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Chapter 1

Introduction

Coverage

1.  This consultation covers all local authorities in England who currently
receive grant via the Formula Spending Share system. Police authorities in
both England and Wales who receive grant via this system are also covered.

Background

2.  Approximately 25% of public spending in England takes the form of
spending by local authorities on services they provide. Most of this money is
distributed as grant from central government, with the balance being raised
locally via council tax. The Formula Grant Distribution System is concerned
with the distribution of a large part of this grant from central government to
local authorities, known as Formula Grant.

3. The Formula Grant Distribution System was last reviewed for the
2003/04 local government finance settlement. Since then, the distribution
formula has remained frozen for a period of three years, in order to provide
local authorities with some stability in their funding. This three year formula
freeze came to an end with the 2005/06 settlement.

4.  During the formula freeze period, we have been working with local
government and other interested parties to consider possible changes to the
formulae which could be introduced once the freeze had ended. This paper
provides the basis for a full consultation on options for formula changes that
could be introduced from the 2006/07 settlement onwards.

5. The system divides up the finite pot of available grant (which is
determined in the biennial spending reviews) by reference to authorities’
relative circumstances and their ability to raise council tax. At present the
system is based on a number of mathematical formulae covering seven
service ‘blocks’. These blocks are:

e Education;

e Personal Social Services (PSS);

e Police;

e Fire;

e Environmental, Protective and Cultural Services (EPCS);
e Highways Maintenance; and

e Capital Finance.

6. However, since the last formula review, it has been decided that funding
for schools should be taken out of the Formula Grant System and be paid as



Dedicated Schools Grant direct from the Department for Education and Skills.
This will come into effect in 2006/07. Therefore, references to the education
block throughout this document refer only to that portion remaining once the
schools funding has been removed — currently known as the LEA Block.

7. There is a separate chapter in this consultation paper about the transfer
of schools funding, which explains how the transfer has been exemplified for
the purposes of this consultation.

History of technical work

8.  Following the last review of grant distribution formulae, the Settlement
Working Group was formed to consider how the formulae might be updated
and modernised once the formula freeze was lifted. The Settlement Working
Group consists of representatives from all types of local authority in England
along with interested parties from central Government.

9. Separate technical groups were also set up to look at the formulae for
the Police and Fire funding blocks. Discussions within the Police and Fire
formula groups were fed back into the Settlement Working Group for
consideration within overall discussions.

10. Papers and minutes from these groups are available on the websites of
the Office of the Deputy Prime Minister (http://www.odpm.gov.uk/), and the
Home Office (http://www.homeoffice.gov.uk/).

Aims

11. The aim of this review is to produce a robust and fair system for the
distribution of formula grant that will be fit for use in the context of three year
settlements. That will include, among other things, adaptations to make the
system more forward looking. The Government recognises that any system
based on formulae cannot reflect all possible circumstances, so there will
inevitably be an element of rough justice: and that the technical nature of the
issues means that there is frequently no clear cut optimum solution, so
pragmatic decisions will be needed to produce a workable system.

Options

12. This consultation document contains options for each of the components
of the grant distribution system. These are the seven blocks listed above,
other formulae included in the present method of grant calculation, plus
matters of overall context affecting the arrangements for distribution of
Formula Grant:

13. There are sections containing options on each of these issues, together
with details of how each option would affect individual authorities. The
Government believes that the options in this paper could be used to update
the Formula Grant Distribution System. However, the options here may be
further refined following consultation. Respondents may also propose new


http://www.odpm.gov.uk/)
http://www.homeoffice.gov.uk/

options. Therefore, the components of the new formulae may not
necessarily be drawn from the list contained here.

Construction of exemplifications

14. The exemplifications shown in this document are constructed by re-
running the 2005-06 settlement as though a sum representing funding for
schools had already been removed from the system, and the particular
formula option in question had been in place for that year.

15. Apart from the removal of schools funding, as described in Chapter 2 of
this document, other elements of the 2005-06 settlement - such as the data
used in the formula, and (in the case of the service blocks) the Area Cost
Adjustment - are unchanged from 2005-06, except where stated.

