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The Audit Commission is an independent watchdog, driving
economy, efficiency and effectiveness in local public services
to deliver better outcomes for everyone.

Our work across local government, health, housing,
community safety and fire and rescue services means that
we have a unique perspective. We promote value for money
for taxpayers, auditing the £200 billion spent by 11,000 local
public bodies.

As a force for improvement, we work in partnership to assess
local public services and make practical recommendations
for promoting a better quality of life for local people.
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Summary

Education expenditure per pupil has increased by

two-thirds in a decade

m  English primary and secondary schools spent over £31 billion
in 2007/08, an increase of 56 per cent in real terms since
1997/98.

m  While school results have improved, not all targets have
been met.

B Schools’ budgets are now growing more slowly and the future
is likely to be more austere.

m  The Department for Children, Schools and Families (DCSF)
claimed over £3 billion of school efficiencies between 2005/06
and 2007/08, with a target of £3.7 billion in the next three years.

Schools have weak incentives to be economical and

efficient

m Value for money requires economy and efficiency as well
as effectiveness.

B Schools’ accountability for spending is weak; they do not have
to report efficiency savings, or respond to DCSF’s targets.

m  Ofsted’s value for money assessment has focused more on
effectiveness than economy and efficiency.

m The financial management standard in schools focuses
on processes rather than the real achievement of economy
and efficiency.

m  Councils focus on processes and helping schools in difficulty.

m  Governors can challenge schools to improve economy and
efficiency, but this challenge is not always strong enough.

Schools could save over £400 million through better

procurement alone

B Schools’ spending on goods and services increased by 40 per
cent over eight years to £6.8 billion in 2007/08.

m The great variation between schools’ spending on standard
items shows scope for large savings.

B Schools should subject suppliers of goods and services,
including councils’ traded services, to competition, and use
professional buying organisations to reap economies of scale.

m  Councils should support schools to purchase more effectively,
for example in understanding local markets and aggregating
buying power.
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Summary

Workforce deployment is the most important decision
in schools and must be undertaken with economy and
efficiency in mind

Schools spent £24.2 billion on their workforce in 2007/08, up
from £14.3 billion in 1999/2000.

There are 32,000 more teachers, 100,000 more teaching
assistants and 70,000 more support staff than there were in
1997, while pupil numbers have fallen by 80,000.

In a more austere future, schools will need to ensure that

the number of staff is affordable and the mix offers good value
for money.

Schools have more flexibility than they may realise to deploy
classroom staff efficiently.

Schools have little comparative information on costs or how
workforce deployment affects outcomes for children.

Many schools have excessive balances, of which over £500
million could be released nationally

School balances increased from £680 million in 1999/2000 to
more than £1.76 billion in 2007/08.

In 2007/08, balances in secondary schools increased by

22 per cent and in primary schools by 7 per cent in real terms.
Hoarding money intended for education is poor value

for money.

Nearly 40 per cent of schools have excessive balances
despite repeated encouragement to reduce them.

There are many ways schools can save money without
adversely affecting children’s education

Use the national benchmarking tool to identify high costs.
Improve planning to include the costs of the workforce and link
financial and performance information.

Collaborate with other schools to share both teaching and
support staff; procure jointly; and share market intelligence.
Federation is rare, but can deliver significant savings.
Examples have achieved savings of 6 and 2 per cent of

overall revenue expenditure.
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Recommendations

DCSF should:

ensure that there is a more robust assessment of economy
and efficiency;

develop the Financial Management Standard in Schools
(FMSIS) to provide comparisons between schools, and to
focus on improving economy and efficiency;

consult on more effective measures to reduce and redistribute
school balances;

monitor and report at national level on the achievement of
efficiencies in non-pay expenditure identified in this report;
improve the research base, and the information available to
schools and governors, so that decision making on classroom
staff deployment can take better account of economy and
efficiency without compromising effectiveness; and

collect unit costs for high-cost items to improve the
comparative information available to schools.

Councils should:

Improve the availability and quality of financial support by:

- offering resource management and value for money training
to schools as part of the council’s financial package,
targeting those with limited capacity; and

- aligning, and sharing knowledge between, finance and
service improvement teams to improve schools’ experience
of these services.

Support better purchasing by:

- raising schools’ awareness of high quality alternative
providers of traded services, including them in any portfolio
of traded services;

- identifying schools spending more than others on items of
procurement and support them to find savings;

- ensuring that schools use electronic procurement systems
to minimise purchasing costs; and

- encouraging schools to collaborate on purchasing to benefit
from economies of scale.

Recommendations



Recommendations

m  Strengthen accountability for value for money by:

- ensuring that internal audit provides assurance to governing
bodies and councils on questions of resource management
and recommends value for money improvements as a
matter of course; and

- ensuring that school improvement partners (SIPs) consider
resource deployment as part of their role. Councils may
need to provide further training to SIPs to support them.

m  Ensure that accessible financial training is available for all
governing bodies. Training should cover value for money and
the links between finance and school performance.

m  With their schools forums, consider funding these
recommendations through, for example, traded services,
refocusing existing resources on economy and efficiency,
self-funding initiatives or persuading schools to use balances
to invest in their own abilities to manage finances.

The Audit Commission will:

m  work with Ofsted to review and improve the criteria for
assessing value for money and the information inspectors
need to make judgements on economy and efficiency;

B provide separate guidance for councils, governors and school
staff with financial responsibilities;

m update our Managing School Resources tool that helps
schools self-assess whether they are getting the best from
their budgets; and

m provide a tool to help schools cost workforce expenditure and
compare this with performance.
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1 Over 7 million children attend nearly 25,000 maintained schools! in
England (Ref. 1).1 In 2007/08, maintained primary and secondary schools
in England spent more than £31 billion (Ref. 2). Schools have received
substantial real terms funding increases in the last ten years. The Audit
Commission’s focus is on the way this significant public resource is spent,
as it is essential that it provides good value for money. This is even more
important in the context of future public spending constraints.

2  Schools have made considerable progress in recent years, although
they have not met all of the government’s targets. At key stage 4, results
for 16 year-olds have improved, and the 2008 results surpassed the
government’s target.iil Attainment in core subjects at key stages 2

(11 year-olds) and 3 (14 year-olds) have improved steadily, but the
government’s targets have not been met.

3 Inrecent years, public sector organisations have been required to
report on the extent to which the services they provide offer good value

for money (Refs. 3, 4 and 5). Defining value for money in public services is
particularly challenging because of the complexity of the services delivered
and the competing perspectives on what constitutes value. Schools are no
different.

4  The widely accepted definition of value for money in schools,
supported by the DCSF in its own guidance, refers to three elements
described as the ‘three Es’: economy; efficiency; and effectiveness.

In simple terms, this means making the best use of available resources,
including getting better outcomes for the same spend, or freeing up
resources that are being used inefficiently for other purposes. Box 1
illustrates this.

The scope of this report is restricted to local authority maintained primary and secondary schools.
It therefore does not include academies, city technology colleges or independent schools.

ii National data referred to in this report relate to England unless otherwise stated.

iii As measured by the percentage of pupils achieving the equivalent of five or more A* to C GCSE
grades. The 2008 figure of nearly 65 per cent compared to the target of 60 per cent. In 2008,

47 per cent of pupils achieved the equivalent of five or more A* to C GCSE grades including

English and Maths.
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Introduction

Box 1: The three components of value for money

_m

Economy Minimising the costs of Are school supplies purchased
resources used for a good, at the best available price?
service or activity

Efficiency The relationship between Does the timetable make best
outputs and the resources use of teachers?
used to produce them

Effectiveness The extent to which To what extent has the
objectives have been deployment of teaching
achieved assistants raised levels

of attainment and pupil
well-being?

