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Summary

In this Report we consider the new structures which the Government has put in place to
administer further education. In particular, we assess the new Skills Funding Agency
(SFA), one of two organisations—the other being the Young People’s Learning Agency
(YPLA)—created to replace the Learning and Skills Council.

We are not convinced that the new system is a step in the right direction. There are now
significantly more organisations and bodies involved in the delivery of further education
which will increase complexity in the system rather than simplify it. As a result it could be
both cumbersome and unwieldy.

At the heart of this complexity lies the division of responsibilities between the Skills
Funding Agency and the Young People’s Learning Agency. We have grave concerns about
the logic or probable effectiveness of having two organisations running further education,
and we have yet to be presented with a convincing argument in support of this approach.
We are particularly concerned that the need to co-ordinate the work of the SFA and YPLA
on issues of policy, administration and shared services will lead to unnecessary long-term
bureaucracy. Furthermore, we are highly sceptical that the creation of two agencies to
replace one can possibly achieve long-term cost savings expected by Government.

The Government’s ambition to reducing the number of bodies involved in the skills world
“by up to 30” is welcome. We recommend that the Government provide us with detailed
information on the work it has done to realise this aspiration, together with an indicative
list of those bodies it believes it can remove from the system.

The National Apprenticeship Service will now be housed within the Skills Funding Agency,
but it will retain its autonomy—including budgetary control. We do not see the logic in
this decision. We believe that having a separate entity working within the SFA will only add
to the already complex structure of further education delivery. It will also pose significant
management and accountability issues for the Chief Executive of the SFA.

There are certain aspects of these changes which we welcome. The single account system
for colleges, together with dedicated Account Managers, has the potential to simplify the
administration of funding for colleges and to simplify their contact with the funding
bureaucracy. We also note that the Department has introduced additional controls over the
further education capital budget which it believes will avoid any repeat of the
mismanagement of that budget which was evident under the Learning and Skills Council.

We give a cautious welcome to the National Skills plans, produced by the UK Commission
for Employment and Skills, and regional skills plans, produced by Regional Development
Agencies and Local Authorities. These plans have the potential to provide a valuable
insight into the skills needs of the UK at a national, regional and local level. However, the
lines of communication appear both complex and highly concentrated on public sector
organisations. It is vital that the views and needs of business are represented to the fullest
extent and that the Government needs to demonstrate that the business community is fully
involved in the process plans.




The Government’s transition plan for this change has been well managed. We welcome the
genuine consultation that took place with delivery partners and their confidence that the
hand-over on 1 April will run smoothly. We also welcome the evidence of a change in
approach towards colleges at the top of the organisation, but recognise the need for this to
take place throughout the organisation.

We recognise the benefits of retaining experienced and specialist staff within the further
education structure. However, given the level of shared services in the new structure, we
are surprised that the reorganisation of further education did not deliver a solitary
reduction in overall staffing levels.

It must never be forgotten that complexity and repeated organisational change almost
inevitably deter the users of any public service, and this is especially true of those most in
need of help from those services, in this case learners and smaller businesses. Ultimately
the success of the new structure will be judged on its ability to deliver the demand-led
service for skills, not on the efficiency of the component parts of the new structure. The
two new organisations may work perfectly well but the unanswered question will be
whether it would not have been preferable from the point of view of the people and
organisations that really matter in all this—colleges, learners and businesses—to stick with
the devil they knew, which was the Learning and Skills Council.




1 Introduction

1. In October 2009 our Committee’s remit was expanded to include further and higher
education, reflecting the Machinery of Government changes which created the
Department for Business, Innovation and Skills. We take seriously this new area of
responsibility and this is reflected in the fact that we have sought to incorporate an
increased focus on both higher and further education in our ongoing work as well as, in the
short time available to us, conducting this focused inquiry. It deals with the changes being
made to the funding of post-19 skills training with the creation of the Skills Funding
Agency. As the changes are being made on 1 April this year, this is necessarily an interim
report.

2. We held two evidence sessions, one with the Association of Colleges, the Local
Government Association, the South East of England Development Agency and the UK
Commission for Employment and Skills, and the second with the Skills Funding Agency,
the Learning and Skills Council and the Young People’s Learning Agency, followed by
Kevin Brennan MP, Minister for Further Education, Skills, Apprenticeships and Consumer
Aftairs, Department for Business, Innovation and Skills.

3. In addition, we received a number of written submissions. We thank everyone for
contributing to our inquiry.



2 Creation of the Skills Funding Agency

Introduction

4. In 2004 the Government commissioned Lord Leitch to undertake an independent
review of the UK’s long-term skills needs. An interim report was published in December
2005 and the final report, Prosperity for all in the Global economy—world class skills, in
December 2006.'

5. Lord Leitch’s final Report concluded that “our nation’s skills are not world class™ and
proposed a series of objectives for 2020:

95 per cent of adults to achieve the basic skills of functional literacy and numeracy,
an increase from levels of 85 per cent literacy and 79 per cent numeracy in 2005;

exceeding 90 per cent of adults qualified to at least Level 2, an increase from 69 per
cent in 2005. A commitment to go further and achieve 95 per cent as soon as
possible;

shifting the balance of intermediate skills from Level 2 to Level 3. Improving the
esteem, quantity and quality of intermediate skills. This means 1.9 million additional
Level 3 attainments over the period and boosting the number of Apprentices to
500,000 a year; and

exceeding 40 per cent of adults qualified to Level 4 and above, up from 29 per cent in
2005, with a commitment to continue progression.’

6. World Class Skills, the Government’s response to the Leitch review, was published
shortly after the formation of the new but short-lived Department of Innovation,
Universities and Skills, in July 2007.* It committed the UK “to joining the world’s ‘premier
league’ for skills”> The response also set out the proposal for re-shaping of the Learning
and Skills Council, noting that the newly created Department for Children, Schools and
Families was bringing together policy (and funding) for children and young people. A
commitment was given to consult on post-19 education and training arrangements.®

7. The Government’s consultation paper, Raising Expectations: enabling the system to
deliver, was published in March 2008.” It proposed the abolition of the Learning and Skills

1 Leitch Review of Skills, Prosperity for all in the global economy—world class skills: Final Report, December 2006

2 Leitch Review of Skills, Prosperity for all in the global economy—world class skills: Final Report, December 2006,
Foreword

3 Leitch Review of Skills, Prosperity for all in the global economy—world class skills: Final Report, December 2006.
Executive Summary

4  Department for Universities, Innovation and Skills, World Class Skills: Implementation of the Leitch Review of Skills
in England, CM 7181, July 2007

5 Department for Universities, Innovation and Skills, World Class Skills: Implementation of the Leitch Review of Skills
in England, CM 7181, July 2007 , Foreword

6  Department for Universities, Innovation and Skills, World Class Skills: Implementation of the Leitch Review of Skills
in England, CM 7181, July 2007, para 3.52

7  Department for Universities, Innovation and Skills, Raising Expectations: enabling the system to deliver, Cm 7348,
March 2008



Council (LSC) and its replacement with two successor bodies, one of which was the Skills
Funding Agency (SFA), by 2010:

we will create a new Skills Funding Agency. It will be a focused, streamlined agency,
close to Government and with an operational role. It will have national and regional
presence, deploying its activities and resources flexibly to reflect the fact that skills
needs are manifested in sectoral, regional and sub-regional patterns, and rarely
follow local authority geographies.®

8. A key role of this new Skills Funding Agency would be to ensure that public money was
routed swiftly, efficiently and securely to FE Colleges and providers:

It will build on the considerable successes of the LSC. It will be responsible for
ensuring that public funds are best used to complement the much larger private
investment which is made in adult skills and training. The majority of its funding will
flow in direct response to customer choices through Train to Gain and Skills
Accounts.™

9. In late July 2008 the then Department for Innovation, Universities and Skills published
Raising Expectations: Enabling the System to deliver, Update and next steps,'® which gave
further details on FE and Skills Reforms. The proposals to create the new Skills Funding
Agency and a Young People’s Learning Agency (YPLA)—to coordinate funding for
children and young people under the age of 19—were then given effect by the
Apprenticeships, Skills, Children and Learning Bill, which received Royal Assent in
November 2009."

The nature of the Skills Funding Agency

10. Unlike the Learning and Skills Council, which was a Non-Departmental Public Body,
the Skills Funding Agency will be an agency of the Department for Business, Innovation
and Skills. Its staff will be civil servants, and the Chief Executive of the Agency will be a
statutory post holder.”” The Department describes the status of the Agency as being at
“shorter arms length” from the Department than its predecessor, which, it argued would
enable it to provide “a faster and more effective response to policy, while reinforcing the
autonomy of the FE sector.”"

11. In its memorandum, the Department explained that Ministers would set the overall
strategy and objectives for further education along with the budget available to achieve

8 Department for Universities, Innovation and Skills, Raising Expectations: enabling the system to deliver, Cm 7348,
March 2008, para 26

9 Department for Universities, Innovation and Skills, Raising Expectations: enabling the system to deliver, Cm 7348,
March 2008, para 27

10 Department for Universities, Innovation and Skills, Raising Expectations: enabling the system to deliver: Update and
next steps, Cm 7348, July 2008

11 Apprenticeships, Skills, Children and Learning Act 2009
12 Ev41

13 http://tna.europarchive.org/20080821115627/http://www.dius.gov.uk/further_education/fe_reform/~/media
/publications/S/SFA-update



them.'* The strategy and objectives will be published in an annual Skills Investment Strategy
which will be informed by “bottom-up” issues coming from the regions and localities—
through regional plans—alongside “top-down” issues informed by annual reports by the
UK Commission for Employment and Skills."” We consider these plans in more detail in
Section 3 of this Report. David Cragg, the interim Chief Executive of the Skills Funding
Agency, explained that in formulating its policy for further education, the Department
would “enshrine in a single priority statement” what the balance should be nationally,
regionally and locally.'®

12. Once the Government’s strategy and budget has been decided, it will be the
responsibility of the Chief Executive of the Skills Funding Agency to agree an annual
delivery plan with Ministers'” and for the SFA to deliver on that plan.’®

13. David Cragg made clear that the statutory role of the Chief Executive of the Skills
Funding Agency was to deliver on the guidance and policy of the Secretary of State.’
Unlike the Learning and Skills Council, the Skills Funding Agency would not respond
individually to the nine individual Regional Development Agencies, nor would it respond
separately to the UK Commission for Employment and Skills. David Cragg believed that
this approach provided a direct link with Government which would provide “much better
integration taking on board the big, long-term issues in terms of economic and business
priorities as well as some of the spatial and contextual issues which will come bottom up
from the regions.”

14. The Department has placed significant emphasis on the delivery function of the SFA. It
told us that the Agency would be “customer focused” and would concentrate on
“promoting the services it houses to the right customers.”! It asserted that this change of
emphasis would simplify the administration of further education for both learners and
employers, so that each could easily “identify the service which is right for them, rather
than the organisation which funds the system.”

15. The Skills Funding Agency will provide these services through what the Department
describes as four ‘gateways™:

e Train to Gain—a service available to employers through Businesslink advice, a national
database website and local training organisations or, for large employers, from the
National Employer Service;

14 Ev41-45
15 Q124
16 Q124
17 Ev43-44
18 Q124
19 Q124
20 Q124
21 Ev42
22 Ev42



e National Apprenticeship Service—a service available to employers and learners
through a national field force, a web-based vacancy matching service and local training
organisations;

e Adult Advancement and Careers Service—a service available to people through a
national telephone helpline and face-to-face support through sub-contracted expert
advice and guidance providers; and

e Direct access to provision—people will continue to have direct access to learning
through local colleges and training organisations.”

The Skills Funding Agency: management of further education
funding

16. The Skills Funding Agency will deliver the Government’s priorities and objectives for
further education within a budget set by the Department.** Funding will be managed
through a new single account management system and unlike the Learning and Skills
Council it will be managed at a national level in order to remove “the current regional
variations used in the LSC, which add to bureaucracy”.””

17. In general, colleges and training organisations will be allocated a “funding envelope”,
with contracts lasting up to three years for the highest performing organisations. The
Department argued that:

Within that overall envelope, colleges and training organisations will have the
freedom to respond to individual and employer demand, including the demand
articulated in regional strategies, drawing-down funding when individuals enrol and
complete their courses.*®

18. The Skills Funding Agency will maintain a list of approved colleges and training
organisations to enable them to deliver publicly funded learning.”” The level of financial
autonomy given to those colleges and organisations will depend upon their track record
and performance.?®

19. The highest performing training organisations will be given greater autonomy through
what the Department described as “simpler funding and monitoring arrangements, based
on proportionate inspection and assurance”.” However, those organisations will be under
an obligation to provide higher levels of information on their performance so that

23 Ev42
24 Ev43-44
25 Ev42
26 Ev42
27 Ev42
28 Ev42
29 Ev42
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“employers, learners, funders, commissioners, inspectors and auditors can make good
decisions that give them, and their stakeholders, value for money”.”°

20. SFA funding will be administered by a dedicated Account Manager, assigned to
individual colleges or organisations.” According to the Department, the Account Manager
will manage “all the activity being funded, including Apprenticeships.”

21. In oral evidence Martin Doel, Chief Executive of the Association of Colleges, gave a
general welcome to the introduction of Account Manager and reported that “the only
conversations that colleges have had regarding the single account manager within the SFA
have been positive”.”> However, he was concerned that it could be undermined by the
existence of different account managers operating in a similar fashion in other parts of the
funding structure:

There is a single account manager within the SFA, there is also a single account
manager within the local authority, there is a single account manager within HEFCE
and there is a single account manager when you are dealing with individual
businesses that you deal with. That adds up to four, at least, as we begin.**

22. The University and College Union also gave a cautious welcome to the creation of
Account Managers. It supported the concept of a single point of contact which, it believed,
could “cut down at least some of the bureaucracy of the previous LSC-provider
relationship.”” However, the Union believed there was insufficient clarity on the Account
Manager’s role:

We are concerned that the Account Management Teams will be grouped into three
portfolio areas, each covering three regions. This may not be the kind of personal
single contact that providers were looking to.*

23. The management system for funding further education appears to be an improvement
on that of the Learning and Skills Council. However, the division of the LSC’s funding
responsibilities between the SFA and the YPLA, which we consider in more detail later in
this Report, could undermine this positive development.

24. The single account system has the potential to simplify the administration of
funding by introducing national standards for the allocation of resources which were
absent under the Learning and Skills Council. However, the fact that funding will no
longer come from a single Government source but from two Departments has the
potential to seriously undermine any benefits which may accrue from this change.

30 Ev42
31 Evé42
32 Ev42
33 Q4
34 Q40
35 Ev109
36 Ev 109
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25. Equally, the introduction of SFA Account Managers for individual colleges has the
potential to assist colleges and to simplify their contact with the funding bureaucracy.
That said, SFA Account Managers have been presented as the single point of contact for
colleges and providers. This is not the reality of further education, as colleges already
deal with account managers from other organisations, especially Local Authorities. It is
vital that SFA Account Managers work in a way that simplifies the process rather than
adds to its complexity. We recommend that the Government provide an early update
on the effectiveness of this single point of contact for colleges.

SFA management of the further education capital budget

26. The FE capital programme has been the subject of reports from other select
committees. In 2008, the Innovation, Universities, Science and Skills Committee
scrutinised the debacle of the LSC’s management of capital funding. Its Report concluded
that:

there was a catastrophic mismanagement of the LSC capital budget during 2008 and
neglect of oversight by those in the most senior positions in the LSC.”

27. The Department was at pains to point out that in transferring this role to the SFA it has
learned the lessons of the LSC’s failure to manage the capital budget. It asserted that it has
put in place “robust forecasting models and measures to strengthen the financial
management of the programme.”® As a result, the Department believed that the
programme was now on “a firm footing for the future and that the previous problems with
the programme will not be repeated.”

28. Geoff Russell was appointed Chief Executive of the LSC in the aftermath of that
mismanagement. He believed that a major factor behind the problems with LSC
management of the capital fund was that while it was “very well placed to deliver money on
a regional basis” it was not well placed “to do a rationing exercise with centralised
command and control.”* He explained that when he took over the running of the LSC this
was one of the first problems he addressed:

I changed that very quickly. I put one person in charge of it. The budgeting,
modelling and decision-making was done by a small team with one person reporting
to me and we put in a much improved system of financial control and budgeting.”

Geoft Russell will transfer to the SFA on 1 April which will provide the SFA with some
much-needed continuity in the oversight of the capital budget. However, the split between
the SFA and the YPLA may yet prove to be an equally difficult challenge, as we discuss in
more detail later in this Report.

37 Innovation, Universities, Science and Skills Committee, Seventh Report of Session 2008-09, Spend, spend, spend? —
the mismanagement of the Learning and Skills Council’s capital programme in further education colleges, HC530,
para 40

38 Ev44
39 Ev44
40 Q140
41 Q140
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29. We note the Government’s assertion that additional controls have been introduced
to manage the further education capital budget. It is vital that these new controls stop
the possibility of a repeat of the Learning and Skills Council’s lamentable
mismanagement of the capital budget. We expect the Department to update our
successor Committee, on a regular basis, on the management of that budget.

Complexity in the FE system

Delivery functions and partners

30. The SFA is just one of a number of organisations and agencies which will deliver the
Government’s strategy and objectives for skills. Our witnesses expressed concerns that
problems were likely to arise from complexity of the new arrangements, and in particular
the split at 19. We consider these concerns below.

31. Set out below is an extract from a Departmental update on the establishment of the
SFA. It details how the new functions and responsibilities will be delivered in the new FE
and skills structure:**

Function Now Post 2010
Responsibility for delivery of Learning and Skills Council | Department for Business,
targets Innovation and Skills

Funding Colleges, providers and |Learning and Skills Council | Skills Funding Agency
NSAs

Sponsorship of FE Department for Business, Department for Business,
Innovation and Skills/ Innovation and Skills
Learning and Skills Council

Performance Management Learning and Skills Council Department for Business,
Innovation and Skills—
determining the system Skills
Funding Agency, liaising with
Young People’s Learning Agency

on 16-19
Supporting colleges and Learning and Skills Learning and Skills Improvement
providers performance Council/Learning and Skills | Service

Improvement Service

Advising on skills needs, Learning and Skills Council UK Commission for Employment
including regional skills needs and Skills
Determining regional skills Learning and Skills Council | Skills Funding Agency—in the light
requirements of UK Commission for Employment

and Skills analysis
Developing regional skills and Learning and Skills Council | Skills Funding Agency working
employment plans with Regional Development

Agencies, Regional Skills
Partnerships etc

42 Reforms (acronyms have been spelt out in full in this Report)
http://tna.europarchive.org/20080821115627/http://www.dius.gov.uk/further_education/fe_reform/~/media/publicati
ons/F/FE%20and % 20Skills%20System %20
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Responding to individual and
employer skills needs and
providing a efficient and
effective support services

Learning and Skills Council
with Regional Development
Agencies, Regional Skills
Partnerships etc

Colleges and providers
cooperating with Local
Authorities, Education Standards
Boards and each other

Working with Local Authorities
on Multi Area Agreements

Colleges and providers

Skills Funding Agency

Marketing and Communications

Learning and Skills Council

Department for Business,
Innovation and Skills

Regulate qualifications

Learning and Skills Council

Office of Qualifications and
Examination Regulation

Provide management
information and strategic

Qualifications and
Curriculum Authority

Skills Funding Agency

analysis to inform strategic and
commissioning

Planning
Research Department for Business, Department for Business,
Innovation and Skills/ Innovation and Skills— strategic
Learning and Skills Council | skills
UK Commission for Employment
and Skills— managing skills
research function
Evaluation Department for Business, Department for Business,

Innovation and Skills/ Innovation and Skills

Learning and Skills Council

32. In its supplementary memorandum, the Department provided further information on
the role that would be played by the Department for Business, Innovation and Skills, the
UK Commission for Employment and Skills, Sector Skills Councils, Regional Development
Agencies, the Skills Funding Agency, Employment and Skills Boards, Local Authorities,
Colleges and Training Organisations, Ofqual, the Learning and Skills Improvement
Services, Betca® and Ofsted.* However, that list, despite its length, does not include the
Department for Children, Schools and Families, the Young People’s Learning Agency or
HEFCE, which has a direct influence in a small number of cases.*

Simplification?

33. When we discussed the new structure with our witnesses, those outside of Government
were not convinced that the process was being either simplified or streamlined. Martin
Doel, Chief Executive of the Association of Colleges, was aware that the range of services
provided by colleges and other providers—and the breadth of the skills agenda—meant
that any further education structure would have “an inherent complexity”,* but argued
that it was “very hard to see how the totality of the system will be more streamlined.” This

43 Becta is the government agency leading the national drive to ensure the effective and innovative use of technology
throughout learning.

44  See Appendix.
45 See Q138.

46 Q11

47 Q4
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view was supported by the Local Government Association who believed that the
complexity of bodies did not indicate “a streamlining” of the system.* Ioan Morgan,
representing the Association of Colleges, also questioned the assertion that the new
structure would simplify FE provision. He argued that “we do not see this as streamlining,
we see it as, potentially, muddying the waters.” These views were only partly tempered by
Michael Davis from the UK Commission for Employment and Skills, who believed that in
some respects the new system represented an improvement. However, he also noted that
further work needed to be done to both streamline the system and to remove unnecessary
complexities.”

34. Geoff Russell, the incoming Chief Executive of the SFA, acknowledged that retaining
the status quo—such as a single organisation along similar lines to the LSC—was a model
that the Government could have chosen, and added that the LSC had worked well in that
guise when funding was less constrained. However, he argued that it was not a suitable
design for times of financial stringency:

It was remarkably well designed at a time when there was a lot of money and it was
devolved with nine autonomous regions. That was why it worked even though it was
so large. It had nine independent regions. [...] but money began to get tighter and
suddenly you could not afford to have nine independent decisions being made with
pots of money that would lead to disparities across the country and the LSC needed
to change its organisational design very quickly and that is the territory in which we
find ourselves now.”!

He went on to argue that a large single organisation, like the LSC, was unable to react
quickly enough, given its size and complexity, to the “changed environment in which we
operate”.”> He concluded that it was “too large to be sufficiently agile to react to changed
circumstances in terms of the economy and increasing participation and, therefore, there is
a benefit to focus.™

35. The Minister also acknowledged that the system of administration was “incredibly
complicated” with a large number of bodies involved in the delivery of further education.
However, he believed that the reorganisation of FE funding and policy was designed to
address that problem:

One of the themes of what we are trying to do is to find ways to simplify it, but that
in itself is complicated. One can simplify things by creating one huge body, which
was what the LSC was originally, but sometimes simplification means having a body
with a mission that everybody understands rather than just reducing everything into
a single body.**

48 Q4
49 Q4
50 Q4
51 Q116
52 Q122
53 Q123
54 Q154
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36. When challenged to list all the organisations involved in the funding, delivery and
strategy for skills, the Minister conceded that it was “massively complicated” but asserted
that the Government was committed to “reducing the number of bodies involved in the
skills world by up to 30.7%

37. The new structure for further education was due to go live on 1 April—shortly after
we agreed this Report. It would therefore be premature for us to pass judgement at this
time on its ability to deliver a seamless and efficient service. However, the restructuring
undertaken by Government has clearly increased the complexity in the system rather
than simplified it and there is a danger that this will make it more difficult for the
system as a whole to deliver the Government’s objectives, or to meet the expectations of
learners and employers.