16. The outcome of each option is normally expressed in terms of change
from the 2005-06 settlement in £ million and percentage of total FSS (after
removal of a sum representing schools funding). Total FSS is used so that
the figures are comparable from one service to another. There are some
exceptions, where circumstance means that grant is used instead of
spending. The figures for both amounts and percentages have been rounded
to one decimal place.

17. Outcomes are not shown for those authorities who are not responsible
for delivering the service in question. For example, shire districts in two-tier
areas are not included in the education exemplifications, since they are not
responsible for the provision of education services.

Limitations of exemplifications

18. Constructing exemplifications by re-running the 2005-06 settlement in
the way described above gives the best possible illustration of the effects of
each option at the present time. However, the detailed effects of options in
the context of the 2006-07 settlement would be different. This is partly
because the totals for the various formula spending blocks and grant may
have changed due to transfers of funding, additional to the schools funding
transfer. We will also be using updated data.

How to respond

19. The Government would like your views on which of the options
presented here should go to updating and modernising the grant distribution
system. We would also welcome any alternative proposals. Specific
guestions are posed at the end of each chapter, before the tables of
exemplifications.

20. We welcome responses submitted electronically. Please send
responses by e-mail to: formulagrant.review@odpm.gsi.gov.uk.




21. If you are not able to respond by e-mail, please send your response to:

Ms Arvind Thandi

Formula Grant Review Team
Office of the Deputy Prime Minister
Zone 5/G5

Eland House

Bressenden Place

London

SWI1E 5DU

22. Alternatively, responses may be faxed to 020 7944 2963.
23. Responses should reach us by 10™ October 2005.
Confidentiality

24. All information in responses, including personal information, may be
subject to publication or disclosure under freedom of information legislation. If
a correspondent requests confidentiality, this cannot be guaranteed and will
only be possible if considered appropriate under the legislation. Any such
request should explain why confidentiality is necessary. Any automatic
confidentiality disclaimer generated by your IT system will not be considered
as such a request unless you specifically include a request, with an
explanation, in the main text of your response.

Queries
25. If you have any questions about this publication or require paper copies

of the consultation document, please contact our enquiry line on 020 7944
8841, or e-mail formulagrant.review@odpm.gsi.gov.uk.

Summary of Responses

26. A summary of responses to this consultation will be published by 31
December 2005 at the following address www.local.dopm.gov.uk. Paper
copies will also be available on request.



mailto:lg.fgreview@odpm.gsi.gov.uk
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Chapter 2

Schools Transfer

Background

27. DfES's five year strategy published on 8 July 2004 sets out the
Government’s plans for funding schools. From April 2006, DfES will take
responsibility for determining the size of each local authority’s 'Dedicated
Schools Budget' — the amount spent locally on schools and other services for
pupils (e.g. pupils with Special Educational Needs). The introduction of a ring-
fenced schools grant will have considerable distributional effects on the Local
Government Finance System and schools funding.

Quantum of transfer

28. Final figures for the sum to be transferred from FSS and Formula Grant
to the new ring fenced Dedicated Schools Grant (for both 2006/07 and
2007/08) will be decided by the Government in due course. For the purposes
of this paper, we have shown the effects of a transfer approximately halfway
between Schools FSS and budgeted spend.

Formula Grant distributional effects

29. The change to direct schools funding will need to take account of
distributional effects on local authorities. These effects on local authorities
would be largely produced by the variation between local authorities in the
extent to which they currently spend above or below FSS.

30. Those spending at, or very close to, their schools FSS would be
substantially unaffected (before grant floors). However, those authorities
which currently spend below FSS would lose out in terms of residual "non-
schools" grant. That is because their saving from not having to finance
schools would be less than their loss of formula grant. On the other hand,
those that currently spend above FSS would gain in formula grant terms.

31. Individual authorities' settlements will also be affected by their position
in relation to grant floors. Authorities that move into the grant floor following
the schools transfer will have some of their losses mitigated by the floor.
Authorities that were on or close to the schools passporting guarantee - that
is, their cash grant increase was equal to or little more than their passporting
target - will gain because they will at least receive the non schools grant floor.
We would anticipate an increase in the number of floor authorities and
therefore a greater percentage scaling back of grant increases above the
floor, on the current damping methodology. (Though this effect would also be
likely to result from any other, simultaneous significant distributional change).



