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Executive summary

Following revisions to the funding arrangements for
schools by the Government in the 2003/04 financial
year and concerns that these new arrangements may
exacerbate the unfair aspects of the present system,
creating significant "losers', the Local Govemment
Association (LGA) commissioned the National
Foundation for Educational Research (NFER) to conduct
a study on the impact of these changes.

Key findings

Findings relating to recent changes to the school funding
system included the following.

» The advantages of the new funding arrangements
were mainly felt at school level, since they provided
stability and transparency for schools, as well as
increased school control.

¢ However, school and local authority staff felt that
the new arrangements perpetuated inequities
between local authorities and between schaols. They
also indicated that school funding continued to be
complex and uncertain.

* In contrast to the school level, the new
arrangements were reported to have taken control
and flexibility away from local authorities, making
responding to local needs difficult and leaving little
incentive for local decision making. It was suggested
that councils may also be less inclined to contribute
to education funding as a result.

s The new arrangements were also reported to have
put pressure on central local authority services and
led to a reduction in expertise and service quality.

» Varying impacts on individual schoals were reported,
adding further evidence 1o the fact that, when
funding arrangements are adjusted, there are always
some perceived winners and losers.

* In the main, the impact on individual schocls
appeared to be neither authority nor sector specific,
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although there was a suggestion from local
authority staff in three authorities that secondary
schools had been more negatively affected and
primary headteachers in two different authorities felt
that primary schools had been the main losers.

* Avariety of factors were considered influential in
whether schools had ‘won’ or ‘lost’ financially as a
result of the new arrangements, including the
operation of the minimum funding guarantee and
the floors and ceilings, as well as the merging of the
Standards Fund money into the main allocation.
Other factors, such as local authority decisions
regarding the use of 'the headroom', increasing staff
costs and changing rolls were also cited.

¢ Equal numbers of interviewees reported that the
budget was sufficient or insufficient for delivery of the
curriculum, atthcugh the latter were more vociferous.
Again, a variety of factors were felt to have been
respansible: uncontrollable costs, inherently poor local
authority funding and the workforce reform amongst
them. Poor funding was felt to have impacted
negatively on staffing, the curriculum, the school
environment and pupil support.

Findings relating to the allocation of funding to schools
included the following.

+ Key cancems about the allocation of funding to
schools centred on the passporting arrangements
(pressure on central services and the delegation of
real costs of provision), the minimum funding
guarantee (perverse allocation and eventual return to
the local formula) and the merging of the Standards
Fund into the general allocation (difficulty assessing
whether this equates to previous funding and the
need for matched funding).

+ The disproportionate amount of funding allocated to
the primary or secondary sector as a result of the
new arrangements was also highlighted. Whether
primary schools or secondary schools were 'winners’
or 'losers' as a result of the new arrangements
appeared to be local authority dependent.



Interviewee perceptions of the impact of the new
arrangements on the discretionary elements in
the local authority formula also appeared to be
tocal authority specific. interviewees reiterated
views expressed by respondents in the survey
that the major discretionary elements in local
authority formulae were still relevant because
they reflected the needs of schools.

Key issues concerning the discretionary elements
in the formula centred mainly around: whether
the funding delegated for special educational
needs (SEN) was based on actual costs; pockets
of significant deprivation that were not picked up
by funding indicators; the disproportionate
amount of funding allocated to deprived areas;
the use of free school meals {FSM) as an
assessment of need and the subsidising of small
schools at the expense of [arger ones.

A specific advantage of the local authority formula
within the new arrangements, from a school
perspective in particular, was the financial
protection this gave schools. A specific
disadvantage, identified more from a local
authcrity perspective, was the inability to adjust
the local formula to address local needs and school
inequittes.

Findings relating to relationships with schools included
the following.

Interviewee apinions were almost equally divided
as to the impact of the Schools Forum on
relationships between the local authority and
schools, although mare interviewees thought it had
had a positive impact compared to those who
thought it had no influence or reported a negative
impact.

The majority of interviewees who believed that
the relationship had improved attributed this to
improved transparency, improved
communication, effective leadership and
appropriate representation and support, Where
interviewees believed that it had had a negative
effect, this was mainly attributed to
inappropriate representation; inadequate
financial knowledge; increased scrutiny of
financial matters and concerns that it had
become 'a talking shop'.

The majority of interviewees believed that the
revised arrangements had had a minimal effect on
the relationship between the local authority and
schools.

Where the impact of the revised arrangements had
been positive, this was mainly because the local
autharity was viewed as providing much needed
support to schools and school staff appreciated the
efforts made to address the situation. The new
arrangements were also reported to have
encouraged dialogue and communication and to
have necessitated a closer exploration and
understanding of schools® individual positions by
the local authority.

Deterioration of relationships was attributed to the
initial reaction of schools to their budgets or
schools being in financial difficulty. Others
suggested that the revised funding arrangements
had distanced authorities from schools.

Of those in receipt of transitional support, the
majority spoke negatively of its impact, despite the
obvious financial benefits it provided. It was
criticised for failing to solve the underlying problem
and for being minimal in comparison to school
deficits or general budget allocation, There was also
a belief that transitional support was a
fundamentally flawed way to tackle the funding
problem and that it was divisive and caused friction
between schools.

A positive impact was reported where the grant had
been seen as of considerable benefit to schools in
avoiding redundancies and protecting the
curriculum. Closer examination of school financial
situations was also valued.

Almost three times as many interviewees described
the way in which the grant had been allocated as
unfair compared to those who described it as fair.
Many believed that it had rewarded financial
mismanagement.

Interviewees who perceived the allocation as fair
provided fewer justifications for their opinions.
Some trusted in their local authority to allocate the
funds fairly and others felt reassured that the
Schools Ferum would hold the authority
accountable for its allocation mechanism.
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Findings relating to monitoring of school budgets
included the following.

Where monitoring mechanisms were described as
ineffective, most typically, they were perceived to be
too ‘light touch’ and lacking in rigour. Mixed
messages from government and inaccurate
reporting by schools were also considered
influential.

Where monitoring mechanisms were considered
effective, high levels of local authority support and
high quality staffing at local authority level were
provided. Monitaring was also deemed effective
where it encouraged school staff to keep a check on
their budgets and where electronic monitoring was
implemented.

Mast interviewees were satisfied with the frequency
of budget monitoring. Monthly monitoring allowed
the prompt detection of problems and was
preferred for particularly large budgets. Termly
monitoring demanded less work, whilst quarterly
monitoring was said to aid financial forecasting.

The majority of interviewees considered the
mechanisms for monitoring schools in deficit to be
effective. Effectiveness was associated with a
supportive approach and skilled personnel within
the local authority, whilst ineffectiveness was
associated with limits to local authority
intervention, the provision of inaccurate information
by schools and the need for increased support.

Electranic systems were viewed as being particularly
effective for budget monitoring, although the
relationship between local authority and school
staff and the availability of high quality finance staff
were also considered particularly effective. The use
of budget plans and predictions and the availability
of a buy-back bursar or peripatetic bursar service
from the local authority were also cited.

Financial management training for governors and
other school persannel was recognised as beneficial
as it was thought to raise awareness and levels of
understanding of financial matters within the
school. It was also thought to enable schoal
governors to ask pertinent and challenging
questions in relation to the school budget and to
reinforce their role in financial issues.

viil school funding: what next?

Findings abaut future developments included the
following.

Suggestions for medifications to the funding
system, i.e. the integration of funding streams, the
funding of clusters of schools and greater local
autonamy, each received more positive than
negative responses. However, both advantages and
disadvantages of each were highlighted.

In the main, the funding pressures identified by
interviewees reflected those first raised by local
authority respondents in the survey phase {i.e. the
warkforce reform, teachers’ pay issues and
changing school rolls), suggesting that these were
concerns for schools as well as lacal authorities.
However, the pressures associated with school
infrastructure and with having insufficient funding
emerged more frequently in this phase, whilst SEN
appeared to be predominantly a concern of local
authorities,

The mair cancerns regarding the workforce reform
were based not only an the perceptian that there
was insufficient funding for implementation, but also
that employment of non-teaching staff would have
implications for the quality of education pupils
received.

Local authority concerns about SEN focused on the
uncontrollable need for provision, whilst school
concerns centred on SEN delegation, the main
worry being that the amount delegated would not
equate to real costs.

Whilst there were commonaiities amengst school
and local authority staff about the desired future
funding arrangements, their priorities differed.

Above all, school interviewees wanted funding
certainty, together with long-term budget ptanning,
to enable them to forward plan and utilise their
budget to effect and with maximum efficiency. They
also wanted greater funding equality amongst
schools, greater transparency and more school
autanomy.

The priorities of local authority interviewees, on the
other hand, centred more on local discretion,
together with the flexibility to address local needs
and the integration of funding streams.



s local authority staff also called for a gradual
phasing out of the interim funding arrangements. In
contrast, the request for stability, increased funding
and, in a few cases, increased delegation or
passporting to schools suggested that school staff
might welcome continuation of some aspects of the
new arrangements {e.g. the minimum funding
guarantee}. This may, however, be at odds with their
request for greater equity between schools, since
local authority staff indicated that, with the
minimum funding guarantee in place, they may be
powerless to address any inequities that exist,

» The idea of a national funding system was mooted
to ensure that school autonomy, independence and
flexibility were achieved.

Conclusion/recommendations

Whilst the new arrangements have provided greater
financial certainty and financial control for schools, they
are perceived to have reduced local authority discretion
and their flexibility to cater for local needs. As a result,
inequities between schools may be difficult to address
and councils may be less willing to contribute local
funding to schools. Furthermore, the findings suggest
that the new arrangements fail to address fundamental
underlying discrepancies in basic funding for local
authorities. Given the limited financial management

skills in some schools, the role of local authorities in
monitoring schoo finances would appear to remain
crucial and they may benefit from the sharing of good
practice in this area. The following recommendations
would therefore seem appropriate.

* The Government may wish to consider a more
fundamental review of the funding system and how
this impacts on different local authorities, in
particular, the way additional funding is allocated for
social deprivation.

* |t may also be important for the Government to
reconsider the continuation of the funding
arrangements in their current form as a way of
providing increased certainty and control for schools.

¢ Since the role of local authorities in overseeing
schools' financial management and accountability is
a crucial one, this role may need to be reinforced
and the powers available reiterated.

* Local authorities may wish to consider the ways in
which they might benefit from liaison with other
authorities and the sharing of good practice.

¢ |t may be worthwhile examining in greater depth the
training and expertise of school financial managers,
since this may be vital in ensuring effective financial
management at schoal level.

school funding: what next? ix






1 Introduction

Following revisions to the funding arrangements for
schools by the Government in the 2003/4 financial year
and concerns that these new arrangements may
exacerbate the unfair aspects of the present system,
creating significant "losers’, the LGA commissioned the
NFER to conduct a study on the impact of these
changes.

1.1 Aims

The aims of the research were:

* to identify local authority and school perceptions of
the main issues in relation to school funding and
the revised funding arrangements

* o identify different funding models within local
authorities and establish the associated challenges
and benefits

* 1o identify perceived examples of good financial
systems for monitoring school budgets

* o examine the impact of budget setting and
finance issues on the relationship between local
autharities and schools and between the local
authorities, schools and Schools Forums

* 10 explore perceptions of the anticipated future
impact of the recently introduced workforce reforms

*» to identify local authority and school perceptions of
future funding pressures and their financiai plans
for the next two years.

1.2 Methodology

There were two phases to the research. In phase one, a
postal questionnaire was sent to all Chief Education
Officers (CEQs) in England. The findings from this phase
of the research were presented in an interim report
published in Qctober 2004 (Atkinson et a/, 2004). This
is available free on the NFER website,

|
|
|
|

Phase two involved case-study work in eight local
authorities selected from those wha indicated that they
would be willing to be involved on their guestionnaire.
They were selected to provide a representative sample
in terms of 'floor’, 'ceiling' and 'middle' band
authorities and of Comprehensive Performance
Assessment (CPA} scores, as well as in terms of types
and different sizes of local authorities (full sample
information is provided in the Appendix). In these local
authorities interviews were conducted with key
stakeholders, including:

* (EOs

* local authority school finance staff
* headteachers

* school governors

» school finance support staff

Chairs of Schools Forums.

The breakdown of interviewees is shown in Table 1.1,
Qverall this shows that a total of 90 interviews were

conducted.

Table 1.1 Interviewees in the case-study
phase

Local authority staff No. School staff No.

Chief education 9 Headteachers 28

officers/directors

Finance/resource 7 Finance/administration 25

managers staff fbursars

Chairs of Schools Forum 7 School governors 14

Total 23 Total 67

schoo! funding: what next? 1



1.3 The structure of the report
The structure of the report follows closely the sections
that were covered in both the questionnaires and the
case-study interviews and aligns closely with the
structure of the interim report;

* recent changes to the school funding system

+ allocation of funding to schools

e relationships with schools

2 school funding: what next?

» monitoring of school budgets
o future developments.

This is followed by the concluding comments and
recommendations. Finally, summaries of four of the
case-study local authorities are presented in order to
fllustrate the individual circumstances of local
authorities and those of the schools within them.
The findings from phase one, where relevant, are
reiterated at the beginning of each section
throughout.



2 Recent changes to the school funding system

This section of the report describes interviewees'
overall reactions to the recent changes to the school
funding system. It begins by considering interviewees'
perceptions of the advantages and disadvantages of
the revised arrangements, which are detailed in
sections 2.1 and 2.2 respectively. It then moves on to
focus attention on their views on the impact on central
services (section 2.3) and on the impact on individual
schools (section 2.4),

2.1 Advantages of the revised
funding arrangements

Interviewees were asked what they thought the
advantages of the revised funding arrangements were
overall. Thirteen out of 90 interviewees (all but one
school staff} from across the eight case-study
authorities, stated that there were no advantages to the
current arrangements. Overall, case-study interviewees
agreed with survey respandents in that, in both cases,
two of the most frequently cited advantages of the new
funding arrangements were the greater stability and
transparency for schools. Given the greater number of
school interviewees in the case-study phase, it is
perhaps not surprising that increased school control was
the next most commonly cited advantage, whilst only
rated fifth by survey respondents (who focused on
carrying out national policy and easier decision making
for the local authority). Thus, case-study comments
centred on stability, transparency and increased
school control.

2.1.1 Stability

The most frequently identified advantage of the new
funding arrangements, highlighted by local authority
and schaol representatives from all of the eight local
authorities, was the stability afforded for schools by the
minimum funding guarantee.

Local authority staff stated that the level at which the
Government expected local authorities to fund schools
had been made explicit and there was a guarantee
that the money would be available, 'whereas

previously we would only have been able to give one
year's guarantee' {assistant chief education officer).
One of the local authority finance staff acknowledged
that, without the guarantee, the local authority may
not have put so much money into the school's block
(although this may have had a detrimental impact on
other local authority services). It was reported that
there was an assurance that next year primary schools
would get five per cent and secondary schools would
get four per cent and they would no longer have to
wait until March for their budgets. Some added that,
together with local authority formula protection, this
provided 'comprehensive protection’ for schools and
‘a cushion' for a number of schools. According to one
assistant director, this had restored headteachers'
confidence in the funding system and had enabled the
local authority to make formula changes that might
otherwise have been opposed. However, some local
authority staff felt stability had been achieved at the
expense of the ability to target resources to need and
had resulted in the overriding of the local formula
which had been the agreed basis on which schools
would be funded (see section 2.2.4 on
disadvantages).

Scheol interviewees welcomed greater stability since
this allowed them to forward plan to a greater extent
and thereby make more effective use of their funding.

All we want to know is how much money we are
getting for the next year, or longer, so that we can
effectively plan the educational needs of the school and
every aspect of that, staffing etc. ... There is more
certainty now and it is clear how much is available.
{secondary school goverrior)

| think that the idea of being able to guarantee the
funding three years ahead certainly helps schools in
being able to plan ahead in terms of knowing where
you're going and what you're trying to achieve in
terms of the fearning because, if you're not careful,
the whole thing gets wrapped around money and
somewhere in amongst it, the actual need to learn
¢an be lost.

{primary headteacher)

school funding: what next? 3



2.1.2 Transparency

The second most frequently identified advantage of the
new arrangements was the transparency and clarity that
had resutted. Typical comments included: 'We don't
have a problem in identifying where everything is
coming from and what we can use and what we can't
use.’; 'l just look straight in the bock and it will say
straight away how we are funded and what we have to
achieve to get any funding in that area.’; ‘People know
what everyone's getting.' However, one headteacher
made the point that it was the amount of money which
counted, rather than transparency: 'You are
transparently not getting the money.'

Transparency was sometimes attributed to repercussions
from the crisis of 2003 or to the almost total passporting
of funds to schools, whilst others thought the Schocls
Forum had been instrumental in ensuring transparency.

What [the 2003 crisis] did do was sharpen the focus
and magnify the inspection of the money, including
local authorities, so it is clearer as a result ... It also
gave a shaiper focus to the discrepancies between
different autharities in their global budget, which did
not help, but gave schools increased understanding.
{primary headteacher)

[The authority] /s very open with heads and with the
heads’ committees about how much money is coming
to us and how much isn't, so, from the passporting
point of view, if there isn't the money, then we know
there isn't the money and we're not worried about the
fact that a lot has been hidden somewhere.