38. We would welcome the realisation of the Government’s commitment to reducing
the number of bodies involved in the skills world “by up to 30”, but we are highly
sceptical that this will be achieved. Indeed, the current expansion in the number of
bodies involved in the skills agenda has been brought about by the Government itself.
We recommend that the Government provide us with details on the work it has done to
realise this aspiration, together with an indicative list of those bodies it believes it can
remove from the system.

The Skills Funding Agency and the Young People’s Learning Agency

39. At the centre of the concerns about the new structure is the decision to split the work of
the Learning and Skills Council into two new organisations, the Skills Funding Agency
(SFA) and the Young People’s Learning Agency (YPLA). The SFA will have responsibility
for 19+ provision and will be overseen by the Department for Business, Innovation and
Skills while the YPLA will have responsibility for 14-19 provision and will report to the
Department for Children, Schools and Families.” Unlike the SFA, the YPLA will be
established as a Non-Departmental Public Body (NDPB) with a remit to support Local
Authorities in the discharge of their planning and commissioning functions and to ensure
funding and budgetary control within the system.”® The YPLA will set the budgetary
framework but the delivery of that funding will be delegated to Local Authorities (LAs).

40. A number of our witnesses were either critical of this move or confused about the
rationale behind it. Martin Doel, Chief Executive of the Association of Colleges, argued
that this division of responsibilities was borne out of a false distinction between the skills
agenda for 16-19 year olds and the agenda for 19 year olds and older.” He believed that
there was “precious little logic or demonstrated requirement for the overall design to split
the funding groups up”,® and concluded that the split owed more to the division of the
then Department for Education and Skills into two separate Departments:
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If one were just to take a dispassionate view looking backwards on that, one might go
back to the division of the Department for Education and Skills into two
departments. It almost all follows, as an ineluctable logic, that you will have two
different funding agencies corresponding with two government departments. I do
not know if that is the rationale that operated in ministers’ minds, but it is very
difficult to actually find a trail back to the original decision.'

41. The Association of Colleges further asserted that this artificial division would make a
complicated further education system “more rather than less confusing” because colleges
would now have to work with “two national agencies where there was previously one”.%*

42. The University and College Union, which represents academic staff in further
education, was also wary of this division of responsibilities:

Under the ‘old’ LSC system, colleges faced one bureaucracy and one body that
required statistics and returns; they will now need to feed statistics and data to at
least two systems. FE colleges could also face dealing with up to five new
bureaucracies or ‘sub’ bureaucracies—the SFA, the YPLA, the National
Apprenticeship System, the Adult Advancement and Careers Service and the
National Employer Service, while meeting the demands of over 140 local authorities.
UCU remains sceptical that the stated aim of reducing bureaucracy will be met given
the aforementioned system.®

43. The 157 Group® also described this separation as “extremely unhelpful” and believed
that it would “undoubtedly have an impact upon FE providers”.® In a similar vein, the
Alliance of Sector Skills Councils expressed its concern about the complexity of the new
arrangements, in particular the split between the SFA and the YPLA and the handing over
of responsibility of pre-19 funding to Local Authorities.®®

44. In our second evidence session we discussed the working arrangements with Peter
Lauener, Chief Executive of the Young People’s Learning Agency, and David Cragg and
Geoff Russell, from the SFA.

45. David Cragg acknowledged the concerns of the college representatives and declared
that the two agencies would need to be “very closely aligned”.®” He also was well aware of
the fact that a close working relationship between the two was “crucial” to the success of
the new structure.® Peter Lauener told us that the two bodies already had “done a lot of

work to put in place practical arrangements over the past few months” and that those
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arrangements had already begun to be embedded in the two organisations.” Geoff Russell
also highlighted the importance of these working relationships:

We are inextricably bound because if we do not work together on the funding young
people will not have delivery vehicles for their training and education and if the SFA
and YPLA do not ensure funding is balanced out in a sensible way colleges fall over.”

David Cragg explained that arrangements were underway to ensure that the SFA and the
YPLA would benefit from shared services in a number of areas; for example a single source
of information management and data on colleges both for “learner information” and
finance. Furthermore, he told us that the joint agreements would also be signed with Local
Authorities on audit arrangements so that they:

do not duplicate the number of audits that take place. In that regard there will be a
code of practice and mutual acceptance of lead audit bodies between local
authorities, the Young People’s Learning Agency and the Skills Funding Agency.”!

46. In explaining the rationale behind the establishment of two agencies, the Minister
refuted claims that it was merely a reflection of the different responsibilities of two
Government departments.”” While he gave us a detailed analysis of the logic behind each
Agency, we remain unclear as to the need for two separate organisations rather than a
single organisation with clear direction and better management.

47. A key aspect of the new structure is the creation of the Skills Funding Agency and
the Young People’s Learning Agency to administer the role previously held by the
Learning and Skills Council. These two organisations represent the division of
responsibilities between the Department for Business, Innovation and Skills and the
Department for Children, Schools and Families, although the existence of different
departments is not the justification given for having two agencies. We have grave
reservations about the logic or probable effectiveness of having two organisations
running further education, given the degree of overlap between the two. We have been
given no convincing argument in support of this approach. We are particularly
concerned that the need to co-ordinate the work of the SFA and YPLA on many issues
of policy, shared services and management will lead to unnecessary long-term costs and
bureaucracy.

48. We cannot yet come to a conclusion on the efficiency of this approach, because
neither the SFA nor the YPLA have a record to judge. However, we urge our successor
Committee to monitor closely the relationships between the SFA and the YPLA at an
early point in the next Parliament.
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Funding Streams: the SFA and the YPLA

49. Our witnesses believed that the impact of the split between the SFA and the YPLA will
be most keenly felt in the provision of funding for colleges. The Association of Colleges
highlighted the fact that:

the SFA will regulate the 260 further education colleges but will provide less than
50% of their revenue funding. The largest share of College funding will come via
local authorities and will be paid for the education of 16-18 year olds.”

In a similar vein, Ioan Morgan, Principal of Warwickshire College, highlighted the fact that
colleges would not deal with just one Local Authority:

We deal with something like 86 local authorities as a college; we have students from
86 authorities.”

50. This point was echoed by the 157 Group which described the two funding streams as
“extremely unhelpful” and believed that the separation would “undoubtedly have an
impact on FE providers.””

51. The Minister explained that the reorganisation would make the funding system “more
flexible”.”* He gave the following example of how this flexibility would work in practice:

Taking the adult learner-responsive budget, up until now there has been very little
flexibility to transfer between different headings within it. If you look at the Skills
Investment Strategy document you will see headings like Skills for Life: full level 2,
level 3 and level 4, and up until now colleges have had very little leeway to transfer
within that. From now on colleges will be able to work freely within the adult
learner-responsive section and the employer-responsive section of their budgets,
which is the bit to do with employers rather than learners who come to the college.”””

Furthermore, if a college is judged to be outstanding it would be given even greater
flexibility to “work freely within the whole of that picture”.”

52. This flexibility has been given a partial welcome from colleges. Ioan Morgan, Principal
of Warwickshire College, representing the Association of Colleges, explained its
importance:

If we are forced to have money in boxes, principals of trusted colleges have got to be
allowed to open those boxes and share that money around to local and regional
priorities.””
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53. David Cragg, the interim Chief Executive of the SFA, argued that the new structure
would assist in the exploitation of “further opportunities for simplification, for example
simplification of budgets which have been excessively complex with lots of ring-fenced
blocks”.® Geoft Russell, who will succeed David Cragg on 1 April, supported this view. He
believed that “it would be crazy for a college to fall over with money in its bank account
because it could not use that money to deal with other issues.*

54. When presented with the example of a provider which had to sack staff in one area of
adult learning despite the fact that it had under-spends in other areas of adult learning
Geoff Russell responded “that is exactly what we are trying to remove. The sector has asked
for it and we have committed to doing it in the Skills Investment Strategy”.**

55. Martin Doel acknowledged that the Government had made some progress® but
pointed out that although this new flexibility had been extended to areas such as Adult
Responsive Learning and Employer Responsive Learning,* it did not extend to managing
funding between the SFA and the YPLA. He argued that this was a significant issue for
colleges as there was:

no ability to buy money from 16-19 [to] adult provision. Everyone we have talked
about so far is just working in the 19-plus. The ability to move money around
between those two, effectively, departmental stovepipes is missing.*

56. Ioan Morgan believed that if colleges had the ability to move funds between 14-19
provision—provided by the YPLA through Local Authorities—and SFA funding, there
would be “a much greater chance of achieving the Leitch targets”.’ He was strongly of the
view that greater autonomy was the answer for colleges:

For heaven’s sake, give us the freedom, give us the tools to get on and deliver for
industry and for the social agendas that we can deliver.”

57. The Minister was aware that the Association of Colleges wanted greater flexibility, and
asserted that colleges were “free to spend [their funding] as they wish according to their
managerial judgment.”®® However, this came with the caveat that colleges “deliver on what
they say they will do in relation to numbers of adult learners and young people”.*

58. It is clear that the Department has yet to be convinced of the arguments to extend
flexibility across YPLA and SFA funding streams, though the Minister did offer some
comfort to the Association of Colleges in this area:
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I am aware they would like us to go further. Clearly, that will be the direction of
travel as more and more colleges gain that outstanding status and are given greater
flexibility beyond what is available to all colleges.”

59. Simplification of funding for colleges is a very important objective, so we welcome
the steps that the Government has taken to build flexibility into the system. However,
we are fully aware that the Government’s plans fall short of the expectations of colleges.
Not only will they now have separate funding streams from the SFA and the YPLA, they
will also have to deal with multiple numbers of Local Authorities. We look to the
Government to build on its plans and to introduce greater flexibility in the future,
including the ability to transfer funds between Local Authority provision and SFA
provision. Should these separate funding streams cause difficulties, we will expect the
Government to review the relationship between the SFA and YPLA as a matter of

urgency.

Capital Funding: the SFA and the YPLA

60. Martin Doel, representing the Association of Colleges, believed that the split between
SFA funding and YPLA funding was not a practical solution to the problems which
colleges had to address in managing their capital budgets:

You do not, when you are in a college, manage a little building over here that is for
the SFA and a little building that is over there for the YPLA, a little bit of the estate
for 16-19 year olds, one bit for apprenticeships and one bit for adults. It does not
work like that.”

61. He continued:

What we have insisted [...] is that we do not have a building that has a YPLA part of
the building and an SFA part of the building separately funded. You will need to
have a combined capital strategy applying to the college sector, because you will need
to combine those funds in order to come together to build a single building. In terms
of going forward, therefore, you need a combined capital strategy.””

62. Martin Doel told us that he had already made this point to both the Secretaries of State
for Business, Innovation and Skills and Children, Schools and Families who had
“acknowledged” these concerns.”

63. Ioan Morgan also believed that the arrangements for colleges’ capital budgets had been
made more complicated. In particular, he was concerned that even if a college’s plans were
approved by the SFA, they could now be overruled by a Local Authority that “does not
support a particular development linked to 14 to 19”.°* He described this as “a huge
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anomaly” which would allow Local Authorities to intervene and veto colleges’ plans.”
Councillor Sparks defended the role of Local Authorities in this respect. He believed that
the way forward was for all interested parties to “[get] round the table in a local partnership
to ensure that everybody is agreed on what the objectives are”.*

64. The Department was well aware of these concerns, but asserted that it had addressed
them in the working arrangements for SFA planning of capital budgets. It explained that it
would publish an overarching single capital strategy for post-16 education and training in
England—excluding the higher education sector—in which it would consult with both the
Young People’s Learning Agency and the Skills Funding Agency.” The FE sector is
currently being consulted, through the Association of Colleges’ Capital Task Group, on
how future funds should be best allocated and the Department was confident that it will
achieve the best possible value for money while at the same time keeping bureaucracy to a
minimum.*®

65. In addition, David Cragg explained that there would be a joint capital strategy between
the two Government Departments which would be given effect via a joint implementation
strategy between the SFA and the YPLA. He asserted that if the capital project related to
further education it would “sit four square with the Skills Funding Agency’s
responsibilities” but acknowledged that “a joint approach with Local Authorities that looks
at the whole fabric of the post-16 education and training estate” would also be necessary.
He told us that arrangements to develop this approach were already being put in place.”

66. The previous mismanagement of the capital fund by the LSC resulted in significant
damage and disruption to colleges. Although the Government is confident that it has
strengthened oversight of the capital budget, it has also introduced a more complex
system, with many more stakeholders. It is vital that the various funding streams which
make up a college’s capital budget do not affect a college’s ability to expand or enhance
its estate. While we welcome the close working between the YPLA and the SFA we
remain deeply concerned that capital funding streams from both organisations,
together with Local Authority involvement, just cannot deliver a simplified or efficient
system of capital investment for colleges. Indeed, the management of capital budgets at
college level has been made significantly more complex.

The National Apprenticeship Service

67. The National Apprenticeship Service (NAS) has end-to-end responsibility for
Apprenticeships in England. It employs 400 people'® who provide a dedicated, responsive
service for both employers and learners with an additional responsibility to increase the
number of apprenticeship opportunities.'” As part of the restructuring, the NAS will be
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‘housed” within the SFA. However, it will have a separate identity and will work
independently to the SFA.

68. Geoft Russell told us that while the NAS was located in the SFA, “the authority,
responsibility and power for the delivery of apprenticeships” resided with the Chief
Executive of the NAS.'”” Furthermore, as Chief Executive of the SFA he will not be
responsible for the NAS budget which has also been delegated to the Chief Executive of the
Service.'”

69. When we questioned Geoff Russell about the logic of this move, he responded that it
was a “trade-off” between centralised control on the one hand and “specialisation, focus
and tailored delivery of a particular product” on the other.'” David Cragg, the interim
Chief Executive of the SFA, believed that the most important factor was that “there is an
integrated process for the delivery of the apprenticeship programme”.!® In respect of the
SFA and the NAS, he provided the following illustrative division of responsibilities:

The National Apprenticeship Service has the overall externally-facing responsibility
for generating demand and managing that relationship in the marketplace. The
management of the college and provider network that delivers apprenticeships is
absolutely and explicitly in only one place, and only in one place, which is the core of
the Skills Funding Agency.'”

70. We do not see the logic behind bringing the National Apprenticeship Service within
the Skills Funding Agency whilst allowing it to retain its autonomy—including
budgetary control. Either the NAS should be part of the delivery service of the SFA or it
should be a separate body. We believe that having a separate entity working within the
SFA will only add to the already complex structure of further education delivery. It will
also pose significant management and accountability issues for the Chief Executive of
the SFA which concern us deeply.
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3 Skills Strategies

Introduction

71. As we set out at the beginning of this Report, the Government’s decisions on priorities
and objectives for further education will be informed by national and regional plans. The
UK Commission for Employment and Skills (UKCES) will advise Government about the
future strategic skills needed at the national level, with Regional Development Agencies
(RDAs), working in partnership with Local Authority Leader Boards, Sector Skills Councils
and others, producing regional skills strategies.

National Strategic Skills Audit

72. The National Strategic Skills Audit will be prepared for the Department by the UK
Commission for Employment and Skills and will be delivered on an annual basis. The first
National Strategic Skills Audit, Skills for Jobs: Today and Tomorrow, The National Strategic
Skills Audit for England 2010, was published on Wednesday 17 March 2010."” In it, the
UKCES articulated its hope that the Audit would:

help those working in the skills system, employers and individuals not only to
respond effectively to current needs, but to be better able to anticipate future
requirements, and even to actively shape them.'®

73. The annual Audits will take a long-term perspective on skills needs; provide clear
messages about current and future skills needs in England; identify key drivers of change
and important trends; and consider areas for action and direction for the future. Michael
Davis, the Director of Strategy and Performance at the UK Commission for Employment
and Skills, told us that the Audits would provide “insight and foresight about emerging
skills needs for the medium term” and that this would be “informed by the work of
Regional Development Agencies, the labour market and the Sector Skills Councils.'”” He
also confirmed that they would assess “the long-term view about where we see future skills
opportunities for the labour market and about where there may be mismatches in skills
currently”.'"

74. Once published the Department would use the Audits, along with information on
regional skills priorities, to determine its overall skills investment plan, which would in
turn be delivered by the Skills Funding Agency.'! In its memorandum, the Department
explained how these Reports would influence funding strategies:
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the skills priorities identified by the UK Commission for Employment and Skills
(UKCES) and set out in the regional strategies will be agreed by BIS and confirmed
in the annual ministerial Skills Investment Strategy, against which the Skills Funding
Agency will fund colleges and training organisations.'?

75. Although the UKCES will produce Audits, the Minister confirmed that the policy
decisions would be made by Ministers,'"> and made clear that there would be no obligation
on Ministers to accept the findings of the Commission.''* The Minister assured us that the
Audits would be taken into account'"” but argued that:

Ultimately, when that information comes to Government then Ministers will need to
take decisions on what the priorities should be. It would be perverse not to take
decisions based on all the information from a system set up to provide one with it,
but as ever there are nuances with any decisions Ministers must take.'°

Regional Skills Strategies

76. Regional Skills Strategies will be produced by Regional Development Agencies (RDAs),
working in partnership with Local Authorities, with Local Authorities having joint sign-off
responsibility for the plans.'” Through their co-chairing of the Regional Planning Groups,
Local Authorities and Regional Development Agencies will be expected to ensure a clear
alignment between Local Authority 14-19 provision and the Skills Funding Agency
provision of funding.'"®

77. The South East of England Regional Development Agency (SEEDA), the RDA which
takes the lead on further education, argued that this new relationship:

provides a significant new opportunity to streamline strategy setting; ensuring skills
are embedded in economic development more widely and enabling all partners and
stakeholders to contribute through a single process.'”

78. SEEDA confirmed that in carrying out this role, RDAs would work with the new Skills
Funding Agency to ensure the deliverability of regional priorities.'” However, the LGA was
concerned about the involvement of the SFA. It argued that there was a lack of clarity on
the role of the SFA, in particular:

how the new Skills Funding Agency will operate below the national level; and
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how the Skills Funding Agency will relate to the role of Regional Development
Agencies (RDAs)."*!

SEEDA explained that the Regional Development Agencies were already working closely
with the shadow Skills Funding Agency on how regional skills priorities could influence
the planned spend of the Skills Funding Agency in 2010-11."*> It went on to say that
Regional Development Agencies would work with the UKCES to ensure that the Skills
Funding Agency had access to both sectorally and spatially specific data.'*?

79. Both our witnesses from the UKCES and SEEDA were clear that close working between
the two on the regional plans and the national strategy would be an important factor in
their success. Pam Alexander, Chief Executive of the South East of England Development
Agency explained that RDA research would “feed [...] into the work that the UKCES and
the Sector Skills Councils are trying to do, as well as using it to drive our own regional skills
strategies”. '**

80. Oona Muirhead, also from the South East of England Development Agency, stressed
that there would be a significant level of information exchange between the UKCES and
the RDAs:

I would really want to stress that we are all intent on using the same data and
evidence and sharing it. This is not about us each producing a strategy based on
different evidence from employers, et cetera. [...] We are pooling all of this [...] so
that we are basing that regional as well as national and local perspective on the same
set of evidence and data”.'>

Tensions within the skills strategy system?

81. The skills strategies offer the potential to provide Government with much needed
evidence-based information on the future skills needs of the UK at both a national and
regional level. However, for that to be realised, wide and relevant consultation with
interested parties, organisations and business will be a vital component. A number of
organisations wrote to us with their concerns about this engagement.

82. The University and College Union gave a cautious welcome to the new responsibilities
but was concerned that the system would be “cumbersome and somewhat opaque”.'* It
argued that “a clear communications strategy on the part of the Government, RDAs, the
SFA and Local Authorities will be essential and an urgent requirement”.’”” In a similar
vein, the Association of Colleges questioned “the viability of such a complicated chain for
consultation”.'*® It was also concerned that the relationship between the SFA, RDAs and
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Local Authorities would vary from region to region which could undermine the delivery of
further education:

Some regions are more cohesive entities than others; some are more effective than
others. There is a risk that a greater role for RDAs in an already complicated system
could slow up decision-making and make it more difficult for Colleges to respond to
employer and community demand.'*’

83. Other organisations were concerned about the level of input from colleges and
business. The 157 Group warned that involvement by colleges was crucial to the success of
the strategies:

Colleges are central to the regional skills strategies and to the proposed single
integrated strategies. We would encourage discussion on how FE should be
represented at the table.”

84. At the same time, the Alliance of Sector Skills Councils was of the view that “listening
to the needs of employers will be key to achieving the aims of the Skills Funding

Agency”.”’! The Alliance was unconvinced that the new structure would be able to engage
with business:

There is a real danger that the new system will be just as complex and baftling as the
old one, with too many organisations with overlapping and unclear roles. There are
an increasing number of employer-facing organisations working in each region, and
this poses significant difficulties for clear and consistent engagement and
communication with industry.'*

Furthermore, the Alliance highlighted its own expertise in Labour Market Intelligence
(LMI) which it believed was currently underused by Government. It wanted to see that part
of its work used “as a primary resource to inform future planning and funding rounds”.'**

85. Pam Alexander, Chief Executive of the South East of England Development Agency,
was confident that the new approach would be to the benefit of employers and business.
She asserted that the RDAs were established to:

represent the business voice and we work with businesses all the time. They are the
key players in determining what we see as the business needs that will drive
economic development.'**

SEEDA also acknowledged the importance of drawing on the expertise and knowledge of
the FE sector when shaping these skills strategies and priorities. '**
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86. The Minister was of the view that it was “absolutely essential” that business had a
strong voice through both the Regional Development Agencies and the Sector Skills
Councils™® and that without it “the plans will not be effective”.’”” He also acknowledged
that tensions between national and regional priorities were a possibility but asserted that
his role was to ensure that the system worked. He told us that he had made clear to the
Regional Development Agencies, the Local Government Association and the Sector Skills
Councils that they were expected to work together and not propose “special pleading for

their particular sectors or the bodies they represent”."*® Furthermore, he made clear that he

was “last resort to resolve any difficulties”."*

87. The national and regional plans produced by the UKCES, the RDAs and Local
Authorities have the potential to provide the Department and the SFA with a valuable
insight into the skills needs of the UK at a national, regional and local level. However,
the structures which have been put in place appear complex and cumbersome. They
also appear to be highly concentrated on public sector organisations. It is vital that the
views and needs of business are represented to the fullest extent, not just through the
Sector Skills Councils, which are also part of the process, or through their involvement
with RDAs, but at local level as well. If they are not, then the plans will be of little use to
learners, employers or colleges and will not be able to inform the priorities of the
Government and the SFA. The Government needs to demonstrate that these plans have
the full engagement and support of the business community.

88. The Government must also be prepared to move quickly to simplify the process
underpinning the national and regional skills plans should the fears of some of the
partners in that process be realised and the increased complexity prevent effective
delivery of a skills strategy in specific local labour markets.
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4 Administration of the Change
Programme

Introduction

89. As part of this inquiry we undertook to scrutinise the way in which Government
approached the reorganisation of further education. In this section we consider the
involvement of delivery partners in the creation of the SFA, the transitional arrangements
which the Department put in place, the management of staff and the costs of the change
programme.