How to adjust the base year figures

32. Normal rules for a transfer of funding or function are to adjust the base
year, to allow for grant comparisons, by recalculating the base year as if the
transfer had already happened. In this case, that would mean that the base
year adjustment equalled schools FSS for that year.

33.  However, that would be to ignore the main reason why this transfer
creates distributional turbulence. In a transfer of this scale, a better pragmatic
alternative - which we therefore propose - is to adjust each authority's grant
figure for the base year using budgeted spend in that year.

34.  An adjustment, based on 2005/06 schools budgets, would also be
needed to enable us to consider Budget Requirement increases on a
comparable basis - probably via Alternative Notional Amounts.

Damping arrangements

35. A formula grant floor applied to that adjusted base would enable the
change to be phased in, as with other smaller changes, and from a
pragmatically sensible starting point.

36. It could be argued that this will not be a very precise damping
mechanism. In particular, authorities that spend well below FSS on schools
will not be sufficiently compensated by any credible floor level for loss in
flexibility of spending choice. That is, floor protection would in some cases
bring their formula grant up to an amount that was still less than the difference
between their 2005/06 formula grant and their schools budget. A customised
damping system, over and above the grant floor, could be designed for
2006/07 only to compensate these authorities: comparisons for 2005/06
suggest the amount involved would be of the order of £95m so this is the sum
used in the exemplifications in this chapter.

37.  On the other hand, any extra protection from within the formula grant
system would of course be at the expense of education and social services
authorities above the floor.

Effect on police, fire, and shire district authorities

38. There is clearly a case for isolating non education authorities from the
effect of this transfer so that these types of authority would be in the same
position as they would have been had the transfer not taken place, and we
therefore propose to do so. Within the current grant system, this would mean
changing the way other interest receipts are allocated among groups of
authorities; and might at the margin involve adjusting shares of Assumed
National Council Tax.

Bases of distribution of RSG and NNDR

39.  Given the greatly reduced total of RSG, it would be necessary to use
the Distributable Amount of business rates to achieve equalisation. To all
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intents and purposes, the DA and remaining RSG would be distributed on the
same basis (though allocations to individual authorities would still need to be
separately identified as this is a statutory requirement).

Summary of options

Option SCLT1

40. Total transferred out of the settlement is schools spend - £95 million.
Adjusted FSS calculated at spend on schools services in 2005/06. General
floor damping applied.

Option SCLT2

41. Total transferred out of the settlement is schools spend - £95 million.
Adjusted FSS calculated at spend on schools services in 2005/06. General
floor damping applied, then top-up provided so that no authority receives less
grant for non-school services than it would have done had the transfer not
gone ahead in 2006/07 i.e. a customised damping system has been applied.

Questions
42. We would like your views on:

Question 1: Do you think that there should be a customised damping
system?

Question 2: Do you have comments on the Government's other
proposals, to adjust the base using spend figures and to isolate police,
fire and shire district authorities from the effects of the transfer?

Consultation exemplifications

43. For the rest of this consultation document, options exemplified at a grant
level have been compared to option SCLT1. In the exemplified version of
SCLT1, the shares of other interest receipts have not been altered from the
2005/06 settlement, for the time being. Please note that the use of SCLT1 as
a comparison does not represent the Government’s views as to whether there
should be a customised damping system, but is simply used to illustrate the
potential effect of the other options following the schools transfer.

11
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Chapter 3

New Grant Systems

Background

44. For at least twenty years, the formula grant distribution system has made
use of notional figures for spending, both by service and by individual
authority; and for council tax, both nationally and for groups of authority
depending on the range of services they deliver. But it is questionable
whether, in a system whose sole purpose is distributing grant, such
assumptions really have a role. And it is certainly true that over the years
these figures have been used for a variety of purposes, such as spending or
tax targets, for which they were neither intended nor suitable. The
Government sees merit in considering replacement grant distribution systems
that do not contain such figures.

45. Following on from the consultation on three year settlements, we have
been exploring a range of possible grant systems that would focus on grant,
that is by not containing notional measures of spending and council tax.
Simplified systems were not generally welcomed in that consultation, and a
model comprising three blocks (where settlement mainly depended on a flat
rate increase on the previous year, plus comparatively small top ups on
relative need and resource capability) does not model existing grant
distribution in 2005/06 well.

