ITEM 7
FUNDING FORUM
	subject:
	The Introduction of a Single Early Years Funding Formula


	author:
	Bob Smith and Darren Honey

	date:
	22 January 2010 


	summary OF REPORT:

All Early Years settings were consulted last autumn on proposals for a new set of funding formula arrangements to apply from April 2010, in line with government requirements, following a prolonged period of preparation and consultation with the Early Years sub-group of the Funding Forum. This paper reports on the responses to the consultation and proposes some minor revisions. It also comments on the government’s recent decision to defer the statutory implementation deadline.


1.0
 bACKGROUND
1.1 The Forum received an update at its last meeting (27th November), commenting on the consultation process and early feedback.
1.2 This report provides more detail on the responses to the consultation and reports on revised proposals, which take into account those responses and subsequent discussions held at the Early Years Sub Group in December 2009.
2.0 KEY DETAILS
2.1 The consultation proposals were based on a single base rate that would apply to all providers. In the first year, from April 2010, the base rate would be set at the current hourly rate paid to PVI providers (£3.76). This would ensure that no PVI provider would be funded at a rate lower than they currently receive.

2.2 In addition, providers could, depending upon their circumstances, qualify for one (or more) of the supplementary factors being proposed:

a) Sessional provision (£0.20 per hour per child)

b) Setting led by Early Years Professional (£0.30 per hour per child)

c) Setting led by Qualified Teacher (£0.90 per hour per child)

d) Quality lump sum (based upon Ofsted judgement, paid to settings with improving judgement or retention of highest judgement)
e) Disadvantage factor (determined by number of children at the setting who are from areas of deprivation based on MOSAIC)
As part of their response, providers were asked to give their views on a series of recommendations based on the proposals. These are detailed in Appendix 1.

Response to the Consultation
2.3 Attendances at the workshops were disappointing, with c. 180 people attending and representing no more than 20% of settings. Official responses to the consultation were slightly better with 216 (26%) out of a possible 824 responses actually received.

2.4 Overall, there was a good level of support for the proposals as demonstrated in the summary shown in Appendix 2, with the responses reflecting, in the main, the discussions at the workshops. 
2.5 However, there were a number of comments and issues raised by providers that required consideration before moving forward:

a) Single base rate – although there was good support for the single base rate, concern was raised that the level proposed will have no allowance for inflation added, so there will be no cash increase next year for providers who will not qualify for any of the supplementary rates. It could of course be argued that the economic situation suggested little or no inflationary allowance was appropriate.
b) Sessional provision – there was good support for the sessional supplement but there was confusion about what constitutes ‘sessional’ provision as some full day care providers feel they are subject to some of the same cost pressures. There would need to be a clear definition of ‘sessional’ developed if this factor is agreed. There were also questions raised about the validity of this cost differential and its conflict with the need for settings to move to more flexible provision. A flexibility factor will be looked at as part of a post-implementation review to take into account the finalised Code of Practice and to look at lessons learnt from the extension to 15 hours. 
c) Qualification led settings – the additional costs of employing higher qualified staff and the positive impact such staff have on quality appears to have been recognised. However, there was some call for additional recognition in the formula for other levels of qualification in addition to EYPS for PVI providers, especially smaller settings and childminders. Some felt that the proposed 30p per hour supplement for EYPS would not cover the extra costs in smaller settings and would limit the numbers of EYPs that a setting could employ. There was less support for the QTS supplement, with the differential to the EYPS rate being the issue, but a lack of understanding of teachers’ terms and conditions probably contributed to this reaction.  There was also uncertainty, particularly as regards the Independent Sector providers, as to who should qualify for the QTS supplement, which was proposed to recognise the additional unavoidable costs of employing a teacher under the statutory Teacher’s Pay and Conditions, which were unlikely to apply even in independent settings.  

d) Quality (lump sum) – surprisingly good level of support for the principle but, reflecting the views of EYSG members, there was concern about OFSTED and the perceived consistency of judgements. Many asked that other quality measures be considered in place of OFSTED. There was also significant support for extending the proposal so that retaining a ‘good’ judgment also qualified for the lump sum payment. 

e) Disadvantage supplement – two-thirds supported this factor and the use of MOSAIC to derive a score per setting based on a child’s postcode. The majority of the disagreement was based on concern that disadvantaged pupils such as EALs would not be picked up, or that no additional funding would be generated for a setting with low numbers, even though they had ‘qualifying’ children.  There was also concern that the rate could fluctuate significantly year-to-year particularly for the smaller settings and childminders. 
f) Counting arrangements – only 43% of respondents supported the change to a more simplified system of counting participation via three snapshot counts per year. There was, however, more support than expected for a system of counting participation hours in full throughout each term, and then claiming three times per year retrospectively. Given the views of the sub group it is proposed, therefore, to leave the current system of counting (three termly snapshots plus 3 interim adjustments) unchanged for a further year, but changes will be considered and further consulted on in time for 2011-12.

2.6 The outcome of the consultation process and the above issues were taken to the Early Years Sub Group on 9th December where discussions led to several recommended changes to the proposed formula.
Revised proposal

2.7 The single base rate is to be increased to reflect an inflationary increase, with the additional funding being met from reduced funding for other supplements.

