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Executive summary

Introduction

This report presents the findings from an assessment of the early impact of key aspects of
the New Challenges, New Chances Further Education and Skills System Reform Plan:
Building a World Class System”, which was published in December 2011. The aspects of
the reform programme in scope of the evaluation were:

The freedom and flexibilities provided to colleges and private providers, removing
top down central controls to enable the sector to be more responsive to learners,
employers and communities;

Funding policy changes, including the introduction of the simplified funding rates,
the simplified funding matrix and minimum contract levels;

Outward accountability, including the expectation that employers and learners
contribute to the co-design of providers’ skills offer, and receive clear information
from providers that are accountable to their community;

The simplification of administration and reduction in burden that have arisen
from the actions of the single Cross-Government FE and Skills Simplification Plan;

Competition in Further Education (FE), with the aim of examining the extent and
nature of competition within the FE sector, as well as the impact of competition;

Teaching and Learning, including actions to raise standards and the change in the
role of Governors in monitoring teaching and teaching;

Community learning, specifically the recommendations in the reform plan to
increase the income generated from those that can afford to pay and the targeting
of public funding on those that need it most; and

Creating a diverse and responsive sector, through giving providers greater
opportunity to develop new delivery models and supporting the sector to take
advantage of opportunities in the global market.

The evaluation assessed the extent to which the reform programme influenced the
behaviour of providers and changed the way that they work with Government and its
agencies. In addition, the evaluation examined the impact of the reforms on increasing
employer and learner investment in skills, and creating a responsive and high-quality FE

sector.

'Available at: https://www.gov.uk/government/uploads/system/uploads/attachment data/file/32313/11-1380-
further-education-skills-system-reform-plan.pdf



https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32313/11-1380-further-education-skills-system-reform-plan.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32313/11-1380-further-education-skills-system-reform-plan.pdf

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

A reference document on competition issues (Competition issues in the Further Education
sector) for providers has also been produced as part of this project.

Approach and method

The evaluation drew on qualitative and quantitative research with FE providers? including:

o Qualitative telephone interviews with a sample of 72 FE providers;

o A quantitative telephone survey of 481 FE providers (51% of the total number of
eligible FE providers);

o Five ‘competition’ case studies, where face-to-face and telephone interviews were
conducted with a range of local providers and stakeholders in a selection of
geographical areas; and

o Six ‘simplification and reducing burden’ case studies, where face-to-face and
telephone interviews were conducted with senior and operational staff responsible
for information management in a range of providers and geographical areas.

Findings from the research

Freedom and flexibilities

There was strong support in the sector for the overall aims and objectives of the
reforms. As one large FE college stated, the “mixture of autonomy and simplification of
the FE system can make it easier to respond to local communities”. This view was fairly
consistent across all types of FE providers. Support has increased in the last year, driven
by providers noting the reforms’ influence on reporting requirements and how performance
is monitored by public agencies.

There were, however, a small proportion of FE providers that were not yet convinced that
the reforms will have a sustained impact on the sector. These providers were concerned
that the underlying principles of the reforms (providing greater freedom and flexibility and
reducing bureaucracy) were not always being adhered to by other sector stakeholders
such as Ofsted and EFA. Some also noted that the funding policy restricted the extent to
which providers could offer more flexible provision to employers (for example, by offering
Qualifications and Credit Framework units) which they believed went against the aims of
the reforms.

% FE providers include General Further Education Colleges (GFEs), Tertiary Colleges, Specialist colleges,
Sixth Form Colleges, private providers, local authorities and third sector providers that receive funding from
BIS
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There is evidence of the reforms gaining significant traction in the sector. More than
four out of five FE providers (83%) felt that the reform programme had affected their
organisation’s business strategy and planning to some extent. This demonstrates a major
shift from the position in 2011 when the majority of providers were “waiting to see” how the
reforms were implemented before developing a strategic response.

The most widespread impact of the reforms has been on how providers identify new
business opportunities and plan provision (73% of all surveyed organisations cited this).
Providers reported increasing flexibility in approaches to planning and delivering provision
during the academic year. This was driven by the scope available to adapt the plan of
activity agreed with the Skills Funding Agency at the start of the year.

The reforms were also found to have a significant effect on the way that providers deliver
training. Many providers had implemented, or were planning to implement, new
delivery models as a result of the reforms. Nearly two-thirds (65%) of providers had
reviewed their business structures and 61% reported that they had made, or planned to
make, changes as a result. There were a few examples of providers setting up new
enterprises and consortia to develop their commercial offer and take on high-risk ventures.
For example, some providers have taken over small, specialist private providers.

Funding policy changes

There was generally support for the funding policy changes and particularly the
introduction of the single Adult Skills Budget (ASB). Seven out of ten providers felt the
ASB enabled their organisation to be ‘a lot’ (35%) or ‘a little’ (35%) more flexible. For some
providers the new funding system, and the opportunity to move funding more easily
between the funding pots, was the most significant early benefit of the reforms.
Many senior managers believed that this flexibility meant that they were now able to
respond more quickly to demand. Several gave examples of employers or partners
requesting training which they then set up much more quickly than in the past.

The change to entitlements and greater freedom in the use of funding has also enabled
providers to develop a more flexible employability offer. The demand for employability
provision was felt to fluctuate during the year and needed to be tailored to the
requirements of particular learners. The introduction of ASB means that providers can
more easily expand their offer if demand increases, and the change in entitlements has
enabled providers to offer shorter, more tailored courses.

Around one half of providers (47%) only believed that simplified funding rates would
benefit their organisation, although smaller providers were more positive in this regard.
The main anticipated benefits were reduced internal bureaucracy and greater clarity in the
funding process.

The introduction of minimum contract levels had also led to an increase in sub-contracting
in the sector, with around one half (47%) of providers reporting new sub-contracting
relationships. In many instances, this was because sub-contracting was seen as providing
an opportunity for providers to expand their offer by utilising the expertise, efficiency and
reputation of existing providers. However, sub-contracting did bring risks particularly in
maintaining high-quality standards across a range of delivery partners. This led to initial
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difficulties for some providers but most developed more effective systems for quality
assurance in sub-contracting over time.

Outward accountability

There is a cognisance among nearly all providers of the need to support their local
communities and that this is the central part of their mission. In particular, most
providers believed that they had a responsibility to support the local skills priorities of Local
Enterprise Partnerships (LEPs) and local authorities. It is notable that in many areas LEPs
have played a key role in developing an infrastructure which allows providers to meet
regularly with other providers and local stakeholders. This creates a forum where local
partners can plan local activity and providers can share information enabling partners to
scrutinise and challenge college plans.

However, there is a sense that the reform programme has led to a change in the
relationship between providers and local partners. The new flexibilities have enabled
providers to respond more quickly to community needs and it is clear that this is leading to
a more responsive relationship with other partners, as well as greater complementarity of
services. This is, in part, due to the reduced public subsidy for certain courses. This leads
providers to try to identify new income sources by working with other organisations that
can refer or commission services. Providers are also looking to draw income from courses
that can be fully-funded by the state, which is why many providers are developing strong
relationships with Jobcentre Plus.

The reforms have not yet led to a significant change in the information provided to
learners and employers. This perhaps reflects the lack of clarity among providers on
what is expected in terms of outward accountability. The reforms state an expectation that
providers are accountable to employers and learners; most colleges argue that this is best
done through working with intermediary organisations and their Governors who are better
able to articulate the skills needs of the local community. Many providers also believed that
they have always been accountable to learners and employers; they understand that they
need good learner feedback and success rates in order to attract new learners. As a
result, many providers see no need to change their approach.

Simplification and reduced burden

In terms of simplification, a few notable changes have taken place as a result of the
reforms but not all of these have led to actual reductions in provider administrative costs.
Senior managers have not reported a reduction in the administrative burden on providers.
Over half of the senior managers who responded to the survey felt that the administrative
burden was no different in 2012/12 than in 2011/12.

Staff working at an operational level were more likely to notice changes that brought
savings in administrative time. The most significant savings came from the introduction of
new Apprenticeship Declaration and Authorisation Form and the improved ULN matching
of learners after enrolment. The new Apprenticeship Declaration and Authorisation form
would bring an annual saving of around £850,000 (if scaled up to 250,000 learners a year),
and the improved Unique Learner Number (ULN) matching of learners could lead to a
saving of £1.8 million.

11
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Providers were cautious about making changes to administration, particularly where they
felt decisions might be reversed in the future. There were also concerns around the
removal of certain information requests where these may still be required by other
Government agencies. Furthermore, some administrative processes have been retained
because they are perceived to provide a business benefit. For example, all of the case
study providers submitted data returns at more frequent intervals than the minimum
requirements set out by the Skills Funding Agency and Education Funding Agency (EFA).
Most submit monthly or fortnightly returns as it enables funding to be drawn down quickly
and makes it easier to monitor performance.

It is anticipated that savings will grow and become more significant as the Simplification
Plan is fully implemented in 2015. Reductions in internal and external audit/compliance
checks will arrive in 2013/14 (local direction of internal audit and funding rule changes
feeding through to audit requirements) and the common use of the ULN across all
educational settings will come in 2013/14 and 2014/15.

Teaching and learning

All the providers that participated in the qualitative interviews stated that teaching and
learning was a central part of their future strategies and plans. Most reported undertaking
activity to improve the quality of teaching and learning in their institution. In the survey
nearly all providers (90%) had made changes in the last year to improve their
teaching and learning.

The most common driver for these changes was to respond to an internally-identified need
for improvement (stated by 62% of providers). This highlights a fairly widespread and
systematic approach to internal quality improvement. This is in line with what might be
expected from a set of reforms that increase provider autonomy and create expectations
(for example, through the role of governors) for strengthened strategic planning.

The FE reform plan was not generally reported by providers as having a direct influence
on their approach to improving teaching and learning. Providers in the main associate the
reforms with moves to increase freedom and flexibility and to simplify the FE system rather
than with the quality improvement agenda. However, there was evidence that the reforms
have, or are, creating conditions that encourage providers to address their own teaching
and learning priorities. In particular, the introduction of 24+ Advanced Learning Loans and
the increase in sub-contracting has influenced providers to improve quality and learning to
help them compete with other providers.

Community learning

Nearly all community learning providers supported the overall objectives of the reforms
and had plans to increase the income they receive from learner fees. For many, the reform
programme did not signify a change in approach but rather a continuation of plans that had
been in place for over four years, driven by Skills Funding Agency/LSC funding
statements. As a result, many providers had relatively mature strategies in place.

Most providers sought to increase fees by introducing incremental increases in the cost of
classes. A few providers were innovative and introduced new subject lines and new
partner provision to expand their offer. Most did this by accessing new funding streams,
such as European Social Fund (ESF). Many of these providers were participating in the

12
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community learning trust pilots, potentially giving an important signal of the future benefits
from this delivery model. In particular, it appears to be changing the way in which
stakeholders are engaged in planning — leading to more ‘active’ relationships.

Competition

Providers believed that the reforms had a considerable effect on competition in the sector.
Nearly two-thirds (63%) of providers indicated that they felt the reforms had increased
competition in the sector and around a quarter (22%) believed it had increased competition
to a large extent. The perceived impact of the reforms on competition was greater among
providers that had a significant number of competitors.

The expectation that providers should, in future, receive a greater cost contribution from
learners and employers was also widely acknowledged as requiring providers to be more
‘commercially minded’. For some providers this will be a significant shift in approach - they
see themselves as public service providers rather than operating in an open market. It will
therefore take time for some providers to take advantage of new market opportunities.

From the case studies, there is a clear sense that providers understand their ‘unique
selling points’ and have a clear strategy for marketing themselves to employers and
learners. Some do this through promoting quality standards, such as success rates or
Ofsted inspection results. Others promote the facilities and resources that they provide to
learners or the sector expertise of their staff. The cost of training was also seen as an
important factor that influenced learner choice, particularly for co-financed provision, and
many providers monitored the fees charged by their competitors.

There are examples of competition keeping the cost of co-financed training low. There was
evidence in the case studies and qualitative interviews of providers stating that they
received less in fees from employers than they were expected to charge. This provides
benefits to employers but in the long-term there is a need for employers to actively
contribute — and the continued assumption that training should be free is a barrier to that.

Most providers, and particularly colleges, work closely together to develop a
complementary local offer. The level of collaboration that takes place in the sector
provides benefits in ensuring that there is a joined-up local offer which enables providers
to deliver training that meets the needs of their local community. However, there was a
lack of clarity among providers on what could be considered a reasonable level of
collaboration. Some believe that competition prevents collaboration and others are not
clear about where collaboration may not be appropriate, for example when discussing
pricing strategies. There is a risk that this may lead some providers to overstep the mark
when collaborating, particularly as they look to expand or maintain their market share at a
time of tightening FE budgets.

The impact on provision

The reform programme has had a significant impact on the type of provision offered
by providers. Over three-quarters of providers (76%) reported that the reforms had had
some effect on the type of provision which they offered. In around half of providers the
reforms have also led to an increase in flexible provision. The amount of part-time learning
had increased in 53% of providers, and in 52% the amount of short courses that providers
deliver has also increased. Almost half (49%) had increased the amount of courses they
deliver with flexible start dates.

13
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The most significant change has been that providers have increased the provision that
they offer to meet the economic® needs of their locality (stated by 66% of providers whose
provision had been influenced by the reforms). Around half of the providers that changed
their offer as a result of the reforms have increased the amount of flexible provision that
they offer.

The impact of the reforms on provision should be viewed in the context of the provider
funding base. This base remains highly dependent on public funding and has had to
manage substantial reductions in this funding during the implementation of these reforms.
To some extent, the flexibilities contained in the reform plan have enabled providers to
better manage this process. Where possible, providers have attempted to generate
efficiency savings that do not impact on the breadth and quality of the provision they offer.
It was only when they were not able to make the necessary savings through this approach
that they then considered making reductions to teaching staff and their curriculum offer.

There has been little change in the income generated from employers and learners. Just
over half (53%) of providers stated that the income they received from employers has
remained the same this academic year. Many providers noted that the recession was
having a negative impact on employer contributions. This not only meant that fewer
employers were undertaking training but also that employers were generally felt to be
more likely to negotiate lower prices. This picture is largely the same with learners, with
just over half (562%) of the survey respondents reporting no changes in the level of income
from learner fees in the last year.

Few providers had developed clear plans to increase employer and learner
investment in training. Many providers stated that this was due to uncertainty in the FE
landscape and, particularly, the lack of clarity in how the 24+ Advanced Learning Loans
will affect demand. A widely-voiced uncertainty was that “we don’t yet know what courses
people are willing to take a loan out for”. Once this becomes clear most providers believe
they will be better able to identify fee income areas of potential growth and develop a clear
growth strategy.

Conclusions and recommendations

In conclusion, there is strong sector support for the ambitions of the reforms and providers
have increasingly mobilised to engage with, and respond to, the reforms. The programme
is also beginning to have an impact on the sector. It is enabling providers to develop a
more flexible local offer and encouraging providers to develop a more responsive
relationship with local partners.

However, providers are still at a relatively early stage in responding to the reforms and
therefore there has not yet been a significant shift in the share of fees generated from
employers and learners. There also remain some pockets of scepticism about whether the
Government will follow through on the ambitions of the reforms and a lack of clarity on
Government expectations in some areas.

® Economic needs refers to work related training that helps individual enter employment or supports local
employers to overcome skills gaps and shortages
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The recommendations identified from the study are:

1. There is a need for more joint working between Government agencies to develop
policies that are in line with the objectives of the FE reform programme. This will
ensure continuity and consistency of message. Specifically, all Government agencies
should ensure that:

° Appropriate freedom is given on how funding is used;
° Funding rates and entitlements are consistent for both pre and post 19 provision;
o Evidence requirements for providers to access flexible funding (through initiatives

such as the Innovation Code) are streamlined;
o Similar audit systems are employed for young people and adult funding streams;

° The information and reporting requirements applied by all agencies are not
burdensome and do not undermine the benefits of simplification.

2. Provide greater clarity to providers and local stakeholders about the expectations
for local accountability. In particular, the role that providers should be playing to
communicate effectively with local stakeholders and for local stakeholders to be aware of
the expectations on them to support local provider planning.

3. Strengthen the roles of LEPs and other local groups to ensure diversity of
provision. LEPs can play an integral role in ensuring that Government investment in skills
meets the priorities of the local economy and enables the community to take advantage of
growth and job opportunities. There is an increasingly important role for LEPs in clearly
articulating priorities and in working closely with colleges and private providers to agree a
response.

4. The sector should use existing examples of joint working to develop and promote
good practice in partnership working, sub-contracting and collaborative working
models. There are numerous examples of good practice approaches employed by
providers to sub-contract in an open and transparent way, and work collaboratively with
other local providers. The sector should ensure that this good practice is shared in order to
promote effective collaboration and to ensure that high-quality partnership working
between providers is the norm.

5. Undertake further communication with providers about the requirements that
have been removed in relation to reporting, monitoring and audit. Many providers
continue to collect information on the understanding that it is required by Government
agencies. At this stage in the implementation of the Simplification Plan, providers would
benefit from greater clarity on the information that is and is not required.

6. BIS to monitor the impact of cross-subsidisation in the co-funded market on
longer-term employer engagement and skills investment. It is clear that many
providers have the opportunity to subsidise co-financed provision so that they can offer
training at a low cost to employers. This provides benefits to employers, but, in the long

15
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term, there is a need for employers to actively contribute — and the continued assumption
that training should be free is a barrier to that.
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1.1

1.2

1.3

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

1. Background and introduction

Introduction

The report assesses the early impact of key aspects of the ‘New Challenges, New
Chances Further Education and Skills System Reform Plan: Building a World Class
System™ which was published on the 1 December 2011°. The evaluation was conducted
by ICF GHK and TNS BMRB. It draws on quantitative and qualitative fieldwork with FE
providers and stakeholders from November 2012 to May 2013.

The FE reform programme

The Skills Strategy: Skills for Sustainable Growth (BIS, 2010)° aimed to change the
balance between state and private sector investment in skills. Employers and learners that
directly benefit from skills investment are expected to make a greater contribution to the
cost of the training, with public investment focused on supporting those that face
disadvantage in the labour market entering and remaining in employment.

In order to support this culture shift, the government published its reform strategy for the
FE and skills system (‘New Challenges, New Chances’) to help the sector respond to
employer and learner demand. It removes various restrictions and controls, setting out a
new relationship between government and FE. The aim of the reforms is to develop a
more responsive skills system underpinned by sufficient freedoms and flexibilities to
enable providers to meet the needs of customers. The key principles of the reform
programmeare described below:

Key elements of the reform programme for the FE system’

e Students at the heart of the FE and skills system: we will empower learners from
basic skills through to higher level skills to shape the system using information to inform
their choices; government funding focused on supporting students where it can have
most impact, including the introduction of FE loans.

¢ First-class advice delivered by the National Careers Service: to be launched in
April 2012, this will provide information, advice and guidance both to inform and to
stimulate demand for further education, work-based training and higher education.
Lifelong Learning Accounts will provide learners with the information they need to make

*Available at: https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32313/11-1380-
further-education-skills-system-reform-plan.pdf

® Note that the Wolf Reforms on funding for 16-19 year olds and the curriculum offer were out of scope for
this evaluation.

® Skills for Sustainable Growth, BIS, 2010. Available at: http://www.bis.gov.uk/assets/biscore/further-
education-skills/docs/s/10-1274-skills-for-sustainable-growth-strategy.pdf

" New Challenges New Chances Further Education and Skills Reform Plan: Building a World Class System,
p3
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Key elements of the reform programme for the FE system’

the most of their learning opportunities.

e A ladder of opportunity of comprehensive Vocational Education and Training
programmes: from community learning and basic skills through to high-quality
Apprenticeships to clear and flexible progression routes to Higher Vocational
Education. The system will fuel individual achievement, power the common good and
drive upward economic performance.

e Excellence in Teaching and Learning: we will take a number of actions to develop
and promote excellent teaching, including establishing an independent commission on
adult education and vocational pedagogy to develop a sector owned strategy and
delivery programme. We will also facilitate an independent review of professionalism in
the FE and skills workforce.

¢ Relevant and focused learning programmes and qualifications: we are taking
action to ensure that qualifications are high quality and easy to understand, by
improving awareness of the Qualifications and Credit Framework, consulting employers
on their engagement in qualification development and consulting on the role of National
Occupational Standards.

e Strategic Governance for a dynamic FE sector: our removal of restrictions and
controls on college corporations paves the way for new roles for governors working
closely with other educational providers in post-14 learning, and local stakeholders
such as Local Authorities and Local Enterprise Partnerships (LEPs) to take the lead in
developing delivery models to meet the needs of their communities.

¢ Freedoms and Flexibilities: we are continuing our programme to free the FE system
from central control building upon the successes already achieved, including further
work by the Skills Funding Agency to remove bureaucratic burdens.

¢ Funding priorities through a simplified funding system: to create a simple
transparent funding system that is both robust in ensuring funding goes only to high
quality provision that delivers good value for money, while being innovative to respond
to local circumstances.

o Empowered students making informed choices: in the place of Government-based
quality assurance systems we will empower students by providing better access to
quality information. At the same time, we will take swift action in relation to failing
provision, providing intensive support and, if necessary, intervening to ensure that
alternative and innovative delivery approaches are secured for the future.

¢ Global FE: building on the growing international demand for technician and higher level
vocational skills, and the legacy of our achievement at World Skills 2011, we will
continue to support the sector to take advantage of opportunities in the global market.
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The reforms build on earlier and parallel sector developments. For example, the ability to
offer relevant and focused learning programmes is supported by the development of the
Qualifications and Curriculum Framework (QCF), which enables qualifications to be
delivered more flexibly. Empowering learners through improved information includes the
provision of common, consistent performance information about courses and providers via
the FE Choices website. Technology-led developments such as the introduction of the
Unique Learner Number (ULN) further support the ability of individuals to plan learning and
streamline the funding and administration of learning provision.The wider localism agenda,
including the introduction of Local Enterprise Partnerships (LEPs - responsible for local
economic development) provides a new paradigm for providers to engage with
stakeholders and align delivery with strategic local priorities. The recent Rigour and
Responsiveness in Skills® policy statement also makes a commitment to strengthen the
role of employers in setting apprenticeship standards, creating a new entry route to
employment (traineeships) and raising the quality of training provision and responsiveness
of skills providers.

There is further activity in the context of the skills strategy that directly impact on the
market for FE provision in England. For example, the Employer Ownership of Skills pilot
launched in 2011 provides direct investment to employers to develop and deliver provision.
In this case, many more employers are working closely with providers and, as such, it
provides a test of providers’ ability to respond to tangible employer demand and an
opportunity for providers to leverage additional resource via employers.

