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1.  Introduction

1.1   The new funding formula to be applied to Kent’s Special Units was the subject of earlier papers and was approved by the Forum in July 2007  and the new lead schools’ policy and funding arrangements were agreed by Cabinet in March 2007 and September 2008 respectively. For information, the principles agreed are set out in Appendix 1

1.2   In view of the concerns expressed over the practical implementation of these new arrangements, however, a staged introduction was agreed, with a pilot arrangement involving initially 34 schools, 12 of which currently do not have units located on site. 

1.3   Further concerns were raised by the Forum at the last meeting when the potential additional costs of introducing the new system were identified. These costs arise largely from the wish to offer some funding protection to existing units while the new provision comes on stream in new lead schools and setting up allowances are paid.

1.4   The Forum asked for a report to come to this meeting which would deal with this funding issue in particular, including options for mitigating the impact on the level of schools’ indicative budgets for 2009-10 and 2010-11. 

1.5   This paper offers options for the implementation of the new arrangements. 

2.    The Phasing in of the New Arrangements 

2.1 The number of lead schools involved, and the stages of implementation are summarised in the table below

	
	Pilot stage 1


	Stage 2
	Full scheme

	Existing Units/lead schools
	22
	39
	61

	New lead schools
	12
	16
	28

	Total
	34
	55
	89


2.2
Each unit is to receive a one-off allowance to help set up the new managerial and organisational aspects of running a ‘Lead School’ under the new scheme. The first 34 schools in Phase 1 have recently received this with a view to becoming operational as soon as possible, with new leads schools admitting children by September 2009.

2.3   Of these 34, the 12 new lead schools that do not currently receive any unit place funding will also need to receive new funding, based on the new formula, in order to begin to provide pupil support in their schools. 

2.4   At that stage there will be 73 units in total operational. Unless new additional funding is identified, the overall level of funding per unit would have to decrease, simply because there are more of them. Theoretically pupils are distributed differently over more schools inferring that existing units could lose funding, as the numbers they serve reduce. In practice, however, pupil reductions will only happen steadily over time as pupils currently placed in existing units leave at their relevant transfer ages. 

2.5   During both the pilot period, and when the further 16 new units become operational, there will need to be a temporary increase in overall funding if there is to be funding protection for current units which have pupils placed with them in excess of the numbers inferred by the new funding model, and also to provide new units with sensible levels of funding to enable them to develop new provision and attract pupils that might otherwise have gone elsewhere because of historical parental perceptions.

2.6
In addition to this ‘parallel running’ premium, the costs of the further 55 one-off setting up allowances will need to be budgeted for. 
3.
Budget Affordability

3.1
The current budget for special units, including VSCN funding in 2008-09 is some £14.1m. Because of the rationalisation of the number of funded places already undertaken, £1.3m of this is not committed, and only £12.8m is in school budgets paying for unit and VSCN places. In the current year the £1.3m has been used to pay the one-off setting up allowances for the 34 pilot lead schools.

3.2
This uncommitted sum does, therefore, provide some headroom in subsequent years to afford a degree of parallel funding. Once the one-off setting up allowances have been paid to all 89 schools, it becomes part of the annual base budget for supporting the formula for all units. 

3.3 At of today, the position on agreeing the use of all the 2009-10 DSG has not been finalised. There is also expected to be an unspent balance carried forward from 2008-09 on the schools side, and an element of uncommitted funding in the base budget on the centrally retained side. These sources could be considered as part of the strategy for phasing in the new lead schools arrangements. One option is to use funding on a temporary basis, merely to cover a short period of parallel funding (the uncommitted schools balance would be appropriate in this case as it is non-recurring). Alternatively a decision could be made to use the centrally funded budget to support a base budget increase possibly of up to £2m.

4.
Options for Implementation

4.1
There are a number of options for how the new formula could be applied to new and existing schools. The main variants are exemplified below

	Description 
	Comments

	Option 1

The current budget is increased to help speed up the rate at which new units receive their new formula shares, and to assist in reducing the budget losses of some existing units
	An increase in budget is the most obvious way to ease implementation of a system that will otherwise spread the existing budget over a wider number of participating schools

	Option 2

There is no change to the current budget, but by phasing the changes in over a period the current uncommitted element of £1.3m is used to moderate the rate of budget losses and gains
	The new formula could be introduced over a relative short period, with the uncommitted budget of £1.3m used to keep budget losses manageable.

	Option 3 

No budget increase. The budgets of current units are reduced each September only by the value of places vacated by leaving pupils; the funding released dictates the proportion and phasing of funding that can be passed to new units.
	This approach matches reductions in funding to pupil movements, but compared to option 2 requires a much more extended phasing period (up to 7 years?) and will only allow new units to become viable over an equally long time.

	Option 4 

No budget increase. New units receive 50% of their formula entitlement in year 1, the balance in year 2. Existing units gaining also receive 50% in year 1, the balance in year 2. Those losing under the formula have their budgets adjusted down in years 1 and 2 proportionately to cover those increases in other schools
	This option is probably not acceptable as it would introduce too much turbulence into budgets, at least for a significant number of the schools. It would, however, provide the quickest means of moving to the new formula. Schools facing losses above an agreed percentage could be given transitional support from unspent DSG balances for one or two years.


