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EXECUTIVE SUMMARY

The proposals for school funding set out in this document implement the commitments on three year budgets set out in the Five Year Strategy for Children and Learners, published in July 2004.  They are made possible by the introduction of the Dedicated Schools Budget, which will be funded by a ring-fenced grant – the Dedicated Schools Grant – paid from the Department to local authorities
.  
This change will clarify the responsibilities of central and local government for setting the overall level of schools funding.  From 2006-07, central government will be responsible for funding schools' core budgets through the Dedicated Schools Grant, paid to local authorities.  Local authorities will not be expected to add to this grant, but they may wish to do so, if there is local support for such additional spending on schools.
The other key elements of the proposals for local authorities are:

· three year allocations to local authorities of Dedicated Schools Grant, responsive to pupil number changes, and with guaranteed funding per pupil – so that if there are more pupils than forecast in an authority’s schools it receives more grant for them;
· the same approach used to distribute Dedicated Schools Grant as is currently used for Schools Formula Spending Shares (FSS), which DSG will replace, with no authority receiving less funding per pupil for schools than its current level of spending plus an annual increase which takes account of changes to pupil numbers; 
· a condition of grant on all local authorities to ensure that they spend their Dedicated Schools Grant allocations on schools provision, with appropriate audit arrangements.

The new arrangements will deliver greater certainty over school funding at the local authority level.  We will expect local authorities, through their local funding formulae, to pass on this certainty of funding to their schools.  The key proposals here are:

· three year budgets, aligned to the academic year and responsive to pupil number changes;

· firm budgets for year 1, with estimated budgets for future years, and increasing certainty as a given financial or academic year approaches and pupil numbers and other data become firmer;

· decisions on formula changes taken before the calculation of three year budgets, though planned changes can be implemented during the three year period; and

· continuation of the Minimum Funding Guarantee at school level, but specified in future on a three year basis.

These new arrangements will allow schools to plan for the future with greater certainty than now.  Crucially, since schools will have budget information for at least two academic years ahead, their financial planning can be better aligned with decisions on curriculum and staffing (both structure and pay, including allowances).  We will also give schools as much information as possible about the cost pressures they will have to meet from their budgets.

Governors, parents and school staff will be able to relate better to funding information as it will mirror the operational cycle at the school.  This information will provide the school with the ability to make better informed, more strategic, longer term decisions about the allocation and use of all available resources, leading to better value for money in schools.  By introducing greater predictability and stability of funding, we will enable schools to have a clearer focus on and greater accountability for effective use of resources.

Alongside this reform of mainstream school funding we will reform the grants that schools currently receive specifically for initiatives to improve their standards.  The key proposals are:

· over the next two years – 

· we will merge all existing grants (with the exception of Leadership Incentive Grant) allocated to schools in the Standards Fund into one grant, without changing the formulae used to distribute them; and 

· we will move the School Standards Grant towards a lump sum plus per pupil allocation, with suitable damping arrangements in place to ensure stability;

· we will, by means of a transfer from Dedicated Schools Grant to the new single grant, abolish matched funding for the Standards Fund from 2006-07;

· from 2008 we will merge the two grants through the introduction of a  Single Standards Grant, to be allocated on a three year basis, by means of a formula which we will consult on nearer the time; and finally

· we will continue to pay some smaller grants that deliver tailored support that is not possible through a formulaic approach.

These proposals are expanded in the chapters that follow. We are grateful to our national education partners, including the representatives of headteachers, governors and local authorities who are members of the School Funding Implementation Group, for their work with us and their guidance as we developed these proposals. We are also making available a summary of the proposals aimed in particular at schools:  that will focus on the benefits to them of the proposals.

The consultation will last for 12 weeks from 17 February 2005, ending on 13 May 2005.  During that period we will be continuing with some more detailed technical work with external partners, through a technical sub-group of the School Funding Implementation Group.  An analysis of the responses to this consultation will be placed on the DfES website and on Teachernet (at www.teachernet.gov.uk/management/schoolfunding/) during summer 2005.  Ministers expect to announce final decisions over the summer, in the light of responses to the consultation.

CHAPTER 1: INTRODUCTION

1. In July 2004 the Department for Education and Skills (DfES) published its Five Year Strategy for Children and Learners.  It set out a promise of greater freedom and independence for schools to run their own affairs, with clear and simple lines of accountability, the security of three year budgets, and greater discretion over how they can spend their standards-related grants.  This consultation paper provides the details of how we propose to implement the funding elements of this promise.

2. The Strategy recognised that substantial investment must support the government’s reform agenda.  Over the period 1997-98 to 2005-06, recurrent funding for schools has increased by an average of over £1,000 per pupil in real terms.  There has also been a very substantial increase in capital funding: over £5 billion since 1997.

3. Last year we put in place a two year package of measures to avoid a recurrence of the problems experienced with school funding in 2003-04:  its aim was to provide greater stability and certainty for schools and to restore confidence in the system.  The proposals in this consultation document continue that policy of stability and predictability and will give schools better information about future levels of funding.  

4. Schools funding will remain an important part of local authorities’ overall budgets for children’s services.  The proposals in this document therefore link with other government action to give local authorities greater certainty and stability in funding for local services.  In particular:  

a. the Office of the Deputy Prime Minister (ODPM) is consulting at present on proposals to introduce three year revenue and capital settlements for local, police and fire authorities
; 

b. the Chancellor announced in December 2004 a 10 year strategy for childcare that sets out the government's commitment to invest in childcare, early education and work-life balance so that families are able to secure the best start in life for their children.  Schools have a key role to play in implementing that strategy and we will shortly be issuing a prospectus for schools, local authorities and their partners.  The proposals on school funding in this document will help schools to plan ahead for their new role; and 
c. as set out in “Every Child Matters: Change for Children” in December 2004
, the government is committed to rationalising and simplifying funding streams wherever possible and will be discussing with local government partners how best to achieve this. 

5. Our proposals for schools share with all these policies the aim to provide streamlined and proportionate systems of funding and accountability, to allow those in the front line to focus on raising standards and improving outcomes.  School finance is an important part of school improvement and the changes we propose will make it easier for schools to develop effective school improvement plans supported by a sound financial framework.  Simply put, the advance knowledge and extra flexibility schools will have over their funding will allow them to budget with confidence for strategies to achieve excellence.  Our proposals are part of a package of changes that form the "new relationship with schools" (NRwS) designed to provide streamlined and proportionate systems of funding and accountability, to allow schools to focus on raising standards and improving outcomes for every pupil.   
6. The role of schools within their wider communities is evolving.  They have a significant contribution to make to improving the five outcomes for children and young people set out in Every Child Matters: Change for Children.  Strong, autonomous schools will be well placed to work with local authorities as they develop their Children’s Trust arrangements and, from April 2006, their Children and Young People’s Plans.  The priorities each Trust sets will be tailored to local needs: schools will have a clear interest in influencing these priorities and, potentially, in being commissioned to deliver some of them, either individually or in clusters or partnerships.
7. The predictability and stability we offer around schools’ core budgets will give a clear and secure basis from which schools can plan their response to these challenges, and to those that will come from future evolution in the system – such as the proposals to be set out in our forthcoming White Paper on 14-19 reform and Green Paper on youth services.  Greater financial stability and predictability will enable schools to enter with confidence into longer term agreements to help raise standards and improve children’s well-being.

Financial management and efficiency

8. Helping schools to make better use of their resources is an integral part of the government’s school funding programme. The introduction of three year budgets, by providing more certainty and more freedom for schools, will help them to achieve better value for money, taking advantage of opportunities to improve efficiency. 

9. There will need to be clear accountability and reassurance that schools are achieving value for money, alongside effective support. This can be achieved through such levers as:
a. greater transparency, through financial reporting and benchmarking;
b. greater challenge (and support), from the local authority, but also through the Single Improvement Partner/single conversation system and through their peers on Schools Forums and from OFSTED;

c. building capacity through training and professionalisation (building up the role of bursars, for example); and 
d. identification and sharing of best practice.

10. We will be developing ways of providing the tools and skills required by schools to manage their finances and resources better. We will build on the existing Schools Financial Benchmarking website, the recently established schools’ Financial Management Standard and Toolkit, and the ongoing programme of financial management training provided by KPMG and the National College for School Leadership.

11. Many of the Department’s delivery programmes incorporate an efficiency element which help schools deliver even better education with their available resources. These include workforce reform, Building Schools for the Future (BSF), improving ICT and improvements to procurement.  All will help schools to allocate and use their resources better; and any savings that schools achieve through increased efficiency will be retained by the school for reinvestment in improving school standards. The Department will measure the improvement in efficiency, which will contribute to the government’s overall target for efficiency improvements in public services.  There will be no need for schools to have individual efficiency targets, or to measure their own contributions to this national target.
Implications for capital funding
12. The proposals in this consultation document will not change the way capital funding is handled by local authorities and schools.  Schools will continue to receive allocations of devolved formula capital. On 30 November 2004, the formulae covering the three year period 2005-06 to 2007-08 were announced
. They consist of an amount per school, plus an amount per pupil.  Detailed allocations at local authority level for 2005-06 were included in the announcement: indicative allocations for 2006-07 and 2007-08 were also given.  Revised firm allocations will be made in late 2005 and 2006, which will use pupil numbers from January 2005 and 2006.  
The role of Schools Forums
13. A number of the proposals outlined in this document will require the involvement of Schools Forums.  Local authorities are currently required to consult their Schools Forums on a range of issues including changes to their school funding formulae and the split between the Individual Schools Budget and the budget for centrally retained expenditure.  When three year budgets are introduced, Schools Forums could also be consulted on a number of other issues such as:
a. whether the split between the Individual Schools Budget and the budget for centrally retained held items determined when three year budgets are set, should subsequently be varied (paragraph 101) ;

b. when an authority wants, under exceptional circumstances, to change the formula which underlies allocations of three year budgets, after those budgets have been set (paragraph 116);

c. how contingencies and carry over of any unspent Dedicated Schools Grant should be handled (paragraph 133);

d. how the mainstreaming of Teachers’ Pay Grant should be handled (paragraphs 134 to 139); and
e. whether to agree to their local authority increasing the level of holdback for coordination and collaboration purposes by top-slicing the new Single Standards Grant (paragraph 162).
14. The Education Bill 2004 which is currently going through Parliament also includes provisions which will enable the government to give Schools Forums responsibilities relating to the variation of limits on central expenditure and the detailed operation of the Minimum Funding Guarantee.  For further information on these provisions, see:

www.teachernet.gov.uk/management/schoolfunding/Education_Bill_2004/.
15. It is 15 years since the first schools received delegated budgets.  Subsequent reforms have given schools increasing responsibility for their own finances and, through the introduction of Schools Forums, a key say in local funding decisions.  The proposals in this document build on these foundations, giving schools a real opportunity to make better informed, more strategic and longer-term decisions about the use of all available resources in support of school improvement, but also enable them to make the most effective use of those resources to gain better value for money.

CHAPTER 2: THREE YEAR BUDGETS FOR SCHOOLS – FINANCIAL FRAMEWORK
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Introduction

16. The Five Year Strategy said that the new ring-fenced grant would “enable us to give all schools guaranteed three year budgets, aligned with the school year, not the financial year, as now.”
  Our intention is that schools should be able to plan ahead for more than a single academic year, so that they reap the benefits of longer term, better aligned financial and curriculum planning. But proposals to implement this commitment need to recognise the financial framework within which schools operate, and in particular:

a. how the current Spending Review cycle sets figures for schools funding at national level; and

b. the accounting requirements in relation to schools.

It is worth noting at this stage that giving schools their budgets on an academic year basis does not necessarily require them to account on that basis too.

Spending Review cycle

17. The Spending Review (SR) cycle generates a three year settlement every other year at national level for all services, including education and other locally provided services.  So SR 2004 gave a settlement covering 2005-06, 2006-07 and 2007-08, and was announced in full in July 2004.  In the year an SR settlement is made, spending totals are available for the following three years;  in the intervening year – ie after one settlement but before the next - only two years’ worth of spending totals are available.  The third year of each cycle forms the first year of the next Spending Review settlement, two years later.  The diagram below sets this out graphically.
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This means that in the first year of a Spending Review cycle, allocations of the new Dedicated Schools Grant to local authorities, and therefore school budgets, can be set for three years ahead.  In the second year of the cycle, however, grant allocations and budgets can only be set for two years.  This will be the case when the new arrangements are first introduced from April 2006.
18. The coverage of academic years is, of course, different to financial years:  the school academic year 2007/08 extends 5 months (April to August) beyond the end of financial year 2007-08.  In order to give schools academic year budgets on a multi-year basis we will need to find a way in which we can extend by 5 months the period for which we give funding information to local authorities and schools.

19. We think that the model used by the Learning and Skills Council (LSC) provides a helpful way forward:  the LSC is given its budget by financial years, but it sets funding for further education and sixth form colleges and for school sixth forms on an academic year basis (the LSC funding year ends in July, rather than August).  School sixth forms are given allocations for the academic year, and at the same time receive information broken down into financial years.  Adopting that system for schools funding would allow local authorities to set two years’ worth of academic year budgets for schools early in 2006, and three years’ worth early in 2007.  This is set out in the illustration below, which shows the period for which schools would have funding information on a year by year basis.  We discuss in detail in Chapter 4 how school budgets would be updated with pupil numbers and other data.
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20. At present, schools receive one figure in February or March for their budget for the following financial year.  Under the proposals in this document they would receive figures in February or March for their budget for the following two (or three) financial years, and for the equivalent two (or three) academic years.  We discuss below how these figures could be given in terms of funding for a succession of 5 and 7 month funding periods.  We do not intend any significant change in the pattern of payments of school funding from local authorities to schools.
21. This approach means that the Department would be providing funding allocations beyond the Spending Review period. Given the size of the Dedicated Schools Grant this is a significant commitment when resources have not yet been allocated to Departments through the biennial Spending Review process. The figures for the final period (April 2008 to August 2008) would be provisional and confirmed when the 2006 Spending Review is announced (expected to be summer 2006 for the national figures and November 2006 for local authority level figures). Because the Department would effectively be spreading the 2006-07 and 2007-08 financial year increases over a longer period, the amount allocated in each funding period would need to reflect that. This is inevitable if schools are to receive a forward planning horizon over at least two academic years.
22. We also need to consider whether a funding year from September to August is the best arrangement for giving schools academic year budgets, or whether the academic funding year from August to July, which has already been established for over 10 years in the further education sector and since adopted by the LSC, would be better.  The increase in collaboration and joint funding and planning arrangements between schools and FE colleges suggest that a consistent academic funding year between the two sectors would be helpful. There are several factors to consider:
a. the main reason LSC have a funding year from August to July is that it allows FE colleges and other LSC funded institutions the quiet month of August in which to close their accounts, and to carry out other preparatory work that can be done in advance of the start of the new teaching year in September;  

b. that argument however has little or no relevance to schools:  they are not required now to close their accounts at the end of the academic year and will not be in future (paragraphs 29 to 33 below discuss whether they should be given the option to do so, and what benefits might accrue if they did);
c. school teachers’ contracts use a pattern of three terms starting at September, January and May, and their pay increase is now implemented in September.  There would be considerable contractual problems in altering the basis of teachers’ contracts, and it would potentially unbalance the pattern of three four- month terms for teachers’ pay and working time.
We would welcome views from respondents as to which funding year – August to July or September to August, would be most helpful to implement.  For illustrative purposes, the remainder of this document assumes a September to August funding year.
23. Alongside giving schools improved information about their budgets over a three year period, we will also need to give them – where possible - information about the cost pressures they will have to meet from those budgets.  The largest pressure usually comes from increases in teachers’ pay.  We have already taken a major step with the advent of multi-year pay proposals from the School Teachers’ Review Body (STRB).  In February 2005, we expect to remit the STRB to consider a further two-year award to have effect from September 2006.  We would expect proposals to come forward in autumn 2005 and these will need to be the subject of the normal statutory consultation process. Our aim will be for schools to have information on the recommended changes in teachers’ pay rates up to August 2008, when they receive their first multi-year budgets in early 2006, so that they can see the impact of teachers' salary levels on their budgets.  We propose to hold discussions with partners, and the STRB, on how best to align the school funding and teachers’ pay cycles beyond this initial period.    