(secondary headteacher)

[The new system] is providing a lot more darity,
especially when the money is coming down to the LEA
already subdivided into blocks, so there’s more dlarity
when it comes down to the Schools Farum as to which
money should be spent in each of the blocks ... We can
see how the big pot is spiit up.

{secondary bursar)

Alongside this, interviewees feit there was a better
understanding of the way in which funding was
allocated. However, this was sometimes attributed to
individual {ocal authorities. One assistant director, for
example, felt that the authority had worked very hard
ta explain the new arrangements to headteachers and
chairs of governors;
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We feel that schools in [the authority] do understand
how the formula works and where their money
comes from, which gives them the confidence to
project for future years.

(assistant director)

In addition to the increased transparency for schools,
some local authority staff noted that the Government
itself was more open about the funding received by
different authorities and they were therefore in a better
position fo compare themselves with other authorities:
'So we know where we stand and how we compare to
every other authority in the country' (Director of
Education). This director felt that anything which
enhanced transparency was good 'because that
encourages trust. There is not an idea that there is
money hidden away and so on'.

2.1.3 Increased school control

Twenty-three interviewees (nearly half from the primary
sector) felt that an advantage of the new funding
airangements was the increased control for schools.

A number of school staff referred to greater choice and
flexibility in the use of their budget. They stated that
there was more money coming through to schools and
‘schools are being able to work through what they
wanted to do for quite a long time'. They felt that this
flexibility was important because of changing needs and
that it facilitated creativity.

If money is withheld or retained for services or
functions, then clearly { might have concerns as to
whether they are of any use to me. So, | welcome
anything that will allow us to have access to funding
that we can then use and we can select what we do
.. Qur systems are in place to make intelligent
spending decisions.

{secondary headteacher)

[ don't like ring-fenced funding because | feel this
school in particular, is quite an unusual school in [the
focal authority] and | don't think there’s a lot of
understanding of the needs of a school that's so
different from other people’s. So, | think it is good if it’s
Jjust one pot of money that you can dip into.

(primary headteacher)

Increased school control was partly attributed to the
increasing amount of money which was delegated to



schools and also to the removal of ring fencing of the
Standards Fund. Many school interviewees advocated
wholeheartedly the principle of delegation: 'I'm all for
funding coming directly into schools and delegating
anything and everything’ (primary headteacher).

However, not all interviewees agreed. According to one
primary headteacher, it was not always he!pfuil for
primary schools because of the small amounts of money
involved and the necessity to buy back services from the
local authority: 'l actually think that the local authority
could actually do more with it if they kept the funding'
{primary headteacher}.

In some low funded authorities, increased passporting
was reported to be necessary because of the low level
of funding received from the Government. In such
instances, the maney added to the pot by local
government was considerad vital: "It is that added
money that makes the difference between something
that works and something that doesn't’ (secondary
headteacher). Others pointed out that headteachers had
to be trusted to use the money wisely and that schools
needed the necessary financial and ieadership skills to
manage the budget {financial management training is
discussed further in section 5.5).

Some local authority staff also felt that extra delegation
to schools was a gaed thing and that schools should
have control over how they spend their money rather
than this being imposed by a central body. However,
they still believed that the local authority had a role in
controlling the finances of schools.

2.2 Disadvantages of the revised
funding arrangements

Interviewees were asked what they thought the
disadvantages of the revised funding arrangement were
overall. Ten of the 90 interviewees (eight from the
primary sector) felt there were no disadvantages to the
current arrangements. In the survey, from a local
authority perspective, the inability to reflect local needs
was cited as the main disadvantage of the new
arrangements. In the case-study phase, where school
interviewees waere in the majority, inequity was cited as
the most burning issue. However, interestingly, inequity
between local authorities was more often referred to
than inequity between schools, Again, perhaps not
surprisingly, given the school focus of the interviewee

sample, reduced lacal autherity control did not feature
as highly as a disadvantage as it had in the survey.
Instead, further disadvantages for schools were
highlighted. The main disadvantages highlighted in the
case-study phase centred on inequity, complexity,
uncertainty and reduced focal authority control,

2.2.1 Inequity

Inequity was an issue across all eight local autherities
and among all types of interviewee. Issues concerning
both local authority and school inequities were raised,
although concerns about local authority inequities
seemed to predominate. Although it was sometimes
acknowledged that this had been a tong-term problem,
the new funding arrangements were felt to have brought
this issue to the fore. One interviewee perspective was
that the new arrangements did not address the
fundamental issue:

! don't think it will help to resolve the major problem
that we have, which is trying to make sure that schools
are all similarly funded because, at the moment, we've
got a huge disparity between those schools that appear
to be able to stack up significant reserves, indefensible
reserves and those that are constantly cutting back.
{director of education)

Both local authority and school representatives made
comparisons between their situation and those of other
authorities or schools in other authorities. An assistant
CEQ, for example, stated that they could operate 24
more primary schools on the extra money received by a
neighbouring, simlar, authority. Similarly, a secondary
school principal noted that his school would be
significantly better off if it were located in the
neighbouring authority.

Discrepancies between inner city and rural areas were
particularly noted, with many interviewees stating that
most of the money went to the inner cities: 'We are not
starting from a level playing field' (primary
headteacher). This headteacher wanted the global sum
to local authorities weighted to redress this imbalance.
The minimumn funding guarantee was blamed for
reinforcing such discrepancies and not addressing the
fundamental issues: ‘The minimum funding guarantee is
maintaining the differential between the not so well off
and the local authorities that are well off.’ {primary
headteacher); *Schools have got less than they would
have got because they are protecting schools on the
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minimum funding guarantee. That's not fair.' (local
authority head of finance). An assistant director feit that
the perpetuation of anomalies from previcus years was
the greatest concern: "When things are tight ... as you
dampen, you might make permanent a school's relative
disadvantage from the previous year.' The principal
accountant with another local authority commented
similarly: 'If there is a structural imbalance in the
formula and you've got something like the minimum
funding guarantee in place, you've got a problem,
because you can't give to some schools without taking
away from others.’

An assistant CEO made the point that transitional
funding arrangements, although designed to protect
schools with deficits, also perpetuated local authority
inequities by allocating money according to the annual
increase in funding, resulting in some high funded
authorities receiving pratection.

There are some authorities that receive protection at a
level that is more than the deficits they had for schools,
which does not seem right. We had schools with
deficits but got no protection because our annual
increase in funding per pupil was at the level the
Government had anticipated because we had been
capped at that level,

(assistant CEQ}

A secondary school principal, similarly aggrieved about
transitional support, stated that, although the autharity
received support, the school had missed out because
they had saved up a surplus, which he felt was unfair,

Schaol inequity, whilst raised universally as a
disadvantage across all the eight case-study authorities,
was highlighted mainly by local autharity staff and,
where school representatives commented, by those in
the primary sector. According to local authority staff,
some schools had been protected by the minimum
funding guarantee ‘at a wholly unrealistic level of
funding'. In addition, they stated that they were unable
to redistribute surpluses that had been built up by
schools through the local farmula, since the money was
retained by schools.

Others talked about inequities between primary and
secondary schools. A local authority finance manager, for
example, stated that, in order to fund the guarantee in
primary schools, they had had to put significantly more
money into primary than secondary schools, yet the
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secondary schools had larger deficits. Similarly, a director
stated that they had huge surpluses in primary schools,
bt could not address the imbalance between the sectors
or between large and small schools because ‘we were
mindful of the four per cent quarantee'. Primary school
staff who commented, perhaps inevitably, thought that
funding had been allocated in favour of secondary
schools; 'l feel it actually discriminates towards secondary
schoois at the expense of primary schools.’

According to one secondary headteacher, the problem
with inequities between local authorities and schools
would be solved by having a national funding formula;
"The problem is that each authority is trying to work its
own system instead of a national system.'

2.2.2 Complexity

The comptexity of the revised funding arrangemenis
was also a disadvantage raised across the authorities
and at both local authority and schoal level. Typical
school comments included: 'It's compiicated, peaple
don't understand it’; °It's all so comple, it needs to be
made simpler'. Particular problems with the complexity
were reported by school governors, for example; 'If you
want o interrogate the information to find out where
you can make savings etc., this can be difficult’; ‘The
sheer complexity of it means that, as a governor, you
really have to trust what you are told.’ The complexity
of the new arrangements had clearly led to difficulties
for schools in interpreting how they had received their
funds. ''ve had the formula explained to me but I've
never really seen the whole workings and it seems too
complex just to be presented in a simple way so that
people can understand it' {secondary governar).

Increased complexity meant that schools had to ensure
they had staff who understood the funding
arrangements. 'It's placed even greater importance on
having a business manager and staff who have got the
ability to interpret the rules ... My staff have to he far
more astute to ensure that we claim all the maoney that
we're eligible for’ {secondary headteacher).

However, the majority of interviewees who referred to
this came from two particular authorities and this may
therefore be linked to the availability of effective
financial management training in these local
authorities. A few interviewees talked about the
associated problem of the extra time required for
financial management.



The number of different funding streams entering schools
was felt to be complicated and this was exacerbated by
changes that were often made to them at short notice.
Typical comments from secondary school staff included,
for example: ‘There were 58 letters of change about
funding last year'; ‘Last year we had 85 additions to that
budget as the year unfolded ... There are far too many
adjustments’. According to one headteacher, the
complexity meant that a lot of time was spent trying to
work out what's gone and what's been disguised 'so you
can actually preserve pieces of work that are still being
done’. A few secondary staff referred specifically to
problems with Learning and Skills Council funding:
"Yau're getting two streams of funding based on different
measures and it's a nightmare to try and monitor.'

Local authority staff comments indicated that they
thought the new amrangements had added a huge
amount of complexity due to the mix of minimum
funding quarantee and the local formula: ‘A number of
schools raised the fact that they could not work out
what they had got because it was such a mishmash of
minimum funding guarantee, local formula etc.' {local
authority head of finance).

However, scme interviewees reccgnised the existing
tension between complexity and fairness, which they
described as a difficult batance: 'To be fair means that it
sometimes has to be quite complex and understanding
that is a challenge ... | think that there is a balance to
be struck' (secondary govemnar).

2.2.3 Uncertainty

Despite the fact that many interviewees felt the new
arrangements had improved stability (see section 2.1 on
advantages}, a further disadvantage highlighted by
interviewees was that funding was still significantiy
uncertain and this prevented them from effectively
planning ahead. Uncertainty was highlighted at both
school and local authority level.

Uncertainty about future funding was partly attributed to
lack of advanced knowledge of pupil numbers, Although
moving to three-year planning was considered beneficial,
interviewees felt that it remained difficult to predict
income: "When you can't predict what your income is
going to be, you've got a problem.”'

The different pots of money coming into schools at
different times of the year was also problematic because

of the significant changes that could occur: ‘The
difference between April 1st last year and the end of the
financial year was £800,000 out of a total budget of
£7.5 million’ {secondary headteacher). School staff found
it difficult to see how the school could run a proper
budget under such circumstances. This uncertainty was
said 10 be a key factor in maintaining schoof surpluses;
‘We deliberately aimed for a surplus because we had no
idea what the following year would bring ... You can't
plan year on year. No company would run like this, they
would be bankrupt’ {secondary headteacher). A further
implication of this uncertainty was the need to make
last-minute decisions, as highlighted by one secondary
bursar: 'Last year we had to make some drastic decisions
on staffing very, very late — before the start of the
financial year. It had enormous repercussions for the
school.' The fact that the budget was still received too
late for effective planning was also raised.

Uncertainties for local authorities could also be
prablematic. According to one chair of a Schaals Forum,
for example, it would be helpful for the local authority to
have information eariier (e.g. threshold payments) as
they have to set the council tax on this basis and
sometimes the coundl tax level largely determines the
amount schools received. He noted, for example, that it
can be the levet of council tax that determines whether
the local authority are able to take up Standards Fund
meney because of the need for matched funding.

2.2.4 Reduced authority control

The reduction of local authority control was referenced
less frequently and nearly all of the interviewees who
highlighted this as a disadvantage were local authority
staff. They referred to a number of ways in which they
felt that the control of the local authority had been
reduced as a result of the new arrangements,

It was felt that government insistence that the local
authority passport the money to schools left no incentive
for local decision making. According to one director,
there was also less inclination for the local authority to
contribute money over and above the allocation. The
lack of flexibility to mave money between cantral
services and schools was said to have left many local
authorities with [imited room to manoeuvre. There were
references again to the overriding of the local formula by
the minimum funding guarantee and inability to adjust
the formula: "Anything that is as blunt a tool as a
minimum percentage is never going to be as sensitive as
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something that tries to recognise what the local picture
is like' (assistant director). The inability to redistribute
school surpluses was also mentioned, although this
appeared to be an issue in three particular authorities,
where it was mentioned by more than one interviewee.

2.3 Impact of the revised
arrangements on central
services

When asked about the impact on the local authority's
central services, four interviewees felt that there had
been no impact and 14 interviewees, mainly school staff,
felt unable to comment.

The main impact of the new funding arrangements on
central services, identified largely by local authority
staff, was the increased pressure on central services,
The difficult balance between the funding of central
services and the funding of schools was noted.
interviewees reported that central services were being
‘squeezed’, despite the pressure from schools and
others to improve the quality of services offered.
Where an authority received limited additional
funding, local autharity central support staff were felt
to be under a lot of pressure to provide services to
schools with limited resources: 'The funding
arrangements don‘t give you any room for manoeuvre
on any non-delegated service’ {assistant CEQ); ‘Each
time there are more statutory and corporate priority
pressures than can be afforded by the settlement’
{local authority head of finance). In some authorities,
it was said that some services (e.g. libraries) had had
ta be closed to fund education and, in others, a
number of functions had been taken away from the
local authority that schools would have preferred to
have remained. Furthermore, in some instances, this
had led to a reduction in local authority staff and
significant expertise had been lost, leaving central
services depleted.

In many instances, SEN funding {the main pressure on
the central spend) was reported to be particularly
problematic, since this expenditure was notoriously
difficult to control:

We have got £130 million in schools and only £10 or
£12 million at the centre ... You can have one
placement in a spedal school that can cost the
authority £50,000 to £100,000 a year. If that's an
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increase in your budget at the centre, what the
Government Is saying 1s, 'Yes, you can have that
£50,000 but, because of the gearing, you have got to
put £500,000 into your schools budget.” There's no
logic in it.

(lacal authority rescurces manager)

In two authorities, the central service provision for
excluded pupils was reported to be a particular concern.

Schools reported that they had not bought into some
of the local authority central services because some,
e.g. school improvement, were the first to go when
things were tight. This had inevitable implications for
central local authority services: *You do not need many
schools not to buy back to affect the service'. 'If not all
schools buy back into the LEA, then you get a poorer
standard of service.' This had therefore led to a
reduction in the number and quality of services
available to support schoals.

2.4 [Impact of the revised
funding arrangements on
individual schools

As well as the advantages and disadvantages of the
revised funding arrangements, interviewees were also
asked about the impact on individual schools, In
response to this question, they tended to indicate
whether schools had lost out or had benefited
financially as a result of the revised arrangements. [n
addition, they were encouraged to highlight whether
the funding for schools was sufficient or insufficient for
the delivery of the curriculum.

Interestingly, 18 interviewees {all but one of whom were
school staff}, from across all the authorities, stated that
there had been no noticeable impact on individual
schools, Some of these interviewees made the point,
however, that any increase they had received had been
swallowed up by increased costs and some suggested
that, without the recent changes, they may have been
'in the red'. Others indicated that some schools were
winners and some were losers.

2.4.1 Winners and losers

About equal numbers of interviewees {mainly schoal
staff) said that schools had lost out (17) or gained (13)
as a result of the new arrangements. Local authority staff



comments supported this variation since, of those who
commented, the majority stated that the impact varied
between schools.

Those perceived to have been winners as a result of
the new arrangements represented seven of the eight
authorities and slightly more secondary than primary
schools, suggesting that this was neither authority nor
sector specific. Some suggested there had been a
definite improvement (compared to what they received
in 2003) and this had allowed them to redress deficits.
A variety of factors were considered influential, such as
the minimum funding guarantee and tha return of the
Standards Fund money back into the main budget.
However, concern was also expressed about the
minimum funding guarantee, since this had meant that
schoals with more pupils were ‘propping up' those
with falling rolls. 'Winners' referred to beneficial
decisions made at local authority level, such as the way
in which the headroom in some authorities had been
used to assist all schools (nat just those in financial
difficulties) and the authority's own protection
mechanisms. Concerns for the future, such as the
pressure of the workforce reform (see Chapter 6),
however, were still noted.

Those perceived to have been losers as a result of the
new arrangements represented six authorities and an
equal number of primary and secondary schoals,
suggesting again that this was neither authority nor
sector specific. Although this did not appear to be
reflected in the school comments, local authority staff in
three authorities fekt that secondary schools had been
negatively impacted because of rising rolls (compared to
falling rolis in primary) and significant increases in staff
costs. In contrast, a small nurnber of primary
headteachers from different authorities suggested that
it was primary schools who had mainly lost out due to
the way in which funding was allocated in favour of
secondary schools within the authority (see section
3.1.2 for more detail). 'Losing out' was, however,
attributed to a variety of factors. The minimum funding
guarantee was held responsible for some schools having
to lose money in favour of other schools. The operation
of the floors and ceflings and a change to the formula
allocation for authorities were blamed for significant
local authority losses which had then impacted
markedly on schools. Others blamed a decrease in
Standards Fund money and the introduction of the
clawback system for Learning and Skills Council {LSC)
funding for sixth formers whe fail to complete courses.