46. This consultation paper therefore focuses on the "four block™ model
which contains substantial elements on relative needs and resources. The
introduction of this model need not of itself change grant distribution by
comparison with an FSS based model.

Description
47. The system is based on four blocks of cash:

e the relative needs block;

e the resource block;

e the basic amount block; and
e the damping block

Totals

48. Spending Reviews would publish figures for total formula grant. In
operating the distribution, there would be no distinction between redistributed
business rates and Revenue Support Grant - although as statute currently
obliges us to provide separate figures for each council, we would break down
their overall grant amount pro rata.
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49. Spending Reviews would also publish figures for the proportions of
relative needs between the seven blocks. So in year 1 the total needs will be
set to 1. This will then be split between education, PSS, police, fire, highway
maintenance, EPCS and capital financing. If we had expressed 2005/06 in

this way it would have looked as below:

2005/06 Control New way of
Totals expressing
control totals
Education 27,876.070776 0.434339
Personal Social 13,567.244000 0.211393
Services
Police 4554.299000 0.070961
Fire 1,897.000000 0.029557
Highway Maintenance 2,053.685000 0.031999
EPCS 11,384.582000 0.177384
Capital Financing 2,846.856000 0.044357
Total 64,180.336776 1.000000

50. Inyear 2, the control total will be set, for example, at 1.025, where 2.5%
is the increase in the relative needs amount in year 2. A similar methodology

would then be applied in year 3.

51. The relative size of the totals of the relative needs block and resources

block would be set by judgement.

Distribution

52. Each authority's cash allocation would be the total of its (relative needs

block + resource block + basic amount block + damping block).

53. The relative needs amount would be allocated using formulae similar to
FSS, although the outcome would be expressed as proportions of total need.

z Z relative _needs =1
Services needs

54. The relative needs formulae could then be grouped together according
to the authorities that provide these services. We would therefore need six

groups at present:

a. upper-tier services i.e. education, PSS, highway maintenance,

county-level EPCS and continuing EA levies
lower-tier services i.e. district-level EPCS
police services

fire services

caoo

costs
all authorities i.e. capital financing

o
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55. For each of these groups we would find the minimum amount per head
across authorities. An authority’s relative needs amount would then be set, for
each of the six groups, proportional to the sum of needs above the minimum.
The sum of the relative needs amount across all authorities will equal the
relative needs control total.

56. To allocate the resources amount, we would first need to split taxbase
between the four service tiers i.e. upper-tier, lower-tier, police and fire. The
taxbase for each authority would then be split between these tiers as
appropriate; therefore, county councils which do not provide fire services
would only receive an amount of taxbase for upper-tier services, whilst county
councils which do provide fire services would receive an amount of taxbase
for upper-tier services and an amount of taxbase for fire services.

57. The maximum amount per head for each of these taxbase service splits
would be calculated. The resources amount would then be set proportional to
the sum of resources required to reach the maximum for each of the four
groups. The sum of the resource amount across all authorities will equal the
resource control total.

58. The basic amount will be calculated from the minima used in the needs
block and the maxima used in the resource block. The control total will be set
equal to (total amount of grant — relative needs control total — resource control
total).

59. The damping block would calculate the changes to the grant required to
ensure that all authorities receive at least the floor increase year-on-year.

60. A model of this system for 2005/06 was given at Annex A of Settlement
Working Group paper SWG/05/54 (see
http://www.local.odpm.gov.uk/finance/0607/swg0505/swg-05-54 Annex A.xls

Questions
61. We would like your views on:

Question 3: Whether we should use the proposed alternative grant
system?
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Chapter 4

3-Year Settlements

Background

62. The Chancellor announced that we would be introducing three-year
settlements for local authorities in his announcement of the 2004 Spending
Review. The first three-year settlement will be for two-years only starting in
2006/07. A consultation paper on this subject was issued by the Office on 15
December 2004 and an analysis of responses was published on 30 June
2005, and the Government’s proposals were issued on 19 July 2005.