Source: Audit Commission

5 The focus of regulation and accountability in the schools sector

is on promoting well-being and raising standards, or in other words
effectiveness. Ofsted inspections, and the publication of comparative
attainment and achievement data, ensure accountability for this aspect
of value for money.! However, value for money comprises all three
components, which is why the economy and efficiency elements of value
for money are the subject of this study.

6 In 2007, the Office for National Statistics sought to assess the extent
to which additional schools funding since 1996 provided good value

for money. The findings suggested a decline in productivity between

1996 and 2006, although the authors accepted that this resulted from

the methodology employed, commenting that ‘it is unlikely that a single
measure of productivity change will ever capture all the costs and benefits
of the education sector’ (Ref. 6).T

i Attainment refers to the level obtained in assessments, for example GCSE grades, while
achievement looks at attainment in relation to pupils’ ability and expected progress, for example
value added scores.

ii The Office for National Statistics defined productivity as the volume of output from education
(including an estimate of change in the quality of service) relative to the volume of inputs, adjusted
for pay and price increases.
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7  English schools possess considerable autonomy. The Organisation
for Economic Cooperation and Development (OECD) reported that
English secondary schools are the second most autonomous of 25 OECD
countries with regard to decision making, with 85 per cent of decisions
relating to schools taken by the schools themselves (Ref. 7). In a separate
study on autonomy in budget allocations within the school, Britain was
ranked third of 32 countries (Ref. 8).

8 Due to the nature of school funding and the way in which outcomes
are defined and measured in schools, it is difficult to provide meaningful
comparative school-based assessments of value for money. The
Commission’s work therefore examined economy and efficiency at the level
of individual schools, considering what actions they and other stakeholders
are taking to improve economy and efficiency.

9 This report contains messages for national policymakers from
Commission research undertaken during the autumn term of 2008.
Appendix 1 describes the methodology. Separate reports present the
messages for councils, school staff with financial responsibilities, and
governing bodies. Our Managing School Resources online self-evaluation
tool supports schools in improving value for money.! The case studies
within the updated tool recognise the diversity and different size of schools,
but the reports set out principles that we consider apply to all primary and
secondary schools.

10 The Commission supports and challenges public bodies to improve

value for money. Our other reports and resources to support schools

include:

m  Keeping Your Balance and Getting the Best from Your Budget (2000);

m Education Funding (2004); and

m Special Educational Needs and Additional Educational Needs value for
money resource pack (2008).

i An updated version is available in autumn 2009.

12
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National expenditure

11 In the first two years of the first term of the Blair government, the
commitment to match the outgoing government’s spending plans meant
that there were limited increases in education expenditure. From 1999
onwards, the government prioritised spending on education, resulting in
substantial funding increases. Overall revenue expenditure in primary and

increase in secondary schools increased by 56 per cent in real terms between 1997/98
overall revenue and 2007/08. Reduced school rolls mean this represents a 65 per cent real
expenditure in terms increase in per pupil funding (Figure 1).!
primary and
secondary Figure 1: There has been substantial growth in per pupil funding over
schools the last ten years
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Source: DCSF Departmental Report, 2008

i Full-time equivalent pupil numbers fell from 7.33 million in 1997 to 7.25 million in 2008 (these data
include city technology colleges and academies).
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Expenditure in schools

12 The three-year funding allocation covering the period 2008/09 to
2010/11 provides slower real terms funding growth than schools have
become accustomed to (Figure 2). The House of Commons Children,
Schools and Families Committee has remarked that:

‘Come the next Spending Review, the likelihood is that...the rate of
growth in expenditure will be minimal. Those in charge of schools...
need to be planning now for ways of coping with a much more
austere future’ (Ref. 9).

13 Forecasts for public expenditure beyond 2010/11 suggest a tighter
settlement. The government has announced that annual real terms growth
in current expenditure across all public services will drop to 0.7 per cent
between 2011/12 and 2013/14 (Ref. 10).
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Figure 2: Growth in schools funding has slowed since 2005/06
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Source: Audit Commission analysis of data from DCSF Departmental
Report 2008; DCSF Dedicated Schools Grant allocation 2008/09 — 2010/11;
and HM Treasury Budget Report 2009
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Expenditure in schools

Efficiency savings

14 DCSF reported that its schools directorate contributed over £3 billion
of efficiency savings against the 2004 spending review efficiency target
(Ref. 11). However, the House of Commons Children, Schools and Families
Committee has questioned progress against the 2004 target:

‘Other than reductions in numbers of staff employed, much of the
rest of the [efficiency] programme as it relates to DCSF appears to
be an accounting exercise rather than a reduction in the amount of
resource expended’ (Ref. 9).

15 DCSEF is expecting schools to contribute a further £3.7 billion of
cash-releasing savings from 2008/09 to 2010/11, to help deliver the 2007
comprehensive spending review efficiency target.! As part of this, a 1 per
cent efficiency saving, worth £307 million, has been incorporated into
schools funding for the period from 2008/09 to 2010/11 (Ref. 10).

Local funding allocations

16 The allocation of funding to individual schools is described in Appendix
2. Under current arrangements, the amount of funding per pupil provided
through the dedicated schools grant varies significantly from council to
council, as does the proportion of this funding that is based on indicators
of deprivation (Ref. 12). Each council then agrees, with schools, a fair
funding formula to distribute funds. Schools therefore find themselves in
very different financial positions.

17 Rather than commenting on funding mechanisms or the overall volume
of funding for schools, this report explores how to improve the economy
and efficiency of spending in schools.

i The overall departmental savings target has since increased by an additional £650 million in the
2009 Budget, although it is not yet clear how much of this will be from schools (Ref. 10).
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Expenditure within schools

18 Nationally, 78 per cent of schools’ expenditure is on workforce costs.!
Teaching staff account for 55 per cent of expenditure, with the remaining

of schools’ workforce costs split between education support staff and other employees.
expenditure is Running costs account for 22 per cent of expenditure (Figure 3).

on workforce

costs Figure 3: More than three-quarters of expenditure in primary and

secondary schools is on the workforce

M Teaching staff

Running expenses
Other employee costs
M Education support staff

Source: DCSF section 52 data

i School level expenditure is reported according to the consistent financial reporting (CFR)
categorisation. These data show how schools spend their budgets and enable schools to
compare expenditure with other similar schools through benchmarking (see Chapter 3).
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19 A school’s budget, driven primarily by pupil numbers, determines
the extent to which it considers and prioritises economy and efficiency.
Schools can be encouraged to prioritise economy and efficiency through
incentives built into regulatory or funding systems, by councils, or by their
own governing bodies.

Regulatory incentives to improve economy and
efficiency are weak

Ofsted

20 Under the leadership and management component of Ofsted’s school
inspections, Ofsted assesses ‘how effectively and efficiently resources,
including staff, are deployed to achieve value for money’.’

21 This judgement correlates closely with schools’ overall effectiveness
(Figure 4). Schools and councils perceived that the judgement takes
account of effectiveness rather than economy or efficiency. Many believed
that it is based mainly on value added measures of achievement, places
little weight on the resources used and is a low priority for inspectors.
Where schools had reduced tariff inspections due to previous high
performance, inspections were more targeted and in some cases had not
provided a value for money assessment.i’ Some high-performing schools
expressed surprise that Ofsted inspectors had not looked at their finance
or strategic planning in more depth.

i Ofsted undertakes school inspections under section 5 of the Education Act 2005.

ii Reduced tariff inspections are lighter-touch section 5 inspections where data and other
information indicate that schools are unlikely to be judged inadequate. They are being phased out
under the revised inspection framework to be introduced in September 2009.
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Incentives for schools to improve economy and efficiency

Figure 4: Ofsted’s overall effectiveness and value for money
judgements correlate closely
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Source: Audit Commission analysis of Ofsted data

FMSiS

22 FMSIS (Box 2) has helped improve financial management. Our findings

are broadly consistent with the published evaluation of FMSIS (Ref. 13).

