The e-University project: lessons learnt by HEFCE

1. All organisations have to take risks in order to do their jobs effectively.   To secure value for money for public funds we will always have higher risk projects as well as routine ones.   However, we need to manage risks properly, and as part of this, we need to evaluate past projects and reflect on lessons we can learn, so that we improve our performance.  This is particularly important for high risk projects so that we feel confident in handling these when appropriate.  This paper sets out the lessons learnt from our handling of the e-University project and how these will help us in the future.

Description of the project

2. The e-University project was launched in 2000 by David Blunkett, the then Secretary of State for Education.  We led the management of the project, working in partnership with UK higher education institutions (HEIs) and funding bodies.

3. As a first stage in the project, we engaged PricewaterhouseCoopers (PwC) in April 2000 to devise the business model for the venture.   The business model produced by PwC, which was approved in consultation in autumn 2000, involved a holding company, owned collectively by the UK higher education (HE) sector, and an operating company (later titled UK eUniversities Worldwide – UKeU), formed through a joint venture between the holding company and the private sector.  


4. The holding company would license the brand to the operating company, and the operating company would conduct all activities.  The holding company would oversee the project in terms of getting value for money from the public investment, and safeguarding quality and standards.   The operating company would not be an HE provider itself, but instead a facilitator, providing many of the services - technology platform, sales and marketing, customer support etc – needed for global e-learning over the internet.  It would work with existing HE providers who would devise the learning programmes.  This would enable a range of HE providers to engage with e-learning and for them to share economies of scale for expensive parts of delivery, such as technology.

5. In the second stage of the project, we sought joint venture partners in autumn 2000.  We also began setting up the holding company, and all but four UK HEIs agreed to be members.  The Government agreed to provide £62 million in the spending review that year for the project.  It was a condition of our grant for the venture that it should seek 50/50 public-private funding, both to mitigate our risk but also to put commercial drive into the venture.  

6. Negotiations with joint venture partners continued over 2001 and culminated in October with an agreement with Sun Microsystems.  The company set up started from October 2001 with the holding company appointing Directors to UKeU – the operating company.  The UKeU directors then oversaw the appointment of Sir Anthony Cleaver as Chairman and other non-executive directors to the board of the operating company.  Sir Anthony then led on appointing the permanent executive team, and John Beaumont joined as chief executive in spring 2002.

7. The full set-up of the UKeU business began in spring 2002.  The set-up, led by the UKeU board and managed by its executive, included the appointment of staff – sales and marketing directors and their teams and learning programmes and technology development expertise.  These experts then led on securing and then managing the technical assistance to create the technology platform for the business; on identifying, contracting and helping devise courses and learning support with higher education institutions; and devising sales and marketing plans and making business and learning contacts and partnerships overseas.  The holding company and UKeU secured quality assurance arrangements for the business through a Committee for Academic Quality. The first pilot learning programmes and the platform started operating in March 2003.  With the experience of the pilot, the UKeU executive embarked on the full launch of the business, with a number of courses being provided to students, in September 2003.

8. At an early stage we had flagged that we would want to conduct a review of the business after launch, which was when we could get the first real insights into business performance.   We engaged PA Consulting to review the e-University business, and we were assisted in the review by our solicitors, Beachcroft Wansbroughs. The review was a normal matter for us, to check on project delivery as part of managing our funding to a high risk venture.  However, the review raised considerable concerns that private sector funding for the project would not match public funds within a reasonable period of time, and that the venture might not meet projected student numbers and hence revenue targets. So, as a result, the business might need additional public funding beyond the amounts provided to us by government for the project.
9. Our Board considered the review conclusions in February 2004.  We agreed that on a balance of probabilities it did not represent value for money to provide funding for UKeU’s post-launch business plan.  Instead, we agreed to offer limited funding to UKeU to wind down and restructure, subject to this being practicable with the sum set aside for the project and representing value for money for the HE sector.  

10. UKeU is now in the final stages of being closed.  We have however ensured that HEIs have preserved their learning programmes developed through the venture and have provided unbroken service to students previously studying on the e-University platform.  We have made sure that overseas partnerships have been transferred, where possible, to HEIs or their consortia.  We have also managed to maintain a number of ‘public good’ programmes linked to the venture. The e-China programme, which linked selected UK HEIs with Chinese HEIs to develop e-learning programmes, has continued, with the programme management transferred to Cambridge University and the Higher Education Academy.  An e-learning research centre has also continued operating at the Higher Education Academy and Manchester and Southampton universities.   We are disseminating research and other documents from the project through the academy web-site (www.heacademy.ac.uk).  We have sought to capture considerable value from the e-University project for the HE sector for the future, in the form of learning programmes, partnerships, student learning and research and evaluation insights. These may bring long-term benefits to e-learning in this country.