Two main models of implementation have been drawn up from the options above : -

4.4 Model  A in Appendix 2 is constructed along the lines of Option1 above, on the basis of an assumed ongoing increase in budget . Put crudely, this increase would support an overall level of unit funding of £180,000 per unit for 89 units, whereas the current £14.1m budget  will result in the current average funding reducing from £209,000 per unit (61 units) to £158,000 per unit (89 units)

4.5
Model  B in Appendix 2 is constructed along the lines of Option 2 above, on the basis that no additional funding is identified, only the existing budget of £14.1m is used, and the £1.3m uncommitted element is used to both provide some early funding for new lead schools, whilst at the same time moderating the rate at which existing schools (if the formula is less favourable) see their allocations reduce.

4.5 Assuming an initial headroom increase of £1.2m , rising to £2m (Model  A)

 -
the 12 new pilot lead schools get new funding equivalent to three year groups from April 2009, with increases in April 2011, moving to the  full formula in April 2012
 -
the other 22 pilots which stand to gain under the formula get some of their gains from April 2009, a further proportion in 2011-12, and the full effect in 2012-13
 -
the remaining existing units suffer no reduction in 2009-10 or 2010-11, some modest reductions (up to two year groups?) in 2011-12 and full formula impact in 2012-13
   -
the remaining 55 new lead schools get their setting up money in two tranches  - September 2009 and April 2010, 
 -
 the 16 remaining non pilot new lead schools get 7/12 of their formula allocation for three year groups from September 2010, rising steadily towards full formula in 2012-13
 -
the other 39 existing schools get a proportion of any formula gains also starting from September 2010. Existing phase 2 schools that stand to receive a reduced level of funding will only start to see reductions starting from September 2011.
 

4.6
Assuming no increase in base budget (Model  B)
 

The principles in Model A above apply, except that the lower level of funding available to support parallel arrangements would require a quicker scaling back of existing allowances where the new formula provides less than currently, as well as new units receiving lower levels of initial allocations, and a slower rate of movement toward their new formula entitlements for all schools gaining from the new formula. 

Thus:- 
  -
existing schools would have to have their current level of funding reduced earlier, from September 2009, according to pupils leaving in years 6 or 11, reduced again in Sept 2010 and 2011, and are fully on the formula in April 2012
 -
the level of new place funding for new units, and the level of budget gains that are progressively handed out to existing schools is scaled down, compared to the model above, in order to keep within budget
 

Under both models, however, it can be seen that the level of direct funding for places increases each year, compared to 2008-09:- under Model A from £12.796m to £16.130m and under Model B from £12.796m to £14.130m

Schools will know well in advance (March 2009) how their allocations will change over the full 4 year period to enable them to plan accordingly.

4.7
There is a possible ‘middle ground’ model which in essence looks like Model A during the transition phase, and utilises additional funding of up to £2m to cover the budget protection issues and pay for provision in new lead schools, but at the end of the transition period, the total formula allocations remain capped at £14.1m, ie Model B. This arrangement would only require temporary additional funding (eg from rollover balances) rather than a permanent increase in the base budget for lead schools.

5.
Transition Arrangements

5.1
The period proposed over which the transfer takes place from old model to new is 4 years. This is the maximum period that the Forum has indicated in previous discussions about formula changes it prefers.  A shorter transition period can be devised if the Forum wished to see the new arrangements put in place fully earlier, in order to minimise the period of change as much as possible. A longer period of transition is not recommended. The important consideration for schools is the certainty of knowing their future levels of funding and moving to a new ‘stable’ position, and to enable the new lead school policy to start to change arrangements on the ground quickly for pupils and parents. For many of the existing units the changes in levels of funding per pupil are not great; where budgets are most likely to fluctuate is where in future there will be far fewer pupils supported from outside the cluster. 

5.2
In devising the school-level allocations during the transition period, the first call on the available funding will be existing levels of pupil commitments. As these reduce, additional funding is released to improve the allocations to those lead schools with greater entitlements under the new formula. These increases will contribute to the costs of supporting new pupil admissions during the transition. A draft consultation paper will be brought to the next meeting of the Forum containing school-by-school forecasts for the transition period.
5.3
 Budget allocations for lead schools will continue to be dealt with as exceptions to the MFG. 
6.
Consultation, Implementation and Evaluation

6.1
Before applying the agreed formula it is necessary to consult all schools formally on the proposals. It is suggested that this be undertaken immediately following the Forum’s next meeting in November. That consultation should include the basic formula, as already endorsed by the Forum, and the transitional arrangements described in this paper. Further proposals on the strategy for the use of DSG in 2009-10 will be brought to the Forum’s meeting on 14 November, thereby enabling the consultation to be based on whatever overall budget strategy is agreed (eg Model A or B)

6.2
It is hoped that these funding proposals will allay some of the concerns voiced earlier over implementation. Ongoing evaluation of the pilot will, however, provide a further opportunity to review funding levels and the spread of provision, as well as providing feedback on the practical organisational and commissioning issues faced by lead schools. It will be possible to vary both the distribution of funding and the pace of transition during the period 2009-2012 should it prove essential. This can be done by agreement within clusters and/or by modifying the overall model.

6.3 Given the high level of both parental and elected member support for the new policy, it would not seem appropriate to delay the further steady implementation of the new scheme by waiting until late 2009 for an initial evaluation of the pilot. It is for this reason that it is proposed to start phase 2 in either September 2009, or April 2010 at the latest.

7. Recommendations

It is recommended that the Forum:-

i) Indicates its preference for which model of implementation the authority should adopt;

ii) Agree that a four year transition period should apply;

iii) Agree that a full schools consultation on the formula changes and transition be conducted following its November meeting.

Summary  This report sets out options for how the agreed formula for Lead Schools can be implemented and sets out a timetable for consultation and phased implementation, with transitional arrangements 