Schools and councils identified that FMSIS:

m promotes the importance of good financial management among head
teachers and governors;

m clarifies the roles and responsibilities of governors and the type of
information provided to them, enabling them to support and challenge
heads more effectively; and

m  assists schools to identify previously unknown financial skills and
develop the skills of school staff and governors.
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Box 2: The Financial Management Standard in Schools in summary

FMSIS was introduced to improve financial management and reporting. The standard is a
statement of what a school that is managed well financially would look like, and covers:

m leadership and governance;

people management;

policy and strategy;

partnerships and resources; and

processes.

Adoption of the standard was initially a matter for each school, but compliance is now mandatory.
Secondary schools should have met the standard by March 2007, and primary, middle and special
schools will comply with the standard in a phased rollout between 2008 and 2010.

23 However, FMSIS focuses on processes rather than achievement
of economy and efficiency. Schools have not drawn an explicit link
between its introduction and value for money. One head summarised a
frequently held view that:

‘it’s easy to have good documentation for bad decision making.’

24 There is also some uncertainty within schools about the relationship
between Ofsted value for money judgements and FMSIS accreditation.
A few schools thought that passing FMSIS would satisfy Ofsted’s
assessment criteria. No such relationship exists, although confusion is
understandable, as schools are asked to identify their FMSIS position
under Ofsted’s guidance for self-evaluation.

25 DCSF has announced that, following an independent evaluation,
the standard will remain in its current form until at least March 2010.
However, DCSF also noted the need to place a greater emphasis on
value for money. It ‘will shortly begin consulting with stakeholders on the
introduction of an additional, non-mandatory, measure on which schools
can demonstrate effective management of resources’ (Ref. 14).

22 Incentives for schools to improve economy and efficiency



Incentives for schools to improve economy and efficiency

26 We support, in principle, this potential development of FMSIS and
suggest, in this report, management information on workforce deployment
(see Chapter 5) that would help in the pursuit of economy and efficiency.
This information may also encourage comparison across schools.

Efficiency savings in the minimum funding guarantee
have not encouraged schools to prioritise economy
and efficiency

27 Efficiency savings are commonplace throughout the public sector,
but were only incorporated into schools’ funding settlements in 2008/09.
A recurring 1 per cent efficiency gain was included within the minimum
funding guarantee for each of the years from 2008/09 to 2010/11. The
Minister of State for Schools and Learners noted that this reflects ‘the
substantial improvement in efficiency which we expect to be achieved
across the schools sector and the public sector as a whole’ (Ref. 12).

28 However, schools see this measure as a means of controlling the
overall level of funding rather than an incentive to change behaviour and
improve economy and efficiency. Schools recognise the need to work
within the budget they receive. However, this efficiency saving has not
reduced schools’ budgets. Rather, it has meant that schools’ budgets
have increased by less than they otherwise would have. Not all schools are
aware of the 1 per cent efficiency gain. Understandably, there was more
awareness in schools in lower-funded areas.

29 The Commission has been critical of the use of the minimum funding
guarantee, which is designed to ensure stability of funding, as it does not
target resources to need (Ref. 15). It also fails to ensure that all schools
improve economy and efficiency. The extent to which it acts as an incentive
depends on whether a school is in receipt of the minimum funding
guarantee alone, or whether it receives additional funding increases.

efficiency gain
was included
within the
minimum
funding
guarantee

for the years
2008/09 and
2010/11
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The increasing size of school balances represents poor
value for money

30 Excessive school revenue balances represent an inefficient use of
public money (Ref. 15). In 2007/08, primary and secondary schools held
balances of £1.76 billion. From 1999/2000 to 2007/08, overall levels of
balances have increased in real terms by 79 per cent in primary schools
and by 197 per cent in secondary schools. From 2006/07 to 2007/08,
aggregate school balances increased in real terms by 22 per cent in
secondary schools and 7 per cent in primary schools (Figure 5). Both
committed and uncommitted balances have continued to increase.!

Figure 5: Revenue balances continue to increase in both primary and

secondary schools
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i Intheory, committed balances may be evidence of good financial management. However, there is
no consistently applied definition of a committed balance.
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Incentives for schools to improve economy and efficiency

31 A primary school should hold no more than 8 per cent and a
secondary school no more than 5 per cent of income in its balance

(Ref. 16). Excessive balances have been more prevalent in primary schools,
but the number with excessive balances has decreased since 2001/02.
There is no sign of a decrease in secondary schools. Nearly 40 per cent of
schools exceed the maximum levels suggested (Figure 6).

Figure 6: Nearly 40 per cent of schools hold excessive balances
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32 Although the majority of schools have balances, a significant minority
are in deficit. The proportion of secondary schools in deficit has fallen

from 24 per cent in 1999/2000 to 15 per cent in 2007/08. The proportion of
primary schools has fallen from 8 per cent to 6 per cent in the same period.
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could be
released
nationally from
schools’ excess
balances

33 If all primary schools with excessive balances reduced their balances
to 8 per cent of total revenue income, £270 million could be released.
Similarly, if all secondary schools with excessive balances reduced them
to 5 per cent of total revenue income, it would free up £260 million. Our
reports for governors and school staff with financial responsibilities
encourage them to review their balances.

34 Balances are likely to continue to increase without stronger
intervention. Surpluses grow as a response to uncertainty about future
funding (Ref. 15). Such uncertainty is likely to feature more strongly as
funding increases are likely to be smaller. The right response to such
uncertainty is good financial management, rather than retaining resources.
The government should consult on more effective measures to reduce and
redistribute school balances.

35 In summary, the range of pressures from national regulatory and
funding mechanisms to ensure that money is spent economically and
efficiently, for the benefit of current pupils, do not create a coherent
accountability framework for how schools use their resources. Ofsted’s
value for money assessment has focused more on effectiveness than
economy and efficiency. The FMSIS focuses on process rather than the
real achievement of economy and efficiency. The 1 per cent efficiency gain
in the minimum funding guarantee is unlikely to cause schools to change
how they spend their money. And revenue balances have continued to
increase, representing an inefficient use of money.

36 The Commission supports the delegation of financial and operational
decision making to frontline providers of public services (Ref. 17).
However, this needs to be balanced by appropriate accountability, to
provide assurance that money is well spent. The national accountability
framework to ensure value for money in schools is weaker than for other
sectors (Table 1). In contrast with other providers of local public services,
schools do not face a robust assessment of their use of resources and are
not required to report efficiency savings.

26
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The financial
support that
councils provide
is based on
process and
monitoring
rather than
strategic
support on
resource
deployment

Councils can help improve economy and efficiency

37 Since 1988, schools have gained greater autonomy from councils

(Ref. 18). While councils’ accountability for money spent by schools is

similar to other areas of council expenditure, they have less influence on

financial decisions. Council roles still include:

m responsibility for financial control, which remains with the section 151
officer at the council, despite budget delegation to schools;

m  provision of internal audit;

m responsibility to monitor, challenge, support and intervene in school
improvement; and

m power to intervene in schools causing concern.

38 More generally, DCSF has encouraged councils to focus on:
monitoring and improving school performance; providing the infrastructure
to support schools; and challenging underperformance (Ref. 19). Other
sections of this report comment on councils’ roles in benchmarking,
encouraging collaboration in schools and supporting school procurement.

39 Internal audit is principally concerned with internal control and
financial probity. However, it can also provide wider assurance to governing
bodies and councils on resource management. The frequency of visits, the
use of risk assessment to determine programmes of work, and the extent
to which visits cover and provide assurance on wider questions of resource
management vary between councils. Our separate report for councils
describes how one internal audit function has developed a database of 100
efficiency savings that schools can achieve.!