Financial/Academic Year Conversion

24. It will be clear from the previous analysis that we need to find the best way in which schools can be given budgets both on an academic and a financial year basis.  One option would be to divide three year school budgets up into a number of 5 and 7 month periods that could be assembled into either financial or academic year budgets.  The discussion in this section assumes a September to August funding year  – the pattern for an August to July funding year would be periods of 4 and 8 months.
25. We would also want to consider how the level of funding should vary across the financial and academic year.  Teachers’ pay is by far the most significant item of expenditure in schools’ budgets:  it changes in September, suggesting that the level of funding might appropriately be the same across the academic year, and should therefore be higher in the September to March portion of the financial year than in the April to August part.
26. The table below demonstrates how this might work for the two years that remain of the current Spending Review period, for which DSG and school budgets will be set in November 2005/early 2006 respectively.
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27. On this basis, the Department would calculate funding allocations on an academic year basis with the increase in funding made in September, rather than April as now. Those allocations could be broken down into the 5 and 7 month blocks to provide financial year allocations as well as academic year allocations. Because the change in funding levels would come in September, local authorities would need to provide funding to schools on the same basis. This would mean local authorities running their funding formulae on an academic year basis, with the Minimum Funding Guarantee and school allocations also set on an academic year basis. The allocations could then simply be divided into 5 and 7 month blocks to provide either financial year or academic year budgets.  This would mean that schools would receive a single level of funding for the whole academic year, with the factors underpinning that calculation being based on that academic year alone. 

28. This approach would require a separate arrangement for the first 5 months of the 2006-07 financial year. The Department and local authorities would need to set allocations for that 5 month period before moving onto the academic year cycle.
Accounting requirements

29. Schools currently account for their spending on a financial year basis.  Information on actual school spending based on the financial year will still be required after the introduction of academic year budgets. The reasons are:

a. maintained schools are classified as a part of their local authority
, so school accounts will need to be included in the accounts of their parent local authority; 

b. the parent local authority will continue to account on a financial year basis because local authority accounts must form part of the UK Government’s Accounts, which are on a financial year basis; and

c. all publicly funded schools must be included in the UK Government’s Accounts because a ruling by “Eurostat”
 requires all EU Countries to classify such schools as a part of government for national accounting purposes.

30. This requirement for schools to continue to produce financial year accounts means that there are two options for the introduction of academic year budgets:

a. schools could continue to account on a financial year basis only, but receive funding information on both an academic year basis and a financial year basis; or

b. schools could budget and account on both an academic and a financial year basis.

Both options would allow schools to plan over more than a single year.

31. We think that the most important benefits to schools of academic year budgets would still be obtained if academic year accounts were not implemented (option a. above).

a. funding would still relate to the main cycle of the school year to which pupil numbers and staff contracts relate; and

b. governors, parents and school staff would still be able to relate better to funding information as it would mirror the operational cycle at the school.

However, if academic year accounting is not introduced, we must accept that financial benchmarking would not be synchronised with academic benchmarking.  However, schools would still be able to carry out both processes – and gain important benefits from them.  Benchmarking is discussed in more detail in Chapter 6.  
32. The main extra work from producing academic as well as financial year accounts is the requirement to close accounts at the end of year.  A consultancy report commissioned by the Department on three year, academic year budgets estimated the extra work that would be required to do this as follows:
	Estimated Average Extra Days to close school accounts for a 2nd time
	Primary
	Secondary
	Special

	LA staff time on site visits
	1.15 days
	1.15 days
	1.15 days

	School staff time spent with LA staff
	1.25 days
	1.50 days
	1.25 days

	School staff preparing for the LA visit and closure
	1.00 days
	2.00 days
	1.00 days

	Average Extra Days
	3.40 Days
	4.65 Days
	3.40 Days

	Schools in England
	18,232
	3,409
	1,148

	Total extra days
	62,000
	15,900
	3,900


33. If we assume an average working year of 220 days, and an average  salary of £30,000 to carry out the work, the overall cost to local authorities and schools would be around £11 million.  The typical cost for a primary or special school would be around £300 and that for a secondary school around £360.  We would welcome views on whether the benefits of accounting on an academic year as well as a financial year basis outweigh these additional costs.

	Question 6
· Do you have any further comments on the proposals to give schools three year budgets aligned to the academic year?


CHAPTER 3: THE NEW DEDICATED SCHOOLS GRANT
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Introduction:  current funding of schools

34. As set out earlier in this document, the Five Year Strategy commits the government to radical reform of the current system for funding schools, which will clarify the responsibilities of central and local government for setting the overall level of school funding.

35. Under the current Local Government Finance System, local authorities receive a single revenue grant which covers education, social services, roads and other local services. They also receive a proportion of the national total of non-domestic rates dependent on their population and they raise income from Council Tax.
36. Payment of grant to local authorities is administered by the Office of the Deputy Prime Minister (ODPM):  the distribution formula takes into account each authority's relative need to spend on each service – known as a Formula Spending Share. The total Formula Spending Share for all services for an authority is converted into actual grant by taking account of how much money that authority can raise through Council Tax.  A floor, or minimum, annual grant increase is then set.
37. Authorities receive notification of the amount of grant they will receive for a given financial year in the autumn preceding the start of that year. They then decide how much Council Tax they plan to raise and how much they intend to spend on education and other services.  Each year, authorities are expected to “passport” - to increase their Schools Budget in line with the increase in their Schools FSS - and the Secretary of State has a reserve power to set a minimum Schools Budget, should an authority set one which she believes to be inadequate.
38. However, it remains true that actual spending on schools is dependent on a number of factors, not all of which are related to the educational needs of an authority’s pupils:  for example, it will depend on decisions taken by each local authority on funding for other services and the level of Council Tax.  Under the current system there is therefore no guarantee that increases in schools spending planned by central government will actually reach schools.  In addition, the current annual nature of the Local Government Finance Settlement means that the advantages of three year national settlements for schools funding are not cascaded throughout the system.
The Dedicated Schools Grant

39. The Five Year Strategy commits the government to introducing a new  ring-fenced grant for schools from DfES to each local authority.  As explained earlier, this new grant will be called the Dedicated Schools Grant (DSG).  Local authorities will be required to put this money into their Schools Budget, and they will be able to add to it from local resources if they wish (though they will not be expected to do so).  The introduction of the DSG as a ring-fenced grant will mean that the passporting process and reserve power described in paragraph 37 will no longer be required.  There is a provision to repeal the Secretary of State’s reserve power in the Education Bill currently going through Parliament.

The role of local authorities under the new funding framework

40. These developments will establish a new relationship between central and local government in the funding of schools:  one in which we can move beyond the long running argument about whether or not spending increases intended for schools actually reach schools.

41. Under this new relationship, local authorities have a key leadership role within the education system at local level:  they are there to provide vision and strategy; to join up initiatives; to empower people; to ensure local accountability for high educational and management standards; and to encourage partnerships.  For school funding this means that they will:

a. discharge the key responsibility for the allocation of resources within the Schools Budget between schools in their areas, to best reflect local needs and circumstances, in consultation with their Schools Forum; 

b. manage centrally retained resources, such as those for school transport and Special Educational Needs; 
c. develop capital strategies for their areas (including Building Schools for the Future);

d. ensure that there is a place available for every child; and

e. ensure that school outcomes represent value for money. 
42. The allocation of resources within the Schools Budget, including the issues raised by three year budgets, is discussed in more detail in Chapter 4.

Accountability under the new funding framework

43. Paragraphs 44 to 46 below set out a statement of principles for accountability arrangements for the use of the Dedicated Schools Grant. It mainly covers the funding relationship between DfES and local authorities. The existing accountability arrangements between schools and local authorities will continue, subject to the proposals set out in paragraphs 45 and 46 below. The statement has been prepared by DfES in consultation with the Audit Commission and the National Audit Office.

44. The Dedicated Schools Grant will be paid as a ring-fenced grant and will therefore be different from local authorities’ current principal sources of funding for schools. As a ring-fenced grant it will be subject to conditions, but we intend these conditions to be minimal. We expect that they will say little more than that the monies provided must be used in the Schools Budget (in conjunction with other funds) and cannot be diverted elsewhere.

45. We intend to provide additional guidance to local authorities to supplement the grant conditions. This guidance will not be part of the formal conditions of grant but will be intended to assist authorities in managing the grant. It is likely to cover areas such as the standards to be sought in different stages of schooling, the definition of the point at which money is spent, the arrangements for dealing with unspent balances and overspends, and the role that the local authority should play. This guidance will be prepared by DfES following consultation with the Audit Commission and the National Audit Office.

46. Our aim is that there should not be any requirement for local authorities to produce separate accounts for schools expenditure or for the use of the grant, nor any requirement for separate certification by the Audit Commission of grant claims.  We intend to discuss with CIPFA how expenditure on schools and the grant received from DfES could be readily identifiable in the local authority’s accounts (recognising that the accounts must be consistent with the local government Statement of Recommended Practice) so that assurance can be taken about the use of grant from this source.  We also expect any unspent or overspent grant carried forward to be separately identifiable on the balance sheet or within the associated notes.

Coverage and size of the Dedicated Schools Grant

47. The new Dedicated Schools Grant will provide for the same items that are currently resourced through the Schools Formula Spending Share within the local government finance system, and covered by the Schools Budgets set by local councils.  The Schools Budget consists of delegated budgets allocated to individual schools, and funding for other provision for pupils which Local Authorities fund centrally, such as some Special Educational Needs provision and Pupil Referral Units.  The definitions of the LEA and Schools Budgets were discussed at length by DfES and its partners during the 2002 review of local government finance:  we do not propose to re-examine this split.

48. We intend to announce the size of the Dedicated Schools Grant for 2006-07 and 2007-08 during the course of 2005.  The size of the DSG will reflect any transfers of grant.  Our proposals to rationalise many of the existing Standards Fund and specific grants into a new Single Standards Grant are discussed further in Chapter 5.  But we think it is right at this stage to incorporate the Teachers’ Pay Grant into the Dedicated Schools Grant from 2006-07, because this grant funds core school activities.  Moreover, it has always been our stated intention to mainstream these grants. We discuss in Chapter 4 (at paragraphs 134 to 139) how this transfer should be managed.  The transfer of matched funding from DSG to make the Standards Fund 100% grant funded (discussed in Chapter 5, paragraph 159) will also affect the final size of the DSG.
49. Local authorities will be free to add to the Dedicated Schools Grant using local resources if they wish to.  Once any such addition becomes part of the Schools Budget, it will be subject to the Financing of Maintained Schools regulations. The Office of the Deputy Prime Minister is currently consulting on providing local authorities with three year settlements, with local authorities setting three year budgets and indicative Council Tax levels. This implies that any local addition to the Dedicated Schools Grant should be indicated over the three year period, so that schools can benefit from the predictability of knowing whether any additional funding is to be provided for one year only, or on an ongoing basis.

Allocation of the Dedicated Schools Grant to local authorities

50. We propose that allocations of the Dedicated Schools Grant to individual local authorities be calculated over three years.
 That will help overall planning of provision; it will enable local authorities to provide their schools with three year budgets; and it will enable local authorities to carry out the functions set out in paragraphs 40 to 42 above.  There are three critical questions to be resolved about the allocations:

a. what formula should be used?
b. which pupil numbers should be used?  and 
c. which indicator data should be used?

These are considered in turn below.

Distribution Formula for the Dedicated Schools Grant

51. As paragraph 47 explains, the Dedicated Schools Grant will have identical coverage to the existing Schools Formula Spending Share (FSS):  so it would seem logical to look there for the initial distribution formula for DSG.  Since stability of funding for schools is a key part of these proposals, keeping the distribution formula largely unchanged eliminates one potential source of instability as we introduce the new system.

52. In broad terms, the structure of the Schools FSS formula consists of a basic entitlement per pupil plus top-ups for significant deprivation (known as additional education needs, or AEN) and for areas where it costs more to recruit and retain staff. There is also an allowance to reflect the higher cost of maintaining small schools in sparsely populated areas.  A detailed explanation of the formula is at Annex A.

53. The formula for Schools FSS represented a significant improvement on what preceded it:

a. its structure better reflects the education system as it now is, with the division between funding for pupil provision on the one hand (funded through Schools FSS), and for local authority central services on the other (funded through LEA FSS); 

b. Schools FSS has within it separate formulae for distributing resources for under 5s, primary, secondary and high cost pupils, with indicator data that is most relevant to each age range and pupil type; 

c. it uses the most up-to-date and regularly updateable data wherever possible, using a three year average of the most recent indicator data to help promote stability;

d. it eliminates data sources that are either out of date or no longer relevant and uses indicator data more closely focused to underlying educational need; and

e. it is no longer based on out of date spending patterns.

54. The new formula was derived after an extensive programme of work by DfES and its partners
.  The working group considered almost 100 papers – many from the various interest groups representing schools and different groups of local authorities; its technical sub-group worked through the detailed technical aspects of the new system; and finally, there was a full 12 week consultation which attracted many thousands of replies.