Other factors that were felt to be influential were
staffing costs and increasing numbers of pupils
requiring support for complex difficulties. In some
schools, being a 'loser’ repartedly had implications for
staff cuts and class size and had repercussions for
standards, staff development and initiative
development,

I've just had an Ofsted inspection and they praised the
teaching systems, recognised the added value that the
teaching assistants made and I'm going to have to
reduce their hours because ! haven't got the money to
pay for them.

{primary headteacher)

2.4.2 Sufficiency of funding

When local authority survey respondents in phase one
were asked about sufficiency of funding for both
primary and secondary schools, the mean average
response tended slightly towards the negative.
However, when asked about sufficiency of funding in
the case-study interviews, almost equal numbers were
positive and negative. However, of thase who felt that
funding was sufficient, the majority came from three
particular authorities, whereas those who felt that
funding was insufficient were representative of all the
eight authorities {although a farge number were from
one particular authority). Slightly more secondary
schools than primary schools stated that their funding
was sufficient, whereas almost equal numbers of
primary and secondary schools stated that their
funding was insufficient. Typical comments that
illustrated the strength of feeling where budgets were
felt to be insufficient were:

I'm just not getting enough resources. | don't care
where it comes from, how it comes, but I'm not getting
enough and, as I understand it, I'm not gefting it
because somebody else i.

(primary headteacher)

I've ended up with the same sort of budget, give or
take a few pounds, as the disastrous budget of last
year. As far as | am concerned, it's smokes and mirrors,
it's not materialised. Now, whether that is the fault of
local or national [government], / can't say, afl | know is
I haven't got it. Increased dass sizes, lost teaching
posts, the consequent effect on behaviour and
discipline and on staff morale,

(secondary headteacher)

school funding: what next? 9



Many of those who stated that funding was sufficient
noted that it was sufficient at the present time but that
things could change very quickly. Some, for example,
said that funding was presently sufficient because their
pupil numbers were steady or rising, but that this
situation could change quite quickly if they experienced
a drop in pupil numbers, Others noted that they only
had sufficient because they operated with large class
sizes. Many interviewees indicated that there was only
sufficient because they operated "tight' financial
management or they had been "prudent’, 'reined in' and
made savings: "We have cut our cloth according to the
maney that we get.” A few hinted that, if things got any
tighter, the quality of education pupils received would
suffer. One interviewee, involved in providing local
authority support services, suggested that “with
numbers plummeting' school balances were currently on
the increase, because schools were 'setting aside the
cushion to help manage the situation as it unfolds in
the next two years rather than being caught on the hop
and being in considerable difficulties." Some attributed
sufficiency to access to particular monies. One primary
school, for example, was reported to have benefited
from the local authority policy to distribute the
'headroom money' to all schools via the local authority
formula rather than to schoals in financial difficulty.
Schools repartedly benefited from extra funding
received as a result of Beacon or spedialist school
status, whilst others had accessed temporary funding
streams. Others emphasised that they would like to see
mare funding for development and detailed initiatives
they would like to see implemented which were
presently unaffordable (e.g. vocational education).

Interviewees who feft that funding was insufficient
attributed this to a variety of reasons, few directly
associated with the recent changes to the funding
arrangements. Some blamed the knock-on effects of the
shortfall in their budget from 2003. Others focused their
attention on uncontrollable costs {particularly day-to-day
running costs) ar teacher progression and the workforce
reform, which were felt to be placing enormous pressure
on school budgets (see Chapter 6). Furthermore, some
peinted to specific circumstances to do with their school
situation that had led to difficulties. These tended to
centre on building costs and compliance with health and
safety requirements. Sometimes insufficiency was
attributed to local autharity issues, such as the low
funding of secondary compared to primary schools (see
section 3.1.2 for more detail}; being a small unitary
authority and therefore ‘seriously underfunded'
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compared to other autherities; or high transport costs.
Without attracting additional funding and without tight
management or ‘brutal housekeeping', some suggested
that they would be strugaling even more; "We have to
try every single trick in the book to get a penny in',

Insufficient funds had had a number of implications
which touched on many aspects of school life, for
example, staffing, the curriculum, the environment (e.g.
buildings) and the individual support available for pupils.
Interviewees talked frequently about staff cuts, non-
replacement of existing staff; reorganisation of staff; lack
of non-contact time and limited staff development. They
referred to the demands of the curriculum and stated
that departments' budgets were overdrawn. Lack of
funding had had implications for the curriculum offered,
particularly subjects like ICT and design technology,
which required expensive and up-to-date equipment, as
well as preventing curriculum and initiative development
{e.q. vocational education),

Key points

» The advantages of the new funding arrangements
were mainly felt at school level, since they provided
stability and transparency for schools, as well as
increased school control.

However, school and local authority staff felt that the
new arrangements perpetuated inequities between
focal authorities and between schools. They also
indicated that school funding continued to be
complex and uncertain.

* |ncontrast to the school level, the new arrangements
were reported to have taken control and flexibility
away from local authorities, making respending to
focal needs difficult and leaving little incentive for
local dedision making. It was suggested that councils
would be less inclined to contribute to education
funding as a result,

¢ The new arrangements were also reported to have
put pressure on central local authority services and
led to a reduction in expertise and service quality.

* \Varying impacts on individual schools were reported,
adding further evidence to the fact that, when
funding arrangements are adjusted, there are always
some perceived winners and losers.



In the main, the impact on individual schools
appeared to be neither authority nor sector spacific,
although there was a suggestion from local authority
staff in three authorities that secondary schools had
been mare negatively affected and primary
headteachers in two different authorities felt that
primary schools had been the main losers.

A variety of factors were considered influential in
whether schools had "won' or 'lost’ financially as a
result of the new arrangements, including the
operation of the minimum funding quarantee and the
floors and ceilings, as well as the merging of the
Standards Fund money into the main allocation.

Other factors, such as local authority decisions
regarding the use of ‘the headroom', increasing staff
costs and changing rolls were also cited.

Equal numbers of interviewees reported that the
budget was sufficient or insufficient for delivery of
the curriculum, although the latter wera more
vociferous. Again, a variety of factors were felt to
have been responsible: uncontrollable costs,
inherently poor [ocal authority funding and the
workforce reform amongst them. Poor funding was
felt to have impacted negatively on staffing, the
curriculum, the school environment and pupil
support.
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3 Allocation of funding to schools

This chapter focuses on the way in which funding is
allacated to schools. It discusses interviewees'
perceptions of the impact of the new funding
airangements on the way funding is allocated to
schools and then moves on to examine their views of
the impact on the discretionary elements in local
authority allocation formulae. It concludes with their
perceptions of the advantages and disadvantages of
local authority allocation formulae within the revised
funding arrangements.

3.1 Impact on the way funding
is allocated

A number of interviewees (12), many of whom were
school finance staff, felt unable to comment on this
issue. The most frequent response, cited across all but
one authority and amangst focal authority and school
staff, was that the way in which funding was allocated
had not changed. Where interviewees commented, they
stated that the authority had continued to run the
formula in the usual manner, certain interviewees noting
that they then had to reduce the funding for all schools
to ensure that some schools reached the minimum
funding guarantee. Where there was reported to have
been an impact, interviewees' comments centred on, in
rank order: passporting/delegation; the primary/
secondary allocation; the minimum funding
guarantee and the Standards Fund allocation.

3.1.1 Passporting/delegation

A number of issues were raised about the requirement
to delegate or passport the majority of funds to schools.
The impact in one authority, for example, according to a
Schools Forum chair, was that most schools had done
better than the minimum funding guarantee because
half a million pounds had been reallocated out of
central services into schoals.

Both local authority and primary school staff reported
that the requirement to delegate funds had meant that
it had become increasingly difficult for the local
authority to provide central services (see impact on
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central services, section 2.3}. This appeared to be a
particular problem for primary schools: 'If it got to the
point where schools had to buy in individually to those
services, they would be much maore expensive than if
the LEA held that money collectively' (primary
headteacher). School staff also recognised that, as a
result of delegation, the local authority could no longer
transfer money easily between central services and
schools and therefore had less flexibility.

Both primary and secondary school staff, in one
authority in particular and specifically in relation to the
delegation of SEN (see also the discussion regarding
discretionary elements which follows in section 3.2),
were concerned about the amount of delegation to
schools hecause of the associated costs and
responsibilities for their schools.

With that responsibility goes very difficult decisions re
aflocation of staff, which, in the old days, we did not
have to do. That changes relationships within a school,
It is okay delegating money when it actually gives you
more choice and greater control, but when jt is actually
tied up In pre-existing commitments, it does not give
you choice, it does not give you control. That's what |
find quite difficult.

{primary headteacher)

Others felt that it was 'pointless’ to passport o
delegate funding to schools when they simply gave
the money straight back to the local authority.
Accarding to one primary headteacher, their choices
ware limited by the amount of money they received
and the services available: 'l weuld have thought that
99 per cent of primary schools are given money by the
authority and then hand it back to them to buy the
services that the local authority provides.' in contrast,
he felt that secondary schools had more choice since
they were able to run more like businesses because of
the scale of their income. Other primary staff made
similar comments.

To meet the government criteria and percentage, Free
School Meals (FSM)} was delegated to us last year, So
an amount of money comes into our budgets for FSM



and goes straight out again. So they passport money to
us only to take it straight back. ... it merely just provides
a statistic so that someone can say ‘We've delegated
95 per cent to schools so they can make their own
decisions' ... but, in reality, probably 15 per cent of that
is not true delegation in that | haven't really got a
choice as to what I'm going to spend it on because I've
got to spend it on certain things.

(primary headteacher)

3.1.2 Primary/secondary allocation

Other interviewees, when asked about the way funds
were allocated, focused on the disproportionate funding
between primary and secondary schools. Of the ten
school staff who raised this, six were from secondary
schools, in the main from two particular authorities.
Perhaps not surprisingly, secondary responses were that
primary schools received disproportionately more
funding at the expense of secondary schools.

Now we all know that money has got to be pumped
into the primary sector first because, if you don't raise
standards there, we've got no hope at secondary, but
it can't be at the disadvantage io the secondary sector
otherwise standards drop anyway at the other end.
{secondary bursar)

Secondary education is an expensive business. You
need more kids, more skills, more people. We can't
say we're starved of funding but the little extra bits
that fly about now and again seem to end up in
primary schools,

(secondary governor)

In contrast, four primary representatives (from four
different authorities) felt that secondary schools were
financially favoured and, as a consequence, primary
schools were struggling. Whilst it was noted that this
was an ongoing debate, it was also reported to have
become more apparent as a result of the increased
transparency of the new arrangements,

With the figures out on the table, primary schools are
seeing how much secondary schools are getting.
Then, when it comes to the publication of
underspends at the end of the year, then there are
some quite sour feelings from primary schools how
secondary schoofs are carrying hundreds of thousands
across for specific projects.

(primary headteacher)

3.1.3 Minimum funding guarantee

Ten interviewees raised issues about the
implementation of the minimum funding quarantee.
Local authority representatives, as in the survey,
reported that the guarantee had impacted perversely
on the fermula and that some schaols had received
more funding than they would have done through the
local formula, for example: 'That has effectively meant
a net transfer of resources from those that are on the
formula to those that are on minimum funding
guarantee and, as far as ! can see, without a rationale
for the transfer of those resources' {assistant director).
Concern was expressed about what was going to
happen after the two years and the repercussions of
returning to local formula funding because, in some
instances, schools had received amounts 'a long way
away from what they would have got with the
formula’. Continued for a further year, therefore, it was
felt that this was likely to create significant difficulties:
'if they keep the minimum funding guarantee, the
equivalent of "planning bfight", no local formuta
changes can come through'. According to one director,
'One needs & formula that can refiect the needs of
schools in the future rather than one that was stuck at
a peint in time."

A finance manager from a floor authority stated that
the local authority was not able to put any additional
money into the discretionary areas, as requested by
schools, because the minimum funding guarantee took
up 'a large chunk' of the money. He stated that schools
with rising rolls had not benefited from the minimum
funding guarantee, but, if they had had £800,000 to
distribute as they wished, they may have used it to scale
up the age-weighted pupil units (AWPUs) and this
would have meant that schools with rising rolls would
have benefited from extra money: 'We might have made
very different choices had we not had to meet that
requirement’ (local authority finance manager).

3.1.4 Standards Fund allocation

When asked about the impact on the way funding was
allocated, the change to the way in which Standards
Fund was allocated was also raised across six of the
authorities. This centred mainly on the merging of the
Standards Fund into the general allocation, leaving
interviewees unclear whether this equated to the
funding that was previously available. They were
therefore unsure if they had received adequate funding.
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It's trying to unpick what's actually in that funding. ...
The money that was in there for performance
management, the money that was in there for
threshold, I'm not really sure where that is now.
(primary headteacher)

| think the Standards Fund is very poorly explained to
heads in that we keep getting this message that ‘Oh,
it's in your budget” and so it wif say "the Government
has given more for something' and you say 'Well,
where is it?' and they say ‘It's in the budget' and |
don't think that is totally acceptable to heads because
they don't see it as an ftem ... The fact that there used
to be ring-fenced money for NQTs [newly qualified
teachers] and now it's in the budget, it's open to
abuse and I also think that headteachers feel a bit
cheated out of things, even though it may be there,
it's not obvious that it's there.

{primary headteacher)

The probfems posed by having to find matched funding
were also raised by both local authority and schaol staff.

There's often quite a trumpeting of 'Standard Fund
allocations are going up by X' without actually
recognising that that does actually have an impact on
the LEA budget, because funds need to be matched
from that. | think sometimes that is lost, particularly at
schoof level. f think sometimes they forget that there's
a pressure on us to deliver that.

{focal authority head of finance)

In addition, Standards Fund monay, in particular, was
reported 1o be received by schools at different times of
the year, thereby contributing to significant planning
difficulties.

3.2 Impact on the discretionary
elements

Interviewees in the case-study phase were asked about
the impact of the new funding arrangements on the
discretionary elements in their local authority formula.
Twelve of the 90 interviewees, mainly school finance
staft felt unable to comment on this aspect. These
finance staff, by way of explanation, noted that they
worked with the figures they were given and were not
concerned with where the money came from. Eight
interviewees, from four out of the eight authorities,
noted that there had been no change to the
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discretionary elements within their local authority
formulae. Some asserted that the main mechanism for
allocation was through basic per pupi! funding and
therefore there had been no significant change in the
way funding was allocated. Some general points about
the impact of the new arrangements on the
discretionary elements in the formula were made and
these are discussed first before moving on to examine
more specific issues about individual elements.

Nineteen interviewees, including ten school staff, from
all but one of the authorities, reiterated the local
authority survey findings and said that they felt that
the discretionary elements within their local authority's
formula were still relevant, given the revised funding
arrangements. A typical comment came from a local
authority head of finance: 'l would hate it if we ended
up with a fermula that didn't take into account some
of the aspects that we have in our local formula now'.
He added that it wouid be difficult to take these factors
into account if there was a national funding formula.

The number of interviewees who raised comments
about specific elements of the local formula replicated
the rank order of the major discretionary elements
highlighted in the survey phase of the study, in rank
order: SEN, deprivation, small schools and additional
educational needs (AEN}. Thirty-five interviewees, aver
half of whom were from two authorities, referred to
issues concerning SEN. This suggests that the issues
raised may be local authority related. Sixteen
interviewees, including six interviewees from one
authority and three from another, when asked about
the discretionary elements, focused their comments on
social deprivation. These two authorities were reported
to consist of affluent areas with pockets of significant
deprivation which did not show up in the general
statistics that were used as indicators of deprivation to
determine funding. With no external funding, it was
reported that money had to be allocated from the
overall schools budget to address the needs of these
areas. Fourteen interviewees referred to the small
schools factor within their local authority's formufa.
However, 11 out of the 14 interviewees were from two
autharities, again indicating the authority-specific
nature of this issue. In both these authorities, there
were reported to be a large number of small schools.
Finally, 13 interviewees talked about AEN, but again,
11 were from two authorities, suggesting this was an
authority dependent fssue. Thus, overall, examination of
interviewee perceptions of the impact on discretionary



elements revealed the individual nature of the issues in
different local authorities. A summary of the main
issues raised by interviewees about each of these
discretionary elements is shown in Table 3.1.

3.3 Advantages of the allocation
formula

In the survey, nearly half of all local authority
respondents indicated that their allocation formula had

no advantages within the current arrangements, whilst a
quarter felt that it had. In contrast, in the case-study
phase, only nine interviewees said that there were no
advantages. For example, a secondary school governor of
a schoof which, prior to the new arrangements, had
been in special measures, stated that he struggled to see
any advantages of the new system.

At the time the new arrangements came in, a lot
of the old funding streams were lost and things
were changed and, alfegedly, the new funding

Table 3.1 Issues raised by interviewees about individual discretionary elements within the local
authority formula
SEN
Interviewees felt that:

» the funding delegated for SEN was unrealistic and failed to meet actuai costs

*  schools were refuctant to support SEN delegation because of perceived low funding

s increasing delegation of SEN funding discouraged collaboration between schocls

*  the needs of SEN pupils were becorning increasingly complex and, with increasing demands, there was nowhere for schools to go for

additional funding

*  dealing with areas of expenditure pressure in the schools' budget that were not delegated was considered most difficult for local

authorities

»  the way in which SEN funding was calculated was complex.