40 Schools’ perceptions of council support for resource and financial
management have improved (Ref. 20). However, the financial support that
councils provide is based on process and monitoring rather than strategic
support on resource deployment. Councils and schools both reported that
support tends to be focused on schools in financial difficulties, rather than
ensuring optimal value for money in all schools. One head commented that:

‘there tends to only be training or guidance for head teachers when
something goes wrong.’

i Available at www.audit-commission.gov.uk/valuablelessons
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41 Councils can also support incentives to improve value for money
through their appointment of SIPs.! DCSF’s guidance on the role of
SIPs refers to value for money, but there was limited awareness of this
in the schools we visited, and there was no evidence that SIPs were
using benchmarking data or challenging schools about their resource
management.

42 Finally, even though substantial funds are at stake, councils’ ability
to support improvement in economy and efficiency in schools is
constrained. The central expenditure limit constrains councils from
increasing spending on central services by more than the individual
schools budget. Councils that want to provide additional support to
schools on value for money may find it difficult to resource, except as
traded services. Our report for councils suggests some of the ways
councils might resource additional functions.

Governing bodies can help improve economy and
efficiency

43 Governors can provide incentives to prioritise and improve economy
and efficiency. Good practice that we identified included a school with a
value for money committee that considers every major purchase. Another
school has ensured that a small but expert steering committee supports
the school to improve value for money. More generally, schools noted that
FMSIS had improved governors’ ability to challenge on value for money.
One primary head commented that:

‘until recently, some governors thought that to challenge the
head was to undermine authority, but they now realise this is part
of the role.’

i SIPs link to individual schools, monitoring and challenging standards and support the school in
improving pupil outcomes. SIPs are accredited and are often serving head teachers.
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Governors can
challenge schools
to improve economy
and efficiency, but
this challenge is

not always strong
enough.

44 In other schools, there was little evidence of governors challenging
school leaders to improve value for money. In one school, the governing
body had yet to reject any proposal and was seen simply as a rubber
stamp. Elsewhere, governors were described by heads as too polite or
having too close a relationship. Occasionally, difficult circumstances, for
example receiving an Ofsted notice to improve, caused a school to reflect
that the relationship was not challenging enough. In its survey of workforce
remodelling, a key component of ensuring value for money, Ofsted has
also reported that many schools receive insufficient support from
governing bodies (Ref. 21). This reflects our findings in other parts of

the public sector, where those with governance roles are not always
challenging enough (Ref. 22). Our findings also revealed variation in the
level of governor financial skills.

45 We have developed a briefing for governors, based on supporting and
challenging schools to improve economy and efficiency.!

i Available at www.audit-commission.gov.uk/valuablelessons
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Strategic

plans can only
contribute to
improvements
in economy and
efficiency if they
take account of
expenditure

46 Schools we visited described value for money as obtaining the best
outcomes for pupils with the resources available. However, few know which
management processes to employ to ensure, and demonstrate, that their
school provides value for money. Schools are experienced users of data
and information to raise standards, but are less clear about how they can
use data to help them operate economically and efficiently. The following
management processes should support schools in putting resources to
best effect and help them respond to tighter financial circumstances:

m aligning strategic plans with their financial implications;

m  exploiting the potential of benchmarking;

m using financial information well; and

m  collaborating with other schools.

47 Our report for school staff with financial responsibilities and the
Managing School Resources toolkit help schools review and improve these
processes.!

Strategic planning is not sufficiently aligned with
financial implications

48 The use of school development plans, although not statutory, has
become commonplace. The plans present schools’ overall aims and
objectives and the development and improvement activities that will enable
them to meet these objectives. When undertaken effectively, strategic
planning supports decisions about how to deploy available resources.
Plans should include resource implications (Ref. 23), and can only
contribute to improvements in economy and efficiency if they take account
of expenditure.

49 In the plans we reviewed, schools had not taken sufficient account
of the financial implications of their strategic goals (Box 3). In most cases,
workforce resource costs were either not included or presented in limited
detail.

i Other guidance and tools include DCSF’s national benchmarking website, its strategic planning
guide (Ref. 23) and the funded consultancy programme for schools.
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Box 3: Weaknesses in addressing the financial implications of school development plans

include that:

m not all plans we reviewed were costed;

m costs in plans reflected a small proportion of the overall budget; and

m the financial implications of initiatives in the plan were focused on goods and services rather
than the more significant workforce costs.

50 Councils should challenge schools to provide well-costed
development plans, and to improve their ability to do so, by offering
resource management training to schools as part of the council’s financial
package.

51 From 2008/09 to 2010/11, schools have had indicative three-year
funding allocations for the first time. Schools agreed that this enabled a
more strategic approach to the management of their financial resources.
Three-year allocations set the context for more productive strategic
planning, forecasting and budgeting. However, schools also identified
barriers that prevented them from responding effectively to three-year
allocations (Box 4).

Box 4: Barriers to responding effectively to three-year funding allocations include:

m insufficient guidance on multi-year planning;

m concerns that schools are forecasting sizeable deficits in their three-year plans, and that these
forecasts are likely to encourage the retention of school balances;

m the fact that three-year allocations are not rolling and therefore strategic planning cannot be
undertaken accurately after the first of the three years; and

m difficulties in predicting in-year grants and allocations. These may also contribute to school
balances if they arrive late in the year.
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More schools should use the national financial
benchmarking tool

52 Benchmarking helps organisations improve by comparing their
expenditure, processes or performance with others. The national schools
financial benchmarking site can help schools improve economy and
efficiency.! They can compare their expenditure with similar schools to
identify the potential for savings.

53 Too few schools use this tool. Only about half used the site in the

year to July 2008 (Ref. 24). There is also variation in the extent of usage at
council level (Figure 7). However, regular usage is increasing, probably due
to the encouragement of benchmarking within FMSIS.

Figure 7: Usage of the national benchmarking website varies at
council level
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Source: Audit Commission analysis of DCSF data

i Available at https://sfb.teachernet.gov.uk/login.aspx
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54 Schools find the site easy to use and helpful in comparing spending
with similar schools. Benchmarking enables them to consider their
spending levels and initiate discussion with their governing bodies or other
schools about potential savings and how to achieve them.

55 However, schools had some concerns about the national site, which

highlight either that insufficient use is made of the site, or that the potential

of benchmarking is misunderstood:

m  Schools found it difficult to identify comparators, or felt that the
comparators were not valid because of different funding levels.
Some of these concerns are outdated following updates to the tool,
but they reflect a need for DCSF to communicate more effectively.

m  Many schools felt that benchmarking could not account for
their unique circumstances. This reflects a misunderstanding.
Benchmarking’s usefulness comes from comparison with others to
understand why differences exist.

m  One school said its local council had encouraged it to use the site
to increase uptake, without guidance on how to get the most from it.
A council commented that benchmarking is generally only used when
an Ofsted inspection or FMSIS assessment is imminent.

56 In addition to the national benchmarking site, many councils provide
schools with their own financial benchmarking information. However, just
repackaging information provided on the national benchmarking site is not
value for money. One council we visited had stopped providing this service
and asked schools to use the national site.

Schools need to make better use of financial
information

57 Schools make good use of performance data and information to
raise standards (Ref. 25). Fewer make good use of the financial data
available to them.