There are also developments in related policy areas that impact on the FE market for
provision:

o Welfare reform, including the introduction of the Work Programme and its notion of
skills conditionality provides new opportunities for providers to support employment
outcomes.

o There has been a long-term trend of increasing Higher Education (HE) provision in

FE settings. Changes to the HE market through, for example, the introduction of
tuition fees therefore impact on aspects of the potential provider offer (especially in
the context of an FE system reform programme intended to provide much greater
freedom to providers with regard to their operational and delivery models).
However, BIS has commissioned research in partnership with the Association of
Colleges (AoC) to develop an improved understanding of college-based HE to:

o Tease out the policy implications of the decline in part time recruitment to HE in
FE courses;

o lIdentify factors that could help colleges to achieve both their own ambitions and
to fulfil the BIS objective of raising the profile of HE; and

8Rigour and Responsiveness in Skills, BIS, April 2013. It is available at:
https://www.gov.uk/government/uploads/system/uploads/attachment data/file/186830/13-960-rigour-and-

responsiveness-in-skills-amended.pdf
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o Specify what more BIS - and colleges themselves - could be doing to achieve
this and help fulfil Government’s ambitions to open up the HE market to
alternative providers.

In many cases providers deliver a range of these programmes and therefore have to
respond to a different policy drivers.

Aims and objectives of the survey

The aim of the study was to assess the impact of key aspects of the FE reform
programme, in order to identify:

The extent to which providers perceive that the reforms have led to a change in the
way they work with Government, government agencies and local stakeholders;

The influence of the reform programme on creating a behaviour change in the way
in which providers: conduct local leadership, increase enterprise and
responsiveness, provide outward accountability to communities, and capitalise on
new freedom and flexibilities; and

The impact of the reform programme on meeting the overall objectives to increase
employer and learner investment in skills and create a more responsive and high
quality FE sector.

This evaluation covers the following aspects of the FE reform programme:

The freedom and flexibilities provided to colleges and private providers, removing
top down central controls to enable the sector to be more responsive to learners,
employers and communities;

Funding policy changes, including the introduction of the simplified funding rates,
the simplified funding matrix and the introduction of minimum contract levels;

Outward accountability, including the expectation that employers and learners
contribute to the co-design of providers’ skills offer, and providers give clear
information and are accountable to their community;

The simplification of administration and reduction in burden that have arisen
from the actions of the single Cross-Government FE and Skills Simplification Plan
(hereafter the Simplification Plan)®. The study also examines effective ways in
which these savings can be measures in the future;

*The Public Accounts Committee (PAC) looked at the work being done to remove bureaucracy in the FE
sector. A single Further Education and Skills Simplification Plan has been created in response to PAC’s
recommendation which called on BIS to bring together the drive to reduce bureaucracy across the whole FE
sector. The Simplification plan is available at: http://www.bis.gov.uk/assets/BISCore/further-education-
skills/docs/F/further-education-and-skills-simplification-plan.pdf
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Competition in FE, with the aim of supporting FE corporations by producing a
more detailed analysis of the issues they need to consider in relation to competition.
This element is also designed to provide an increased understanding of the extent
and nature of competition within the FE sector and how this varies geographically. It
also examines the impact of competition, including whether the theoretical benefits

are already being realised and how such benefits could be enhanced;

J Teaching and Learning, including the change in the role of Governors in
monitoring teaching and teaching; and

o Community learning, specifically the recommendations in the reform plan to
increase the income generated from those that can afford to pay and the targeting

of public funding to those that need it most.

not in scope for this evaluation, as these aspects of the reforms are being reviewed
separately.

Programme logic model

Figure 1 below sets out the theory of change underpinning the FE reform programme and
the range of outcomes and impacts that might be anticipated. The analytical framework is
included in Annex 1.

Figure 1: Evaluation logic model

Context: The skills landscape has been viewed as complex and driven historically, to a certain extent, by a target-
driven, top-down regime. This creates barriers for providers to respond to identified needs / demand quickly and
flexibly.
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Methodology

1.12 The evaluation drew on qualitative and quantitative research with FE providers',
including:

Qualitative telephone interviews with a sample of 72 FE providers;

A quantitative telephone survey of 481 FE providers (51% of the total number of
eligible FE providers);

Five competition case studies, where face-to-face and telephone interviews were
conducted with a range of local providers and stakeholders in a selection of
geographical areas; and

Six simplification and reducing burden case studies, where face-to-face and
telephone interviews were conducted with senior and operational staff responsible
for information management in a particular provider.

1.13 Further information on these research tasks are included below.

Qualitative interviews

1.14 Semi-structured telephone interviews were conducted with a selection of FE providers.
The interviews were largely undertaken between November 2012 and January 2013. The
purpose of the qualitative interviews was to explore FE provider responses to the reforms,
their perceptions of the impact so far, and how the reforms had influenced their business
planning and training offer. The findings from the qualitative interviews also informed the
design of the questionnaire for the quantitative survey. The interviews were conducted with
key decision makers in the provider, most commonly the Principal or Chief Executive.

1.15

1.16

The 72 providers that participated in the qualitative interviews included:

42 FE colleges;
20 private training providers;
2 employers that primarily deliver public funded training to their own staff; and

8 local authorities.

In total, 31 of the 72 providers interviewed delivered community learning.

'% FE providers include General Further Education Colleges (GFEs), Tertiary Colleges, Specialist colleges,
Sixth Form Colleges, private providers, local authorities and third sector providers that receive funding from
the Skills Funding Agency.
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Quantitative surveys

1.17 The survey represented an attempted census of all FE providers within the scope of this
study. Telephone interviews were conducted with 481 FE providers. The interviews were
carried out by TNS BMRB between January and March 2013 (a total of eight weeks).
Interviews lasted an average of 24 minutes and were carried out with a senior manager
who had overall responsibility for 19+ training provision within the organisation. In FE
colleges this was typically the Principal.

1.18 The survey was initially piloted with a 15 providers before it was fully launched. The
qguestionnaire consisted mainly of closed questions where respondents were asked to
select a response from a list of pre-coded responses. A smaller number of open-ended
questions were included, allowing respondents to provide verbatim responses.

1.19 A full breakdown of the interviewed sample as well at the population it represents is
provided in Table 1 below.

Table 1: Profile of final interviewed sample

In scope population Interviewed sample
(961) (481)

Organisation type (detailed) n % n %
All colleges and HE
General FE College including Tertiary College 216 22.5 125 25.8
Sixth Form College 59 6.1 20 4.2
Special College 9 0.9 4 0.8
Special College - Agriculture and horticulture 14 1.5 9 1.9
Special College - Art, design and performing arts 3 0.3 1 0.2
Specialist Designated College 10 1.0 5 1.0
Higher Education Organisation 12 1.2 7 1.2
Other private providers
Private Limited Company"’ 450 46.8 217 455
Public Limited Company 25 2.6 6 0.0
Sole Trader 6 0.6 2 0.4
Limited Liability Partnership 2 0.2 0 0.0
Company Incorporated by Royal Charter (England/Wales) 1 0.1 1 0.2
Private Unlimited Company 1 0.1 0 1.2
Public Corporations and Trading Funds 1 0.1 0 0.0
All other
Local Authority 132 13.6 76 16.0
Other Local Authority 2 0.2 1 0.4
Charitable 6 0.6 1 0.2
Community Interest Company 2 0.2 0 0.0
NHS-English Non Foundation Trust 5 0.5 1 0.2
Industrial/Provident (England/Wales) 3 0.3 3 0.4

"This includes: 148 Private Limited Companies; 69 companies limited by guarantee.
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In scope population Interviewed sample
(961) (481)
Organisation type (detailed) n % n %
Central Government Department 1 0.1 0 0.0
Other Public Organisation 1 0.1 1 0.2
Total 961 100.0 481 100.0

1.20 Due to the relatively small number of providers within each of these categories, the survey

1.21

1.22

1.23

1.24

analysis in this report focuses on differences in response between three broad types of
organisation:

o All colleges (GFEs, tertiary colleges and specialist colleges);

o All other private providers (private and public limited companies that offer public
funded 19+ provision); and

o Specialist community learning providers, such as local authorities and charitable /
third sector organisations.

The survey responses enabled the findings to be analysed by type and size of provider.
For the purpose of this research, large providers were categorised as having over 5,000
enrolments, medium-sized providers were classified as having between 500 and 5,000
enrolments and small providers were defined as having had less than 500 enrolments.

Competition case studies

There are certain assumptions underpinning the FE reform programme about the nature of
competition between FE providers. There is little existing literature on how competition
operates in FE which could be used to inform an understanding on how the greater
autonomy provided to the sector might translate into business decisions, the ‘offer’ to
customers in a given location and on provision as a whole. The purpose of the case
studies was to explore how competition was influencing provider behaviour and to identify
any potential competition issues relating to the sector — and how these are changing or
might change in future in the context of the FE reform agenda.

Interviews were conducted with FE providers and local stakeholders in five case study
areas to explore:

o The level of competition in the sector and providers’ key competitors;

o The extent to which competition influenced providers business planning and
informed decisions on price, delivery and maintaining quality; and

o The potential impact of the reforms of competition.

Case studies were selected to reflect the range of geographical areas in which FE
providers operate. They included:

o A sub-city area (East London);
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A city area (Nottingham);
A sub-regional urban area with a number of population hubs (South Hampshire);
A sub-regional rural area with a central population hub (Carlisle); and

A sub-regional rural area with a number of population hubs (Somerset).

1.25 In each case study, face-to-face and telephone interviews were conducted with 5-6 FE
providers (including GFE colleges and private training providers) and 1-3 local
stakeholders (LEPSs, local authorities and employer groups such as local Chambers of
Commerce). For each provider Individualised Learner Record (ILR) data was analysed to
show the recruitment patterns for particular institutions.

1.26 Across the five case studies interviews were conducted with 15 GFE colleges, 7 private
providers, 4 third sector organisations, 5 local authorities, 4 LEPs and 3 employer groups.
The findings from the case studies were peer-reviewed by an expert in competition law
from Cleary, Gottleib Steen & Hamilton LLP.

1.27 Existing literature on competition in FE was also reviewed and the findings are included in
Annex 4.

Simplification and reducing burden case studies

1.28 This element of the study was to:

Define the administrative costs which may be changed during the programme as
part of the Simplification Plan led by the Department for Business, Innovation and
Skills (BIS);

Identify a practical way to measure these (baseline and changes) and trial this in six
case study providers;

Indicate how reductions in administrative costs affected by the Simplification Plan
can be monitored to identify the cost benefits achieved (so far and in the future),
including through the proposed survey; and

Draw out the extent to which the Simplification Plan is making progress towards its
aims to reduce administration costs for FE providers.

1.29 The bureaucracy study has examined accepted methods of how administrative costs and
burdens can be assessed and how they can measure the administrative effects of the
Simplification Plan. It has drawn on the separate measurement exercises that have taken
place by the National Audit Office (NAO)'? and the Skills Funding Agency and other

12Reducing Bureaucracy in Further Education in England, National Audit Office, 2008. The report is available
at: http://www.nao.org.uk/report/reducing-bureaucracy-in-further-education-in-england/
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information about the Whole Provider View (WPV)"® provided by the Agency and
discussions with the Information Authority'*. From this, the study developed a method to
measure the impacts on providers of some of the elements in the Simplification Plan™°.
These elements were characterised as actions that should have an early and significant
impact on providers (items 4, 5, 7, 8, 10 and 14 in the Simplification Plan)'®. This is set out
in detail in Annex 2.

Case studies were conducted with six FE providers. The case study selection reflected the
range of sizes and type of organisations that deliver FE provision. They included:

o Two large FE providers (with income over £25m);

J One small/medium sized FE provider (with income below £25m);

o One large private provider (with over 5,000 enrolments);

. One small/medium private provider (with fewer than 5,000 enrolments); and
. One local authority.

The findings from the case studies on the impact of the simplification plan on simplification
and reducing burden is discussed in Chapter 5, and the review of a method for assessing
changes in administration costs is included in Annex 3.

Report structure
This report is structured around the different themes of the reform programme:

o Chapter 2 presents the changes that have taken place in providers as a result of
new freedom and flexibilities;

o Chapter 3 describes provider responses to the funding policy changes rolled out
in the sector;

o Chapter 4 presents the impact of the reform programme on increasing outward
accountability, and also describes the current partnerships that exist in the sector
and how providers were working with other stakeholders;

3The Whole Provider View programme has sought to explore and determine bureaucratic burdens on
providers. In the first phase the programme has focussed on four colleges: Barking and Dagenham College,
Easton College, Dudley College and Trafford College

" Reducing the provider data burden, the information authority, 2008. The report is available at:
http://www.theia.org.uk/reducingdataburden/

'™ The Department for Education, Education Funding Agency, Skills Funding Agency, National
Apprenticeship Service and Information Authority are jointly responsible for some of the actions listed in the
Simplification Plan.

'® A list of the aspects of the Simplification Plan that were in scope for the study is included in Annex 2.
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Chapter 5 presents the impact of reforms, and specifically the FE simplification
plan, on simplification and reducing burden in providers;

Chapter 6 describes the recent changes that have taken place to teaching and
learning in providers, and the extent to which the reform programme is increasing
provider focus on the quality of teaching and learning;

Chapter 7 presents the fee income strategies and key target groups for community
learning providers;

Chapter 8 describes how competition operates in the FE sector and the potential
impact of the reform programme on competition;

Chapter 9 describes how the FE reform programme has impacted on FE
provision; and

Chapter 10 presents the conclusions and recommendations from the study.
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2. Freedom and flexibilities

One of the key objectives of the ‘New Challenges, New Chances’ reform plan is to free the
FE system from central control”’”. Providers were to be given greater freedom and
flexibility to plan and deliver provision that meets the needs of their local communities. The
FE reform programme introduced the following changes to the sector:

o The removal of a range of controls and restrictions on college corporations through
the Education Act 2011. Corporations are no longer required to seek permission to
change their articles of association and legislative requirements are now reduced to
a minimum. This means that college Governors can now play a greater role in
steering the future direction of the college and also have the power to dissolve the
institution if they wish.

o The removal of central targets set by Government departments and funding
agencies (such as targets on full level 2 and full level 3 enrolments) and other
administrative changes such as the reduction in the number of data and information
requests, the reduction in the number of data collection points and the streamlining
of regulation and auditing.

o A streamlining of the education landscape by reducing the number of Government
agencies operating in the sector. Since 2010, the Qualification and Curriculum
Development Agency (QCDA), the British Educational Communications and
Technology Agency (BECTA), and the nine Regional Development Agencies in
England have been abolished and other organisations have been merged, scaled
back or become sector-led.

This section sets out how providers have perceived the policy objectives of the reforms
and their response to the changes that have taken place including how it has, or may in
future, effect business planning and governance.

FE sector support for increased freedom and flexibility

The reforms intend to provide much greater opportunity for providers to take control over
their own businesses. One factor influencing whether providers take advantage of new
freedoms and flexibilities is the level of support for what the reforms are intending to
achieve and the credibility of the reform programme in the eyes of providers.

The study identified strong support in the sector for the overall aims and objectives
of the reforms. As one large FE college stated, the “mixture of autonomy and
simplification of the FE system can make it easier to respond to local communities”. This
view was fairly consistent across all types of FE providers. The increased freedom and

" New Challenges, New Chances, BIS, 2011
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flexibilities were believed to be primarily due to the reduction of central controls and
greater flexibility in the way that funding can be used.

There was also significant support for the push to increase employer and learner
investment in the cost of training. As one large FE college stated “we have a world class
education system in the UK, and it is right that there is greater investment from individuals
and employers, as there is in other countries”.

Some providers did however believe that there was a tension between increasing
employer investment and also maintaining demand for national transferable qualifications,
such as apprenticeships. As one medium-sized private provider stated “if employers are to
pay, then they will want more bespoke qualifications, and fewer will want to take national
qualifications”. This was seen as a future challenge for the sector as it tries to increase the
take up of provision such as apprenticeships. Some of these barriers may however be
resolved as the as the Government implements reforms to encourage greater innovation
and tailoring of apprenticeships to employer needs, following the recommendations set out
in the Richard Review of Apprenticeships (2012)"®.

Around half of providers that took part in the qualitative interviews also stated that
their support for the reforms has increased in the last year. This was largely a
consequence of beginning to see the reforms influence their reporting requirements and
the way their performance was monitored by public agencies. For some, there was greater
confidence that the proposals would translate into tangible changes. As one large FE
college provider noted “we now know they [the reforms] signify more than just good
intentions”.

There were however, a small proportion of providers that were not yet convinced the
reforms will have a sustained impact on the sector. These providers were concerned that
the underlying principles of the reforms (providing greater freedom and flexibilities and
reducing bureaucracy) were not always being adhered to by other sector stakeholders
such as Ofsted and EFA. Providers reported that some organisations still require activities
that were no longer requested by BIS. Some also noted that funding policy placed
restrictions on the extent to which providers can offer more flexible provision to employers
by offering QCF units which they believe went against the aims of the reforms.

Many providers were able to identify individual examples of perceived inconsistency
between the intent of the reforms and the practices of public authorities and agencies.
What varied was the extent to which these were seen as being an inevitable part of the
transition to a new working arrangement with government. Most providers were quite
sanguine about this, accepted that the implementation of the reforms was on-going and
did not see specific examples of inflexibility as undermining the credibility of the reforms
overall. Further, it was expected that many of these concerns are likely to be alleviated as
the reform programme becomes more established in the sector.

'® Richard Review of Apprenticeships, Richard, 2012. Available at:
https://www.gov.uk/government/uploads/system/uploads/attachment data/file/34708/richard-review-full.pdf.
The Government response for consultation is available at:
https://www.gov.uk/government/consultations/future-of-apprenticeships-in-england-richard-review-next-steps
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The impact of the reforms on FE business strategy and planning

Level of impact to date on provider business strategies and planning

The reforms are beginning to influence business plans and strategy for a wide
range of providers. Figure 2 shows that more than four out of five providers (83%) felt
that the reform programme had affected their organisation’s business strategy and
planning to some extent. The effect had been felt in all types of provider but was more
common among larger providers (91% of large providers reported an influence compared
to 68% of small providers).

This response reflects that providers now have a clearer understanding of the potential
impact of the reforms on the sector and greater belief that the reforms signify a significant
shift in policy. As a result, most providers recognised the need to position themselves to
take advantage of the reforms, so that they could grow their service offer. This
demonstrates a major shift from the position in 2011 when the assessment of sector
preparedness for the FE reforms'® found that the majority of providers were “waiting to
see” how the reforms were implemented before developing a strategic response.

A few providers believed the reforms had reinforced their plans rather than leading to a
significant change in approach. These organisations already considered themselves to be
‘commercially-minded’ and had plans in place to increase income generation activities. As
one medium-sized college stated, recent policy led to “a continuation of a journey that
began before reforms”. For other providers, the changes have been more profound,
leading providers to explore new opportunities to work with new types of learners (such as
young people studying at Key Stage 4), develop new delivery models and consider new
methods for working with partners.

Y BIS Briefing Paper 60: Research to assess preparation for and changes arising from the new FE reforms
and skills policies, CFE, 2011. A summary report is available at:
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32357/11-1420-research-new-
fe-reforms-and-skills-policies-summary.pdf
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Figure 2: Impact of reforms on business strategy and planning
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Nature of impact on provider business plans and strategies

2.13 The most widespread impact of the reforms has been on how providers identify new
business opportunities and plan provision (73% of all surveyed organisations cited this).
Many of the providers participating in the qualitative interviews also stated that a reduction
in top down controls meant they had more flexibility in how they plan and deliver their
provision during the academic year. Specifically, providers believed that they had greater
opportunity to deviate from the plan of activity that they had agreed with the Skills Funding
Agency at the start of the year. This meant that their plans have become more dynamic
and changed regularly during the year. For some providers this constitutes a major shift.
One large FE college stated: “we can now go to employers and say, ‘tell us what you
want,’ and we can provide it”.

2.14 The reform programme has also had a significant influence on providers’ strategic
approach to delivering core services. As shown in Table 2, nearly two-thirds of providers
(64%) stated they had undertaken new approaches to partnership working, 62% reported
that they had developed new strategies for teaching and learning and just over half (56%)
had also changed their business models. Against a backdrop of reduced FE funding rates
and greater purchasing power for students (such as the 24+ Advanced Learning Loans
and FE Choices) there appears to be a growing realisation among providers that they
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need to identify new methods for recruiting learners, and partnerships and new delivery
models were seen as an effective way of doing this.

Table 2: Impact from reforms on business strategy and planning

Percentage of all surveyed
organisations

Changes in your organisation's approach to planning provision 73
New approaches to partnership working 64
New strategies in place for teaching and learning 62
Changes to your organisation structure and/or business model 56
New sub-contracting arrangements 47
Greater accountability to the local community 42
Changes to governing and management structures 38
Use of shared services 30
Changes to the overall mission of your organisation 24
Some other way 5

Don'’t know 1

Base: All respondentsZO 481

2.15 In some aspects of strategy and planning, large and medium providers were more likely
than smaller providers to report that the reforms had led to a change in approach. The
most significant differences (as shown in Table 3) were in:

° Approaches to partnership working;

o New sub-contracting arrangements;

J The use of shared services;

o Greater accountability to the local community; and

o Changes their organisation structure and/or business model.

2.16 This may be because large and medium providers often offer a wider range of courses and
therefore have greater opportunities to expand their offer and generate efficiencies. Many
of the large and medium providers that participated in the qualitative interviews stated that
they planned to expand their offer in some sectors by increasing sub-contracting and
partnership working and adapting their business model. By contrast, the smaller providers
that were interviewed were less likely to state that they had plans to deliver training in new
areas as they were not able to make an upfront investment to purchase new equipment
and take on new staff. Large and medium providers were also more likely to report that
they could make efficiency savings through shared services.

2 This question was only asked of respondents who said that the reforms had affected their business
strategy and planning ‘a lot’ or ‘a little’.
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Table 3: Impact from reforms on business strategy and planning by provider size

Number of enrolled learners

Small Medium-sized Large

providers providers providers
Changes in your organisation's approach to 86% 88% 88%
planning provision
New approaches to partnership working 66% 76% 84%
New strategies in place for teaching and learning 77% 74% 73%
Changes to your organisation structure and/or o o o
business model 59% 64% 75%
New sub-contracting arrangements 42% 54% 68%
Greater accountability to the local community, for
example through collaborative or partnership 33% 46% 66%
strategies
Changes to governing and management 37% 44% 529
structures
Use of shared services 24% 36% 42%
Changes .to the overall mission of your 329, 26% 30%
organisation
Some other way (please specify) 13% 17% 18%
Base: Those who said that the reforms had
affected their business strategy and planning ‘a lot’ 91 164 145

or ‘a little’

The impact of the reform programme on organisational structures

Changing governance structures (in colleges)

The reforms have started to impact on college governance structures. Half of colleges had
reviewed their governance structure as a consequence of the reforms, and around a third
(31%) stated that they had made or planned to make changes (as shown in Figure 3).
These changes were primarily a consequence of the reform programme, although a small
number of colleges indicated that they had made changes as part of their on-going work to
improve management and governance.

