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This report provides members of the Schools’ Funding Forum with an update on the progress made by the Working Group, set up to undertake a review of the Special School Funding formula. It identifies a number of key principles that the working group has identified should be applied, and some modest changes that could be implemented in 2009. Whilst the immediate proposals represent a significant and positive way forward, particularly in terms of improving transparency, some of the more significant changes require more work and cannot sensibly be built into 2009-10 initial budgets. The Forum is asked to note that the Group wishes to continue its review, which as well as moving forward on the new designation funding, would include consideration of the overall adequacy of current funding levels, in order to inform the development of 2010-11 budgets and beyond.
1.
Group Activity since set up in October
1.1
At the October meeting of the Forum, it was agreed that although the time available to undertake a review in order to inform the 2009-10 budgets was extremely short, the working group should attempt to identify a possibly limited list of options that could ease some of the current concerns, even if the full review could not be completed in this short period. The areas of BESD, PSCN and residential funding rates were cited as being of immediate concern.

1.2
The group has met five times, and has received a wide range of financial information, with a view to being fully aware of the current formula structure as it affects all special schools – inevitably individual members are very familiar with their own, but their knowledge and understanding of other schools’ unique positions will be less detailed.  

1.3
What many hours of discussion revealed was a list of identifiable issues, each with a potential solution. Those solutions can be broadly categorised as follows:

a)
Those where better information or better use of existing formula mechanisms will improve understanding (eg in explaining what are otherwise apparent funding inequalities)
b)
Those where a redistribution of current resources could achieve fairer shares of the current pot.(eg not paying for empty places when elsewhere there is unmet funding pressure)

c)
Those which require the size of the pot to increase (particularly increasing demand and complexity of need)
1.4
The Group fully understands the current budgetary constraints, and the limit on 2009-10 resources. It has therefore concentrated initially on solutions a) and b) above, and the interim proposals put forward below can be delivered within the already planned increase of £1m for Special  Schools in 2009-10, with no impact on other phases of schools, or the remaining use of DSG. 

2.
Proposals for Change 
2.1 The proposals that follow represent interim changes, drawn up in order to make some progress in addressing issues identified by the group, whilst not necessarily fully resolving them. It was felt important, for example to remove if possible some of the complexities of the current situation which were leading to a “can’t see the wood for the trees” situation. Furthermore some issues were recognised as not being capable of being fully researched and debated in the short time available - eg do all place funding rates represent the full cost of support required by those youngsters now typically coming through the system?. But that should not stop interim changes being made in some rates where there already appears to be broad agreement.
2.2 These are nonetheless interim proposals, but are anticipated to be consistent with the overall direction of travel that subsequent stages of the review will recommend. Schools should not therefore assume they could not be further modified, but it is hoped the overall framework being aimed at will lead to improvements in forward planning and future budget predictability. 
2.3 Some key funding principles, listed below, have been discussed and are supported by the group. These interim proposals contribute to achieving them.  

· Budget shares should be determined by as simple a formula as possible, subject to recognising essential key differences between schools
· Schools should be able to predict within a reasonable degree of accuracy how future changes in pupil numbers will affect  their funding allocations; indicative 3 year budgets should be capable of being provided by the LA
· Reasons for differences in funding levels between schools, especially of a similar type or size, should be clear

· The level of funded places should be reasonably in line with demand/need to demonstrate best use of the limited resources available

· “Ghost” places should not be used as a mechanism to pay for other costs or cover other allowances. Any special circumstances, exceptional payments etc should be treated separately and shown as separate, transparent additions with explanations or criteria for all schools to be clear on potential eligibility.
· Whilst some stability of funding is needed for this specialist sector of provision, schools must accept decreases as well as increases in funding where, in the medium term, numbers require it.
· With greater certainty of funding, and increases in “up front” delegated budgets, comes a requirement for schools to manage modest upward changes in numbers or levels of need, without automatic recourse to demands for extra funding. Without this more flexible approach to managing at the margin, the LA has to keep higher levels of contingency and negotiate and pay out many more ad hoc allocations, which is one of the root causes for some of the current dissatisfaction, misunderstandings, and overall muddiness of the funding waters.

Specific Proposals 

2.4 Reductions in planned places, day and residential

There are a small number of schools where the number of planned places ‘purchased’ through the formula is significantly higher than the actual number of pupils on roll. The group recognises and accepts, however, that it is not possible to achieve that exact match, and indeed it is sensible for the authority to commission sufficient ‘surplus’ places to enable in-year placements to be made. It is also desirable to set planned places at a level that does not need to be adjusted wildly each year up and down, in order to give schools some funding stability. Indeed the very reason for using planned place funding, rather than a January count as in mainstream is to provide some relative stability. 