Consultation on the design of the SFA

90. The Department asserted that during the design phase of the SFA, it had worked
closely with employers and other partners in the FE sector to ensure that they could
“influence the design of the Skills Funding Agency and provide early feedback on the
impact of the changes; ensuring services are not compromised.”* David Cragg, the
interim Chief Executive of the SFA, told us that “there was a good deal of consultation and
a series of regionally-based events around the original formulation of the policy.”*! In
addition to these events, oversight of the policy had been led by both the then Department
for Innovation, Universities and Skills, and later by the Department for Business,
Innovation and Skills through a “fairly broad-ranging stakeholder group” which included
the “Local Government Association, nominations from the colleges, the provider sector
and senior business people.”'** In the summer of 2009, when the design of the SFA was in
its final iterations, a “whole roadshow of activities”, was led by both Ministers and senior
officials.'*® Particular attention had been placed on consultation with the Association of
Colleges and the Association of Learning Providers in order to develop what David Cragg
described as “intensive working arrangements™.'** David Cragg concluded that this
approach had “significantly improved” the Agency’s relationship with both Associations.'**

91. Martin Doel, Chief Executive of the Association of Colleges agreed that, in general, the
consultation process had been a positive experience and that there had been a determined
effort to involve his Association in the design of the SFA. However, he cautioned that while
the design of the SFA was important, the need for cultural change in the new Agency
should not be underestimated.'* In a similar vein, both SEEDA and the UKCES appeared
to be content with their involvement with the SFA.'
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92. By contrast, Councillor Sparks, representing the Local Government Association was
less impressed. When asked about the LGA’s involvement in that consultation he
responded “I can report back that councils are reporting that the SFA has not been in

touch, in marked contrast to other agencies in relation to this”."*®

93. David Cragg declared himself “amazed” when presented with the LGA’s assertion.'*

He explained that, at a senior official level “the LGA was on the steering group for the
establishment of the Skills Funding Agency from day one”.'*® Not only did he believe that
the LGA was consulted, he asserted that it was “very much in the middle of the process™."!
Peter Laueuner stated that the LGA had also been heavily involved in the design of the

YPLA structure:

The regional role was clear from the start and that is where we inject the skills and
economic dimension to make sure it all adds up. Because 16-19 learners travel a lot
we needed a sub-regional level. We did not lay down the design of that; it came
from local authorities. They were invited to say what the right grouping was in their
areas. The answer was 43 sub-regional groups as it happens. **

94. We welcome the fact that, on the whole, the delivery partners consider that the
Government conducted genuine consultation with them in the design stage of the Skills
Funding Agency. Although we have serious reservations about the ability of the new
structures to deliver a streamlined funding system, we welcome the fact that the
Government has sought to engage with its delivery partners at an early stage.

Transitional Arrangements

95. Planning for the handover of responsibilities from the LSC to the SFA has been a long
time in preparation. In May 2008, a joint Departmental Machinery of Government
Programme was established to ensure consistent and co-ordinated implementation of the
new structures and processes.”” A Joint Transition Management Group was also
established to “ensure that all of the detailed tasks regarding organisational structures, staff
and resourcing for the Skills Funding Agency, Young People’s Learning Agency and Local
Authorities were completed in a timely, coherent and consistent way”.'>*

96. Early in the transition process, it was recognised that in a number of critical areas it
would be essential to establish strong joint working arrangements between the Skills
Funding Agency and the Young People’s Learning Agency. In its memorandum, the
Learning and Skills Council argued that this work was “fully scoped” as part of the
Transition Plan, and that working arrangements were agreed with those concerned in
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order to “avoid confusion or duplication at provider level, particularly for colleges”. This
work included:

a. Joint capital planning

b. Performance management including implementation of Framework for
Excellence and FE intervention

c. FE regulation/sponsorship including mergers, federations etc

d. National Apprenticeship Service 16-18 commissioning in conjunction with
Local Authorities.”

97. In September 2009, a ‘shadow’ SFA was established to work in parallel to the LSC."*¢
The Department argued that this “lead-in time” has allowed the Agency to begin work on
“embedding the new system and culture” which would enable the SFA to be fully
functional “from day one.” ¥’

98. In its memorandum, the Learning and Skills Council asserted that despite the “complex
and challenging” nature of the transition programme it had proved to be a success and had
delivered “many positive outcomes”.’”® Furthermore, it was confident that learners,
employers and colleges and providers had not experienced any interruption of service
during the transition”.'® The Department cited two Office of Government Commerce
(OGC) reviews as evidence of the success of the transition process:

the last one in Summer 2009 confirmed that the programme was well on track and
received an amber green rating. Since then, the programme has assessed the set up of
the Skills Funding Agency (and the Young People’s Learning Agency (YPLA))
against the good practice criteria developed by the National Audit Office, this
showed that the Skills Funding Agency and the YPLA are both on track to be fully
operational by the end of March 2010.'%°

99. When asked if the SFA was in a position to deliver on 1 April 2010, David Craig
asserted that the SFA was “absolutely up to speed and on track”.'® In general, this view was
shared by our witnesses representing the delivery organisations. Oona Muirhead, Executive
Director for Strategy and Resources, South East of England Development Agency was
confident that the transition from the LSC to the new structures would not be problematic.
In particular, she asserted that SEEDA had its arrangements “well in hand” and that the
transition was “going pretty smoothly”.!* A similar view was given by Councillor Sparks
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who told us that, in relation to the LGA’s involvement with the DCSF, reports from local
authorities on preparedness had been “satisfactory”.'®®

100. The Association of Colleges agreed that the handover of responsibilities from the LSC
to the SFA on 1 April would be a “relatively smooth event”. However, the Association’s
Chief Executive, Martin Doel, believed that the acid test for the Skills Funding Agency
would not be its formal creation on 1 April but in the following year when it would, for the
first time, deliver the Government’s funding arrangements for further education.'**

101. Despite the general view that the handover would be smooth, Ioan Morgan, Principal
of Warwickshire College, representing the Association of Colleges highlighted one
particular area of concern, that of payments to colleges on 1 April, which he asserted had
been given “fairly late consideration”.!®> Peter Lauener acknowledged that payments to
colleges were an immediate concern but remained “absolutely confident” that they would
be made.'® Furthermore, he was well aware that it was extremely important in terms of
reputation that all payments were made on time,'?” and that any mistake would become a
“cause célebre”. '

102. We welcome the confidence of both the Government and the delivery partners that
the handover of responsibility to the SFA on 1 April will run smoothly. However,
mistakes and errors at the outset have the potential to undermine confidence in the new
structures. We expect the SFA to update our successor Committee on its experience of
the handover early in the new Parliament.

Costs of transition

103. In May and October, the Department wrote to the Public Bill Committee scrutinising
the Apprenticeships, Skills, Children and Learning Bill with updates on the costs of
transition from the LSC to the new structure. In May, the Department told that Committee
that the Department’s expectation was that “the transfer to the new arrangements would be
cost neutral”.'® This was followed-up in October when the Department stated that:

the costs of running the new arrangement will be cost-neutral with an indicative
administrative cost budget set at the same level as the LSC currently operates
within.'”

104. In addition to this, the Department told us that it also intended to make efficiency and
value for money savings through a range of services which will be shared by a range of
organisations:
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For example, the Skills Funding Agency will be responsible for delivering the
following shared services to the Young People’s Learning Agency: HR, facilities and
internal IM requirements. The Skills Funding Agency will also deliver a range of
sector wide services which will support further efficiencies. These include the FE
data service which collects, disseminates and reports on FE data, the learner
registration service which assigns the unique learner number enabling the 14-19
diploma and the Qualifications and Credit Framework, and the Framework for
Excellence which measures the performance of colleges and training
organisations.'”!

The Department also asserted that the costs associated with the restructuring would be met
from “within current LSC, BIS and DCSF resources with some re-prioritisation”.!”> The
Minister explained that this “re-prioritisation” would involve budgets being moved away
from funding repeat qualifications for adults towards funding of first qualifications for
adults.'”

105. We note that the “re-prioritisation” of adult education is not without its own
significant consequences and has involved some painful choices for FE colleges. While
we appreciate that, in a tough climate for public spending, difficult choices must be
made, we are not convinced that, in a rapidly changing world where the Government
seeks an increasingly flexible labour market, it is right to pay for bureaucratic change
by denying many adults the new skills they need to meet the challenges of that world.

106. In addition to this, the Department stated that it expected to achieve cost savings in
the next few years following a reduction in the LSC estate from 50 buildings down to 21.7*
Those savings, we were told, would be “used to support [the Government’s] reforms and
deliver significant benefits to learners and employers”.

107. The Minister acknowledged that the Department had incurred transition costs, which
were estimated at £3 million to standardise transfer terms to Local Authorities; £2-3
million for pensions; and £36.8 million for premises.'””> He also confirmed that these costs
would be met from existing budgets,'’® and that the new structures would be “cost neutral
for the Exchequer”.!””

108. The Minister confirmed that savings would be made from the reduction in the size of
the LSC estate.'”® In a supplementary memorandum the Department estimated that it
expected to generate approximately £17 million in annual savings from the rationalisation
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of premises, IT and shared services, and streamlined contracting and data collection
processes.'”’

109. The Department is confident that not only will the transition process be cost-
neutral but that the new structure will make year-on-year savings. The transition
process will conclude on 1 April. We are deeply sceptical that the creation of two
agencies to replace one can possibly achieve long-term cost savings. We recommend
that the Department, at the earliest opportunity, provide our successor Committee
with a full breakdown of the costs of transition together with confirmation that these
costs were borne out of existing budgets. This breakdown should also include an
assessment of any additional costs imposed on Local Authorities and on individual
colleges, both transitional and on-going.

Staffing

110. The Learning and Skills Council employed around 3,330 members of staff.’** A
significant amount of planning was undertaken to transfer this workforce to the SFA,
YPLA and other organisations. In a supplementary memorandum the Department set out
how the staff would be relocated:

DIUS and DCSF Ministers have agreed an overall staffing need of some 3,300 for the
new 16-19 and post-19 systems. These numbers are in line with existing LSC staffing
levels and reaffirms our commitment to retain the expertise of LSC staff in the new
arrangements wherever possible.

We expect around 1,000 posts to transfer to local authorities, 500 to be in the YPLA
and 1,800 to be in the Skills Funding Agency including 400 posts in the National
Apprenticeship Service.

Since then, as part of the new role for RDAs in regional strategic skills, over 50 posts
have been transferred to them.'!

111. In written evidence LSC set out in detail how it managed the transfer of staff from the
LSC to these organisations. Its Transition Plan, endorsed by both the Department for
Business, Innovation and Skills and the Department for Children, Schools and Families, set
out the principles which would be adhered to throughout the process. This approach
sought to maximise the retention of LSC staff and their expertise.'®*

112. There were four phases of the transition:

Phase 1, matching functional blocks within the LSC to be transferred to other
organisations.

Phase 2, matching individual posts to the new structures. This included individuals
being matched to available roles.
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Phase 3, review of individual matching and review process.
Phase 4, confirmation of individuals’ new positions and posts.

The LSC concluded that the process was successful with the overwhelming majority of LSC
staff now confirmed “in a post in the Skills Funding Agency, the Young People’s Learning
Agency, a Local Authority or other organisation”.'®?

113. The Department explained that in reallocating staff, it was “clear that we were not
seeking to make staffing reductions at the same time as implementing this complex
change”.’** The Minister confirmed that the restructuring “was not designed to lead to staff
reductions but to place all of those people within the current system in the new one.”®
However, he went on to say that “having got to this stage, obviously all the organisations
will have to look from here on in at the administrative savings that can be made now they
have been put in place.”'*¢

114. We recognise the benefits of retaining experienced and specialist staff within the
further education structure. However, given the level of shared services in the new
structure, we are surprised that the reorganisation of further education did not deliver
a solitary reduction in overall staffing levels. The Government has confirmed that
administrative savings will be made in the future and we recommend that it provides
our successor Committee with an early update on proposals for those savings early in
the next Parliament.

A change of culture

115. A number of our witnesses regarded the approach taken by staff in the new
organisations as being vital to the success of the new Agency. In particular, they
highlighted the need for a “culture change” in approach. Martin Doel recognised the fact
that there was a demonstrable effort at the top to change but added that instilling that
change throughout the Agency would be more difficult to achieve.'®” He believed this to be
a crucial aspect of the new Agency, “I would not underestimate the degree of cultural

change that is required in some of the people involved in the process”.'*

116. Pam Alexander from SEEDA also recognised the need for a change in approach

of course, there are always barriers to culture shifting, but the directing of the
funding, the traction that the different objectives has on the funding and the targets

about the outcomes will be what, at the end of the day, drives culture to change”.'*
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117. However, Councillor Sparks was less enthusiastic. He described the SFA in the
following terms:

It might be a different flavour, it might be in a different bottle, but it is the same
building and virtually the same people. What has changed?'*

118. It is clear from our witnesses that for the new Agency to be successful there will
need to be a significant change in its culture, and in its staff’s engagement with colleges.
We welcome the Association of College’s endorsement of a change in approach at the
top of the organisation. Equally we recognise that this needs to be forced through the
entire organisation.
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5 Conclusion

119. In this short, focused inquiry we have considered the new structures which the
Government has put in place to administer further education. While the transition from
the Learning and Skills Council to the Skills Funding Agency appears to have been well
managed, the result has been the creation of an even more complex structure. The
relationships and lines of communication between the large number of delivery partners
with oversight by two Government Departments will need to be closely managed and
monitored. “Hiding the wiring” of such a large bureaucracy from those it serves is going to
be a challenging task for all concerned. It must never be forgotten that complexity and
repeated organisational change almost inevitably deter the users of any public service, and
this is especially true of those most in need of help from those services, in this case learners
and smaller businesses.

120. We wish the new system success, but have grave concerns that the increased
complexity may prove to be both cumbersome and unwieldy. Ultimately the success of the
SFA and its ability to deliver the demand-led service for adult skills will be judged not on
the efficiency of the component parts of the new structure but on the ability of colleges to
provide a responsive service to learners and business.

121. The fact that the reorganisation appears to owe more to changes in the Machinery of
Government—the separation of education between two Government Departments—than
to any inherent logic or desirability gives us particular cause for concern. The two new
organisations may work perfectly well but the unanswered question will be whether it
would not have been preferable from the point of view of the people and organisations that
really matter in all this—colleges, learners and businesses—to stick with the devil they
knew, which was the Learning and Skills Council.
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Conclusions and recommendations

1. The single account system has the potential to simplify the administration of funding
by introducing national standards for the allocation of resources which were absent
under the Learning and Skills Council. However, the fact that funding will no longer
come from a single Government source but from two Departments has the potential
to seriously undermine any benefits which may accrue from this change.
(Paragraph 24)

2. Equally, the introduction of SFA Account Managers for individual colleges has the
potential to assist colleges and to simplify their contact with the funding
bureaucracy. That said, SFA Account Managers have been presented as the single
point of contact for colleges and providers. This is not the reality of further
education, as colleges already deal with account managers from other organisations,
especially Local Authorities. It is vital that SFA Account Managers work in a way that
simplifies the process rather than adds to its complexity. We recommend that the
Government provide an early update on the effectiveness of this single point of
contact for colleges. (Paragraph 25)

3. We note the Government’s assertion that additional controls have been introduced
to manage the further education capital budget. It is vital that these new controls stop
the possibility of a repeat of the Learning and Skills Council’s lamentable
mismanagement of the capital budget. We expect the Department to update our
successor Committee, on a regular basis, on the management of that budget.
(Paragraph 29)

4. The new structure for further education was due to go live on 1 April—shortly after
we agreed this Report. It would therefore be premature for us to pass judgement at
this time on its ability to deliver a seamless and efficient service. However, the
restructuring undertaken by Government has clearly increased the complexity in the
system rather than simplified it and there is a danger that this will make it more
difficult for the system as a whole to deliver the Government’s objectives, or to meet
the expectations of learners and employers. (Paragraph 37)

5.  We would welcome the realisation of the Government’s commitment to reducing
the number of bodies involved in the skills world “by up to 30”, but we are highly
sceptical that this will be achieved. Indeed, the current expansion in the number of
bodies involved in the skills agenda has been brought about by the Government
itself. We recommend that the Government provide us with details on the work it
has done to realise this aspiration, together with an indicative list of those bodies it
believes it can remove from the system. (Paragraph 38)

6.  Akeyaspect of the new structure is the creation of the Skills Funding Agency and the
Young People’s Learning Agency to administer the role previously held by the
Learning and Skills Council. These two organisations represent the division of
responsibilities between the Department for Business, Innovation and Skills and the
Department for Children, Schools and Families, although the existence of different
departments is not the justification given for having two agencies. We have grave
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11.

reservations about the logic or probable effectiveness of having two organisations
running further education, given the degree of overlap between the two. We have
been given no convincing argument in support of this approach. We are particularly
concerned that the need to co-ordinate the work of the SFA and YPLA on many
issues of policy, shared services and management will lead to unnecessary long-term
costs and bureaucracy. (Paragraph 47)

We cannot yet come to a conclusion on the efficiency of this approach, because
neither the SFA nor the YPLA have a record to judge. However, we urge our
successor Committee to monitor closely the relationships between the SFA and the
YPLA at an early point in the next Parliament. (Paragraph 48)

Simplification of funding for colleges is a very important objective, so we welcome
the steps that the Government has taken to build flexibility into the system. However,
we are fully aware that the Government’s plans fall short of the expectations of
colleges. Not only will they now have separate funding streams from the SFA and the
YPLA, they will also have to deal with multiple numbers of Local Authorities. We
look to the Government to build on its plans and to introduce greater flexibility in
the future, including the ability to transfer funds between Local Authority provision
and SFA provision. Should these separate funding streams cause difficulties, we will
expect the Government to review the relationship between the SFA and YPLA as a
matter of urgency. (Paragraph 59)

The previous mismanagement of the capital fund by the LSC resulted in significant
damage and disruption to colleges. Although the Government is confident that it has
strengthened oversight of the capital budget, it has also introduced a more complex
system, with many more stakeholders. It is vital that the various funding streams
which make up a college’s capital budget do not affect a college’s ability to expand or
enhance its estate. While we welcome the close working between the YPLA and the
SFA we remain deeply concerned that capital funding streams from both
organisations, together with Local Authority involvement, just cannot deliver a
simplified or efficient system of capital investment for colleges. Indeed, the
management of capital budgets at college level has been made significantly more
complex. (Paragraph 66)

We do not see the logic behind bringing the National Apprenticeship Service within
the Skills Funding Agency whilst allowing it to retain its autonomy—including
budgetary control. Either the NAS should be part of the delivery service of the SFA
or it should be a separate body. We believe that having a separate entity working
within the SFA will only add to the already complex structure of further education
delivery. It will also pose significant management and accountability issues for the
Chief Executive of the SFA which concern us deeply. (Paragraph 70)

The national and regional plans produced by the UKCES, the RDAs and Local
Authorities have the potential to provide the Department and the SFA with a
valuable insight into the skills needs of the UK at a national, regional and local level.
However, the structures which have been put in place appear complex and
cumbersome. They also appear to be highly concentrated on public sector
organisations. It is vital that the views and needs of business are represented to the
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fullest extent, not just through the Sector Skills Councils, which are also part of the
process, or through their involvement with RDAs, but at local level as well. If they are
not, then the plans will be of little use to learners, employers or colleges and will not
be able to inform the priorities of the Government and the SFA. The Government
needs to demonstrate that these plans have the full engagement and support of the
business community. (Paragraph 87)

The Government must also be prepared to move quickly to simplify the process
underpinning the national and regional skills plans should the fears of some of the
partners in that process be realised and the increased complexity prevent effective
delivery of a skills strategy in specific local labour markets. (Paragraph 88)

We welcome the fact that, on the whole, the delivery partners consider that the
Government conducted genuine consultation with them in the design stage of the
Skills Funding Agency. Although we have serious reservations about the ability of the
new structures to deliver a streamlined funding system, we welcome the fact that the
Government has sought to engage with its delivery partners at an early stage.
(Paragraph 94)

We welcome the confidence of both the Government and the delivery partners that
the handover of responsibility to the SFA on 1 April will run smoothly. However,
mistakes and errors at the outset have the potential to undermine confidence in the
new structures. We expect the SFA to update our successor Committee on its
experience of the handover early in the new Parliament. (Paragraph 102)

We note that the “re-prioritisation” of adult education is not without its own
significant consequences and has involved some painful choices for FE colleges.
While we appreciate that, in a tough climate for public spending, difficult choices
must be made, we are not convinced that, in a rapidly changing world where the
Government seeks an increasingly flexible labour market, it is right to pay for
bureaucratic change by denying many adults the new skills they need to meet the
challenges of that world. (Paragraph 105)

The Department is confident that not only will the transition process be cost-neutral
but that the new structure will make year-on-year savings. The transition process will
conclude on 1 April. We are deeply sceptical that the creation of two agencies to
replace one can possibly achieve long-term cost savings. We recommend that the
Department, at the earliest opportunity, provide our successor Committee with a full
breakdown of the costs of transition together with confirmation that these costs were
borne out of existing budgets. This breakdown should also include an assessment of
any additional costs imposed on Local Authorities and on individual colleges, both
transitional and on-going. (Paragraph 109)

We recognise the benefits of retaining experienced and specialist staff within the
further education structure. However, given the level of shared services in the new
structure, we are surprised that the reorganisation of further education did not
deliver a solitary reduction in overall staffing levels. The Government has confirmed
that administrative savings will be made in the future and we recommend that it
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provides our successor Committee with an early update on proposals for those
savings early in the next Parliament. (Paragraph 114)

It is clear from our witnesses that for the new Agency to be successful there will need
to be a significant change in its culture, and in its staff’s engagement with colleges.
We welcome the Association of College’s endorsement of a change in approach at
the top of the organisation. Equally we recognise that this needs to be forced through
the entire organisation. (Paragraph 118)
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Appendix: Delivery partners in further
education

The Department for Business, Innovation and Skills (BIS)

Determine overall investment and priorities.
Determine performance system (Framework for Excellence).
Meet the Skills Public Service Agreement.

Sponsorship of colleges and training organisations and their contribution to
Department for Children, Schools and Families targets.

The UK Commission for Employment and Skills

Advise BIS on the current and future skills needs of the country, including what is
identified in the Single Integrated Regional Strategies.

Monitor and challenge Government performance on employment and skills.
Manage the Further Education and Skills Research Function.
Manage Sector Skills Councils and ensuring their effectiveness.

Advise on Sector Skills Council relicensing.

Sector Skills Councils

Determine the skills required within their vocational area.

Raise employer engagement with, demand for, and investment in skills.

Regional Development Agencies

Work with employers, local authorities, sector skills councils, Jobcentre Plus and all
other relevant sources to identify demand at the regional, sub regional and local
level.

Produce Single Integrated Regional Strategies incorporating skills priority
statements.

Ensure that sub-regions and city-regions are able to shape policy in line with their
own priorities.

Spearhead multi-agency action to identify and resolve mismatches in the demand
for, and supply of, skills.
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¢ Be an advocate for skills. Actively engage with employers to raise their demand for,
and investment in, skills (e.g. through the Skills Pledge).

e Manage the Skills brokerage service.