Deprivation

Interviewees felt that:

*  schaols which received pupils from neighbouring inner city areas failed to receive extra funding for these pupils
* the use of FSM as an indicator for social deprivation was questionable

¢ adisproporticnate amount of money was going to disadvantaged areas

*  meeting the riteria for one fund often ensured receipt of a number of other funds

* targeting areas of deprivation led to other areas being starved of essential funding

+  whether targeting deprivation was the most effective strategy was questionable.

Small schools

Interviewees feit that:

*  small schools received more money as a result of the new funding arrangements
= review of the local authority small school element {e.g. the threshold) was required

+ small school subsidies were top-sticed off other schools' sudgets

* 2 more strategic view ought to be taken about funding for small schools
*  larger schools were sometimes overiooked as a result of the focus on small schools,

AEN

Interviewees felt that:

¢ the new funding arrangements had prompted "intensive debates' about how funding for AEN should be aliocated
* the use of FSM was questionable in relation to the assassment of AEN
= the AEN discretionary element was becoming increasingly important because of the rising number of biack and ethnic mincrity pupils

in some areas

= adisproportionate amount of AEN funding went to deprived areas
*  children with special needs were subsidising those without special needs
¢ whether targeting AEN was the most effective strategy was questionabie.

Source: case-study interviews in phase twe of the NFER study, 2004
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arrangements covered this loss. At the same time, [the
school] came out of special measures and the
additional funding we received for this went and all
these other changes came in. A culmination of all
these changes in funding made a huge difference - a
huge deficit to what we'd expect so it was entirely
negative. | wouldn't say really that there was any
positive in it, to the point weli, why bother to change?

(secondary governor)

fn respense 1o questioning about the advantages of
their local allocation formula, 28 interviewees reiterated
the views previously expressed about increased
transparency and 13 reiterated previous comments on
increased contral and flexibility for schools. These views
were discussed in depth in Chapter 2 (see sections 2.1.2
and 2.1.3). When local authority respondents answered
this question in the survey, they focused mainly on the
fact that the focal allocation formula provided a rational
basis on which to allocate funds to schools. In contrast,
coming more from a school perspective, as well as
transparency and increased school control, case-study
interviewee comments centred on protection for schools,
with only a few commenting that the advantage of their
focaf formula was that it allowed schools to be funded
on a needs basis.

Protection for schools was identified by 13 interviewees,
mainly schoo! staff, from across six authorities, For
example: 'If suddenly a hundred of your pupils left, your
budget would not go below five per cent, so there is
protection there' (secondary headteacher). Interviewees
tafked mainly about the protection for small schools (see
also section 3.2) or those with static or falling rolls.
However, the point was made that, by giving some
schools protection through the minimum funding
guarantee, other schools were losing out: 'if you're going
to put the money in and you're not going to go below a
certain level, the pot is only a certain size. If you protect
them, then someone else s losing' {secondary governor).
It was also suggested that the mix of minimum funding
guarantee protection and local authosity protection may
have resulted in increased complexity and
correspondingly been at the expense of transparency.

If we start doing formula changes, you're protecting
on protecting on protecting and that can diminish the
transparency as a school wants to be funded for the
needs it has, but, if it's got an artificial protection
because of the four per cent and some real
pratections, to say well they were a winner previously,
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they're now going to be a winner, that needs to be
protected. For the formula changes | think it's going to
be fairly complex.

{local authority finance manager)

3.4 Disadvantages of the
allocation formula

Ten interviewees (mainly school finance staff) felt unable
to comment on the disadvantages of their local
allocation formula. A few reiterated that the formula had
not changed. Thirty-three per cent of respondents in the
survey phase stated that they felt that there were no
disadvantages to their current formula, whereas forty per
cent felt that there were some. in comparison, in the
case-study phase, only 12 interviewees said that there
were no disadvantages to the current funding
arrangements. However, seven of these interviewees
were from one authority, suggesting some satisfaction
with the allocation formula in this authority.

In the local authority survey, the most frequently
identified disadvantages, in tank order, were the
dampening effect of the minimum funding guarantee
on the allocation fermula, the loss of local flexibility
and the irrelevance of making adjustmants or revisions
to the formula. Case-study interviewees (mainly school
staff), on the other hand, again reiterated points raised
in the secticn on general disadvantages (see section
2.2 and frequently talked about the issues of
complexity (21 interviewees) and lack of transparency
{20 interviewees). They also talked again about
insufficiency of funding (see section 2.4.2), which was
raised by 14 interviewees. The 18 interviewees who
focused their comments on the inability to make
adjustments to the formula as a result of the new
arrangements were mainly local authority staff.

From a local authority perspective, the inability to
adjust the formula was a concern in three authorities
in particular. In these authorities, plans for formula
review were noted, suggesting that the new
arrangements had impacted more where the elements
in the formula were currently under review. In one
authority, which had inherited their formula from pre-
unitary days, it was recognised that revision had been
required for a number of years. This was reported to
have prevented the authority from addressing widely
acknowledged inequities in funding between local
schaols.



For the last four years, everyone in [the authority] has
recognised that the formula needs to change,
especially for deprivation and SEN and every year
there has been a good reason why they haven't been
able to do this ... That is very frustrating. ... Now |
have an Ofsted report that criticises us for not
reviewing the formufa, yet we were conforming to
DFES advice, which was good advice.

(director of education}

In another authority, the limited room for manoeuvre
resulting from the new arrangements was reported to
militate against adjustments that were necessary to
address the workforce reform: 'Our formula doesn't
allow for non-contract time for primary teachers in the

curriculum maodel but, in secondary, does ... that has to

be corrected as a result of the workforce remodeliing’
(assistant CEQ).

A principal accountant from another authority painted
out that the introduction of the minimum funding
quarantee provided a disincentive for local authorities
to refine their formulae to reflect local needs: 'If they

insist on a minimum funding guarantee, why should we

bother to refine our own formula?' Similarly, an
assistant director in another authority said that the
minimum funding guarantee was 'suppressing interest
on the part of the LEA in doing any work on formulas
as it would be rendered otiose’.

Key points

» Interms of the impact of the new arrangements on
the way funding is allocated to schools, key
concens centred around the passporting
arrangements (pressure on central services and the
delegation of real costs of provision), the minimum

funding guarantee (perverse allocation and eventual

return to the local formula) and the merging of the
Standards Fund into the general allocation (difficulty
assessing whether this equates to previous funding
and the need for matched funding).

The disproportionate amount of funding allocated to
the primary or secondary sector as a result of the
new arrangements was also highlighted. Whether
primary schools or secondary schools were 'winners'
or 'losers' as a result of the new arrangements
appeared to be local authority dependent.

Interviewee perceptions of the impact of the new
arrangements on the discretionary elements in the
local authority formula also appeared to be local
autharity specific. Interviewees reiterated views
expressed by respondents in the survey that the
major discretionary elements in local authority
formulae were still relevant because they reflected
the needs of schools.

A number of issues concerning the discretionary
elements were raised. The key issues centred mainly
around: whether the funding delegated for SEN was
based on actual costs; pockets of significant
deprivation that were not picked up by funding
indicators; the disproportionate amount of funding
allocated to deprived areas; the use of FSM as an
assessment of need and the subsidising of small
schools at the expense of larger ones.

A specific advantage of the local authority formula
within the new arrangements, from a school
perspective in particular, was the financial
protection this gave schools, whilst a specific
disadvantage, identified more from a local
authority perspective, was the inability to adjust
the local formula to address local needs and school
inequities.
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4 Relationships with schools

This chapter focuses on the relationship between the
local authority and individual schools. It examines
whether the introduction of the Schools Forum and the
revised funding arrangements were felt to have affected
this relationship and the particular factors that led to any
change. It also probes whether local authorities and
scheols received any transitional support and its
perceived impact.

4.1 Relationships between local
authorities and schools:
impact of the Schools Forum

Results from the naticnal survey in phase one indicated
that over half of respondents believed that no change
had occurred in the relatienship between the local
authority and schools as a result of the Schools Forum.
Just under a half thought it had improved and only one
per cent thought that the refationship had deteriorated.
Findings from phase two, however, revealed different
perceptions. Just under a third of interviewees believed
that relationships between the local authority and
schools had deteriorated as a result of the Schools
Forum. A third indicated that there had been no
change and just over a third of interviewees believed
that relationships had improved. This finding is most
likely a result of the wider representation in phase twag,
where the opinions of school-leve| staff and wider local
authority representation were included.

Fifteen of the 31 interviewees, who suggested that
there had been no impact as a result of the Schools
Forum, attributed this to the fact that an effective
relationship was already established. In one authority,
for example, a group similar to the Forum aiready
existed and hence the Forum was 'a natural evolution'.
The remaining 16 interviewees were unaware of the
forum, or simply thought that it exerted very littie, or
ng impact upon the relationship between local
authorities and schools. Others citing no change felt
this was because they were ill informed as to its
purpose or iole.
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i have no idea what they do or what they get up to,
They exist, but I've seen nothing about what questions
are answered, or what their decisions are, or why
they've made those decisions.

{primary bursar}

A variety of rationales were proffered as to why the
Schools Forum had a positive impact on relationships
between local authorities and schools. According to
interviewees, this occurred where there had been:

* greater transparency, openness and understanding of
the funding system: 'It's brought things right out into
the open’; 'Nobody is trying to hide things from us'

s improved communication between the local authority
and schools and opportunities for dialogue and
debate

» cffective leadership and appropriate represantation
on the Forum: "We thought it through, we got the
right people involved'

e positive attitudes towards the Forum and it had
received increasing support

¢ a challenging environment, which was perceived 1o
have brought people togather: "We were all working
in adversity and it threw us closer together’

* increasing recognition by schoals of the power that
the Forum had over the local authority

» an apprediation of the opportunities provided for
school-level input into processes, such as policy
review, including the generation and distribution of
budgets

¢ the production of high quality consultation
documents as a result of the forum.

A variety of rationales were also proffered as to why the
Schools Forum had had a negative impact. According
to interviewees, this had been where;



* poor representation on the Forum had fed to limited
needs being considered: 'There have been a few
occasions where the Schoofs Forum has been
perceived ta come to some perverse decisions’

* wider representation from people ‘on the ground’,
such as bursars and business managers, was
advocated

* the Forum was considered too large and 'unwieldy'

» the Forum lacked representatives with sound
financial knowledge: 'Too many different
constituents, numbers of whom don't really
understand the whole'

* iensions were created because funding was coming
under increasing scrutiny and was increasingly
challenged by the Forum

* the Forum was just seen as a 'talking shop' and a
focus for 'a lot of whinging rather than constructive
decision making'.

4.2 Relationships between local
authorities and schools:
impact of the revised
funding arrangements

Resuts from the national survey in phase one indicated
that 80 and 75 per cent of respondents believed that
no change had occurred in the relationship batween
the local authority and schools at secondary and
primary level respectively as a result of the revised
funding arrangements. Respondents were then almost
equally split between those maintaining that the
relationships had improved and those that believed
they had deteriorated. Results from the case-study
interviews were less divided. Forty of the 90
interviewees (less than half} believed that the funding
arrangements had had a minimal impact on
relationships, although over half of these (21
interviewees) attributed this to an effective relationship
established prior to the revised arrangements. Just over
a quarter of interviewees believed that the revised
funding arrangements had had a positive impact and
just under a fifth believed that they had a negative
impact on the relationship between the local authority
and schools. The impact on relationships was described
as being slightly more positive at primary level,

4.2.1 Positive impact

A high proportion of the interviewees spoke positively
of the relationship between the local authority and
schools because of the revised funding arrangements.
The majority of positive comments were from local
authority representatives and headteachers. The main
reason for this improvement was attributed to the fact
that the authority provided much needed support to
schools during the revisions, or that staff in the
schools appreciated all that the authority were doing
to deal with the situation. Where communication was
easy and where 'approachable’ and 'efficient’ staff
were involved, schools and local authorities grew
closer together. For example, a local authority
representative believed that, as the local authority was
open with its schools and highlighted issues early, this
established an enduring level of trust and
strengthened relationships.

1 think that they realised that the LEA were working
their socks off because, afthough headteachers were
really struggfing to get balanced budgets, they would
say I know the LEA are doing everything they can” and
the LEA did do an awiful lot of work. They [the local
authority] gave an awful lot of backup, not just for
helping schools to get balanced budgets, but from a
human resources point of view as well. There was
always the support there and | think the schools, from
that perspective, found the focal authority very, very
supportive,

(primary bursar)

Representatives in all but one of the eight case-study
authorities made similar comments, An increase in
respect and greater awareness of the financial
difficulties experienced at both authority and schoal
level strengthened this further. Recognition that the
difficulties experienced were not caused by the local
authority, but by the Government, also contributed to
this sense of solidarity.

We recognise that it's not the authority that is imposing
the funding arrangements. It comes from central
qovernment ... I think, from the school’s view, we've
seen that both the education authority and the coundi
have been supportive as much as they can be.
{secondary schaol governor)

For some interviewees, the relationship inevitably
improved because any new arrangements were viewed

school funding: what next? 19




as an improvement on 2003, where the situation was
described as 'an unmitigated disaster' as far as
refations between the local authority and headteachers
were concerned. The beginning of 2002/3 was
described as 'an awful time for school funding’ for
local authorities, as well as schools, but mare recently,
since the revised funding armrangements, relationships
had begun to improve.

Five school representatives believed that the new
funding arrangements had encouraged dialogue and
communication with the authority. Interviewees valued
the increase in dialogue and felt assured that they could
talk to the authority, would receive feedback and that
they had been listened to.

As far as relationships go, | would say there is an
openness of dialogue. There is a greater willingness to
Invelve schools ... because the new arrangements have,
in a sense, dictated that there had to be a revision of
how things were discussed.

(secondary headteacher)

Finally, in one authority, the new funding
arrangements had impacted positively upon
relationships as they necessitated a closer exploration
and understanding of schools' individual positions.
Additionally, despite some negative feelings and
frustrations over the revised funding arrangements,
there was a sense amongst some interviewees that
these were unavoidable and a 'no blame' culture had
been established. Because of this, in some cases,
damage to the relationship between schools and
authorities was resisted.

4.2.2 Negative impact

Fourteen interviewees described negative impacts of
the revised funding arrangements on the relationship
between the local authority and schools. When budgets
were announced and received by schools, both local
authority representatives and some school staff
described the relationships with schools as being
‘despairing’. They believed that this subsequently
damaged relationships: 'The first people they kick
against are the local authority’ {chair of Schools
Forum). Perceptions of the impact of the revised
arrangements were considered more likely to be
negative where interviewees lacked an understanding
of the financial situation of the local authority and of
other schools.
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Six interviewees believed that the relationship had
deteriorated, or that it had the potential to, as a direct
impact of the revised funding arrangements, For
example, some interviewees maintained that, when a
school was having difficulties through no fault of its
own, there would nevertheless be some kind of
breakdown in fts relationship with the local authority:

| think that schools, where they've got problems, |
think they feel very much out on their own and,
aithough there's help there from the local authority,
you do feel kind of frustrated that they're giving you a
budget, you can't make it balance, you know. What
are you meant to do?

{primary headteacher)

Other interviewees felt that the revised funding
arrangements had distanced the authority from its
scheols and had therefore limited any potential
relationships developing.

4.3 Relationships between local
authorities and schools:
impact of targeted
Transitional Support Grant

Only three of the eight case-study authorities had
received the targeted Transitional Support Grant and
many interviewees were completely unaware of it, The
majerity of the remaining interviewees (15}, mainly local
autharity representatives and headteachers, spoke
negatively of the impact of the grant upon the
relationships between local authorities and schools. In
contrast, eleven interviewees, the majority local authority
representatives or school finance staff, spoke of its
positive impact on relationships.

4.3.1 Negative impacts

Of the 15 interviewees who described the grant as
having a negative impact on relationships between the
local autharity and schaols, seven believed this was
because it failed to solve schools' underlying problems.
Schools in receipt of the grant and of its associated
financial benefits agreed that it did not actually tackle
the 'real issues’, especially given its temporary status.

The worry we have was that it went in as a one off. The
reason we had it as an authority was that we received
insufficient funding, that was the bottom line. It's



difficult for us, from the central LEA perspective, to

square the fact that we're dealing with a one-off grant

to help with an underlying probiem of under funding.
(local autharity finance manager)

Some interviewees, who were in receipt of the grant,
believed that they did not receive enough money and
that, in comparisan to the school's budget, their
allocation was minimal ('pathetic’; ‘a gesture') and
hence did not go far encugh to actually solving the
problem,

We lost eight staff. We didn't replace on a number of
others and we've got a targeted transitional grant of
somewhere between 30 and 40 thousand ... on a six
million pound budget. Well, come on, let’s get real, it's
a nonsense .... Every little bit helped at that point but it
didn’t come anywhere near enough in terms of the
proportion of where we needed to bring things back to.

{chair of Schoals Forum)

Other interviewees went further to stress that it failed to
solve schools' problems as it was a fundamentally
inadequate way to tackle them. A secondary school
governor noted that: 'Like many schools, they {the
school} didn't like it. It's not seen as a good way of
handing out money." Additionally, interviewees believed
that some of the regulations alongside the grant further
exacerbated this problem by placing restrictions upon its
allocation and use. The requirement for action plans led
to the perception that the grant involved more work and
effort than it was worth. The grant was also seen as
causing frictions in relationships between schools within
the same authority: 'It's very divisive. Schools don't like it
very much’; 'In terms of relationships, it's caused quite a
few problems'. Such problems were intensified through
the perception that the allocation of the grant was unfair
{see section 4.4).