58 Information should be relevant, of good quality and well presented

to improve governors’ understanding and support effective decision

making (Ref. 26). Schools now have access to a great deal of financial

data. Consistent financial reporting (CFR), introduced in 2003, provides a

standard set of data for use in setting budgets and monitoring income and

expenditure. However, these financial data have weaknesses:

m  Unit costs of goods and services are not available. Schools record
total expenditure in an area of procurement, but not the quantity of
purchases. It would not be sensible to add this information for all items
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of spending, but DCSF should collect unit costs for high-cost items,
such as energy, to improve the comparative information available
to schools.

m It provides less detail on workforce expenditure. Although the
workforce accounts for 78 per cent of overall expenditure, there
are 8 codes for workforce costs compared with 24 for spending on
goods and services. The teaching staff code accounts for 54 per
cent of expenditure, but this information is difficult to interpret as it
is not broken down by subject, department, year group or level of
responsibility (Ref 2). We will be providing, from autumn 2009, a tool
to help schools to cost workforce expenditure, building on our finance
template for special and additional educational needs.|

59 Better use can be made of performance and finance data. Schools
compare performance in different subjects with similar schools, but they
cannot compare the financial inputs with other schools at a relevant level
of detail, such as expenditure in different subjects in secondary schools.
If they cannot compare financial inputs against outcomes they cannot
assess value for money. Our tool will help schools compare workforce
expenditure and outcomes in order to help them make this assessment.

Schools can make significant savings through greater
collaboration

60 Value for money can be enhanced by collaborating with other schools.
Collaboration can take different forms, ranging from informal networks to
formal federations'! (Figure 8), and can bring a number of benefits, including:
m sharing information and awareness about markets for goods and
services;
economies of scale in purchasing;
sharing leadership and other staff resources; and
m  mutual specialisation.

i Available at www.sen-aen.audit-commission.gov.uk
ii The term federation describes different types of collaborative and partnership arrangements
between schools.
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Figure 8: Collaboration in schools takes different forms
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Informal networks

61 Informal networks, allowing head teachers, bursars or administrative
staff to share knowledge and information, are commonplace. Many of
these groups discuss the availability, price and quality of local suppliers,
which can raise awareness of economical purchasing options.

Geographical clusters

62 Geographical clusters can deliver savings. Two councils we visited are
encouraging geographical clusters of neighbouring schools and expect
this to support joint commissioning. Schools and partner public bodies can
improve their understanding of the needs in an area, and their ability to fulfil
those needs jointly. One of the councils had supported these groups with

a live, online dataset profiling the local community. However, it is too early
to assess the outcomes of this approach.! Another council is supporting

27 locally-based groups of approximately 15 schools to undertake joint
work on finance, workforce remodelling and human resources. There is a
particular focus on increasing capacity in primary schools.

i This example is included as a case study in our separate report for councils.
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While there may Federation

be increased 63 While there may be increased costs through federation — for example,
costs through increased travel and integration of computer systems — there can also be
federation there significant cost savings, for example by:

can also be m  making a broader curriculum more cost-effective;

significant cost m  making joint appointments;

savings m achieving economies of scale, for example by aggregating

purchasing; and
m saving on planning and administrative time.

64 The update to our Managing School Resources tool provides
examples from both primary and secondary federations. The secondary
school example demonstrates how, by employing an executive principal
and administrative staff across two schools and having single department
heads, the management and administrative costs for one school have
reduced from £633,000 to £447,000, a reduction of nearly 30 per cent.
This is approximately 6 per cent of the school’s £3 million total annual
revenue expenditure.

65 In another example, a secondary school has federated with two local
middle schools and two local first schools. Net annual savings include
£120,000 from rationalising the leadership structure and £100,000 through
joint procurement. This represents approximately 2 per cent of overall
revenue expenditure for the federation as a whole.

66 Shared governance and joint leadership can also provide structures
that enable one school to support another in raising standards. Federations
also create foundations for broader partnerships, including between
primary and secondary schools, or with other providers.

67 In summary, schools can and should adopt management practices
that will help them achieve economy and efficiency. But schools need
support to improve. Councils should challenge schools to provide
well-costed development plans. DCSF needs to continue to promote
benchmarking and help schools improve the way they use financial and
performance data, so that costs and outcomes of interventions can be
assessed. Finally, schools and governing bodies should consider whether
they cooperate effectively with other schools to share knowledge and
capture economies of scale.
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Improving economy
and efficiency of
procurement



68 Primary and secondary schools have increased expenditure on goods

increase in and services from £4.0 billion in 1999/2000 to £6.8 billion in 2007/08, a
expenditure on real terms increase of 40 per cent. The extent of spending increases on
goods and different items since 2003/04 varies. There have been significant increases
services by in utilities costs and bought-in professional services (Figures 9 and 10).
primary and

Secondary Figure 9: Increases in expenditure on goods and services in primary
schools schools
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i Consistent itemised data are only available from 2003/04.
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Figure 10: Increases in expenditure on goods and services in
secondary schools
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69 We found considerable variation in schools’ expenditure on different
items, even when comparing schools of similar sizes and geographic and
socio-economic contexts.! This variation implies that some schools may
be spending substantially more than necessary. By identifying patterns
of variation for different items (Appendix 3) we can estimate the potential
for savings.

70 Even if only the highest spending quartile of schools, compared with
their statistical nearest neighbours, reduced their expenditure on certain
items to the upper quartile level, substantial savings are possible (Table
2). For the items that we reviewed, more than 80 per cent of primary and
secondary schools are in the upper quartile of per pupil expenditure,
relative to their statistical neighbours, for at least one item.

i See Appendix 3 for more details on the methodology.

Audit Commission Valuable lessons 41



71 There are reasonable explanations for some of the variations in
expenditure. In some cases, for example energy, there are factors that
cannot be controlled for in such analysis, such as the age and condition
of buildings. To compensate for this we have made relatively modest
assumptions that only schools in the highest quartile of per pupil
expenditure should be able to reduce their costs and only to the upper
quartile level.

Table 2: Substantial savings are possible even if only the highest spending schools reduce
their expenditure’

Area of expenditure Potential savings: Potential savings: Potential total

primary schools secondary schools savings

Learning resources £45m £65m £110m
(non-ICT)

Catering' £55m £40m £95m
Cleaning and £35m £45m £80m
caretaking

Administrative £25m £40m £65m
supplies

Energy £20m £20m £40m
Insurance premiums £15m £10m £25m
Total £195m £220m £415m

Source: Audit Commission

i The savings in this table are rounded to the nearest £5 million.
ii Catering savings will accrue to different recipients depending on local subsidy arrangements.
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72 We also found that the savings per pupil were greater in small schools
(Figure 11). However, at school level, the total of potential savings may be
greater in larger schools, as these have more pupils.|

Figure 11: Potential savings in per pupil expenditure are greater in

small schools
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i Small schools are defined in this analysis as those with fewer than 200 pupils in primary schools
and fewer than 500 pupils in secondary schools. Medium schools are those with between 200
and 400 pupils in primary schools, and between 500 and 1,000 pupils in secondary schools.
Large schools are those with more than 400 pupils in primary schools and those with more than
1,000 pupils in secondary schools.

ii If savings identified in Table 2 are delivered. Average is across all schools, not just those in
upper quartiles.
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Schools should
undertake
appropriate and
proportionate
monitoring

and evaluation
for all goods
and services
purchased.

73 Achieving savings from procurement requires a thorough
understanding of four elements:

m  how well the good or service meets the needs of the school;
m the market for the particular good or service;

m the purchasing process; and

m  how to use goods and services efficiently.

74 Our products for schools and councils explain how schools can
achieve these savings, and how councils can support them. We provide
case studies in our update to the Managing School Resources tool and our
report for councils. This section explains the relevant national messages.

Evaluating how well goods and services meet the needs of schools

75 Schools should undertake appropriate and proportionate monitoring
and evaluation for all goods and services purchased. There is evidence
that this type of evaluation is lacking in many schools. A recent Ofsted
report on ICT procurement found that only about half of the schools visited
showed evidence of systematic evaluation of the impact of ICT goods and
services in improving learning and raising standards (Ref. 27).

Different markets for goods and services require different
approaches

Councils’ traded services

76 Councils offer many services to schools as traded services. These
include finance support, catering, caretaking and school transport.
Schools in our research fell broadly into two groups: those that purchase
all, or almost all, of the available council services, and those that behave
more autonomously (Box 5).