A few of the providers that participated in the qualitative interviews reported making or
planning to make changes to their governance structure. The most common changes were
streamlining membership to ensure more active governor involvement. A few providers
had also changed the composition of the group to include an increased number of local
employers.

There was evidence that many providers were still coming to terms with the implications of
the reform programme on the role of Governors. Most providers also think that their
current governance structures were largely effective and therefore did not see an
immediate need for change. The qualitative interviews highlighted that governance
arrangements are an on-going consideration for colleges and perhaps more so than in the
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past. Even where colleges have reviewed existing governance arrangements and have
confidence in those arrangements, there is an acknowledgement that FE organisations are
evolving and that there was a need to regularly review fitness for purpose.

2.20 There is also a sense that the reforms had increased awareness of the need to maintain

2.21

high standards in governance. A few of the colleges that participated in the qualitative
survey stated that they had adopted the Foundation Code for College Governance?', and
a few also stated that they had utilised other tools, such as the Policy Governance Model
developed by John Carver??. This supports the sense that governance is an increasingly
central consideration for colleges.

Figure 3: Changes to college governance structures as a result of the reforms

And, have you made, or do you plan to make
changestoyour govemance structure as a result
ofthe reforms?

Have youreviewadthe governance structure of
yourorganisation as a result of the reforms?

Don't Don't
know, 2% know, 5%

o,
No. 49% Yes, 50%

Mo, 64%

Base: All colleges (169)

New delivery models

The flexibilities introduced in ‘New Challenges, New Chances’ gave providers greater
opportunity to set up new business and delivery models. Some examples of the business
and organisational models that providers were expected to consider include:

o The setting up of new companies or trusts, such as Group Training Associations or
Apprenticeship Training Associations;

o Working with employers to set up University Technical Colleges sponsored by the
Department for Education;

o Sponsoring or working with academies and free schools; and

! The Foundation code of Governors was developed by the Association of Colleges (AoC) to share effective
practice for good governance. The Foundation code is available at:

http://www.aoc.co.uk/en/college governors/english-college-code-of-governance/

*? Further information available at: http://www.carvergovernance.com/model.htm
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o Developing mutualisation models where employees take over the services they
provide.

2.22 The research found that many providers were planning to implement new delivery
models as a result of the reforms. Nearly two-thirds (65%) of providers stated that they
had reviewed their business structures and 61% reported that they had made or planned
to make changes as a result.

2.23 The reforms appear to be having a similar level of impact on business structures for all
types of provider. Around two thirds of respondents in colleges (65%), private providers
(66%) and ‘other’ providers (65%) alike indicated that they had reviewed their business
structure as a result of the reforms. Structural changes involving formal working with other
providers were more common among colleges than among private providers.

2.24 Impacts on business structure were strongest for larger training providers. Around three
quarters of medium and large providers said they had reviewed their business structure as
a result of the reforms; with around two thirds indicating that they had actually made or
were planning to make changes as a result. This compared with around half (48%) of
small providers that had reviewed their business structure and 46% that had made or
planned to make changes.

Figure 4: Perceived impact of reforms on business structures

65%

1%

Haveyouraviewedthe haveyoumade, ordo you Dothese structural
businessstructure of your planto make changesto  changesinvolee formal
organisationas a result of yourbusiness structure as working with other

the reforms? a result of the referms? providers?

e Base
Small providers 48% 46% 21% (134)
Medium-sized providers 72% 65% 27% (187)
Large providers 73% 69% 39% (160)
Type of organisation:

Colleges 65% 59% 40% (169)
Other private providers 66% 61% 19% (216)
All others 65% 68% 33% (96)

Base: All respondents (481)

2.25 Around half (47%) of the providers that had made, or planned to make, changes to their
business structure stated that they were developing more formal working with other
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providers. In the qualitative interviews there were examples of providers planning to
sponsor academies or University Technical Colleges (UTCs).

In the qualitative interviews there were a few examples of providers setting up new
enterprises and consortia to develop their commercial offer and take on high-risk
ventures. For example, some providers have taken over small private providers that
specialise in a particular sector area. These providers felt that small private providers are
perceived by employers to be more specialist and flexible than a college.

For ambitious providers, the ability to acquire other providers or set up new companies
was one of the most important practical advances of the reforms. Providers believed that
the reforms enabled these changes to be made more swiftly as they no longer had to gain
agreement from the Skills Funding Agency. The changes had further empowered
Governors, which supports the reform objective of facilitating more effective governance.
This response was not yet widespread across the sector but it may be that the providers
that have already made changes were ‘early adopters’ and could therefore provide an
important signal for the future developments that are likely to take place in the sector.

There was arguably less of a focus on mergers than was evident in the 2011 research on
preparedness for the FE reforms. Most providers did not have immediate plans for
mergers, mostly because they had been unable to identify a suitable partner organisation.

2.29 There is early evidence that the reforms are creating a noticeable simplification of the

process for completing a merger, should they be needed. As a medium-sized FE college
that had recently merged stated, the reforms had “reduced the amount of red-tape, which
was nice”. Many perceived this to have a business benefit on their organisation, because
the administrative requirements for conducting a merger were previously felt to take staff
time away from business planning and rolling out new learning programmes.

2.30 Few colleges have conducted a college structure and prospects appraisal to consider

2.31

other changes to their constitution, such as mutualisation models. This was because
providers were initially exploring the more practicable changes that needed to be made to
improve quality and expand the training offer. These wider options may be considered in
more depth in the next few years.

Use of shared services

The reforms give providers greater freedom to work with other providers to develop shared
services in areas such as HR, finance and facilities management. There is also an
expectation that shared services would be used to enable providers to share equipment
and teaching staff so that they could deliver training in new sector areas. The use of
shared services can generate efficiency savings which can be directed into areas such as
teaching and learning.

2.32 According to the survey, three out of ten providers (30%) were using shared services as a

result of the reforms. In the qualitative interviews most providers believed that shared
services could reduce staffing costs and therefore bring considerable savings in the long-
term. There was little evidence from those that have embraced the shared services model
of savings to date, partly as a consequence of the high upfront cost of making redundancy
payments.

36



2.33

2.34

2.35

2.36

2.37

2.38

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

There were also a series of reported barriers which suggest that the use of shared
services may not become significantly more widespread in the short to medium-term. The
most common barrier reported by providers was a perception that shared services took
away provider control of their core functions, which created new business risks. There are
also practical challenges reported by providers that have explored shared service models.
For example, some providers experienced difficulties in agreeing with partners how the
shared services would be implemented (who would be responsible for which service) and
had failed to gain agreement.

The growth of sub-contracting

The reform programme had led to an increase in sub-contracting in the sector, with around
a half (47%) of providers reporting new sub-contracting relationships in the last two years.
This was higher among larger providers, with 67% of large providers reporting they had
entered into new sub-contacting arrangements.

The increase in sub-contracting can be seen as being primarily due to the introduction of
minimum contract levels in 2012/13. Minimum contract level policy meant that the Skills
Funding Agency would not directly manage contracts with a value of less than £500,000%.
Providers that had previously held contracts less than this value were expected to instead
sub-contract their provision from other providers. It was an arrangement brought in to
generate efficiency in contracting, but in practice was a spur for providers to develop new
delivery arrangements.

In the qualitative interviews many colleges and large private providers stated that they had
taken on new sub-contracts. A few reported a significant increase, in some instances
taking on 8-10 new sub-contracts and doubling their amount of franchised work.

Many colleges saw sub-contracting as an opportunity to expand their offer. Colleges felt
that smaller providers often had lower overhead costs and therefore could deliver some
employer provision at a lower cost than a college. In addition, some smaller providers
already had staff in place with sector knowledge and had a good reputation with local
employers. Sub-contracting was therefore generally considered an efficient way to deliver
new provision. However, there remained a few colleges that were more circumspect in
entering into new sub-contracts, stating that they believed it may compromise quality in the
organisation which may affect their Ofsted grades.

The increase in the number of sub-contracts managed by large providers has created risks
and new challenges in maintaining quality in new partners. Some providers found that new
sub-contractors were not always able to meet their reporting requirements or faced
difficulties in collecting the appropriate level of information. It appears that most providers
have learnt from these experiences and there is now greater scrutiny of quality standards
and reporting requirements before they enter into new relationships. The increased use of
sub-contracts had also arguably put effective partnership working higher up the agenda of

% Later in its implementation exceptions were introduced. GFE colleges, specialist colleges, large employers
contracted through the National Employer Service, HEIs, Sixth Form Colleges and Schools were exempt
from minimum contract levels. For apprenticeship providers, an exception to Minimum contract levels would
be given if removing the direct contract would lead to a loss of apprenticeship places.
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many large providers. It was in the interests of contract holders to support some capacity
building with their existing and potential partners. Crucially, there is a shift in responsibility
within this from the Skills Funding Agency to the sector itself.

In the qualitative interviews, relatively few smaller providers entered into a consortium with
other providers. Some providers reported that this was due to difficulties in setting up a
new company, and in particular deciding on how the financial risks would be managed and
who would take responsibility for managing the core contract. Developing a consortium
was also seen as very time consuming as a provider needed to identify suitable partners
and to then agree quality assurance standards and how quality assurance would be
monitored. As a result, most providers entered into a sub-contracting relationship with a
large provider. This was primarily because a direct sub-contract relationship was easier to
manage. As one small private provider stated “we are used to having targets set and
having to meet them, so things have not really changed”.

A few of the smaller providers that worked with larger providers did express concerns that
their new working relationship had limited the extent to which they could grow their
organisation. A few stated that their sub-contracts did not enable them to offer training in
sectors that the prime contractor saw as one of their main markets. As a result they did not
believe they had the opportunity to expand into new areas.

38



3.1

3.2

3.3

3.4

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

3. Funding policy changes

‘New Challenges, New Chances’ aimed to simplify the funding landscape and ensure
public funding is targeted at those that need it most. Previously, providers had to map
provision against a range of adult funding steams, each of which had different funding
rules, as well as negotiating a complex set of funding rates to calculate the income that
they would generate. In order to address these issues and ensure providers could spend
more time on strategic planning and delivery the following funding policy changes were
introduced:

o The introduction of a single funding system in 2013/14 for the Adult Skills Budget
(ASB), to replace the Employer Responsive (ER) and Adult Responsive (AR)
funding streams. The full roll-out of funding simplification is taking place in 2013/14.
In 2012/13, the ASB incorporated the ER and AR funding streams to allow providers
to plan for the changes.

o The introduction of a simplified rates matrix of 30 rates to replace the over 6,000
rates that were previously available. In 2012/13 the simplified rates matrix was run
alongside the old rate system. The simplified rates matrix will be fully rolled-out in
2013/14.

o Changes to funding entitlements include the introduction of fee remission for
individuals on Job Seekers Allowance or Employment Support Allowance wishing to
do stand-alone units, the removal of entitlements, the introduction of 24+ Advanced
Learning Loans and co-funding for some learners aged 24 and over. Most of the
changes to entitlements were made in 2011/12 and 2012/13. 24+ Advanced
Learning Loans are due to be introduced in 2013/14.

o The introduction of an Innovation Code, which enabled providers to draw down
funding for programmes that meet a particular employer skills need while they are
simultaneously developed for the QCF.

This section reports on provider perceptions of the funding policy changes and the impact
these changes have had on FE organisations.

The simplified funding system

The Adult Skills Budget

As shown in Figure 5 below, there was fairly strong support for the introduction of the
single Adult Skills Budget (ASB). Seven out of ten providers felt that the introduction of
ASB enables their organisation to be ‘a lot’ (35%) or ‘a little’ (35%) more flexible.

For some providers, the new funding system and opportunity to move funding more
easily between the funding pots had perhaps been the most significant early benefit
of the reforms. In the qualitative interviews many senior managers believed that this
flexibility had meant that they were now able to respond more quickly to the demand from
employers and learners. As one medium-sized FE college reported “it means we can be
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more fleet of foot and responsive”. Many providers gave examples where an employer or
partner had requested training and they could quickly set up the training without having to
seek approval from funding agencies.

One of the main areas where the new funding system was beginning to provide benefits
was by enabling providers to develop a more flexible employability offer. The demand for
employability provision was thought to fluctuate during the year and also needed to be
tailored to the need of particular learners. As a result it was difficult to predict demand and
budget for employability provision at the start of the year. The introduction of ASB meant
that providers could more easily expand their offer if demand increases. Large and
medium providers were more likely to report that ASB allowed them to be more flexible in
their approach which most likely is because these organisations deliver a broader range of
programmes through adult and employer responsive provision.

Figure 5: Support for the simplified funding system and matrix

Do you feel that the move
to the single Adult Skills

Budget has allowed your Do you feel that the
organisation to be more introduction of simplified
of less flexible inits funding rates will benefit

approach? your erganisation?

Yes—to alarge extent 1294

Alot more flexible

3580 MET = 48%
NET=T0% Vo5 — b0 some axtent 3%
0,
Alittle more Aexibla 356%
M 34%
Mo difference 17%
Alittleless fexible 2% Kot eppliceble %
Alot less flexible 6% T oo eardy to tell 9%
Dot know  —— 2:"{’ Dot knoy — —
Mot applicable 2% S
More flexible (a lot Yes (to a large or to
or a little more) some extent) Base
Small providers 50% 44% (134)
Medium-sized 75% § 53% (187)
providers '
Large providers 81% 43% (160)
Type of organisation:
Colleges) 78% 43% (169)
Other private providers 68% 54% (216)
All others 61% i 42% (96)
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Simplified funding rates

There were mixed views from providers responding to the survey about whether the
simplified funding rates would benefit their organisation. Around half of providers (47%)
believed it would provide a benefit, although smaller providers were more positive in this
regard. The main anticipated benefits were reduced internal bureaucracy and greater
clarity in the process. As some providers stated:

“... it will cut down on bureaucracy and we can put the resources [inJto teaching and
learning and the students” [large FE college]

“It makes it easier for us to monitor [our performance] and simplifies the workload”
[small private provider]

“There is a lot more clarity about the funding in terms of fully funded or co-funded
provision, which will make it easier for providers and learners to understand what
they can or can't access funding for.” [medium-sized FE college]

A few providers also believed that the simplification of the funding rates aided
transparency between teachers and senior managers because all were able to understand
the funding methodology. This helped heads of departments to manage their budgets
more effectively.

In the qualitative interviews some providers stated the changes would not have a benefit to
their organisation because their IT systems could automatically generate cost information.
One large FE college stated that: “the calculations were hidden anyway, so it will not
change much”. This view was more common among large and medium providers, which
may be because in the qualitative interviews these providers were more likely to report that
they had tailored or bespoke IT systems.

Table 4: Perceived benefits of introduction of simplified funding rates

% organisations that % all
believed it would have a respondents
benefit

Less bureaucracy 43% 20%
More clarity in the funding processes 31% 15%
Planning made easier 15% 7%
Less time spent on administration 4% 2%
[makes it] Easier to manage finances 3% 1%
Responsiveness / allowed to be more responsive to demand 3% 1%
Creates a more ‘level playing field’ / fairness in market 2% 1%
Increase in income to providers 2% 1%
Increase in participation / greater numbers of learners 1% 1%
More flexibility in curriculum design / more variation in courses 1% *
Partnership working / make partnership working easier 1% *
Something else 10% 5%
Don't know 1% 2%
Base: All who felt there had been benefits 228 481
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The use of the Innovation Code for funding new training programmes

The purpose of the Innovation Code is to give providers more flexibility on the courses that
can be subsidised through state funding. The Innovation Code enables providers to draw
down funding to deliver qualifications that have not yet been developed. In order to use the
Innovation Code providers need to obtain evidence of employer interest in the qualification
and also demonstrate that an Awarding Organisation (AO) is willing to develop the
qualification.

3.10 Most providers believed that the Innovation Code could help them to deliver tailored

3.11

courses that reflected the specific responsibilities of individuals in the workforce. Some
gave examples of employees that may have management responsibility as well as
undertaking front-line service duties. These individuals could be supported through a new
qualification or units.

However, very few used the Innovation Code. This was because many providers had
experienced difficulties in meeting all the eligibility requirements. Providers believed the
most challenging criterion was gaining support from an AO to develop the QCF
qualification. Many providers stated that there is a lack of incentive for AOs to support the
development of new units because in most instances they will attract few learners. This
was unlikely for qualifications that were tailored for a small group of learners. As a result,
the income the AO would generate from the qualification was likely to be less than the
development costs. In addition, if providers are unable to gain support from the AOs that
they were already working with, they would need to register with the new AO and gain
approved provider status which often takes many months and would delay the speed with
which they could respond to demand.

Changes to funding entitlements

3.12 There has been a shift in funding entitlements to reflect the wider Government objective of

targeting the limited public funding at those who need it most. In the last two years, this
has seen:

o The introduction of full funding for stand-alone units, alongside funding for full
qualifications, to individuals on Jobseekers Allowance and other benéefits;

o The introduction of co-funding (replacing full funding) for learners over 25 years
without a full level 2 qualification;

o The removal of funding for learners studying level 3 and 4 work-based learning
programmes
o The removal of full funding for ESOL courses and reduction in the funding rate uplift

for Skills for Life from 40% to 20%; and

o Increasing investment for apprenticeships, particularly adult apprenticeships and
higher level apprenticeships.

3.13 Perhaps the most significant impact of the changes to funding entitlements has been an

increase in the training offered by providers to the unemployed and those on benefits.
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Many providers stated that this was an area where they had expanded their offer and
which they see as a priority area in the future.

Otherwise the change in funding entitlements has not led to a major change or
rationalisation of providers’ training offer. Most have maintained their offer for level 3 and 4
courses, even though some believed that demand from adults had been affected by the
removal of full-funding. This was because most providers still had considerable demand
from young people for level 3 and 4 training, and so they could deliver courses with large
class sizes, even if there was lower demand from adults. The income these courses
generated from funding for young people enabled the courses to be offered at a low cost
to adults.

There has also been a slight decrease in Skills for Life and particularly ESOL provision.
Providers were charging for ESOL provision and therefore demand had decreased.
Moreover, the reduction in subsidy for Skills for Life provision meant that some providers
had withdrawn from offering more costly provision such as courses delivered in community
settings. However, most providers continued to offer these courses, although many were
now run less frequently and with larger class sizes to make them viable.
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4. Outward accountability

The Baroness Sharp review of the role of FE colleges outlines an expectation for colleges
to be a ‘dynamic nucleus’ at the heart of their communities®*. ‘New Challenges, New
Chances’ aims to support this vision by:

o Encouraging local decision-making by giving greater autonomy to FE colleges;

o Simplifying the funding system for adult skills to prevent colleges from retreating to
the low risk areas of 16-19 and apprenticeships;

o Promoting the value of partnership working as effective partnerships can support
the development of new innovative ideas, identify new complementary services and
reduce risk; and

o Encouraging providers to treat employers and learners as co-designers of their
skills offer by leveraging greater learner and employer buy-in and ownership into the
running of the college.

This chapter explores the extent to which the FE reform programme has led to greater
involvement of learners, employers and partners in provider planning.

The role of employers, learners and local partners in college decision
making

Market intelligence used to inform provider plans

There is a cognisance among nearly all providers of the need to support their local
communities and that this is the central part of their mission. This was widely
reported in the qualitative and case study elements of the evaluation by FE colleges and
was seen as something of a defining characteristic for the sector. Most providers believed
that this was the most important factor influencing their decisions to prioritise provision and
the groups of learners they seek to target.

Most providers have systematic methods for gathering market intelligence on employer
and learner needs. The most common method was consultation with other local partners
that represent the interests of local learners and employers. Most providers stated that
they had strong working relationships with local authorities, Jobcentre Plus and LEPs, and
through communication with these partners they identified the areas where they should
expand their offer. A few providers had formal systems in place for gathering this
consultation, such as local planning groups. However, much of the communication was
relatively informal, drawing on bilateral communication and feedback.

24 A dynamic nucleus: Colleges at the heart of local communities, Baroness Sharp of Guildford, 2011.
http://shop.niace.org.uk/media/catalog/product/d/y/dynamic_nucleus - full_-final.pdf
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Many providers also drew on LMI data, and some used labour market analysis tools such
as Analyst and EMSI. These products analyse publically available data to produce reports
on sector priorities in providers’ local areas. Some providers analysed research conducted
by other stakeholders, such as local authorities, LEPs, Sector Skills Councils and
previously by Regional Development Agencies, and many also drew on partners’ strategic
priorities to identify areas where they should grow their provision in the future.

In a few cases, employers and learners were asked by providers to give feedback directly
on the types of services that they require. This intelligence is typically gathered by
conducting surveys with current or prospective learners. There were also many examples
of providers having representation of local employers and learners on their board of
Governors. However, most providers noted that it was costly to gather regular intelligence
from prospective users, and therefore the intelligence provided by local partners was most
important. Jobcentre Plus, for example, works with job-seekers to develop action plans to
get them into employment. This information could be used to inform training needs.

Some providers also work directly with large employers in the sector and use these
networks to understand their needs and also ‘what they are willing to pay for’. The extent
to which this takes place varies by provider. Some have well established relationships in
place with local employers and are actively developing new relationships. These are
generally providers that already consider themselves ‘commercially minded’. For some
other providers there is evidence that the reforms are beginning to influence approaches to
engaging and collaborating with local employers but there is less tangible evidence that
this has led yet to new relationships.

The role stakeholders play in influencing planning decisions

Employers and learners are the most significant stakeholders that affect provider
decisions, as shown in

4.10 Table 5. Private providers were generally more likely to consider employers to have the

4.11

greatest influence on their provision (reported by 50% of private providers), and colleges
were more likely to consider students to have the greatest influence on their provision.
This reflects a different focus of the two types of FE providers, with private companies
more likely to undertake work-based learning and recruit employers, whereas FE colleges
are more likely to recruit learners to classroom-based learning.