63. There are four main issues on which we consulted. These were:

e Does the introduction of three year settlements mean we must
or should change the fundamentals of the way the grant system
operates?

e Over the three year cycle, which years should be fixed in
advance and which subject to reopening i.e. when should any
changes to update or revise formulae and data take place?

e Whether to use projected or frozen i.e. historic data in the
formulae for years 2 and 3, or a mixture of both; and

e Whether to continue with the practice of retrospectively
amending past years' settlements if errors in data etc come to
light.

New grant system

64. This has already been discussed in the previous chapter.

When in the cycle to introduce changes in the grant formulae, data and
funding totals

65. We intend to align all aspects of three-year settlements with the existing
Spending Review round, with firm three-year allocations being announced for
the first full Spending Review cycle after three-year settlements are
introduced. As in the Spending Review round, the third year of the cycle will
become the first year of the next round. But the settlement for this year will
not be reopened, simply recalculated to give a more accurate starting point for
the calculation of following settlements.

66. Also if new funding is introduced, for example, to allow for new
responsibilities for local government, it should be distributed as specific grant
until it can be incorporated into the settlement cycle.

36



Use of data

67. We intend to use projections for the dominant data drivers of population
and council tax base. This would make the settlement more forward looking,
which would both fit in with the three year concept and meet a significant
recommendation of the Barker review. For other data items, most of which are
either impossible (e.g. numbers of benefit claimants) or very difficult (e.g.
relative labour costs) to forecast, we intend to use frozen figures based on
multi-year averages.

68. However, we know that the effects of revaluation of non-commercial
properties will affect the 2007/08 settlement. For this reason, 2007/08 will only
be a provisional settlement when announced at the time of the 2006/07
settlement. We therefore propose to use actual taxbase data collected on
CTBL1 forms for both the 2006/07 and 2007/08 settlements. We propose to
use taxbase projections from 2008/09 onwards, and for the provisional
2007/08 settlement published at the time of the 2006/07 settlement.

Retrospective amendments

69. Under three year settlements, we intend to adopt the general rule that no
retrospective amendments will be made to the formula grant settlements.
Otherwise, the whole point of three year settlements in providing greater
stability and predictability would be undermined. However, we cannot
completely exclude the possibility of a major systematic error in the settlement
being discovered, and, if this happened, we would consider amendment.
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Chapter 5

Amending Reports

Background

70. The Office for National Statistics (ONS) revised the mid-2001 and mid-
2002 population estimates at the time of issuing the mid-2003 population
estimates. The Office of the Deputy Prime Minister consulted on the form and
timing of the 2003/04 and 2004/05 Amending Reports during the summer of
2004. The majority of respondees favoured postponing the 2004/05 Amending
Report until this year in case new evidence became available leading ONS to
revise the mid-year estimates again.

2004/05 and 2005/06 Amending Reports

71. Although ONS have no plans to revise the mid-2003 estimates, because
the 2005/06 settlement is partially based on the 2004/05 settlement, via floor
damping, we also need to amend the 2005/06 Settlement. This must be done
prior to the introduction of 3-year settlements. We must therefore make
Amending Reports for both 2004/05 and 2005/06 at the time of the 2006/07
settlement.

72. In addition to the amendments resulting from the changes in population
data (i.e. the population data indicators, the ACA and those indicators where
population is used as the denominator) we also intend to amend other data
errors which were notified to the Department immediately following the
2004/05 and 2005/06 settlements. These are:

For 2004/05

» Traffic Flow Indicators for Derby City - an incorrect total road length
figure was used in the calculations of the 'annual average flow of all
motor vehicles' (FLOWALL.GLA) and the ‘annual average flow of
HGVs, buses and coaches' (FLOWHGVBUS.GLA) indicators. The
amending report would correct this calculation error for both indicators
for Derby City.

e Corrections to transport SCE(R)/SCA amounts for Tameside and the
Isles of Scilly.

e Corrections to the IDB levy data for North Lincolnshire.
For 2005/06
e Police pensions data for Derbyshire Police. Please note that we require

further data from Derbyshire Police to do this, if it is not provided then
we will not be able to make this amendment.
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e Correction to transport SCE(R) amounts for Luton and Bedfordshire.

e Correction to the splits used for Quality Bus Corridor SCE(R) for
Greater Manchester PTA.

e Corrections to housing SCE(R) for North Yorkshire

e Corrections to the road length data for Bradford with respect to the
A650 being re-classified as the B6265 following de-trunking.