55. Following the review process, and after careful consideration of the consultation responses, Ministers took decisions in autumn 2002, and the new arrangements were introduced for 2003-04.  While there was broad consensus about the structure and details of the new formula, Ministers recognise that there was, and still is, considerable debate about the balance between the level of funding for the basic entitlement and the funding provided through the top-ups.  However, as the formula is still quite new, and no substantial new evidence has been brought to our attention since the last review, we do not think that it would be appropriate to carry out another major review.  So the formula that was introduced in 2003-04 will remain in place, subject to the technical changes outlined below.
56. We wish to propose a number of small changes to the formula, and intend to seek views on these in parallel with this consultation.  They are:
a. incorporating the updated sparsity data from the 2001 national census;
b. considering whether there is a case for including a mobility measure in the Additional Educational Needs part of the formula; and
c. introducing slightly different data sources to the existing Income Support and Working Families Tax Credit, because of changes to the payment of the child-related elements of those benefits.
The first two were changes we wished to implement at the time of the last review, but the necessary data were not then available.  These more technical issues will be discussed in detail with key stakeholders during the coming months.  We would expect to announce the results during the summer of 2005. 

Pupil numbers and unit costs

57. The Five Year Strategy committed the government to implementing three year budgets for schools geared to pupil numbers.  That implies that allocations of DSG should change in response to changes in pupil numbers, rather than being fixed on the basis of historical or forecast pupil numbers. The use of historical pupil numbers would mean that growing authorities would not receive any additional funding until the next set of allocations, despite having to provide for additional pupils. The use of forecast pupil numbers would mean that the actual funding received would not necessarily reflect the actual provision the authority had to make. Therefore, we propose that DSG allocations are made initially on the basis of pupil forecasts, so that the demographic trend is reflected, but are then updated or redetermined when actual pupil numbers are available.

58. The current formula for Schools FSS uses the latest available actual pupil numbers. That principle underlies the data used in the other Formula Spending Shares in the current local government finance system.  This means that there is a lag in the system: the funding reflects the pupil numbers that were present 15 months before any financial year begins in the case of primary schools, or 6 months in the case of secondary schools. If we adopted this arrangement for the DSG, we would use forecasts of lagged pupil numbers to set initial DSG allocations and then update the allocations once the actual (lagged) pupil numbers were available. For example, DSG allocations for the 2006/07 academic year could initially be set using forecasts of January 2006 data and updated once actual January 2006 pupil numbers were known.

59. The advantage of this option is that actual resources would be known for sure before the start of each academic year.  The main disadvantage – and it is particularly relevant to three year budgets – is that the pupil numbers used would always be out of alignment with those used to fund schools. 
60. An alternative approach would be to move away from using lagged pupil numbers to ensuring that the funding in any given period reflected the pupil numbers actually present in that period. This would mean that allocations of DSG would initially be based on forecast pupil numbers and would then be updated to reflect the actual pupil numbers present in the authority’s schools in the academic year in question. On this basis, DSG allocations for the April to August 2006 funding period would use January 2006 pupil numbers; the 2006/07 academic year would use January 2007 pupil numbers and the 2007/08 academic year would use January 2008 pupil numbers. We think it would be best to use a single pupil count date to reflect  the number of pupils present in the academic year rather than the two dates – January and September - currently used.  It will be some years before PLASC allows us to collect pupil numbers for all schools in September without imposing an additional burden on local authorities and schools and therefore we propose using only the January count in the funding allocations.  This is because:
a. we no longer need to use an actual pupil count that is the most up to date before an allocation of DSG is made, since the new system can use forecasts updated with actuals;

b. pupil numbers in January tend to be more stable and accurate than those in September, since pupils are probably in the school they will be in for the rest of the year, and there will be far fewer pupils who have not been admitted to any school; 
c. pupil number estimates based on the January count are easier to produce than those for September, and are likely to be of better quality, since they use a single source of data;
d. a single count makes it easier for local authorities to use the same pupil numbers in their formulae to fund schools as the pupil numbers that the Department uses to fund them.

61. The table in Annex B sets out in more detail how allocations of DSG would be set and updated for the pattern of 5 and 7 month funding periods.  It suggests that:

a. updates to allocations of DSG would most logically be carried out once a year early in the next financial year – that is the earliest at which properly validated results from January PLASC are available to the Department; and
b. the pattern of updates would also mean that allocations of DSG would be updated within the academic year to which they apply. 

62. The main disadvantage of using up-to-date pupil numbers rather than lagged numbers is that the grant would not be known precisely in cash terms until pupils are counted – which will be some time after the budgets are originally set. In the same way, updating the DSG to reflect actual pupil numbers does mean that its cash value for years 2 and 3 will be less certain for local authorities than if forecasts were not updated. We would therefore need to offer local authorities as much certainty as possible about the unit of resource each pupil attracts, to enable them to see how their overall level of DSG will vary in response to pupil number changes, and so that the resources they receive respond to their changing pupil numbers.
63. In the current method of calculating each local authority’s Schools FSS, the unit of resource is generated by the overall calculation and depends on the total number of pupils, weighted by indicators, in the model:  so if there are more pupils the unit of resource decreases; and if there are fewer pupils, it increases.  This method would not be very helpful in giving local authorities figures for years 2 and 3 of DSG:  each local authority’s DSG for years 2 and 3 would depend on the pupil numbers in all other local authorities – so this method would not offer much, if any, extra certainty over the current system.

64. An alternative, which would give local authorities much greater predictability, would be to announce the unit of resource for each local authority for all three years.  They would then be able to see how their overall level of Dedicated Schools Grant would vary in response to changes in their pupil numbers, and to be clear about the percentage change in their unit of resource year on year.  We would use pupil forecasts to calculate indicative levels of DSG for years 2 and 3 and then fix the unit of resource within the formula so that authorities could clearly see how much funding each extra pupil would attract.  The unit of resource would cover the basic entitlement, area cost, sparsity and additional educational need top-ups. This would mean that each authority would have its own fixed unit of resource per pupil, reflecting the level of funding for that authority, which in turn would reflect the local circumstances.

Indicator data
65. We also need to decide whether, and how, indicator data as well as pupil numbers are updated.  To further improve predictability, we propose that the data relating to the characteristics of a local authority within the formula, such as the deprivation measures and area cost measures, should be fixed for the three year settlement. This would be consistent with the approach that the Office of the Deputy Prime Minister have suggested in their consultation document on Three year Revenue and Capital Settlements, and would use the current methods of calculation. They would be updated whenever a new set of allocations were calculated at the start of each new Spending Review period.

66. These measures would mean that an authority’s DSG allocation would only vary according to its own pupil numbers. So while the cash allocation would not be fixed until after the academic year had begun, local authorities would always be sure that they would receive funding at a guaranteed level per pupil for the pupil numbers in their formulae, and as they will have a good idea of pupil numbers before the count they should have a good estimate of their final DSG allocation.
67. Moving from lagged to actual pupil numbers does give rise to a potential issue for the operation of DSG:  the pupil numbers on which an authority’s DSG is based would move forward from January and September 2004 (Schools FSS for 2005-06) to January 2006 (for the DSG for the April to August 2006 funding period).  That may mean we will need modified arrangements for those authorities with rapidly falling rolls, because their change in funding would reflect two years of falling pupil numbers in one year; and there would in future no longer be any lag (which currently offers such authorities more time to manage their school provision to reflect lower pupil numbers).  A potential solution to this problem would be to continue to base allocations of Dedicated Schools Grant for authorities with falling rolls on lagged pupil numbers.  We would welcome views on this.
Transitional protection and ensuring stability
68. The Five Year Strategy recognises that we will need to provide transitional protection for the Schools Budget in local authorities which have spent more than their formula allocation in the past, as well as dealing with the distributional changes still feeding through from the 2003-04 formula changes. The Strategy said that no authority would receive less funding for education than its current level of spending. 
69. We propose that there should be a floor and ceiling mechanism similar to that within the current Schools FSS calculation, and that that this should work on a per pupil basis so that all authorities see a minimum increase per pupil on the baseline from the previous year.  An authority which has historically spent significantly above Schools FSS would receive a floor, or minimum, increase.  Conversely, an authority which has historically spent significantly below Schools FSS would receive a maximum, or ceiling, increase. 

70. Authorities currently spend around £200 million over and above Schools FSS.  Since the baseline for DSG in 2006-07 will be related to local authorities’ Schools Budgets for 2005-06 (see paragraph 76), there will be no need for authorities spending above Schools FSS to add to their Schools Budget from local resources in order to maintain that spending.  But they and other authorities will be free to add to their Schools Budget from locally raised resources if they choose.

71. The diagrams below illustrate what would happen under the proposed new system of floors and ceilings to two hypothetical authorities that currently spend significantly above and below Schools FSS.  The figures used are for illustration purposes only, and assume that there is no change in pupil numbers between 2005-06 and 2006-07. 
72. Authority A currently sets its Schools Budget 8% above its Schools FSS.  If its formula allocation of DSG for 2006-07 is 7% above its Schools FSS for 2005-06, it would still be 1% below its Schools Budget for 2005-06.  Under those circumstances it would receive a floor increase of 5% over and above its Schools Budget for 2005-06.  The result would give it a level of DSG that is 6% above the level indicated by the formula.
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73. Authority B currently sets its Schools Budget 8% below its Schools FSS.  If its formula allocation of DSG for 2006-07 is 7% above its Schools FSS for 2005-06, it would be 15% above its Schools Budget for 2005-06.  Under those circumstances it would receive a ceiling increase of 9% over and above its Schools Budget for 2005-06.  The result would give it a level of DSG that is 6% below the level indicated by the formula.
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74. Those authorities which currently spend close to their Schools FSS would receive increases from Schools FSS to DSG that would take them onto their level of DSG in 2006-07. The long-term impact of this arrangement would be to converge the level of the Dedicated Schools Grant towards authorities’ formula allocation:  historic spending decisions – to prioritise education or other services - would therefore cease to have an impact on school budgets.

75. The reasons behind the introduction of the floor and ceiling in the Schools FSS calculation remain as relevant now as two years ago:  there is a need to ensure that local authorities do not suffer reductions in funding as we move to the new system; we do not believe that it is possible for authorities and schools to utilise large percentage increases in resources in one year in a cost-effective way; and we think it is fair for authorities with the highest increases to contribute to the cost of the floor through the introduction of a ceiling.

76. We will consider carefully what the baseline should be for each authority for the first year of operation of the DSG: it will of course be related to the size of an authority’s Schools Budget, rather than its Schools FSS. After the first year, the baseline would be the previous year’s DSG.  So for example we would not apply transitional protection in 2007-08 to any new local additions to the Schools Budget agreed for 2006-07.  We would also need to adjust for any transfers of responsibility:

a. where academies are being created, we would need to make an appropriate adjustment to reflect the fact that their funding would no longer be through the Dedicated Schools Grant; 

b. where there are grants transferring into the Dedicated Schools Grant – such as the Teachers’ Pay Grant - we would want to add the baseline year’s allocation to the baseline to ensure funding increases were on a like-for-like basis; and
c. to reflect the transfer of match funding to the new Single Standards Grant (see paragraph 159).
77. The current Schools FSS formula has a damping block which helps pay for the cost of the floor. It is effectively a top-slice from the overall resources available and has been in place since 2003-04. The main advantage of this system is that all authorities above the floor contribute to its cost, as well as those on the ceiling, so that the gap between the floor and ceiling increases is wider.  That in turn means faster progress towards all authorities being on their formula allocations.   We think we should continue such a combination approach in the new system, but we would welcome views on this.  

78. We envisage that Ministers will announce the level of the floors and ceilings for each funding period during  the period April 2006 to August 2008 at the same time as other key decisions on the new funding system, during summer 2005.  After that, the levels of the floor and ceiling would be an integral part of announcements on future allocations of the Dedicated Schools Grant, and would be announced for more than one year in advance.

Falling rolls

79. Pupil numbers in most areas are falling, following the decline in the birth rate in the 1990s. Areas with falling rolls will inevitably receive a lower cash increase in the DSG than areas with static or rising rolls. We recognise however that it often takes time for the reduced costs resulting from reorganisation to feed through.  Paragraph 67 suggested a potential solution to the transitional problem of moving from lagged to up-to-date pupil numbers.  That would still mean that authorities with falling rolls would get lower cash increases, but the reduction would not be as marked in the first year of the system.  We would welcome views on whether a cash floor, as well as one on a per pupil basis, should be built into the system.  
80. Any methodology that takes falling rolls into account should not remove the need for schools and local authorities to manage their resources effectively to deal with the impact of falling rolls. Taking forward workforce reform will also be highly important for these schools, and the Audit Commission is currently undertaking a project which will help to identify the action that schools and their local authorities can take.  In addition, the Department is currently providing tools and training in financial and resource management to schools to support this process through the Schools Financial Benchmarking website and the Financial Management in Schools Programme (for further details see Chapter 6).

Impact of the transfer of the Teachers’ Pay Grant

81. It is increasingly difficult to justify a funding arrangement where the relatively small proportion of the teachers’ pay bill ring-fenced to support performance pay (some £900m, or less than 5%) is handled in a different way from the rest of the pay bill (some £15 billion).  The current grant has elements that are entirely demand-led and elements which provide partial support for pay progression decisions.  Yet other elements of teachers’ pay with similar characteristics in terms of the amount of discretion at school level fall outside the current grant arrangements. 

82. But the argument is not just about inconsistency.  The introduction of three year budgets gives schools greater scope for forward planning when they take decisions about how to deploy their budgets.  Our aim is that, within a clear national framework, schools should be free to determine the staffing structures that are right for them.  It is therefore right that the mechanism for funding teachers’ pay allows that flexibility.

83. For these reasons, we believe that the creation of the Dedicated Schools Grant marks the right moment to bring an end to the payment of separate grants for elements of teachers’ pay.  We therefore intend to rationalise the arrangements on the basis that all funding for teachers’ pay should become part of the new Dedicated Schools Grant.

84. However, we recognise that – unless the Department and local authorities take steps to avoid it – there would be winners and losers in the transition from the current system to the new one.  One reason for this is that the distribution of performance pay grant varies from school to school in a different way from mainstream school funding.   In addition, the distribution of pay grants will be different from the proposed distribution of Dedicated Schools Grant to local authorities:  that partly reflects the variation in the structure of the profession between regions, perhaps the most marked difference being the relatively smaller proportion of experienced staff in London compared with elsewhere.