However, providers are also influenced by a wide range of different stakeholders. As well
as learners and employers, the majority of providers’ plans were also informed by local
business groups, Jobcentre Plus, Ofsted (whose decisions on quality appear to influence
the areas where providers choose to expand their offer) and local authorities (as shown in
Figure 6). This demonstrates the complexity of decision making in the sector, as providers
balance the needs of a range of stakeholders.
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Table 5: Stakeholders who have the most significant effect on provision

Other
private
Total Colleges providers Al others

Existing and potential employers 34% 30% 50% 9%
Existing and potential students 27% 38% 12% 39%
Jobcentre Plus 9% 6% 8% 14%
Local businesses 4% 7% 4% 1%
Sector Skills Councils 3% 2% 6% 0%
Local and county authorities 3% 2% 2% 6%
Ofsted (inspections) 3% 2% 3% 5%
Other FE providers 2% 2% 2% 1%
Local Enterprise Partnerships (LEPSs) 2% 4% 2% 1%
Charities / third sector organisations 2% 1% 1% 5%
Industry professional bodies 1% 0% 2% 0%
Other 5% 3% 5% 9%
Don't Know 3% 3% 1% 6%
Base: All respondents except private companies 458 169 192 95

who mainly provide internal training

Figure 6: Influence of stakeholders on provision offered by organisations

ity
J/Pﬁ»%;ﬁgf};@/ 74

Base: All organisations except private companies who mainly do internal training (458).

g

The influence of the reforms on changing the way that providers develop their
plans

4.12 The reforms have not yet led to a significant change in the way that providers gather
information on demand. In the qualitative interviews very few providers stated that they

46



4.13

4.14

4.15

4.16

417

4.18

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

had made significant changes to the way in which they consult with employers and
learners. Most providers would argue that they currently have effective systems in place
for gathering market intelligence and therefore do not need to make significant changes.

There is a sense that the reform programme has led to a change in the relationship
between providers and local partners. The new flexibilities have enabled providers to
respond more quickly to community needs, and it is clear that this is leading to a more
responsive relationship with other partners, and greater complementarity of services. This
in part is due to reductions in public subsidy for certain courses which is leading providers
to try to identify new income sources by working with other organisations that can refer or
commission services. Providers are also looking to draw income from courses that can be
fully-funded by the state which is why many providers are developing strong relationships
with Jobcentre Plus.

Impact on the reforms on the way providers communicate with
employers, learners and local partners

Information provided to learners and employers

Most providers communicate information to learners through their website, prospectuses
and informally during careers events and open days. Providers typically communicate
information on success rates, inspection rating and employer feedback.

Provider communications to employers and learners are primarily for marketing purposes,
rather than to enable them to hold scrutinise performance and hold the provider to
account. As a result they are sometimes selective in what they choose to emphasise. This
highlights the importance of having validated, transparent provider performance
information that employers and learners can draw on from independent sources, should
they so wish (such as the FE Choices model). It also supports the need for improving
access to data collected by Government to inform decisions on funding?®.

There is a sense that the need to market and promote provision to ‘customers’ means that
providers are geared towards being learner-centred. All providers believed that positive
employer and learner feedback and success rates helped them to attract new learners,
and in order to maintain high standards, providers recognised that they had to provide a
high-quality learning experience.

Few providers had processes in place to systematically report to employers and learners
on the performance of the college. Where providers reported to learners or employers, it
was primarily through local student councils or through their board of Governors which
many felt represented the need of their local community.

The reforms have not yet led to a significant change in the information provided to
learners and employers. This perhaps reflects that there is a lack of clarity among
providers on what is expected in terms of outward accountability. The reforms state an
expectation that providers are accountable to employers and learners and most colleges

% The Cabinet Office published an Open Data Charter on 18 June 2013 (available at:
https://www.gov.uk/government/publications/open-data-charter/g8-open-data-charter-and-technical-annex)
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would argue that this is done through working with intermediary organisations and their
Governors who are better able to articulate the skills needs of the local community. There
is also a strong sense that providers believe that they are accountable to learners and
employers as they need to achieve good learner feedback and success rates to attract
new learners. As a result many providers see no need to change their approach.

Information provided to local partners

4.19 Most providers believed that they had a responsibility to support the local skills priorities of
LEPs and local authorities, and before then local Government offices and Regional
Development Agencies. Providers are often asked to provide information to partners on
the progress they have made to support local priorities, with more rigorous assessment of
performance conducted by their board of Governors. In most providers the reforms have
not influenced this approach.

4.20 It is notable that in many areas the LEPs have played a key role in developing an
infrastructure where providers meet regularly with other providers and other local
stakeholders. This creates a forum where local partners can plan local activity and
providers can share information and enables partners to scrutinise and challenge college
plans.

4.21 Many providers believed that they already worked closely with third sector organisations,
particularly when planning and marketing community learning provision. It was widely
acknowledged by providers that third sector organisations provide a valuable insight into
the specific needs of local communities which helped them to plan their offer. As a result
there is some communication between providers and third sector organisations.

4.22 It was identified from the competition case studies that many local stakeholders do not
consider it their role to scrutinise provider plans. Many local stakeholders saw their role as
influencing the provider offer rather than holding providers to account. Community
Learning Trust pilots were an exception because there was evidence of more joint
planning of provision and local partners (including third sector organisations) having the
opportunity to challenge plans.

4.23 For the reforms to lead to a significant shift in approach across providers’ skills offer,
further clarification on partners’ role needs to be communicated to all stakeholders. Some
areas would benefit from a forum for decisions to be discussed, and it may be that LEPs
could potentially provide this role. The research suggests that where there is a natural
stakeholder forum for colleges to connect with, they are actively doing so. There are two
clear levers that encourage this active engagement:

o First, as a route to accessing local training funding; and
o Second, as a forum for dialogue between providers (especially between colleges
and local authority providers, where these exist) to co-ordinate provision that has a

strong societal focus (i.e. that is a function of the FE mission rather than being more
commercially-geared provision).
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4.24 1t is also worth noting that these discussions are much more focused on FE colleges
specifically. This suggests that FE colleges have a clear view of their responsibilities in
terms of local accountability.

4.25 Private providers were found to be less likely to engage with local forums, although many
private providers were found to be working with local stakeholders. This in part is because
many of these formal forums have developed organically, and as a result do not always
reflect the diversity of providers that operate in a local area.

The impact of the reforms on partnership working

4.26 There has been a general increase in providers’ engagement with local stakeholders. Over
half (60%) of all providers felt that partnership working had increased in the current
academic year, with a quarter (24%) indicating that it had increased ‘a lot’ (as shown in

4.27

4.28

4.29 Figure 7). Eight out of ten (80%) providers believed that this changes was due to the
reforms, of which a third (37%) indicated that the reforms had contributed ‘a /lot’ to the
increase.

4.30 In the qualitative interviews it was evident that the introduction of minimum contract levels
had led many providers to work with new organisations. In many instances this was felt to
increase coordination. As one large FE college stated, “there are now fewer organisations
to work with, so we can bring everyone around the table and decide what we each need to
offer”. This supports the objective of the reforms for greater complementarity of local
services but in some instances the reduction in providers may reduce choice in the sector.

4.31 Many providers also stated that the new freedom and flexibilities has led them to work with
new local businesses to expand their offer. In this instance partnership working is a by-
product of providers looking to identify new business opportunities. It is likely that this will
increase in future as providers look to deliver provision in new sectors to leverage greater
employer investment.
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Figure 7: Changes in levels of engagement with local stakeholders

mincreasedalct = increased a little Stayed the same Decreasad alile wmDecressedalot  mDon't Know

29, 1%
7% 36% 22% 2%
Other Community 500 More
private All Learning or 501 - than
Total Colleges  providers  others providers less 5,000 5,000
Increased a lot 37% 40% 33% 39% 41% 25% 37% 46%
Increased a little 36% 37% 34% 40% 41% 36% 36% 37%
Stayed the same 22% 17% 29% 18% 14% 34%  25% 11%
Decreased a little 2% 2% 3% 0% 1% 5% 1% 1%
Decreased a lot 2% 3% 1% 3% 2% 1% 1% 4%
increased a lot /a 73% 7% 66% 79% 82% 60% 73%  83%
pecreased a lot la 4y 5% 4% 3% 4% 6% 2% 6%
Don't Know 1% 1% 1% 0% 1% 0% 1% 1%
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Base: All respondents

except private

companies who 458 169 193 96 169 121 177 160
mainly provide

internal training

Providers worked in partnership with a range of organisations. As shown in Table 6, there
are 11 different ‘types’ of stakeholder that around half or more (as least 47%) of providers
report working in partnership with. On average each provider had active partnerships with
seven different types of organisation. Large organisations generally had partnerships with
a higher number of organisations, reflecting that they typically have a more diverse
learning offer.

Jobcentre Plus was most commonly regarded by providers as a key local partner. Many
providers believed that their joint working with Jobcentre Plus has increased in the last two
years as a result of the change to funding entittlements and also in response to recent
labour market conditions. There is a strong sense of joint working with other providers as
72% of providers stated that they worked with other FE providers. Many providers stated
that they worked with 3-4 local providers.

There is particularly strong partnership working in community learning, with a higher
proportion of community learning providers stating that they had active partnerships with
local authorities, third sector organisations, Jobcentre Plus and other FE providers.

Table 6: Active partnerships with external organisations and stakeholders

Other Community More
private All Learning 5000r 501 - than
Total Colleges providers others providers less 5,000 5,000
Jobcentre Plus 79% 86% 69% 92% 94% 50% 84% 98%
Local businesses 76% 88% 69%  69% 81% 60%  78%  86%
gﬁfﬁéﬁ{i‘:sco“”ty 74% 86% 57%  91% 91% 54%  72%  92%
Other FE providers 72% 73% 68%  80% 78% 63%  74%  78%
cc):rgirr:?::ti/ot:gd sector 65% 65% 53%  90% 85% 47%  62%  83%
Qf;ﬁg?:éons’federat'ons of 629 549% 68%  61% 64% 56%  65%  63%
Schools 61% 63% 50%  80% 73% 49%  60%  71%
L”: d“i:tsry professional 57% 68% 60%  31% 50% 55%  55%  60%
Sector Skills Councils 56% 60% 66% 28% 47% 52% 60% 55%
I‘;’;'t‘l’tﬁ:zﬂzs [ other HE 47% 85% 23%  34% 59% 35%  41%  64%
E(:ﬁt?:eErQrtﬁggrﬁzPs) 47% 56% 37%  54% 63% 26%  45%  66%
Other 6°/o 6% 6% 7°/o 70/0 3% 7% 9%
Don't Know 0% 0% 0% 1% 0% 1% 0% 0%
None of these 2% 2% 3% 0% 1% 5% 1% 1%
Base: All surveyed
organisations 481 169 216 96 169 134 187 160
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4.35 Looking forward, there is a degree of ambivalence among providers regarding the impact
the reforms will have on their level of partnership working in future. Almost half of all
providers (47%) believe that the reforms will make no difference to the level of partnership
working they will undertake. There are similar proportions of those who think the reforms
will make partnership working easier in future (21%) and those who think the reforms will
make partnership working more difficult (25%). There were no significant differences
among types or size of providers.

4.36 This ambivalent outlook could be due to uncertainty among providers regarding the long
term impacts of the reforms, especially given that half of all providers have seen
partnership working increase in this academic year as a result of the reforms. Therefore
the maijority believing that the reforms will make no difference to the level of partnership
working in future could be split between those who have already seen an increase and do
not believe that there will be future increases, and those who are uncertain about the long
term impacts of the reforms.
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5. Simplification and reduced
burden

This chapter examines the administrative costs which have or will be changed during the
FE Reform programme (including as part of the Simplification Plan) and assesses the
extent to which progress is being made towards the Plan’s aims to reduce the
administrative burden on FE providers. The FE Reform and Performance Board have
endorsed the Simplification Plan and indicated that delivery of all of the actions in the Plan
will have a significant and positive impact on the FE sector.

An important aspect of the study was also to test a method for collecting information on
changes to administrative costs and burdens. A review of the approach employed in this
study and lessons learnt is presented in Annex 3.

This study builds on the Skills Funding Agency’s work on the Whole Provider View (WPV)
to establish the scale and nature of burdens and priorities for action in reducing
bureaucracy.

Perceptions of the effects of the Simplification Plan on bureaucracy

This section draws principally on the provider survey and provider interviews which sought
views on how the changes in the Simplification Plan have or will affect what is broadly
described as ‘bureaucracy’.

The effect of changes so far

In the survey, respondents were asked to think specifically about the impact of the
following elements of the reform programme on their administrative costs:

. removal of central targets;
o simplification of the adult funding system with the single Adult Skills Budget (ASB);

o minimisation of the number of data and information requests for providers with the
introduction of a single data return;

. reduction in the number of rates;
o streamlining regulation and auditing; and
o reduction in the number of data collection points.

The provider survey (Figure 8) showed that:

o more than half (60%) of providers felt that the burden was no different in 2012/13
compared with a year before (2011/12);
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o more of the remainder felt that burdens had increased rather than reduced (24%
compared to 14%); and

o colleges were more likely to state that burdens have changed than other providers,
but more colleges perceived an increase rather than a decrease (22% compared to
18%).

These were senior manager perceptions of administrative costs. It is important to note that
in the case studies there was no evidence that the actions in the Simplification Plan had
increased administrative costs. However, providers did note some short-term impact of
new approaches/rules, such as the transfer of Formal First Steps learners to the ASB
which may have increased administrative costs in some community learning providers. In
addition, the case studies did identify that senior managers had a less detailed
understanding of the changes in administrative requirements than those that worked in
administration and data on a day-to-day basis.

In addition it is important to note that providers have reported that elements of the reform
programme have reduced bureaucracy. Specifically:

o Providers noted that the administrative requirements for completing mergers had
been reduced; and

o Nearly half (43%) of survey respondents believed that the simplified funding rates
had reduced bureaucracy.

The case studies found that the limited impact of the reforms so far is mainly because
many providers were wary of stopping processes as the information they generate may be
required by other organisations (such as Ofsted, the Education Funding Agency (EFA) and
the Higher Education Funding Council for England (HEFCE)). Many also believed that
changes increased some costs, such as adjustments to Ml and paper systems, and their
overall view may be coloured by other changes which are increasing the volume of some
work, such as sub-contracting administration.
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Figure 8: Perceptions of bureaucracy — current and anticipated future burden of
information requests

Would you say the burden on your organisation has increased or decreased this year?

2%

m Increased

m No difference

Decreased

® Don't know / not
applicable

In the future, do you expect the burden from these requests to increase or decrease?
6% 3%
W Increase
m Stay the same
Decrease
Don't know / not

applicable
m Too early to tell

Base: All respondents (481)

Future changes and impacts

5.10 In the qualitative interviews, senior managers were asked about their perceptions and
understanding of the impact of the reforms on administrative costs. While few providers
have perceived a reduced administrative burden to date, some providers have noted
fewer information requests and many expect the reforms to have an effect on
bureaucracy over a longer period.

5.11 The survey responses showed that in the future more senior managers believed
administrative costs would decrease (20%) but this is offset by 30% believing it would
increase. Fewer than half believed that administrative costs would stay the same (41%);
this compared to 60% that believed that their administrative costs had not changed in the
last year.

5.12 Providers were also more positive about the reforms streamlining their administrative
processes. In the survey (shown in Figure 9):
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o around three in ten providers felt that the reforms would reduce bureaucratic
burdens on the sector, reduce the amount of data compliance needed, and reduce
the amount of unnecessary administration required (compared to over four in ten
who did not);

o around two in ten providers felt that the reforms would free up staff time for
delivering front line services (compared to over four in ten who did not); and

o around a third felt that there would be no effect or did not know which suggests a
large degree of uncertainty at this stage.

5.13 There does however appear to be scepticism of the impact the simplification will have on
simplifying administrative processes and reducing administration costs. This can perhaps
be attributed to a natural time lag for reduced burdens to filter through to internal systems,
audit arrangements, and the requirements imposed by other agencies. In addition the
impact of the Simplification Plan is felt by providers to pale into insignificance alongside
other efficiencies that are being pursued, such as contracting out back-office services,
sharing services, rationalising administrative arrangements with mergers and site closures,
and introducing new more flexible working methods.

5.14 In the survey, private providers were much more positive than colleges about the impact of
the reforms on their administration. Roughly similar proportions of private providers agreed
and disagreed with the statements that the reforms would reduce bureaucratic burdens on
the sector, reduce the amount of data compliance needed, and reduce the amount of
unnecessary administration required. With colleges, roughly two colleges disagreed to
everyone who agreed with these statements.

Figure 9: Perceptions of bureaucracy - attitudes towards the impact of the reforms

ESFISAT AR BEEe e ar Crapres Sireagly dReagnEe Tessmly bl ik

e
mu%-mmﬂﬂ_ 22% 31% 11% IH-
[y
""'""“""'"'."‘.:'.E.“..".':'m“.’:"ﬂ “ 21% 3% L0 I-n-
([,
lnnn_:‘m"-:-_ﬂ:;-“ 28% 24% 30% 12% l:-.
g E
e e B TR Walmmer g Eclicoeing FEADT 1L “Sor B00T 18% 30% 3% 11% Il"h-

Base: All respondents (481)
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5.15 Notwithstanding these perceptions about the effects on bureaucracy, providers generally
had more positive views about the (wider) benefits of changes such as the introduction of
simplified funding rates and the Single Adults Skills Budget (ASB)®.

Measurement and assessment of changes of reduced burdens

5.16 This section draws on the six case studies that tested the method of measuring changes in
bureaucracy as a result of the Simplification Plan, to identify actual changes and expected
changes on the ground.

Changes made so far

5.17 The case studies show that providers are beginning to draw a few benefits in reduced
bureaucracy and that more can be anticipated in the next few years as the Simplification
Plan is implemented.

Adult funding systems

5.18 In the case study providers, the funding system changes had not yet brought about any
noticeable reductions in costs. Changes to the programme funding streams and funding
rates, for example, have not yet had any effect beyond making it easier to interpret
guidance.

5.19 Providers generally recognise that the Funding Rules are simpler to follow ‘but it needed a
guide to changes to reduce the need for checking what has changed from current
practice’.

5.20 Providers with sub-contractors have noticed an increase in work with their registration. In
part this is because of volume (the lower threshold value introduced and having more sub-
contractors). This is also because they have, in one case, introduced additional checks
themselves and applied the same requirements on all sub-contractors as ‘part of their
policy of improving quality’.

5.21 For the community learning provider transferring Formal First Steps learning to the Adult
Skills Budget (ASB) will increase enrolment administration because the data to be
collected on enrolment will be greater than they have previously been collecting.

Regulation and audit

5.22 Some of the providers have made small reductions in administrative costs because of the
removal of the annual Financial Management Controls Evaluation (FMCE). The value of
this is estimated at £3,000-£6,500 in the WPV programme and at £1,500 in one of the
case study providers in this project where it has stopped.

5.23 As far as the new guidance on evidence requirements for audit is concerned, most of the
providers find this ‘helpful’, yet none can point to savings in recording and record keeping
as a result of these so far. Several are concerned that ‘at the discretion of the provider’ is

% The Skills Funding Agency’s annual provider survey in 2012 also found that 70% agreed that the new
funding rules will help to remove bureaucracy.
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not clear when auditors have different interpretations.?” As a result, most of the case
study providers had not yet made significant changes to the way they collect information
for audit. This may be preventing some of the benefits of the changes from being realised,
although it is likely that many of these issues will be overcome once providers become
more familiar with the new requirements.

5.24 Providers have indicated other changes and differences between agencies which have
had mixed effects. With the universal Apprenticeship Declaration and Authorisation Form,
one provider estimates that the new form requires a third of the administrative staff time for
each form than was previously spent on individual awarding organisations’ declaration
forms which generally required more information and were more varied.

5.25 Two case study providers have reported recording requirements to meet their
understanding of Ofsted’s needs which are in a different form to those needed for internal
management or audit. Attendance monitoring is seen to be burdensome in the community
learning provider because it has paper records from a large number of sites which have to
be collected and input (occupying 3.5 FTE)?®. The other is a college providing destination
data for a monthly B106 return to Ofsted, which differs from the destination data required
for E§9F learners and apprentices. This is costing the provider an additional £3,000 a
year.

Data and reference systems

5.26 All the providers welcomed the single return for adult learners. But none of the providers
produce data returns in line with the minimum requirements set out by the Skills Funding
Agency and EFA which are monthly for 16-18 apprentices and quarterly for other learners
aged 16-18 and adult learners. In most cases they do all returns monthly, in one case
fortnightly, because:

o it is convenient to have regular returns on all learners whatever the programme so
that staff get into a routine;

o it enables them to draw down funding; and

o the data is used for monthly monitoring of enrolments and income earned by senior
managers so that they can ‘manage with the greater flexibilities they now have’.

5.27 As a consequence, most of them do more returns than they did previously but the
programme of reporting is standardised. They do not believe this adds to their costs.

7 The example given by one provider about ESF learner eligibility has led to a considerable loss of funding
over its interpretation of the area of eligibility from the guidance.

8 While Ofsted expect providers to be monitoring attendance data, they do not specify how this
management information has to be provided at inspection.

2 While Ofsted require this information at the point of notification of inspection, this is not needed monthly
and the information can be provided in other formats (See http://www.ofsted.gov.uk/resources/what-
provider-needs-prepare-advance-for-short-notice-inspection and paragraphs 69-77 of the inspection
handbook http://www.ofsted.gov.uk/resources/handbook-for-inspection-of-further-education-and-skills-
september-2012. The destination data should be of a higher quality than that required for the ILR which
would be out of date and only covers level 3. However Ofsted has not made this mandatory.
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5.28 Several noted that they collect less information on other learners (community learning,
bespoke training) but one provider collects additional information at enrolment (mode of
travel). All recognise that much of the data is needed for public accountability, evaluation
and their own management.

5.29 The single data return is helpful although several providers indicated that there is a minor
difference with the EFA returns. The EFA no longer requires a mid-year forecast estimate
of outturn but they now have to collect information on the employment of part time 16-18
learners as they do for adults. The HEFCE return, which several of them do ‘is more
complicated’.

5.30 Ad hoc requests from different agencies still occur but most of the providers believe these
have reduced from the Skills Funding Agency because it provides ‘less direction’ and has
fewer local staff. These requests can be irksome but they are not a considerable burden.
They generally take less than an hour of time to complete. Providers would like to see
progress in reducing the number of ad hoc requests maintained.