4.3.2 Positive impacts

Eight interviewees spoke of the financial benefits they
received from the Transitional Support Grant impacting
positively upon the relationship between the local
authority and schools. Typically, the grant assisted some
schools in deficit to retain staff, avoid redundancies and
to protect the curriculum:

It helped immensely. At that time, we were facing a
deficit, an overspend on that end of year budget which
was a result of something to do with energy bills which

caused a problem, so it greatly reduced that. It really
did help us. It meant that the school had more money
in the budget and was abile to put it to use and colfect
resources. We appreciate that it was there for us.
{primary finance administrator)

Local authority representatives spoke of benefits upon
the entire autharity. For example, in one local authority,
out of 105 schools, over 90 benefited. In another,
around 50 per cent did so; "Well, we'd have been in
trouble without it, basically’ (CEQ). Finally, besides
perhaps the obvious financial benefits, interviewees also
discussed other issues associated with the grant that
impacted positively upon the relationships between the
local authority and schools. These included the closer
examination of school budgets that the grant
necessitated, revealing inequalities between schools that
consequently became recognised and addressed at local
authority level.

It did take you back to fook in detail where the spend
was in terms of primary and secondaty ... as to where
the huge imbalances were, where the biggest number
of cuts had been taking place, where there was no
slack in the budget. When you actually looked at
outturn statements and looked at where things were,
that bought a kind of reality to where the inequalities
were between sectors and that helped a little bit

{chair of Schools Forum)

4.4 Fairness of allocation of the
targeted Transitional
Support Grant

Forty-four interviewees {about half overall) felt unable to
respond to the question about the fairness of Transitional
Support Grant allocation, as they were unaware of the
allocation mechanism and in some cases, were
completely unaware of the grant. Of the remaining
interviewees, 26 described the allocation of the grant as
unfair and ten described it as fair,

Thirteen interviewees shared the view that the allocation
of the grant was unfair, because it rewarded poor
financial management in schools. Interviewees with
this perception spoke particularly vociferously of the
injustice associated with the grant's allocation. Some
complained that they were 'penalised’ for dealing with
their financial pressures for the sake of those who failed
1o take such measures. Indeed, one interviewee believed
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that allecating the grant to schools in deficit 'ate away
at fundamental LMS [local management of schools],
which is that you set your pricrities and implement these
in a way that keeps you within your budget’. A business
manager who failed to receive the grant complained:

We've been able to make appropriate changes and
take hard dedisions and manage the resources that
we've been given and that's where | feel the targeted
Transitional Support Grant has been a bit unfair really
as schools may not have taken those hard dedisions
and yet have been rewarded with more transitional
support.

(secondary business manager)

Other interviewees similarly complained that the criteria
on which funding was allocated failed to take account of
the measures that schools had put in place to deal with
financial problems, or where schools in financial difficulty
had done little to remedy their deficit, yet had benefited
from the grant: 'Why should that school get money just
because they can't be bothered to take a look at what's
going to happen next year and start to deal with those
problems?* (secondary bursar).

The 2004 Audit Commission report points out that, by
specifically supporting schools in deficit, ar those fikely to
go into deficit, an unintenticnal message was given to
schools that working within a budget is not a priority
{Audit Commission, 2004). This was reflected in the
views of some interviewees. One described the ailocation
mechanism as coming ‘dangerously close to the
improper use of public funds' and another agreed that
‘the Audit Commission report really tells the tale on just
what a bad means of distributing a very substantial
amount of money that was'.

Six interviewees, five of whom were from one particular
authority, whose finances were said to be in pretty
good shape, argued that it was unfair that schools
had to hid for the allocation. They described the
process as ‘absurd', ‘exiremely damaging' and as
lacking in transparency and stressed the amount of
time involved in preparing a bid. Where schools were
unsure of the bidding process, or simply lacked the
time to complete the relevant forms sufficiently, they
reportedly missed out,

What | feel is that, if a school is very good at filling in

forms, getting that information together and is quite
proactive in that, or has support from somewhere in

22 school funding: what next?

doing that, then they get the money. If they are not
quite so good, if they are not quite so sure what form to
fill in or how to go about It, or they don't really know
where they are going in three years’ time, they may
desperataly need the money, but miss out.

{primary finance officer)

Furthermore, local authority representatives admitted to
the difficulties of making value judgements and
decisions about each bid, without really understanding
the complexities of the budgets for each schoal,

Five interviewees believed that the allocation
mechanism was unfair, because more schools should
have benefited. Even some schools in receipt of the
grant felt as though there should have been a fairer
allocation of funds. The use of an allocation formula
was suggested to be a more efficient and effective way
of allocating the grant. For these five interviewees, the
prerequisite that the grant be allocated to schools in
deficit was viewed as fundamentally fiawed. 'The
money should have just gone straight into the budget
as an admission that the previous year's money was
inadequate and sheuld have been shared around all
the schools’ (chair of Schoals Forum).

Three interviewees described the aflocation process as
improper as it resulted from a 'knee jerk’ reaction to the
funding crisis of 2003 and hence lacked thorough
forethought. The basis of the grant was criticised as
lacking in accountability for the absolute funding levels
the local authority received and for relying upon levels of
increases. Interviewees maintained that this overlooked
the relative needs of autharities, resulted in misallocation
of funds and thus exacerbated the unfairmess.
Furthermore, the delay in receiving the allocation
guidelines resulted in quick action, which may have
affected allocations.

Ten interviewees believed that the allocation of the grant
was fair. Half of these interviewees were from authorities
or individual schoals in receipt of the grant, whilst the
other half had not benefited. Fewer justifications were
provided for these views, interviewees simply contending
that the process was fair, or reporting that they had no
issue with the allocation mechanism. In some cases, this
was due to a lack of information about the grant and
the allocation process. Better informed interviewees were
more likely to view the allocation mechanism as unfair.



One interviewee said he trusted the local authority to
allocate the funds equitably. Two others were pleased
that the Schools Forum had had a role in the allocation
of the grant and was able to ask questions and hold the
local authority to account during the allocation process.
Anather interviewee happily accepted that histher
authority had not received the grant, as this indicated
that they were financially sound and in a more
favourable financial position. Finally, some interviewees,
who recognised that the allocation of this particular
grant was fraught with difficulties and complexities,
commended the efforts of their local authority in making
the process as equitable and fair as possible.

Key points

» There was very Iittle difference between the
perceptions of interviewees concerning the impact of
the Schools Forum on relationships, although more
interviewees thought it had had a positive impact
than those who thought it had no influence or a
negative impact.

* The majority of interviewees who believed that the
relationship had improved attributed this to improved
transparency, improved communication, effective
leadership and appropriate representation and
support. Where interviewees believed that it had
impacted negatively upon relationships, this was
thought to be due to inappropriate representation,
representatives' inadequate financial knowledge and
the increased scrutiny of financial matters by the
Forum, as well as concerns that it had become 'a
talking shop',

*» The majority of interviewees believed that the revised
funding arrangements had had a minimal effect on
the relationship between the local authority and
schools.

*  Where the impact had been positive, this was mainly
because the authority provided much needed support
to schoals and school staff appreciated the efforts
they made to deal with the situation. The revised
arrangements had also encouraged dialogue and
communication and necessitated a doser exploration
and understanding of schoois' individual positions.

¢ Deterioration of relationships was attributed to the
initial reaction of schools to their budgets or because
schools were in financial difficulty. Others suggested
that the revised funding arrangements had distanced
authorities from schools,

» Of those in receipt of transitional support, the
majority spoke negatively of its impact, despite the
obvious financial benefits it provided. It was criticised
for failing to solve the underlying problems and for
being minimal in comparison to school deficits or
their general budget allocation. There was also a
belief that the transitional suppart process was
fundamentally flawed, that it was divisive and
responsible for considerable friction amongst schools,

» There had been a positive impact where the grant
had been of considerable benefit to schools in
avoiding redundancies and protecting the curriculum.
Closer examination of individual schaol's financial
situations was also valued.

s Almost three times as many interviewees described
the way in which the grant had been allocated as
unfair compared to those who described it as fair,
Many befieved that it had rewarded financial
mismanagement. Better informed interviewees were
more likely to view the allocation mechanism as
unfair.

¢ Interviewees who perceived the allocation as fair

provided fewer justifications for their opinions. Some
trusted in their local authority to allocate the funds
fairly and others felt reassured that the Schools
Forum would hold the authority accountable for its
allecation mechanism,
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5 Monitoring of school budgets

This chapter of the report focuses on the monitoring of
school budgets. It discusses the mechanisms and
frequency of monitoring for all schools (sections 5.1 and
5.2), induding those in financial difficulties {section 5.3)
and discusses whether interviewees thought these to be
effective. It also highlights some mechanisms
interviewees considered to be particularly effective
{section 5.4). It goes an to address financial
management training for school staff and its perceived
benefits {section 5.5).

5.1 Mechanisms for monitoring
school budgets

In the national survey, respondents indicated that the
most commonly used mechanisms for the monitoring of
school budgets were school returns {identified by 44
per cent of respondents) and electronic information
(identified by 28 per cent of respondents). To a lesser
extent, school visits were also used (identified by ten
per cent of respondents). In the case-study phase,
discussions focused upon whether monitoring
mechanisms were felt to be appropriate and/or
effective, Views were almost equally split, with 41 of
the 90 interviewees speaking positively of the
mechanisms in use and 40 speaking negatively.
Interestingly, twice as many local authority
tepresentatives described their monitoring mechanisms
as ineffective as they did effective.

Local authority representatives spoke most vociferously
about the shortcomings of their monitoring mechanisms
and were aware that they 'should have a better handle
on it'. Accerding to interviewees, monitoring mechanisms
were considered ineffective because;

*» they lacked attention to detail and lacked rigour and
sanctions

¢ there was a slow response to financial information
provided by schools
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» there was a lack of capacity at local authority level 1o
monitor the information provided by schools

¢ there were mixed messages from the Government
regarding school seif-management and the role of
the local authority in preventing financia! difficulties

« they often relied upon inaccurate financial
information from schools since schools had 'little
incentive to report accurately'

» tracking pots of money and school specific funds was
difficult

¢ there was a lack of financial expertise and skills at
both local authority and school level.

However, some intervieweas spoke with confidence that
the local authority had ‘a pretty good grasp' on
monitoring, or simply thought that the system ‘works',
According to interviewees, manitoring mechanisms were
effective because:

® schools received a quick response from the local
authority

» schools received a high level of support, e.g. direct
contact with personnel

* local authority staff were approachable

» there were specific local authority staff, e.g.
peripatetic bursars, who contributed positively to the
budget monitoring process

& there was increasing capacity at local authority level

¢ hudget monitosing mechanisms provided a focus and
acted as a check for schools

 electronic monitoring facilitated a prompt response
and the information was easily accessible becausa it
was held centrally,



5.2 Frequency of monitoring
school budgets

interviewees were asked whether they thought the
frequency with which the [ocal authority monitors the
budgets of schools was appropriate. As garered from
the survey data in phase one, termly monitoring was
most common, followed by monthly and quarterly
monitoring. The case studies reflected this distribution,
with four using termly, three using monthly and one
using quarterly monitoring.

Almost half of interviewees (42) thought that the
frequency of monitoring in their authority was
appropriate. Monthly monitaring was mest favoured for
enabling a quick response and it was widely felt that
any more frequently would increase workload to an
unacceptable level. Furthermore, considering the sums
of money involved in some schools, monthly monitoring
was viewed as necessary and therefore, as appropriate.
Other interviewees preferred termly monitoring. This
was often due to concerns that an increase in the
frequency, to monthly monitoring, for example, would
become too time consuming and laborious.

I'd say that's ftermly monitoring] about right. | think
any more would be excessive and any less wouldn't be
enough. it fits in doing it termly as that's three distinct
chunks really.

(secondary business manager)

Positive comments also concerned quarterly
monitoring. Interviewees described it as ‘sufficient’ and
‘effective’, provided that schools were completing their
own budget monitoring and recommended it for
enabling the local authority to predict the future
financial situation and direction of schools: If you do
things monthly you don't actually see the trends as
clearly as if you do it quarterly. | think quarterly would
be more appropriate’ (secondary headteacher),

Where the manitoring frequency was seen as
inappropriate, this was most often because interviewees
would prefer a different timescale. For example, some
interviewees, whose budgets were monitored on a
quarterly basis, preferred monthly monitaring for
providing up to date information. However, manthly
monitoring was criticised because of time delays
associated with monthly returns.

Regardless of monitoring mechanism and frequency,
some interviewees expressed concern that schools were
still getting into difficulty and therefore questioned the
effectiveness of the local authority's approach. Although
the frequency of monitoring was viewed as appropriate,
some school-based interviewees felt as though the
authority lacked capacity to deal with it effectively.
Some local authority representatives recognised this,
agreeing that they lacked the capacity to monitor any
more frequently, despite this being desirable.

5.3 Effectiveness of monitoring
schools in financial
difficulties

Results from the national survey in phase one revealed
that 96 per cent of respondents indicated that they used
alternative mechanisms for monitoring schools in
financial difficulties. For example, it was most likely that
a local authority would use more frequent monitoring for
schools in difficulty and would increase the number of
meetings/liaisons or visits to the school. It was also
commeon for local autharities to use long-term budget
planning, increase the stringency and breadth of
monitoring, to provide heightened support and to use
monthly monitoring. In the case-study phase,
interviewees were asked if the way in which the lfocal
authority specifically monitored the budgets of schools in
financial difficulties was appropriate or effective. Thirty of
the 90 interviewees thought that it was effective, whilst
20 interviewees thought that it was ineffective.

5.3.1 Effective monitoring

Where the monitoring of schools in financial difficulties
was seen as effective, interviewees offered a variety of
reasons for their opinion. Nine interviewees attributed
effectiveness to the supportive and approachable
nature of the local authority when schools were
facing difficulties: 'There were monthly meetings looking
at the budget ... They came here and went through it
with us. That was very supportive' (primary headteacher).

At local authority level, interviewees also recognised the
impartance of support for schools in financial difficulties
and ensured that such schools had contact with
someone from the authority fairly constantly. Support
was particularly associated with the use of licensed
deficits. Four interviewees considered the way that the
local authority monitored schoals in difficulty as
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effective because of the staff delegated to the ‘front
line’ to support and assist the schools:

If a school goes into a licensed deficit budget
arrangement, they actually get me as their finance
officer, as the team leader. S0 | go into the schools in
crisis and so they see me ... They would get their
nommal visit plus they would get to see me to go
through the budget and check how things are looking.

{local authority finance team leader)

As with general budget monitoring, the quality of
local authority personnel was considered crudial to
the perceived effectiveness of the mechanisms and
processes used. Monitaring schools in financial
difficulties was also viewed as effective where specific
mechanisms were used. For example, a crass-
departmental monitoring programme was used by one
autherity. An ‘advanced skills' governor and the
placement of a former deputy headteacher in secondary
schools in deficit were other examples of special
mechanisms. These methods of monitoring were felt to
be 'exceptionally effective’ as ways of both challenging,
yet supporting schools. Finally, other interviewees noted
that they saw evidence of a reduction in the number of
deficit scenarios in schools and, to this end, one
interviewee suggested that the mechanisms in use were
‘quite clearly having an effect’.

5.3.2 Ineffective monitoring

Where monitaring scheols in financial difficulties was
viewed as ineffective, this was most frequently
attributed to the limits of local authority
intervention concerning deficit schools. For example, a
governor of a primary school believed that, although the
local authority became very involved and worked hard
to find effective solutions, 'In the end, the problem is a
school's one and therefore, there's only so much one
can do'. Furthermore, 2 local authority representative
argued that local authority intervention is limited where
the initial problem remains unidentified.

Sometimes | am not convinced that the local education
authority and the school are open enough with each
other to explain where the problem arises so that they
can remove the source of the problem. | mean, it is fine
to monitor things, but you have both got to agree that
the actions that you have implemented to correct the
discrepancies are appropriate,

{chair of Schools Forum)
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The local authority were perceived to be in a difficult
position as they ultimately lacked control over how
governing bodfes choose to spend their budgets:

It's the governing bodies and the headteachers who
make the decision really. The LEA can only recommend,
suggest. I'm sure that the governing body would be
imprudent if it didn't accept that recommendation
really but, at the end of the day, it's the governing
body's decision.

{primary governor)

One headteacher spoke of the problem of menitaring
schools in difficulty because of the changing
relationship between local authorities and
schools. He believed that local authority intervention
was becoming more difficult with increasing school
independence and that a balance needed to be found
between autonomy and focal authority guidance.
Another key criticism of the way in which schools in
financial difficulties were monitored was that the
information supplied was not always accurate, or
sufficiently checked. This fs similar to the general
criticism of monitoring mechanisms discussed in
sectian 5.1, that schools will often, knowingly or not,
provide the local authority with inaccurate
information. A headteacher from a schoo! that had
been in difficulties explained that, although they were
asked to prepare three- or five-year financial plans to
demonstrate how the deficit would be redeemed, he
doubted 'that anybedy is keeping a check, that you
actually follow that'.