Any saving that can be made by achieving a closer match between planned and actual could be made available for increasing the funding rates for all special schools, and would reduce the perceived unfairness and inefficiency of paying for empty places.

In setting 2009-10 and provisional 2010-11 planned purchased places the LA will, therefore, aim to minimise the number of funded places that remain unoccupied over that 2 year period. 

The group also acknowledged, however, that in some cases, apparent over-funding of unfilled “ghost” places had been used as a mechanism for providing additional funding for other sound reasons, for example where it had been accepted that the ‘standard’ place funding rate was insufficient to meet a particular set of pupils’ needs. It is recommended, however, that any such additional funding should be identified separately and made more transparent, to avoid misunderstanding and the mistaken impression of inequalities in funding.

There is a particular issue giving rise to a large surplus of funded residential places. The earlier Special School Review determined there was a reducing demand for these places and proposed the removal of this provision in the medium term in some schools. It is important that quality provision is maintained for the diminishing number of pupils at those schools, but funding in all residential schools must reflect current needs, not former levels. These schools should be helped in their forward planning by the authority giving a clear medium term forecast of the rate at which it intends to withdraw financial support. 
Work is still underway to confirm numbers of funded places to apply next year. Where a significant reduction is considered appropriate, the working group recommended that funding should initially be adjusted to allow affected schools adequate time to undertake proper financial and management action planning. Where major changes in funded numbers are identified, the LA will provide support and work closely with affected schools on an individual basis. 
2.5 Increases in certain need type funding rates
The new funding rates for eight need types were established by reference to national PANDA data averages using pre 2004 information which, it was accepted at the time, were just indicators of historic spend and former levels of need. Such historic data are probably not an accurate reflection of the current situation. 

There appears to be general consensus that the funding rate for PMLD is inadequate to support the high levels of support that current cohorts of these pupils require.  An increase in the rate from £13,384 to £14,384 (at 2008-09 prices) is recommended.
It has also been recognised that BESD schools are finding their budgets to be insufficient to cover the costs of the staffing levels needed. In the case of Goldwyn School, for example, despite having already moved fully onto the new funding rates, officers have agreed that the school cannot operate in the current year without a significant funding boost, which has been paid from contingency. 

Significant interim sums have also been agreed for the other two BESD schools that are only partially on the new funding rates, and in total around £400,000 is being met from contingency, and is likely to have to be repeated in 2009-10. It is recommended, therefore, that this contingency funding is consolidated into the basic BESD day place funding rate which would be increased from £12,012 to £15,012 .
The possibility of other rates being increased has not been ruled out, but the group would wish to consider these further over the next few months, and in the light of the overall budget prospects for 2010-11. 

2.6 Rationalise premises factors

Special schools are still funded for most of their premises expenditure via a range of complex factors including target energy consumptions, assessed cleaning areas and caretaking targets in a similar way to the methods that used to apply in the mainstream school formula. These outdated mainstream factors were simplified in 2007-08, and at the same time the floor areas now held on the enterprise property database were brought into use. This revised method is simpler, more transparent and the floor area data base is more up to date and accurate.
It is proposed to apply the same method and single floor area factor to the special schools. Because the enterprise data is more up to date, the total measured floor areas are significantly different (higher) for a number of schools – mainly because recent extensions and other site developments were not captured by the old data methods. Current allocations average £30 per square metre, applying this same average rate to the new floor area measurements results in a total overall increase in the allocations via this formula element of some £150k.
2.7 Transition to new funding rates
Eight new funding rates were agreed in 2004 to replace the three old audit-based rates and Exceptional Pupil Need allocations (EPN).  Each school was then to be moved progressively onto the new rates, as pupils that had been assessed under the audit system left, and pupils admitted under the new designations arrived.

A number of schools have moved fully onto the new rates, three have not started the transition, with the remainder at varying stages. Schools can argue with some justification that the actual profile of pupils and profiles used for funding do not exactly match, and the whole system makes budget calculations complex, opaque and impossible to compare with other authorities.

It is proposed to accelerate the move to the new rates as quickly as possible, and to remove all references to the old audit rates and EPN in full. This will make funding allocations clearer, and enable forward projections to be made with greater certainty, as there will be no further uncertainty about the rate at which the transition will take place. This poses significant challenges, however, in the short term, especially for a number of schools where full movement to their new designations is dependent on the capital programme and BSF, decisions on which are currently pending. For other schools their current pupil population is markedly different to their ultimate planned position. 