5.31 Improvements to the matching of the Unique Learner Number (ULN) to other records have
been noted by several but not all of the providers. This was perceived to have been due to
the improved matching software being used, rather than better recording in the learner
records database. In one case study provider, it has fallen from around 30% who are not
matched to 5% not matched®. This has a significant effect, estimated at 10 minutes time
to check on top of 30-35 minutes to enrol and check. This would therefore be a cost of
approximately 5 hours’ additional work per 100 learners for failed matches falling to
approximately 50 minutes per 100 learners. One case study provider is collecting more
information on previous addresses to improve matches which has a net saving on time
spent.

Changes expected

Adult funding systems

5.32 The providers did not anticipate that the simplified funding rates will affect their
administrative costs because forecasts of income are generated automatically; two of the
college case study providers do not yet believe that the revised claim arrangements for
Additional Learner Support will make a difference.

Regulation and audit®’

5.33 None of the college case study providers anticipate that the shorter horizon on the
financial forecast return (from three to two years) will make a noticeable difference to the
time required on this. It may make a small saving in time because they would only do a
shorter one-two year forecast for their own needs.*?

5.34 Providers did, however, expect that:

%% |n the WPV programme several of the colleges have also indicated additional costs for matching.

¥ Focusing the Skills Funding Agency’s audits on providers that are a higher risk will not provide any overall
saving since the sample of providers is to remain unaltered.

%2 Several of the colleges taking part in the WPV programme also indicated that they would continue.
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o They may reduce internal audit costs with less prescription. However, maintaining
compliance checks in one provider is ‘a high priority to meet a wide range of needs
ranging from inspectors to awarding organisations’ as well as their own quality
assurance standards;

o Without the need to record data on the ILR such as guided learning hours (GLH),
there could be a small reduction in audit time (internal and external) required to
check eligibility for payment by the Skills Funding Agency. This may reduce sample
sizes required or the time taken to check sample records; and

J They may expect auditors’ interpretations of evidence requirements to take time to
be reflected in practice.

5.35 Several providers have had changes to their costs of audit because the flexibility has
increased volumes of adult learners undertaking shorter courses (typically unemployed
learners). This will also apply to data systems and admission checks. The time taken to
prepare for external audits is not likely to alter greatly, in all the providers it takes a few
days’ work to prepare for each one.

Data and reference systems

5.36 The providers were not clear whether an overall reduction in data fields will have a
significant impact on administrative costs. This is because many fields are generated
automatically from other fields, computations are automated, and some of the fields
require little time to collect and verify information at enrolment.

5.37 They will incur set-up costs if data fields are changed, although in most cases these will
not be additional costs. This is because they pay for updating systems with either internal
staff or contracted software suppliers. Changes also slow down administration because, at
the start, staff have to re-learn a process so the productivity of administrative staff and
tutors is lower.

5.38 As stated previously, most providers recognised that data is required for accountability and
management purposes, therefore to have most impact any changes to data fields would

need to:

. reduce the amount of information collected and verified at enrolment;

o be fields which took up administrative staff time to enter, compute, check or audit;
and

o not be required by another agency.
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The providers believe that there would be a significant impact on administrative costs if the
ULN were more widely used by the Skills Funding Agency, schools and awarding
organisations for>>.

° matching the learner to pupil records to access prior attainment;
o preparing and checking examination entry and results data; and
o checking prior attainment/achievement from awarding organisation data in the

Personal Learning Record.

As a consequence some anticipate administrative savings in future years. Providers also
indicate that meeting the many differences in awarding organisation requirements adds to
complexity and cost in examination administration.

Implications

Reductions (realised and anticipated)

The case studies provide evidence that the Simplification Plan is bringing and will bring
some reductions in costs. These relate to removed administrative requirements,
requirements that are easier to comply with, and new systems that replace existing
systems and reduce the cost of compliance. But it is clear that this will vary between
providers because of differences in volumes of learners, the current systems used, and
what they perceive to be burdens.

They show that so far the changes have not had a significant effect for individual providers
but there are several improvements which have brought savings in administrative time.
First are the time savings from using the new Apprenticeship Declaration and
Authorisation Form which, if scaled up to over 250,000 achievements a year (2011/12)
would be considerable. If this were the case in all providers, this would be a ‘saving’ of
around £850,000%. Second is the improved ULN matching of learners after enrolment
which, if scaled up to all new annual enrolments, would also be considerable. If this were
replicated in all providers, it would be lead to a saving of £1 .8million.*®

It is anticipated that savings will grow and be more significant as the Simplification Plan is
implemented. This should come with reductions in internal and external audit/compliance
checks in 2013/14 (local direction of internal audit and funding rule changes feeding
through to audit requirements) and the common use of the ULN from 2013/14. Data field
reductions on the ILR will only have more than a marginal effect if they affect data that is

%It is a goal that the ULN will be included in school data collections from January 2014

* This is based on assuming from the time taken that 24 a day can be processed by an administrator costing
£20,000 a year. As a consequence, the unit cost of £5 would be reduced to £1.74. With an estimated
255,000 apprenticeship completions a year (2011/12 data), the saving is worth about £850,000.

*® This is based on a time saving of 4 hours 10 minutes per 100 learners as indicated in the case study. With
an estimate of 2.1 million enrolments (4.2 million learners in 2011/12 assuming half enrol each year) this
would save 87,360 hours of work. Assuming an administrator costing £25,000 a year with 1,200 productive
hours, the saving would be equivalent to 72.8 staff at a cost of about £1.8 million.
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not needed by any agency as well as the provider and currently require administrative time
to collect, verify and audit in 2013/14.

5.44 ltis clear that the magnitude of cost reductions has been affected by the following:

o Some providers are continuing (or expect to continue) to collect information for their
internal management purposes, such as GLH, and to have higher standards for
collecting data than those set by the Skills Funding Agency, such as setting lower
values for sub-contractors’ registration;

o Providers find it more convenient to their needs to submit returns monthly to the
Skills Funding Agency and EFA because senior managers need regular information
for monitoring performance and spend;

o Automation has streamlined many procedures so changes, such as to data fields,
can have a nil effect on a provider’s administrative costs; and

o Perceptions of other agencies’ requirements exceeding (or conflicting with) those of
other agencies, such as for learner destinations and attendance recording (Ofsted),
which are not in fact specified by them.

5.45 Compliance with ad hoc requests for information and seeking clarification of compliance
requirements cannot be consistently measured although they appear to have a very limited
effect on costs. Providers are likely to only notice the difference where they can save on
unit costs for high-volume activities, such as enrolments and apprenticeship declaration
forms.

5.46 As a consequence to optimise the benefits of the Simplification Plan on administrative
costs, it will be important for the department and the agencies to:

J ensure that internal and external auditors reflect the evidence requirements
specified by agencies in practice so that this is not left to various interpretations
which increase administrative costs in some providers;

o ensure that auditing reflects changes in data requirements with the simplified
funding rules and rates e.g. GLH,;

J prioritise actions which will affect high volume administrative activities where time is
expended in collecting, verifying and auditing so the baseline cost is high. This
appears to be the case with examples drawn out form the case studies; and

J continue to work together to standardise their requirements.

Impacts

5.47 The current and anticipated reductions in administrative costs will largely have an effect on
efficiency and effectiveness in administrative functions. They are likely to be too small in
many individual providers to bring economies in staffing or payments to contractors.
Although, as has been described above, saving time on a high volume activity may provide
economies which can allow providers to switch staff costs to the front-line.
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5.48 In general, the positive benefits to providers will be that they enable staff to be available to
take on other work or additional work which would increase their efficiency and
effectiveness. Some of the further changes expected to be implemented in 2013/14 and
2014/15 should increase the level and extent of impacts.

5.49 ltis clear from the case study providers that these impacts (and the scale of administrative
reductions) will vary between providers because of other factors:

The type of provider: for example community learning providers will not benefit from
ULN improvements as much as colleges because they have more recently started
using ULNs and it is more time consuming than previous enrolment requirements;

The volume and scale of learners: for example, some colleges may have few
apprentices and a lot of learners on short courses, while a private provider may
largely have apprentices. Economies will only be achieved in providers with large
volumes of learners;

The management information needed within the provider (known as ‘gold plating’):
for example collecting additional information than that needed by an agency; and

The extent of automation: for example, it appears that there are differences in the
extent of computerised/paperless systems in providers (e.g. collected/recorded on
paper from enrolment; scanned signature accepted instead of inked or a recorded
oral acceptance; information shared with inspectors and auditors through sharepoint
systems).

5.50 For some of the providers, the savings brought about by the Simplification Plan have been
offset by other changes made during the last two years which have increased
administrative costs. These include:

in some colleges the administration of 16-18 bursaries, which require assessment
and payment by the college, requires a considerable amount of staff time. Colleges
did not carry out this work when administering education maintenance allowances
(EMAs);

the lower threshold for sub-contractor registration;

increasing requirements for colleges to share data between schools, local
authorities and other providers to promote outward accountability;

the transfer of Formal First Steps learners to the ASB; and

the new rules on apprenticeship framework completions for those aged 16-18 which
require a minimum of one year’s learning.

5.51 As a consequence providers may always find it difficult to separate the effects of the
Simplification Plan on their administrative costs from changes, such as those described
above which they believe affect their administrative costs.
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Reducing bureaucracy in the context of the reforms

5.52 Although the survey indicates that most providers are not yet positive about the effect of
the reform programme on their bureaucracy; more are positive about the potential future
impact than the impact to date. This might be expected since few of the changes in the
Simplification Plan have been fully implemented and more will happen in 2013/14.

5.53 The case studies show that providers are beginning to draw a few benefits in reduced
bureaucracy and that more can be anticipated in the next few years as the Simplification
Plan is implemented:

o for individual providers, several improvements have brought savings in
administrative time which if scaled up across the sector would be considerable
savings;

o savings should grow with more significant reductions in internal and external audit

checks in 2013/14, the use of the ULN by awarding organisations from 2013/14,
and myth busting about requirements, such as destination data for Ofsted and the
weekly collation of attendance data largely for the benefit of inspectors which are
not mandatory requirements; and

o other savings can be achieved in individual providers by checking that their
administrative activities, such as on community learners’ attendance recording and
learner destination data, are required by external agencies if they are not meeting
internal needs.

5.54 1t will be important that there is effective implementation of the remainder of the
Simplification Plan and that the agencies focus on high volume administrative activities
which require time for collection, data entry, checking and audit as well as improving
communications to correct perceptions of requirements.

5.55 The magnitude of these savings will also depend on the size of the provider, its own
consideration of ‘burden’ (i.e. will it stop carrying out something which it is no longer
required to do by an agency?) and ‘gold plating’ (i.e. will it stop adding requirements to
meet internal compliance needs?), its automation, and its systems in place to use savings
to improve efficiency and effectiveness. In some cases the scale of savings are also reliant
on providers developing IT systems that take advantage of new opportunities to collect
and submit electronic evidence.
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6. Teaching and learning

‘New Challenges, New Chances’ outlines a commitment to ensure all learners have
access to high-quality teaching and learning. In his recent report on Professionalism in
Further Education (October 2012) Lord Lingfield criticised the bureaucracy involved in
teacher training and continuing professional development. Successive Annual Reports of
Her Majesty’s Chief Inspector of Education, Children’s Services and Skills have found that
there is too little outstanding teaching and learning and a third of provision is satisfactory
or inadequate. In order to tackle this issue, Ofsted proposed to shift its focus on the quality
of teaching, learning and assessment in inspections, paying particular attention to how well
teaching develops English and maths skills. The reform programme also outlined a range
of activities to support providers to increase the quality of teaching and learning, including
encouraging Governors to play a more active role in monitoring teaching and learning. An
independent Commission on Adult Vocational Teaching and Learning was established to
identify what providers need to do to deliver high-quality learning opportunities for adults
and apprentices®. The commission published its report ‘/t’s about work...Excellent adult
vocational teaching and learning®”'on the 25" of March 2013. The newly formed Education
and Training Foundation has been tasked with taking forward the recommendations of the
Commission, and address the shortcomings identified by Lord Lingfield, as part of its role
as a sector led body responsible for improving professionalism and the standards of
leadership and teaching in FE.

This chapter sets out the emerging picture of how the reforms are impacting on teaching
and learning. It also provides a baseline position of current practice within the sector
regarding quality in teaching and learning.

Increasing the focus on teaching and learning

The level and drivers for quality improvement in providers

All the providers that participated in the qualitative interviews stated that teaching and
learning was a central part of their future strategies and plans. Most stated that they were
undertaking activity to improve the quality of teaching and learning in their institution. In the
survey nearly all providers (90%) had made changes in the last year to improve their
teaching and learning (see Figure 10). Providers with a lower inspection rating
(satisfactory or good) were more likely to have made changes to improve their teaching
and learning.

The factors driving improvements in the quality of teaching and learning varied
significantly. The most common driver was as a response to a need for improvement that
was identified internally (stated by 62% of providers).

% Reforms to FE workforce regulations due in September 2013 will mean that employers have responsibility
for deciding the quality of teaching staff they recruit, further strengthening local flexibility (Teaching and
Training Qualifications for the further education and skills sector in England, LSIS 2013).

*|t's about work...Excellent adult vocational teaching and learning, Commission on Adult Vocational
Teaching and Learning, 25 March 2013. Available at: http://www.excellencegateway.org.uk/cavtl
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6.5 A significant reported influence on providers was also the revised inspection standards,

6.6

6.7

6.8

introduced by Ofsted in 2012 which stated:

o ‘Good’ is the minimum standard expected from schools and colleges; and

o To be judged ‘outstanding’, a provider must have outstanding teaching.

In the survey, 22% of providers stated that this was the main driver for changes to improve
quality in teaching and learning. This also explains why providers with a lower inspection

rating were more likely to have made recent improvements.

Figure 10: Whether providers made any changes to improve teaching and learning
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Have you made changes this academic year to improve
the quality of teaching and learning for 19+ provision?

Yes.
0%

Base: All respondents (481), Colleges (169), Private providers (216), Other (96)

The FE reform plan was not generally reported by providers as having a direct influence
on their approach to improving teaching and learning. Providers perceived the reforms to
be focused on increasing freedom and flexibility and simplifying the FE system, rather than
addressing the quality improvement agenda. As a result only 1% of survey respondents
and a few of the providers that participated in the qualitative interviews saw the reform
programme as the main driver for improving teaching and learning quality.

However, in the qualitative interviews and case studies there was evidence that the
reforms are a stimulus that encourage and/or enable providers to address their own
teaching and learning priorities. In particular:

e A few providers reported that they had begun to review teaching and learning in order
to prepare for the introduction of the 24+ Advanced Learning Loans. These providers
saw quality as an important way in which they market themselves. The loans were
expected to put greater purchasing power in the hands of learners and therefore they
felt it was necessary to improve inspection grades and the learner experience to
distinguish themselves from other local competitors.

e For some smaller providers, the need to expand their offer and win new contracts had
also led them to make improvements to teaching and learning. These providers were
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primarily apprenticeship providers which planned to expand their offer into new sectors.
They aimed to improve the quality of teaching and learning in their organisation as
quality assurance and inspection grades were considered to be an important criteria
that influenced the commissioning decisions made by funding agencies and colleges.

There are other areas where elements of the reform programme are likely to increase
providers focus on teaching and learning in future. For example, an increased focus on
outward accountability may potentially have the most profound effect as it will facilitate
greater scrutiny of a provider’s inspection grades and quality standards.

The fact that the majority of improvements in the last year have been driven by needs
identified by providers themselves highlights a fairly widespread, systematic approach to
internal quality improvement. This is in line with what might be expected from a set of
reforms that increase provider autonomy and create expectations (for example, through
the role of governors) for strengthened strategic planning.

It is difficult to assess the scale of change here given that all providers emphasise the
importance of teaching and learning quality and few would typically describe this as being
a new or increased priority (providers reported that it is central to everything they perceive
themselves to be doing and always has been). This also explains the perception among
providers that the reforms are not a direct influence on teaching and learning quality, even
though the indirect impact appears to be significant. If the reforms are having a positive
influence in this area, it might be expected that, in future, the proportion of changes that
take place as a result of internally-identified need would increase.

The role of Governors in monitoring the quality of teaching and learning

In the qualitative interviews only a few colleges reported that the role of Governors had
changed as a result of recommendations in the reform programme. This was primarily
because most colleges believed that their Governors already played an active role in
providing guidance during the inspection periods and in scrutinising the results of
satisfaction surveys and therefore they did not need to change their approach.

Some colleges did however believe that the reforms had led to an increased focus on
teaching and learning issues in Governor meetings. One large FE college, for example,
reported that “it has recently been pushed up the agenda” and that its Governors were far
more interested in understanding the strategy and approach that the provider was
undertaking to improve quality and learning.

General approaches to improving teaching and learning quality

The survey provided an overview of current practices across the sector in maintaining and
improving teaching and learning quality. Maintaining high quality teaching and learning is
obviously a general priority for all providers. For many, the driver is to achieve a high
Ofsted rating which is often used as an important tool by providers to promote their
services to learners and employers. Many private providers in particular also believed that
quality is an important way to achieve credibility with employers. As one small private
provider stated “it shows we are not just some fly-by-night outfit”. Improving quality also
had a positive impact on retention and success rates which ensures a higher proportion of
learners have a good learning experience and also helps the provider to generate income.
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Providers use a range of methods to monitor teaching and learning in their organisation.
This includes:

o Lesson observations conducted by internal staff;

o Training on pedagogical methods and the use of new technology;

o Development of industry skills through sector training and placements in industry;
o Staff from other providers conducting lesson observations; and

J Teacher mentoring schemes.

Providers regarded lesson observations as the most important tool for monitoring
and improving quality (mentioned by 63% of providers, as shown in Figure 11). This
was consistent across all types of providers, but slightly higher for colleges and
community learning providers.

It was evident from the qualitative interviews that external lesson observations had also
become an increasingly important method for providers to monitor quality. Many providers
stated that they had introduced new systems to increase the level of external lesson
observations. Some worked in partnership with other local colleges to share expertise or
brought in external experts. Having an ‘outside view’ was felt to be important as it enabled
providers to gain a better understanding on how their approach differed from other
institutions, and was considered to be more subjective than internal assessments. As one
medium-sized FE college stated ‘it brings a fresh perspective, and we find they often
identify things that we miss”.

Continuous Professional Development (CPD) and staff personal development plans were
regarded as less important ways of monitoring and improving teaching quality. Less than

5% of providers reported that this was the most important way in which they monitor and

improve teaching and learning.

Figure 11: Main methods of monitoring and improving teaching and learning
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Changes made by providers to improve teaching and learning

Changes made to processes for monitoring and improving quality

6.18 The most common changes that were made to processes for monitoring and improving
quality were to the assessment of teaching and learning (cited by 57% of providers).
Providers adopted a range of approaches in this regard. For example, one Principal asked
all senior managers to undertake periodic inspections of classes. They found that this
provided teachers with different feedback, as senior managers could offer a different point
of view to their usual inspectors (who were typically other teachers in the same
department). It also gave senior managers a better understanding of the quality of
teaching and learning in the organisation.

Figure 12: Changes that were made to improve teaching and learning
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6.19 There were also examples of providers developing more structured processes for
identifying learning needs and prioritising lesson observations. For example, some
providers reported that they had changed their approach to conducting lesson
observations and targeted their observations on those that were new in post or where
there were significant improvement points identified in previous inspections.

6.20 Overall one third (36%) had also made improvements to training processes. In total, 9% of
providers had increased their use of CPD and 28% had increased the access to training
for staff which chimes with the goal of developing the subject-specific knowledge and skills
of staff among providers. As
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Figure 13 shows, the changes made are felt by providers to be having an impact on
improving teaching and learning. In just under half of providers (43%), the changes were
perceived to be having a significant impact.
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Figure 13: Whether the changes had a positive impact on teaching and learning
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7. Community learning

The FE reform plan stated that while community learning should continue to be universal
and offer a wide range of learning opportunities to all adults in England, the public subsidy
given to providers for community learning should focus on supporting access and
progression for those who are disadvantaged and furthest away from the labour market. It
reaffirmed the principle of the Skills for Sustainable Growth Strategy that “those who can
pay, should pay” and public funding should be “refocused on those who need it most”.

The reform programme also stated that community learning should strengthen community
cohesion and be accountable to local communities. In particular, it was expected to:

o Bring together individuals from different backgrounds, including those that can and
those that cannot pay for their course;

o Use effective local partnerships to bring together local stakeholders and providers,
and devolve planning and accountability to local community level, with local people;
and

o Use public funding to support disadvantaged people to learn and progress.

The Government also commissioned 15 community learning trust pilots across England to
trial new approaches to working with community partners and to explore new delivery
models. The pilots began delivery in the 2012/13 academic year. From August 2013 all
directly funded providers of community learning will be required to work in this way.

As well as planning and delivering a more locally responsive learning offer, community
learning providers will be required to maximise value for money by using the public funding
they receive to:

o Focus public funding as a lever for additional funding, e.g. through fee income,
sponsorship, grants, funding from other government departments and/or
commercial sales;

o Secure savings, e.g. from contributions in kind, using volunteers, sharing services
and/or pooling resources; and

o Re-invest in additional classes for the most disadvantaged groups in their
communities.

This section explores the extent to which community learning providers are responding to
the priorities stated in the reforms.

Fee income in community learning providers
Nearly all the community learning providers supported the overall objectives of the reforms

and had plans to increase the income they receive from learner fees. For many, the reform
programme did not signify a change in approach but rather a continuation of plans that had
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been in place for over four years, driven by Skills Funding Agency/Learning and Skills
Council funding statements. As a result, many providers had relatively mature strategies in
place.

As shown in Figure 14, the level of income that community learning providers receive from
learner fees varies considerably. In a minority of providers (13%), learner fees account for
over 50% of total budgets. However, for most providers it accounts for less than 30% of
the total budget and for half (49%), it accounts for 10% or less. This partly reflects the
diversity of community learning strategies. Some, for example, will focus a greater
proportion of their provision on working with disadvantaged groups and therefore do not
expect to achieve high learner contributions. In addition, the fee remission offered to
disadvantaged learners varies and this also influences the level of learner income that
providers generate.

Figure 14: Proportion of Community Learning income which comes from learner
fees
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Many providers aimed to increase fees by introducing incremental increases in the cost of
the classes. Significantly, a few providers sought to be innovative and introduced new
subject lines and new partner provision to expand their offer. Many did this by drawing
funding from new funding streams, such as ESF (reported by 80% of respondents, as
shown in Figure 15). Most of the providers who reported drawing funding from new funding
streams were also participating in the community learning trust pilots and this potentially
gives an important signal of the future benefits from this delivery model.