85. Our assumption is that the effects of transition should be moderated to smooth out any adverse impact.  At local authority level, we propose that each local authority’s baseline for the Dedicated Schools Grant would include the full amount received for the Teachers’ Pay Grant in 2005-06, which will replicate as far as possible the 2004-05 grant-based distribution mechanism.   This should provide stability and continuity at local authority level.  Various options for avoiding turbulence at school level are discussed in Chapter 4 on the distribution of funding from local authorities to schools.

Impact of DSG on the Local Government Finance System

86. The Office of the Deputy Prime Minister is currently consulting on proposals to provide local authorities with three year settlements. This consultation is being carried out within the context of the wider programme of reforms of local government, including the Lyons review into local government funding, the impact of Council Tax revaluation, the efficiency review, the development of a strategy for local government and the development of three year budgets for schools.   A significant amount of technical work will be required to underpin all these issues prior to the 2006‑07 Local Government Finance Settlement.

87. This section sets out in more detail the issues that will need to be resolved, so that there are no adverse effects for the rest of local government when the Dedicated Schools Grant is created, and how work on them will be taken forward.

The creation of the Dedicated Schools Grant

88. A transfer will be made at a national level from Revenue Support Grant into the new Dedicated Schools Grant within the Department for Education and Skills’ Departmental Expenditure Limit (DEL). As explained at paragraph 47, the coverage of the new Dedicated Schools Grant will be the same as the current Schools Formula Spending Share.  The Local Government Finance Settlement for 2006-07 will therefore have no Schools Formula Spending Share component and therefore the total level of grant and total FSS will be lower. As part of the consultation on three year settlements, ODPM is currently consulting on whether alternative formula grant systems would be better suited to three year settlements than the current system. Whatever model is adopted, there will be a need to ensure that there is no adverse impact on the rest of local government arising from the creation of the Dedicated Schools Grant.
The need for transitional protection

89. Currently local authorities do not all spend in line with School FSS. The amount they have available to spend on non-schools services currently depends on the size of the Schools Budget (and therefore decisions made over time by the local authority), and not on the size of their Schools FSS. However, in 2006-07 the amount of formula grant received before damping will reflect the loss of Schools FSS, rather than the Schools Budget, since there will be no Schools FSS in 2006-07: the Dedicated Schools Grant paid by DfES to local authorities, for distribution to an authority’s schools, will replace it.  
90. This means that:

a. before damping, authorities that had formerly spent more on schools than their Schools FSS  would see a significant increase in the formula grant available for services other than schools, because their savings from not having to finance schools from general grant would be greater than their loss of formula grant; and
b. on the other hand, authorities that have previously spent less on schools than their Schools FSS would lose more in formula grant (again, before damping) than they had previously used to fund schools.  
There is therefore a need for transitional protection to ensure that no authority sees an unmanageable change in the amount of central government resources available for non-schools services. 

91. This is the converse of the position for schools. Currently it is the size of the Schools Budget that determines the resources available for pupil provision. In 2006-07 it will be a formula that initially determines each local authority’s allocation of the Dedicated Schools Grant. This would mean significant increases in schools resources for some authorities and significant reductions for others as the current over/underspend would be stripped out. Thus transitional protection will be needed (as discussed in paragraph 68) to ensure that every authority receives an increase in its Schools Budget each year.

92. An important decision therefore is what baseline should be used for the purposes of transitional protection – both for the new DSG and for the Local Government Finance Settlement. The government does not favour using authorities’ decisions on spend anywhere in the formula grant system, because of the potential for perverse incentives. However, with this transfer we clearly need to take into account existing spend patterns in order to provide proper protection.

93. It will also be necessary to ensure that there is no adverse effect on local authorities’ cash flow as a result of the introduction of the Dedicated Schools Grant.  DfES will be assuming part responsibility, with ODPM, for the contribution made to councils' financial stability by the cashflow from grant payments, of which Dedicated Schools Grant will be an important part.  DfES and ODPM are therefore working together to ensure that local authorities receive payment of Dedicated Schools Grant at appropriate times.

Taking forward the work
94. There is a great deal of technical work to do before the 2006-07 Local Government Finance Settlement in respect of both delivering three year settlements and dealing with the impact of the changes to school funding. The Office of the Deputy Prime Minister has a technical consultation group (the Settlement Working Group), made up of local authority representatives, through which they consult on general and technical issues each year prior to the settlement. They will be discussing in more detail proposals for providing appropriate transitional protection within the context of any wider formulaic changes resulting from the consultation on three year settlements.  We would welcome any views at this stage on transitional arrangements.

	CONSULTATION QUESTIONS

Question 7
· Do you agree that allocations of Dedicated Schools Grant should be adjusted in response to changes in pupil numbers, rather than being based on the initial pupil numbers used, without updates? (Paragraph 57) 

Question 8
· Should allocations of Dedicated Schools Grant continue to use lagged pupil numbers or move to up-to-date actual pupil numbers?  (Paragraphs 58 to 62)
Question 9
· If allocations of Dedicated Schools Grant use up-to-date actual pupil numbers, should we continue to use lagged pupil numbers for authorities with falling rolls? (Paragraph 67)
Question 10

· Given that pupil numbers will be updated, will it be helpful to fix the unit of resource for the funding distributed to local authorities for the three year period? (Paragraphs 63 and  64)
Question 11

· Do you agree that the non-pupil data indicators should be frozen for the three year period based on an average of the latest actuals? (Paragraphs 65 and 66) 

Question 12

· How do you think the floor increase should be funded: solely through a ceiling, or through a damping block as well? (Paragraph 77)
Question 13
· Should there be a cash floor, as well as one on a per pupil basis, built into the system to protect authorities with rapidly falling rolls? (Paragraph 79) 

Question 14

· Do you have views on what transitional arrangements are needed to ensure that there is no adverse impact on the rest of the local government finance system when DSG is introduced in 2006-7? (Paragraphs 86 to 94)  
Question 15
· Do you have any further comments on the proposals for the Dedicated Schools Grant?


CHAPTER 4: DISTRIBUTION OF FUNDING FROM LOCAL AUTHORITIES TO SCHOOLS 
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Introduction

95. The Five Year Strategy said that, after the introduction of the new school funding arrangements, 

“Local authorities will deliver the national guarantee of extra funding to each school each year, but will retain an important and necessary role in reflecting local needs and circumstances.”

Local authorities will therefore continue to devise and implement their own funding formulae within the context of budget and school funding regulations.  This chapter considers the impact of the introduction of the Dedicated Schools Grant, three year budgets and academic year budgets on the way that local authorities fund schools.
96. The proposals in this chapter do not relate to sixth form funding:  the LSC are, in parallel with this consultation, considering how they could implement three year budgets for sixth form funding.  Annex C sets out how the LSC currently funds school sixth forms, and the principles they will follow in extending that process to provide three year budgets.  The LSC will consult in due course on proposed changes.
The current situation

97. Local authorities are required to set a Schools Budget prior to the beginning of each financial year, and to decide on how much they will budget to spend on the items that are part of the LEA Budget.

98. The Schools Budget covers both the amount of funding allocated to schools in the form of individual budget shares and funding that is retained by the local authority to support pupil-led provision such as early years in private, voluntary and independent settings, excluded pupils and some special educational needs provision.  The funding allocated to schools in the form of budget shares is the main component of the Schools Budget and is referred to as the Individual Schools Budget (ISB).  From 2004-05, there are two restrictions on how local authorities may distribute their Schools Budgets:

a. a requirement to limit the increase in the centrally retained part of the Schools Budget to the same percentage as the increase in the ISB; and 

b. a guaranteed minimum per pupil increase for every school from one year to the next (the Minimum Funding Guarantee).  This was originally set at 4% for 2004-05; for 2005-06 the level is set at 4% for secondary and special schools and 5% for primary schools (where pupil numbers remain the same). 

99. Individual local authorities are required to develop a funding formula that allocates the ISB amongst schools in the form of individual school budget shares.  A local authority’s funding formula is governed by the Financing of Maintained Schools Regulations.  At least 75% of the funding distributed to primary and secondary schools must be distributed on the basis of pupil-led factors.  These factors can take into account both overall pupil numbers and the characteristics of certain pupils (pupils in receipt of free school meals or who have English as an additional language, for example).  Pupil-led factors can also be used to recognise the specific circumstances of schools, such as providing small school protection and infant class funding.  Non-pupil led factors can include factors related to premises, rates or other school specific circumstances (split site, dual use etc).  The budget for each individual school is set annually and schools are notified just before the financial year begins.
Initial implications for local authorities of three year budgets
100. In order to provide schools with three year budgets, local authorities will need to make a number of decisions on the distribution of the Schools Budget over a three year period: the split between the ISB and the budget for centrally retained items;  and the allocation of budgets to each school, including how their formula should be structured and what data within it should be updated each year.
101. Local authorities will need to set a Schools Budget which includes the amount of their DSG, any funding they propose to add to this from other council resources, and any funding they receive from the LSC for sixth form provision.  Local authorities will then be required to set the ISB.  At present there is a relationship between growth in the ISB and the centrally retained items in the Schools Budget.  This will remain under the new arrangements but will not apply to any addition to the Schools Budget from locally raised resources.  That implies that the split between the ISB and the budget for centrally retained items will have to be set for three years in advance as part of the process of setting school budget shares for three years.  However, we propose that it should be possible for the split subsequently to be varied in response to changing circumstances with the approval of the Schools Forum, and would welcome views on this.  In taking a decision to revise the split, the Schools Forum will need to consider the impact on school budgets for each of the three years.
102. The move to three year budgets will also mean that Ministers will need to set the level of the Minimum Funding Guarantee (MFG), and local authorities will need to implement it, for the same period that budgets are notified.  The fundamental operation of the MFG would not change, but we would need to set out its level for a number of years, rather than one year at a time as now.  We will need to consider the balance between a relatively high MFG, set above the level of cost pressures, and a lower value that would allow changes in a local authority’s formula to flow through more rapidly.  We would welcome views on this.
How local authorities could approach setting three year budgets

103. Chapter 3 on the allocation of DSG to local authorities proposed that the DfES might offer local authorities certainty over the unit of resource within the calculation, so that if pupil numbers in a local authority’s schools were higher than forecast, the authority would receive extra funding for them on a predictable basis.

104. With this knowledge they could provide three year budgets for schools on a similar basis: schools need to know their funding on an indicative basis for future years and would know the relevant unit of resource, but the actual funding received would not be known definitively until the pupil numbers for that year were counted. This section details how the three year budgets for schools might work, building on this approach, but taking account of the greater complexity of local authority level formulae compared with the formula for DSG.
Generating and updating three year budgets

105. Each local authority would continue to use its funding formula to set budgets for individual schools under a system of three year budgets.  These formulae have two main components:  formula factors and formula values.

106. Formula factors can be divided into a number of categories:  

a. pupil numbers by age or key stage;

b. pupil characteristics associated with deprivation such as eligibility for free school meals (FSM), English as an additional language (EAL), or prior attainment;

c. number of places (usually in special schools or nurseries), or ghost funding in infant classes;

d. specific (or named) pupil funding, relating to individual named pupils (eg those with high cost special needs);

e. premises related – eg floor and grounds area, or building condition;

f. other school specific factors – split sites, swimming pools, lump sum for small schools; and

g. actual costs such as rent and rates.

107. Formula values are the units of funding by which the formula factors are multiplied to generate a school’s budget and are set when the local authority sets its formula.  They will include, for example:

a. the Age Weighted Pupil Unit (AWPU);

b. funding per child with an entitlement to a free school meal or with English as an additional language;

c. per place funding for a special school;

d. funding for a pupil with low incidence SEN;

e. funding per square metre of floor area or hectare of grounds; and

f. funding for the maintenance of a swimming pool or for a school with fewer than a certain number of pupils.

108. To produce three year budgets, a local authority will need to specify both the data associated with each formula factor, and each formula value, for each of the three years.  The key issue is then what data and values are subsequently updated.

Pupil number changes
109. Gearing funding to pupil numbers has been a fundamental feature of the school funding system since it was introduced.  That is because pupil numbers are undoubtedly the most important single factor affecting a mainstream school’s resource needs.  Pupil-led funding therefore ensures that the majority of a school's funding is related to the pupil load it has to cater for.

110. Preserving this principle in a system of three year budgets implies that the pupil numbers used to allocate funding for years 2 and 3 should be allowed to vary from those in year 1.  Thus the main advantage of allowing school budgets to be updated for actual pupil numbers is that funding in years 2 and 3 more fairly reflects the needs of schools.  The main disadvantage of such an approach – compared with fixing school budgets for three years – is that it introduces a greater degree of uncertainty into the system.

111. The Five Year Strategy said that three year budgets should be “geared to pupil numbers”.  Based on our discussions with school and local authority representatives so far, it is clear that they wish that commitment to be implemented by adjusting schools’ budgets to reflect the actual numbers of pupils that schools educate in any year.  They do not believe that budgets should be fixed at the beginning of a three year period (either based on historical numbers or on estimates), and not subsequently updated to reflect pupil number changes.  We agree with this approach and this is mirrored in our proposals in Chapter 3 on three year allocations for the Dedicated Schools Grant.

Changes to local authority formulae 
112. If pupil numbers are to be updated, schools’ budgets for future years will change, depending on the actual pupil numbers for those years.  This introduces some uncertainty, so it is important that other elements in the formula are as certain as possible, to provide schools with meaningful three year budgets. This implies that the underlying structure of the formula, and the formula values, will need to be set in advance of the three year period.

113. Local authorities are currently required to consult on any changes they are planning to make to their formulae for the forthcoming year.  From 2006‑07, local authorities will need to plan, consult on and set their formulae further in advance: it will be important that the greater certainty of three year budgets is not undermined by formula changes decided on after those budgets have been announced. This does not rule out formula changes feeding through during a three year period; but it does mean that local authorities would not be allowed to introduce formula changes for a given financial year after they have set a three year budget covering that year. Many authorities already plan and implement formula changes over this timescale. We are also clear that local authorities should continue to keep their local formulae up to date and relevant, and should continue to consider the scope for simplification of their formulae.  

114. Local authorities will need to consider one immediate impact of this:  if they wish to implement changes for the academic (or financial) year 2007/08, they will need to consult on them (and on changes for 2006/07) during 2005, so that when they set budgets for schools for 2006/07 and 2007/08 in early 2006, those budgets incorporate the impact of any formula changes to be made for those years.