It is proposed, therefore, that this movement is agreed in principle, but cannot be effected from April 2009. Work will continue to bring forward proposals for April 2010, including how we can recognise variations in pupil profiles from the planned designations, with the possibility of interim adjustments from September.
2.8 Provide transitional funding adjustments to help with implementing significant budget reductions 
Special school budgets are calculated each year by making allowance for the fact that numbers of pupils, and therefore staffing levels, change mainly in September. Reductions in budgets that result from a reduced demand for funded places have already, therefore, been moderated to reflect a part-year only impact (ie a 7/12th reduction only). Increases in funded places are similarly adjusted for their two-term only requirement for additional funding.

Reductions that result from place number changes are excluded from protection under the Minimum Funding Guarantee (MFG), and it is intended that this will again be the norm in 2009-10 for day pupil place funding.

The specific proposals for 2009-10 day place numbers are not expected to give rise to any major reductions in funding requiring transitional protection, but the principle is recommended for application in future years. Any school likely to experience more significant reductions resulting from structural changes in planned provision will be supported by the local authority in their planning and financial management. 

Reductions resulting from the change in the premises factor that are not offset by other increases will be subject to the operation of MFG.
2.9 Retain reasonable and transparent contingency arrangements
The proposed level of purchased planned places will be set close to the anticipated level of need in the next two years to avoid spending on vacant places. The proposed place numbers will provide some modest room for additional placements, in addition to the academic year-end turnover. Provided additional placements do not take total numbers on roll above the number of funded places, no contingency payment will normally apply.  Placements above the funded number will attract additional funding.
Such a strategy requires a corresponding increase in the provision for meeting unplanned/unfunded additional places.  Additional funding for extra placements is met from the Schools Contingency budget. To keep the contingency provision at sensible levels requires new placements to be reasonably spread across all the special schools.  What this tighter approach to planned places will not sustain is individual schools resisting taking pupils, keeping places unfilled, while other schools take in those pupils and trigger contingency payments.
If any other additional payment is required for special circumstances, such payments will be treated and reported separately, to improve overall funding transparency. It will so be made clear whether these payments are one-off, or likely to apply in subsequent year, to assist in schools’ forward planning. At this stage it is anticipated, for example, that funding for early years pupils in special schools will not be included in the planned places, and will be paid separately from contingency. It is hoped to move this funding into the delegated places number next year.
2.10 It has not been possible in the time remaining to complete the consideration of residential formula factors. It is expected, however, that this can be done so that recommendations could be available for implementation in September 2009. It is proposed that, subject to further Forum consultation, adjustments be made from contingency in September, then consolidated into 2010 rates. As only a maximum of 4 schools are affected in the longer term this should be manageable.
3.
Timetable
3.1 The proposals outlined would address some of the issues that headteachers were seeking urgent resolution to. They would also provide a firmer basis on which indicative budgets could be issued for 2010-11.

3.2 Subject to the views of the Forum, it is proposed that the changes outlined above form the basis of a report to be issued to all Special School Headteachers early next week, with an opportunity for them to give feedback by 9 February. This is a short period within which to obtain views, however:-

· In the main the paper reports work in progress, setting out only broad principles to be developed further

· Only the premises factor represents a formula change; most other interim adjustments are within the remit of the local authority – for example the responsibility for determining the number of places.
4. Further Work

4.1
The working group considers that, if agreed, these proposals represent just a first step in improving the funding arrangements for Special Schools. It has become clear that the current position where each school is funded in a unique way (given their individual positions in the transition from old to new factors) has made the task of agreeing on key priorities all the more challenging.
4.2
If the above proposals come into effect, partly in 2009-10, and further progress is made on moving to the new rates in 2010-11, many of the existing complexities will be removed. The group wish then to focus on a number of broader principles, including the overall adequacy of the pot and the access to, and management and funding of, other support services. The interaction of placements in other authority or independent schools is also of key relevance as these placements consume significant proportions of DSG that, if invested in special school provision, might provide improved value for money.
5.
Recommendations
5.1 It is recommended that the Forum :- 

i) agrees in principle to the changes described in paragraphs 2.4 to 2.9 above, and specifically to the increased rates in para 2.5. 

ii) agrees that this paper forms the basis of a report to be issued to all special school headteachers, with a response deadline of 9 February

iii) authorises the chairman of the Forum to give the Interim Managing Director a view on what, if any, modifications to the proposals are appropriate  in the light of consultation responses.

iv) subject to receiving and agreeing proposals, agrees to fund changes to residential school factors from contingency in 2009-10.