2.8 The sessional supplement is to be retained but the definition as to which settings qualify is to be tightened to those that offer up to either 5 blocks of 3 hours in the morning and\or 5 blocks of 3 hours in the afternoon, with a definite break over lunch. Also, to prevent this supplement being a disincentive to moves to more flexible arrangements, the sessional supplement is to be reduced. This will make it easier to review as part of any future consideration of a flexibility factor. The proposal is to decrease the hourly rate to an amount that would allow an appropriate inflationary increase on the base rate (a £0.10 reduction to the sessional rate would allow for a 1% increase to the base rate i.e. an increase to £3.80).
2.9 The leadership qualification supplements are to be retained at the originally proposed rates (i.e. £0.30 per hour for EYPS and £0.90 for QTS). To qualify for the QTS rate, the proposal is that all maintained providers will automatically qualify for this supplement but that any provider who can evidence that they are employing a QT under the statutory Teachers Pay & Conditions may also qualify. Otherwise a QTS leader will, by default, qualify for the EYPS supplement.

2.10 The quality lump sum is to be retained but extended to include settings that retain a good judgement, as well as those that improve or retain an excellent judgement. The lump sum will be based on the number of pupils taking up the free entitlement at the setting.  
2.11 The Early Years Sub Group were also supportive of capping any increases to providers that exceeded a 10% increase in their overall hourly rate in order to offer some transitional funding protection for providers whose funding rate will reduce.
2.12 There are no revisions to the proposed disadvantage supplement or to the current counting arrangements.

Recent Developments
2.12 Just before the Christmas break there was a Ministerial statement responding to concerns about difficulties that some local authorities were experiencing in implementing their formula and to more publicised concerns about the adverse impact of proposed formulae upon maintained nursery schools in particular. 
2.13 The statement referred to the postponement of the requirement to introduce the EYSFF until April 2011. Local authorities that remain confident of being ready to implement by April 2010 have been invited to become a pathfinder. Under pathfinder status the DCSF will allow an authority to set aside certain of the School Finance (England) Regulations 2009 in order to be able to go ahead as planned with changes from April 2010.
2.14 DCSF is requesting applications from Local Authorities be submitted by 29 January 2010, with successful authorities being notified by 15 February 2010.

KCC’s position  

2.15 Subject to the revised proposals being supported by the Funding Forum and agreed by the Cabinet Member, the County Council is ready to implement a single funding formula by April 2010. Providers are well aware of the imminent changes and large numbers of PVI providers in particular are likely to be extremely frustrated and disappointed if the changes are not made, where they consider they are long overdue.
2.16 The purpose and benefit of pathfinder status is to obtain exemption from certain regulations relating to the maintained sector that would be needed to move forward in April. The changes we plan for the PVI sector (the revised proposal would see them all receiving increased funding) are not contingent on regulation changes and could be made anyway. We also propose to offer protected funding arrangements to the maintained sector for one year in order to allow them sufficient time to understand and plan for the impact of the changes. Our view is, therefore, that we do not need to be a pathfinder, in order to achieve the outcomes we would have proposed for 2010-11.
2.17 We have the support of the Early Years Sub Group, overall support from providers who responded to the consultation and sufficient funding in place. It would be disappointing to lose the momentum achieved over the last 18 months. It is proposed, therefore, that we should apply to be a Pathfinder, but decide now to proceed in principle. We do not then have to wait for ministerial decisions on pathfinder applications, and can start implementation preparations in good time. The precise terms of our formal scheme from April will then simply be tweaked according to whether DCSF treat us as a Pathfinder or not.
3.0 financial implications

3.1 The current total budget for spend on early years’ provision across both the PVI and maintained sectors is £36m. The current MTP includes a further provision of £1.3m in 2010-11, representing the final year of a 3 year promise to increase funding for payments to PVI providers by 4% per annum. Together, the current total budget plus the proposed MTP provision will provide sustainable funding to deliver the revised proposals. 
3.2 The revised proposals will ensure that all providers will receive a minimum hourly rate of £3.80. PVI providers currently receive £3.76. Some PVI providers that qualify for supplements will be paid up to £4.20 per hour plus a disadvantage supplement if they qualify. 
3.3 However, maintained nurseries’ funding in relation to early years’ provision is expected to reduce by a total of £1.2m, compared to the 2009-10. This is a result of the deprivation funding being redistributed across all providers and of funding being determined by participation instead of the current annual count based on the more favourable January position.   

3.4 It is proposed that transitional protection payments are made for one year in 2010-11 to offset losses. Capping funding rate increases to 10% could contribute c. £200k to funding the protection but a further £1m is still required; this is available as one-off funding from the current uncommitted DSG reserve (see separate agenda paper on Use of DSG reserve).
recommendations 
The Forum is asked to:
i) support the new formula structure and supplements as set out in Appendix 1, subject to the amendments listed in paragraphs 2.7 to 2.11 above;
ii) note that Kent is likely to apply to be a pathfinder;

iii) note that subject to Cabinet Member approval, the County Council is minded to proceed with implementation from 1 April with the detailed mechanisms being subject to whether Kent is approved as a pathfinder authority.
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