1
-2-


	
	ITEM No 5



REPORT of the Director of Customer and Support services to

The Budget and Audit Scrutiny Committee



4th May 2005  


TITLE :
Education Funding 2006   


RECOMMENDATIONS :

1. That members approve the draft response to the governments consultation on proposed changes to Education funding from April 2006. 


EXECUTIVE SUMMARY :

1.This report analyses the proposed changes to education funding and provides suggested responses to the 35 consultation questions


BACKGROUND DOCUMENTS : 

(Available for public inspection)


CONTACT OFFICER :

Robert McIntyre 778 0196


WARD(S) TO WHICH REPORT RELATE(S)

City-Wide


KEY COUNCIL POLICIES


Background  

1. Following the school funding issues during 2003 the government announced that it would be looking at future funding arrangements for schools. A consultation paper on school funding from April 2006 was issued in March. This consultation asks 35 questions and has a closing date of 13th May 2005. These proposals could have a fundamental effect on the future funding of schools in Salford and the rest of the City Councils budget. The Salford schools forum was consulted on these proposed changes on 12th April 2005. The detailed consultation questions together with the suggested answers from the schools forum are attached at appendix 1 with the main effects summarised in this report. 

Replacement of FSS

1. The Schools FSS is to be replaced by a dedicated schools grant from April 2006, local authorities will have to spend this grant on those services encapsulated within the “schools budget “although local authorities will have the ability to enhance the grant from their own resources. The Local Authority will continue to receive an allocation through FSS for it’s central responsibilities and community and youth. 

1.1 It is proposed to use the same approach to distribute the Dedicated Schools Grant as is currently used for Schools Formula Spending Shares (FSS), which DSG will replace. The changes to Education funding will not therefore deal with any funding inequalities, which exist within the current FSS system. It is proposed that no authority will receive less funding per pupil than its current level of spending plus an annual inflation increase. The current level of funding per pupil will be based on the 2005/06 section 52 schools block (appendix 2 provides details of the schools block). In future there will be no need for local authorities to complete a passporting statement as money cannot be vired out of this grant, but local authorities will be able to supplement it. The annual increase will be subject to floors and ceilings which will reduce (in relative terms) the funding for schools in local authorities which have funded them above FSS and increase it for those that have been funded below FSS. An example of the floor and ceiling mechanism is provided in appendix 3 

1.2 The DSG will be subject to an external audit although the nature of this audit has not yet been determined; it is likely that this audit requirement will result in additional costs. There is no such condition placed on the allocation of FSS, even the passporting regime does not require Local Authorities to spend FSS on schools. No decision has been taken by central government over the responsibility for under/overspending of the DSG. At this stage it is proposed that local authorities will carry forward any variances and will need to discuss with their schools forum a strategy for their treatment. Local authorities will not be able to use grant underspends for other purposes but conversely any grant overspend will have to be charged against future years grant allocations. 

1.3 As part of teachers terms and conditions they can apply for additional salary payments when they pass through a quality threshold. Schools and local authorities reclaim these payments through the teachers pay threshold grant.  This consultation proposes that the teachers pay threshold grant will be merged into the dedicated schools grant. The government is aware that this will   cause funding issues with winners and losers and are looking for suggestions on how to minimise this turbulence from the local authorities.

1.4 It is proposed that the Dedicated Schools Grant will be based on more up to date pupil data with the possibility of Mid year adjustments, this may have the potential to cause instability in service funding /budget management. It is not clear what pupil data will be used for the residual local authority functions funded through FSS but under current arrangements the ODPM does not have a mechanism to claw back FSS. It is likely therefore that pupil data from different dates will be used for funding DSG and FSS.

Effects on the Schools budget

1.It is proposed to give schools budgets for a three year period, aligned to both the academic and financial years, which are more responsive to pupil number changes. The use of more up to date pupil number data will have an adverse effect on Salford. Whilst schools in Salford are funded through the local formula on more recent pupil data (than used in the FSS) the removal of FSS time-lagged data will impact on the total amount of resource available for distribution to schools.  