44
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Box 5: Schools take different approaches to councils’ traded services

Schools that predominantly buy councils’
. - L Schools that behave more autonomously:
traded services:

m perceive that the council provides the best m have the capacity, confidence or skills to

available service; undertake their own market testing;

m emphasise trust, loyalty and strong m are dissatisfied with the quality or cost of
relationships; existing council services; or

m prefer to outsource operational m  have joint purchasing arrangements with
management functions; or other schools that provide better value.

m in some circumstances have few realistic
alternatives.

77 In many, but not all, cases, procuring traded services from a

council will represent good value for money for schools. One primary
school saved £133,000 over three years by moving from a councils’ traded
caretaking service to in-house provision. This represents just over 2 per
cent of the school’s revenue budget. Schools should understand the
different options available to them, and where in-house provision does not
offer good value for money, they should consider the full range of potential
providers (Ref. 28).

78 Schools will get poor value for money if either they fail to take
advantage of the economies of scale that councils can secure, or they
default to councils’ traded services due to familiarity, when cheaper or
better alternatives are available. Good councils provide information to
schools on a range of alternative providers to assist them in becoming
better-informed purchasers.

High-volume items

79 Schools purchase many goods in competitive markets, particularly
high-volume goods such as administrative supplies and learning resources.
In these markets, there tend to be several suppliers and it is easier to
compare prices and products. Public sector buying organisations are used
extensively for these items.
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80 ICT systems have been established to support economical
procurement in these markets. These include council e-procurement
systems and DCSF’s new national system for schools, Online Procurement
for Educational Needs (OPEN).! Schools we visited appreciated many
features of e-procurement systems, in particular their ease of use and the
ability to access them at any time. We have not analysed whether OPEN

is cost-effective, but the impact for schools should be positive in widening
access to suppliers.

Unique markets

81 Some markets exhibit unique characteristics and should be
considered separately from those considered above. A good example is
the market for energy. Better aggregation of demand and greater energy
efficiency can help deliver the £40 million of savings identified in Table 2.

82 The Office of Government Commerce has stated that, in the last

three years, public sector buying organisations have delivered 5 per cent
cost reductions for their customers, compared with the wholesale market.
Furthermore, aggregating volumes can reduce costs in other areas, leading
to an additional 5 per cent in savings (Ref. 29).

83 In one secondary school, energy costs increased by 55 per cent

in one year, despite being purchased through the council’s corporate
contract. The corporate supplier is tied to the council for another seven
years. The school is reviewing whether it can find better value elsewhere,
but thinks it unlikely, considering its relative buying power compared with
the council. A primary school experienced a 100 per cent increase in
energy costs and the head stated that he did ‘not have the time and skills
to play the energy market’.

84 We agree that schools should not play the energy market, but those
purchasing energy should be aware of the different options available to
schools, and the relative risks in terms of obtaining the best available
prices and providing long-term stability. Options include purchasing
directly, using private sector consultants, buying into council contracts or
professional buying organisations. The Office for Government Commerce
recommends purchasing through professional buying organisations, which
are able to buy in bulk through multiple trades over long time periods, and
has provided guidance for schools (Ref. 29).

i OPEN enables schools to access local contracts and to compare these with wider regional and
national contracts that may offer better value for money.
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85 Another unique market is that for school meals. The National Audit
Office has reported that there is little aggregation of purchasing and that
some schools and local authorities are ‘paying uncompetitive prices for
ingredients and catering services’. Furthermore, about 70 per cent of
contracted catering services are provided by three companies

(Ref. 30). The School Food Trust has also stated that greater efficiency can
be achieved alongside the promotion of sustainability (Ref. 31).

Using goods and services efficiently

86 In addition to cost-effective buying, schools can of course make
savings by using less of certain goods and services. Schools can save
money by reducing energy consumption.! The Department of Energy and
Climate Change is planning to spread examples of good practice between
councils and schools (Ref. 32). Our Managing School Resources tool
includes an example of a secondary school that, working with the Carbon
Trust, improved its energy efficiency rating and saved nearly £25,000

on its energy bills over three years. Another school saved £2,500 a year
by introducing a controlled stock cupboard for books and other study
materials.

i Schools are now required to save energy under the carbon reduction commitment and councils
will be required to include schools in their emissions for the carbon reduction commitment.
To obtain eco-school status, schools are also required to carry out an energy audit as part of
their environmental review and then set targets for reducing energy use through an action plan.
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savings are
possible from

87 In summary, the variation in spending by similar schools for different
goods and services implies savings of over £400 million are possible.
Schools should ensure that goods and services meet their needs, that they
understand different markets adequately, that the purchasing process is

improved undertaken effectively, and that they use goods and services efficently.
procurement Value for money may also be at risk when schools continue to buy councils’
of goods and traded services without adequate market testing.

services
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The numbers and costs of classroom staff have
increased significantly
was spent by

primary and 88 Primary and secondary schools spent more than £24 billion on their
secondary workforce in 2007/08, representing 78 per cent of all revenue expenditure
schools on their (Ref. 2). The deployment of classroom staff is the most important financial
workforce in decision in a school. Providing good quality teaching is the most important
2007/08 factor, but schools should also ensure that their staffing allocation reflects

the balance of their priorities. Teachers and teaching assistants should be
deployed where they will bring the greatest benefit.

89 The government has sought to increase the number of qualified
teachers and support staff, including teaching assistants. Teacher numbers
have increased by 3 per cent in nursery and primary schools since 1997
and by nearly 14 per cent in secondary schools. There have been much
larger increases in the number of teaching assistants, from just over

40,000 in 1997 to 115,000 in 2008 in nursery and primary schools, and

from fewer than 8,000 to nearly 38,000 in secondary schools in the same
period. Over the same period, pupil numbers fell by almost 315,000, a 7 per
cent decrease, in primary schools and rose by over 230,000, a 8 per cent
increase, in secondary schools.i

90 Expenditure data reflect these increases. Between 1999/2000 and
2007/08, expenditure on teaching staff increased from £11.2 billion to
nearly £17.2 billion, a real terms increase of 25 per cent. During the same
period, expenditure on education support staff increased by more than 150
per cent in real terms, from £1.2 billion to £3.7 billion (Figure 12).

i Numbers in this paragraph refer to full-time equivalents, and compare 1997 and 2008.
Pupil numbers data include pupils at city technology colleges and academies.
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Figure 12: Expenditure on teaching staff and education support staff
has increased significantly
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Source: DCSF section 52 data

91 The increase in teacher numbers and falling school rolls means
pupil:teacher ratios have fallen from 23.4 in 1997 to 21.4 in 2009 in primary
schools and from 16.7 to 15.9 in secondary schools. However, there

has been a much greater reduction in pupil:adult ratios, which include
education support staff. This ratio has fallen from 17.9 to 11.6 between 1997
and 2009 in primary schools and from 14.5 to 10.7 in secondary schools
(Figure 13).
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Figure 13: There have been reductions in pupil:teacher ratios and
more substantial reductions in pupil:adult ratios
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The national workload agreement and the national
curriculum set the context in which schools make
workforce deployment decisions

92 The largest influences on the ability of schools to respond flexibly have
been the national agreement on raising standards and tackling workload
(Box 6) and the requirements of the national curriculum.

52
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Box 6: The national agreement on raising standards and tackling workload

The national agreement was signed by the government, employers and school workforce unions
in 2003. It introduced significant changes to teachers’ conditions of service in order to address
unacceptable workloads. The agreement also addressed the important roles played by school
support staff, including teaching assistants and school business managers. The main conditions of
the national agreement were the:

routine delegation of administrative and clerical tasks;

introduction of work/life balance clauses;

introduction of leadership and management time for those with corresponding responsibilities;
introduction of new limits on covering for absent colleagues (38 hours per year);

introduction of guaranteed time for planning, preparation and assessment;

introduction of dedicated headship time; and

introduction of new invigilation arrangements.