Skills Funding Agency

e Fund colleges and training organisations through a Single Account Management
System.

e Lead and provide customer focused services and underpinning systems. (e.g. Train
to Gain, the National Employer Service, the National Apprenticeship Service and
the Adult Advancement and Careers Service)

e Design and manage the underpinning systems for funding, settlement, data
collection and exchange etc.
Employment & Skills Boards

o Set the strategy for delivery of adult (post-19) skills in their area, taking into
account key national priorities in Skills for Growth and other relevant strategies,
such as the Single Integrated Regional Strategy.

e Actively engage with employers to raise their demand for, and investment in, skills.

e Provide feedback to Skills Funding Agency assessing how well the skills and
employment system is responding to employer demand in its area.

Local Authorities

e Statutory responsibility for assessing the economic needs of their areas, including
skills and employment.

e Convene local area agreements, bringing together the action of other public bodies
and colleges.

Colleges and Training Organisations
e Meet the requirements of learners and employers.
¢ Collaborate with relevant bodies and each other to respond to demand.

e Collaborate with each other to provide a range of support services to the sector,
including peer assessment, staft development programmes, shared services and
improved procurement.

Ofqual

e Regulate the qualifications offer.
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Learning and Skills Improvement Service

e Support college and training organisations performance and facilitate self
regulation (owned by the bodies it supports).

Becta

e Champion use of technology to support learning.

Ofsted

e Provide an independent view of college and training organisation performance.
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Formal Minutes

Tuesday 30 March 2010

Members present:

Peter Luff, in the Chair

Roger Berry Miss Julie Kirkbride
Mr Brian Binley Ian Stewart
Mr Michael Clapham Mr Anthony Wright

Draft Report (The Skills Funding Agency and further education funding), proposed by the
Chair, brought up and read.

Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 121 read and agreed to.

Summary agreed to.

A paper was appended to the Report as an Appendix.

Resolved, That the Report be the Tenth Report of the Committee to the House.
Ordered, That the Chair make the Report to the House.

Written evidence was ordered to be reported to the House for printing with the Report

Written evidence was ordered to be reported to the House for placing in the Library and
Parliamentary Archives.

[Adjourned till a time and a date to be fixed by the Chair.
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Business, Innovation and Skills Committee: Evidence

Ev 1

Taken before the Business, Innovation and Skills Committee

on Tuesday 2 February 2010

Members present:
Peter Luff, in the Chair

Roger Berry

Mr Brian Binley

Mr Michael Clapham
Mr Lindsay Hoyle

Miss Julie Kirkbride
Lembit Opik

Ian Stewart

Mr Anthony Wright

Witnesses: Mr Ioan Morgan, Principal of Warwickshire College, and Mr Martin Doel, Chief Executive,
Association of Colleges, Councillor David Sparks, Chairman, LGA Regeneration and Transport Board,
Local Government Association, Ms Pam Alexander, Chief Executive, and Ms Oona Muirhead, Executive
Director for Strategy and Resources, South East England Development Agency, and Mr Michael Davis,
Director of Strategy and Performance, UK Commission for Employment and Skills, gave evidence.

Q1 Chairman: Welcome to this first of two evidence
sessions into the Committee’s inquiry essentially
into further education funding in a new world but
also into the delivery role for local government and
Regional Development Agencies. You are quite an
unwieldy panel, and I apologise for that, but we
thought it best, as there will be moments when you
have some differences of emphasis, that you were
able to explore ideas together in a group. That may
mean you each get slightly less time, but I hope we
will actually gain more from the overall process. This
is a short inquiry perforce because of the timing of
the General Election, which is imminent, and I am
very conscious of the fact that we are not inviting in
the employers and the employees in the shape of the
various Sector Skills Councils, we are not asking
Work-based Learning Providers either. There are a
number of people we would like to have had in, but
we have had a lot of written evidence, which we are
very grateful for. It would have been quite nice to
have had some from the Commission. I know you
offered some last week, but it would have been
helpful. All the rest of you, thank you for your
written submissions, the three of you, which we
appreciate, and we will take full account of the
written submissions in addition to the oral evidence.
This is to test some of the ideas in public and get a
flavour. Can I ask the usual question I ask on these
occasions, which is to introduce yourselves briefly,
starting from my left, your right, and as you describe
who you are can you just say, briefly, what your role
is going to be in skills delivery in the new world
from April?

Ms Muirhead: My name is Oona Muirhead. I am
from the South East England Development Agency.
I am the Executive Director for Strategy and
Resources. My role is presently to lead on behalf of
the Regional Development Agencies in our lead role
for skills—we co-ordinate across the regions—and,
in the future, my role will be to bring together the
regional Skills Strategy and the priorities out of that
for skills providers.

Ms Alexander: Pam Alexander; I am Chief
Executive of SEEDA, so I represent all of the nine
RDASs on skills and innovation as well as, of course,

managing SEEDA in my own region.

My Davis: 1 am Michael Davis; I am the Director of
Strategy and Performance from the UK
Commission for Employment and Skills. We are a
strategic advisory body. Our remit is to advise the
UK Government on progress towards becoming a
world-class nation in employment and skills and to
review and advise on policies where remitted to do
S0.

Myr Doel: Martin Doel, Chief Executive of the
Association of Colleges. The Association exists in
order to represent the interests of colleges, those
colleges being sixth-form colleges, general further
education colleges and specialist colleges, which
between them represent the majority provider of
skills provision within England, Wales and
Northern Ireland.

Mpr Morgan: 1 am Ioan Morgan; I am Principal and
Chief Executive of Warwickshire College, which
straddles Warwickshire and part of Worcestershire,
and we deliver a range of activity across all levels,
including further education, higher education and
we work very closely with major companies like
Jaguar, Land Rover and Rolls-Royce, Aerospace.
Councillor Sparks: 1 am David Sparks; I chair the
Regeneration and Transport Board at the Local
Government Association. Our role in this particular
area is that we look upon skills as being a key
component of regeneration and we involve what is
now 423 local authorities in England and Wales, and
I am a Dudley councillor.

Q2 Chairman: Councillor Sparks, I know you are
speaking for the whole LGA today, but just out of
interest, where do you actually come from?
Councillor Sparks: Dudley.

Q3 Chairman: Excellent. We are very pleased to
hear that.

Councillor Sparks: 1 am actually from Warrington
originally.

Chairman: Thank you very much. That helps. Ian
Stewart.
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Ian Stewart: Good morning. The Government
argues that the new structures will streamline the
skills delivery process. Do you agree?

Q4 Chairman: I think we will have each of you on
that one.

Ms Alexander: Could I start then, because I think
the representation of the Regional Development
Agencies here is as the business voice in relation to
skills demand. Driving up the skills element of
economic development is central to competitiveness
and productivity and, therefore, we see it as very
helpful that we are able to work with the Skills
Funding Agency as it is coming into being to look at
demand driving skills provision in the future from an
employer’s perspective, and clearly that has to be
balanced with the individual demand for skills and
the providers’ ability to meet those skills. We do see
that the new system has real opportunities to drive
that bottom up from local needs and, in terms of
long-term needs, looking at the strategic skills needs
of the sectors which will drive up growth. We believe
there is a real opportunity for streamlining and for
making much clearer to businesses—who find the
system extremely complex—how they can access the
skills that they need for the future.

Mpr Doel: 1 think individual elements of the system
may be streamlined, and processes within it, but it is
very hard to see how the totality of the system will be
more streamlined. From a provider perspective,
money will be arriving from a range of different
agencies which colleges will have relationships with,
from business through to the RDAs, through to
local authorities, to the Skills Funding Agency, to
the Young People’s Learning Agency. In terms of
interpreting and mediating all of those various
inputs, it does not look very streamlined from the
bottom up.

Myr Morgan: Certainly, from a provider point of
view, we are a large, general, complex FE college. We
have got a huge cohort of 14-19 year olds which will
be funded differently from our other large cohort,
which are adults, and we do not see this as
streamlining, we see it as, potentially, muddying the
waters, I am afraid, and from our perspective we
think there are huge risks to learners in this and in
the ability to take a strategic view for certain sectors.
Councillor Sparks: There are three points that we
would like to make in response to the question. The
first one is that it is too soon for us to be absolutely
certain; secondly however the indicators are not
good in terms of the feedback that we are having
from individual local authorities and groups of local
authorities, that there is a poor level of
communication with the Skills Funding Agency, in
particular; and the third point is that there is now a
complexity of bodies and, if you have got a
complexity of different bodies, that does not indicate
a streamlining.

My Davis: If 1 may add to that, the Commission
published in October (and I would be more than
happy to send you a copy of it) some advice that we
published to ministers, entitled Skills, Jobs, Growth,
which specifically looked at simplification in
England. We did conclude that there were aspects of

it that are too complicated, but we did also note that
in the Skills Strategy many of those
recommendations and thoughts were taken on, so I
think it is about pressing on with the programme of
simplification, seeing that there were some clear
signals given in the Skills Strategy and that they need
to be built on and implemented over the coming
months.

QS5 Ian Stewart: Can I go back to Ioan and Martin,
please. With the funding constraints, can Leitch be
achieved? Anybody else can come in afterwards, but
would you two start?

My Doel: 1 think I would make two points in this
regard. We have had many years of increasing
expenditure within schools, albeit not the same levels
of increase in other sectors of education. We are now
entering a period of more constrained finances. It
seems somewhat anomalous to actually throw the
whole organisational structure up into the air as you
enter that period and people have to deal with a
degree of organisational change which will have its
own costs extracted from the system. At the same
time, within reducing budgets, particularly (as just
announced) adult learning responsive budgets,
colleges are going to have to make efficiencies in
order to continue to deliver to the learners in the
communities that they support and businesses that
they support. Their ability to do that, I think, will be
constrained by the lack of freedom they have to
operate between various budget streams, which,
actually, potentially becomes more constrained in
the future by the very many different agencies the
money will be coming to them through. Their ability
to manage within that headroom is actually being
potentially more constrained as we go forward by
their ability (using the in-word) not being able to vire
between various streams within a financial year in
order to deliver efficiencies. Just at the time when
you want colleges to make efficiencies and to
continue to deliver more for less, they are being
constrained in their ability to do that because of
some of the complications around the funding
arrangements that they suffer.

Mpr Morgan: From a college point of view, I think my
first response to you is that I think there is a
complexity which is not helpful now, but what I
would say is one good feature is that colleges are
firmly in the Department for Business Innovation
and Skills (BIS). I think that is a good move, because
it links colleges to where they should be in terms of
their ability to respond to economic development
needs and to supply skills for industry, but I think
there are dangers that we might not achieve Leitch
unless colleges are liberated and are trusted enough
to actually move money between various pots. If we
are forced to have money in boxes, principals of
trusted colleges have got to be allowed to open those
boxes and share that money around to local and
regional priorities.

Q6 Ian Stewart: So you are an advocate for the
trusted status?
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My Morgan: Absolutely.

Q7 Ian Stewart: Could you tell us what type of
courses will be affected at Warwick by the
constraints?

Mr Morgan: There are two parts to that. Firstly, I
think that the structural changes might make
decision-making in terms of 14-19 year olds quite
difficult in terms of strategy because if that funding
isin the hands of local authorities there may be other
decisions, competing interests, schools and others,
that might detract from the ability of a college to be
funded adequately. I also think in terms of taking a
strategic view for something like land-based
industries it is going to be quite difficult if it is a
focused regional local funding, because there are
strategic industries that need strategic decision-
making. There are some concerns that I have about
that, but my main issue is that if we are allowed to
look at the boxes of money that come to us and use
them more flexibly, there is a much greater chance of
achieving the Leitch targets.

Ms Muirhead: 1 was going to draw attention to the
element of Leitch which was about moving from a
system based on qualifications to one which is
looking at skills and the implications for the real
world. I think that there are some clear signals and,
indeed, plans in the Skills Strategy which are about
setting out a basket of measures which would
identify the real world outcomes for individuals in
terms of, for example, wage gain and for
productivity. I think if we move in that direction, in
the medium-term we will be more able to deliver on
what was underlying some of what was in Leitch,
notwithstanding the issues about meeting the
targets.

Q8 Ian Stewart: Before you go on to that and while
we are on targets, Leitch has basically said we need
40% more skills training in this country. Will colleges
and providers have the capacity to do that in these
circumstances of financial restraints?

Ms Muirhead: The issue of financial restraints,
which is one I was going to come on to, is really
important, obviously, and very concerning for
everybody. The one element that we fail perhaps
sufficiently to acknowledge is the amount of money
that businesses do currently invest in skills
themselves and where that could be more
encouraged. One of the reasons why we see the
economic development aspects in the new skills
system being important and relevant is in raising all
businesses’ awareness of the need to not just utilise
their existing skills but also to invest in skills in their
workforce. That is, obviously, not a panacea to the
problems that we face in terms of public funding, but
it is a really significant element that we need to take
into account.

Q9 Mr Binley: Can I follow that up just a little? I
apologise for butting in; I was concerned to hear this
myth being perpetuated, or it seems to me being
perpetuated, that businesses do not invest in skills.
They invest in many more skills that lie outside the

formal processes, and I think it would do us well to
recognise that and work with that. What are you
doing in that respect?

Ms Muirhead: 1 apologise if 1 gave the impression
that they were not. I was saying that they absolutely
are and, indeed, we think that there is more that can
be done. For example, one of the things that we
currently do and that we will be able to do more
when the skills function transfers to us formally on 1
April is that the Business Link advisers and brokers,
when they are dealing with a business about the
needs of that business—whether it be about do they
have a good business plan/are they looking at the
right kind of market place, et cetera, their products
and services,—are talking to them also about skills
in their workforce and whether they are sufficiently
using and utilising the existing skills of the workforce
and what upskilling might be needed to raise
productivity, and that might be through publicly-
funded and qualifications-led or it might, indeed, be
a different form of upskilling.

Q10 Ian Stewart: Can I stop it there, because we are
strapped for time now and I want to move on to the
LGA. David, your organisation, the LGA, is on
record as having said that the new system is too
complicated, has too many bodies, et cetera. Which
bodies would you remove, which bodies would you
merge?

Councillor Sparks: 1 really cannot answer that
question, because our view is that the way forward,
based on the city regions in Leeds, in particular, and
experience elsewhere, is very much based on which
organisations work best in partnership locally. Our
concern is that the Skills Funding Agency do not
seem to be as on board as the other agencies and,
because they are such a major and dominant player,
this could make it very difficult to deliver locally. Our
whole theme is that you need to have far more of a
locally determined system based on the demands of
local employers, the needs of the local economy and
taking into account what the local provision is and
what it needs to be.

Q11 Ian Stewart: Martin, you said the system is
confusing. Will this confusion mainly be created by
the splitting of responsibilities between the SFA and
the YPLA, or is it actually more fundamental than
that?

My Doel: If 1 start from the first point, the system
will always, I think, have an inherent complexity in
it because of the range of things that colleges and
providers do and the breadth of the skills agenda.
You cannot make something that is so broad in its
provision ultimately simple. To do that would be
almost to brutalise it in order to bring it down to very
simplistic blocks. There is always going to be an
inherent complexity within this; nonetheless, I think
we need to sensibly portray it in a way in which
people can understand it and access it more
effectively. The distinction between a skills agenda
for 16-19 year olds and one for 19 year olds and older
is a false one, I think—there is a continuum from 16
forward—and, therefore, achieving some proper co-
ordination between the work of the YPLA and the
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SFA in the future will be particularly important for
the skills agenda generally. From a provider
perspective as well, when you have differing streams
of funding coming to the institution, you can be
destabilised by a decision on one side or the other in
your ability to deliver the overall outcome. You do
not, when you are in a college, manage a little
building over here that is for the SFA and a little
building that is over there for the YPLA, a little bit
of the estate for 16-19 year olds, one bit for
apprenticeships and one bit for adults. It does not
work like that. The colleges are almost becoming the
integrators for the various streams of funding and
then trying to be able to respond to many customers.
I think what they are asking for within constrained
funding, which will have consequences, is to be able
to integrate that most effectively and to respond. I
think they are also asking, critically, for our RDA
and Local Government Association colleagues to be
seen as strategic partners who know a good deal
about the labour market, a good deal about what
younger and older people want and need in their
lives and can have a conversation about informing
the plan rather than just being presented with a plan
to deliver against. Getting that debate going on and
that integration, I think, is very important in the
future. It is not going to be easy.

Ian Stewart: Can I say to all of you, I am supposed
to ask you about your experience so far about the
establishment of the SFA and the YPLA. You have
just answered something on that, Martin, in your
answer. Could the rest of you, when you are
answering other questions, because we are really
pressed for time this morning, also address your
experience of that, please?

Chairman: The opportunity will come now.

Lembit Opik: One specific question to Martin. [ used
to run the training programme for Proctor and
Gamble and we had to have a very wide range of
skills, some of them involving improving pure
research and other people learning about people
skills and we did it in one cohesive whole. Why could
we not apply the model that Brian would no doubt
agree works in industry to the academic world?

Q12 Chairman: I am going to leave you to ask the
Minister that question next week.

Mr Doel: My very sharp answer to that would be
that colleges would like the opportunity to provide
that integrated service, to have that one
conversation with an employer.

Chairman: That is a helpful answer. Lindsay Hoyle.

Q13 Mr Hoyle: The department states that it has
worked with employers and other partners in the FE
sector to ensure that they could influence the design
of the Skills Funding Agency. It is now 12 months
on. What involvement has each of you had in the
design of the Skills Funding Agency?

Ms Alexander: We have been working with them on
the extent to which the strategies that they are going
to be working to can be built bottom up from the
work that we do with local authorities in the
Regional Partnership Boards and the Economic
Development and Skills Boards and how that can be

aligned with the advice that they will be getting from
the UK Commission for Employment and Skills and
the Sector Skills Councils to drive the investment
strategies that are being produced. Clearly, this year
it is slightly the wrong way round, the investment
strategy is being produced before that advice has
been given, but we are building a system where we
will be taking six people each into the Regional
Development Agencies to create those regional skills
strategies and we have been working with them on
how that will link to the rest of the system. Oona is
very much involved with the programme board
setting that up.

My Davis: 1 would add, the relationship between the
Commission and the Skills Funding Agency will be
via, as Pam has said, the Investment Framework
that the Skills Funding Agency will oversee from the
department. Our role is currently working on a set of
strategic advice around medium and long-term skills
priorities, which then, along with the work that
Regional Development Agencies and others do,
becomes the basis of the investment strategy. At a
practical level, some of the research functions from
the former Learning and Skills Council have been
transferred into the Commission.

My Doel: Despite the recommendations of people
like Sir Andrew Foster about colleges and principals
being treated more like Vice Chancellors and being
partners to policy development, the colleges have
suffered, if you like, under a period of paternalistic
direction from the Learning and Skills Council for a
number of years.. There has, I think, been a
determined effort to involve us more in the emerging
design of the SFA than has previously been the case,
but I would not underestimate the degree of cultural
change that is required in some of the people
involved in the process. They are formerly the LSC
people, they have a way of doing business and it has
been very difficult for us at the various levels that
apply. There is a determined effort at the top of the
organisation to be more transparent and open in
these issues, but reaching right through to the
organisation is more difficult to achieve. Going back
to my earlier answers, there is a lot of conversation
about developing the hypothesis, but if you think the
hypothesis is wrong in the first place about having
two agencies, you are talking about some of the
detail rather than the underlying important issues.
Mr Morgan: Certainly from an individual college
point of view, and I would share the view that latterly
there has been an improvement, up until now I think
colleges have been done-to in this process and have
not been participants. My college, for example, has
a £55 million budget, six campuses, 25,000 students
and by no means the largest college. There are some
big players there who wanted to have a professional
engagement in this process and have not been able to
do. Coming to the point, very briefly, that Martin
made about Foster extolling us to behave like Vice
Chancellors, I think, thank God we do not really,
because there is a lot of bleating at the moment from
the university sector about cuts and what you are
finding is the college sector, which for politicians is
one of the biggest tools that they have available to
deliver social change, are not bleating. We are
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wanting to work with government and make this
happen, but there is a big resource in colleges that
needs to be consulted and put as part of this process.

Q14 Mr Hoyle: So you feel frustrated or angry.
My Morgan: 1 have been continually frustrated in
FE for over 25 years now, so the thing is improving.

Q15 Mr Hoyle: So that frustration continues. Does
it make you angry now, if you have suffered such
frustration?

My Morgan: 1 think I feel angry because I feel that
here we have a sector with so much potential, that I
am emotionally so attached to, because where I
come from in South Wales further education was the
way out of the pit, and that has not changed, it is
about liberating and freeing some of the most
disadvantaged people in our society, and colleges,
quite frankly, are still being done-to in a pretty
ineffective way and we are fed up with being political
footballs.

Councillor Sparks: We have specifically asked our
local authorities this question, and I can report back
that councils are reporting that the SFA has not been
in touch, in marked contrast to other agencies in
relation to this. One further point on this in terms of
personal experience, I worked until recently for 35
years as a careers adviser and I can tell you that one
of the things that really is in my gut about this whole
thing is that training has been distorted by
bureaucracy over the years, and I think that what we
will probably get here is another load of
bureaucracy, quite frankly. It might be a different
flavour, it might be in a different bottle, but it is the
same building and virtually the same people. What
has changed?

Chairman: Shall we end the session there!

Q16 Mr Hoyle: I think it is game over, Chairman!
Where do we pick it up after that? Did you feel, for
those who were involved, that your views were
taken up?

Ms Alexander: Certainly it is still work in progress.
That is absolutely clear. There is a lot of work still to
do. We do think that we are making progress on
creating the structure which will enable some of that
bottom up expertise to be drawn into what happens
to the instructions that are then given and the
funding allocations that are made. For example,
working with local authorities, all of our Economic
and Development Skills Boards in each region will
certainly involve the providers as absolutely central
to the discussion. The Association of Colleges, for
example, sits on our Economic Development Skills
Board in the south-east and, if we can get traction for
that provision of bottom up priorities, then I think
that will be the way through this.

My Doel: 1 think colleges will do their very best in
order to make this work, as they always have. I think
the engagement we are now having with a number of
the RDAs is wholly helpful. We have just done a
study into what we consider best practice in the
North-West Development Agency, the London
Skills and Employment Board, to draw out
characteristics of where that is working to apply

more widely, and we are grateful for that
opportunity to contribute. I think the papers are
with the committee for consideration together with
the impacts.

My Davis: What 1 would perhaps do is draw the
distinction between the practical setting up of the
Skills Funding Agency and the strategy that
government is seeking to set out, and the three things
in that strategy that the commissioners report and
encourage others to build on is the reference to real
world outcomes—that is very up there in the start of
the Government strategy that we want a system that
is measuring success in terms of real world
outcomes; I think that should be built upon—it talks
a lot about how you empower customers through
things like Skills Accounts, and so on, and, finally, as
we have heard, about how we build greater trust in
providers, and that is how you then build up the
flexibility and the responsiveness to work with the
greater investment that employers and individuals
make in learning.

Q17 Mr Hoyle: At least we know nobody has pulled
the drawbridge up, everybody has tried to make this
work. It is twelve months on. Are there any real
changes between now and 12 months ago? Could
you give us any views of where you feel there has
been a change or a significant difference, or not?
My Doel: 1t is always hard to discriminate the
changes that were intended by policy and those that
have occurred.