Some providers also sought to generate efficiencies through using volunteers (cited by

68% of providers) and over half (57%) used shared services which is a much higher
proportion than for the FE sector as a whole.
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Figure 15: How Community Learning providers are attract savings or additional

funding
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Base: All community learning providers (169)

Additional funding or savings outlined above were typically being re-invested, to some
extent, in community learning by providers. Indeed, two-fifths (43%) said that they were
putting all of the additional income or savings into community learning. The proportion re-
investing the full amount was lower in colleges (25%) than in non-colleges (61%). This
suggests that community learning is, in some colleges, seen as part of a learning portfolio,
with any savings or extra revenue generated being sucked back into the college’s wider
running costs.

Key priority groups for community learning providers

Most community learning providers have clear plans in place for targeting disadvantaged
groups. This varies by local area but in the current economic climate nearly all (97%) see
low-waged, low-skilled and unemployed people as key priority groups. Over three quarters
of providers (79%) were working with people who are socially or geographically isolated,
while almost nine out of ten community learning providers (86%) were focusing on people
with learning difficulties and/or disabilities. Four out of five (80%) providers were trying to
work with people experiencing mental or physical health issues.

Providers were also focusing on specific target groups. Three quarters (76%) were
attempting to focus on disadvantaged people from black or minority ethnic groups, with the
same proportion (76%) targeting lone parents. Young people were also in scope, with over
two thirds (69%) providers aiming at working with residential care leavers and other
disadvantaged 19-25 year olds. A similar proportion (67%) were working with
disadvantaged older people. As such, it seems that providers are supporting a broad
customer base which supports the objectives of ‘New Challenges, New Chances’.

How Community Learning providers assess supply and demand

Current systems for assessing supply and demand

In the qualitative interviews it was found that providers had well-established systems for
identifying needs which drew on market intelligence gathered from local public bodies and
third sector organisations. Few providers saw a need to change their processes for
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identifying need as they were already believed to be in line with the expectations of the
reform programme. This is reflected in the survey responses, where over half (58%) of
providers reported no change to their approach for assessing supply and demand.

7.14 The survey also found that there were a range of approaches employed by community
learning providers to assess supply and demand. The most common sources of
intelligence include analysis of previous enrolment data (cited in 92% of providers),
consultation with local community groups (91%) and learners (89%).

Figure 16: Methods used to assess supply and demand
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7.15 Among those who consulted with local groups or individual learners to assess demand,
nine out of ten (92%) consulted voluntary and community organisations and 89%
consulted with local government services (such as local authorities and local health
services). This is shown in Figure 17.

Figure 17: Groups consulted by community learning providers to assess demand
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Base: Community learning providers who consulted with local community groups and individual learners (‘consultation
with local community groups’ or ‘consultation with individual learners’) (162)
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7.16 Most of the providers that had changed the way they assess supply and demand in the
last year were adapting their approach to consulting with local community groups (82%).
This is in line with the overall objectives of the reform programme. There were no
significant variations among different types of provider and size of provider, though base
sizes for these sub-groups are small.

7.17 There were examples in the qualitative interviews of the community learning trust model
changing the way in which stakeholders are engaged in planning. Many reported that it led
to more ‘active’ relationships. For example, some learning providers developed new
steering groups and partnerships to identify priorities for community learning. In these
examples it was felt that the trust model was felt to have led to a significant change in
approach.

Figure 18: Areas in which assessing supply and demand have changed
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76



8.1

8.2

8.3

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

8. Competition

Effective competition in the FE sector drives up quality, customer focus and
responsiveness, which provides benefits to employers and learners. A competitive market
can be characterised as a market in which employers and learners have sufficient
information to make informed decisions on their learning options, where in each locality
there are a range of providers and new providers can enter the market, and where there is
healthy competition on price and quality.

‘New Challenges, New Chances’ sets out proposals that support competition by:

Creating a dynamic and deregulated sector that will give providers more flexibility in
how they respond to market demand;

Put greater purchasing power in the hands of learners (through the introduction of
24+ Advanced Learning Loans) and employers (through the Employer Ownership
Pilots and the proposed funding reform for Apprenticeships in England®®); and

Creating the National Careers Service to increase the information available to
learners on careers and skills so that they can make more informed decisions on
training.

This chapter sets out how competition works in the sector and the potential impact of the
reforms in terms of competition in FE. In particular it explores:

The way in which the market operates, and the effect of different factors influencing
competition in the sector. Specifically, the study examines:

o How geographic distance influences the extent to which providers can compete
with one another (geographical constraints);

o The characteristics of the ‘product’ (training) that is being traded by providers and
how this supports or restricts competition (product constraints); and

o The characteristics of providers and the effect this has on the extent to which
competition can take place (provider constraints).

How competition influences provider business plans in terms of the curriculum offer,
pricing, delivery and the number of places offered;

Whether there are sufficient signals from the market (demand for learning and skills
from employers and learners) to influence the provider response; and

%8 A consultation on funding reform for apprenticeships in England, DFE and BIS, July 2013

77



8.4

8.5

8.6

8.7

8.8

8.9

Evaluation of the ‘New Challenges, New Chances’: Further Education and Skills reform plan

o How the market has or could in future change as a consequence of the reforms and
other proposed policy changes.

The chapter draws on information from the competition case studies, analysis of the
learner enrolment data and college accounts data from 2011-12, and information gathered
from the qualitative interviews and quantitative survey.

A reference document on competition issues (Competition issues in the Further Education
sector) for providers has also been produced as part of this project.

Characteristics of the FE market

For the purpose of this study, the FE market is defined as the training delivered by
providers, which is predominantly post-16 academic and vocational training. The analysis
of competition includes all the types of services delivered by providers, including provision
for young people (such as A-levels and apprenticeships) and higher education training
which is at level 4 or above.

In order to analyse provider approaches to competition, it was necessary to consider the
FE market as a set of distinct market segments which have different characteristics. These
are:

o A young people sector for learners aged under 24 that are eligible for fully-funded
training, including 16-19 apprenticeships;

o An adult co-financed sector for vocational training and adult apprenticeships;
. An adult full cost sector for vocational training;

. A higher education sector for adults; and

o A sector for employability, first steps and basic skills training.

The level of competition varies between these market segments, as do provider responses
to competition. The sectors are to some extent interrelated. For example, many providers
offer training that is open to adults and young people and the demand from both of these
groups of learners determines the viability of the course. However, the way in which
providers market the training to different groups and the decisions they make on pricing
and delivery were felt to vary by these market segments.

Size of the market

The size of the FE market is estimated to be £23-24bn per year. This includes over £10bn
of public funding>®, of which:

o £3.1bn of funding is from BIS* for adult skills and apprenticeships;

% Information from the college accounts data 2011-12, Skills Funding Agency, 2013.
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o £6.3bn is from the Education Funding Agency for 14-19 provision;

° £621m is from HEFCE for higher education;

o £266m is from other funding bodies and agencies: and,

A further £13-14bn is from private investment in training, which includes:

. £11.6bn*" in employer investment for training that is ‘externally tradable**; and

. Nearly £2bn of household spend on training®.

8.10 FE providers derive the majority of their income from public funding. The college accounts

8.11

for 2011-12 show that, on average, around 85% of FE college income is received directly
from public grants. Most colleges gain around 5-10% of their income from employer and
learner contributions, with the median amount around 6%. Private providers interviewed as
part of the evaluation also stated that they gain the maijority of their income from
Government bodies and agencies. As a result, most providers are likely to see the state as
their main customer.

The majority of private investment in training is made to smaller training providers that do
not receive FE funding. These include consultancy companies, product manufacturers and
niche training providers. For many of these organisations, training is only one of a number
of products and services they provide**.

The size of each segment of the FE market

8.12 The young people market is the largest sub-market for FE providers, with income for

young people learning generally estimated to make up 60-80% of provider income. This is
relatively consistent across all colleges and most private providers.

8.13 As a result, the young people market is often the most important influence on providers’

future plans, particularly when considering new expansion projects. Often, the viability of
new buildings and introduction of new delivery vehicles, such as an online learning
platform, depend on being able to attract a sufficient volume of young people. In many
instances if services were targeted specifically at adults they would be unlikely to attract
sufficient volumes of learners to be sustainable.

8.14 Most providers have a relatively large co-financed market which encompasses full-time

career entry courses as well as shorter, industry-specific training (such as accountancy

** This is an estimate based on the amount of public funding provided to FE colleges. It includes the £2.8bn
that was allocated to the Adult Skills Budget and £211m that was allocated for community learning (BIS
Skills Investment Statement).

“'Employer skills survey, UKCES (2012)

42 Externally tradable is used to define training that is purchased from other organisations. It makes up 28%
of the £42bn that employers were reported to invest in training

*3 Living Cost and Food Survey, Office of National Statistics (2011)

*The private training market in the UK, IFLL (2009)

79



8.15

8.16

8.17

8.18

8.19

Evaluation of the ‘New Challenges, New Chances’: Further Education and Skills reform plan

courses), and leadership and management courses. In the co-financed market, many
providers have specialised in particular types of training, where they have a broad sector
offer. This enables providers to build expertise in the subject and also recruit sufficient
volumes of learners to generate economies of scale. It is important to note that there is
significant variation in the fees that providers charge to employers. Many providers charge
employers considerably less than the 50% contribution they are expected to make to the
cost of training.

The full-cost market for providers was generally felt to be quite small. It includes and is
heavily dependent on courses that are a legislative requirement for employers, such as
first aid and food safety, or nationally recognised courses such as PRINCE2. Many
providers believed it was difficult to grow the full-cost offer, because:

° Demand from employers is primarily for short, bespoke courses and these courses
can often be expensive for providers to develop. This means that the prices
providers charge are relatively high. Providers often need to develop new course
materials and send staff for training. As a result, many employers choose to access
training delivered by small consultancy companies or product suppliers who already
have the subject expertise and are therefore able to offer the training at lower cost.

o Many employers also want to access low-cost training and therefore choose to
access co-funded training that can be offered at a lower cost, or in some cases free
of charge, even if the training is less tailored to their needs. As one medium-sized
FE college stated, “employers that come to us generally expect some free training”.
As a result, the propensity of subsidised training actually reduces demand for full-
cost training.

The employability, first steps and basic skills market is relatively small, but for colleges
it is @ major part of their mission statement and therefore is considered an important part of
their offer. For some more commercially-minded providers, it is also seen as a key
recruitment tool. Many learners can progress onto longer courses and apprenticeships,
which justifies expanding their offer in the area, even if the margins for delivering the
training are low.

Higher education is a small part of a providers’ overall offer. Public funding to deliver HE
provision (either directly through HEFCE or sub-contracted from a university) makes up
around 5% of colleges’ total income. However it was widely considered to be an area with
potential for growth and a particular avenue for providers to increase learner income.

The geographical markets in which FE providers operate

The FE market can be considered as primarily a series of local markets that are broadly
defined by travel to learn patterns. Learners primarily limit their choices to providers that
they can reasonably commute to on a regular basis. As a result, geographical markets are
often based on transport links and are largely centred on urban hubs.

Most providers are strongly reliant on a geographically small core market. In the case
studies, around half of learners are recruited from within a five mile radius of the provider.
This reflects that location and convenience is an important consideration for learner
choice. However, most providers also recruit a reasonable proportion of learners from
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outside what could be defined as a local city of town area. In the case studies, around 20%
of learners are recruited from further than 15 miles away and around 9% are from over 40
miles away.

8.20 The size of this core market varies by market segment. In the young people and HE
market segments, learners are primarily recruited from a small geographical area,
generally around a city or town area, or from a collection of local villages. In addition,
learners accessing employability and first steps provision are also recruited from a smaller
geographical area. For these groups of learners, location is an important factor influencing
learning choices.

8.21 Employers that undertook full cost or co-financed provision were generally recruited from a
larger geographical area. In many instances, providers stated that they aimed to recruit
employers across a sub-regional or regional level. This was because employers were
perceived to be willing to travel further to access good quality training.

8.22 It was apparent that most providers do not compete in another providers’ ‘core’ area. In
these areas, it was often considered difficult to compete with well-established existing
providers. Providers would generally not move into a new area unless there was a strong
‘need to action’, which would generally be if the local college was failing or if there was a
need for particular specialist training. In general, providers competed in areas where there
was no dominant incumbent — essentially, in the geographic areas between providers.

8.23 In these areas, provider market shares can vary. Some providers in the qualitative
interviews reported that they recruited a high proportion of their learners from outside their
local area. In many instances this was because the reputation of the college and its
perceived sector expertise encouraged learners to travel from further afield.

8.24 It is notable that this distribution was largely consistent across different types of urban and
rural areas. However, there are slight variations. In East London, a relatively high
proportion (75%) of learning were from within five miles of the provider, but this is primarily
due to the high population density in London and also competition from a range of
providers that are based slightly further away. In more rural areas (such as Cumbria and
Somerset), it is unsurprising that a slightly lower proportion of learners came from within
five miles of their institution.
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Figure 19: Distance travelled by learners to undertake training in the five case
studies
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Source: Individualised Learner Record data, 2011/12

The number of competitors in a local area

In general, there are a multitude of providers operating in each geographical area.
Providers reported an average of 13 significant competitors, with nearly a quarter (22%)
indicating that they had between six and ten in the local area and more than a quarter
(27%) indicated that they had over ten competitors.

Competition was found to vary by subject lines. In the case studies, colleges stated that
they had on average 3-4 key competitors for each training programme. However, there
was more competition between providers offering popular vocational subjects such as
hospitality, construction and hair and beauty. In some other sectors, such as financial
services, fewer providers offered training as there was lower employer and learner
demand.

In the young people market segment, competition was mainly between colleges and
schools. In the case studies, urban city areas generally had a higher number of
competitors in this market. Although there were fewer competitors in rural areas, the case
studies did identify interesting examples of providers acknowledging that there were
business opportunities to operate in other geographical areas and therefore established
satellite learning centres. This represents evidence of providers ‘correcting’ a lack of
supply in certain localities.

There are notable areas where providers do not believe that they have a high number of
competitors. Around 15% of providers believed that they had fewer than two competitors
and 40% stated that they had less than 2 FE colleges as significant competitors. These
providers are based in a range of urban and rural areas. In these areas it may be that
there may be too few providers to influence competition.
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8.29 In some areas, there were examples of mergers that had led to a reduction in the number
of providers operating in an area. In more rural areas, a lack of competitors was primarily
because the volume of learners in a given locality was too small for it to be cost-effective
for new providers to deliver in that area.

Figure 20: Number of significant competitors (by provider type) for 19+ learners
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Market barriers

Barriers to market entry

8.30 In the full cost market segment, it is relatively straightforward for a provider to enter the
market and begin delivering training. There is a high substitutability of FE qualifications,
which are accredited by independent awarding organisations. A potential provider simply
has to register with the awarding organisation and meet quality assurance obligations to
deliver accredited training. There are start-up costs associated with purchasing equipment
and employing suitably skilled staff but for most subject lines, these costs are not
significant.
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8.31 There are also opportunities for providers to access public funding. There are open
tendering competitions for certain types of provision, such as ESF provision. In addition,
providers also have the opportunity to sub-contract with larger providers to provide a wide
range of training programmes.

Barriers to expanding market share

8.32 Organisations that receive public funds can increase their funding allocation. Allocations
are based on prior year activities with in-year adjustment and bidding. Therefore providers
that have high quality standards and are successful in recruiting learners can expand their
offer and deliver training in new subject areas.

8.33 ltis relatively straightforward to expand provision in most sectors. However, in some
subject areas, and particularly Science, Technology, Engineering and Maths (STEM)
subjects, there are high set-up costs due to the need for expensive specialist equipment
and niche skills to deliver the training. There is generally lower demand for these courses
and therefore the low return on investment prevents some providers from delivering these
courses. However, as these markets are small this does not have a significant impact on
competition in the sector.

Provider behaviour

Pricing decisions

8.34 Price was generally considered to be the major factor that influenced employer choice in
training. Most case study providers believed that employers were willing to speak to a
range of providers in order to find the lowest price for training. As a result, price was seen
as an important way in which providers attracted new employers.

8.35 Competition was found to have a strong influence on provider decisions on pricing. Three-
fifths (61%) of providers and 76% of colleges believed that their decisions on pricing were
influenced by competition. In the case study interviews it was clear that this was most
apparent among co-financed provision, where it was felt that state subsidy enabled
providers to offer training at a cost that was in line with employer expectations (generally
around £700-£900 for the cost of tuition). This also provided an important marketing tool
(the offer of subsidised training) that enabled providers to promote their services to
employers.

8.36 Most providers stated that they actively checked the prices charged by their competitors.
In particular, many colleges reviewed the prices charged by other colleges in order to
charge prices that were around the same level of other organisations.

8.37 Providers are generally able to exhibit considerable flexibility in the fees they charge
employers and learners. The unit cost of a training place depends on the staffing, facilities
and equipment cost for delivering the training. Providers that deliver a wider range of
provision can benefit from efficiencies because staffing, equipment and facility costs can
be partly or mostly supported by other funding streams. As publicly funded provision is
offered at a flat rate, i.e. a large provider that receives over £50 million in public funding is
paid the same cost for a course as a smaller provider, there is the opportunity for some
providers to offer training at a substantially lower cost than others.
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8.38 In addition, there were some institutional factors that providers believed enabled some
providers to keep the prices for training low:

Private providers believed that colleges had the opportunity to offer lower prices as
they could subsidise their employer offer from the income they receive from young
people.

In contrast, colleges believed that private providers benefit from lower overhead
costs (due to smaller estates, lower costs for HR and finance functions) and also
lower staff costs which meant that they could offer training at a lower price.

8.39 There is a sense that this flexibility has enabled providers to keep the costs of co-financed
provision low. There was evidence in all the case studies and many of the qualitative
interviews of providers stating that they received less in fees from employers than they
were expected to receive. A recent study by BIS** on apprenticeships found that only 11%
of employers paid some level of fees to providers and the amount they paid ranged from
21% for engineering to 6% for retail and commercial frameworks.

8.40 This competition in price provides a benefit to consumers as it keeps the cost of training
low. However, it does indicate that public funding is often used to subsidise training which
is expected to be at least part-funded by employers.

8.41 There is little evidence of aggressive pricing among providers in order to reduce the
market share of their competitors and make them withdraw from the sector. None of the
providers that participated in the case study said they thought in these terms, primarily
because most providers are focused on meeting the needs of their community rather than
aggressively growing their market share.

The impact of competition on quality

8.42 The extent to which quality influences provider behaviour varies by different types of
learners and employers:

In the young people sector quality is an important consideration for learner choice,
particularly for attracting learners that live further away from a provider. Learners
are likely to draw on information on inspection results and success rates that are
published on providers’ websites but perhaps more importantly, to draw on learner
testimonies, the views of their parents, and the historic reputation of the college.

Employers were felt to be influenced by quality, but were less likely to rely on formal
measures of quality such as inspection grades and instead be more influenced by
the sector expertise of the institution. This would be through the reputation of the
provider and also from the expertise of their staff.

* Evaluation of apprenticeships: Employers, BIS research paper 77, May 2012. The report is available at:
https://www.gov.uk/government/publications/evaluation-of-apprenticeships-employers
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8.43 For some providers, quality is seen as their “unique selling point” and hence they maintain
a strong focus on maintaining a high quality rating in order to attract learners. All providers
also maintain some focus on quality in order to help them promote their organisation to
learners.

Wider approaches employed by provider to recruit employers and learners

8.44 There was considerable diversity in the way the providers market themselves to employers
and learners. For example:

° Some providers, and particular colleges, see their facilities, such as an IT suite and
library, to be key selling points. It was felt to be a particularly effective way to
promote their organisation and drove providers to invest in their building and
resources.

o Some providers also believed that a strong online offer was important for attracting
new customers, particularly employers, where the flexibility reduced the amount of
time that staff were away from work. This view was more common among private
providers. This has led some providers to utilise new technologies. For example, in
some providers, apprentices can send videos to assessors and use this to record
competence in their learning portfolio.

8.45 There is a sense that all providers have a clear understanding of their ‘unique selling
points’. These are used to influence the areas that they look to grow and how they choose
to ‘sell themselves’ to local businesses.

Collaboration

8.46 Most providers, and particularly colleges, work closely together to develop a
complementary local offer. There is evidence of providers working together to:

o Coordinate their training offer for certain vocational subjects. This was most
commonly done where there was a local need for training in a niche subject that
could only attract a small pool of learners. In these instances, the training would
only be viable if it was delivered by one provider in the region. As a result, providers
would agree not to compete in these subject areas.

o Coordinate area-based delivery for employability and first steps learning. For these
groups of learners, it was considered necessary to have a local offer. As a result,
providers worked together to ensure that there was good local coverage of
disadvantaged areas.

8.47 The level of collaboration that takes place in the sector provides benefits in ensuring there
is a joined-up local offer which enabled providers to deliver training that meets the needs
of their local community. However, there was a lack of clarity among providers on what
could be considered a reasonable level of collaboration. Some believe that competition
prevents collaboration, and others are not clear about where collaboration may not be
appropriate, for example when discussing pricing strategies. There is a risk that this may
lead some providers to overstep the mark when collaborating, particularly as they look to
expand or maintain their market share at a time of tightening FE budgets.
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There is a clear sense that providers do not have a full understanding of their
responsibilities in terms of adhering with competition law. For example, some providers
were unaware of the competition and issues associated with jointly setting prices. In
addition most providers were also unaware of the organisations that are regulating the
sector. This presents a risk that some providers may believe that public agencies such as
Ofsted or the Skills Funding Agency are monitoring competition in the sector, and
therefore they do not need to monitor competition issues themselves.

The impact of the FE reforms of competition in the sector

How the reforms are changing competition

Providers believed that the reforms had a considerable effect on competition in the sector.
Nearly two-thirds (63%) of providers indicated that they felt the reforms had increased
competition in the sector and around a quarter (22%) believed it had increased competition
to a large extent.

The perceived impact of the reforms on competition was greater among providers that had
a significant number of competitors. Around three-quarters (73%) of providers with more
than 10 significant competitors believed the reforms had increased competition, and nearly
a third (31%) believed it had increased competition to a large extent.

The freedom and flexibilities that have enabled providers to develop new delivery vehicles
and a more flexible offer were seen to assist greater competition in the sector. There was
also a sense that the recent reduction in funding rates led providers to recruit larger
volumes of learners to make certain courses more viable which has further increased
competition. Many providers also believed that that the introduction of 24+ Advanced
Learning Loans would reduce demand for certain courses. Learners would have to pay for
training which was expected to influence take-up and also make learners more conscious
of the cost of training. This means that providers will be competing for a smaller pool of
learners and therefore need to demonstrate value for money.

The expectation that providers should in future receive a greater contribution to the cost of
training from learners and employers was also widely acknowledged as requiring providers
to be more ‘commercially minded’. For some providers this will be a significant shift in
approach - most see themselves as public service providers rather than operating in an
open market. It will therefore take time for providers to change their approach and take
advantage of market opportunities.