93 The statutory requirements for curriculum content also specify what
subjects must be taught in key stages 1 to 4.

94 Schools’ ability to deploy their classroom staff in different ways is
constrained by their size. Small primary schools will have less flexibility,
and fewer opportunities through staff turnover, to reallocate resources than
large secondary schools.

Schools retain some flexibility in deployment of
classroom staff

95 It is difficult to identify the most economic and efficient use of
resources, due to the different circumstances that schools face and the
range of variables involved in the decision (Figure 14). Even among high-
performing schools, there is no consistent approach to the allocation of
classroom staff (Ref. 33).
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Figure 14: Schools need to consider a range of variables when thinking about economic and
efficient classroom resource deployment
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96 Schools have flexibility in how they deploy teaching assistants and
some resources dedicated to particular subjects or year groups.
The increase
in the numbers Use of teaching assistants
of teaching 97 The increase in the numbers of teaching assistants means schools
assistants now have more flexibility in how they deploy classroom staff. Schools’
means schools financial returns demonstrate the variation in deployment. In 2007/08, more
now have more than 5 per cent of primary schools spent over £500 on education support
flexibility in how  staff (including teaching assistants) for every £1,000 spent on teachers.
they deploy By contrast, more than 25 per cent of primary schools spent under £250
classroom staff.
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for every £1,000 spent on teaching staff. In secondary schools, the ratios
differ but variation remains. Nearly 9 per cent of secondary schools spent
over £250 on education support staff for every £1,000 spent on teachers,
while over 25 per cent spent under £120 for every £1,000 spent on teachers
(Figure 15).

Figure 15: Schools’ decisions on the ratios of teachers to education
support staff vary
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98 Teaching assistants undertake a wide range of different tasks.
Although schools can deploy teaching assistants differently, there is little
published research or guidance, other than an early pathfinder study
(Ref. 34) on the cost-effectiveness of various options to inform schools’

i This analysis excludes schools where spend on education support staff was not supplied to us
by DCSF because of data protection rules. This was the case for 2,080 primary schools and 149
secondary schools.
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decisions.! One head teacher had sought advice from local schools in
balancing numbers of teachers and teaching assistants, but had found

no helpful advice or guidance. In the absence of guidance, schools have
taken different approaches. In the schools that we visited, some had used
savings from remodelling the workforce to buy extra teaching time to
support priority learners.

Resource allocated to subjects and year groups

99 There are no statutory requirements for the time that should be spent
on each subject, but the Qualifications and Curriculum Authority has
published guidance on the hours per week it would expect schools to
provide (Table 3). This demonstrates that schools retain some flexibility to
deploy resources according to their own priorities.

Table 3: Schools spend the vast majority of their time delivering the
national curriculum, but also retain some flexibility to deploy resources

Key stage 1 Key stage 2 Key stage 3

Total minutes 1,100 to 1,195 to 1,320
1,250 1,395

Total hours 18:20 to 19:55 to 22:00
20:50 23:15

Normal school week 25:00 25:00 27:30

(hours)

Proportion of school 73 to 83% 80 to 93% 80%

week recommended
for compulsory
curriculum

Source: Teachernetl

The government is currently undertaking a review of teaching assistants as part of its Public Value

Programme.

ii Priority learners may be pupils who are struggling in the early stages of primary or secondary
school, or the middle ability groups whose pass rates need to be improved.

iii The table reflects the requirement for two hours of PE per week. The source table does not refer
specifically to the literacy and numeracy hour required at key stages 1 and 2. The table also omits
the statutory collective act of worship, registration and travel time.
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100 Schools can prioritise the level of resource allocated to different
subjects or year groups. Our updated Managing School Resources tool
provides examples of schools that have reviewed and changed resource
deployment by subject, with consequent improvements in attainment. But,
we found performance made little difference to decisions on allocating
resources to subjects (Figure 16). Actual or perceived constraints in
delivering the curriculum may drive this, or difficulties in recruiting suitably
qualified teachers.

Figure 16: There is little difference in the resource allocation decisions
made by secondary schools, regardless of relative performance in
core subjects
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National
stakeholders
need to consider
how they can
improve the
research base

Schools need to use information to ensure economic
and efficient deployment

101 Schools should take account of the variables outlined in Figure 14
when taking decisions on classroom staff deployment. Schools have
developed their own information to consider economic and efficient
deployment. In our update to the Managing School Resources tool, we
provide a case study of a secondary school that uses and monitors
information effectively to optimise contact ratios and teaching load.
Unfortunately, existing research does not provide clear answers about
associations between the variables that relate to economy and efficiency,
and pupils’ educational performance.

‘Factors such as reduced class size and improved teacher quality
may play a role in raising the level of student outcomes, but in
general the relationship between measurable school inputs and pupil
performance is uncertain.’ (Ref. 35)

102 National stakeholders therefore need to consider how they can
improve the research base, and the information and guidance available
to schools and governors, so that decision making on classroom staff
deployment can take better account of economy and efficiency without
compromising effectiveness.

Schools should ensure that their approaches to
absence cover are economic and efficient

103 Previous research has found that cover for absence is one area of the
budget that has a high propensity for overspend (Ref. 33).

104 Schools provide cover in different ways. The workload agreement of
2003 introduced limits on the amount of cover that teachers can do. Other
cover options include cover supervisors, directly employed supply teachers
or cover sourced from agencies. The best value for money option will vary
with local circumstances. In our separate report, we encourage school
staff with financial responsibilities to compare their approaches with the full
range of options to ensure value for money.
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105 Expenditure on agency staff has increased, while expenditure on Expenditure on
directly employed supply staff has fallen (Figure 17).i agency staff has
increased, while
Figure 17: Schools have reduced expenditure on directly employed expenditure
supply teachers, but increased expenditure on agency provided cover on directly

£ million employed supply
60 staff has fallen

N
o

N
o

o

Real terms change in expenditure on supply staff in
schools, 2002/03 to 2007/08 (£ million, 2007/08 prices)

Primary schools Secondary schools
M Directly employed
Agency sourced

Source: DCSF section 52 data

Schools should ensure that non-education staff are
deployed efficiently

106 There has been a substantial increase in the number of other support
staff, from 33,900 in 1997 to 57,600 in 2008 in nursery and primary schools
and from 34,700 in 1997 to 79,900 in 2008 in secondary schools (Ref. 1).

i These data need to be interpreted carefully. The use of teaching assistants as cover supervisors
has increased as a result of the national workload agreement, but these staff are coded to a
different expenditure category. Nor do these data include teaching staff providing cover, which
constitutes 0.6 per cent of teachers’ time in primary schools and 1.2 per cent of teachers’ time in
secondary schools (Ref. 36).

ii  Numbers in this paragraph refer to full-time equivalents.
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107 As a result, expenditure on non-education staff in schools has
increased over the last decade. Primary schools increased their
expenditure in real terms by 37 per cent, from £800 million in 1999/2000 to
£1.3 billion in 2007/08. Secondary schools increased their expenditure from
just over £600 million to more than £1.5 billion, or 97 per cent in real terms
in the same period (Figure 18).

Figure 18: Expenditure on non-education staff has increased
substantially
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108 Some of these increases are driven by the national agreement

on raising standards and tackling workload, due to the transfer of

administrative tasks from teachers. The Institute of Education is currently

undertaking research on the deployment and impact of support staff. In our
research, we have observed three ways in which schools can manage non-

education staff more efficiently. One of these is federation (see Chapter 3).