73. The Government intends to apply the same methodology as for the
2003/04 Amending Report to the 2004/05 and 2005/06 Amending Reports.
Therefore, Government may change the levels of floors and ceilings, the
share of assumed national council tax (ANCT) etc, as necessary following the
changes to the data.

74. The change to the floor damping methodology implemented in 2005/06
with respect to the Amending Report will apply again in 2006/07 with respect
to both the 2004/05 and 2005/06 Amending Reports.
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Chapter 6

Education — LEA Block

The Current System

75. The LEA block currently consists of two main sub-blocks: one for LEA
central functions and one for Youth and Community provision. The LEA
central functions block distributes funding on a mixture of resident pupils and
pupils in the authority’s schools since local authorities have different
responsibilities towards both sets of pupils. The formula includes basic
amounts per pupil and resident pupil, which are the same for all authorities
and applies top ups for deprivation, population sparsity - to allow for the
higher costs of home to school transport - and area costs. There is also a
fixed cost element that is the same for each authority to recognise that smaller
LEAs cannot take advantage of economies of scale, and a pensions element
to recognise the variation in the costs of pension provision for staff formerly
employed at FE colleges.

76. The Youth and Community formula uses the resident population aged 13
to 19 as the client group and applies a deprivation top up using Income
Support and secondary ethnicity data and then an area cost top-up.

The New System

77. The formulae are still quite new and we propose only two changes apart
from updating the sparsity data by using the 2001 Census information. We do
not propose to introduce projections for the client group of the LEA central
functions block because DfES do not believe that it is possible to produce
sufficiently accurate projections both for school pupil numbers and for resident
pupil numbers. We plan to continue using historical data for this block. This
would, however, extend the time-lag in 3 year settlements.

Youth and Community

78. The current formula for this block is given below.

Basic amount
YOUTH AND £80.40

COMMUNITY BASIC
AMOUNT
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Top-ups

YOUTH AND
COMMUNITY
DEPRIVATION TOP-
upP

YOUTH AND
COMMUNITY
ETHNICITY TOP-UP

£301.87 multiplied by CHILDREN OF INCOME SUPPORT /INCOME
BASED JOBSEEKER’'S ALLOWANCE CLAIMANTS ABOVE
THRESHOLD

£96.30 multiplied by SECONDARY LOW ACHIEVING ETHNIC
GROUPS ABOVE THRESHOLD

79. The full formula used to calculate the Youth and Community element is:

Youth and Community

(8 POPULATION AGED 13 TO 19 multiplied by the result of:
YOUTH AND COMMUNITY BASIC AMOUNT; plus
YOUTH AND COMMUNITY DEPRIVATION TOP-UP; plus
YOUTH AND COMMUNITY ETHNICITY TOP-UP

(b)  The result of (a) is multiplied by AREA COST ADJUSTMENT FOR EDUCATION;

(c) The result of (b) is then multiplied by the scaling factor given in Annex F for the
Youth and Community Services sub-block.

80. There are no plans to change this formula.

Local Education Authority Central Functions

81. The current formula for this block is given below.

PUPILS BASIC
AMOUNT

RESIDENT PUPILS
BASIC AMOUNT

Top-ups

PUPILS
DEPRIVATION TOP-
upP

SPARSITY TOP-UP

RESIDENT PUPILS
DEPRIVATION TOP-
uUP

£114.62

£114.05

£194.37 multiplied by CHILDREN OF INCOME SUPPORT /INCOME
BASED JOBSEEKER’S ALLOWANCE CLAIMANTS ABOVE
THRESHOLD

£145.63 multiplied by WARD SPARSITY

£194.37 multiplied by 0.66 multiplied by CHILDREN OF INCOME
SUPPORT /INCOME BASED JOBSEEKER’S ALLOWANCE
CLAIMANTS ABOVE THRESHOLD
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Fixed cost amount

LEA FIXED COST £425,000.00
AMOUNT

82. The full formula used to calculate the Local Education Authority Central
Functions element is:

Local Education Authority Central Functions

(@) PUPILS AGED 3 TO 18 multiplied by the result of:
PUPILS BASIC AMOUNT,; plus
PUPILS DEPRIVATION TOP-UP