Dissatisfaction with monitoring schools in financial
difficulties was expressed by some interviewees who
felt that the local authority provided inadequate
support. Where support was lacking, the monitoring
mechanisms were in turn viewed as ineffective for
schools in financial difficulties. Some interviewees
expressed concern as to why schools were experiencing
difficulties in the first place. If budget monitoring was
efficient, then why were schoals still finding themselves
in such circumstances? Furthermore, if the monitoring
was insufficient enough to allow schools to go into
deficit, then how could it change to be more effective
once schoals were in difficulty?

The important thing | would want to find out is why
there are difficulties and, most often, the answer to
that is not inadequate funds, but inadequate [local
authority] control. So | would be looking to see what



controls there were, whether they were effective,
whether it was simply a people problem or not.
{secondary governor)

5.4 Effective mechanisms for
monitoring school budgets

Interviewees were asked if there were any mechanisms
that they considered particularly effective for
monitoring school budgets. Twenty-six interviewees
could not specify any mechanism that they considered
particularly effective for monitoring school budgets.
Mirroring the responses from the national survey, a
range of mechanisms were highlighted, Results of the
national survey indicated that respondents considered
the use of a central system, school visits and
projections in budget plans particularly effective.
Successful budget planning, the use of specific reports
and finally, meetings were also mentioned. The case-
study interviews highlighted some additional
mechanisms, The mechanisms suggested by five or
more interviewees, in rank order, were:

* elactronic systems, finance packages and other
software

* high quality, supportive relationships between
schools and local authorities

* budget plans and predictions
¢ buy-back bursar/peripatetic bursar

* greater school involvement,

5.4.1 Electronic systems

As indicated in the national survey, electronic systems
were highlighted as particularly effective. Half of the
interviewees giving this example were local authority
representatives and these interviewees represented four
of the local authorities, They described the software
utilised as particularly effective for allowing individual
schools to set up budgets, to profile their budgets
during the year in terms of expenditure and to monitor
the budgets as they were developed. A director from
one of the case-study authorities with an 'excellent’
CPA score described a new analysis spreadsheet under
development that enabled monitoring of around 20
variables, including class size, subject arrangements and

staffing levels. This could be used to model reductions in
deficits, consequences of decisions and calculations for
the minimum funding needed to run a school. A similar
system was highly regarded by a headteacher in a
different authority as it enabled him to profile his
budget effectively and to consider how internal changes
would impact upon the school's financial situation.

't was hoped that, through the increased use of
electronic systems, monitoring budgets would become
easier, particularly through remote accessing that
allowed local authority staff to take finance figures
directly from the schools' systems without schools
having to submit forms. Electronic systems were also
praised for reducing additional processing and
manipulation of data and for avoiding subjective
interpretation by either the school or the local authority.
They were also considered effective as the school and
the local authority became directly inter-related and a
comman reporting structure made financial systems
simpler and more accessible.

5.4.2 High quality relationships

The nature of the relationships between schools and
local authority staff was seen to be influential in the
effective monitoring of school budgets. Eight
interviewees highlighted this relationship, where it was
positive, supportive and honest, to be particularly
effective for monitoring schoo! budgets. This was
especially evident in the smaller authorities where it
was likely that such relationships could be well
nurtured.

There's a lot of pre-planning that goes on between
schools” finance teams and heads. There is a fot of
support in terms of helping them to set up their
budgets in a realfistic way. I think one of the things is
that they actually build up a relationship with the
schools and the schools' administrators and it takes
time to build up that trust ... I think it has a lot to do
with relationships.

{CEQ)

High quality finance staff were also a crucial component
in the supportive relationship found to be particularly
effective when monitoring school budgets:

I think | would praise the financial advisors that each

scheol has allocated 1o them. The standard of thase has
been very, very good ... | think they are very busy and
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overworked, but all those | have come in contact with
have been particularly efficient and supportive and
seem to be quite well briefed, so they understand the
school's problems as opposed to just looking at the
budgetary problems.

{chair of Schoals Forum)

5.4.3 Budget plans and predictions

Eight interviewees nominated the use of budget plans
and predictions as particularly effective mechanisms for
monitoring scheols' budgets. This was also identified in
the national survey. In one authority, the provision of
three-year finandial plans, which interviewees found
particularly useful, had been in use for the past ten
years. In a second authority, budget plans and
predictions were considered particularly useful for
alerting the local authority to schools likely to experience
financial problems and as a way of encouraging schoals
to take a long-term view of expenditure. Accurate
forecasting was also noted as an effective mechanism.

5.4.4 Buy-back bursar/peripatetic bursar

The use of a peripatetic bursar, or a 'buy-back' bursar
service from the local authority was viewed as an
effective mechanism for monitoring school budgets:

Alsa, what is even more valuable is that ... more than
half of our primary schools are in a bought-back bursar
service ... someone going in two or three days a week
to provide the financial service to the school directly.
You really get a sense of what's happening and | think
that's really useful having that in there.

{local authority head of finance)

The experience of a school administrator was testimony
to the success of using a peripatetic bursar in another
local authority;

We have a finance officer that comes in for a full day
once every two weeks and there's not many schools in
[the authority] that have that support, so that helps to
keep things up to date. When you're working with
somebody close with you doing finance, then it's easy
to keep on top of things really.

{primary school administrator)

Interviewees thought that allocating a bursar with

appropriate training to a partnership group of schools, to
support them and periodically review their budgets and
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progression, would be a good solution for schools who
could not normally afford someane for this purpose. This
was viewed as beneficial for monitoring purposes and
far providing information for governors and
headteachers.

5.4.5 Greater school involvement

Five interviewees believed that an effective mechanism
for monitoring schools’ budgets was for schools to
have greater involvement in the monitoring process: to
be proactive; t¢ do their own monitoring; to receive
training and to have a degree of autonomy. Within one
case-study authority, a local authority representative
claimed to ‘do quite a lot to ensure that schools are
proactively involved in monitering their budgets',
Within another, the Chair of the Schools Forum
believed that school staff with financial responsibility
should have a higher job status and that schools
should do their own monitoring. In a different
authority, a secondary school bursar appreciated the
autenomy that 'being a cheque book school' offered,
maintaining that they had fewer financial problems
than other schools. A headteacher noted that schools,
more recently, had the skills and expertise for financial
management planning and were less reliant upon local
authority finance staff to contrel spending.

Other mechanisms perceived as being particularly
effective included:; clear reports and evaluations; well
trained finance officers; the role of the Schools Forum,
finance officer help lines and a culture of accountability.

5.5 Financial management
training

Interviewees were asked what financial management
training governors and other school persennel received
from the local autherity and what benefits this
provided. Data from the survey in phase cne suggested
that training provision for governors is most often on a
needs basis or as part of the regular governor training.
Within 12 per cent of the responding authorities in
phase one, training was pravided as part of the
gavernor induction programme. Training was most
frequently run annually or termly. In the case-studies,
all interviewees generally held governor training in high
regard, describing it as ‘one of the jewels in the
cown', or as 'excellent’.



Governor training was available in all authorities: only
three interviewees were unaware of it, or claimed that
none existed. Fifty-one school-level interviewees
indicated that training was provided for other school
personnel, or that they had undertaken such training
themselves. The most common provision was for school
finance staff, including bursars, administration officers,
secretaries and business managers. In fewer cases, the
headteacher, or a member of the senior management
team attended training. Interviewee comments focused
upon the particular benefits of training for the school. A
number of benefits for schools were identified as a
result of training for governors, but interviewees cited
fewer advantages of training for other school personnel.
However, commonly proffered benefits were still
identifiable. Financial management training was
perceived to:

* keep school staff abreast of changing systems,
policies and software

* improve financial understanding amongst school
staff

* enable school staff to appreciate the local authority's
perspective

* provide schoo! governors with the insight with which
to ask challenging questions of schools

* render governors’ meetings more effective
¢ raise schaol governors' awareness of financial issues

s improve the levels of trust awarded to school
governors by headteachers

¢ encourage school governors to realise the vital role
they play in financial decision making in schools

* improve communications and strengthen school
finance teams.

Another viewpaint alteged that there was no need for
governor training as the schoof already had a very skilled
governing body, or had representatives from financial
occupations with sound financial knowledge. This was
also the case for other school personnel, particularly
where internal training was provided.

Key points

» Where monitoring mechanisms were described as
ineffective, this was most typically because they were
perceived to be too 'light touch' and lacking in
rigour. Mixed messages from the Government and
inaccurate financial reporting by schools were also
considered influential.

¢ Where monitoring mechanisms were considered
effective, high levels of local authority support and
high quality staffing at local authority level were
provided. Monitoring was afso deemed effective
where it encouraged school staff to keep a check on
their budgets and where electronic monitoring was
implemented.

* Most interviewees were satisfied with the frequency
of budget monitoring. Monthly monitoring reportedly
allowed the prompt detection of problems and was
preferred for particularly large budgets. Termly
monitoring demanded less work, whilst quarterly
monitoring was said to aid financial forecasting.
Dissatisfaction was most typically due to desires for
more or less frequent approaches.

* The majority of interviewees considered the
mechanisms for monitoring schools in deficit to be
effective. Effectiveness was associated with a
supportive approach and skilled personnel within the
tocal authorfty. Ineffectiveness was associated with
limits to local authority intervention, the provision of
inaccurate information by schools and the need for
increased support.

*» Electronic systems were viewed as being particularly
effective for budget monitoring, although the
relationship between local authority and school staff
and the avaflability of high quality finance staff were
also considered particularly influential. The use of
budget plans and predictions and the availability of a
buy-back or peripatetic bursar service from the local
authority were also cited.

* Financial management training for governors and
other school personnel was recognised as beneficial
and was thought to raise awareness and levels of
understanding of financial matters within schools. It
was also thought to enable school govemnors to ask
pertinent and challenging questions in relation to
the school budget and to reinforce their role in
financial issues.
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6 Future developments

This chapter focuses on future developments regarding
school funding arrangemens. It includes sections on the
impact of future funding arrangements on attainment
(section 6.1}, future funding pressures for local
authorities and schools (section 6.2) and, finally,
summarises interviewees' desired future funding
arrangements (section 6.3}, i.e, their responses when
asked what they thought their local autherity or school
would like to see happen at the end of the two years'
revised funding arrangements.

6.1 Impact of future funding

arrangements on attainment

Interviewees' opinions of the potential of three specific
madifications to the schaol funding system for raising
school attainment are relayed here. These modifications,
raised in the LGA discussion paper 'Councils and
schoals: driving improvement' {LGA, 2004), included
closer integration of funding streams, funding of clusters
of schools and increased local autonomy.

6.1.1 Closer integration of funding
streams

In the local authority survey, the majority of respondents
responded positively to a question on whether closer
integration of funding streams would contribute to
raising attainment. Interviewees in the case-study
phase, where school interviewees predominated,
provided both positive and negative views of the
potential for increased attainment. However, reflecting
the survey findings, about two-thirds of those who
commented were positive, whilst only a third were
negative or had mixed views..

Advantages

In terms of advantages, it was felt that the merging of
funding streams would:

» simplify the funding process and lead to procedural
and accounting improvements, through better
tracking and monitaring of budgets
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= refocus school management attention on pupil
achievement (rather than being distracted by
numerous and excessively complex funding streams)

* lead to procedural efficiencies which would impact
on raising standards within the school

* provide more funding certainty and therefore assist
with planning budgets and have associated benefits
for the schools' abifity to raise standards

* enable schoaols to plan and target resources more
efficiently, so potentially impacting on attainment

» provide transparent and protected funding

* provide more flexibility for schools and remove
constraints on the way in which funds can be utilised.

Disadvantages

In terms of disadvantages, it was felt that the merging
of funding streams would:

» provide a direct strategy for reducing the overall
sums of money available to schools: '[The
Government] got rid of several funding streams and
said it was all in the base budget, but it wasn't.'

» complicate the mechanics and relationships involved
in the delivery of educational provision

s provide total funding which was less than the sum
of the individual components, with different factions
or provisicns claiming increased shares and, as a
result, pupils may receive inappropriate provision

« provide the opportunity for education funding to be
used to fund other interventions {e.q. health and
sadial service intervention): ‘At the moment,
education funding is protected. There's a danger that
it wouldn't be.'

* be unfeasible, given inter-sector and inter-agency
variation (e.g. pay and conditions)



» disadvantage local authorities and schools that do
well out of bidding for different funding streams.

6.1.2 Funding clusters of schools and
increased attainment

In the local authority survey, the majority of respondents
responded positively to a question on whether funding
clusters of schools would contribute to raising
attainment. In the case-study phase, where school
interviewees were in the majority, however, interviewees
provided both positive and negative views of the
potential for increased attainment. Overall, about two-
thirds of interviewees who commented were positive,
compared to only about a third who were negative or
held mixed views. Again, advantages and disadvantages
were highlighted.

Advantages

In terms of advantages, it was felt that funding clusters
of schools would:

* locate financial management responsibilities in the
hands of fewer, but better trained, qualified
personnel and thereby ‘benefit education as a whole’

* ensure greater consistency of financial management

* provide economies of scale, e.q. a cluster of four
primary schools managed by one bursar, for example,
was said to have inareased buying power

* facilitate the sharing of resources so that funding
could be allocated and specifically targeted to the
areas of need (e.q. underachievers)

* provide access to jointly funded resources, assisting
schools in obtaining resources they could not afford
alone {e.g. a mentor ar counsellor)

* increase the level and quality of resources and
provision within a particular locality

& provide a means through which small schools, or
those with limited resources, could make their
existing funding levels ‘work smarter for them'

* ensure more appropriate provision for students
where limited pupil numbers may make provision
unviable

e facilitate the involvement of other agencies and
alternative provision, broadening the breadth and
scope of the support and resources avaitabie to
pupils and families.

Various notions of cluster were considered as beneficial
(e.. 2 secondary school and its 'feeder' primaries; a
cluster of smaller primary schools in a dispersed rural
setting; a cluster of primary schools). School and local
autharity representatives from one authority in
particular detailed situations whereby schools were
already forming confederations, or operating as part of
networks, stich as specialist schools' networks. However,
high levels of commitment and cooperation regarding
the development of the whole, as opposed to
competition for individual resources, was seen as key to
success. Examples included a primary school working
closely with a secondary school in its pursuit of
specialist status for their mutual benefit and scheols
working in consortia which facilitated an increase in the
educational opportunities available for young people: "It
allows us to run minority subjects cost effectively and to
share those." (secondary headteacher), Federations of
schools were also identified which pursued an extended
school model, involving access to a variety of funding
streams. This allowed the schools to benefit from a
broadened range of funding passibilities and access to
specialist resources. All of these factors were seen as
contributing to increasing attainment,

Others saw the advantages of clustered funding, but
raised concerns about the ability to achieve this to
maximise the patential gains available through such a
strategy. For example, one senior local authority repre-
sentative suggested that the ability to fund clusters of
schools (and subsequent effectiveness) was constrained
by national policy implications, namely that the bulk of
school funding was to be passported to individual
schools, This was seen as militating against the forma-
tion of clusters. As an alternative, it was suggested that
certain funding could be made available and allocated
on the condition that it served a particular cluster;

We would like to say to a duster of schools ‘Here's a
million pounds {for behaviour support] you can use, but
it's only accessible if you all join together.' Otherwise,
it's a question of giving the money to individual schools
and then trying to persuade them it would be a good
idea that they work together, That's a much more time
consuming and difficuft process.

{director of lifelong learning)
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Disadvantages

In terms of disadvantages, it was felt that funding
clusters of schools would:

¢ increase the complexity of funding and be more
difficult to manage: 'big isn't always beautiful.

* lead to ‘'commercially driven' models of funding and
delivery, centred on the increased role and power of
commercial interests in education

*  reate inequalities in funding allocations and
difficulties in assessing the destination of funding

» resultin an imbalance of equality and effectiveness
due to varying levels of commitment and influence:
‘you run the risk of the people with the toudest
voices getting the most money.’

& require an intermediary body, such as the local
authority or Schools Forum, to act as mediator to
ensure fair allocation

* lead to a weakening of the position and function of
local authorities and thus reduce accountability: '[the
Government] seem to believe that clusters of schools
can take over a range of responsibilities currently
held by the LEA.'

6.1.3 Greater local autonomy

In the focal authority survey, the majority of
respondents responded positively to a question on
whether greater local autonomy would contribute to
raising attainment. Interviewees in the case-study
phase provided both positive and negative views of the
potential for increased attainment. In the case-study
phase, however, where school interviewees were in the
majority, interviewees suggested that increased
autonomy could occur at authority and school level and
could have both pesitive and negative effects on
attainment. However, again, over two-thirds of
interviewees who commented were positive and only a
third were negative or held mixed views. Increased
school-level autonomy was seen as a potential
cantributory factor in increasing attainment, mainly by
school representatives and several were highly
suppartive of removing the tier of bureaucratic
supervision imposed by the local authority. The
following comments were typical:
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There are times when we would cheerfully cut any
links with our LEA and go independent - red tape,
bureaucracy is just a mountain and if anything can be
done to make school more autonomous in that respect
... there's a huge wastage of money coming down
through LEAs that could be better used in schoofs.
(secondary bursar)

it's not sa much autonomy for local authorities, it's
actually giving full autonomy to the schools that will
have the biggest impact on raising standards.