Lessons learnt

Risk management and related bodies

Lesson 1:  The e-University project was set up at an early stage in our development of formal processes and procedures for the risk management of related bodies (bodies substantially funded by us which are not higher education providers).  Improved processes and procedures have been developed and embedded in our organisation as a result of greater experience of related bodies, including the handling of the e-University.

11.
We have developed processes and procedures for risk management of related bodies since the e-University project was started in 2000, as we have had more experience.  Hence, we have already put many of the lessons learnt from the project into practice.  These include:

a.
A Related Bodies Accountability Framework has been developed. Related bodies are now monitored through the institutional risk system and are subject to appropriate support action when serious risks are identified. The institutional risk system is managed by the HEFCE Assurance Service and its effectiveness is monitored by the HEFCE Audit Committee.

b. A support strategy has been prepared describing how we will intervene to support institutions at risk, and this will be applied equally to related bodies. The support strategy is subject to formal consultation in 2005 as part of our consultation on the developing accountability framework for HEIs. Notwithstanding the consultation, the strategy is already the basis for any action we would take if a related body were now at risk.

c. We have now adopted a formal annual process of advising and reminding related bodies of their accountability requirements. This includes clarifying which reports and assurances each related body is required to submit on an annual basis. These documents are used in our risk assessment and to confirm that funds are being used for the purposes intended.

Governance of related bodies

Lesson 2: The governance of related bodies needs to be appropriate to their nature.  Our related bodies are normally public sector and are subject to appropriate controls.  The UKeU was intended to act as a commercial body, but its governance arrangements should have been reviewed once there were delays in achieving private matched funding.

12.
Most of our related bodies have been established to carry out public interest type activities.  Our Related Bodies Accountability Framework underpins the management of our relationships with these organisations.

13.
The e-University was structured rather differently as we were operating one step removed via a holding company owned by the HE sector.  The structure was intended to enable UKeU to act commercially as a private sector type organisation.  In particular, it was anticipated that UKeU would take on considerable risk and liability in building a retail business, against private sector investments and future revenue rather than against HEFCE funding. It was important in these circumstances that we were not drawn closely into the venture as a ‘shadow director’ with attendant responsibilities. The holding company structure was also intended to get buy-in to the venture from the HE sector.

14.
The e-University conformed to our Related Bodies Accountability Framework in that we had rights of audit over the holding company to the venture which was the immediate recipient of our funding; and the holding company in turn had various comparable rights and responsibilities in relation to UKeU.  Our relationship with UKeU was then relatively informal, as a stakeholder, and not managed within our Related Bodies Accountability Framework.

15.
In spring 2002, it was acknowledged that UKeU would not achieve private matched funding for some time.  This was because it had not found a suitable joint venture partner at set-up, and hence would need to achieve matched funding through seeking private investment.  But private investment could not be achieved until the business had ‘proof of concept’, in other words, paying students.  We made a number of changes to strengthen governance arrangements at this point, reflecting that the venture would be largely publicly funded for some time.  But we believe that it would have been useful to have reviewed governance more extensively at this stage, including considering whether UKeU should have been brought fully within our Related Bodies Accountability Framework. (The holding company also identified - in hindsight as part of our autumn 2003 review - that its relationship with UKeU changed very considerably at this time as it became the majority shareholder in UKeU.)   We note though that there is no certainty that even if we had had a closer relationship with UKeU at this stage, this would have affected the business’ success.  On the matter of bonus payments raised by the Education and Skills Select Committee, it would not have been our responsibility as a funder, as opposed to a director, to determine the appropriate remuneration arrangements of UKeU.  That responsibility properly rested with the operating company's remuneration committee and board. But if UKeU had been within our Framework we would have undoubtedly probed with its board the nature and justification for their bonus scheme. 
Checkpoints 

Lesson 3: As part of managing high risk projects, checkpoints should be adopted for ‘options appraisals’ at either critical stages in projects and/or when major risk mitigation measures fail.  Such reviews should include considering terminating the project.  We adopted this approach on the e-University and reviewed the project at the earliest point at which business results were available.  Early checkpoints in a project are valuable to minimise time and cost.  In reviewing related bodies, we need to remember that our role is typically that of funder and not director. So, we need to focus on results, not detailed business strategy and operations.

16.
We adopted a formal checkpoint for the e-University project, at full launch of the business in autumn 2003.  We chose this checkpoint because there was then some objective evidence about the success of the business - that is, results (student numbers).  It is important to remember that we funded the venture and did not direct it.  A grant giver should not prescribe the ways in which the purposes of the grant are met.  Hence our responsibility was to set purposes and conditions of the grant and to review whether these had been achieved, but not to intervene in operational management.  Also, any action we took, such as stopping or reducing the grant, would have to meet the due process requirements of administrative law.  So our approach was to set conditions of grant (including that the operating company [UKeU] needed to have a robust business proposition and achieve private matched funding) and then ensure that there was evidence, the business results, which could test whether the conditions had been achieved and form the basis for dialogue with the boards of the two companies about alterations to funding.  