Q18 Chairman: Just to focus the question, as a result
of the discussion you have had about the Skills
Funding Agency, has it changed? Is it better?

My Doel: What I am saying is through those things
the Learning and Skills Council has changed as a
precursor body to the Skills Funding Agency. They
have become more transparent as a consequence of
those events.

Q19 Mr Hoyle: The change is for the better.

My Doel: The change is for the better, and we would
hope to carry that through into the Skills Funding
Agency and actually to build some benefit out of
some very difficult circumstances through changed
relationships. That is at the level of personal
relationships  almost beyond  organisational
structures. Organisations work through
personalities quite often as well as the structures.

Q20 Chairman: What you are saying is you have got
the Learning and Skills Council working effectively
with you. It is now being broken. You hope the
personal relationships will transfer to the new
organisation.

My Doel: Absolutely.

Q21 Mr Hoyle: Does anybody want to add on that?
Ms Alexander: Yes, could I add on that? I do think
that the policy frameworks that we have had,
Partnerships for Growth and Skills for Growth,
have really begun to put economic development at
the centre of skills provision in a way that Leitch was
suggesting it needed to be put and, therefore, the
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framework is there to build on. We have talked
about some of the ways in which we drive that
bottom up demand and that the business voice is
heard clearly, and not just in relation to public
subsidised funding but also to enable businesses to
see how they can access and create critical mass to
drive some of the innovations that we are working
with them on, for example, in higher education. I do
think there has been a very big shift in purpose.
What we are all working on is whether we can deliver
that purpose effectively.

Q22 Mr Hoyle: What you are saying is there is real
linkage now.
Ms Alexander: Yes.

Q23 Mr Hoyle: Previously you felt there was not.
Ms Alexander: Previously it was very hard to grasp,
particularly with a system that was driven wholly by
qualifications which are not necessarily what
businesses are looking for.

Q24 Mr Hoyle: I will leave it at that. Thank you
Councillor Sparks: One thing 1 would like to
report—it is more on the context and it refers to
previous meetings of this committee in relation to
our experience in terms of RDAs, et cetera—is that
there has been an incredible amount of development
on Regional Leaders’ Boards in the last 12 months.
Also the city region in Leeds and Manchester, as far
as we are concerned, is extremely significant and we
are expecting that that will be repeated elsewhere in
other parts of the country.

Q25 Chairman: We should get a chance to explore
that in more detail later when we go into the regional
questions more explicitly.

Mr Morgan: Can I make one point? The emanation
of this on the ground for providers, what has really
happened in this first year of a change in budget is
that we are getting funded for 14-19 year olds from
a separate pot, and some colleges may do less well,
some may do better out of that pot depending on the
college structure. The other pot that comes in from
the SFA is for our adults, and we are just going
through that allocation process, and some colleges,
a large number of colleges, all colleges are in cuts
ranging from 10-25% and many of them up are up in
that 25% area for adult learning. That is fine and
efficiencies can be made, but there are serious
courses—things like infection control for care
homes—that are going to be affected by this.
Whatever anybody says about “that is non-priority
learning”, that is rubbish: there are significant social
impact courses that are going to be lost, but that is
aside, because we face that with professionalism.
The issue is that nobody takes the overview of what
keeps a college stable. Because you have got the
separate funding pots, one is affected, one is positive,
one is minus, in years that will change, but who has
the overview that looks after the stability of the
college as a business and keeps it there for the public?

Q26 Mr Hoyle: So the first question must be you are
either in or you are out, but without having the
ability to put the case.

Councillor Sparks: Indeed, and nobody is looking
out for that strategic presence of public sector
colleges.

My Doel: Colleges are being prevented almost from
doing that for themselves because the funding comes
in separate pots and they must accept one or the
other, and colleges are being integrators and having
the responsibility for the whole health of their
business if they have the ability to manage the tools
but they are not having the related freedom.

Mr Hoyle: It is the lack of an individual voice of
being able to put the case that is the real frustration.
Chairman: We are moving on. Some colleagues are
going to leave, by the way, because there is a
Cadbury/Kraft rally going on—there are a number
of competing attractions of a political nature today,
for which I apologise—so do not take it as personal
slight if that happens.

Q27 Miss Kirkbride: Just a quick question, and you
may not want to answer it, but do any of you want
to speculate as to why the Government have
changed the arrangements in the way that they have,
given your criticisms of them?

My Doel: 1 only joined the sector just as Raising
Expectations was published and would observe there
has been a good deal of consultation about how the
design would have been raised and expectations
might be delivered, but having asked my staff and
my team what consultation went on before Raising
Expectations was published, there seems to be
precious little logic or demonstrated requirement for
the overall design to split the funding groups up. If
one were just to take a dispassionate view looking
backwards on that, one might go back to the division
of the Department for Education and Skills into two
departments. It almost all follows, as an ineluctable
logic, that you will have two different funding
agencies corresponding with two government
departments. I do not know if that is the rationale
that operated in ministers’ minds, but it is very
difficult to actually find a trail back to the original
decision.

Councillor Sparks: The Government, quite clearly,
have recognised the work that you have done and
others have done in relation to the regional
competitiveness, or lack of regional competitiveness,
within the UK, of which skills is a major component,
and have, therefore, concluded that something
needed to be done, that the system was not working.
My own view, having studied this for years and been
at the receiving end, is that you have an incredible
bureaucratic inertia within Whitehall in relation to
this particular area that goes right back to the
beginning of the twentieth century with the Ministry
of Labour and that, no matter what changes are
advocated by whichever central government, the
Whitehall machine then ensures that the
bureaucratic result is what satisfies the bureaucracy
more than what satisfies the Government, and I
think that is essentially what you have got, but that
might be just a jaundiced view.
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Chairman: I think we had better not go down too
many avenues because we have got some specific
questions to ask that will allow for some interesting
answers. I think we will move on to Mick Clapham.

Q28 Mr Clapham: Can I look at the transition,
because obviously it has been very complex. You
have all been involved. I wonder if each of you could
say a little about your role in the transition process
and, at the same time, say whether you feel that the
handover next month is going to be smooth?

Ms Muirhead: We have only been involved in the
transition since last summer when, as a result partly
of the economic conditions but also bringing
together into BIS of all of the levers of productivity,
we started to get involved in the skills issues from the
perspective of how do we use it to drive economic
development. From our perspective, the transition
of that demand side articulating the business voice
will transfer smoothly from the LSC/SFA to
ourselves. We have got arrangements well in hand
for the staff to transfer across and things are going
pretty smoothly. We are working very closely with
SFA, as we have said, along with other colleagues
represented here. I think there will still be lots more
to do, but in terms of the next month everything is
in hand.

My Davis: From the Commission’s perspective, our
operational role in the Skills Funding Agency is
quite limited. We are taking on from the former
Learning and Skills Council, as I said, a number of
their research functions and ours is about defining
the relationship going forward in respect of the
Strategic Skills Audit.

Q29 Mr Clapham: Do you feel it is going to be a
smooth handover?

My Davis: Yes, and the work that we have done so
far is smooth.

Mr Doel: The key here is the association is
representing, clearly, the view from the provider, and
key in that element is identifying for the
Government, I hope, unintended consequences of
what they would have been doing and to mitigate
some of those unintended consequences, and I think
we have been listened to in that regard. I do actually
think on 1 April it will be a relatively smooth event,
but it would be: the proving year is the year after
when the funding arrives from the Skills Funding
Agency. The money will arrive from the Learning
and Skills Council this year, much as it has done in
previous years—this is a shadow year. The real
proving year will be this time next year.

Q30 Mr Clapham: So the real test is going to be 12
months hence?

Mpr Doel: Yes; that is right. It will appear smooth,
whether or not it turns out to have been smooth. The
test will be in 12 months’ time.

My Morgan: One of my governors has recently had
a major concern about who is actually going to sign
the cheque on 1 April and was there a mechanism for
us to be paid for our 16-19 year old students. That
has been a fairly late consideration, but I think were

reassured now that that is likely to happen and it is
going to be something like £19 million, so it is
significant for us.

Q31 Chairman: Two months out, you are just getting
anything like comfort you are actually going to get
paid.

Mr Morgan: The governors of Warwickshire College
represent some of the major companies. We have
people from Aston Martin Lagonda, serious
business people, looking after a serious business and
they have been at times quite appalled by the way in
which the timescale has not adjusted to the
efficiencies needed, but we are getting there. One of
their early concerns about this process is the
expectation that a college can deal with its one local
authority. We deal with something like 86 local
authorities as a college; we have students from 86
authorities. This has been a potential high-risk
nightmare for us, so there have been huge anxieties,
but certainly I think we were proactive and we put a
deputy principal into both of the authorities that
serve us, Coventry and Warwickshire, to help with
the transition process, so that has helped us a great
deal. We are largely dealing with the same people,
and we are comforted by that, but you need to know
they are the same people moving to a different job.

Councillor Sparks: The specific involvement of the
Local Government Association has been quite
significant in relation to 16-19 in that we have had a
dedicated team of people funded by the DCSF to
help local authorities with that transition, and the
report-backs from that have been satisfactory.

Q32 Mr Clapham: Presumably, Mr Sparks, the
feelings of the local authorities is going to be that, if
there are going to be any cuts, then they will be
perhaps in 12 months’ time when one sees the
funding really coming from the SFA rather than
from the Learning and Skills Council.

Councillor Sparks: Yes, the feeling of local
authorities in this is twofold. Number one, exactly as
you have described, but, number two, the structure
of local government and the involvement of local
government in this area has radically changed. It not
just involves local government but the establishment
of sub-regional partnerships of one kind or another,
city region set-ups, et cetera, means that we have got
something that is moving on and we are concerned
that the structure that we are going to have has not
moved on in the same way.

Q33 Mr Clapham: Could I turn to the feeling of the
department and the LSC? The LSC is saying the
connectivity between employers, colleges and
providers is not going to be disrupted at all and has
not been disrupted. Is that your experience, that
there has been no disruption there?

My Morgan: 1 think it has been the providers’” duty
in the public sector to hide the wiring, because we are
dealing with companies that expect to form a return-
on-investment type of contract with us—we are
going to train and you are going to get a return—and
everything we can do to stop the complications there
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and to hide the complexities of finances is our job,
and I think we have tried to do that as a set of
colleges quite professionally and well.

Q34 Mr Clapham: Would that be the general view,
that that is the way that things have worked?

Ms Alexander: 1 think that businesses are, as my
colleague says, not the slightest bit interested in how
the system works, they want to know whether they
can get what they need out of, it and I think that will
be the test as we go forward: whether the new system
has the flexibility to deal with in-year needs as well
as dealing with the overall picture, and hiding the
wiring is critical; some degree of stability going
forward with the wiring is also critical. I think
businesses would say once you have a structure stick
with it.

Q35 Mr Clapham: One of the things that you were
saying a little earlier is that the bureaucracy tends to
actually neutralise what change may be intended,
and because you are going to have the same people
from the LSC in positions under the SFA that the
culture may not change in the way that which we
want to see it change. Would that be correct?

Ms Alexander: 1 know others will want to come in on
this, but the culture will be dependent on the targets
which are set, and that is one of the reasons why it is
so critical to create a basket of objectives which are
no longer just about qualifications but also about
real world outcomes. Of course, there are always
barriers to culture shifting, but the directing of the
funding, the traction that the different objectives
have on the funding and the targets about the
outcomes sought, will be what, at the end of the day,
drives culture to change.

My Davis: That emphasis on real world outcomes, I
think, is something that you want to explore and
take further because, without a doubt, there is a huge
bearing of qualifications in terms of what both the
system currently delivers, its ability to respond to,
and meet, the needs of employers and of individuals,
and you can change the structure, you can even
change the individuals, but if the overriding measure
of success is the qualification, then it will be very
difficult to change the behaviour and practice of the
individuals within it. That is not to then down play
the qualifications, they are an important measure of
success and, in terms of international comparisons,
are one of the best measures that we have, but it is
when they become the predominant behaviour that
they risk becoming unhelpful.

Q36 Mr Clapham: In terms of the colleges, you feel
that under the new arrangements that the service
that you are able to provide is going to be a service
that is likely to improve.

Mr Morgan: But there is a fundamental there, and
that is the survival of the colleges. The cuts that we
are going to take on board, we know we have got to
deal with those cuts. We are in the public sector, we
know what place we are in in terms of government
finances, we are expecting that, but at the level at
which they are being imposed it is not just boxing
and coxing and minor adjustments, it is surgery, and

there is going to be a reduction in the provision if we
are not very careful. I have got industrial clients who
we have dealt with who are very nervous about the
stability of their providers, and I think that is an
issue that we have got to be careful about.

My Doel: To connect that point with the cultural
issue, the former culture of doing things to colleges
applied to what we are about to go into will result in
suboptimal outcomes, even within a reduced budget.
If colleges are seen to be partners in this process and
have some ability to affect how things are done, then
they will be able to mitigate the worst consequence
of any funding cuts. Rather than actually just having
them imposed upon them and dealing with those
consequence, I think a real involvement in the
culture change is important in order to get the best
out of the board, and it is a self-evident almost kind
of cliché that structures are easier to change than
cultures

Q37 Ian Stewart: On the RDA stuff, Michael, to
you, please. The Pre-Budget Report announced that
Manchester and Leeds city regions would gain
additional powers for adult skills. What exactly will
they do, how will the rural city regions link with the
new skills responsibilities for RDAs and, with the
SFA involved too, is there not a danger that too
many agencies will be involved?

My Davis: 1 think that is a legitimate risk, that we set
too many expectations about what can be done in a
very short period of time. What I would say is that,
in terms of determining skills priorities, there is a
need for a sectoral dimension. An electrician who
works in Manchester requires a similar skills set to
an electrician who works in Reading or anywhere
else, but the place in which they will be able to access
learning, the extent to which there is a demand and
other employers for work with will have a strong
geographic dimension, and so I think that what
government is seeking to do is to strengthen the role
of that geographic aspect, but I accept that there is a
legitimate risk that Manchester, with the RDA, will
have to work out where those priorities between
themselves sit.

Ian Stewart: What if we have a system of RDAs in
city regions? How do we maintain standards?

Q38 Chairman: That is quite a big question. I think
later on we will be asking questions on regional
structure. Can I go back to the funding question
before I hand on to Brian Binley. It seems to me what
you have said today is that there are no savings in the
bureaucracy that is being recreated as a result of the
abolition of the Learning and Skills Council and the
same people are doing the same jobs, wearing
different hats, in different buildings probably more
expensively and that employers (I took what Pam
Alexander said here very interestingly), if anything,
face a more complicated environment to understand
the skills structure in. You meanwhile, loan Morgan,
are faced with huge uncertainties about your
funding streams. I am finding it quite difficult to
comprehend what the game has been in this process
at present, and that is what I am going to be asking
myself during the rest of this evidence session.
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Mpr Doel: We raised very early in the process of
Raising Expectations (and this may be a question
that you might wish to pose to ministers)—it was not
what I would expect to see in a normal business—a
benefits realisation plan which baselined the number
of people that were actually working to oversee the
skills system. Its success could be judged against in
two or three years’ time and there was a working
hypothesis that there would be no reductions in the
number of people involved in this process. It seems
to me that the Government was embarking upon a
process of change with no means of actually
determining whether or not it was successful or
being able to judge the direction of travel.

Mr Morgan: 1t is very clear to colleges that the
machinery of government changes right from the
very start have not been cost neutral, they have been
expensive and have taken away from the frontline.
Am I the first today to mention the word “learner”,
because it is the learners who have directly suffered
due to that process because they have had frontline
money taken from them for this process.

Ms Alexander: Could I respond to the point about
employers? I hope I did not say that employers saw
this as more or less complex; I think they view the
whole skills structure as extremely complex and
difficult to understand. One of the things we need to
do is identify, through the brokerage that we do with
them, the quick routes through. For example, we
have a protocol with the National Apprenticeship
Service through which we make sure that small
companies come through Business Link for their
support, larger companies are directed straight to
the NAS, and I think it is that sort of thing which will
get them to the right place.

Q39 Chairman: To use loan Morgan’s phrase,
“hiding the wiring”.
Ms Alexander: Yes.

Q40 Mr Binley: Back to funding. I believe the
statements made by the department are, in fact, very
confusing, but I am a simple businessman. On the
one hand, we talk about a new single account
management system, we then go on to say that there
will be simpler funding and monitoring
arrangements, and then we say the level of financial
autonomy given to those colleges and organisations
will depend wupon their track record and
performance. What is it? Have you got more
freedom or are you going to have more interference?
How is the monitoring going to work, because
government knows an awful lot about creating
packages that will solve problems; they do not
understand you have to manage those packages to
make them work.

Mpr Doel: There is a single account manager within
the SFA, there is also a single account manager
within the local authority, there is a single account
manager within HEFCE and there is a single
account manager when you are dealing with
individual businesses that you deal with. That adds
up to four, at least, as we begin.

Q41 Mr Binley: The UCU says they did not believe
there was sufficient clarity about the role of account
managers—that is about management. Do you
believe there is? That is what I want to get to. This is
supposed to be a simpler system, giving you greater
understanding of the money you are going to have,
but the monitoring to respond to performance,
because it is also going to be based on performance,
does not seem to be clear at all. Are you happy
about that?

My Doel: 1 think it still should be fully developed.
The only conversations that colleges have had
regarding the single account manager within the
SFA have been positive. Going back to my first point
today, in that part of the forest it has got a bit clearer,
but the forest as a whole looks a bit impenetrable, so
actually that conversation becomes sensible. In
terms of the monitoring in performance
management of colleges, there is still much to be
thought about in terms of how they are performance
managed across a number of agencies that are
looking to the whole of the institution and the way
it is performing. Ofsted has a role in this regard, the
SFA will have a role in this regard, the Framework
for Excellence, which is the model by which colleges
may be judged, and the UKCES have a very
interesting suggestion about course labelling as to
how colleges might be assessed by the consumers:
the businesses and the individuals that might go to
the college. This is replete with initiatives which are
almost being stitched together at the level of the
college currently.

My Morgan: On the ground what is happening at the
moment, where an account manager is identified
colleges are putting in a huge amount of effort in
trying to explain what they do and how they operate
to try and engage those people for the future. We are
doing a lot of that work, but I would say certainly as
a sector we value trusted colleges being given more
autonomy, and it is only in that way, I think, that we
are going to deliver on the agendas that you have
heard about.

My Doel: May 1 also say something about the trusted
colleges’ earned autonomy. I find the term used
“skills for growth” slightly anomalous in so far as
colleges were granted autonomy in 1993, and so to
earn that which you have also been granted seems a
bit, as [ say, anomalous. In terms of the presumption
that a group of outstanding colleges may be granted
freedom to manage within an overall budget, it
seems to me the opposite way around. There should
be a presumption that all colleges are trusted. I think
they have earned that trust over time and only those
that are proven not to be able to deal with that
additional freedom ought to have it held back or
constrained. The direction of this seems to be a
deficit model rather than one that is actually
promoting trust and allowing colleges to deliver.

Q42 Mr Binley: But you made the point that you are
having to do a lot of work to educate the account
managers?

My Morgan: Of course, the business is so complex. I
cannot think of an individual who can actually come
in and really understand the extent of my business
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very, very quickly for this turnaround, because there
is a potential disaster. They have got to understand
the business in some depth.

Q43 Mr Binley: I understand that. That is one of the
concerns I have, but if the people making the
decisions about the quality of your performance are
not conversant with the problems that you face, how
can we properly manage this process?

My Morgan: Personally, I think that if you are going
forward and you are looking at monitoring quality,
we have got a wonderful organisation in place to do
that, and that is Ofsted, formerly Her Majesty’s
Inspectorate, and that is an external view on the
quality of an institution, and if you just add to that
some comment on the financial acumen of that
organisation, what more do you want to liberate that
college into a situation of facing up to the local skills
and social agendas that it faces? For heavens sake,
give us the freedom, give us the tools to get on and
deliver for industry and for the social agendas that
we can deliver. No organisation I know, other than
FE (and of course I am biased, and you would expect
me to say it, but I have really thought about this) can
actually get in there quick and dirty and change and
effect social agendas. We need the tools and freedom
to do that.

My Davis: Notwithstanding the challenges that the
colleges face in the immediate term, the
Commission’s view is that the sustainable approach
on this is that we want individuals and employers to,
in effect, be performance managing the system. We
have this continual discussion about who manages
providers; actually customers should manage
providers. The reference to course labelling was
simply an illustration of how, if we empower
customers, put money with those customers, put all
the performance management information with
those customers, the sustainable route is that
individuals and employers manage the system and
providers provide greater transparency and
accountability to their customers, and that is also
how you simplify much of the process that exists
mostly to manage things on behalf of customers
rather than empowering customers to do it
themselves.

Myr Morgan: You are only as good as your last
contract. That is all you need to know.

Q44 Mr Binley: Can I move on to ask about the fact
that the AoC pointed out that the largest scale
funding for colleges will come from local authorities
through the YPLA and not from the FSA. Can you
tell me more about how these two revenue streams
can be managed, because there seems to be a
problem there? We have already talked about this to
a certain extent, but I do not think we have found the
answers to good management in this respect.

Mpr Doel: The significant issue, I think, is we have
talked about the ability to wire and use the budgets
flexibly, and the Government have made some
proposals in this regard, but, interestingly and
absolutely there is no ability to wire money from 16-
19—to adult provision. Everything we have talked
about so far is just working in the 19-plus. The

ability to move money around between those two,
effectively, departmental stovepipes is missing. The
ability, therefore, to deliver real efficiencies and to
deal with knotty sort of things, like the fact many A-
level students do not complete their studies aged 18;
they carry on to 19; so they move from one funding
agency to another to complete the same course at
different rates and different sources of funding.

Q45 Ian Stewart: Taking up places for the new adult
learners, which is compounding the problem.

My Doel: Yes, so this becomes quite difficult to
manage at the local level, albeit colleges, being of a
relatively large size compared to schools, have a
relatively strong capacity in terms of managerial
ability, manage to hide the wiring to manage these
and actually give an appearance of a single
institution to the world attending to a range of
learners and needs of businesses and communities.
As I say, I think they are managing this on behalf of
the agencies effectively. Notwithstanding that, to be
fair, I have made this point in a couple of letters to
the Secretaries of State and they have acknowledged
the concern that the SFA and YPLA must work
closely together to understand the impact of their
own funding decisions upon the institution as a
whole. You force that into them, you say they are
going to do it, the SFA Board and the YPLA Board
will work closely together, but I think you are
working in some ways to make the best of a difficult
situation rather than actually configuring a way
which makes its easier to deliver.

Q46 Mr Binley: They sound to me like fine political
words; they do not sound to me like good
management sense, quite frankly, and we need to ask
the Minister perhaps next week.

My Doel: He might say anything that took that long
to explain cannot be right.

My Morgan: Can 1 take up one point very quickly
there and just say one in ten undergraduates are
studying in further education colleges. We are going
to get a double whammy if we are not careful in
colleges, because universities are also getting
funding constraints. They pass their money to us in
many colleges, some colleges are provided
individually but many are passed on, and bear in
mind that the significance of that is that the vast
majority of undergraduates in colleges are closely
aligned to businesses because we are delivering the
foundation degrees aligned to skills needs, and so we
have got to be very cautious that that area is not
adversely hit.

