from the calculation of DSG. This is a simpler approach, meaning that KCC has no DSG funding, and therefore no funding responsibilities, for academies or their pupils. The change will also have a marginally beneficial effect on our budget. There is also a possibility of some upward grant adjustment in future for the impact of PFI schemes.

1. The Basic Entitlement

There are no firm proposals for how this would be calculated, or therefore the potential impact. It would clearly represent the majority of the DSG allocation. The document identifies two ways of establishing the value of this element: a needs-led / activity-led model; or a “judgemental” approach based on what feels like the right balance between the five formula components.
Authorities are asked to indicate what they consider to be the fairest and most practical.
It is astonishing that after 13 meetings considering 53 papers, the Formula Review Group charged with undertaking this review appears to have made no progress towards a set of proposals for this largest element of the formula.
2. Additional Educational Needs

This element of the formula is designed to reflect varying levels of deprivation around the country, to target the government’s deprivation funding to where it is most needed. In turn LAs will be required to pass on in a transparent way additional funding to schools most in need in order to address the “attainment gap”.
DCSF will identify in a more direct way than now the funding within DSG for disadvantage, will increase it over the next few years, and will require LAs to pass it on to those schools with deprived pupils via the new Local Pupil Premium (see above). LAs and their Funding Forums will be able to decide the best method and criteria locally for targeting the schools most in need. 

Research undertaken by PricewaterhouseCoopers for DCSF identified 22% of pupils having some form of additional educational need. The following table summarises how DSG funding will be allocated to meet these pupils’ needs and the proxy indicators to be used.
	Type of AEN
	Proportion of AEN pupils
	Type of Indicator
	Proxy indicator to be used

	Behavioural, emotional and social interaction
	13.3%
	Deprivation


	To be decided  see list #

	Home environment
	36.2%
	
	

	Cognition and learning
	24.6%
	Under-performance


	FSM plus BME *

	English as an additional language
	13.5%
	
	January count of EALs

	Communication and interaction
	7.9%
	Flat rate per pupil
	All pupil numbers

	Sensory and physical
	2.2%
	
	

	Other
	2.2%
	
	


# 
deprivation indicator options include FSM entitlements, families in receipt of Out Of Work tax credits, child poverty index, low IDACI scores, or FSM + IDACI hybrid
*
underperformance indicators will be Free School Meals registered entitlements plus numbers of Black and Ethnic Minority groups
All options for indicators have some drawbacks. Authorities are invited to comment on the indicators and choose a preferred deprivation indicator.

3. High Cost Pupils
Again drawing on PwC research into spending on supporting pupils, DCSF conclude that there is a point where costs increase very significantly above average, and incidence drops. Above this point there is a small proportion (around 3%) of pupils that are deemed ‘high cost’. 
The paper notes that the numbers and costs of such pupils have grown at a faster rate than the rest of the sector since the last review in 2002, suggesting that the quantum of funding for this factor should be increased from £3bn to £4bn.

Using the PwC data analysis in a similar way to the AEN proposals above, various associations have been made, usually quite weak, between types of high cost AEN, and indicator data.  The table below summarises the proposed indicators to be used for the distribution of this grant block.
	Need Type
	Proportion of high cost pupils
	Proportion to apply to indicator
	Type of indicator
	Proposed allocation proportion

	Home environment
	6%
	100%
	Deprivation
	14%

	Behavioural, emotional & social
	26%
	25%
	
	

	Communication & interaction
	18%
	10%
	
	

	
	
	90%
	Flat rate per pupil
	50%

	Behavioural, emotional & social
	26%
	75%
	
	

	Other 
	8%
	100%
	
	

	Sensory & Physical
	8%
	80%
	
	

	
	