115. Therefore the move to three year budgets will have implications for the way in which local authorities will need to plan and consult on changes to their formulae on an ongoing basis. The diagram at paragraph 19 sets out when information on levels of DSG for academic years would be known to local authorities – this can be used, with the logic underlying paragraph 113 above, to work out when authorities would need to consult on changes to their formulae for the years beyond 2007/08:  

a. we intend that the next Spending Review settlement (SR 2006) will allow us to give allocations of DSG for academic years 2008/09 to 2009/10 in November 2006 (and to confirm allocations already announced for 2007/08 as these would have been provisional when originally announced – see paragraph 21).  Local authorities will then set school budgets for those academic years in early 2007.  They will already have consulted on any changes for 2007/08, and will need to consult on changes for 2008/09 and 2009/10 during the autumn term 2006, for implementation in early 2007;
b. similarly, we intend that the next but one Spending Review settlement (SR 2008) will allow us to give allocations of DSG for academic years 2010/11 to 2011/12 (and confirm allocations for 2009/10) in November 2008.  Local authorities will then set school budgets for those academic years in early 2009.  They will already have consulted on any changes for 2009/10, and will need to consult on changes for 2010/11 and 2011/12 during the autumn term 2008, for implementation in early 2009.

This is summarised in the table below:

	
	AYs covered
	Work up formula changes
	Consult on changes
	DSG allocations
	School

budgets



	1st Settlement
	06/07

07/08


	To summer 05
	Autumn 05
	Nov 05
	Early 06

	SR06
	08/09

09/10


	To summer 06
	Autumn 06
	Nov 06
	Early 07

	SR08
	10/11

11/12


	To summer 08
	Autumn 08
	Nov 08
	Early 09


116. What this means in practice is that local authorities will have a series of windows of opportunity, during which time they should be developing changes to their formulae, to be consulted on so that they are ready for implementation in time to calculate the next set of figures for three year budgets.  They will have until summer 2005 to work up any formula changes to be applied to the 2006/07 and 2007/08 funding years.  Once they have calculated those budgets in early 2006 they will have around six months, until summer 2006, to work up formula changes for the years 2008/09 and 2009/10.  Following notification of those budgets, they will have from spring 2007 until summer 2008 to work up formula changes for 2010/11 and 2011/12. This long lead time is inevitable if schools are to receive greater financial certainty over their budgets. However, there may be exceptional circumstances under which a local authority would need to introduce changes to its formula after it has set three year budgets:  we would welcome views on whether a local authority should be permitted to do so, with the agreement of its Schools Forum.

Options for changes in non-pupil formula factors 

117. The final aspect of the formula to be considered is whether and how data other than pupil numbers should be updated to reflect the actual circumstances in the financial year in question. In considering this, there is a tension between:

a. giving more predictable but less responsive budgets, where the school could easily establish its budget for a given number of pupils, but other changes in circumstances would not be reflected in its budget until future three year allocations are made; and

b. giving a budget which more accurately reflects the school’s circumstances, but is less predictable. The greater number of variable factors will mean that schools will have less confidence in the predictability of the budget, but more confidence that funding will reflect the circumstances the school will face in the year in question. 

118. This trade-off between predictability and responsiveness is a key issue that requires careful consideration. The balance between these two approaches may be different depending on how far away the year is. For example, in early 2007, local authorities will set school budgets for 2008/09 and 2009/10.   At that time, schools are likely to want:

a. a firm idea of their budget for 2007/08 (which would have been announced one year earlier); and
b. an estimate of their budget for 2008/09 (the next but one academic year); but 
c. it may be satisfactory if the 2009/10 budget (two academic years away) is only broadly indicative and is firmed up with more up-to-date data as it becomes nearer.

119. It may therefore be more important to have a predictable budget for the forthcoming academic year, where only the pupil numbers would be updated, and to have a more responsive budget for the academic year which is two or three years away.  At this distance, schools may mainly wish to use their future estimated and indicative budget largely as a planning tool to help them make better and more informed long-term decisions: this may mean that the actual cash values underlying these future budgets do not need to be set precisely. With this approach, authorities could issue revised or firmed up budgets which reflected updated non-pupil data as that year became closer.  With our earlier example, this would mean that in early 2008, authorities could update the 2008/09 budget with more up-to-date data, but it would only change again when the final pupil numbers were updated (and other data would not be updated at this point).  
120. We have identified three broad options for how indicative budgets could be updated, providing a range of approaches from a simple, predictable, but less responsive to a more responsive, but more complex and less predictable model. An option from this range could be specified centrally by the Department: or alternatively the decision on which approach to take could be made by local authorities in consultation with their Schools Forums, with DfES specifying the overall conditions or limitations. 

121. With all of these options, there may be a few budget categories where there must be annual updates. One example is funding for named pupils with special educational needs, where our view is that the funding will need to follow the pupil and therefore be redetermined in the same way as pupil numbers. There may be other items where there is a case for similar treatment – for example rates, where the school is funded on the basis of actual cost.

Option 1: Updating funding delivered through the AWPU only
122.  Under this approach, the only part of a school’s budget that would be updated would be that component generated by the Age Weighted Pupil Unit (AWPU) to reflect the actual number of pupils that were present. This means that every extra pupil over the estimate used originally would attract only the AWPU; similarly, if fewer pupils materialised then the indicative budget would be reduced by the AWPU only (or in the case of place or ghost funding of special schools, nursery and infant classes, to reflect changes in agreed place numbers of additional pupils compared to funded places). No other data would be updated. This approach would make it very simple for schools to predict their likely budget and simple for the local authority to administer with respect to affordability: they would only need to estimate the total number of pupils in each age group for the local authority, and would not need such accurate school by school projections. 

123. This is the option which most closely resembles the approach proposed for the distribution of DSG to local authorities on a three year basis.  While it would maximise predictability, it does not take account of any of the additional needs recognised in local authority formulae.  Because many local authorities distribute significant amounts of pupil-led funding through non-AWPU factors, it would not allow other changes in circumstance to feed through, such as the actual number of pupils eligible for free school meals or with English as an additional language.

124. Using the concept of progressively firmer budgets discussed in paragraphs 117 to 119  above, this option might be most appropriate for the first academic year of the three year cycle.  In early 2007 budgets for 2007/08, 2008/09 and 2009/10 would have been allocated. Budgets for 2007/08 might only be subject at this point to updates in the AWPU component, but budgets for 2008/09 and 2009/10 could be updated more substantially in early 2008 so that they more closely reflected the actual circumstances of schools.
Option 2: Updating non-pupil data as well as pupil numbers
125. Under this approach, the local authority would set the various values in the formula when setting the initial three year budget.  It would then update some or all of the non-pupil data as well as the pupil numbers when doing the redetermination: for example authorities could update for changes in numbers of pupils with free school meals; or for premises related factors; or for a combination of the types of factors listed at paragraph 106 above. 

126. The most accurate approach would be to update all data within the formula:  that would take into account all circumstances and would ensure that schools received funding for the actual provision that was needed.  But since some authorities’ formulae are very complex, the degree of financial certainty provided to schools through this approach would be considerably less than under option 1, particularly for primary schools where the number and characteristics of the pupils are more variable from year to year.

127. This option also means more variables for local authorities to contend with:  this could lead them to be more conservative in setting their unit of resource, in order to hold back larger contingencies. One way of mitigating this impact could be to allow the formula values to be scaled slightly downwards or upwards to ensure that the total of the redetermined individual school budgets matches the resources available in that year. This would mean that the formula values were not rigidly set at the start of the three year period but were reasonably firm indications for planning purposes.

128. This option could also fit into the concept of progressively firmer budgets as the year to which that budget refers gets closer.  In 2007, budgets would be known for 2007/08, 2008/09 and 2009/10. In that year, local authorities could (as an example) update budgets for 2008/09 to reflect the latest position on pupil numbers and free school meals data but nothing else, and update 2009/10 to reflect all the formula factors, scaling the formula values as necessary to match the quantum available. Then in early 2008, budgets for 2009/10 would only be updated for pupil numbers and free school meals data, and then left unchanged until they were adjusted for actual pupil numbers.
Option 3: Local decision on updates
129. An alternative approach to options 1 and 2 could be to allow each local authority (rather than DfES through a national model), to specify the way in which its schools’ budgets would be redetermined (in light of its formula), following consultation with its schools, but to limit the conditions under which this could be done. A permitted list of adjustments could include reflecting actual cost for rates, rents, PFI payments, provision of free school meals, salary safeguarding, Newly Qualified Teachers’ induction costs and so on. As with option 2, we could allow the formula values to be scaled slightly to ensure that the redeterminations were affordable and to reduce the need for local authorities to hold contingencies.

Other Issues

130. We have already recognised in the approach taken with the Minimum Funding Guarantee that slightly different arrangements are needed for small schools. Many authorities provide additional funding for small schools and we will need to ensure that whichever method of redetermining budgets is chosen is appropriate for small schools and takes account of the protection they already receive.

131. We will also need to consider how this approach might work for special schools and nursery schools with place-led funding. It is likely that three year budgets are easier for these types of schools as they are funded for places rather than actual pupil numbers. We will want to develop proposals parallel with this consultation, through the technical sub-group to the School Funding Implementation Group that we have recently established.

132. We shall need to consider what happens when a local authority spends more than the DSG in any given year. This could be through pressures on its SEN budget, or through redeterminations being more costly than envisaged – for instance where one school gains pupils and funding, and another loses pupils, but the formula protects against loss of funding. The latter is less likely since the amount of funding delivered through the DSG will reflect actual pupil numbers, so if there is a sudden increase in pupil numbers the DSG will increase. However, with the more sophisticated or complex options for updating, the risk of redeterminations being more costly grows, and will depend on the approach taken.

133. This suggests that local authorities should be able to carry over DSG (or deficits) between years. Because of three year allocations, the carry-over may need to be over a longer period than three years: it would undermine the concept of three year budgets if the local authority were to change the indicative budgets already given to schools in order to correct a deficit, and so the deficit would need to be carried forward into a future three year period. The degree of contingencies and carry-over should be a key part of discussion between the local authority and its schools, particularly through the Schools Forum.  We would not expect local authorities to deal with overspends on schools provision through additions to their allocations of Dedicated Schools Grant, but they may wish to do so if there is local support for such additional spending on schools.
Teachers’ Pay Grant

134. Paragraphs 81 to 85 set out the background to the Teachers’ Pay Grant and our proposals for handling the mainstreaming of Teachers’ Pay Grant at local authority level.   This section considers some options for how this issue might be handled at school level.

135. It would be possible for the local authority to allocate all its Dedicated Schools Grant according to its local formula. This would include the element which would have previously been a separate Teachers’ Pay Grant.  Such an approach would produce winners and losers, and it would be necessary to rely on the Minimum Funding Guarantee to ensure that all schools continued to receive increases in funding.

136. However, we recognise that we should consider other solutions to help local authorities and their schools to manage the transition.  A further option would be for the authority to earmark the proportion of the Dedicated Schools Grant which relates to the Teachers’ Pay Grant funding by taking the 2005-06 grant information and uprating it. Once identified, this element could be identified as a separate grant.  Local authorities could then simply continue to allocate it to schools as before, using numbers of post-threshold teachers.

137. This is an option which would result in minimum change.   Its disadvantage is that it lacks the flexibility to respond to differences in underlying needs between schools as they emerge.  Such needs at school level could change over a relatively short period - especially if, as we have recommended in the evidence we put to the School Teachers Review Body  last year, schools publish plans for restructuring their staffing by the end of 2005, followed by a three year transition period.  This option would also perpetuate the current approach and would not incentivise schools to manage their staffing and pay decisions actively.

138. A further option would be to give the local authority the flexibility to take an approach which sits between the two options above, such as: 

a. considering which schools might be systematic losers from the transfer and adjusting formula factors to pick these up (for example if small schools get more funding from the existing distribution of grant using teacher numbers rather than the local formula, the local authority could adjust the small school factors in the local formula accordingly); or

b. initially using the number of post-threshold teachers, but slowly phasing that out.

139. We would welcome views on which of these options would be most helpful, and whether we should offer local authorities and Schools Forums the discretion to decide on which option or combination of options they should adopt.

The Deprivation Funding Review

140. The current formula for Schools FSS distributes some £2.5 billion through factors related to Additional Educational Needs or deprivation.  We know that the way in which this funding is distributed between schools varies considerably across the formulae used by local authorities.  Schools which educate significant numbers of children from the most deprived backgrounds should expect to receive a fair share of this funding from their local authorities, since they face the greatest challenges in helping those children to realise their potential.

141. It is against that background that the government announced, alongside the 2004 Spending Review, the Child Poverty Review (HM Treasury, July 2004)
. This document sets out the effects of poverty on children’s lives, and puts forward a programme to address these (an extract of the text is at Annex D). Part of the government’s commitment to equality of opportunity is to raise educational standards amongst poor children, and an aspect of this is the adequacy of funding given to schools to recognise the additional costs of educating pupils from deprived backgrounds.
142. That is why DfES and HM Treasury have undertaken a joint review of the ways in which local authorities fund schools for the costs of social deprivation. The full report of the review will be published shortly. The main findings of the review, in summary, are:
a. 
there is very significant diversity of practice amongst local authorities, both in the ways they measure social deprivation amongst pupils, and in how much priority is given to funding schools to meet the resultant costs.  The diversity of approach is complicated by the interface with funding for special educational needs, which for historical reasons is often closely linked to deprivation funding; and
b. although some authorities have reviewed this issue systematically, many others may need to review their current arrangements.  However, to achieve coherence, such work needs further technical support and guidance at national level which will also incorporate the latest evidence on the  best way of utilising such resources.
143. The recommendations stemming from the review will place this further necessary work, and the timescale for carrying it out, in the wider context of the changes we are proposing for school and local authority funding. In particular, they will seek to balance the aim of achieving stability and predictability in schools' funding over the next few years with that of helping schools with high numbers of socially deprived pupils.  

	Question 18
· Do you agree that local authorities should be allowed to change their formulae once three year budgets have been set, under exceptional circumstances and with the agreement of their Schools Forum? (Paragraph 116)
Question 19

· Which do you think is more important: a system which allows schools to predict their future budget with more certainty, but is less responsive to changes in circumstances; or a system which allows all relevant data to be updated in the final budget?  (Paragraph 117)
Question 20
· Do you agree that it would be sensible to have more predictable arrangements for updating the budget for the forthcoming year, and less predictable but more responsive arrangements for the years further away? (Paragraphs 118 and 119)
Question 21
· Which of the following three options do you think local authorities should use to update the indicative budget:

a.
pupil number changes applied to AWPUs only;

b.
pupil number and non-pupil data; or

c.
an approach to be decided locally?

