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This paper provides members of the Forum with some background information on the Dedicated Schools Grant and the implications for the medium term.  Further detail will be tabled at the meeting.

1. Background

1.1. As the name implies this is a ring-fenced grant provided to support schools, and other services supporting pupils, including all three and four year olds accessing the Free Entitlement to Early Years education in non-local authority maintained settings.

1.2. The grant is calculated in a highly simplistic way. A single count in January of all pupils for whom the grant is intended is multiplied by a single value per pupil. For 2008-09 the January 2008 pupil count totalled 197,113 pupils. Multiplied by the DSG pupil value set by DCSF for Kent of £3,938 produced a DSG total of £773.9m. The DCSF also provided indicative DSG totals for 2009-10 and 2010-11 using estimated pupil numbers and guaranteed DSG pupil values. We already know, therefore, the rate of increase that can be anticipated in DSG for the next two years, subject to final pupil counts in January 2009 and January 2010.

1.3. Many DSG services, and indeed many elements of the school funding formula are not, however, directly geared to pupil numbers; they are more akin to fixed costs varying only if there are very major changes in the pupil population or age profile. Other elements of costs such as supporting very severe and complex special educational needs pupils may rise, even if the overall pupil population is falling – as is the case now in Kent. So the grant calculation does not take account of any service pressures other than raw total pupil numbers, nor does it recognise localised cost pressures. DSG annual pupil rate increases are based only on government’s broad perception of expected RPI and pay movements, which for the current 3 year CSR period did not anticipate the energy price and credit crunch issues.

1.4. There are complex and restrictive rules governing the use of this grant, and the way in which it is divided up between the main services it supports. Government regulations give priority to delegated school budgets requiring them to increase annually by a minimum percentage (set each year by DCSF). Regulations also prohibit the non-school parts of DSG increasing annually at a greater rate than the schools part, unless agreed by the Schools Funding Forum or, exceptionally, the Secretary of State. This is referred to as the Central Expenditure Limit (CEL).

1.5. In 2008/09, Kent’s £773.9m DSG is used to fund the following:  
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2. Implications for future years

2.1. These structural features and restrictions have significant implications for the 2009-10 and 2010-11 MTP periods. These are itemised below:

2.2. The overall forecast increase in DSG for 2009-10 is £20.5m. This is only a 2.6 %
cash increase. The value of the grant per pupil will increase by 3.6%, but because of falling school rolls, the cash grant will rise by a lower percentage. Similarly in 2010-11, the grant per pupil rises by 4.2%, but because of continuing falling rolls, the cash grant will only rise by £26m or 3.2%

2.3. School rolls (mainly primary) are forecast to fall by around 1800, resulting in a loss of DSG of £7.6m in 2009-10, but the saving in amounts that have to be delegated to schools by formula will only reduce by around £6.0m. This immediately creates an effective loss of grant in real terms of £1.6m.
2.4. Although this loss of grant relates mainly to primary schools, the CEL mechanism results in the loss of grant having to be shared between the centrally retained budgets, and school budgets, adding to other central budget pressures. 

2.5. The identified budget pressures affecting centrally managed DSG services in 2009-10 total £7.8m, an increase of 9.6%.  Identified pressures on the schools’ elements of DSG total £31.2m, an increase of 4.5%. Because of the limit on central expenditure increases (CEL), there cannot be any rebalancing of the shares of these pressures in favour of the centrally retained side, unless agreed by the Forum. Only £2.2m of the £20.5m DSG increase is automatically allowed to be used for centrally managed services, leaving a funding gap of £3.4m (4.1% of centrally retained budgets).

2.6. On the schools side, the picture is slightly more favourable, although still tough. When school rolls reduce, there is a saving in the amounts delegated by formula which are available to contribute to other school and/or PVI pressures. Thus increased funding available to the schools’ part of DSG services comes in two parts: the share of the DSG cash increase (£18.4m) plus the cash released by falling rolls (£6.0m).
2.7. There is therefore a total of £24.4m available towards the identified pressures of £31.2m, leaving a gap of £6.8m (1% of schools-related budgets).

2.8. One further feature of the grant regime that adds to budget pressures is the way the DCSF adjusts DSG for schools transferring to Academy status. As well as reducing Kent’s DSG for the delegated funding that an Academy receives (as this is paid directly to Academies by DCSF) a further top-slice from DSG is taken based on the presumption that a direct proportion of certain centrally managed services budgets are attributable to the Academies. There is in fact no linear relationship between these services and the number of schools, and this adjustment merely adds therefore to the shortfall of funding needed to maintain these services at current levels.

2.9. DCSF and Ofsted now expect PVI providers of early years education to meet high standards of quality, particularly in the qualification levels of staff. To achieve these standards most settings would need to incur significantly increased costs, but the DSG assumptions about price rises make no allowance for this. In addition, from 1 September 2008, PVI providers are required to deliver the early years foundation stage curriculum like maintained settings.  There is, therefore little or no scope to respond to this pressure without an adverse effect on the remainder of the schools’ part of DSG budgets, ie the direct formula funding of maintained schools.

3. Required

3.1. Members of the Forum are asked to note the implications of the DSG settlement in 2009/10.

