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Introduction 
Further to the paper in November 2017 this paper is to update Forum on the upcoming consultation on the Early Years Entitlement (EYE) Funding Formula during January and February 2017.            

Funding formula
Background reminder

The DfE indicated in 2016 when the national funding formula was set for the Early Years DSG that the rates set then would be fixed from 2017 to 2020. The DSG announcement on 19th December 2017 confirmed these rates remain the same for 2018/19.

The rates received by Bath and North East Somerset Council in the DSG allocation 2018/19 will be as follows:

· £5.43 per hour for 2 year old children
· £4.30 per hour for 3 and 4 year old children 
Please note that the DfE allow each Council to use a maximum of 5% of their DSG budget allocation for 3 and 4 year old funding to provide the support service infrastructure for the Early Years sector including allocation of the EYE funding, support on regulatory matters and CPD training to providers, support to children and providers with regard to SEND and much more. This allocation does not meet the total spend in Bath and North East Somerset Council in providing these services.
In 2017 the Forum agreed the funding rate for one financial year and asked for it to be reviewed again for 2018/19 and beyond.    

Current Formula 

In May 2017 after two separate consultations Forum agreed that EYE places would be funded as follows for the 2017/18 financial year. 

· An hourly funding rate for all 2 Year Olds - £5.43. There is no formula option on this fund, it is expected to be passed on in full to providers. 
· A basic hourly rate paid to all providers for all 3 and 4 Year Olds - £4.

· A deprivation supplement paid for all 3 and 4 year olds - 2p per funded hour. 

· An additional per hour allocation for children residing in the top 20% IDACI super output areas of deprivation nationally - 34p per funded hour.

· An additional per hour allocation for children residing in the 21-40% IDACI areas - 16p per funded hour.

In addition children identified for Early Years Pupil Premium (EYPP) continue to be paid an additional 53p per funded hour. This is a separate initiative with an identified allocation in the Early Years DSG based on economic criteria checked in the same way as Free School Meals. When it was introduced Councils were instructed that this is additional per child funding regardless of any deprivation supplements paid and it was not to replace any deprivation supplements that Council’s offered.     
Options for revision to the formula
There are options within the 3 and 4 year old rate to make further changes. This could be achieved by increasing the amount allocated to supplements (the maximum cap on supplements is 10% of budget allocation.) This would have the impact of reducing the basic rate for all providers assuming no change in the funding rate by the DfE during this 3 year window of funding. Some providers may gain in their overall allocation depending on what the supplements were allocated for.

It is mandatory to have a deprivation supplement. This can be for all, or part of, the up to 10% of the budget that can be allocated in supplements. All other supplements are discretionary and the DfE outlined them as follows: 

· Rurality/sparsity - a rurality/sparsity supplement is permitted to allow local authorities to support providers serving rural areas less likely to benefit from economies of scale.

· Flexibility - a flexibility supplement is permitted to support providers in offering flexible provision for parents. This could, for example, be childcare wraparound care, out-of-hours provision or to encourage a particular type of provider in an area (such as to meet a need for childminders in an area).

· Quality - a quality supplement is permitted to either:

• support workforce qualifications, or;

• support system leadership (supporting high quality providers leading other providers in the local area)

· English as an additional language (EAL) - an EAL supplement is permitted.
After the cost of operating the scheme has been taken out of the 3 and 4 year old DSG allocation the funding available in 2017/18 is £4.08. If the full 10% of this were to be used as supplements this would have the effect of reducing the base rate of £3.67. This is 33p an hour lower than their current basic rate. This reduction may be unpopular. 
Currently the funding allocated to deprivation is 8p of the £4.08, 1.96% of the total budget. 
Following extensive discussions with the Early Years Reference Group at their November meeting it was agreed to look at the 8p currently realised in the formula and how it could be potentially allocated in another way whilst still maintaining the requirement to have a supplement addressing deprivation. The approach agreed on was to link the supplement available to children allocated the EYPP. The rationale for this would be:

· An identified group meeting economic deprivation criteria which when tracked throughout their education progress at all key stages shows a gap in attainment when compared with their peers. This gap is particularly wide in Bath and North East Somerset.  
· Additional funding for this cohort would help narrow the gap in the allocation of funding between what they receive in their Early Years, up to £302.10 and what they attract in reception £1,320.  
Based upon the current EYPP take up rates the supplement could be set at 87p an hour from the budget available. If this is added to the existing 53p the total additional funding available to the eligible children would £1.40. For a child taking up their full 570 hours of entitlement this would be worth £795.45. The current Pupil Premium when adjusted to the EYE hours would be worth £792. This proposal does effectively align the funding received under EYPP and Pupil Premium.    
This alternative method would make the allocation of deprivation funding more targeted and more trackable for measuring outcomes. Fewer children would receive the supplement if it was allocated by this methodology and there will be providers who gain and lose if a change is implemented. Our analysis for the Autumn Term expenditure indicates that this would be as follows: 

· 59 providers would have received more money under the new allocation methodology with those gains being between an additional £1.24 and £1,676.82.

· 83 providers would receive no funding were as they would have previously received at a minimum the universal 2p allocation. These losses range from £1.40 to £650.66.
Please note that some providers have questioned why they have received the universal deprivation funding allocation. In addition for many childminders in particular, the allocation has been under £10 making processing far more expensive than the value of the allocation.     
The current formula has avoided being overly complex by having fewer supplements. This has been beneficial during this period of change and implementing new processes around 30 hours. These benefits have included:

· Providers having a greater understanding of how much funding they will receive per child with a clear cut formula. This has made invoicing their families an easier task.  
· The Council being able to focus on processing the provider’s headcount paperwork which is far more complicated with the additional hours having to be captured, verified and in many cases, split across provision.
Retaining the current formula or adopting the new one would maintain this recent simplification. Indeed the new proposal based on the EYPP would make processing the EYE the least complex it has been in terms of payments since the introduction of the formula methodology in 2009. 

Next steps
· The proposals will be looked at by the Early Years Reference Group at their meeting on 10th January 2018,
· A consultation will run during January and February on the alternative methods of allocating the deprivation fund. Providers will be asked to confirm their preferred option. 
· The results of the consultation will be brought to Forum for the meeting on 13th March 2018 for discussion and approval.   
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