(Paragraphs 120 to 129)

Question 22
· Do you agree that funding for named SEN pupils should not be included in school budget forecasts for future years? (Paragraph 121)

Question 23
· Which is the best approach to avoiding turbulence when Teachers’ Pay Grants are included in mainstream funding?
a.
allowing the funding to flow through an authority’s formula and letting the Minimum Funding Guarantee moderate any turbulence;

b.
allowing an authority to include a factor in their formula to continue the current distribution; or

c.
allowing an authority the flexibility to take an approach between the two options above?

(Paragraphs 134  to 139) 

Question 24
· Do you have any general comments on the approach local authorities might take to giving schools three year budgets?


CHAPTER 5: THE NEW SINGLE STANDARDS GRANT


[image: image7]
Introduction

144. The main funding arrangements set out in Chapters 2 to 4 are designed to provide stable, predictable core funding for schools.  The government currently pays a range of grants outside the main local government funding system through the Standards Fund and School Standards Grant, to promote innovation and support national priorities.  This chapter outlines the proposed arrangements to incorporate these grant purposes into the new funding model, which will support the New Relationship with Schools, providing sharper accountability and a reduction in bureaucracy and associated costs at different levels of the system.  This will allow schools, with their School Improvement Partners (SIPs), to look at their long term improvement and development.

145. In the new funding system, grants would be payable to schools, via their local authorities, to reflect their circumstances as follows: 

a. a grant to all schools to develop and spread best practice and support national priorities;
b. grants to schools with particular difficulties related to pupil attainment and improving standards, for example schools causing concern or failing;  and
c. grants to reflect schools’ additional roles and responsibilities in the system; for example Specialist Schools, Training Schools and Leading Schools; or where schools are taking part in the time-limited trialling of new initiatives.

146. The current specific grant arrangements have a distribution between local authorities and schools that is very different from the main Dedicated Schools Grant (DSG) formula.   The transition to the new model for specific grants should parallel the funding stability for school’s core budgets discussed in Chapters 2 to 4:  that stability should not be undermined by changes to specific grants. 
147. Although we believe it is right to continue a grant stream separate from the main Schools Budget, we recognise that the current arrangements are too complex.  We therefore propose, as indicated in the Five Year Strategy, that all direct payments to schools for standards-related activities should be combined into a Single Standards Grant, and that schools should have complete discretion over its use
.  
148. A range of conditions and reporting requirements currently accompany grant-supported initiatives.   As we move to a New Relationship with Schools that emphasises accountability for outcomes and a reduction in bureaucracy and burdens, we would expect many fewer initiative-specific process requirements of this kind. Instead, the focus will be upon pupil level outcomes, with greater opportunity for schools to fashion, via a single plan, the mix of activity which will best improve their pupils’ achievement.

149. The school’s use of resources to provide a high quality education for all its pupils will be an important dimension of accountability in the planned annual conversation between the school and its SIP.  We will be consulting in March on the overall pattern of the SIPs’ work, where we will set out our thinking on the New Relationship with Schools.  Where a school’s resource management is weak, the government will look to the SIP to challenge and advise on improvement, and to advise the local authority where difficulties persist or are acute.

Transition to a new Single Standards Grant

150. We propose a two stage process for the creation of the new Single Standards Grant:  a period of stability in the short term - for the next two years; and then progressive movement towards a simpler formula in the years after that.
151. To avoid undue turbulence for schools we propose to use the next two years to stabilise the grant funding before moving to the new grant structure from April 2008.  This would broadly involve:

a. amalgamating existing Standards Fund grants for schools into one single grant (with no distributional changes); and

b. moving the existing School Standards Grant onto a fairer basis combining a flat rate per school and a per pupil element, with suitable damping arrangements to ensure stability – so primary, secondary and special schools would continue to have different formulae, as they do now.

An amalgamated single grant

152. The first step would be an amalgamation of the existing Standards Fund grants that go to schools into one single grant, with the exception of some targeted grants (see paragraph 154 below).  This would follow the approach taken for the Schools Development Grant in 2004-05.  The grant allocation would be based on each local authority’s 2005-06 allocations for each grant, increased by a given percentage in each year subject to the overall resources available for schools in 2006-07 and 2007-08.   All schools would be entitled to the same percentage cash increase, with local authorities able to retain the same cash amount as the previous year.   This offers schools stability of funding during the transition to a single grant.  We would expect local authorities to give early and complete allocations of this new grant.
153. Grant funding currently managed through partnerships across the local authority or groups of schools, such as Excellence in Cities and the Behaviour Improvement Programme, would be included within the amalgamated grant.  In the short term, authorities would be allowed to retain as much of the new grant as in previous years, so they would continue to be able to retain amounts for coordinating and facilitating these programmes. Funding that has been devolved to an individual school so that it can provide a service across a partnership will continue to be conditional on that service being provided (for example funding for City Learning Centres).
Targeted grants

154. Grants that are targeted at particular schools, for example through National Strategies or the Fresh Start programme, would continue to be allocated to local authorities outside of the single grant.   We propose that these should continue to be targeted at where more intensive support is needed each year.  Where schools received targeted grants we would make clear their duration and that they were not part of schools’ core budgets, and we would ensure schools were not asked to make financial commitments beyond the lifetime of the grant.
155. The table at Annex E shows the proposed new grant structure for 2006-07 and 2007-08 and where current Standards Fund grants would be located within it.

School Standards Grant

156. In addition we would start to move the existing Schools Standards Grant onto a fairer basis, rather than the current system of pupil number bands.  Schools would move towards a formula based on a flat amount per school, plus a per pupil amount, with suitable damping arrangements in place to ensure stability.
157. This approach would enable us to collect baseline figures for the amalgamated single grant and School Standards Grant to inform the distribution of the proposed new Single Standards Grant in 2008/09.  This would enable the two grants to be merged into a single formula from April 2008.  Schools would move onto the new single formula, with floors and ceilings on a cash basis to ensure stability.  DfES will consult on the details of the new formula and the arrangements for floors and ceilings in due course.

Teachers’ Pay Grant

158. As discussed in Chapter 3 (paragraphs 81 to 85), we now propose that from 2006‑07 the Teachers’ Pay Grant should be mainstreamed into the Dedicated Schools Grant, since it relates to the core activity of schools.

Matched Funding

159. Currently a number of specific grants require matched funding from local authority general funding, delivered through the Schools Formula Funding Share.   As Schools FSS will be replaced by the Dedicated Schools Grant from 2006‑07, we propose to transfer the matched funded amount from the DSG to make the specific grants 100% funded.  The baseline for the new 100% grant will be the allocation offered to each local authority in 2005-06, not the amount the local authority finally agreed to take up.  The proportion of Standards Fund grant not taken up is very small, so this transfer will have a minimal impact on the distribution of grant to local authorities.

New grant structure from April 2008

160. Our proposal is to have the following structure in place from April 2008:

a. a Single Standards Grant incorporating both existing Standards Fund grants and School Standards Grant, allocated to all schools to the same timetable as Dedicated Schools Grant and according to a common formula set by the DfES. The formula would be based on a flat rate per school (to protect small schools) plus an amount per pupil with a weighting for relative deprivation.  This formula would also take account of additional funding for schools taking on additional roles and responsibilities: for example, the additional funding entitlement for Specialist Schools and Training Schools would be added into the formula.  Schools could use this grant on any purpose to improve teaching and learning;  

b. funding targeted by DfES at a small number of specific schools requiring tailored support to address particular standards-related issues. This would replace the current variety of grants covering such as Fresh Start, Targeted Improvement Grant, and targeted support through the National Strategies. The use of the grant would be discussed and agreed with the school through the annual conversation with their SIPs.  The grant would be time-limited and not require long-term financial commitments by the school;
c. separate ring-fenced grants where activities need continued separate support, for example the Ethnic Minority Achievement Grant; and small time-limited pathfinder/pilot programmes where small groups of schools are invited to trial new initiatives. 

161. We will consult nearer the time on how the new Single Standards Grant will be distributed, including the pupil numbers to be used and how responsive allocations should be to pupil number changes.  We will also want to ensure that any deprivation factor included in the formula will continue to deliver the additional resources to the most vulnerable schools, which are currently provided through Excellence in Cities and the Leadership Incentive Grants.  Our consultation in March on the New Relationship with Schools will explore how planning and reporting requirements can be collapsed into a simplified accountability regime with school self-evaluation and the SIP at its heart.

162. Some elements of school grants are currently retained centrally by local authorities, or administered by groups of schools rather than individual schools.  Schools will continue to be able to use their grant to buy services – either from their local authority or elsewhere - or to develop partnerships to support collaborative approaches to improvement work.   To ensure that coordination and collaboration work can continue to be supported, for example under initiatives such as Excellence in Cities and the Behaviour Improvement Programme,  we propose that local authorities can continue to hold back as much from the single grant as they had in the previous year.  We also propose that schools could agree, through their Schools Forums, to increase the holdback by top-slicing a further proportion of schools’ Single Standards Grant to support such activities.
Local authority grants

163. Standards Fund grants that are currently spent at Local Authority level will be held flat in cash terms during the transition period.  We will consider the position of these grants along with other funding streams that go to local authorities for education and children's services.  In doing so we will take account of the experience of local area agreements (which will be piloted in 21 areas from April 2005).

	Question 27
· Do you agree that we should opt for stability in the first two years of the amalgamated grant, by aggregating current Standards Fund grants without formula changes for that period?  (Paragraphs 152 and 153)
Question 28
· Do you agree that we should move the existing School Standards Grant to a lump sum and per pupil basis during the transitional phase, with suitable damping arrangements to ensure stability? (Paragraphs 156  and 157)
Question 29
· Do you agree that the Standards Fund and the Schools Standards Grant should be brought together into a Single Standards Grant from 2008, using a formula that is pupil led and has a per school element to protect small schools and a deprivation measure? (Paragraph 160.a)

Question 30
· Do you agree that we should allow schools to agree, through their Schools Forum, to local authorities increasing the level of holdback for coordination and collaboration purposes by  top-slicing the new Single Standards Grant? (Paragraph 162)
Question 31

· Do you have any further comments on the proposals for the new Single Standards Grant?


CHAPTER 6: STRATEGIC FINANCIAL MANAGEMENT PLANNING AND EFFICIENCY

[image: image8]
Introduction

164. The education service today puts increasing emphasis on professional autonomy at school level coupled with a more personalised approach to meeting the needs of pupils.  The strategic management of resources at school level therefore becomes ever more vital, and we need to improve schools’ capacity to achieve the optimum deployment of resources.

165. Effective financial management is essential for schools in order that they can:
a. exercise proper control and stewardship over the significant amounts of public funding entrusted to them;
b. make the most of their resources, demonstrating value for money; and
c. allocate and deploy resources effectively to meet school priorities for development and improvement.

Recent Progress

166. Over the past two years there have been major developments in improving the management of financial resources in schools:
a. in April 2002, to aid school accountability and to help schools benchmark their finances, the Department introduced the Consistent Financial Reporting (CFR) framework for all maintained schools in England.  All schools are required to report their expenditure against 30 detailed headings as well as providing information on income and capital; 
b. in October 2003, the Financial Management in Schools programme was set up to help schools’ budget management, in the context of creating greater financial stability for schools.  The programme, which has been developed and delivered by the National College for School Leadership (NCSL) and KPMG, includes workshops for schools and local authority staff, consultancy support and a dedicated website; 

c. in November 2003, in partnership with the Audit Commission and OFSTED, the Department launched the schools financial benchmarking area on TeacherNet. The area currently holds CFR data from around 22,500 schools, together with school level context and attainment information, and is available to all schools, local authorities and governors.   The Department is committed to the further development of this area and to taking full advantage of its potential to raise school efficiency;
d. in June 2004, the Department launched a new Financial Management Standard and Toolkit for schools, intended to help schools evaluate the quality of their financial management and to aid in training staff to become better financial managers.

167. The introduction of three year budgets, as set out in Chapters 2 to 4, will provide schools with the level of certainty required to plan strategically – linking financial planning with school improvement and development plans. 

The Financial Management in Schools programme

 

168. On 29 October 2003, the then Secretary of State announced a package of financial support to schools.  As part of that package, a series of workshops, consultancies and on-line help was made available for schools, with the workshops and consultancies available initially to schools in the 51 LEAs in receipt of Transitional Support Grant.  The Financial Management in Schools (FMiS) programme provided direct support to nearly 1,000 schools within those LEAs.

169. Workshops focusing on strategic financial management were followed up with one-to-one consultancy provided by KPMG, whilst a dedicated website was established to support schools through a series of e-learning modules. The main emphases of these workshops and consultancy were:

a. Strategic Financial Planning workshops – a half day session covering a range of financial management matters, updates, strategic planning tools and three year budgeting processes; and
b. consultancy sessions – available for those schools with the greatest need to discuss and work through strategic financial issues facing their schools.

170. Following the success of this first phase, FMiS was extended into a second phase and expanded to provide support to schools across the country with an additional focus on the implementation, from 1 September 2005, of guaranteed planning, preparation and assessment (PPA) time for teachers. This second phase includes:

a. “pure” FMiS workshops;

b. “applied” FMiS workshops to help schools manage the key challenges of guaranteed PPA time and, where appropriate, falling rolls; 

c. financial management master-classes for local authority staff; and
d. consultancy for those schools that need additional support over and above the workshops.

171. To date, over 1,000 workshops have been scheduled for nearly 18,000 schools and 32,000 delegates. The workshops have been subject to robust quality assurance that has focused on ensuring that there has been a clear and consistent promotion of key messages and that schools are made fully aware of the resources and support provided in implementing guaranteed PPA time, with clear next steps.  We welcome the great commitment shown by local authorities to the programme: over 100 authorities have delivered the workshops themselves, without central support; and over 900 local authority officers have been trained to deliver the workshops themselves.  

Financial benchmarking

 

172. A major mechanism for improving school efficiency is financial benchmarking.  The DfES, in collaboration with the Audit Commission and OFSTED, has established a Schools Financial Benchmarking website, which is pre-populated with Consistent Financial Reporting data from schools. The website, found at www.teachernet.gov.uk/schoolfinance, enables schools to compare their expenditure levels with other similar schools.  Consequently, it plays an essential role in maintaining and continuously improving school performance.

173. Financial benchmarking helps to raise school efficiency by the use of the information available to them on the website, to compare expenditure patterns and identify other schools that are achieving the same level of attainment, but using fewer resources; or a higher level of attainment with the same resources.  They can use the patterns of expenditure from these good practice comparator schools to challenge the way their resources are being used.
174. Financial benchmarking helps schools to:

a. focus on how best to use resources to allow for enhanced learning for pupils;

b. plan and manage their budgets better;

c. identify areas for improvement and set targets for improvement;

d. achieve best value – quality versus cost;
e. improve the effectiveness of spending in order to improve performance;

f. deliver educational services to a defined standard; and

g. learn from other schools.
175. Guidance on making the most of the benchmarking website can be found at the Value for Money website at www.dfes.gov.uk/vfm.