Q47 Mr Binley: Just two very quick ones. First of all,
it seems to me that the suggestion has been that we
should use Ofsted more for monitoring and that is
where the central thrust of monitoring should lie. I
would have my doubts, because I think Ofsted is a
very patchy instrument and I think it has lost a lot of
credibility; but that is by the bye.

Mr Doel: May I just add something? It is not to cut
across loan’s experience, which is much greater than
mine in this sector, but I think it would be worth
considering whether or not there is value in having a
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contextualised FE inspection service, which actually
is more expert in looking at the sector, rather than
Ofsted which is looking from early years through to
age 99 effectively, what the college is delivering. An
external inspection service gives confidence to the
public, looks at the whole of the institution’s output
and therefore is valuable. Whether or not it needs to
be Ofsted is another debate.

Q48 Mr Binley: We will note that and pursue that
further. The final question is whether SFA decision-
making on funding will be influenced by the annual
skills audit compiled by the UK Commission for
Education and Skills. Can I ask what role does the
Commission expect to have in funding decisions?
What role do you think they expect to have?

My Davis: From the Commission’s perspective what
we are working on, literally right now, is a strategic
skills audit. We were asked to do that last autumn by
BIS. It is intended to provide insight and foresight
about emerging skills needs for the medium term and
it has been informed by the work of Regional
Development Agencies, their labour market and
informed by Sectors. We have commissioned some
horizon-scanning work as well. It is to provide BIS
the information and then BIS will take with
information from the regional skills priorities; then
BIS will determine its overall skills investment plan,
which it then provides to the Skills Funding Agency.
What I would add to that is that we see that our
strategic skills audit is information not just for
Government but also for providers, employers and
individuals. The point was asked earlier whether
Government can achieve the Leitch ambitions? The
Leitch ambitions are not just for public funding;
they are for everyone. They are an aspiration that we
all aspire to and everyone has a really important role
in achieving that. We will have a role in
disseminating that information, therefore, not just
to Government but also to providers, to regional
entities, as they develop their plans as well.
Chairman: I will ask you some more questions about
that process a little later on. Can we turn to a subject
that Mr Morgan and I have had personal experience
of, capital programmes?

Q49 Mr Wright: In terms of a capital programme, I
have just visited my college of further education in
Great Yarmouth and visited the new Alchemy
Centre, which is a fantastic centre, funded through
the Government, and clearly it has moved forward.
The difficulty was that they wanted to complete
phase two. Of course, with last year’s development
with the LSC, the funding prevented that from
happening. Even worse, my sixth-form college had
plans to get rid of a number of their portacabins that
they have because of the increase in number of
students and they could not even get past the
planning stage. I think this is a mirror image of what
we saw throughout the whole of the country last
year, when there were huge amounts of
representations to the Minister. Now the
Government says that they are confident that the
new financial structures within the SFA will mean

that there will be no repeat of this. Are you
confident, as the Government is, that we will not
have a repeat of what we had last year?

My Doel: Structures are not the same as processes.
We need to understand the processes and risk
management processes that are in place. Structures
will not actually protect against that inherently; so
the changes we are making will not actually ensure
that there is not a repeat of the capital fiasco—if you
want to call it that—last year. What we have
insisted—again, it goes back to the point about the
SFA and the YPLA beginning to get joined up—is
that we do not have a building that has a YPLA part
of the building and an SFA part of the building
separately funded. You will need to have a combined
capital strategy applying to the college sector,
because you will need to combine those funds in
order to come together to build a single building. In
terms of going forward, therefore, you need a
combined capital strategy. You also need effective
risk management processes between those two
agencies and between the local authorities who are
involved in this mix as well, which theoretically is
more complicated than the task the Learning and
Skills Council had in the past as a single overseer of
what was going on, in terms of capital spend.
Potentially it is worse, therefore, but we are insisting
on a single capital strategy. I should also say at this
point that we are continuing to press the case for
colleges to access funds identified in the last budget
for further capital expenditure within this CSR
period. From our calculations and confirmation of
conversations with the LSC, we believe there is to be
£200 million still to be committed within this CSR
period for capital builds within colleges, and there
seems to be some delay in making the decision how
that money will be allocated. Our suggestion to
Government has been that, given that £200 million
will not cover the capital needs of all colleges—Ilike
your own, or that in your constituency—it might be
more sensible to break that up into smaller lots of
funding, to allow colleges to leverage in more money
through borrowing and matched funding from
elsewhere, and effectively to mend the roof for the
next three or four years—when capital funding in all
sectors will clearly be very difficult—to allow them
to stabilise their estate, to continue to deliver against
the needs of their learners and their communities.
However, we do need some early decisions on this.
The capital crisis came to light in December the year
before last, and we have been sitting here now from
April, when money was allocated by Government,
and there is still a remaining sum that has not been
allocated. This cannot go on forever before
Government decides what it is going to do with that
money, which was allocated for a budget last April.

Q50 Mr Wright: Even the question of that allocation
last April was brought into question because it
became a competition between regions, in terms of
how that was being allocated. The eastern region, for
instance, did not get one penny piece, although there
were cases throughout the region for colleges to
receive that funding. Forgetting the £200 million
that apparently is still within that pot—and I would
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certainly share your concerns that it has not been
allocated at the moment—that said, you mentioned
the YPLA and the SFA coming together in terms of
two single bids. Would you expect there to be two
separate bids? Would there be a single bid or would
there be a joint bid? How do you see it?

My Doel: First of all, to go back to the first point, to
take Ioan’s earlier point, I think colleges have been
extraordinarily patient and mature about this
situation. They could be, amongst that £200 million,
just fighting for another ten projects to go through
and fighting on an institutional basis for £20 million
each, and the wider sector then suffers; but, as a
group, they have decided—or they have indicated to
us—that they would be prepared to divide it into
smaller pots so that all of the regions and the great
majority of colleges on a need basis do receive some
benefit from the remaining funds. I think that is
extraordinarily mature as an approach. I do not
know whether the vice chancellors might agree
between the Russell Group and others in that way.
However, in terms of the application process, we
need to close on this; and I cannot see any alternative
but to have a single pot and a single application
process, managed on behalf of colleges by the SFA.
Interesting to see the new sixth-form colleges sector.
Where will their capital funding be addressed? Will
that be through DCSF and the YPLA? How will we
ensure parity of treatment, in terms of the money
going where the need is greatest? These things are
still to be tested and it may be worth asking ministers
what their thoughts are in this regard.

Mr Wright: I think that in the last round it was more
to do with those colleges, some of which as I
understand it had started the demolition process
before they had been given the green light in terms of
the allocation.

Q51 Chairman: Mr Morgan has had personal
experience of that.

Mr Morgan: 1 would say there is some question
about whether they had the green light or not. I think
it would be churlish not to say that the sector has
benefited greatly from the capital investment that the
sector has received. When it was working well it was
terrific. We have world-class buildings; we certainly
as a college have benefited from some world-class
buildings. But the nervousness is forward and
related to the structural question that you are
addressing. My governors are very concerned indeed
that they now have a much more complicated capital
picture. Let us not forget that we are independent
corporations, with an independent governing body,
who want to make strategic decisions about the
future of their colleges. That can now be overruled
by a local authority that does not support a
particular development linked to 14 to 19
developments. There is a huge anomaly there that we
need to look at in terms of structure; because you will
get other people who can intervene and veto.

Q52 Mr Wright: On that particular point, the 14 to
19 year-olds and the local authorities, I could not
imagine a local authority objecting to that. What
circumstance would you think they would have for
objecting?

My Morgan: 1t is not the experience in my area, but
there is still suspicion amongst the college
community. We are now in a much more heavily
populated pond, if you like. We have schools in there
vying for capital and so on. We are latecomers, since
1993, back to local authority control. There is still
nervousness amongst governing bodies about an
equitable handling of the allocation of resource; so
there are decisions in there that we are still nervous
about.

Q53 Chairman: Maybe we ought to ask Councillor
Sparks this question. Will you also be making
judgments about the capital for sixth-formers in
schools as well as local authorities? That could lead
to potential conflicts of interest arguably.
Councillor Sparks: 1 think it is incumbent on
anybody who is making allegations about local
authorities to provide evidence, not just suspicions.
Secondly, I think it is important that it illustrates the
point. The best practice as far as we are concerned is
everybody getting round the table in a local
partnership to ensure that everybody is agreed on
what the objectives are. That is why we are so
enthusiastic about the Leeds and Manchester city
regions but, scaled down, why we have pioneered
multi-area agreements and other mechanisms
whereby people get together.

My Doel: Perhaps I could provide a straightforward
example of a single local authority. In relation to
sixth-form colleges, local authorities will have a
performance management role, an oversight role for
sixth-form colleges rather than the SFA, who will
have that role in relation to general further
education colleges. We have had an indication from
a single council that they do not believe the college’s
borrowing is that which they would want the college
to carry out. They believe that the college, although
it is an independent incorporated body, has taken on
a level of borrowing that they have felt
uncomfortable with as the supervising agency for
that sixth-form college. That is a particular issue and
we are working that one through, but there is
another body now involved in overseeing the sixth-
form colleges, particularly approving their
borrowing and offering a view in that regard.

Myr Morgan: Can 1 also pick up on one practical
issue very quickly and say that it is capital-related.
For those colleges that are fortunate enough to get
their capital projects through—and mine was one of
those—Ilet us not forget that those capital projects
are predicated on a business plan based on growth;
so that borrowing has taken place on the basis that
numbers will grow and that the bills can be paid, in
terms of the capital, the interest on the borrowing
and so on. There is therefore a nervousness forward
that there may be a much longer-term impact on
learners as we move into an environment of
constraint; because we have gone from one place to
another, where we could confidently predict growth
to a position now where the opposite is true—and
many of the business plans of colleges for
multimillion-pound borrowing is predicated on
student growth.
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Q54 Mr Wright: Again, what my sixth-form college
will tell me continuously is that they are not being
paid for the growth in numbers of students going
through to the college. How can you go forward in
terms of the future when you know that the numbers
will grow but the finances to pay for those numbers
of students is not growing in itself? It lends itself to
another problem.

My Morgan: Exactly.

Q55 Miss Kirkbride: I probably ought to know this
but are these PFI projects?
My Morgan: No.

Q56 Miss Kirkbride: So you, as a college, will
liquidate if you cannot pay your—

Mr Morgan: The college will pay for a project
through some of its own reserves, through some
bank borrowings and a combination of support
from the LSC in the past.

Mpr Doel: Whilst there was a grant process in a way,
the necessity or benefit of pursuing a PFI route was
not there in the form of methodology that the LSC
was applying. There was no absolute need for a
college—if it was going to have a grant, together
with its own borrowings, that it could manage—why
would you mortgage yourself to a PFI for 25 years?
We have emerged into a different landscape and
different circumstances, where we will be looking for
more, if you like, innovative and private sector
collaborations in order to fund the needs of capital
in colleges. However, we do need to understand what
the prospects are about the £200 million; what seed
corn we might have; what money we may be able to
leverage in by different means; so I think that
elements of PFI are back on the table, because needs
must now. I think that we just want the opportunity
to have that conversation and to take a strategic
view to boards, to form that view.

Q57 Miss Kirkbride: So your collateral is your
assets?
Mr Doel: Yes.

Q58 Miss Kirkbride: In the end, if you cannot pay
the bank?

My Doel: That is right. It is the limit on the
borrowing and the limit on whatever liability you
can take on.

Myr Morgan: That is why we are anxious.

Q59 Chairman: I want to move on now briefly to the
UK Commission on Employment and Skills,
narrowing in on the questions on the Skills Audit
and looking at the regional agenda, which will bring
in SEEDA again. You have talked a bit already
about the National Skills Audit in answer to an
earlier question. When will the report be published?
Mpr Davis: Its aim is to publish it in early March.

Q60 Chairman: I do not want to invite a long answer
to this question, but what sort of thing will it
contain? How will it be structured?

My Davis: 1t will give what we would describe as the
long-term view about where we see future skills
opportunities for the labour market and about
where there may be mismatches in skills currently.
The important thing is to see it as a document that
helps inform the setting of priorities and to underline
that it informs the setting of priorities for
Government, but also helps inform the regional
priorities that are set within regions; and also is a
source of intelligence for providers in their own
interactions with their customers and helps them
shape their offer to business and individuals as well.

Q61 Chairman: You indicated in answer to a
question earlier that you talk to the Regional
Development Agencies as part of the process for
preparing the audit. 1 appreciate your
commissioners give you a certain breadth of
expertise. Who else have you consulted?

My Davis: 1t is quite an extensive labour market
study. It has five components in it. It has the regional
labour market assessments; it has input from the
Sector Skills Councils and their sectoral dimensions;
and then we have commissioned a number of
horizon-scanning pieces, looking at different types
of future scenarios in relation to employment and
skills. It is quite a comprehensive piece of work,
therefore, but it is intended to be so and then it is
intended to be an annual production thereafter.

Q62 Chairman: You then hand the report over to
BIS and they decide what to do with it, basically.
My Davis: Yes.

Q63 Chairman: You have no role in actually advising
on the funding decisions that flow from that.

My Davis: BIS will respond, as I understand the
process, to the submission that we make and will
produce a national framework of priorities. That
also then takes the input from Regional
Development Agencies and that then becomes the
basis of its investment plans with the Skills
Funding Agency.

Q64 Chairman: You publish the report and that is
your job done; you start on the next one. You do not
have a continuing role of engagement with the
Department at that stage.

My Davis: We publish the report but, alongside
submitting that to the government department, we
also have an active programme in place about how
we disseminate that information within regions and
with individual providers as well. An important
aspect to a demand-led system is that we try to make
it asinformed a demand as we possibly can. What we
are trying to do, therefore, is to fill the totality of
workforce development, the market for workforce
development, with informed information. It is not
just a document for BIS, therefore; it is a document
that we would hope that providers, regional bodies,
a whole host of organisations, would want to look at
and then start to reflect their own priorities.

Q65 Chairman: So you will play a part in promoting
the findings of that report widely across the country.
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My Davis: Yes.

Q66 Chairman: What obligation has the Skills
Funding Agency or BIS to take any notice of what
you conclude? Could they just say “It is very
interesting but we will not do it that way”?

My Davis: That is more than possible, but we would
hope that—

Q67 Chairman: More than possible?

Mpr Davis: No, I am sorry. Let me rephrase that. We
put forward advice to them but they have to
interpret it into their funding strategy.

Q68 Chairman: Why do you exist? Should this not be
incorporated within the Skills Funding Agency—the
“not invented here” thing is always a risk—or
actually in the Department? You are setting national
skills policy and it has been subcontracted to you. Is
there a risk that it is more than possible that it will
be ignored because it does not suit these two
organisations that you are not part of?

My Davis: The first thing to stress is that the
Commission’s remit is a UK remit. Our
accountability is to seven co-sponsor ministers: four
in England, and one each in the devolveds.

Q069 Chairman: That must make your life easy!

My Davis: Interesting. It also has a remit that
extends across both employment and skills. We see
that as a strength because it is about looking at the
connectivity between employment policy and skills
policy, and particularly the role of skills in helping
people progress in work. Our role, if you would wish
me briefly to outline what it is, is an advisory role to
the UK Government around employment and skills
and holding a very firm, I would describe it as an
honest mirror, towards our ambitions of being
world-class in both employment and skills.

Q70 Chairman: You exist to discipline the
departments and keep them on the track, and make
sure they are doing the right things, from your
objective work.

My Davis: Yes, and we are also given specific remits
to review parts of that delivery. For example, in
terms of that accountability we are currently
reviewing the extent to which employment and skills
services are intergrated.

Q71 Chairman: I will let you into a secret. We do
quite a lot of scrutiny of Government and we make
suggestions to Government. They do not always
listen to us. Sometimes they do. I just have this
concern that, because you are outside the machinery
of government, your views can be marginalised. Are
you concerned about that?

My Davis: 1 would say no. We feel very confident
that, in terms of the work that we have done so far,
we have had a positive impact.

Q72 Chairman: I would say the same thing,
answering that question myself.

My Davis: Then perhaps I would ask you to look at
the document we have published called Skills, Jobs,
Growth and to see the extent to which aspects of that
have been taken forward into the Government’s
skills strategy.

Q73 Chairman: That is a bigger question. You are
confident that your audit will be taken notice of by
the departments?

Mr Davis: Yes.

Chairman: We will move more regionally now. Mick
Clapham.

Q74 Mr Clapham: What we are going to see is
partnership working between the RDAs, the leader
boards, local authorities in a particular area, Sector
Skills Councils, et cetera. At the end of the day we
are going to see various reports draw up. There will
be a report on the economic strategy for a particular
area and, within that, the skills strategy will be
drawn up. How will you go about working together
to draw up that report on skills, within the context
of the economic outlook?

Ms Alexander: 1 should probably distinguish
between London, where the situation is slightly
different in terms of governance with the London
Skills and Employment Board, but the nine
Regional Development Agencies are all producing
the skills plans. In the short term, the Regional
Priority Statements for 2010-11 have just been
produced by the eight of us outside London—very
much based on the work that we have been doing
with the regional partnership boards, the boards
with the local leaders, based on our regional
economic strategies and, in some areas where they
are further ahead, the regional integrated strategies
that are coming together. They are based on input
from a number of different areas. For example,
looking at replacement demand, we take
information from the Job Centres and from
BusinessLink; looking at high growth, we are
working with our Science and Industry Councils and
making sure that we are identifying the sectors as
well as the places in each region which need priority
action, where the skills gaps are, and where the long-
term as well as the immediate needs are. Those will
all be built into the skills strategies, which will be a
crucial part of the work of the Economic
Development and Skills Boards, not just with local
authorities, who are obviously crucial partners in
this, but also the providers and the businesses and
indeed the universities that are represented on those
boards. Those will all feed in, giving a longer-term
view, and we will be looking to the Department, in
making its guidance to the Skills Funding Agency, to
be reflecting the needs of sectors and places for
that funding.

Q75 Chairman: An employer engagement with that
process? You talk a lot about public sector bodies
there and their engagement. It is supposed to be a
demand-led system we are in now. What is the
employer engagement?
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Ms Alexander: Our sub-regional partnerships,
which are very much our on-the-ground engagement
with employers, have certainly played a big part in
that—as well, of course, as the Sector Skills Councils
and their views from the larger employers.

Q76 Mr Clapham: Mr Sparks, could I ask you—
because obviously the leader boards will be very
much a part of this partnership—do you see that
being a creative partnership?

Councillor  Sparks: Yes, 1 think that the
establishment of leader boards has brought added
value to the whole regional regeneration scene.
There is no doubt about that. It is both applying real
power and also streamlining the process. Our
feedback and my direct observation on this is that it
has been taken very seriously throughout the
country. It varies considerably from region to region.
I have had direct involvement recently for the LGA
in the West Midlands and the North West. They both
organise totally differently, but they are quite clear
that they need to go beyond an individual local
authority in order to have meaningful partnerships
with the RDA and other bodies, and that this is
vitally important to the future of their individual
communities. Because the most important point as
far as we are concerned is that we are genuinely
concerned about the future, for example in the West
Midlands—which is obviously an area I know well.
Two points. Even if there is an upturn in the
economy and the West Midlands revives, there is an
open question as to whether that would limit it to
one part of the region, say Bromsgrove, Worcester,
going up to Solihull, as opposed to the Black
Country area, which I represent in terms of Dudley.
That is mirrored in other regions. Equally, it is
important that the skills needs in particular areas
vary considerably; so that the skills needs in
Birmingham, for example, are radically different
from those in Bromsgrove. Equally, in the North
West you will find that there are big differences
between Liverpool and maybe part of Cheshire. We
are answerable, as local politicians, as you are, to the
individuals who make up our individual
communities. If those people are not able to compete
to get ajob, they will stay unemployed. Equally, if we
have lots of people who are not able to get jobs in a
modern, international, global economy, we will not
then be able to revitalise our communities. The
leaders of councils are therefore taking it really
seriously. One final point. In terms of putting
pressure on councils, there is nothing better than for
there to be peer pressure. You are only as strong as
your weakest link. If you have a local authority that
is not performing in a sub-regional partnership,
there is more chance of getting them to perform in
that partnership than if they are dealt with in
isolation. A final point, and this goes back to the
original bit. National programmes leading to hitting
national targets and outputs, or whatever jargon you
want to incorporate, are meaningless in this
particular exercise, because ultimately it is what is
needed at a local level. There is no point in us losing
our existing employers because we cannot provide

them with the skills to compete in new markets if we
are hitting some national target. The national target
is irrelevant in relation to a local context.

My Morgan: 1 would support that. From a
provider’s point of view, what we want to do is make
sure that we do not have an independently operating
skills strategy in the absence of an economic
development strategy. Hopefully, the new structure
will bring that together. What we need to see from a
practical point of view are economic development
officers stepping inside colleges and working with
curriculum teams, giving them heads up and radar
on the skills needed. What are the inward-investing
companies that we want to attract into Warwickshire
and what is Warwickshire College doing in response
in the curriculum? That is the link and, where we can
get to that, I think it brings huge optimism.

Q77 Mr Clapham: Mr Sparks, I agree totally with
what you say about the difference between the
regions, et cetera. You will be aware that, some
considerable time ago when we had the large
nationalised industries, what used to happen is that
we moved towards full employment, because many
people who did not have the skills that were
marketable were still provided with a job. In many
areas we have high levels of unemployment and,
again, it is a grouping who do not have the skills and,
unless we can create the jobs, we will still have high
levels of unemployment. Do you feel that there is a
role at the present time perhaps for Government to
consider creating funding for local authorities to be
able to take on and create the jobs that, in many
areas, will not be created by new industries coming
in? I am thinking in terms of those areas that are
regenerating. Do you see a role there for local
authorities?

Councillor Sparks: Number one, we do, and we have
put our money where our mouth is on this, in that
the LGA has encouraged local authorities, for
example, to take on young people as apprentices, as
a contribution. The second point is a really valid
point and I can illustrate it by a perfect example in
Dudley. First of all, there are a lot of people, when
the nationalised industries were being run down,
who were able to get training packages that have
never been surpassed and, as a consequence, really
did acquire skills that made them a lot more
employable and gave them alternative careers; not
just short-term jobs but alternative careers. It
worked well; it provided a long-term perspective and
it fitted in with the needs of an individual as opposed
to a statistician. The second point, and the Dudley
case illustrates it perfectly well, is Round Oak
steelworks closed and on its site we now have a
major shopping development. It is not an out-of-
town shopping development but it is a major one,
providing 10,000 jobs or whatever. Equally, on the
same site, we have offices that also provide
employment in financial services and the usual office
employment. Some of that employment that came in
to provide jobs for people being made redundant
from the steelworks, for example, has now gone;
because it is far more mobile than what it was in the
past. We think, as a local authority, that we solve the
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problem. You get people to come in and invest and
you solve the problem. Not any more, because they
can just up sticks and go; so you have to give them a
package, as has been pointed out—a total package,
going from the region right down to the local—as to
what they require in terms of training. One final
point. Also, Dudley—you ought to have a look at
this at some time in general—has targeted young
people and the creation of businesses for young
people, because it was a much-neglected area. You
do not know, and there is nobody in this room who
knows, what will be a successful business. Some
people might have a good idea and it might be
successful, it might not. What you need to do,
however, is if you have a successful business in the
area you have to nurture it and support it, so that it
then develops. Too often, people look at the past and
they do not try to pick on the winners in the local
community. That is why we have argued very
strongly for this whole thing to be broken down to
whatever is the appropriate partnership to make it
work.