17.
We believe that the timing for our major formal review of the venture in autumn 2003 marked the earliest opportunity when we had the proper and sound evidence that could form the basis for making the decision on whether to terminate the project.

18.
However we now believe that earlier, less formal, checkpoints could have been valuable, when we could have considered and documented alternative options more extensively.   Even so, we do not believe that we would have acted any differently at any points identified, and indeed, given the issues of due process, we could not have terminated the grant.  But the expert input we would have commissioned at these stages would have better informed us and prepared us for the formal autumn 2003 review.  The informal reviews would have also been useful in communicating risks and issues to all stakeholders.  


19.
Some checkpoints when more extensive review of some sort would have been useful are:

a. We commissioned PricewaterhouseCoopers (PwC) in April 2000 to produce the e-University business model, which was developed out of extensive consultation and evidence-gathering.  The finalisation of the business model in October 2000 was a significant stage in the project because it was at this point we embarked on attracting partners and company set-up.  After this point, any major change in the project would have to involve these other relationships. Also, identification of any weaknesses in the project at an early stage would have saved on effort and money.

b.   In spring 2002, the UKeU board concluded that it would not be able to secure a sales and marketing partner.  This increased the risk profile of the project because the financial risk would not be shared immediately with the private sector, and because the project would not benefit from established commercial sales and marketing expertise.  This would have been a good point to conduct an informal review as the risk profile had changed.

20.
We note that early checkpoints and reviews in a project plan are most valuable, although obviously there has to be sufficient project progress upon which to make an informed decision on options, including termination.  We believe then that we made the right choice on the timing of the formal review of the project.  But informal reviews at the points identified above, with perhaps a second consultancy opinion on the business model and an expert opinion on the increased risks from failure to secure a sales partner, would have been useful.

Nature of e-learning

Lesson 4: The nature of, and market for, e-learning has changed direction from that anticipated in 2000 at the outset of the e-University project.  In 2000, the main concerns were about the potential of the internet to provide a wholly online learning experience, the potential to work with and share risk with the private sector, and the opportunities and threats of borderless education.  We have taken these changes into account in our e-learning strategy which now supports the HE sector appropriately in the context of blended e-learning.

21.
The e-learning market has taken off in quite a different way than expected by us and most commentators in 2000 when the e-University project was initiated.  The stress is now very much on e-learning blended with other modes of teaching, on ‘niched’ products that are customised to specific customer needs, and more about domestic than international markets.  We have reflected on these changes of direction in our development of our e-learning strategy published in March 2005 (HEFCE 2005/12).  There now seems to be clarity that in these market circumstances the best approach is to support individual HEIs, rather than to establish ‘intermediaries’, because only individual HEIs can blend approaches, target specific subject niches and address domestic needs sensitively.  Hence our strategic approach to embedding e-learning in HE has been to invest in support for the e-learning missions and partnerships chosen by individual HEIs.  So lessons learnt from the e-University project about the present state of the market have been fully taken on board.  

HEFCE activities and expertise

Lesson 5:  It is important that we continue to pursue high risk and innovative activities as part of a wider portfolio of projects.  Reviewing and disseminating lessons learnt is an important part of building confidence and experience for the future.

22.
It is true that the e-University venture was, and still is, extraordinary in the sense that it is our only related body that has taken the form of a company limited by shares, targeting strong private sector involvement and with a retail character.  However, we do not think it sensible to decide that, because this one venture did not turn out as intended, we should never do new things. Whenever a venture characterised as high risk is embarked upon, failure needs to be recognised as a possible outcome.  Since HEFCE was established in 1992, we have undertaken many new and different types of activities. The evolving nature of public policy, with its delivery focus, seems to make it likely that we will be expected to do new things involving high risk again.  In embarking on new projects, we do use sound evidence and expert advice to inform our approaches.  We did commission extensive research and advice on the e-University project, and we have sought to get the best value out of it for the sector by publishing as much as we can (all past studies and papers from UKeU are being disseminated widely by the HE Academy at www.heacademy.ac.uk/e-University.htm and made available to researchers).  We are encouraging researchers to use these materials to evaluate and disseminate lessons learnt from the project, to contribute to the future development of e-learning in the sector.

23.
We believe this analysis of our lessons learnt from the e-University project has already helped improve our approaches for the future, as we have addressed issues raised and embedded improvements. 

Further information

24.
If you have any queries about this statement on our lessons learnt from the e-University project, contact Alice Frost (tel 0117 931 7101, e-mail a.frost@hefce.ac.uk) or Peter Seddon (tel 0117 931 7469, e-mail p.seddon@hefce.ac.uk).
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