The Financial Management Standard and Toolkit

 

176. The Financial Management Standard and Toolkit (FMS&T), developed by the DfES and Institute of Public Finance (IPF) and now available to all schools at www.teachernet.gov.uk/schoolfinance, is intended to help schools in evaluating the quality of their financial management, and in training staff to become better financial managers. Consequently, schools will be able to manage their resources more efficiently, leading to an improvement in value for money. The toolkit includes:

a. a clear and consistent standard for financial management which schools can aim to achieve, providing a meaningful benchmark to encourage self-improvement;
b. a guide to all significant existing sources of advice on what constitutes good financial management, so that schools can more easily access the guidance/help they need;
c. guides to good practice in respect of aspects of financial management not already covered by existing guidance;
d. a self-evaluation tool to help schools to identify their current strengths and weaknesses and prioritise action for improvement; and
e. an external evaluation tool to help those schools that wish to seek an external and independent assessment.

177. Although the standard is currently voluntary, it is a useful tool for reassuring governors, headteachers, finance committees, local authorities and OFSTED that steps are in place to ensure sound financial management. However, we would appreciate views on whether the standard should become a mandatory requirement, possibly just for secondary schools in the first instance.  This would provide reassurance that public funds entrusted to schools are being used appropriately and efficiently.  We would also welcome views on how the FMS&T could be further improved.
178. Many schools have requested that there should be a formal arrangement for the external assessment of schools against this standard, to provide formal, visible recognition that they meet the standard. We allowed for this within the FMS&T, but we wanted to let the standard settle in before implementing this facility. We now suggest that schools that want external assessment might be able to receive it from April 2005.  We are currently consulting on this
, with a closing date of 22 February 2005.
The Efficiency Review – implications for schools
179. Achieving greater efficiency across the whole of the public sector is an essential part of the government’s continuous drive for improved public service delivery and better services for citizens. The Spending Review 2004 builds on existing best practice and sets a target for efficiency gains across government of 2.5% per annum.  For DfES this implies delivery of at least £4.3 billion of efficiencies and productivity improvements by 2007-08.

180. Efficiency in schools is about helping them make the most of their resources, not about cutting expenditure.  Any financial savings a school makes as a result of efficiency gains can be retained by that school for further investment in improving school standards in line with the school’s own plans.

181. DfES will be responsible for measuring school efficiency gains in accordance with the DfES efficiency technical note
, and feeding them into the Office of the Deputy Prime Minister’s overall efficiency target for local government, as well as into the Department’s overall target for the education service.  

182. Most school efficiency gains are therefore to be achieved within existing delivery programmes, and schools will deliver the efficiency targets through delivering these existing programmes effectively.  There will be no requirement for schools to meet individual efficiency targets or to measure their progress – this will be done centrally, for the most part using existing data.  The following is a summary of the delivery programmes through which efficiency gains will be realised.

School funding programme
183. Efficiency gains will be sought through two areas, both of which are covered elsewhere in this chapter:

a. improving financial management in schools and benchmarking; and

b. LEA and Schools sector recurrent procurement, details of which are set out in paragraphs 195 to 203.

Building Schools for the Future (BSF)
184. Savings will be sought on capital procurement, particularly through the establishment of Partnerships for Schools and the aggregation of demand through Building Schools for the Future, but also more widely across the whole field of construction and maintenance.

185. BSF is aimed at delivering efficiencies through streamlining the procurement, construction and management process.  The main areas of focus will be:

a. procurement and contract standardisation;

b. removal of repeated bidding (for public and private sectors);

c. estate rationalisation;
d. construction efficiencies through strategic partnering, driving economies of scale from long term volume;

e. off-site and modular construction; and 
f. lifecycle costing and Facilities Management efficiencies.
186. Ongoing support and commitment from local authorities and schools will ensure that we all contribute towards achieving the efficiency targets.  Partnerships for Schools, and our other BSF partners such as the Commission for Architecture and the Built Environment (CABE) and the Public Private Partnerships Programme (4Ps), are working alongside the BSF authorities to provide a consistency of approach and support to ensure the opportunities are maximised.

Workforce Reform

187. This includes school workforce remodelling, which is an integral part of the wider schools’ productive time agenda.  The key elements are: 

a. roll-out of a national change programme to influence how schools deploy their staff to best effect, including in implementing the phased changes to the teachers’ contract;

b. additional investment in support staff and the creation of a new tier of more highly skilled support staff;

c. quantitative and qualitative changes in how teachers actually spend their time.

188. The Workforce Agreement Monitoring Group (the signatories to the National Agreement) and the National Remodelling Team (NRT) will together continue to have a key role to play. The NRT will offer guidance, advice and practical material on how to implement the reform agenda, and, working through its network of regional and local advisers, will offer specific support and advice to individual schools.
ICT in schools
189. ICT provides a range of opportunities for greater efficiency:

a. time saved for teachers through accessing curriculum materials on line, the use of interactive whiteboards and the ability to save and amend lesson plans and activity for future use;
b. time saved for teachers by greater sharing of resources both within school and between schools;
c. use of content and tools which enables computer based marking and formative feedback to pupils;
d. improved asset management through effective management systems; and
e. improved student and teaching management through effective use of management systems linked to curriculum systems.
190. Strategic developments in this area - soon to be published as an e-strategy – will identify such efficiencies and ensure for example, the development of appropriate technical standards so that there is easier and more effective procurement of hardware and content, reducing burdens on schools and enabling greater sharing of materials.

191. Local authorities will have a key role in promoting more effective use of ICT tools and advising schools on issues such as interoperability and procurement.  We will be able to provide more detail on these efficiencies and local authorities’ role in helping us deliver them following the publication of the e-strategy.

New Relationship with Schools (NRwS)
192. The New Relationship with Schools will put schools in the driving seat of reform with better and more focused support from the Department.  Its aim is to strip away clutter and bureaucracy in schools and align national and local priorities. It will act as a platform to enable more effective release of resources to and across the front line in the education system.

193. The introduction of an improved data collection system, streamlined and more user friendly communications and a School Improvement Partner (SIP), acting as a conduit between central government, local authorities and schools, will give schools greater freedoms and autonomy. This will release greater local initiative and energy in schools, helping them to raise educational standards.

194. Local authorities are essential partners in making the New Relationship happen and trials are currently taking place with a number of local authorities across the country.

Local authority and schools sector recurrent procurement
195. We believe that savings can be made for schools and local authorities through better procurement of goods and services. The savings made can be spent in other ways by schools and local authorities, as they see fit, to improve standards and services. The Department is establishing a Centre for Procurement Performance (CPP) to work with its delivery partners, including the nine Regional Centres of Procurement Excellence (RCoPE) being funded by the Office of the Deputy Prime Minister.

196. The CPP is a new unit established to identify and encourage the adoption of better procurement across all parts of the education system, with the aim of ensuring that a greater proportion of funding is redirected to frontline service delivery. The CPP has a national focus and will work in partnership with all sectors of the education, skills and children and families system to promote the advantages and benefits of more cost-effective procurement arrangements.

197. The CPP is being established to:

a. gather up-to-date, reliable intelligence on the best procurement deals throughout the education system;

b. share this intelligence within and across education sectors, and assist all stakeholders to take advantage of these deals;

c. promote the adoption of improved and more cost-effective purchasing arrangements at all levels, to achieve best value for funds spent;

d. negotiate and facilitate greater economies of scale in procurement across the education system, informed by the collective needs of stakeholders as they procure goods and services;
e. join up procurement demand across the system and across each sector, in order to maximise purchasing power (“aggregating demand”); and

f. encourage, in all matters of procurement, the most effective use of funding in the education system.
198. The key initial role of the CPP will be to identify elements of school and local authority procurement that could take advantage of economies of scale or otherwise be improved. Initial fieldwork indicates that at least the following areas of expenditure may be worth examination: 

a. school insurance – a feasibility study has been commissioned to identify areas of opportunity to reduce the cost of school insurance; 

b. school meals. Work is in development on model catering contracts and guidance on monitoring to ensure that schools achieve value for money from their catering service and meet healthy eating objectives;
c. school curriculum materials. It may be worthwhile looking into potential savings for books and other curriculum materials; 

d. school transport.  We need to work with local authorities to integrate the school transport system into other services to enable savings across services;
e. teacher and supply teacher recruitment. We need to roll out a change programme to influence how new contract requirements are met; in particular, through taking advantage of more flexible contracts and better deployment, monitoring, performance management and training and development; and
f. a range of common services across the system as a whole such as utilities, cleaning and grounds maintenance.  Many LEAs have agreed terms for these with providers/contractors. 

199. The key to the CPP’s supporting and facilitating role will be the relationships developed with partners in the local government world.  There will be considerable advantages for schools’ procurement, achieved through the CPP’s partnering role with the RCoPEs, other procurement partners and purchasing consortium:  those bodies will have cross-system intelligence on the best procurement deals available and will maintain a strong negotiation and facilitation role in assisting schools to achieve better value deals.  

200. Since approaches will also be dependant on the local market, specific models of operation between the CPP, the RCoPE, the local authority and schools within local boundaries, will be tailored to suit the needs of purchasers locally.

201. Additionally there may be scope to improve the actual process of school procurement through the use of e-procurement to secure greater value for money from goods and services. A number of local authorities have systems to facilitate this and we are working with the National e-Procurement Project, sponsored by the Office of the Deputy Prime Minister, to look at how schools can make more effective use of e-procurement.

202. The CPP will have a concrete focus – to deliver the best opportunities for savings rather than simple best procurement practice. It will not issue orders and instructions to budget holders, but will facilitate and encourage better procurement by purchasers across the system, by showing them the benefits to be gained from adopting new procurement methods, collaborating and sharing the best purchasing opportunities, and identifying the best opportunities provided by existing purchasing arrangements and consortia.

203. Local authorities will therefore have a crucial brokering role to play – identifying best practice and opportunities, and offering them to the CPP for dissemination, and offering opportunities provided by the CPP to schools. There may also be opportunities to get involved in, or benefit from, projects run by the CPP to establish better opportunities in areas identified as potential areas of improvement.

	CONSULTATION QUESTIONS

Question 32
· Do you think that the Financial Management Standard should become compulsory? (Paragraphs 176 and 177)

Question 33
·  How could the Financial Management Standard and Toolkit and Schools Financial Benchmarking website be improved for users? (Paragraphs 176 and 177)
Question 34
· What sort of procurement deals and arrangements would be most suitable for schools? (Paragraphs 195 to 203)
Question 35
· In what other ways can schools become more productive and efficient in the use of their resources? 


CHAPTER 7: NEXT STEPS AND FURTHER INFORMATION
How to respond to this consultation 

204. The consultation response form is available at www.dfes.gov.uk/consultations/.  You can complete this on-line, or download it and post it to us.  Copies of the form are also enclosed with printed copies of this consultation document and the separate summary document. 

· If you are responding on-line, select the “Respond on-line” option at the beginning of the consultation webpage:  www.dfes.gov.uk/consultations/.

· If you prefer you can 

· send your completed response form to:

Department for Education and Skills

Consultation Unit

Area 2A

Castle View House

East Lane

Runcorn

Cheshire WA7 2GJ

· fax it to: 01928 794248

· e-mail it to:

SchoolFunding.Consultation@dfes.gsi.gov.uk
205. The closing date for the consultation is 13 May 2005. 

Publication of results
206. An analysis of the responses to the consultation will be placed on the DfES website in summer 2005.  

How to order copies of the consultation document
207. If you would like a printed copy of this consultation document, the summary, or the response form, they can be downloaded from www.dfes.gov.uk/consultations/.  
208. Alternatively, printed copies of either document and the response form may be requested by e-mail from dfes@prolog.uk.com or by telephone on 0845 602 2260.
If you have any questions about the proposals or would like to know more
209. If you would like to ask us about any aspect of the proposed funding arrangements, please e-mail the School Funding Team at Schoolfunding.Questions@dfes.gsi.gov.uk, or call us on 020 7925 6706.  You can also visit the school funding area on TeacherNet where we will keep a list of Frequently Asked Questions up to date and post any additional information that becomes available during the consultation period.   The address is www.teachernet.gov.uk/management/schoolfunding/.

After the consultation
210. We will continue to work on the detail of the proposals with our partners, taking into account the views expressed in the consultation.  Ministers expect to announce final decisions on the key issues over the summer, in light of the responses to the consultation, in time for the first allocations of Dedicated Schools Grant to be made in autumn 2005.
Annex A

EXPLANATION OF THE CURRENT SCHOOLS FSS FORMULA
The Schools Formula Spending Share formula

Introduction

2003-04 saw the introduction of Formula Spending Shares, replacing the old Standard Spending Assessments. Formula Spending Shares (FSS) are used to reflect the differing circumstances and needs of local authorities. 
The structure of the education funding system

Education Formula Spending is divided into two blocks: one for schools, or pupil provision, and one for local education authorities (LEAs).  The schools block covers expenditure on direct educational provision for pupils, whether in an LEA’s schools or elsewhere, covering the same definition as the Schools Budget. The blocks are distributed via separate distribution formulae for schools and LEAs.  Within the schools block there are 4 main sub-blocks covering (i) under 5s, (ii) primary, (iii) secondary and (iv) high-cost pupils. Within the LEA block there are two sub-blocks: one for Youth and Community provision and one for LEA central functions. Each sub-block has its own distribution formula. There are two further notional blocks: a schools damping block and an LEA damping block, used to ensure that each authority receives a minimum per pupil increase in Schools FSS and a minimum cash increase in LEA FSS over the previous year.

The Schools Formula Spending Share

The formulae for distributing the under 5s, primary and secondary sub-blocks all have a similar structure: a basic entitlement per pupil plus top-ups for significant deprivation and for areas where it costs more to recruit and retain staff. The formula for distributing the primary sub-block also has an addition for sparsity of population, to reflect the higher cost of maintaining small schools in sparse areas.