Q78 Mr Clapham: Do you both, the RDAs and the
local authorities, feel that you can manage the
tension that there may be between what are the
demands at a local level and the demands at a
regional level for different skills?

Ms Alexander: 1 think that if they are not aligned we
are not doing our jobs properly, because it is not
about the tension between local and regional; it is
about exactly what Councillor Sparks has just said:
which is the right level to make different provisions?
For example, we may draw together an aggregate
demand for certain areas of training which we know
is coming, which cannot be met locally because there
is not the critical mass to provide it. That can add to
and complement what can be done locally. I do not
think it is right to draw that tension as something
which cannot be made complementary. I think the
big strength going forward is that we are actually
articulating it; as a central part of economic
development we are articulating the different levels
of skills needs—short term, long term, sector,
spatial, local and greater critical mass.

Councillor Sparks: We do agree with that and we
stated that on 7 October 2008, when we were giving
evidence here on RDAs.

Q79 Mr Wright: 1 think this question has been
answered. It is whether or not the Alliance of Sector
Skills Councils believes that regional plans should be
developed on a sectoral basis. That is their view. In
my particular area in the eastern region, you have to
look at particular sectors because it is such a big area
for people to go to. My concern is this. On a visit
down to Bristol, for instance, we looked at the
Airbus and the aerospace industry there. By doing it
on a sectoral basis, on a regional basis, you take
away the ability for my youngsters in my area to go,
if they wanted to have a career in that particular
area. I come from an engineering background.
Obviously engineering covers a whole spectrum, and

I was given that opportunity. What is your view in
terms of whether it should be sectoral, or whether it
should be done on a regional basis?

My Davis: 1t is both. You need a sector perspective
in order to define the specific skill requirements of
specific occupations, and that is a role that the Sector
Skills Councils have in terms of setting the standards
that become the basis of qualifications; but, as you
said earlier, individuals and businesses trade within
specific labour markets and that therefore requires
you to understand the infrastructure that is
available, the providers that you can work with and
the employers that you can work with. It is not
intended to make it look complicated; it is just a
reality that there is both a sectoral dimension and a
geographic dimension, and you do need both.

Ms Alexander: That must be right. One of the areas
where we have been developing work with Sector
Skills Councils is the new focus on those industries
which will drive us out of recession. We have to have
sectoral strategies; for example, what a low-carbon
future will require in terms of new skills that we do
not have at the moment. Then we need to identify
where the opportunities are for those to be created;
then we need to drive that right down to the local
labour markets and what particular skills
individuals will need to play a full part, whether it is
in offshore wind or new nuclear skills that need to be
developed and maintained. We need to identify
where the strengths are now and where the
opportunities are for the future, and that is very
much place-based as well as sectoral.

Mr Doel: 1f that is achieved—and that is not a non-
trivial task—then it will be wholly welcome. Perhaps
I might point out that presently the funding cuts, just
applied to adult learner responsive, will have an
effect on aeronautical engineering at a college in the
Bristol area, as we speak. The national priorities will
drive funding out for that particular area. It
emphasises the importance to get this more
sophisticated assessment of the skills needs in order
to drive the funding machine, to allow colleges to
deliver and, in the particular case we find now, an
area where typically you see there is high technology
that has not been funded or is at risk of not being
funded in the forthcoming year.

Myr Morgan: Perhaps 1 can support that and say
that, where it works well—for example, we are
opening a new college at Rugby in the summer and
there has been a £7 million additional investment
from the RDA to put in a power academy, aimed at
creating technicians for the new power industries.
That is a fantastic working-together, but it has been
a struggle getting there because of bureaucracy. If we
can smooth that over and make it faster and more
responsive, that is what we need. However, do not
underestimate the ability of colleges to respond,
having to face the new cuts that Martin describes. It
will make it difficult to be fast-responding to
industry needs.

Q80 Roger Berry: Even without cuts, bringing this
all together is pretty challenging. The response to
Tony’s question on these lines tends to be, “We have
to do it. It has to be at every level. We have to look
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at every sector and we have to pull it all together”. I
am curious as to how in practice this can best be
done, because there are presumably good ways of
doing that and less good. At the moment the plan is
RDAs and local authorities will produce their
regional plans; the Commission produces a national
audit. How do those two things fit together?

Ms Alexander: We are working together on the
information we are both providing, but I would also
say that it goes way beyond that. We, for example,
are doing some very serious work on the individual
sectors that have been identified as priorities for the
country, driving down through a number of different
task and finish groups exactly what business is telling
us the needs might be and trying to identify where
they need to be met into the future. We will
undoubtedly feed that into the work that the
UKCES and the Sector Skills Councils are trying to
do, as well as using it to drive our own regional skills
strategies. We do need to make sure that we are
putting together all the information that we are
collecting and trying to make sense of it together.
There is no doubt that that alignment is essential.

Q81 Roger Berry: Are you saying that it is essentially
an iteration process and the issue is how long it takes
to arrive at a consensus? The Commission will be
listening to what RDAs are saying, for example;
RDAs will be asking the Commission “What is your
national view on this?”—presumably also to get an
idea about the implications for the region. How does
that work? When do you stop iterating and say
“Right, we now have a regional strategy that is
consistent with what the Commission is saying
should be happening nationally, and we hope and
pray that we can get the government departments
to agree™?

Ms Alexander: We are clear that there are some key
moments in this system where you have to produce
exactly that. Last week, therefore, we produced
Regional Priority Statements. They are based on the
best information we have now. By next year we will
have got a lot more and by next year we hope we
might have some indicative regional funding
allocations that we would then be relating the
priorities to. So, yes, it is iterative in the sense that
it never stops, but I think there are key points in the
process where the process has to deliver. We would
expect to see how those Regional Priority
Statements influence allocations and we would hope
that they are very useful to providers in seeing the
analysis that they develop of the sectoral needs and
opportunities, and the business voices in each region
and at each locality.

Ms Muirhead: Just to add to that, I would really
want to stress that we are all intent on using the same
data and evidence and sharing it. This is not about
us each producing a strategy based on different
evidence from employers, et cetera. We are
absolutely working, as Michael has said, with our
data inputted to their work and vice versa. We are
pooling all of this. We need to do more of that as we
go forward, so that we are basing that regional as
well as national and local perspective on the same set
of evidence and data.

Q82 Roger Berry: How does that feed into the SFA?
Do you have a joint, collective view about the
implications for the SFA or are different views put
forward?

Ms Alexander: 1t is the Department’s view that will
be fed into the SFA; so we are all feeding into the
Department the different roles that we have. Our
role is to produce an analysis of the sectoral and
spatial needs of each of our regions, as built up from
our consultations regionally. The UKCES has a
different perspective on that and the Sector Skills
Councils have another perspective; but all of us are
trying to pool the data so that we are aligning those
perspectives. It is then up to the Department to drive
the decisions through the tensions that are
inevitable, given the constraints on funding even
now, let alone as we go forward.

Q83 Roger Berry: What happens if the Government
and the SFA decide on a skills investment strategy
and that conflicts significantly with the regional
views or with the National Skills Audit? What
happens next?

My Davis: 1 do not think that is the biggest challenge.
The biggest challenge is how we currently measure
success and the extent to which we empower and
trust providers to adequately respond to that
intelligence. We will bring forward our intelligence.
I would stress again that it is important to see that
that is intelligence for everyone, because the public
purse is a part of our total training and skills
landscape, and a very important part; but employers
and individuals do more. So you are trying to put
more information into the totality of workforce
development so that everyone is more informed in
the decisions that they make. I think that we will
converge around some common themes around
what is important, both from a regional perspective
and a national perspective. The challenge will be
working through how that is implemented and the
information signalled then to providers, for them to
be able to respond; and then this cross-cutting thing,
if you will, is the current impact on the
qualifications.

My Morgan: From a provider’s point of view
intelligence is fabulous and planning is fabulous, but
the biggest challenges that providers face is when,
despite the best efforts of economic development
officers, a company, from its own volition, decides to
land next door to you in your region. When that
happens, you need a fleet-footed response to skills
supply. Coming back to the theme of this Select
Committee, I am not sure that the structures we have
in place will allow me to be fleet-footed enough in
response, because I have more people to convince. A
company lands next door. It will have a 14 to 19
impact; it will have a 19-plus impact; it will have a
five-year impact on what I do in terms of curriculum
overall. It is a huge new strategy for my governing
body, as an independent corporation and I think that
we could be stuffed by this structure.
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Q84 Roger Berry: I apologise. I arrived late and
maybe you have given a very clear and simple answer
to this already but, just in case my colleagues need
reminding, what would solve that problem precisely?
Mr Morgan: 1 think what would solve that problem
is for trusted colleges to be able to move their money
around, to make the appropriate the response that
governors feel is right for the company and for us to
in-source into that company.
Chairman: Foundation status
effectively.

for colleges,

Q85 Roger Berry: Whatever determines the flows
that come in, at the end of the day it is the flexibility
of the college.

Mpr Doel: To misquote a military analogy, “No plan
survives contact with reality”. Actually, no matter
how well the plan is articulated and how carefully it
is built through intelligence, the real world will be
different to the one we had planned for. The only
way in which we will be able to deal with that reality
will be the point of delivery. The colleges working
within broad intentions and having the ability to
respond quickly and well; and then being held to
account for what they have done—which might not
be precisely what the plan required them to do, but
they are able to manage within the year to deliver
best benefit and have a grown-up conversation at the
end of that year about what they have achieved, why
they have achieved it, and how they have used the
money to best effect, which may not be precisely
what was planned.

Ms Alexander: We fully agree with that. We think
flexibility is an absolutely crucial part of it.

Q86 Chairman: Is there flexibility? I agree with you,
that is a wonderful word, but where is the flexibility
in this incredibly complex system?

Mr Morgan: Flexibility will only come if that
company says to me “We are going to pay for this.
Here is your money. Get on with it. In-source.
Become our training division”.

Q87 Chairman: You do not just have it for a system.
It is an outlook. We all look after learners in this
process. That is the objective of all this, to drive up
the skills. Please, no one defend the system; just say
“How do we make it work?” I agree with you that
flexibility must be crucial. How do we do it?

Ms Muirhead: The issue is not necessarily simply
about the system; it is about the extent to which there
is ability within-year financially to respond to the
kinds of things that happen: whether they be a
planned inward investment or one that is a pleasant
surprise on your doorstep, or indeed crisis, as we
have had over the last 12 to 18 months, where we
have had to talk to the LSC to shift funding about
in-year. When we as RDAs say that we would like to
see that flexibility going forward, it is that flexibility
in-year, notwithstanding the planning and priorities
where we try to look ahead, and none the less to be
able to shift some money around in-year.

Q88 Chairman: All the evidence is that they are not
allowed to do it. A college in my constituency has
two different pots for adult learning. It could not via
money between those two pots and so it had to sack
teachers and have money in the bank account. There
is no flexibility at present and this system, it seems to
me, will make it much less flexible. I am listening
today and I just hear inflexibility piled on
inflexibility—unless I have missed something.

My Morgan: Just to support you, sir, can I say that
a survey of 21 colleges belonging to the 157 group
indicates that the current cuts we have just heard of
will yield 1,200 staff redundancies and will take £40
million out of the system. That is fine, and you can
always trim a business. There is lean activity to take
place. However, that will impair a flexible response
to industry, without any question.

My Doel: To take your point further, analysis from
the whole of the sector is about 7,000 redundancies.
That need not be 7,000 redundancies if you had more
freedom to manage within a headroom budget and
actually deliver this more effectively. You are
absolutely right about having the ability to be
efficient and having that freedom of flexibility.
Government has made some proposals in these
areas; we just need to see them through and make
sense of them. People speak about this, but do they
go and do something about it, and trust the
institution to deliver? It is a leap of faith but that leap
of faith is much more important now, when we have
constrained budgets, than it was when budgets
were growing.

My Davis: This is why, from the Commission’s
perspective, it is intelligence for everyone.
Absolutely the Commission’s line is how do you
trust providers, how do you give them that
opportunity to vire, so that they are informed in the
decisions that they make? I would not want you to
think that the Commission was trying to reinforce a
system of planning and controlling.

Ms Alexander: There is another element to it, which
is that I think we are working much better together
to make sure that we do not suddenly land a demand
on a college without having seen it coming; so we
need to be working together with the businesses.

Q89 Chairman: There are so many more of you to
work together. There is the Department, the UK
Commission of Employment and Skills, Sector
Skills Councils, the RDAs, the Skills Funding
Agency, the Young Persons Learning Agency, local
authorities, National Apprenticeship Service,
LSIS—I forget, that is the Improvement Service—
Ofqual; then there are the colleges, employers and
the learners at the end of all this.

My Doel: Could I add one that we have not spoken
about? The Department of Work and Pensions and
then there is Jobcentre Plus.

Q90 Chairman: Yes, another one. Making that
system flexible it seems to me would defy a genius.
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Myr Morgan: 1 have governors from companies who
are considering whether they can be involved any
more because they are just so fed up with in-year
budget adjustments, cuts, changes in policy. It is
becoming quite farcical.

Chairman: We are trying to make the plan engage
with reality, as you said earlier, Mr Morgan. Brian
Binley has some questions.

Mr Binley: It is about the voice of employers. I have
heard so little of that that I am horrified, quite
frankly. I have never heard such a bureaucratic mess
in all my life, in a world that is moving quicker and
quicker. I do not believe that you will get the
intelligence in time to make sense of it, because it will
be out of date by the time you have collated it. This
is why we have to shove decision-making right down
the line, in the way that David Sparks talked about
and in the way that Mr Morgan and Mr Doel talked
about. We have to cut out masses of layers and
masses of organisations to get down to them,
because our job growth will come from the SME
sector and our creativity will come from that sector
too. They do not operate at regional level; they do
not operate at national level; they operate at the very
local level.

Chairman: Sub-local level, actually.

Q91 Mr Binley: Very much so. I want to ask you, on
behalf of employers all over the place who are just as
frustrated as me, what role will they play in these
plans and is there any statutory requirement for you
to consult with them?

Ms Alexander: We are here to represent the business
voice and we work with businesses all the time. They
are the key players in determining what we see as the
business needs that will drive economic
development. We work with the business member
organisations, absolutely at the heart of what we are
articulating as regional needs, local needs and sub-
regional needs. That is the way in which we would
hope to articulate what businesses are telling us but
what we would also hope to do is join up some of the
bureaucracy for business, so that we could hide the
wiring and get them where they need to be to get the
skills provision that they are looking for.

Mr Binley: But they do not want you to consult with
them; they want to get on with the job and they are
fed up with consulting body after body after body.

Q92 Chairman: Can I come in on this, because there
is a question I wanted to ask. One of the issues we
have not discussed much is workplace learning. It is
hugely important for SMEs. What comfort can I
take away that these new arrangements will support
workplace learning, which is really important for
those micro businesses? Not just for them but
particularly for them.

Ms Muirhead: We absolutely agree with you and we
would absolutely make that one of the priorities in
the way in which we would wish to see provision
being delivered in future, whether that be colleges
working in the workplace or whatever. As Pam has
said, the business representatives, both individual
businesses at the local level and also their
representative organisations, say these sorts of

things: that they want work-based learning; that
they want other skills training; that they want
flexibility at the local level. We see it as our role to be
very strongly championing that and shouting loudly
on their behalf.

Q93 Chairman: Does not the LGA see its role as that
as well? What is your role in this? We are talking
about very local businesses, which often have no
contact with the regional organisations at all.
Councillor Sparks: First of all, to answer the
question whether we have a statutory requirement to
contact businesses, we only have a statutory
requirement to contact businesses in relation to
making the budget; but as a result of that you will
find that in local authorities in general best practice
will have built on that and will have combinations of
things, as we have in Dudley, in terms of breakfast
meetings, et cetera. This goes back to one of your
earlier inquiries in relation to Regional
Development Agencies. Certainly it is a problem we
have had in terms of the accountability of local
authority members of Regional Development
Agency boards, as to how far they are accountable.
The Government has set up various agencies. You
name it. You will get people representing employers
who are on there who are meant to answer this
particular problem, but it does not always work.
That is we have come to the conclusion that the only
way you can crack this, and indeed make it smoother
and more efficient, is if you do get down to very local
partnerships that are determined locally. If people do
not think they are on it, they need to shout their
mouth off to ensure that they do get on it and their
voice is heard. We have not cracked it and we are not
perfect, but at least we need to focus on that. The
problem about all of this is that it is in danger of
looking at the world through the wrong end of a
telescope. It is looking away from the problem, not
at the problem.

My Doel: 1 think the ultimate partnership is between
a college and the business that it is supporting. The
great benefit of Train to Gain, for all the failings and
difficulties that might be identified by the Public
Accounts Committee, is that it has brought colleges
closer to employers and they have become more
familiar with meeting the needs of employers for a
variety of means, and are ready—whether it is work-
based or it is an apprenticeship offer or if it is
actually in situ in a college—to give the personalised
or tailored solution to business that business asks
for. What we do not want are any new procedures,
processes or funding agencies to interrupt that
direction of travel—which is one that was endorsed
by the CBI in its survey last year about colleges
having travelled a long way in terms of being more
demand-led and more responsive to business. We
want to see that continue as a direction of travel.
Councillor Sparks: Can I add one other point which
has not been raised but you have looked at it in
previous inquiries. Certainly this is something in the
local government sector that we are really keen on
now. That is, the scope for innovation and new
initiatives. I think that has to be inbuilt as well. That
is the point in terms of the needs that might not be
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catered by the normal college course, for want of a
better expression, because of, say, distance learning
and small employers. You need to have the flexibility
to be able to deliver that.

My Davis: 1 would like to answer your initial
question. First, the Commission itself is an
employer-led organisation. Its chairman is Sir Mike
Rake, who is the chairman of BT.

Q94 Mr Binley: Hang on. These are the
organisations that lost or are in the process of losing
1.5 million jobs while the SME sector was in the
process of making two million jobs. This is my
concern. Where are the SME leaders on your
organisation?

My Davis: We also have commissioners who are
from small businesses. Julie Kenny runs a security
business in south Yorkshire. We therefore have a full
spread of employer representation in terms of size
and even sectors. The commissioners, as you have
expressed, were also frustrated with the complexity
of the skills landscape and in our advice we did bring
forward suggestions on how some of that complexity
could be reduced, and that has been taken up in the
Skills Strategy. However, what I would say is that, to
drive the transformation that you are asking for, for
me it comes back to our needing some really clear
principles. What we have consistently said as an
employer-led Commission, therefore, is the
importance of empowering customers so that they
run the system and about focusing on the
outcomes—so the qualifications are important but
not the sole measure—and trusting providers. If we
could keep those messages going forward, then you
have a framework by which you start to simplify
specific roles, responsibilities and processes.

Q95 Mr Binley: One final question to the colleges.
More and more, we need to be working with business
on site with business. How do you deal with

outreach? How do you get out to them? How do you
provide tailor-made training? Sectors are moving so
quickly, I am talking about technological
manufacturing and those sectors. How do you do
that?

Mr Morgan: We have a bespoke business
engagement arm in the college that is out there all the
time, visiting and talking. Sometimes you are
invited, sometimes you are not; sometimes you cold
call. But when we go there what we do not do is talk
about qualifications. We have a discussion about
where the business is going over the next five years,
what the problems are and how we can suit them.
Sometimes qualifications are a solution but not
always. Some of the work is part-qualifications,
part-bespoke, but we always try to demonstrate to
them a return on investment—a formalised return
on investment for our engagement with them. That
is how we do it. Then we say to them at various
stages, “These are the parameters of success and, if
we agree them at the end, you become our advocate
for other companies”.

Mr Binley: I am encouraged.

Q96 Chairman: I am going to wrap up here, but [ will
give Mr Morgan the last word, because I think it is
publicly known that he will have a successor fairly
soon at the institute in Warwick. Having sat through
today’s session and having had a career in further
education, what message would you send your
successor at Warwick about the world he is about
to inherit?

Mr Morgan: Be passionate. Politicians and systems
come and go but the colleges are such a good idea
that they will survive and keep changing lives on a
daily basis.

Chairman: I think that is a good note on which to
end, because it is ultimately about those lives we are
trying to change. Thank you very much indeed.
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Q97 Chairman: Gentlemen, welcome to the second
of two evidence sessions in the inquiry that the
Committee is conducting into the funding
arrangements for further education and the creation
of the Skills Funding Agency. Thank you very much
for coming in. As I always ask our witnesses, please
introduce yourselves for the record.

My Lauener: 1 am Peter Lauener, Chief Executive
Designate of the Young People’s Learning Agency
and I took up that post last September ready for the
start of the new organisation on 1 April.

My Russell: 1 am Geoff Russell, Chief Executive of
the LSC and Chief Executive Designate of the SFA.
Mr Cragg: 1 am David Cragg, Interim Chief
Executive of the Skills Funding Agency until the end
of March when I hand over to Mr Russell.

Q98 Chairman: And you were previously?
My Cragg: Previously I was regional director of the
Learning and Skills Council in the West Midlands.

Q99 Chairman: From which we know each other
fairly well.
My Cragg: Indeed.

Q100 Chairman: My first question is addressed to
Mr Cragg. You have been running the SFA in
shadow form since September last year. Are you up
to speed?

My Cragg: We are focusing in particular on the core
business and on what are some quite radical changes
to it and we are absolutely up to speed and on track.
To be specific we have all our staff, where they are
transferring, in the right places. There are some
minor functional mismatches, but broadly all of
them are in place. Most importantly, we have put in
place the basis for the single account management
system which is the biggest change and a significant
simplification of the arrangements with colleges. We
have dovetailed that work with the government’s
announcement of the 2010-11 funding budget in the
form of the Skills Investment Strategy, and I am
pleased to say that we are able to get that out to
colleges and training organisations at a very early
stage immediately after publication. We have
subsequently produced all our relevant guidance
documentation on time and expect to be able to
complete our main core task of allocations to
colleges and providers for 2010-11 by the scheduled
date of April. Obviously I am quite happy to
elaborate on the subsets of those issues, but the

crucial priority for us was to put the core business
changes in place, to establish the single account
management system with the staff associated with
those roles with the underpinning core functions in
finance and to make sure, as you would want us to,
that the money gets out the door on time and there
are no delays.

Q101 Chairman: We shall return to a lot of these
issues in more detail, but basically you think you are
nearly there?

Mr Cragg: Yes.

Q102 Chairman: I have to say I find the
arrangements for further education provision and
funding in England extremely complex and you are
at the sharp end of it. There are a number of areas in
which the Skills Funding Agency and Young
People’s Learning Agency need to work together
and we shall come to those joint working issues a
little later, but are there any statutory requirements,
or tablets of stone, that determine your working
relationship?