	20%
	DLA entitled
	2%

	Cognition & learning
	33%
	100%
	Number not achieving Level 2 at KS2
	33%

	English as additional language
	1%
	100%
	No of EALs
	1%

	TOTAL
	100%


Various charts are appended to the consultation document that show each local authority’s data for the various indicators proposed for DSG distribution. They are not however at a sufficiently detailed level to enable an estimate to be derived of the funding shares that could result from these proposals.
4. Sparsity
It is accepted that in rural areas local authorities have no option but to continue to maintain small, and therefore more costly, primary schools (defined for this purpose as below 150 pupils). There is a secondary question asked about whether a similar argument applies to secondary schools. DCSF consider there is no proven link between secondary schools cost and population sparsity. 
A Sparsity factor will be applied to recognise this unavoidable extra cost, based on the population of 3-10 year olds (not total population as was the case in previous formulae) and revised annually based on pupil census data. 

Two options are offered: one which defines ‘sparse’ on a fairly broad basis (0.4 pupils per hectare as the bottom threshold for entitlement), resulting in 104 authorities qualifying for some funding, including 7 London boroughs and several in Merseyside and Greater Manchester; alternatively a narrower measure of 0.07 pupils per hectare results in only 66 authorities receiving a share – a result that at least feels more logical and appropriate, but may not be to Kent’s financial advantage.
Authorities are asked if they prefer the broad or narrow options.

5. Area Cost Adjustment
This factor aims to compensate for the unavoidably higher wage bill that arises in some areas of the country, either because of the general labour market and local competition, or because of the national pay structure that applies to teachers (the London weightings)
The pre-2005 formula used a General Labour Market (GLM) measure which had replaced the 2002 measure based largely on the specific costs of teachers. Both methods used a threshold to remove the majority of authorities from a share of the adjustment, focussing more funding to a smaller number, mainly in and around London.

Options now being considered are:

· General Labour Market – but noted that this can be influenced by pay trends in the private sector that do not apply in schools

· Specific costs, using actual costs, eg reflecting the teacher pay rates and London weightings – but noted that similar data does not exist for non-teaching pay

· Cost of Living – taking account particularly of housing costs as a recruitment and retention factor – but noted that this can be very volatile and does not appear to correlate closely with school pay rates
· Hybrid – an approach that combines the specific information on teacher pay rates plus the GLM data for the remaining school pay elements

The DCSF favour either the GLM or Hybrid options, and appear to ague more strongly for the latter. Authorities are asked for their preference.

APPENDIX 3
Guidance for Local Authorities on Managing Surplus School Balances
The guidance

This latest guidance reinforces the government’s previous statements about ministers’ concerns over the level of school balances, especially “excessive” balances, and government’s determination to take direct action if their level does not continue to fall significantly.
For now, no direct action is proposed but the guidance goes into more detail than ever before on the steps that local authorities should be taking, and in particular  :- 

· To define precisely what schools may treat as a committed balance in addition to any general percentage allowance

· To challenge schools not just on any claims to exceed a general percentage allowance, but on the whole of their balance

The guidance also makes it clear that the 8% limit for primary and special schools, and 5% limit for secondary schools are maximum limits and LAs may set lower limits. It also emphasise strongly that revenue budgets should be used for revenue, not capital purposes, and should be spent for the benefit of pupils in school now, not saved for future cohorts

Kent’s Position
The guidance is entirely consistent with the approach we have taken in setting the new BCM rules that applied from 2009-10 and there is no further action needed to comply. Indeed many elements of the guidance appear to reflect the feedback we provided on our experience last year, and the comments we made on the draft guidance issued earlier this year. 
The suggestion that authorities should challenge a school on the use of the whole of its balance and not just any excess element that it wished to carry forward, is not a feature of our approach. To do so would require an extensive and expensive process of challenge with all the problems and disadvantages that we experienced when appeals panels interviewed around 40 schools in each of the last 2 years.

DCSF have advised that if LAs permit a wide range of excepted items to be carried forward, then there is less justification for a significant uncommitted percentage allowance. Our approach is to allow the maximum general percentage allowance which schools do not have to justify and evidence, but then have very strict criteria (essentially only approved capital schemes) limiting exceptions above that. 
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