{chair of Schools Forum)

However, from a school perspective, headteachers,
governors and finance staff appeared to be less
concernad with increased autonomy than increased
funding and interviewees generally suggested that
increased autonomy over an insufficient budget was
meaningless: 'More autonomy won't alter things. If
you've got half an orange, you've got half an orange'
(secondary governar).

Within the local authority, national structures, such as
minimum per pupil increases, were seen to undermine
local autonomy: "It actually stops you from using things
like local funding formula to actually direct resources to
where you think it's needed' (local authority head of
finance). Others suggested that decreased autonomy
was a more likely outcome of future policy and this was
seen as having damaging educational implications.

Advantages

In terms of advantages, it was felt that greater local
autonomy would:

¢ remove constraints on schools and allow them to
‘produce the goods' without 'so many people looking
over their shoulders'

* reduce bureaucracy and prevent wastage of money
and in this way provide more funding for schools

¢ provide schools with the freedom to meet their gwn
recognised needs and respond in ways appropriate to
their individual circumstances 'and that should be an
effective means of raising all sosts of standards'

s (capitalise on local knowledge and local commitment
to meeting local need: 'if you make people
respansible in their own areas, you can get them to



really focus and decide how the money should be
targeted'

¢ facilitate increased flexibility to meet local needs, to
'target certain priorities’ which may, at times, be
different from those of central government.

Disadvantages

In terms of disadvantages, it was felt that greater local
autonomy would increase liability for individual schools
should funding difficulties arise. Some interviewees felt
that there was no relationship between local autonomy
and raising attainment and considered this to be
dependent on schoal-level developments.

6.2 Future funding pressures

interviewee responses to the question about future
funding pressures reflected, in terms of ranking, the

Table 6.1

responses given in the guestionnaire survey by local
authority staff. The workforce reform, cited by 52
interviewees, was seen as a significant pressure by
nearly every interviewee (i.e. school and local authority
representatives) in all the case-study local authorities.
Staff costs (25 interviewees) and pugil numbers (19
interviewees) also featured highly and were recognised
as future funding pressures at both levels. School
infrastructure (e.g. buildings and ICT), was raised by 18
interviewees (aithough did not feature in the survey).
This appeared to be a significant pressure which was
cited by both school and local authority staff. In
addition, SEN, the second most frequently identified
funding pressure in the survey, was not ranked as
highly in the case-study phase and was mainly
identified by local authority staff as an issue. Concerns
over levels of funding, cited by 15 interviewees, were
also highlighted in the case-study phase, but not in the
survey and these were mainly located at school level.
Interviewees' concerns about future funding pressures
are summarised in Table 6.1.

Concerns raised by case-study interviewees about future funding pressures

Workforce reform

Interviewees stated that;

*  there was insufficient funding avaitable compared tc the actual costs

¢ this would lead to staff cuts and redundancies

*»  there was the potential for repercussions regarding industrial relations

= this may have a negative impact on the team spirit within the school

*  the requirement was statutory and successful implementation centred on the avaitability of accompanying funding
*  the quality of education may be sacrificed, i.e. as  result of employing non-teaching staff to cover lessons

*  there was uncertainty about the continuation of funding

*  there were significart associated costs (e.. additional training and accommodation required by non-teaching staff)
= primary schaols were the most vulnerable to the associated cost pressures.

Staff costs

Interviewees stated that:

» the appointment of experienced staff had to be balanced against the cost advantages of employing less experienced staff

= the retention of experienced staff led to the maintenance of high standards, but this was at a cost

*  staff costs were further compounded by the demands of thresheids and upper pay spines

*  there were gaps in the level of funding aflacated to accommodate threshold payments and the actual costs involved

*  headteachers had to make more awards to teachers than their funding aflocation allowed in order te avoid making distinctions

between teachers.

Pupil numbers

Interviewees stated that;

+  fluctuating pupif numbers hindered schools and authorities in their medium and fong-term financial planning

*  rising school rolls had finandial repercussions for school budgets

»  reduced demand for school places led to increased competition between schools
* falling school rolls were chalienging for local authorities to manage {e.g. closure and amalgamation of schools),
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Table 6.1 contd

Infrastructure

Interviewees stated that:

s building costs, espedially repair and maintenance, presented significant funging pressures for schools

» there was a lack of capital for development work

s infrastructure and associated cost considerations were key aspects in the delivery of quality education

»  older schoois were disadvantaged as capital budgets were more prane to being subsumed by heaith and safety issues

» (T was an area of concern because of the costs of installing and maintaining up to date software and hardware

= older schools were disadvantaged as they faced acditional cost pressures in order to support technology (e.q. cable installation).

SEN

Interviewees stated that;

*  the costs associated with out of borough placements were 'uncontrollable’ and, in some authorities, reported to be 'going through

the roof*

e costs were further compounded by increasing expectations and pressure from schools znd parents
=  theindusion of pupils with increasingly wide ranging needs in mainstream schools had consicerable financial implications
*  lack of centrally supplied funding was highly problematic for scheols and local authorities and was compeunded by the longevity of

funding needs

¢ increased delegation of SEN funding was problematic for schools because of concerns that it failed to equate with real costs,

Funding levels

Interviewees stated that:

»  future funding levels were insufficient to meet the needs of schools and the demands of policy implementation

»  concemns over funding were often school specific

= there were tensions betwaen the level of expectation regarding service delivery and levels of funding at local authority level

«  funding was frequently unstable or insecure

¢ political changes at local and national level were potential areas of pressure

* they lacked control over the funding dynamics of the school.

Source: Case-study interviews in phase two of the NFER study, 2004

6.3 Desired future funding
arrangements

The final section in this chapter focuses on interviewees'
desired future funding arrangements. Interviewees, in
the main, reiterated opinions expressed throughout the
main body of the report and therefore a summary of
their views is presented.

Table 6.2 shows, in rank order, a comparison of the
local authority responses in the survey and those of the
case-study interviewees, of which the latter can be
considered more indicative of schools' views {since the
majority were school staff). Indeed, extraction of school
interviewee rasponses alone from the case-study phase,
would have presented the same overall picture.

This shows that, whilst there were commonalities, the
pricrities of school staff differed from those of local
authority staff. Above all, schoals, across all the
authorities represented, wanted funding certainty,
together with long-term budget planning, so that they
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could forward plan and utilise their budget to maximum
effect and with maximum efficiency. Perhaps not
surprisingly, a desire for increased funding or, rather,
funding which equated with real costs and real needs
and equality of funding across schools were also high on
their agenda. Although these factors did feature in the
responses in the local authority survey, local authorities
appeared more concerned with maintaining local
discretion, together with the fiexibility to adapt to local
needs and the integration of funding streams as ways of
making more effective and efficient use of the money
availabie. They also called for a gradual phasing out of
the interim funding arrangements, suggesting that they
felt they had a limited lifespan and that a return to
formula funding was desirable. Although school
interviewees in the case-study phase, when asked about
their future desires, failed to comment as specifically on
the interim arrangements, the request for stability,
increased funding and, in a few cases, increased
delegation or passporting to schools (which does not
feature in the table), together with their comments
throughout, suggest that they might welcome



Table 6.2 Desired elements of future funding
arrangements: comparison of local
authority survey and case-study
interviewee responses

Local authority survey Case-study interviewees

{mainly school staff)

* Local discretion « Stabifity
* Integration of funding streams e Long-term budget planning

* Phasing out of interim * Increased funding
arrangements

* Stability * Reduced inequality

« Sufficient funding * Increased transparency

= Reduced inequality * School autonomy

= long-term budget planning  » National funding system

* Funding according toneed  « Integration of funding streams
* Increased funding

Nore: listed in rank order
Sourcer phases one and two of the NFER study, 2004

continuation of the minimum funding guarantee and the
requirement for focal authorities to passport the majority
of funds to schools. This may, however, be at odds with
their request for greater equity between schools, since
tocal authority staff indicated that, with the minimum
funding guarantee in place, they may be powertess to
address any inequities that exist,

Some school staff were keen for schoals to have more
autonomy, more independence and the flexibility to
utilise their budget as they wished. A few also mooted
the idea of a national funding system, which they saw
as a way of resolving inequities between local
authorities and between schools, as well as a way of
simplifying the overall funding system and making it
more fransparent. Furthermore, some suggested that
funding should go direct to schools and that the role of
local authorities should be minimal.

Key points

*  Suggestions for the medifications to the funding
system, i.e. the integration of funding streams, the
funding of clusters of schools and greater local
autonomy, each received more positive than negative
responses from interviewees, but advantages and
disadvantages of each were highlighted,

e The funding pressures identified by interviewees
reflected those first raised in the local authority survey
phase {i.e. the workforce reform, teachers' pay and
changing school rolls), suggesting that these were

concems for schools as well as local authorities.
However, the pressures associated with schoot
infrastructure and having insufficient funding emerged
more frequently in this phase, whilst SEN appeared to
be predominantly a local authority concern.

The main concerns regarding the workforce reform were
based not only on the perception that there was
insufficient funding for implementation, but also that
the employment of non-teaching staff would have
implications for the quality of education pupils received.

Local authority concerns about SEN funding focused
on the potentially uncontrollable need for provision.
Where schools raised concerns in this area these
centred on delegation, the main worry being that the
amount delegated would not equate to actual costs.

Whilst there were commonalities in the desired future
funding arrangements cited by local authority and
school interviewees, their priorities differed.

Above all, schools wanted funding certainty, together
with long-term budget planning, so that they could
forward ptan and utilise their budget to maximum
effect and with maximum efficiency. They also wanted
greater funding equality amongst schooks, greater
transparency and more school autonamy.

Local authority priorities, on the other hand, centred
more on local discretion, together with the flexibility to
address local needs and the integration of funding
steams.

Local authority staff also called for a gradual phasing
out of the interim funding arrangements. In contrast,
the request for stability, increased funding and, in a
few cases, increased delegation or passporting to
schools might suggest that school staff might welcome
continuation of some aspects of the new
arrangements {e.g. the minimum funding guarantee),
This may, however, be at odds with their request for
greater equity between schools, since local authority
staff indicated that, with the minimum funding
guarantee in place, they may be powerless to address
any inequities that exist,

The idea of a national funding system was mooted, as
it was felt that this would ensure school autonomy,
independence and the flexibility for schools to utifise
their budget as they wished.
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7 Local authority case studies

This chapter presents four local authority case studies
to illustrate the way in which different local authorities
and their schools had been affected by the revised
funding arrangements. In each case study, an overview
of the local authority is first presented. This includes
information on:

e the type of local autherity and its funding context

e the impact of the funding arrangements on the local
authority

* the impact of the arrangements on schools as a
whole within the authority

* monitoring and financial management training within
the authority

o future funding pressures and desires.

Each case study then concludes with a brief summary of
two primary and two secondary schools visited, in order
to illustrate the range of circumstances within different
schools.

Local authority 1

This is a medium-sized unitary autharity with an
excellent overall CPA score. It was reported to be one of
the lowest funded authorities in the cotntry and to have
been 'bedevilled' financially since it became unitary. It is
a middle band authority, but 'getting near the ceiling'
and this means that it has 'limited room for manoeuvre’.
There are significant pockets of deprivation and the
authority receives a significant number of pupils from a
neighbouring inner city area, both of which are not
taken into account in their funding. It is a very sparse
area and home-school transport costs are high. A large
number of small schools have developed huge surpluses,
which the local authority is unable to redistribute. This
year, the authority hit the ceiling and their grant increase
{equating 10 an extra £1.7 million) was curtailed. There
have been no financial difficulties, according to those
interviewed, because it is financially well managed. They
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have a 'slim, but manageable, reserve’ and have
maintained a low coundil tax. They failed to qualify for
transitional support, which authority staff felt was unfair:
‘There is no logic in it not being tied to the level of
school deficits." Schools were considered refuctant to
apply for transitional support, since this was offered on a
loan basis and they may as well run a deficit. One school
(not one of the case-study schoals) had received a grant
of £50,000, which was described as 'pathetic’ and felt
to make little difference.

Impact of the funding arrangements

Local authority staff feel that the authority is poorly
funded and that the new arrangements perpetuate this
situation. They had been undertaking a farmula review
with the intention of making the SEN and social
deprivation elements of their local formula more
sensitive. However, the new arrangements have meant
that they have not been able to implement this. They
are also seeking to delegate more of the statemented
money to all schools, but schools are reluctant for this
to happen because of the low level of authority funding.
Authority staff were aware of the advantages of the
new arrangements for schools because of the financial
certainty afforded by the minimum funding guarantee
and felt that the increased transparency ‘encourages
trust’, It was recagnised that it was difficult to have
both certainty for schools and local flexibility. The total
reserves for schools are £7.5 million, whilst the reserves
for the whole council are only four million and there
was a view that, the more the Government directed the
local authority to passport money to schools, the less
likely the council was to contribute because of the lack
of incentive for local decision making. Without local
discretion they felt unable to address inequities
between schools. While there was reported to have
been little impact so far, because 'by and large the
formula continued o work’, there were significant
cancerns about continuation of the new arrangements
and return to funding through the local formula. They
would like to encourage more partnership working
between schoals (e.g. cluster-based behaviour support),
but delegation to schools militates against this.
Increased delegation to schools has also negatively



affected the authority's central services, which have
always been 'tight'. Where schools have not bought
back setvices, this has affected the quality of services
provided. The closing of two special schools meant they
were over their limit on the increase in central spending
and exemption was granted. According to authority
staff, the members put an extra half a million into the
schools budget this year and without this ‘we've got a
real prablem’,

Impact of the arrangements on schools

Overall, it was felt that the new arrangements had led
to an improved funding situation for most schools, There
were only one or two schools to which the minimum
funding guarantee had been applied as the authority
had put enough funding through thair formula.
However, the transfer of grants into the main budget
was felt to have created some winners and some fosers.
It was reported that, as a result, some schools may lose
as much as £90,000, ‘potentially three teachers'. Local
authority staff feft that funding for schools was
insufficient given the demands (e.g. targets and
cumiculum reform expectations). The funding crisis of
2003 was reported to have had a negative effect on
relationships between the local authority and schools,
but they were reported to be better as a result of the
Schools Forum. However, some local authority staff were
not convinced that a better understanding of financial
issues extended to all schools as there was no evidence
of views being fed into the Forum, Since a critical
Ofsted report, the local authority had been more
proactive in liaising with schools and there was felt to
be a more cooperative approach from both sides.
Schools were felt to have more understanding of the
restrictions the authority was working under. Any extra
funding they received, in consultation with
headteachers, they distributed through the formula
rather than helping schools in financial difficulties, since
it was felt this may reinforce poor finandial
management,

Monitoring and training

The authority was reported to have been able to halve
the number of schools with financial deficits due to a
good working knowledge of school budgets, They are in
the process of developing an analysis spreadsheet, which
will provide a more accurate means of forecasting. Given
LMS, the level of monitoring was considered appropriate
by autharity staff. Others, however, felt that the system

was remote from schools, that the data fed in by schools
was often inaccurate and made forecasting difficult,
Three-year plans tended to be pessimistic and, as a
resuft, schools were cited as holding on to balances. it
was felt that, although the authority staff respond
promptly to any problems, the basic system needs
improving. Finance sessions are provided through
governors' forums and school bursar meetings, once a
term. There is a belief that ensuring basic financial
management training for all staff involved is key to
getting to grips with the financial situation.

The future

SEN and exclusions were felt to be an increasing
problem. Perfarmance management had pushed staff
costs up and schools wanted a guarantea that staff costs
will be met in full. Falling rolls were also classed as one
of biggest future issues. Home-school transport
continues to create significant pressure, as it is difficult
to keep up with increasing costs. It was felt that the
workforce agreement would be a pressure for schools.
However, workforce remodelling had meant that they
were able to reassure schools that they would have
sufficient funding. Insurance costs were reported to be
way above inflation and because of the claim cufture, a
pressure on schools. As a pathfinder authority,
expectations regarding children's services and associated
costs are high but ‘there is a gap between what the
Government expects and the funding coming in'. The
authority would like to see a curriculum-led funding
model and reversion to an effective local formula. it was
thought that a national funding system would be a
disaster for schools because of the loss of additional
funding presently contributed by the council. Three-year
budgets and accurate forecasting were advocated. There
was a strong view that there was too much political
interference at present and that financial issues should
be resolved at local level,
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Local authority 2

This is a large London borough with a diverse
population. In the south of the borough, in a typical
school, approximately 45 per cent of pupils receive FSM
and 70 per cent have English as a second language.
The north of the borough, by comparison, is particularly
affluent (within the top ten per cent in the country).
Primary and secondary schoals in the authority are
large, culturally diverse and draw from mixed or socially
deprived areas. The authority's funding formula has to
reflect the size of schools and their contrasting social-
economic profiles. An increased propartion of funding
is allocated to the neediest schools. In some schools,
the number of pupils from affluent areas reduces the
averall level of FSM and they fail to qualify for
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additional funding. Local autharity staff were critical of
the funding the authority received and cansidered it to
be some way behind in terms of modernising its
primary schools. The authority falls below the floor
under the new formula spending share. No financial
difficulties were reported at either local autharity or
school level.