My Cragg: 1 will begin and Peter will pick it up. A
very clear set of interdependencies were established
in statute at the outset. In particular, the
responsibilities of the Skills Funding Agency for
overall oversight, in effect the regulation of further
education colleges, means we have to be very closely
aligned, almost joined at the hip, when it comes to
work on the stability of the statutory institutions
and the role they play especially in local
communities. Therefore, the interface between
16-19 funding and delivery and that statutory role
sitting in the Skills Funding Agency and the 19-plus
work in further education is crucial. As an explicit
part of that, the Skills Funding Agency has the
responsibility for intervention, ie if there is a failure
of quality or management, or significant difficulty
about the financial viability of an individual
institution, it is the responsibility of the Skills
Funding Agency working in conjunction with the
Young People’s Learning Agency with the respective
local authority.  Therefore, the statutory
responsibilities mean we are very interdependent and
from the very beginning we set out to establish
clarity around those interdependencies. When you
change the boundaries, as we have done, from 16 to
19 then you have to work it through in significant
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detail to ensure that you hide the wiring, to adopt an
expression others have used, or minimise the impact
of those kinds of boundary changes.

My Lauener: The Apprenticeships, Skills, Children
and Learning Bill sets out clearly the responsibilities
of each agency. There was a good deal of debate in
Parliament as the Bill was going through about the
need for both the SFA and YPLA to work closely
together. We have taken a lot of steps together to put
the basis of that into effect. For example, we have
already set up a joint management board to make
sure we look at both the interdependencies to which
David Cragg referred and also the operation of
shared services because we are determined that we
will not replicate services that should really be
maintained in common.

Q103 Chairman: This is really a patsy question and
only history will tell whether or not the answer to it
is right. Are you confident you can manage the lines
of communication and working relationships
between the two organisations effectively? I have to
ask the question and I know the answer you will give,
but let us see whether history bears out the accuracy
of your response.

My Lauener: We are confident that we have taken all
the necessary and right steps. We shall need to keep
it under constant review. For example, in the
allocations for 2010-11 we have already taken steps
to ensure we work together effectively in practice and
look at any different issues around the further
education sector. It is not something we should just
assume will happen because we start with good
intent; we must systematically review it together. I
would expect both departments to want to review
that because it is extremely important both to them
and our stakeholders.

Mr Cragg: The logical extension of the work we are
doing jointly is that if the system is to operate
effectively we will have to operate in close
collaboration with our colleagues in the Young
People’s Learning Agency directly with local
authorities on the ground. For example, we are
making absolutely sure that within our account
management system there is someone with the
responsibility for a college or group of colleges
within a locality and a clear set of structured linkages
between that work and what the local authorities do.
I add a footnote about boundaries. There is a lot of
talk about how this will duplicate functions and
clearly we need to ensure we avoid excessive process
and bureaucracy around that, but if you look at
where we were before with the Learning and Skills
Council, the Learning and Skills as a body funded
school sixth forms although the responsibility for
schools was absolutely in statute with local
authorities. We worked our way through that in
partnership with local authorities, arguably with
some success on 14-19 issues with all the reforms in
that area. We shall need to undertake a lot of further
detailed work to make absolutely sure it is working
on the ground and not just between ourselves at
national or regional level.

Q104 Chairman: Mr Russell, you will inherit Mr
Cragg’s good intentions. Are you happy?

My Russell: From what I have seen, as Mr Lauener
has suggested, there are already demonstrable
examples of the two sides working together. From
where I sit at the moment I am focused principally
on managing the day-to-day operations of the LSC
and ensuring that it comes to a smooth landing.

Q105 Chairman: It has had a pretty bumpy flight so
a smooth landing would be quite an achievement.
My Russell: In 50 days I will let you know.

Q106 Chairman: The impression we gained from our
witnesses last week was that the transitional funding
arrangements had worked quite well on the whole.
You will have seen what Ioan Morgan of the
Association of Colleges told us about the late
consideration given to the mechanism for his and
other colleges to be paid for their 16-19 year-old
students. It appears that this important detail was
left rather late in the process and caused a degree of
concern to colleges. What is your reaction to that?
My Russell: 1 have heard Mr Morgan make that
comment before and I believe it derives from the
concerns of one of his governors. I have not heard it
from anyone else. There is absolutely no concern
within our organisation in terms of payment; it is
something we do rather well.

My Lauener: 1 was surprised to see that comment.
When I started in the post I thought about how we
would make the payments on transition because it
was such an important issue. In some ways to make a
series of payments to colleges that have already been
planned is not a difficult issue, but the payer will
change from the Learning and Skills Council to local
authorities in respect of 16-19 funding from April.

Q107 Chairman: They will provide most of the
money.

My Lauener: That is a large chunk of funding. We
have been going through a very detailed planning
process to make sure all the details for payment are
transferred across to local authorities. We have
worked closely with local authorities and one of the
senior local authority financial directors to make
sure that happens properly, and it has also been
communicated in considerable detail to local
authorities and colleges. I can understand the
concern to make sure that payments are made on
time but I am absolutely confident that they will be.
However, I shall be sitting at my desk on 20 April,
the day those payments need to be received by local
authorities, ticking them off on a list and making
sure they are in good order.

Q108 Chairman: That was the assurance I sought in
my previous question. It is a rather important point,
is it not?

My Lauener: It is extremely important practically
because colleges need the money for their cash flow.
It is also extremely important in terms of reputation
that every local authority makes the payment and
for the Young People’s Learning Agency.
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Q109 Chairman: But one mistake will overshadow
all the successes?

My Lauener: Indeed, and it will become a cause
célebre.

Q110 Lembit Opik: The Department was bullish in
its assessment of the consultation process with
delivery partners on the design of the Skills Funding
Agency. How did that consultation process work?
Mr Cragg: Obviously, there was a good deal of
consultation and a series of regionally-based events
around the original formulation of the policy. That
was prior to and immediately after the White Paper.
My recollection is that the White Paper was
published as long ago as March 2008. Thereafter,
there has been a whole raft of consultation. It is also
important to say there has been oversight led by the
previous DIUS and now by BIS through a fairly
broad-ranging stakeholder group with involvement
by organisations like the Local Government
Association and nominations from the college, the
provider sector and senior business people. That has
also been an embedded part of the evolution and
development. As recently as last summer in the final
iterations of the design of the Skills Funding Agency
there was, again, a whole roadshow of activities,
some of which were led by ministers and others by
senior officials. A great deal has gone into that. From
the point of view of operation and implementation
we have sought to put in place very close and
intensive working arrangements with the two major
associations: the Association of Colleges, whom you
met last week, and the Association of Learning
Providers. 1 was heartened by the observations of
Mr Martin Doel. We believe we have a significantly
improved and improving relationship with both the
main associations and they are acting as our
conscience in this challenging period.

Q111 Lembit Opik: That sounds comprehensive.
Can you give any examples of how the design of the
SFA was changed as a result of that consultation?

My Cragg: It would be rather presumptuous of me
to talk about changes as a result of the consultation.
I think the consultation helped. We began with the
concept—I did a lot of work on the organisation and
design, so it is probably all my fault—of a very arm’s
length organisation and in spirit it remains very
much an enabling one; it is a funding rather than
planning body, but its geographical distribution
looked very thin. From our own perspective, but
probably even more importantly from the
perspective of local authorities and colleges in
particular, we have a geographically distributed
organisation that is nationally managed. We have
moved to one provider, one relationship regardless
of whether that is a multi-site organisation operating
in every single region or a very small niche
organisation operating in one part of a city. We have
moved to that one-relationship approach rather
than nine regionally-based contracts and have
carried out a lot of simplification. We have, however,
ensured geographical distribution with 21 locations.
Some would have argued for slightly more, but that
also means we are looking at the interface with the

Young People’s Learning Agency and, crucially,
local authorities when it comes to 16-19 work. We
are able geographically to have senior people on the
ground close enough to each and every individual
grouping of local authorities. You will be aware that
they are based on sub-regional groups. That was
significantly influenced by the feedback we received
so it did not end up with either a single national
location, which would have been a very extreme
move, or even an organisation that was solely
regionally-based, we have got that distribution right
across the country.

Q112 Lembit Opik: You mentioned local authorities
but, as I understand it, the Local Government
Association was not involved in the consultation.
Why was that?

Mr Cragg: 1 was amazed when I read those
observations. At senior official level the LGA was on
the steering group for the establishment of the Skills
Funding Agency from day one. I know that only
recently the chair of the Local Government
Association met senior officials and ministers about
the whole question of the balance of responsibilities
between Regional Development Agencies and
Leaders Boards. I was very surprised by that. Taking
a parochial view, I was even more surprised that Cllr
Sparks decided there had not been any engagement
with the Skills Funding Agency. In the region for
which I was once responsible we established at a very
early stage a joint planning group with all 14 local
authorities in the West Midlands represented on it.
That was replicated right across the country.
Probably more importantly, on issues of skills
certainly my colleagues in the West Midlands have
been very heavily involved with the local authorities
in the development of the city-region proposition,
anticipating where that will fit within the SFA
arrangements. I was a bit taken aback by that.

Q113 Lembit Opik: You are saying that they were
consulted?

Mr Cragg: They were very much in the middle of the
process—my colleague Mr Lauener can probably
add to that—because of their pivotal role and work
on 14-19. All the time officials in the Department
were at pains to make sure there was alignment in
what was happening on the Young People’s
Learning Agency side.

My Lauener: They were certainly very heavily
involved in the design of the arrangements on the
young people’s side. I give two examples. First, the
arrangements on the young people’s side at local
level were very clear with local authorities having the
lead commissioning role. The regional role was clear
from the start and that is where we inject the skills
and economic dimension to make sure it all adds up.
Because 16-19 learners travel a lot we needed a sub-
regional level. We did not lay down the design of
that; it came from local authorities. They were
invited to say what the right grouping was in their
areas. The answer was 43 sub-regional groups as it
happens. Second, the DCSF undertook to fund a
very small unit in the Local Government
Association  called REACT, the Raising
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Expectations Action Programme, which works for
local government but is funded by the Department
to make the transition work. That has been
extremely successful because it has been able to see
things from the perspective of local authorities. That
has helped us to have a much smoother transition
than would otherwise have been the case.

Mpr Cragg: 1 chaired the group on interdependencies
set up by the two departments almost 18 months ago
and on that group the local government side was
very strongly represented through the person who
heads up the REACT team. I am slightly surprised
by some of those observations.

Q114 Lembit Opik: That is a slightly different view
from that given to us last week.
Mpr Cragg: Indeed.

Q115 Lembit Opik: If T had been a consultee I would
have said I would have liked to see just one
organisation doing everything that we have been
discussing and it would have sub-departments
within it, because it seems to me there are lots of
different funding agencies in this general sector. It is
a radical thought, but why do we not have just one?
Mpr Russell: 1 have come into this relatively new and
I suppose I can look at it a little more objectively at
a high level. You have just described the LSC.

Q116 Lembit Opik: Yes.

Mpr Russell: We could have gone for that model; we
could have had one organisation with three
divisions. In all those sorts of organisational design
issues there are trade-offs between opposing
tensions. One of the problems of the LSC was that
it was a huge organisation. I am told that it was the
biggest quango in the country, possibly in Europe. It
was remarkably well designed at a time when there
was a lot of money and it was devolved with nine
autonomous regions. That was why it worked even
though it was so large. It had nine independent
regions, which I think David Cragg can confirm, but
money began to get tighter and suddenly you could
not afford to have nine independent decisions being
made with pots of money that would lead to
disparities across the country and the LSC needed to
change its organisational design very quickly and
that is the territory in which we find ourselves now.
If we were to have the one massive organisation that
you suggest there would be some tensions between
the need to have centralised control to manage the
money—a rationing exercise—versus the advantage
of the focus on specialisation that apprenticeships,
adult and youth, would bring. That is the sort of
subsidiary/head office structure that many
companies adopt for the reason that you need
separate cultures and focused specialisation.

Q117  Chairman: You have  mentioned
apprenticeships for the first time. The National
Apprenticeship Service sits within the Skills Funding
Agency but has a different structure of
accountability. Therefore, you will not be

accountable for its work even though it is part of
your budget. That relationship seems a little
awkward.

My Russell: 1t is probably an example of one of the
trade-offs you make in terms of the tensions of
having divisions within a large organisation.

Q118 Chairman: Are you content with the
arrangements for the accountability of the chief
executive of the National Apprenticeship Service
to you?

My Russell: To me the arrangements are very clear.
The authority, responsibility and power for the
delivery of apprenticeships clearly reside with the
chief executive of the National Apprenticeship
Service.

Q119 Chairman: He is separately accountable to the
secretary of state and yet he is part of your
organisation and you are responsible for his budget?
My Russell: 1T am not responsible for his budget; that
is also delegated.

Q120 Chairman: Looking from the outside it
appears odd.

My Russell: Again, it is a trade-off between the
motive on one side to have centralised control and
the motive on the other to have specialisation, focus
and tailored delivery of a particular product. You
can make a choice. Probably what tipped the
balance was that on the youth side with extending
participation and the issues around NEETs et cetera
it was felt that local authorities do a better job at
dealing with and continuing from zero to 19 than
having one massive organisation.

My Lauener: That is a very strong driver on the
young people side. In the run-up to raising the
participation ageto 17in 2013 and 18 in 2015 and the
particular focus on those not in the system at the
moment we need a much more local focus to ensure
we are successful in reaching those really important
targets for society and the economy successfully.

Q121 Chairman: We will certainly ask the minister
what we are asking you.

My Lauener: To add one other point for clarity, apart
from the changes, the YPLA is not just a bit of the
Learning and Skills Council; it has taken from the
Department the responsibility for funding
academies once they are up and running. That is part
of the stronger focus on young people in the run-up
to raising the participation age.

My Cragg: If I may go back to apprenticeship, we
have to move it away from the issue of statutory
delegation because that is clearly laid out in statute
and through a formal direction. The most important
thing on which we have been fixated over the past
nine months is to ensure there is an integrated
process for the delivery of apprenticeship. The
National Apprenticeship Service has the overall
externally-facing responsibility for generating
demand and managing that relationship in the
marketplace. The management of the college and
provider network that delivers apprenticeship is
absolutely and explicitly in one place, and only in
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one place, which is the core of the Skills Funding
Agency. What we have done with colleagues in the
National  Apprenticeship ~ Service to  very
considerable effect is work through end-to-end
processes. This is all the boring behind-the-scenes
stuff you have to get right. Having worked through
it we are absolutely clear about roles and
responsibilities. An interesting facet is that it spans
16-19 apprenticeship and 19-plus apprenticeship.
Therefore, for apprenticeship purposes we created a
single end-to-end process for all apprenticeships.

Q122 Mr Binley: I want to take up the whole subject
of trade-off. As a businessman, the expression
frightens me to death; it tends to be very expensive
and creates misunderstanding and confusion. That
is what I believe many people who are on the
receiving end of your work now feel. Do you believe
that input from seven major areas at national level
specifically handling 16 sizeable functions is the way
to feed an organisation that actually does the job, ie
the college or whatever?

My Russell: 1 shall let David make a few comments,
but before he does it is worth pointing out that the
situation today is probably more complicated than
the one you have just described. One of the reasons
there have been issues with the LSC is precisely
because we could not react quickly enough given our
size and complexity to the changed environment in
which we operate.

Q123 Chairman: You are saying that everyone
outside thinks we are creating a more complex
system but that at present the complexity is hidden
in the LSC, and the current system is more complex
than the one which will be created?

My Russell: T am not sure I am saying that. We
operate in a very complicated environment and the
LSC encompasses all of that at the moment. There is
a case that it is too large to be sufficiently agile to
react to changed circumstances in terms of the
economy and increasing participation and,
therefore, there is a benefit to focus. When you take
a large organisation and split it into three you must
then create bridges to make sure things do not fall
through the cracks, but in any organisation, private
or public, there are always trade-offs. I do not see
how you can get away from that. There is no clearly
right answer in all cases, and most large private
organisations change the design in response to
changing circumstances quite regularly.

Mr Cragg: 1 apologise for asking you a question but
to answer it correctly I want to know precisely what
youmean by your reference to seven major areas and
16 major functions.

Mr Binley: We are looking at the Department, the
SFA, YPLA, LSIS, UKCES, Ofqual and local
authorities.

Q124 Chairman: This is really a question for the
minister. I do not want to spend too much time on it,
so a short answer would be appreciated.

Mr Cragg: The one observation I make is that
Ofqual which you have cited has a very discrete,
separate role. The regulation of qualifications has

never sat with the delivery agencies and I would not
expect that, so we are mutually clear about that.
That is a regulatory role for qualifications from the
outside. The role of LSIS will transfer, rightly I
believe, to the sector, so the improvement of quality
and collaborative work which leads to improvement
is in a transitional phase which will be subsumed
within the bodies that support the sector as trade
associations-cum-development bodies; that is, the
Association of Colleges and the Association of
Learning Providers. At the heart of what you are
saying is what is the balance between the strategy-
setting bodies, the UK Commission, whom I am
aware you met, and Regional Development
Agencies? To be frank with the Committee, we
thought there were some conundrums in all of that,
but given the way the statute has been formulated
there is now real clarity. We have worked it through,
slightly painfully but very productively with
colleagues in RDAs, the UK Commission and,
looking at the important sectoral dimension, Sector
Skills Councils. The key is in the legislation and that
is helpful. Having worked it through we have got our
heads round that. The statutory role of the chief
executive of the Skills Funding Agency is where the
responsibility lies to deliver on the secretary of
state’s guidance. That is all statutory talk. In
practice it means that the Skills Funding Agency will
not be responding willy-nilly or randomly to nine
individual Regional Development Agencies, nor will
it be responding separately to the UK Commission.
It will be the responsibility of the Department to
look at all those competing, bottom-up issues
coming from the regions and localities, and the top-
down issues coming from the UK Commission in
taking its overview, and it will enshrine in a single
priority statement for the Skills Funding Agency
what the balance should be nationally, regionally
and locally. I believe that is an elegant way to do it.
Frankly, if you look at the status quo one thing one
may observe historically is that there has never been
a clear and explicit alignment of what goes on
regionally, nationally and sectorally. If we get this
right there is a fair chance there will be much better
integration taking on board the big, long-term issues
in terms of economic and business priorities as well
as some of the spatial and contextual issues which
will come bottom up from the regions.

Q125 Miss Kirkbride: What statutory requirements
exist for your two organisations to work together
over funding?

My Lauener: We touched on this a little earlier. The
Act sets out the statutory basis for both
organisations. There was a good deal of debate in
Parliament as the Bill went through about the need
for co-operation and we have done a lot of work to
put in place practical arrangements over the past few
months in anticipation of 1 April so we do not just
get to that date and think, “Crikey! We need to work
together”. We have arrangements that have already
begun to be embedded. One of the biggest things that
helped in that, for which I claim no credit because I
arrived as it was happening, was the decision within
the Learning and Skills Council to set up a shadow



Ev 26 Business, Innovation and Skills Committee: Evidence

9 February 2010 SFA and YPLA

operation from 1 October. Therefore, people in the
LSC have known what they will be doing in the new
organisation from 1 October. It means that a lot of
people have had to juggle two roles as they have been
thinking their way into their new one, working with
new and old colleagues. I believe that has really
helped to embed that co-operation.

My Russell: Tt is the two shadow organisations that
are doing the funding allocations this year. There are
issues there because SFA is responsible for colleges
but two-thirds of their funding comes from
elsewhere. We are inextricably bound because if we
do not work together on the funding young people
will not have delivery vehicles for their training and
education and if the SFA and YPLA do not ensure
funding is balanced out in a sensible way colleges fall
over. We have to work together. Both David and
Peter are doing precisely that. It is clear that the
efficiency drive being pushed through by
government—we share our bit of it as well—is
causing difficulty with colleges, but they are
managing that as we speak.

My Lauener: Perhaps I may add a point about
practical co-operation. The Young People’s
Learning Agency is a non-departmental public body
which is a different status from that of the Skills
Funding Agency. We will have a board that is being
appointed now. For the past six months we have had
a transitional board which technically is a sub-
committee of the Learning and Skills Council. When
this was set up my chairman, Les Walton, said there
was a need for a much broader range of people on
the board embracing the new constituency of the
YPLA, but it has very strong representation from
the further education and sixth form college sector
and from schools and independent providers.
Therefore, we have all the constituencies that have
an interest in both organisations and we expect to
take that forward into the newly-appointed board.
Right from the top of the YPLA there will be a very
strong drive for collaboration. I am perfectly happy
with this. If people do not see some of the things we
talked about earlier happening in practice they will
say, “Hang on! You may say that but in our colleges
it is different.” I am aware that in the Skills Funding
Agency there will be similar arrangements. It is not
a non-departmental public body, but there will be
similar ongoing consultations with people at the
sharp end which will pull us up short if we do not do
the job together.

My Cragg: 1 return to what Peter said earlier about
shared services. On a practical point, the one
absolutely crucial shared service is around
information management and data, so you do not
have the Young People’s Learning Agency dealing
with one set of data about a college and the Skills
Funding Agency dealing with another; it is a single
shared service. That applies not just to student and
learner information but to finance. This week the
two agencies are on the point of signing a joint
agreement with the local authorities on lead audit
arrangements so we do not duplicate the number of
audits that take place. In that regard there will be a
code of practice and mutual acceptance of lead audit
bodies between local authorities, the Young People’s

Learning Agency and the Skills Funding Agency. We
are systematically working our way through those
kinds of practical issues.

Q126 Miss Kirkbride: Mr Cragg, based on your
experience in dealing with the LSC and seeing the
two new organisations come into being, what things
do you believe still need to be reconciled given that
there will be funding issues because the YPLA has
two-thirds coming through local government for
young people’s skills and the SFA has a smaller
budget in that respect? Given the organisations as
they are, where do you see the rub is going to be in
terms of problems that perhaps are not reconciled at
the moment?

My Cragg: 1 would expect this to be a common view
from Peter’s perspective. I come back to the whole
question of the relationship with sub-regional
groups of local authorities. It is vitally important
that we operate with them on a day-to-day basis, but
I would identify three obvious critical areas which
attract a great deal of attention from both our
shadow organisations. One is around work with
those with learning difficulties and disabilities where
we are clear that especially in relation to the shared
responsibilities for 19-25 year-olds we have to work
very hard to get a common assessment process that
is now in place and on the statutory change which
takes place on a slightly different cycle—the transfer
of powers to local authorities will be fully
implemented from 2011—but we have to make sure
that for the most vulnerable groups that people do
not fall through the cracks and there are no perverse
outcomes of funding allocations. For example, this
year we have protected and ring-fenced the budget
for learners with learning difficulties in further
education colleges. We have not made the transfers
to the authorities of some of those funds for precisely
that reason. A similar territory, but probably of less
significance, is work with young offenders, making
sure that the join exists between work with young
offenders and those in adult offender institutions.
Finally, on capital by way of a joint strategy on the
part of the two Departments and joint mechanisms
between the two organisations we must take a
common approach. We cannot arrive at a position
where we have 16-19 bricks and 19-plus bricks, if I
can put it very simply.

Q127 Miss Kirkbride: It is hard to avoid, is it not?
Mr Cragg: We do not think so; we think that is
entirely doable.

Q128 Miss Kirkbride: You think that is manageable?
Myr Cragg: Yes.

My Russell: 1t is not true that we do not have some
of those issues at the moment. DCSF and BIS fund
separately. At the moment DCSF funds capital only
for new 16-19 places; BIS funds the rest of it.
Therefore, it is not the case that we are creating new
tensions; some of them we already have.

My Lauener: 1 should like to add a very quick point
on what will be testing areas. I agree with David’s
three points. The other general one is to do with the
commissionin