(b) RESIDENT PUPILS AGED 3 TO 18 multiplied by the result of:
RESIDENT PUPILS BASIC AMOUNT,; plus
SPARSITY TOP-UP; plus
RESIDENT PUPILS DEPRIVATION TOP-UP

(c) The result of (@) and (b) is multiplied by AREA COST ADJUSTMENT FOR
EDUCATION;

(d)  The result of (c) is then added to the sum of LEA FIXED COST AMOUNT and
RESIDUAL COLLEGE LECTURERS PENSIONS;

(e) The result of (d) is then multiplied by the scaling factor given in Annex F for the
Local Education Authority sub-block.

2001 Census

83. As with other parts of the formulae we are currently still using data
derived from the 1991 Census within the LEA Central Functions sub-block.
We are proposing to substitute a similar measure to the existing sparsity
variable derived from the 2001 Census. The sparsity top-up would be as
follows:

SPARSITY TOP-UP £151.91 multiplied by WARD SPARSITY
Residual college lecturer pensions

84. We propose to remove the specific part of the calculation that deals with
FE residual pensions (the responsibility for Further Education colleges was
transferred away from local authorities in April 1993, but pension liabilities
remained). This distributes £30m according to planned spend as recorded by
authorities in their Section 52 budget returns to DfES. However, DfES and we
are concerned that in some cases authorities are showing significant
increases in this expenditure even though it is covering historic, not new
commitments. We generally prefer to avoid using planned spending data in
formulae because of the obvious scope for manipulation. Therefore we
consider it better if this formula does not use any planned spending data at all.

85. The proposed new formula is given below.
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Basic amounts

PUPILS BASIC £116.01
AMOUNT
RESIDENT PUPILS £115.43

BASIC AMOUNT

Top-ups
PUPILS £196.73 multiplied by CHILDREN OF INCOME SUPPORT /INCOME

DEPRIVATION TOP- BASED JOBSEEKER’'S ALLOWANCE CLAIMANTS ABOVE
upP THRESHOLD

SPARSITY TOP-UP £147.40 multiplied by WARD SPARSITY

RESIDENT PUPILS £196.73 multiplied by 0.66 multiplied by CHILDREN OF INCOME
DEPRIVATION TOP- SUPPORT /INCOME BASED JOBSEEKER'S ALLOWANCE
upP CLAIMANTS ABOVE THRESHOLD

Fixed cost amount

LEA FIXED COST £425,000.00
AMOUNT

86. The full formula used to calculate the Local Education Authority Central
Functions element is:

Local Education Authority Central Functions

(@) PUPILS AGED 3 TO 18 multiplied by the result of:
PUPILS BASIC AMOUNT,; plus
PUPILS DEPRIVATION TOP-UP

(b) RESIDENT PUPILS AGED 3 TO 18 multiplied by the result of:
RESIDENT PUPILS BASIC AMOUNT; plus
SPARSITY TOP-UP; plus
RESIDENT PUPILS DEPRIVATION TOP-UP

(c) The result of (@) and (b) is multiplied by AREA COST ADJUSTMENT FOR
EDUCATION;

(d)  The result of (c) is then added to the LEA FIXED COST AMOUNT;

(e) The result of (d) is then multiplied by the scaling factor given in Annex F for the
Local Education Authority sub-block.
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LEA damping

87. There is a case for removing this residual formula damping, which has
been running since the last review. It no longer greatly affect any authority's
total FSS, and is an anomaly since damping is generally provided by the grant
floor. On the other hand, there is still some distributional change from the
2003/04 review to come through. We would welcome views as to whether
separate damping arrangements should remain for this block.

Summary of options

Option EDU1
Updating the sparsity data from the 1991 Census to the 2001 Census.

Option EDU2
Removing the direct funding of residual college lecturer pensions.

Option EDU3
Removing the LEA Damping block.

88. Please note that options EDU2 and EDU3 can be combined.
Questions
89. We would like your views on:

Question 4: Do you think we should remove the element for Further
Education residual pensions?

Question 5: Do you think the LEA damping block should be removed?
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