Some providers did, however, note risks to competition in the context of the reforms:

o The introduction of minimum contract levels may reduce the number of competitors
in certain areas. A few providers stated that by contracting with colleges there were
new limitations on the sector areas or geographical areas in which they can
operate. These were generally specified within the contract to prevent the sub-
contractor from competing with the prime contract holder. Fewer competitors in an
area will mean that providers have greater freedom on pricing decisions.

o The introduction of minimum contract levels also means that larger providers will
play an increasingly important role in allowing new providers to enter the sector.
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Most new providers are unlikely to hold contracts over £500,000 and therefore will
be reliant on sub-contracting with larger providers to deliver publicly funded training.
There is a risk that if large providers do not operate transparent tendering
processes or hold long-term contracts with their existing sub-contractors it will be
more difficult for new providers to enter the market.

Table 7: Effect of reforms in the sector on competition

Other
private All Community More
College  provider other Learning 500 or 501 - than
Total s S s providers less 5,000 5,000
Are reforms in the
FE sector helping to
increase competition?
ves - loalarge 22% 23%  24%  18% 21% 21%  25%  21%
thser;tto some 40% 44% 36%  41% 46% 36% 35% 49%
Yes ;ltt‘;nae'g’ 63% 67%  61%  58% 66% 57%  60%  69%
No 32% 29% 35% 33% 28% 36% 34% 28%
Don’t know 5% 4% 4% 7% 5% 6% 6% 3%
Not applicable 0% 0% 0% 1% 0% 1% 0% 0%
Base: All exc.
private providers 456 169 192 95 168 121 177 160

who only provide
internal training

Priorities for ensuring future competition in the context of the reforms

8.54 The research has identified some potential competition issues that may need to be
addressed in the future:

o There is a need for providers to expand their commercial offer to attract greater
employer and learner investment. However, in some providers there is a difficulty in
balancing the need to be more commercially-minded with managing their
community focus. It would be unrealistic to expect this change to happen quickly, as
it will require a transition period for Governors, Principals, senior managers and
curriculum leads to all have a clear understanding of expectations and develop
plans. Government expectations of the timescales for these changes to take place
therefore need to realistic.

o Colleges have clear structural advantages, due to their size and their capacity. At
present this is not an issue, as colleges are not exploiting their market position. In
addition, there is the potential for new providers to enter the market and for existing
providers to grow their provision. It may be that in the future, online learning can
provide further competition to colleges in areas where there are few competitors
and increase competitive constraints.
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Providers need greater guidance on what is expected in terms of collaboration. It is
understandable that providers should seek to collaborate in order to specialise in
certain areas that may otherwise be unviable. However, providers need to
distinguish between collaboration that is necessary to support learners and
employers, and discussions that could be considered to unnecessarily restrict
competition.

There is a lack of clarity on the role of regulators. As a result some providers may
expect that Ofsted or the Skills Funding Agency are responsible for regulating the
sector and expect these organisations to provide guidance on issues that may affect
competition. The appointment of the Secretary of State as the Principal Regulator
for Further Education colleges in September 2013 should provide an opportunity to
clarify roles and responsibilities.

Colleges and larger providers need to develop sub-contracts that run for an
appropriate length of time (less than 5 years). This will ensure they regularly review
their sub-contracting arrangements and provide opportunities for new entrants to
the sector.
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9. The impact on provision

9.1 A key objective of ‘New Challenges, New Chances’ is to help providers develop a more
responsive offer to effectively meet the needs of employers and their local communities.
This chapter describes the impact of the reforms on provider’s training offers and the
income they generate from employers and learners.

Changes made to the provision offered by providers

The extent to which the reform programme had led to changes in provision

9.2 The reform programme has had a significant impact on the type of provision offered
by providers. As shown in Figure 21, over three-quarters of providers (76%) reported that
the reforms had affected the type of provision which they offered. Indeed, almost half
(47%) indicated that the reforms had affected the type of provision ‘a lot’. There was
relatively little variation among different types of provider, again underlining the fact that
the impact of the reforms had been felt widely across the sector.

9.3 Inthe qualitative interviews providers believed that the most substantial changes had been
as a result of the new flexibilities that were available through the introduction of the ASB
and the changes to funding entitlements.

Figure 21: Whether the reforms have affected the provision delivered by providers

47% mA lot
Alot/ a little = 76% " Alittie
0% = Not very much
13% u Not at all
8%
2%
Q3 To what extent have Don't know
the reforme affected the
type of provisicn being
deliversd?

Base: All respondents (481)
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Changes to providers’ offer

The most significant change has been that providers have increased the provision that
they offer to meet the economic*® needs of their locality (stated by 66% of providers whose
provision had been influenced by the reforms). In the qualitative interviews, providers
reported that this was primarily due to the removal of high-level targets for full level 2 and
level 3 learning. This enabled providers to deliver a more tailored programme and also
offer shorter, utilised provision to local employers and learners.

In around half of providers, the reforms have also led to an increase in the flexible
provision they offer. The amount of part-time learning had increased, as had the amount of
short courses delivered (reported by 52% and 53% of providers respectively). Almost half
(49%) had increased the amount of courses they deliver with flexible start dates. This
again was partly due to the removal of funding targets for full qualifications, and partly due
to the increased flexibility given to providers to move funding between the adult and
employer funding streams.

The location of where the provision was offered had also become more flexible. In total,
38% had increased the amount of provision that was delivered at employers’ premises.
Around one third (34%) of providers, and particularly community learning providers (43%),
had increased the provision offered in outreach centres.

The use of e-learning

One of the changes to funding policy was that course funding was no longer dependent on
the number of guided learning hours that were provided to learners. This gave providers
greater opportunity to deliver training through distance learning and e-learning. Most
providers supported this change. As one large private provider stated “[funding for] online
provision has always had a problem. This is a massive improvement for us. At the moment
doing GLH and evidencing that is hard. So it allows us to make the best of what e-learning
can do — allow students to work at their own pace.”

However, only a few providers (15%) had changed their provision offer to reflect the
change in funding approach, and many of those considered themselves to already have a
good online or work-based offer. Some providers reported that learner demand for a
reasonable amount of contact time was a strong enough reason not to significantly change
their offer. There also appears to be a lack of certainly about how it will be audited by
external bodies and blended in a programme of study. However, perhaps more pertinently,
it is clear that for some providers the increasing use of e-learning and distance learning
signifies a major shift in approach which will require a significant upfront investment. The
present uncertainty in the sector as the reforms are implemented has meant that few
providers were willing to invest in these capacity building activities at this present time.

% Economic needs refers to work related training that helps individual enter employment or supports local
employers to overcome skills gaps and shortages

91



9.9

Evaluation of the ‘New Challenges, New Chances’: Further Education and Skills reform plan

Figure 22: How the reforms have affected the type of provision being delivered
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Base: All respondents who said the reforms had affected the type of provision they deliver ‘a lot’ or ‘a little’ at Q3 (367)

The impact of changes to provision

More than two-thirds (69%) said that the reforms had led to changes in the balance of their
provision and 58% believed the reforms had enabled them to be more responsive to the
needs of their local communities. For many providers, the most tangible change has been
an increase in employability provision. In this area the type of training required by learners
varies significantly by group, with some needing general job-preparation skills (CV writing,
interview skills) and others requiring technical or functional skills. In the qualitative
interviews, providers generally stated that this was due to the change in funding
entitlements that enabled shorter courses to be funded for job-seekers, and also as a
result of greater opportunity to adjust plans and move funding between funding streams.
Previously, providers found it difficult to respond to learner needs as they had fixed targets
that they had to achieve to secure funding. However, providers believed they could now
offer more flexible provision, which has led to an increase in their employability offer.

Figure 23: Perceived impacts of the reforms on provision
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Among community learning providers, a slightly higher proportion of providers (76%) had
changed their balance of provision. Many of the provider staff that participated in the
qualitative interviews reported that they had expanded their offer in order to increase fee
income or in other instances, expanded into working with new providers.

The reform programme had also led to an expansion of the employer offer in some cases.
This has primarily been to increase providers’ work in their core sectors or for their core
group of employers, rather than to enter new sectors. Providers have in the first instance
generally sought to build on their strengths and take advantage of the new flexibilities to
include new courses. These providers already had a broad employer offer and were quick
to take advantage of the freedom and flexibilities provided in the reform programme. This
has resulted in providers working with new groups of learners.

The impact of the FE reforms on provision also has to be judged in the context of an FE
provider base which remains highly dependent on public funding having to manage
substantial reductions in public funding over the period as the reforms have been
implemented. To some extent, the flexibilities contained in the reform plan have enabled
providers to better manage this process. Where possible, providers interviewed as part of
the evaluation had attempted to generate efficiency savings which did not impact on the
breadth and quality of the provision they offer. It was only when they were not able to
make the necessary savings through this approach that they then considered making
reductions to teaching staff and their curriculum offer.

Only a small proportion of providers had reduced expenditure on teaching staff. Those that
did were primarily smaller colleges that had difficulties generating sufficient savings from
other methods. Of these:

o Most made savings by making small reductions in the number of staff and
compensating by increasing the teaching time specified in teachers’ contracts;

o Some had made significant reductions to the number of teacher support staff that
they employ; and

o A few had offered voluntary redundancy packages and replaced experienced staff
with lower paid staff or more part-time or hourly staff.

Providers that had made these changes had processes in place to monitor the impact
these changes had on the quality of provision. However, most believed they could manage
these changes without influencing the learner experience.

Some providers readily acknowledged that, as a result of the funding rate reduction, they
have introduced tighter measures to monitor expenditure (more regular reviews); because
of this they have become more conscious of income thresholds.

Private providers generally made efficiency savings by reducing expenditure on teaching
staff. Private providers were less likely than colleges to be able to identify significant
savings from reducing overhead costs and expenditure on non-teaching staff. Most had far
lower overheads as they typically employed fewer staff and delivered a high proportion of
their training in employers’ premises. As a result they made the following changes:
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o A few providers stated that they had reduced the number of assessors and
increased the caseload of existing staff. Assessors were expected to spend less
time with each student and therefore needed to ensure that contact time was used
efficiently; and

o A small minority of providers also made changes to the pay and conditions of staff.
One private provider stated that it rigorously re-assessed all their staff against the
requirements of their two staff categorisations (teachers, who are on a higher pay
rate, and instructors). This led to more staff being classified as instructors. Another
provider had changed the terms and conditions of staff employment so that
instructors’ pay now depended on the outcomes achieved by their students. Both
changes had reduced staffing costs in their respective organisations.

Most providers did not believe that these changes had led to a significant reduction in staff
numbers. As stated earlier, some had experienced growth in other areas (particularly
apprenticeships which was an area in which many private providers specialised in
delivering), and had therefore been able to move staff into different subject areas. Others
had only needed to make slight reductions in the hours of sessional staff and therefore
reduced costs without reducing the number of staff.

Most providers stated that the reduced availability of public funding had not had a
significant impact on the range of courses that they offered. There were however a few
providers that had reduced the number of ESOL and Skills for Life courses that they
deliver. This was because these courses were considered to be unsustainable after the
recent cuts in the funding uplift. Only a minority of providers had made changes to the way
in which they deliver provision:

o Class sizes: Some providers (particularly colleges) had increased class sizes for
certain provision, particularly Skills for Life and ESOL courses. Many providers
believed that this provision generally has a higher unit cost to deliver as more of the
provision is based in community venues (which means that the provider needs to
cover transport and venue costs). It also requires more recruitment activity to be
undertaken as the learners that would benefit from the training are often hardest to
reach. Providers felt it necessary to continue the recruitment activity and delivery in
local venues in order to maintain learner numbers, and therefore chose to increase
classroom sizes to make the courses more efficient. Where providers had increased
class sizes for other courses, these were primarily classroom-based courses where
it is possible to accommodate more learners, such as academic courses or those
with a large theoretical component. Providers found it difficult to reduce contact time
for courses that had a large practical component (such as engineering and
construction). Many of these courses require one-to-one tuition, and providers
believed it was not possible to increase class sizes without damaging the learner
experience.

o Course delivery: A significant number of private providers and a few FE colleges
stated that they were able to make efficiency savings by increasing the amount of
training that they deliver online. Some had chosen to deliver some modules of a
qualification online and to offer more blended learning opportunities. These
providers did not consider this to be a major step-change in approach, but rather an
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acceleration of changes that have already been taking place over the last few years.
Some providers have reduced training activity that is not part of the core teaching
offer (such as tutorials and demonstrations) or had these activities delivered by
ancillary staff (such as instructors or support staff) which reduced the burden on
teachers. Overall, the changes were not considered to be significant enough to
impact noticeably on the quality of the learner experience. This is in part because
most providers had defined clear parameters within which they are making
reductions to learner-staff contact time — for example one provider stated that they
are committed to ensuring a minimum of 85% of learning hours are undertaken
face-to-face with teachers. In addition most providers planned to monitor the impact
of these changes on quality through reviewing any alterations to success rates and
learner feedback.

Fee income generated by providers

Most providers still received a relatively small proportion of their funding from employers
and learners. The survey found that just under two-thirds of providers (64%) received less
than 10% of their total income from employer fees, and 65% received less than 10% of
their total income from learners. College accounts*’ also show that on average 8% of
college income is generated from tuition fees, and nearly all college tuition fee income
ranges from 5%-15%.

Income from employers

On average, the income providers received from employers accounted for 13% of total
income for adult skills training. This proportion was broadly similar in both private providers
(a mean of 17%) and in colleges (12%). There were no significant variations according to
the size of providers. Co-funding levels were relatively consistent for all types of provider
and it was not typically a main source of income for providers, with only 7% saying that it
accounted for half (or more) of their total income.

*" College Accounts 2011-12, Skills Funding Agency, May 2013
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Figure 24: Proportion of income from co-funding with employers
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Income from learner fees

9.21 Overall, the level of income providers received from learners’ fees was similar to the level
of fees received from employers. On average, income from learner fees accounted for
12% of total income for 19+ skills provision. A quarter of providers (27%) received no
income from learner fees.

9.22 Private providers received a smaller proportion of their income from learner fees, with a
mean of 7% (compared to 18% for colleges). This most likely reflects the nature of the
provision that they offer, with most private providers offering apprenticeships and training
for employers. Colleges generally have a broader offer.

Figure 25: Proportion of income from learner fees
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Changes in the income generated by employers and learners

Changes that have taken place so far

There has been little change in the income generated from employers. Just over half
(53%) of providers stated that the income they received from employers have remained
the same this academic year and the proportion of providers who had seen an increase in
funding from employers (20%) was balanced by the proportion seeing a decrease (19%).
Around a quarter of colleges (24%) had seen a decrease in their level of co-funding with
employers (compared to 17% of private providers). This is shown in Figure 26.

Many providers noted that the recession was having a negative impact on employer
contributions. This not only meant that fewer employers were undertaking training, but also
that employers were generally felt to be more likely to negotiate lower prices. As one
medium-sized FE college stated: “Employers are now far more money conscious now.
Many are shopping around to get the best deals. We can negotiate to some extent, but
have to draw the line somewhere”.

It is significant that the funding entitlements have generally enabled providers to retain or
increase their level of employer contributions. Most providers (73%) had managed to
maintain or increase their adult offer and the move to co-financing for students over 24
years of age had meant that these providers were leveraging greater income from the
learners that enrol on their courses. Less than one fifth of providers (19%) found that the
change in funding entitlement had reduced demand for certain courses due to a reduction
in employer contributions.

Figure 26: Changes to the level of income from co-funding with employers over the
past year
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A similar pattern is apparent with regard to learner fees. Half (52%) of the survey
respondents reported no changes in the level of income from learner fees in the last year.
The most common reason reported for a change (either an increase or decrease) in
income from learner fees was the wider financial climate (reported by 49% of respondents)
which had reduced demand for training.

In the qualitative interviews, some providers reported that the income they generated from
learners had increased because they had grown their HE provision which is part-funded by
learners. However, given that HE only makes up a small part of college’s income, these
changes would only have a small increase on their overall income. A few providers also
stated that learner income had increased as the economic downturn had led some
learners to pay for training so that they could change career.

Figure 27: Changes to the level of income from learner fees this academic year
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Changes that are expected in the future

Few providers had clear plans in place to increase employer and learner investment
in training. Many providers stated that this was due to uncertainty in the FE landscape,
and particularly the lack of clarity in how the 24+ Advanced Learning Loans will affect
demand. A widely voiced uncertainty was that “we don’t yet know what courses people are
willing to take a loan out for”. Once this becomes clear, most providers believe they will be
better able to identify fee income areas of potential growth and develop a clear growth
strategy.

However, some providers had identified broad areas where they believed income could

increase in future, and had begun to position themselves to grow provision in this areas.
This included:
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o Apprenticeship provision. The policy driver to increase apprenticeships is seen as
an area where funding is more secure, and therefore many providers have already
focused on expanding their apprenticeship offer. Some providers are planning to
develop this area by working with a wider range of sector specialist partners through
sub-contracting, or by taking over existing providers.

o HE provision. This was primarily because providers believed the recent increase in
the fees charged by universities may stimulate demand for HE courses in colleges
where the fees are generally lower. In addition, many young people who cannot
find employment during the economic recession may choose to improve their
opportunities by undertaking further learning. This is despite most providers
experiencing a fairly slow growth in HE numbers over the past decade. Providers
had varying views on the extent to which they could grow HE provision. Generally,
the organisations that received funding directly from HEFCE believed that they have
greater security in learner numbers and were more confident that they could
significantly grow their learner volumes. Organisations that delivered franchised
provision from universities assumed that this growth would be slower, but believed
that they could increase the provision they offer at full cost. These courses would
still cost less than the fees charged by universities which one large FE college
stated: “is a very good selling point”.

9.30 A third of providers (34%) also had plans to expand their offer of short or unitised courses.

9.31

There is significant demand from employers for short courses and some providers
acknowledged that this was the direction they needed to travel to in order to increase
employer contributions. However, most were at an early stage of planning for this change.

A third of providers believed the reform programme will help them to grow the income they
generate from learner fees but slightly more than half (65%) believed that it will not have
an impact (Figure 28).This seems to reflect that there is a group of more commercially-
minded providers that believe that the reforms can help them to tap into new income
streams, while others are still developing firm strategies and plans and remain reliant on
public funding and the ability to offer ‘free training’ to engage employers. In these
instances, leveraging greater employer and learner contributions requires a significant shift
in approach and this will take time.
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Figure 28: Whether the reforms will help to grow provision from learner fees

8%

Large / to some extent = 34%

268%
EYss-to alargs extent
EYes- o some extent
55% =He
B Too esarly to tell
20 mDentknow
5%
5% Matapplicabls

Q30: Do you think that
the reforms will help
grow provision from

lsamer's feas

Base: All respondents excluding private companies who mainly do internal training (458)

Providers were also asked whether they thought that the reforms would help them to grow
their income from employers in the future. As shown in Figure 29, around three in five
(59%) thought that the reforms would not help them to grow income from employers, while
a quarter (26%) believed that the reforms would help to grow employer income to some
extent. Very few believed that the proportion of funding from employers would grow to a
large extent as a result of the reforms (3%).

At present, there is a widespread sense that the reforms will not impact on co-funding in
the future. Of those who said that they received nothing (or a minimal income) from co-
funding from employers, almost three quarters (72%) said that they did not expect the
reforms to have any impact on this level of income. Among those who did currently receive
income from co-funding with employers, around half said that they did not expect the
reforms to change the level they receive. As such, there is generally a fairly widespread
sense that the reforms will not impact on co-funding from employers. There were no
significant differences between types of provider or by size of provider.
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Figure 29: Whether providers expect the level of co-funding from employers to
increase
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10. Conclusions and
recommendations

Conclusions

Increasing engagement with the reforms, maintained support from the sector

The FE reform programme has gained significant traction across the sector. Support for
the ambitions of the reforms remains strong, but providers have increasingly mobilised to
engage with and respond to the reforms. There is a clear shift here in the period since
preparedness for the reforms was assessed in 20114,

There is inevitably still uncertainty among some providers about the future direction of
travel, and some pockets of scepticism remain about whether the Government will follow
through on the ambitions of the reforms. With the exception of some mixed messages in
terms of whether the implementation of new policy by agencies is always aligned with the
intent of having a simplified system, the over-arching reform programme has followed a
consistent direction of travel and this has been important in building on initial provider
support. It is likely that as long as this consistency is retained, providers will continue to
actively engage with the reforms and that the remaining scepticism will dissipate over time.

It is also important to note that there is a fairly sophisticated understanding across the
provider base of the rationale for elements of the reforms that provide immediate
challenges to the sector — the reduction in overall public funding for FE and the wider
economic backdrop that has required a focus on targeting the public funding that is
available where it will make the greatest difference. While key elements, such as simplified
funding rates are due to be rolled out in 2013/14 and have not yet substantially impacted
on the sector, the flexibilities associated with the new Adult Skills Budget are benefitting
providers in terms of being better able to respond to emerging demand. This helps to
cement the credibility of the reforms in the eyes of providers and gives many providers a
clear sense of how they can practically take control of their own futures, even at a time of
great uncertainty.

The beginnings of a step change in provider planning and strategy

Significantly, the clearest area in which the provider response is apparent is at the level of
strategy and business planning. This may not have led (yet) to significant re-structuring of
provider delivery models or governance arrangements, but there is clear evidence that the
majority of providers have started a process of thinking about the most appropriate
business models in the context of the changing FE landscape. This is not solely a

8 Research to assess preparation for and changes arising from the new FE reforms and skills policies, CFE,
2011
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consequence of the reforms. It is partly driven by the more constrained public funding
environment.

What the reforms provide are a set of tools and freedoms for providers to adapt to new
expectations about who finances and who controls FE provision. Irrespective of whether
the actual strategic response from a given provider is ‘wait and see’ or more proactive in
nature — the important point to note is that the diverse provider base largely understands
the changes that are in train and there has been something of a sector-wide debate at
leadership and management level about organisational purpose, provision, approaches to
delivery and markets. This might be regarded as something of a step change for the sector
as whole even though the internal dialogue is ‘work in progress’ in many cases.

There are a number of parallel strands to the sector response to the reforms — an
immediate operational response to changing funding arrangements and new funding
opportunities, and a reflection among senior managers about longer-term strategy and
organisational structures. Whether or not strategy has changed at the provider level, there
are a new set of considerations underpinning future strategy and new terms of debate
among senior leaders and their stakeholders. This has been able to happen in part
because the reforms did not appear ‘out of thin air’ — they continued and stepped up a
process of increasing provider focus on customers, quality and responsiveness that had
led to a degree of re-positioning in the sector, even before ‘New Challenges, New
Chances’ was published. These changes are likely to continue as providers respond to the
priorities and actions in the ‘Rigour and Responsiveness in Skills’ policy paper.