Top-up for deprivation

The top-up for deprivation (Additional Educational Need, or AEN) has three elements:

cost – the amount that each AEN pupil attracts; 
incidence – an estimate of the number of pupils with AEN in each authority; and 
a threshold – which specifies a proportion of AEN pupils below which it would be over-exact to make a distinction between authorities.
Following extensive research, the indicators chosen to reflect the incidence of AEN in schools were: children in families in receipt of Income Support or Working Families Tax Credit (WFTC), for social needs; and English as an Additional Language (EAL) for language learning needs.  For the secondary sub-block ethnicity is substituted for EAL, reflecting the lower achievement and high social need of some ethnic groups (including English-speaking groups).  The measures of Income Support, WFTC and EAL or ethnicity are combined to produce an AEN index which gives an estimate of the proportion of AEN pupils in each authority.

In setting the funding to be directed to each AEN pupil, the EFS formula covers met needs (an estimate of the resources the schools currently devote to supporting pupils with AEN), and half of the unmet needs (an estimate of the additional resources schools felt were needed, but were unable to provide).

The AEN index is subject to a threshold, since all authorities are assumed to have a certain proportion of AEN pupils.  The level of this threshold is set at the AEN value for the 10th authority from the bottom.

Top-up for area costs

EFS continues to compensate for the cost of salaries in the general labour market in high cost areas as the best way of reflecting the costs of recruitment and retention affecting schools and local authorities in certain parts of the country.

The basic entitlement

For the purpose of the calculation the basic entitlement is derived by calculating the amount of funding available after funding AEN and area cost enhancements and dividing this by the number of pupils. However, Ministers carefully considered the funding available for the various top-ups alongside the impact they had on the basic entitlement when taking decisions. 

High Cost Pupils

The high cost pupils sub-block delivers additional funding for pupils with high levels of need, such as pupils in special schools, Pupil Referral Units, and those with statements of special educational need – in total around 4% of the pupil population. The proportion of high cost pupils in each local authority is estimated using the population of children aged 3 to 15, weighted by Income Support and low birth weight.  

A full explanation of the formula and details of its development can be found on the DfES website at www.dfes.gov.uk/efsg.

Annex B

PUPIL NUMBER UPDATES WITH A SINGLE PUPIL COUNT AT JANUARY
	Funding Period
	Apr 06 to 

Aug 06
	Sep 06 to 

Mar 07
	Apr 07 to 

Aug 07
	Sep 07 to 

Mar 08
	Apr 08 to

Aug 08
	Sep 08 to 

Mar 09
	Apr 09 to 

Aug 09
	Sep 09 to 

Mar 10
	Apr 10 to

Aug 10

	Pupil Numbers
	Jan 06
	Jan 07
	Jan 07
	Jan 08
	Jan 08
	Jan 09
	Jan 09
	Jan 10
	Jan 10

	Announced
	Nov 05
	Nov 05
	Nov 05
	Nov 05
	Nov 05
	Nov 06
	Nov 06
	Nov 06
	Nov 06

	Updated
	Apr 06
	Apr 07
	Apr 07
	Apr 08
	Apr 08
	Apr 09
	Apr 09
	Apr 10
	Apr 10

	No of Months
	5
	7
	5
	7
	5
	7
	5
	7
	5

	Funding Level
	Level 1
	Level 2
	Level 2
	Level 3
	Level 3
	Level 4
	Level 4
	Level 5
	Level 5

	
	FY 2006-07
	FY 2007-08
	FY 2008-09
	FY 2009-10
	FY 2010-11

	
	
	AY 2006-07
	AY 2007-08
	AY 2008-09
	AY 2009-10


This basis would imply the following timeline for announcements and adjustments of DSG:

· In November 2005, we announce DSG for April to August 2006 and AYs 2006/07 and 2007/08. This covers FYs 2006-07, 2007-08 and part of 2008-09.

· In April 2006, or shortly after, we could finalise DSG for April to August 2006.  That would establish the pattern for later years. Finalising would mean determining the final budget using the actual pupil numbers.
· In November 2006, following SR 2006 announcement in the summer, we announce DSG for AYs 2008/09 and 2009/10. This covers the remainder of FY 2008-09, 2009-10 and part of 2010-11.
· In April 2007, or shortly after, we finalise DSG for AY 2006/07.
· In April 2008, or shortly after, we finalise DSG for AY 2007/08.

Annex C
LSC FUNDING OF SCHOOL SIXTH FORMS
211. The Learning and Skills Council funds sixth forms in schools.  It allocates funds for each school sixth form, and passes them to the local authority for inclusion in the school’s budget share.  This process is regulated under the Financing of Maintained Schools Regulations.  

212. The LSC’s system notifies schools in December of their allocations for the following academic year.  The allocation is based on rates for sixth form pupil numbers and for qualifications. It is adjusted upwards on the basis of individual school data for disadvantage, upwards or downwards for retention and downwards for achievement.
213. The allocations are subsequently adjusted upwards or downwards to reflect actual pupil numbers on roll in the September of the academic year to which they relate.  Upwards adjustments are given within the same financial year; downward adjustments are delayed until the following financial year.  

214. Schools with sixth forms currently have a Real Terms Guarantee (RTG) given by Ministers.  This preserves their 2000-01 baseline funding - uprated annually for inflation and adjusted for changes in sixth form pupil numbers - as their minimum funding. In 2005/06, over four-fifths of schools with a sixth form had a higher funding allocation under the LSC formula than would be implied by the RTG.
215. Over 2004-06, the LSC aligned its funding system with the Secretary of State’s Minimum Funding Guarantee for schools - increasing its funding rates for school sixth forms by the same percentage as the guarantee gives secondary schools – whilst maintaining a coherent funding system across the whole post-16 sector.  

216. The LSC already agrees indicative plans and budgets for years 2 and 3 of a three year period for FE colleges.  It has also recently introduced an annual Business Cycle, designed to cover the range of its planning and funding in a single, coherent, non- bureaucratic process.  

217. The LSC will be aiming to adjust its funding system for school sixth forms, so that it: 

a. is sensibly aligned with local authority arrangements for three year budgets for schools;

b. continues to be consistent and coherent with planning and funding arrangements across the post-16 sector as it reviews its funding system for Further Education colleges;
c. integrates schools more fully into the Success for All strategy to build the infrastructure needed to deliver post 16 education;
d. minimises the audit burden on schools;
e. contributes to the development of planning, funding and delivery mechanisms to drive forward 14-19 reform; and
f. is brought within the LSC’s Business Cycle.
 Annex D
Aim of Deprivation Review:  from ‘Improving Life Chances for poor children’ (Child Poverty Review, 2004, paragraph 5.36)

A review of the way in which [school funding] formulae operate will commence this year. It will assess whether schools in deprived areas are treated equitably and whether they are putting extra resources to the best possible use. It will develop options for reform. The review will seek to identify the most effective ways to spend resources targeted at deprivation to help children in the bottom income quintile catch up, particularly in primary school, and share best practice. This will reflect the importance that the Government attaches to directing funding towards deprivation, but will need also to recognise the priority of maintaining stability and predictability in schools funding. It will help ensure that allocations at individual school level reflect more accurately the degree of challenge the school faces, with more progressive funding enabling schools to meet the higher costs of educating children from disadvantaged backgrounds, who may have lower prior attainment, poor home learning environments and face other challenging circumstances.

Annex E
Specific grants in the new grants structure from 2006-07 to 2007-08

	
	School Grants
	Amalgamated Single Grant
	School Targeted Grants
	Continuing Separate Grants

	1
	School Development Grant
	√
	
	 

	3
	Ethnic Minority Achievement  (EMAG)
	 
	 
	√

	4
	Advanced Skills Teachers  (ASTs)
	√
	
	

	6
	Teachers’ Pay Reform Grant
	To be transferred to the DSG

	7
	Targeted Support for 

Primary Strategy 
	
	√
	 

	7b
	Primary Strategy: Networks, Behaviour, MFL and Foundation Stage subjects 
	
	√
	 

	8
	Targeted Support for Key Stage 3
	
	√
	 

	9
	Leadership Incentive Grant
	(i)
	 
	 

	10
	Targeted Improvement Grant 
	
	√
	 

	11
	Beacon Schools
	n/a
	n/a
	n/a

	12
	Leading Edge
	√
	
	 

	13
	Specialist Schools 
	√
	
	 

	14
	Training Schools
	√
	
	 

	15
	Extended Schools
	 
	
	√

	16
	Federations
	 
	
	√

	17
	Gifted and Talented Children
	√
	
	 

	18
	Excellence in Cities (EiC) and Excellence Clusters 
	√
	
	 

	19
	Targeted Behaviour and Improvement  Programme  (EiC)   
	√
	
	 

	20
	Aimhigher  
	 
	
	√

	21
	Fresh Start and New Partnerships
	 
	√
	

	40
	Enterprise Learning 
	√
	
	 

	
	Total programme for 2005-06
(£ million, including matched funding)
	1,600
	250
	250


Notes:

A detailed description of the three grant types can be found at paragraphs 152 to 155.
(i) Leadership Incentive Grant is a three year programme ending in March 2006.  We will continue to offer extra support to the most vulnerable schools through the amalgamated grant.

	 
	Local Authority Grants
	Amalgamated Single Grant
	School Targeted Grants
	Continuing Separate Grants

	22
	Primary Strategy: Central Coordination
	
	
	√

	23
	Key Stage 3 Strategy: Central Coordination
	
	
	√

	24
	Key Stage 3 Behaviour and Attendance: Central                  Coordination
	
	
	√

	25
	LEA Support for Workforce Remodelling
	
	
	√

	26
	Music Services
	
	
	√

	27
	Education Health Partnerships
	
	
	√

	28
	Vulnerable Children
	
	
	√

	29
	Investigation and Referral Support Co-ordinators
	
	
	√

	30
	Playing for Success
	
	
	√

	39
	School Travel Advisers Pilot/Pathfinder Projects
	
	
	√

	
	Total programme for 2005-06
(£ million, including matched funding)
	
	
	350


Summary





This chapter discusses two aspects of the financial framework under which school funding currently operates: the Spending Review cycle; and the accounting requirements for the Department, local authorities and schools.  It discusses the proposal that the Department could offer funding information to local authorities for an additional five months, in the same way that the Learning and Skills Council currently does for school sixth forms, to bridge  the gap between the financial year information from the Spending Review and academic year budgets.  It proposes that schools be given budget information on both academic and financial year bases, through a series of 5 and 7 month funding periods, with one annual increase in funding at September.  It seeks views on the benefits to schools of accounting on an academic as well as a financial year basis.





Summary





This chapter discusses the flow of funding from DfES to local authorities through the Dedicated Schools Grant.  It sets out the important role local authorities will play in the new system.  It proposes that the DSG will cover the same provision as the existing Schools Formula Spending Shares, and that the formula for allocation should be largely unchanged. It suggests that three year allocations could be set by fixing the unit of resource and allowing pupil numbers to be updated. It discusses how the transition to DSG will be managed:  both so that schools in those authorities that have historically spent above Schools FSS are not disadvantaged; and so that the transfer of grant out of general local government funding does not have an adverse impact on other services.





Summary





This chapter sets out how local authorities could distribute funding to their schools on a three year basis. It confirms that certain features of the current system will need to be put onto a three year basis:  the Minimum Funding Guarantee; the split in the Schools Budget between centrally retained expenditure and the Individual Schools Budget; and planned formula changes.  It discusses whether local authorities should offer three year budgets to schools based on the same principle as set out in Chapter 3: a pre-determined unit of resource; and updates for changing pupil numbers.  It then considers whether data other than pupil numbers should also be updated, and how this would affect the degree of certainty for school budgets in years 2 and 3.  It also discusses action local authorities could take when we transfer Teachers’ Pay Grants into the Dedicated Schools Grant from 2006-07.





Summary





This chapter discusses the place of specific grants within the new funding model, and in the context of the New Relationship with Schools agenda of reducing burdens and sharpening accountability. It discusses how the Standards Fund and the School Standards Grant might be brought together into a single funding stream. For the short term it proposes merging the existing Standards Fund grants for schools into one grant, and moving the distribution of the School Standards Grant towards a fairer basis.  It also proposes to abolish matched funding for the Standards Fund from 2006, through a transfer from DSG. For the longer term, from 2008, it proposes a Single Standards Grant, including a further consultation on how both Standards Fund and School Standards Grant might be distributed through a single formula including an amount per school, plus an amount per pupil, with a weighting for relative deprivation.  





Summary





This chapter discusses the importance of strategic financial management and planning in schools, a key factor in improving value for money.  It summarises recent developments: Consistent Financial Reporting; the Financial Management in Schools programme; financial benchmarking; and the Financial Management Standard and Toolkit.  It discusses the implications for schools of the Efficiency Review, which for schools means helping them to make the most of their resources – any efficiency gains will be retained by schools for further investment in frontline services.  It discusses the programmes through which efficiency gains for schools will be achieved, and in particular the role financial benchmarking and better procurement will play.



































































































































� The Dedicated Schools Budget will include the whole of the Dedicated Schools Grant, any local resources that the local authority decides to add to it, and funding received from the Learning and Skills Council (LSC)  for sixth form provision.  In legal terms this is the Schools Budget: this definition will remain in the new system and we have used it throughout this document.  The proposals in this document relate to three year budgets for funding delivered through the Dedicated Schools Grant only:  the LSC are, in parallel with this consultation, considering how they could implement three year budgets for sixth form funding.


� ODPM: Three year Revenue and Capital Settlements, December 2004.


� See www.everychildmatters.gov.uk


� The full announcement on schools’ capital funding may be found at: 


� HYPERLINK "http://www.teachernet.gov.uk/management/resourcesfinanceandbuilding/funding/capitalinvestment/news/" ��www.teachernet.gov.uk/management/resourcesfinanceandbuilding/funding/capitalinvestment/news/�


� DfES: Five Year Strategy for Children and Learners, Chapter 4, paragraph 12.


� As stated in Office for National Statistics guidance document M23 on the classification of organisations for National Accounts Purposes.


� Eurostat is the body that governs European Union economic statistics.


� Although as noted in paragraph � REF _Ref96260916 \r \h ��17�, the first allocation would be for two years, since 2006-07 is the intervening year of a three year Spending Review period.


�   Details of the development of the proposals can be found on the DfES website at (� HYPERLINK "http://www.dfes.gov.uk/efsg" ��www.dfes.gov.uk/efsg�)


� Available at 


http://www.hm-treasury.gov.uk/spending_review/spend_sr04/spend_sr04_index.cfm


� Except the Ethnic Minority Achievement Grant, and small time-limited pathfinder/pilot programmes.


� The consultation can be found at � HYPERLINK "http://www.dfes.gov.uk/consultations" ��http://www.dfes.gov.uk/consultations�.


� On the DfES website at � HYPERLINK "http://www.dfes.gov.uk/publications/pdf/dfesetn.pdf" ��www.dfes.gov.uk/publications/pdf/dfesetn.pdf�.
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