1.1 It is proposed to give 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. This proposal is in some ways not that far from current practice and is dependant on the accuracy of price and pay predictions to be of most benefit. These budgets will be based on the most up to date pupil number data but will be subject to change based on pupil number fluctuations. Where this proposal varies from the FSS funding methodology is that it means funding for services will be subject to mid year changes and potential claw back which in turn could result in budget uncertainty. 

1.2 It is proposed that decisions at local level on changes to the school funding formula should be taken before the calculation of three-year budgets, though planned changes can be implemented during the three-year period. It is proposed that in exceptional circumstances that the schools forum could agree formula changes during this period. It is important that the local schools forum has the power to agree changes to the formula at any point otherwise this proposal could lead to formula’s being frozen for three years. If formula’s are frozen there will be stepped increases when changes are implemented and local decision makers will not be able to react to local changes. The government is also considering fixing the formula factor values for three years subject to normal inflation; this proposal appears to be excessive and does not allow local flexibility. 

1.3The government is proposing the continuation of a Minimum Funding Guarantee at school level, but specified in future on a three-year basis. The consultation questions seek to clarify the level at which this guarantee should be provided. Salfords schools forum strongly believes that any future minimum formula guarantee is set at a level to cover inflation This issue will have implications for formula reviews and could have the potential to thwart the workings of the schools forum. The proposal also has the possibility of reinforcing current funding inequalities. The current minimum guarantee is based on the individual school budgets from 2003/04 adjusted for pupil numbers and some schools are receiving a higher level of funding than they would be allocated by the funding formula.

1.4 The government is suggesting that schools will have two financial closedowns per year one at financial year-end and one at academic year end. It is suggested by the government that the additional work and costs are marginal (approx £300-360 per school) and are outweighed by the advantages. There will be the possibility of confusion arising as a result of this proposal.

Proposed changes to Standards fund and standards grants 

1.The proposed changes to these two grants are less well thought out and will be implemented over the next two years. Most of the existing standards fund grants will be merged into one new amalgamated grant. It is proposed that this allocation will be based on existing funding levels with an inflationary increase. This process has already commenced in 2004-05 with the merger of a number of standards fund grants into the school development grant and has resulted in a number of anomalies. 

1.1It is proposed that there will no linger be a requirement on local authorities to provide match funding for some of the standards fund grants, this revenue requirement will be top sliced from the schools development grant at national level. Local Authorities will be restricted in their ability to centrally hold standards fund allocations. This process has already started with the school development grant the rules of this grant limit the local authority centrally retained proportion to the previous years cash amount. The School Standards Grant will be moved towards a lump sum plus per pupil allocation, with suitable damping arrangements in place to ensure stability.

1.2The School Standards grant will continue to move towards a lump sum per school plus an amount per pupil, with suitable (yet to be defined) damping arrangements to ensure stability. 

1.3From 2008 the two grants will be merged through the introduction of a Single Standards Grant, to be allocated on a three-year basis, by means of a formula which the DfES will consult on nearer the time. At this stage the DfES are proposing that the formula will have a lump sum per school, an amount per pupil and an allocation for deprivation. Whilst these sounds fine in principal it is the detail of the amounts and factors which will be important. This proposal could cause significant winners and losers both between local authorities and within local authorities.

1.4The DFES will continue to pay some smaller grants that deliver tailored support that is not possible through a formulaic approach.
Conclusions 

1. The proposed changes have the potential to cause turbulence as they are introduced and although the proposals for transitional arrangements are welcomed, it is likely that schools in Salford may be funded less favourably once the changes are fully implemented.

2. Some of these proposals do not yet have sufficient detail in order for the City Council to comment appropriately and may have the impact of creating financial winners and losers. As these proposals are further developed it will be important to keep members and schools fully briefed.