The others we saw were:

m  Buying or selling specific skills between local schools. In one example,
a school employed a full-time ICT technician and generated income
from this by contracting with other schools, which benefited from only
purchasing the level of support they required. A secondary school
operated a similar model, employing five maintenance staff and
contracting out to four primary schools.

m  Ensuring non-education staff support wider school outcomes.
Schools are taking better account of school improvement priorities in
deployment decisions (Ref. 37). Finance, data and administrative staff
have reduced the workload of school leaders who, as a result, are able
to devote more time to monitoring the quality of teaching and learning.

109 The Audit Commission indicated in its 2009/10 national studies
consultation that we intend to discuss with Ofsted the potential for more
research on value for money in the schools workforce.
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Conclusion



The Commission
supports

the principle

of devolved
decision
making, but it is
important that
taxpayers can
be confident that
public money is
being spent well

110 Since 1997, schools have received substantial real terms funding
increases. With this money, schools have increased the numbers of
teachers, teaching assistants and other support staff. Spending on goods
and services has also increased. However, schools are not putting all of
this money to good use. Schools could save over £400 million through
better procurement of goods and services. Reducing excessive balances
to reasonable levels would release £530 million.

111 The challenging financial future increases the necessity for economy
and efficiency in schools. Schools are already receiving more limited real
terms increases in funding, and national economic circumstances suggest
that this will continue beyond the current three-year funding allocation.

112 With autonomy and delegated funding, schools, as opposed to
councils or central government, make most decisions about resource
deployment. The Commission supports the principle of devolved decision
making, but it is important that taxpayers can be confident that public
money is being spent well. However, accountability for ensuring and
reporting on value for money is less comprehensive in schools than in other
sectors. Schools have not been subject to the same efficiency disciplines
as most other providers of public services, and have therefore been under
less pressure to spend their money well.

113 DCSF, councils, Ofsted, governing bodies, and school leaders
and managers all have roles to play in maximising value for money.
The examples used in this report, its associated products and our
recommendations illustrate the specific roles each can play.

64

Conclusion



Appendices

Appendix 1: Research method 66
Appendix 2: The funding system for schools 68
Appendix 3: Analysis of variation in schools’

procurement expenditure 70
Appendix 4: References 77




Appendix 1: Research method

Research for this study took place between July
and December 2008. The study team used a
mixed methods approach, with a focus on local
authority maintained schools and their host
councils. There were three main parts to the
research:

m A literature review of academic evidence
and recent government policy on value for
money in schools.

m  Documentary analysis, data collection and
semi-structured interviews in a sample of 23
case study schools, in seven council areas.
We interviewed 60 individuals (including
head teachers, governors and others with
responsibilities for finance) in schools
and 24 officers in councils. Although not
representative, councils were selected to
reflect different types of authority in different
parts of the country. Case study schools
were selected in each council based on a
range of Ofsted value for money assessment
scores. The Commission thanks the councils
and schools that took part in this work:

- Abington High School, Leicestershire

- Ashfield Valley Primary School, Rochdale

- Blackpool Church of England Primary
School, Devon

- Brixington Community Nursery and
Primary School, Devon

- Crossways Junior School, South
Gloucestershire

- Countesthorpe Community College,
Leicestershire

- Hornsey School for Girls, Haringey

- Littleham Church of England Primary
School, Devon

- Lutterworth Grammar School and
Community College, Leicestershire

- Middleton Technology School, Rochdale

- Newbridge High School, Leicestershire

- Prendergast School, Lewisham

- Queen Elizabeth’s Community College,
Devon

- Sidmouth College, Devon

- St Luke’s Science and Sports College,
Devon

- St Margaret’s Church of England Primary
School, Rochdale

- St Mary’s School, South
Gloucestershire

- St Patrick’s Roman Catholic Primary
School, Rochdale

- The Castle School, Somerset

- Trinity Primary School, Somerset

- Wardle High School, Rochdale

- Weston Park Primary School, Haringey

- Woodland Community Primary School,
Rochdale

Analysis of secondary data on school

finance, attainment and workforce

deployment. The most complex analysis

was undertaken to review the variation in

schools’ expenditure on goods and services.

A fuller explanation of the approach taken is

set out in Appendix 3.
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Nigel Terrington, Benjamin Day, Sharon
Wordsworth and Simon Mahony researched and
managed the study. Chloe Schneider provided
additional support. John Kirkpatrick was the
project director. The study team consulted and
shared its findings with representatives of the
following organisations:

Association of Directors of Childrens
Services

Department for Children, Schools

and Families

HM Treasury

Local Government Association

National Association of Head Teachers
National Association of School Business
Managers

National Association of School Masters
Union of Women Teachers

National Audit Office

National Governors’ Association
Ofsted

The Audit Commission thanks all those who were
involved. However, the views expressed in this
report are those of the Audit Commission alone.
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Appendix 2: The funding system for
schools

In a recent report, the CfBT Education Trust
explained the school funding system by setting
out six stages through which funding is allocated
(Figure 19). The first four stages involve decisions
about the amount of funding allocated by central
government to 152 single and upper tier councils,
while the final two concern decisions made
within the council about allocations to individual
schools.

The dedicated schools grant is the main funding
mechanism for schools, accounting for 83.5 per
cent of all grant funding in 2008/09 (Ref. 39). It

is allocated effectively on a spend plus basis,
with a per pupil increase on the previous year’s
funding supplemented by amounts provided

to support ministerial priorities. Historically,
allocations were calculated as a basic per pupil
amount topped up with an area cost adjustment,
which took account of deprivation and intake.
DCSF is currently undertaking a review of

the dedicated schools grant with the aim of
developing a single, transparent formula that will
be used as the basis for distributing funding from
2011/12 onwards.

At council level, fair funding formulae are agreed
with schools. Although these formulae are
locally agreed, they are subject to three main
constraints:

m the factors that must be taken into account
in developing the formulae are restricted;

m schools are guaranteed a minimum per
pupil increase, with the minimum funding
guarantee overriding the local formula if a
school would otherwise receive an increase
below the minimum level; and

m the number of funding streams where
grants are allocated directly from central
government to schools has grown (Ref. 38).
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Figure 19: The funding system for schools
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Appendix 3: Analysis of variation in
schools’ procurement expenditure

We undertook analysis to control for the different
contexts of schools and to understand the extent
of variation in expenditure that remained. In

this analysis, schools were clustered according
to geographical location and the presence or
absence of a sixth-form for secondary schools.
Primary and secondary schools were split

into different clusters. Within these clusters,
schools were assigned 25 statistical nearest
neighbours based on a range of indicators that
took account of attainment, number of pupils,
number and qualifications of teachers and other
staff, eligibility for free school meals, pupils

with special educational needs and pupils with
English as an additional language. Expenditure
data were then analysed by consistent financial
reporting codes to compare the per pupil
expenditure on different items between similar
schools.

This type of analysis is only meaningful for some
items, in particular those where the costs are
relatively stable, applicable to all schools, and
there are no substitution effects. For example,

if undertaking analysis of workforce costs on
this basis, a proportion of any variation would
be attributable to legitimate local choices

about staffing composition, rather than other
differences in costs.

We therefore focused this analysis on items that
are applicable to all schools and not sensitive to
substitution effects (Figures 20 to 25).
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Figure 20: Per pupil energy expenditure relative to schools’ statistical
neighbours, 2007/08
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Figure 21: Per pupil catering expenditure relative to schools’ statistical
neighbours, 2007/08
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Figure 22: Per pupil insurance expenditure relative to schools’
statistical neighbours, 2007/08
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Figure 23: Per pupil premises expenditure relative to schools’

statistical neighbours, 2007/08
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Figure 24: Per pupil learning resources expenditure relative to schools’
statistical neighbours (excluding ICT and averaged over 2002/03 to
2007/08 to account for volatility)
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Figure 25: Per pupil administrative supplies expenditure relative to
schools’ statistical neighbours (averaged over 2002/03 to 2007/08 to
account for volatility)
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