Impact of the funding arrangements

The current system was felt to have had a minor impact
on the way in which funding is allocated to schoals,
The authority ensured that schools received the greater
of their funding allocation under the existing formula
or the quaranteed minimum. The local formula was
considered transparent, but, in some cases, it was felt
that it weuld benefit from being simplified.
Interviewees spoke positively abcut the minimum
funding guarantee. They felt that it had not only made
the Govenment's funding expectations explicit but had
also provided per pupil protection and thus more
stability for schoaols. However, it was also felt that the
system had resulted in less autonomy for the local
authority and represented a move towards a more
centralised system. A sense of inequafity and increased
complexity was noted. Criticism was also directed at
the current system for categorising authorities into
thelr specific bands (i.e. the use of pay rates), under
which it was felt that the authority had been grouped
incorrectly and placed at a considerable disadvantage
in terms of funding.

It was felt that the autharity's funding was ‘just’
sufficient for the delivery of central services. However,
the limit placed on central spending was highlighted as
a difficulty. In particular, support services for excluded
pupils and pupils with SEN were felt to be struggling to
provide the necessary support with the resources
available.

Impact of the arrangements on schools

The funding has continued to be allocated equitability
between scheols and, in addition, a number have
benefited under the introduction of the minimum
funding guarantee. Furthermore, the local authority
has an independent policy which protects schools’
budgets at 97 per cent of the previous year's
allocation. This has proved particularly beneficial for
some schools (i.e. those with reduced pupil numbeis).
However, as a consequence of the workforce reform, it



was felt that many have experienced increased
pressure on their budgets. This had resulted in severe
financial problems being experienced by several
secondary schools.

The Schools Forum had enabled a greater number of
schools to be represented in discussions and had
facilitated collaborative working between schools and
the authiority. There is also another school consultation
group which focuses specifically on financial issues and
conveys those issues to the wider community. Any
impact of the new arrangements was reported as
positive, strengthening the relationship between the
authority and schools. Schools were reported to have
recognised and appreciated the local authority's
actions under government constraints.

Monitoring and training

Monitoring schools' budgets involves a yearly budget
followed by quarterly returns of actual and forecast
budgets and a final end of year report. Within this,
schools are expected to monitor their budgets on a
monthly basis and feed into the quarterly returns. This
was considered by the local authority and schools to be
an effective mechanism which enabled schools
experiencing financial problems to be identified. Few
schoois within the authority were experiencing financial
difficulties. However, schools showing signs of financial
problems were discussed at regular meetings with the
School Improvement Service. If necessary, immediate
assistance was offered to schools. This might involve
the local authority menitoring and managing the
budget for the school. It was also felt that the process
of closing school budgets earlier was a particularly
useful strategy for school financial planning. The
authority has implemented a three-year budget pilot to
encourage schools to focus on expenditure over the
longer term.

A training package is provided for new governors on a
regular basis. In addition, a governor service training
course with combined finance training is also available.
The authority feels that it is particularly beneficial for
governors to be well informed on aspects of financial
management and school improvement. In addition,
financial training was considered to be a useful way in
which to convey to school governors their
responsibilities and thus the importance of their role.

The future

Without significant additional funding, it was felt that
schools would be unable to implement the changes
reguired by the workforce reform. The authority afso
identified the need for an additional £40 million capital
funding over the following two years in order to meet
the costs of overcoming the backlog of its capital
programme (in particular to cover the cost of the primary
school projects). Funding pressures were also identified
with respect to services for excluded and SEN pupils.
Other funding pressures identified included the
reorganisation of services, the increase in teachers’
salaries, increased insurance premiums, funding
fluctuations at an individual school level and
transportation costs for out of borough pupils.

Concern was raised over the stability of the current
funding arrangements, particularly with respect to
specific grants and floor level arrangements being
maintained. The authority would like more grants to be
mainstreamed, enabling them to allocate the majority of
funding to schools through their individual funding
formula. It was felt that this would provide funding
stability and transparency. The authority would also like
to see the introduction of three-year budget settlements
to aid longer-term planning. in addition, under the
current funding arrangements, it was felt that the
authority would benefit from being re-grouped, enabling
funding to be based on mare realistic costs.
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Local authority 3

This a small, unitary authority, with an overall poor CPA
score in 2003. it is a floor authority, suffering from one
of the highest falling rolls in the country. It is
geographically compact, containing 105 schools in
total, 17 of which are secondary schools, the majority
with specialist college status. Their financial settlement
is one of the lowest in the country. For example, in
2004/05 they received a 5.1 per cent rise in funds
where five per cent was the cut off point. Problems are
created with regards to the census count which takes
place in August. Being a tourist area, unemployment
levels are heavily affected by seasonal work. Therefore,
at census time, many people who would normally
receive support grants or rely on tax credits are in
seasonal employment. Being a fioor authority means
that they have to be ‘smarter with the funding that we
get to increase capacity'. Once the authority has met
the costs of pay and other basis essentials, there is
limited capacity to invest in new areas and they are
unable to invest in new areas. Indeed, last year, the
authority supplemented schaol funding by passporting
an extra £1.7 million from the LEA and from Youth and
Community funds. Although struggling, the authority is
not in financial difficulties,
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Impact of the funding arrangements

The changes to the funding formula had a detrimental
effect on the authority's financial situation,
compounded by falling rolls, particularly in the primary
sector. The authority received £854,000 Transitional
Support Grant, which was mainly used to support
schools to achieve a 12 per cent increase from
2002/03 to 2004/05 as they 'would have been in
trouble without it'. The majerity of schools benefited
and this helped reduce the number of redundancies;
however, it is felt to remain inadequate. Furthermore,
there is a concern that the resources available to the
authority next year will be half of what they were this
year. The authority found it 'difficult to square the fact
that we're dealing with a one-off grant to help with an
underlying problem of underfunding'. As a floor
authority, it is particularly likely that, without the grant,
they will end up with some severe cases in schools
with many potential redundancies. There was a feeling
that the funding system failed to reflect local needs as
the system curtailed the authority's ability to influence
funds in order to support schools where needed. This
also led to Jess local authority control and local
discretion. Interviewees maintained that the current
funding system was disadvantaging the authority
through the assumption that the funding in 2003/04
was fair and equitable and using this as the basis for
subsequent comparison. Interviewees believed that this
was an incorrect starting point and that they were
constantly having to find extra money to maintain this
baseline. The authority has had to make considerable
cuts in central services and a number of posts at
authority level had not been replaced. There is no slack
in the budget with which to innovate and it is a
struggle to provide what they do. However, as the
money coming to the authority was already divided
inta blocks, the authority was able to identify a sum of
money for distribution at a fairly early stage, rather
than arguing the case with council members and
through interdepartmental discussions. This speeded up
the process of resource allocation. Furthermore, the
main impact of the revised funding arrangements was
the four per cent per pupil guarantee as schools were
given a cash guarantee.

Impact of the revised arrangements on
schools

It was felt that, if the local authority had not provided
£1.7 from central resources, funding for schools wouid
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be widely insufficient because of the low per pupil
allocations associated with floor authorities. The
prospect of continued falling rolls exacerbates this
situation. Large secondary schools have been the
hardest hit, impinging upon the curriculum and
increasing class sizes. Qverall, school budgets were
slightly better this year because of the transitional
suppert, yet some schools were only able to meet the
curriculum as they had saved money from a previous
year, or failed to replace staff. As such, schools can
deliver the basic curriculum, but can provide for little
beyond this. Schools are therefore benefiting from slight
budget increases, but are concerned as to how they will
cope in the future, for example, with the workforce
remodelling agenda. The Schools Forum was reported to
have made the budget setting process very transparent.
Relations with schools were reported as good,
particularly where changes were perceived to be
handled as efficiently as possible.

Monitoring and training

The authority provides a fot of support to schools, but
autharity staff believe that full accountability at schoal
level is still developing. The authority have introduced
quality return checks, which were contentious at first,
but have improved monitoring standards. The authority
lacks capacity to monitor school budgets more
frequently than it does already (termly). The system for
monitoring schools in difficulty is considered effective as
deficits are being brought back. There are training
sessions for headteachers and administrators and
support and pre-planning are offered by the finance
teams. Training aims to build up good relationships with
school staff and governors, provoking governors inta
asking the right questions and to improve levels of
understanding.

The future

The management of falling rolls and how best to
manage the merger of some schocls are particularty
pressing issues for the authority. The workforce reform is
also expected to have a huge impact, particularly in the
primary sector and headteachers have begun to budget
for that now in case the money doesn't come through in
2005/86, as suggested. Pressures are also associated with
‘Every Chitd Matters'. SEN and transportation costs are
becoming an issue. For example, statementing is helpful
for the schools as they receive additional funding, but
pupils are rarely removed from the system so that the



statementing requirement becomes a huge pressure.
There are also pressures associated with out of city
placements. Teachers’ pay is also expected to exert
considerable pressure on the authority's finances.

Despite all of the changes, the authority is still under
funded and one of their main aims was to be moved off
the floor. They called for a reconsideration of the funding
criteria and changes to the timing of the data census. It
was hoped that three-year funding would become ‘the
norm’, allowing the authority and schools to plan
strategically. The authority would also like to see
increases in baseline funding figures, fewer requirements
to target and channel money so specifically and funds
allocated 'in one main pot'.
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Local authority 4

This is a large authority with over 400 schools and
138,000 pupils. The delegated budget for schaols is £4
million. In some areas, small pockets of deprivation exist
which resuits in the need to allocate additional funding
to schools with higher levels of social deprivation or
SEN. The national formula fails to pick up these pockets
of deprivation and hence the authority lacks access to
some sources of additional funding. The basic per capita
allocation is considered one of the lowest of any
authority in the UK. Given this, the local authority has
sought to atiract funding from other available sources
which has resulted in the development of strong
partnerships with schools and external bodies. Through
this, a number of innovative projects have been
established, including the use of private sector partners
to regenerate a small number of secandary schools. This
is also one of the highest performing counties for
pupils' academic attainment. It is a ceiling authority
(with respect to LEA block funding), but as this is based
largely on social deprivation, it is not a true
representation of the autharity's situation. No financial
difficulties were reported, despite the fact that the
2003/4 funding settlement resulted in insufficient
funding, which had implications for transportation costs
and provision for pupils with SEN {many of which are
placed out of county). To compensate, the authority
increased the coundil tax by 17.9 per cent. In addition,
‘dramatic action' was taken by a number of schools
which involved a reduction in the number of teaching
staff. The authority does not receive transitional support.

Impact of the funding arrangements

It was felt that the balance between delegation and
retention had ‘worked well' in the authority and the
minimum funding guarantee was also considered
beneficial: 'it provides a cushion for quite a number of
schools that otherwise wouldn't have been there.'
However, it was noted that the minimum funding
guarantee was not useful where there had been a large
fall in pupil numbers (e.g. by 20 per cent). The basis of
the minimum funding guarantee was criticised for
maintaining inequities and funding anomalies and, as
such, it would be more beneficial to consider the future
needs of schools. It was feit that the local authority
would benefit from receiving information much earlier
to assist with planning. The small schools factor had
been affected by the new arrangements. Despite these
issues, the authority considered itself to be "extremely
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imaginative’ in the way in which it interpreted the
formula, applying measures of predictability and
stability. The funding for central services was described
as "hellishly tight', particularly regarding the impact on
‘demand driven’ services, such as SEN and
transportation.

Impact of the arrangements on schools

The authority is aware that the pressures in secondary
schools are higher than primary, but the minimum
funding guarantee has made it difficult to address this
problem. Indeed it was noted that the authority's 'room
for manoeuvre' and local variation is being gradually
squeezed out year on year towards a national method
of allocation, which was considered to be a 'real
strategic worry', Funding in 2003/4 was considered to
be insufficient for the delivery of the curriculum.
Funding nursery places and SEN were seen to be
particularly problematic. As a consequence, a number
of schools exhausted the majority of their reserves in
order to cope with the inadequate settlement and
several made ‘massive cuts' in order to restore their
balances. Low staff numbers was highlighted as a
major problem and interviewees commented that they
had 'a vast number of secondary schools in deficit'.
Given that primary pupil numbers have fallen and
secondary pupil numbers have increased, the authority
has been disadvantaged by the floor calculation (based
on average funding per pupil) as the increase to
secondary schools was less. A good relationship
between schools and the local authority was noted.

Monitoring and training

Schools provide monthly returns to the local authority.
Some interviewees believed that the monitoring
mechanisms in place did not allow identification of any
potential deficits early enough for interventicn. As
such, the autherity intends to establish a more rigorous
monitoring system over the next few years. It was also
felt that mixed messages from the Government and
DfES were being received, through championing self-
managing and setf-governing schools, whilst
simultaneously, encouraging local authorities to ensure
that schoals are running smoothly financially. It was
also highlighted that ten per cent of the schools in the
authority had 'opted out' and the financial monitoring
systems for those schools were not compatible with the
system for others. It was felt that the current system
was "very patchy', such that some schools were
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excellent at monitoring and management and others
were particularly poor. It was noted that specific
sanctions {i.e. withdrawal of delegation) to address the
problem of poor management in schools were not
useful. Financial management training for governors
was considered to be 'one of the jewels in the crown'
and that, as a result, governors were able to provide
much needed, constructive challenge to headteachers
where necessary.

The future

The workforce reform, particularly the lack of
awareness of the actual cost of the reform, was
considered to be the authority's main future funding
pressure. The upper pay scales for teaching staff and
the pressure of funding uncontrollable 'demand fed'
budgets, such as SEN and transport costs, were also
identified as an issue. Maintaining and expanding
central staffing in order to cope with the manitoring
demands from the Government was also highlighted as
a future pressure. It was also felt that the longer the
minimum funding guarantee was in place, the greater
the distortion between schools' funding would become.
It was felt that the principle of three-year funding
settlements was useful, but that the minimum funding
guarantee was not useful if pupil numbers had reduced
by 20 per cent. It was also felt that the flexibility for
the autherity enabled under the DIES regulation 28
approvals was useful and allowed the authority to
introduce initiatives not set out in the regulations. It
was also felt that a clearer idea of Standards Fund
grants would be beneficial as the persistent changes to
this funding stream were felt to be frustrating.
Interviewees believed that monitoring and reviewing
should be ongoing over the next two years 'l would
argue for a continuous review mechanism’ rather than
a final evaluation carried out to identify any problems
and potential changes. Earlier announcement of
formula possibilities and funding restrictions were also
highlighted as desired future arrangements. By allowing
the authority to implement and seek agreement of
budgets earlier, more meaningful consultation with
schools regarding funding would be possible. Increased
transparency, through direct funding from the
Government to schools, was also highlighted as a
desired arrangement.
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8 Concluding remarks and recommendations

As with any changes to the school funding system,
there have been winners and losers as a result of the
new funding arrangements that were introduced in
2004. The new arrangements have provided greater
finandiai certainty and financial cantrol for schools, At
the same time, however, they appear to have reduced
focal autherity discretion and with it their flexibility to
cater for local needs. One implication of this is that
anomalies in the funding arrangements at local level
and inequities between schools may be difficult to
address. A further implication may be that, with their
ability to make effective local decisions severely
curtailed, councils may be reluctant to continue to
contribute in the way that many of them have to
education funding. Furthermore, the findings suggest
that the new arrangements, although providing greater
stability and control for schools, fail to address
fundamental underlying discrepancies in the basic
funding allocated to local authorities for schools, Until
this is addressed, any system that aims to provide
greater certainty for schools through arrangements such
as the minimum funding guarantee can only continue to
reinforce these discrepancies. Not only this, but
imptementation of such a strategy in the longer term
may make return to local authority formula allocation
and thus the ability to address local needs unviable,

Whilst the study would suggest a reducing role for
local government in the funding of schools and a
depletion of the central services available to support
schools, the local authority role in monitoring and
evaluating school practice in this area is a crucial one,
It is therefore important that local authorities retain the
fesources to implement this effectively. Without this
oversight, particularly, given, in some instances, the
limited financial management skills located in schools,
it is difficult to see how some schools may cope with
financial management tasks and also how they might
be encouraged to use their resources to greatest effect
(e.g. through collaboration between schools).

Although the study has demanstrated that different
authorities may be affected by changes to the schoal
funding system in different ways, in addition to the
positive aspects and concerns raised, it has highlighted
ways in which local authorities may benefit from the
sharing of effective mechanisms they have developed.
For example, in the ways in which they monitor and
challenge schools with regard to financial matters.

Recommendations

» The Government may wish to consider a more
fundamental review of the funding system and how
this impacts on different local authorities, in
particular, the way in which additional funding is
allocated for areas of sacial deprivation.

¢ [t may also be important for the Government to
reconsider the continuation of the funding
arrangements in their current form as a way of
providing increased certainty and control for
schools, prior to any more fundamental review.

* Since the role of the local authority in overseeing
schools' financial management and accountability is
a crucial one, this role may need to be reinforced
and the powers available reiterated.

* local authorities may wish to consider the ways in
which they might benefit from liaison with other
authorities and the sharing of good practice.

¢ It may be worthwhile examining in greater depth
the training and expertise of schooal financial
managers, since this may be vital in ensuring
effective financial management at school level.
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Appendix: local authority case-study sample

information

Financial band CPA score Type Size
1* Floor Poor Unitary Small
2 Middle Weak Metropolitan Medium
3 Middle Good Unitary Small
Middie Fair Metropolitan Medium
5 Middie Excellent Unitary Medium
6" Middle Weak London borough Smail
i Ceiling Good County Large
8 Ceiling Geod Unitary Medium

*case study 3, Ycase study 1, 11 case study 2; **case study 4
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