Opportunities for ambitious providers to be entrepreneurial, while others
consolidate

Unsurprisingly, the high-level picture of sector engagement with the reforms encompasses
an array of local situations, strategic responses and market-specific challenges depending
on the type of provider and its leadership approach. One of the clearest messages from
the evaluation is the emergence of different strategies deployed by providers. Some are
looking to consolidate their position typically by increasingly gearing provision to where the
more limited public funding is available. Others may be considered to be in the vanguard
of perceiving the reforms as providing an opportunity and have increasingly diversified
their strategic options against a background of financial uncertainty.

The scope for providers to become more entrepreneurial:

° Those providers in the vanguard of a more entrepreneurial FE culture are
characterised by proactive attempts to ensure a funding mix that cushions them
against future public funding changes. These providers have already made
significant changes in response to the reforms. The major current uncertainty here,
though not in scope of the evaluation, was reported as the introduction of 24+
Advanced Learning Loans.

o These strategies pertain more closely to FE colleges than private training providers,
which, with the exception of the small number of private and independent providers
with national scope, are more niche in nature. Niche private providers are more
typically concentrated in the apprenticeships market (where increased funding
overall has provided space to breath in a more competitive commercial
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environment) or community learning (where there is a premium on good
management and systems — and adaptability to changing market conditions).

o For the most part, the key factor informing the strategic response of FE colleges is
the strength and quality of leadership. Colleges are used to the inevitable
uncertainty surrounding future funding priorities and entitlements. They focus on the
opportunities available, be it HE or international students, or by proactively working
with employers to secure apprenticeship funding or to put in bids with partners for
investment through programmes such as the Employer Ownership Pilot. The
revenues generated from these other streams may in the short- to medium-term be
dwarfed by the public grant, but they are seen as strategically important in insulating
colleges against future changes, as well as providing the potential for longer-term
growth.

The strateqy of consolidation:

o For providers looking to consolidate, there are still major changes in train. By
harnessing the increased funding flexibility, the evidence suggests an increased
focus on employment-related skills funding, closer working with Jobcentre Plus and
some quite important changes to the balance and nature of provision. These
providers are, in some cases, delivering shorter courses on a responsive basis.
They are only able to do this by having operational models in place that support
flexibility and responsiveness in a way that aligns to the objectives of the FE reform
programme. The reforms are therefore creating the conditions for these providers to
meet the needs of a changing customer base, for example, supporting unemployed
people into work and raising skills with the aims of increasing employment
changes/opportunities.

° Another approach for providers to consolidate is to retreat into the safer, more
reliable young peoples’ market. In most cases, the maijority of providers’ income
comes from supporting young people. However, very few providers are going down
this route, as many continue to see the adult skills market as a core business
activity and an area in which they play a vital role in their local community.

Provider revenue remains heavily dependent on public funding

Irrespective of the strategy pursued by individual providers, there has not been a
significant shift in the share of fees generated from employers and learners. The reforms
have taken place against a difficult economic backdrop and even the most entrepreneurial
of providers has been constrained in the extent to which they are able to leverage non-
public money. There is therefore a powerful continued reliance on public funding across
the sector as whole. There is some evidence that relative revenue from public funding has
increased in recent years. Providers are clear that the reforms do not, in themselves, act
as a lever to considerably alter the funding mix. Changes will occur as a result of
developing clear long-term strategic plans for revising their training offer and as a result of
closer working relationships with local partners which providers are beginning to put in
place.

104



10.9

10.10

10.11

10.12

10.13

Evaluation of the ‘New Challenges, New Chances’ Further Education and Skills reform plan

Some questions are raised here about the long-term viability of a substantial employer-
funded market. Numerous smaller providers, especially private training providers, thought
that the ability of larger competitors to cross-subsidise employer provision (because unit
costs can vary depending on the contribution of other training programmes to overheads
and equipment costs) prevented them from charging employers the full cost of provision.
This could also lead to a scenario in which expectations that training should largely be free
to employers are not being challenged through the reforms. This has potentially negative
consequences for the perceived value of training to employers in this market, as well as
the basis for employer engagement (i.e. if employers do not pay, the provision is perceived
as having minimal value — even paradoxically where cost is not the driving factor for
employers).

New partnerships and models of delivery to safeguard the future of providers

It is striking in this context that while public funding for FE has significantly reduced, there
is a degree of confidence among providers about their own future sustainability. There has
been some sector consolidation to date and there is an expectation among smaller
providers that this will continue in future. The reforms and funding changes have led all
providers to think about how they operate in partnership with others in the same local
market.

The rise of sub-contracting and greater joint working has been driven by economic reality —
and arguably much more so than as a measure to deliver efficiencies per se (i.e. through
shared services). There are examples of healthy partnerships and good working
relationships which appear to benefit all concerned, just as there are examples in which
sub-contracted suppliers feel squeezed. New opportunities created by the reforms for
providers to change their instruments and articles of governance and to grow by
purchasing other providers are a necessary precondition for these changes — which in
themselves serve to benefit more ambitious and strategically-minded providers.

Steps forward and future challenges in relation to delivering local
accountability

The new freedom and flexibilities have led to the development of a more dynamic
relationship with stakeholders. Providers are now able to respond quickly to the needs that
are articulated by stakeholders, and this is facilitating greater two way communication and
accountability to local partners.

The community mission that many providers see as their core function (especially FE
colleges) creates a culture in which expanding the offer to deliver similar training to other
providers is seen as duplicative and inefficient. The reality, as our assessment of
competition in five areas highlights, is that the locality has a significant influence on
defining what providers consider to be their ‘core’ market, and providers see their primary
role as serving this community. Providers plan provision to accord with the perceived
needs of their community, often working closely in partnership with local stakeholders.
Accountability in this context can often be considered as ‘one-way’ (community
stakeholders communicate their needs to providers, but providers do not often report
directly to their customers). In some markets, this means that customers cannot always
interrogate the decisions made by providers.
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Simplification is taking place, but the benefits are not yet being realised

A few notable changes in terms of simplification have taken place as a result of the
reforms, but it is clear that not all of these have led to actual reductions in provider
administrative costs. Providers are cautious in making changes to administration where
decisions can be reversed, and there is also concern about the removal of certain
information requests where these may still be required by other Government agencies.

There is a challenge moving forward in simplifying the administrative burden on providers
without increasing the administrative costs on funding agencies. An important aspect of
the reforms is to generate savings in providers which they can re-invest in supporting
learners, but there is also an expectation that Government agencies reduce the costs of
administering public funding. In some cases a saving for one may provide additional
burdens on the other.

The reforms are re-shaping provision and impacting on teaching and learning

Teaching and learning remains a central priority for the sector and it is clear that providers
are responding to the general policy objective of reducing inadequate and satisfactory
provision. The reforms may not be considered by providers as the main driver for these
changes, but it is clear that the reforms are encouraging greater accountability to
customers, improving the visibility of performance indicators and supporting competition
which is driving providers to improve quality and the learner experience.

Future prospects for healthy, competitive FE landscape

In most areas, there is good competition between providers and evidence that this is
leading to value for learners and employers. Providers have clearly defined plans to
expand into new areas and sectors, and competition on price, particularly where training is
co-financed, keeps the cost of training low.

The sector benefits from a relatively open market where new organisations can enter and
existing providers can expand their offer. Although colleges have significant structural
advantages over private providers, this does not distort the market and smaller providers
are able to compete with colleges on price, responsiveness and quality. The introduction of
24+ Advanced Learning Loans gives providers further opportunities to expand their offer if
they can demonstrate quality and value for money.

Recommendations

1. There is a need for greater joint working between Government agencies to
develop policies that are in line with the objectives of the FE reform programme in
order to ensure continuity and consistency of message: There was a concern among
a few providers that the general ethos of the FE reforms is not always in line with the
expectations of other agencies. In the long term, this could influence sector support for the
reform programme and limit its impact on the sector. It is therefore important to ensure that
all agencies operating in the sector are adhering to the principles of the reforms. There
needs to be a consistent approach taken by all Government agencies to ensure that:

° appropriate freedom is given on how funding is used;
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o funding rates and entitlements are consistent for both pre and post 19 provision;

o Evidence requirements for providers to access flexible funding (through initiatives
such as the Innovation Code) are streamlined;

o similar audit systems are employed for young people and adult funding streams;
and
o the information and reporting requirements applied by all agencies are not

burdensome and do not undermine the benefits of simplification.

2. Provide greater clarity to providers and local stakeholders on the expectations for
local accountability: All providers to some degree are accountable to their customers
and stakeholders, but in many instances this communications is ‘one-way’ (i.e. learners,
employers and stakeholders informing colleges of their needs), rather than ‘two-way’, in
which local stakeholders hold providers to account and contribute to the development of
providers’ skills plans. The research identified a need for providers to have greater clarity
on the role that they should be playing to communicate effectively with local stakeholders,
and for local stakeholders to be aware of the expectations on them to support local
provider planning.

3. Strengthen the roles of LEPs and other local groups to ensure responsiveness of
provision to the needs of the local economy: LEPs lead on the development of local
skills strategies as part of their wider economic strategy setting role. LEPs can play an
integral role in ensuring that Government investment in skills meets the priorities of the
local economy and enables the community to take advantage of growth and job
opportunities. There is an increasingly important role for LEPs in clearly articulating
priorities and in working closely with colleges and private providers to agree a response.

4. The sector to use existing examples of joint working to develop and promote
good practice on partnership working, sub-contracting and collaborative working
models: The reforms give providers greater responsibility for managing provision in their
local area. It is therefore important for all providers to work closely together to plan and
coordinate local provision. There are numerous examples of good practice approaches
employed by providers to sub-contract in an open and transparent way and work
collaboratively with other local providers. The sector should ensure that this good practice
is shared in order to promote effective collaboration and to ensure that high-quality
partnership working between providers is the norm.

5. Undertake further communication with providers about requirements that have
been removed in relation to reporting, monitoring and audit: The research identified
that many providers did not have a clear understanding of the level of data and information
that is required by public bodies, and the recent changes that have been made to reporting
requirements. As a result, many providers continue to collect information on the
understanding that it is required by Government agencies. At this stage in the
implementation of the Simplification Plan, providers would benefit from greater clarity on
the information that is and is not required.

6. Monitor the impact of cross-subsidisation in the co-funded market on longer-term
employer engagement and skills investment: It is clear that many providers have the

107



Evaluation of the ‘New Challenges, New Chances’: Further Education and Skills reform plan

opportunity to subsidise co-financed provision so that they can offer training at a low cost
to employers. This provides benefits to employers, but, in the long term, there is a need
for employers to actively contribute — and the continued assumption that training should be
free is barrier to that. There are numerous ways to monitor whether the reforms are
supporting increased employer investment over time — including through future surveys
and evaluation of the reforms as a whole, future research on apprenticeships, as well as
drawing on evidence available through sources such as college accounts and research
such as the cost of training survey undertaken bi-annually as part of the UK Employer
Skills Survey.
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ANNEXES

109



Evaluation of the ‘New Challenges, New Chances’: Further Education and Skills reform plan

Annex 1: Analytical framework

The table below provides a framework for measuring progress against the logic model by
disaggregating key dimensions to each outcome/impact and providing individual measures
relating to evaluation tasks (with QI denoting the qualitative interviews and MS denoting

the main survey) and other evidence.

Outcome / impact Measures Source of evidence
Short-term outcomes
Freedom and flexibilities
Awareness of new - Overall awareness of the reforms Ql and MS
opportunities and - Understanding of new rules for
flexibilities intervention in provider business

- Engagement with new flexibilities

- Removal of barriers to flexibility
Review of potential for -Overall support and confidence in Ql and MS
collaboration the reforms

- Changed drivers for business

planning

- Strategic objectives to ensure

collaboration with local partners

- Scoping work being undertaken
Governors play a more - Change in communication and Ql and MS
active role in providing involvement of Governors in the
strategic leadership and operation of colleges
supporting operational - Change in the level of accountability
management to Governors
Increased autonomy and | - Perceived greater autonomy in Ql and MS
control relation to planning, provision and

operations

- Culture shift from ‘command and

control’ to a more flexible and

responsive culture

- Greater influence on local needs,

rather than externally set priorities, on

influencing business planning
Funding policy changes
Plans in place to take - Confidence in the benefits available | Ql and MS
advantage of the flexibility | through the simplified funding system
afforded by the new -Clear understanding of the potential
funding system benefits of the simplified funding

system

- Plans in place to develop new

provision that meets the needs of the

local community
Outward accountability
Review of business and - Plans in place for ensuring a high Ql and MS
organisational models level of community consultation to

inform planning decisions

- Use of local intelligence to inform

decision making
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Outcome / impact Measures Source of evidence
Development of new - Local stakeholders involved in Ql and MS
partnerships with other business planning
local stakeholders and
training providers
Review of business offer, | -Plans in place to develop new Ql and MS
in order to respond to provision that meets local community
market needs needs
-Development of new business and
delivery plans
Reducing bureaucracy and increasing simplification of systems
Removal of obligations - Efficiency savings from reduction in | Ql and MS
that are perceived to be a | bureaucratic requirements
burden
Change in some - Adjustments to existing Ql and MS
obligations that have administrative systems as a result of
become easier to comply | the reforms
with
New system requirements | - New systems introduced as a result | Ql and MS
are introduced which are | of the reforms which are more
less burdensome effective than previous systems
Teaching and learning
Increase in CPD provision | - Introduction of new CPD Ql and MS
available to teachers and | programmes
trainers
Stronger systems - New systems introduced as a result | Ql and MS
introduced to monitor the | of the reforms to monitor and review
quality of teaching and the quality of teaching and CPD
learning requirements
Governors play a greater | - Greater accountability to Governors | Ql and MS
role in ensuring the on the quality of teaching and
quality of teaching and learning.
learning
Community learning
Fee income strategies in | - Fee income strategies support those | Ql and MS
place that target fee from disadvantaged groups
remission to
disadvantaged groups
Plans in place to focus - Clear plans in place that are Ql and MS
services on those that developed from community
would benefit most consultation and clear identification of
needs
- Activity targeted to support
disadvantaged groups
New or strengthened - Consultation taking place with local | Ql and MS

partnerships between
community learning
providers and local
stakeholders

stakeholders

Medium-term
outcomes

Freedom and flexibilities
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Outcome / impact Measures Source of evidence
Introduction of new - Use of shared services Ql and MS
business models - Pricing strategy
Increased proportion of - Dependence on fully-subsidised Ql and MS
income from learners and | learning
employers - Impact of new skills entitlements

- Growth of fee-driven services
Greater choice and - Competition, new contracting Ql and MS
diversity of provision arrangement and the diversity of

provision
Increased collaboration - New partnerships Ql and MS
and better co-ordination - Effective sub-contracting
within the skills system arrangements
Funding policy changes
More flexible and - Plans for 2013/14 include new Ql and MS
responsive provision is flexible and responsive provision
being offered
Greater choice and - More unitised, shorter, flexibly Ql and MS
diversity of provision delivered training provided
Outward accountability
Clear structures in place - New strategies in place Ql and MS
to enable local - New working groups
stakeholders to influence | - New partnerships
the strategic direction of
colleges
Closer working - New or strengthened partnerships Ql and MS
relationship between
providers and other
relevant stakeholders
Reducing bureaucracy and increasing simplification
Resource savings - Cost savings reinvested in other Ql and MS
reinvested in teaching activity
and learning
Increased - Cost savings influencing pricing Ql and MS
competitiveness with the | decisions, viability of certain courses
private sector and
international providers
Teaching and learning
Increase in quality and - Training needs identified through Ql and MS
relevance of CPD thorough monitoring systems
provision - ‘feedback’ loop
Improvement in pedagogy | - CPD provision applied in practice Ql and MS
Greater accountability - Effective systems in place Ql and MS
and monitoring of the
quality of teaching
Community learning
Greater range of - Change to the breadth and Ql and MS
responsive provision coverage of training provision
available to local
communities
Increased proportion of - Strategies in place to increase fee Ql and MS

public funding spent on

income from those that can afford to
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those that face
disadvantage

pay and use this to subsidise
disadvantaged learners

based on effective
competition

types of provider
- Sustainable provide base
- Level of competition

Increase in participation - Increase in progression Ql and MS
on learning and skills
programmes
Impact
High-quality provision - Impact of funding on quality Ql and MS
delivered according to the
needs of customers
Accountability to - Effective governance Ql and MS
communities - Transparency
- Stakeholder involvement in planning
external accountability
Sustainable provider base | - Impact of the reforms of different Ql and MS

Increased private
investment in skills

Not in scope

Secondary data on investment
(UKESS)

Reduction in the
incidence of skills gaps
and shortages

Not in scope

Secondary data (UKESS)

More competitive skills
base

Not in scope

Secondary data (range of
measures)
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Annex 2: Activities in the
Simplification Plan that are in
scope for the study

The table below presents the activities within the Simplification Plan defined as being in
scope and of significance to the three types of net saving we need to identify and

measure.

Simplification Plan policy | Administrative Changes When expected
area work changes expected in FE
providers

4 Simplify adult funding systems
through:

administering fewer programmes;
applying a simpler funding
method;

reducing data burdens;
streamlining learner support; and
aligning adults provision with 16-
19 learning where possible

Fewer programmes
with different eligibility
requirements

Fewer funding rates to
apply; no short course
modifier; no unlisted
rates; transparency in
funding levels (stated
in £s)

Single earnings
methodology (no
model split); reduced
data required through
the ILR

Single ALS fund and
claim model

Fewer learner support
funds; no split in RSF

Single set of Funding
Rules

Greater amount of
sub-contractor
recording and
monitoring with higher
Minimum Contract
Level

More resource
targeted at delivery

More innovation in
delivery; no glh
recording

Less recording of
success data

Remove Summary
Statement of Activity
(SSOA)

Reduce ALS
evidence; single claim

Standardise systems
and recording

Less ambiguity; stop
some recording or
hard copy record
keeping; reduce web
searches and
requests for clarity

Subcontractor
Declaration Forms
became a contractual
requirement for
providers to complete

All subcontractors
with

2013/14

2013/14

2013/14

Already removed

2013/14

Continue in 2013/14 with
rationalisation started in
2012/13

2013/14 Funding Rules will
build on the redesigned
2012/13 set, and will be
published in January 2013,
significantly earlier than
before.

2012/13

2013/14
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Simplification Plan policy | Administrative Changes When expected
area work changes expected in FE

providers

aggregate contract

value of £100K

required to be on
Register

5 Streamline regulatory and audit
regime: audit and evidence
requirements for audit

Evidence
requirements clearly
set out

Remove requirement
to prepare and submit
annual FMCE

Shorten financial
forecast return horizon

Target agency funding
audits on colleges
based on their risk
profile; potentially
reducing volume

Less ambiguity; stop
some recording or
hard copy record
keeping

Cease to produce
Agency’s FMCE
return

Reduced work on
forecasting to satisfy
Agency purposes

Fewer providers
having to prepare and
assist

May 2012

September 2012

From next returns due in

July 2013

12/13 funding audits
starting in Sept 2013

13/14
Remove prescription
over coverage of
internal audit work to Commissioning of
be carried out at internal audit work to
colleges be aligned to risks
April 2012
Remove the need for
colleges to obtain
agency consent to Cease to provide
borrowing and evidence to obtain
investment decisions consent
7 Minimise divergence in data Single data return No separate 201112
requests and number of collection; easier
collections for aged 19 plus format
learners Streamlined timetable; 2011/12
reduction in number of | Fewer returns; no
collections required monthly
(apprentices) apprenticeship data
Rationalise data set 2013/14
Reduced data set
(10% reduction)
8 Unique Learner Number and More up to date ULN Less time on 2014/15

Personal Learning Record
benefits to be achieved through
use by schools and Awarding
Organisations

data for matching
learners at enrolment

More timely, complete
achievement data
available for verifying
prior attainment

Reduction in double
recording (candidate

enrolment and
checking learner
information

Less time on verifying

/ recording prior
attainment

Less time on

From 2013/14

From 2014/15
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Simplification Plan policy | Administrative Changes When expected
area work changes expected in FE
providers

numbers)

qualification entry /
results checking

10.Single Audit Framework for
colleges and Sixth Form Colleges

Single documents
produced and reduced
in scope

Less information
collected for audit.
Less time required for
audit inspections

From 2012/13

14 Agency communications with
sector simplified and reduced
(fewer release points and
releases)

Rationalise
communications to
providers

Reduce time spent
reading and cross
referencing

2012/13

Source: the single Cross-Government FE and Skills Simplification Plan; Skills Funding Agency updates on a new
streamlined funding system for adult skills (updates); feedback from the Skills Funding Agency and the information

authority.
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Annex 3: Review of method to
measure administrative costs and
burden

An important part of the bureaucracy study was to test an approach for measuring
administration costs and burden. This Annex sets out reflections on the method used in
this study and also considers the key dimensions of any future activity to measure and
monitor the impacts on the sector which would be practical and cost effective.

Developing the method for the case studies

Measuring administrative burdens

The government has developed a standard method for measuring administrative costs and
burdens upon organisations (businesses, other agencies, local authorities etc) as part of
the process to measure the reduction of its regulatory requirements in the period 2006-8.%°
This is not greatly different from the method for measuring regulatorsy impacts used by the
European Commission, known as the Standard Cost Model (SCM).*°

Some key features of the SCM are:

o information obligations (IOs) are the unit of measurement. These can be national
record updates, returns, spreadsheets, reports (narratives as well as quantitative),
audits, and surveys. These are generally specified in statutory guidance, regulations
and instructions to provide accountability to government or its agencies;

J administrative burdens are 10s which an organisation would not carry out for its own
purposes (i.e. it would not use the information collected and stored for management
and monitoring or collect it for its own auditory requirements, so that the cost is
additional);

o the monetisation of IOs is an estimate of time taken (hours or annualised to full time
equivalent staff) and the different grades of staff involved (unless it is outsourced
when the contracted cost is used). These can be taken as averages for groups of
organisations or converted to a unit cost (such as per learner);

o it should draw on a small sample of organisations to arrive at an estimate, using
validation techniques, such as expert review, to agree on the estimated cost which
could apply to all such organisations (or be scaled to organisational size); and

49 Reducing the cost of complying with regulations: the delivery of the administrative burdens reduction
programme, NAO (2007); Measuring Administrative Costs: UK Standard Cost Model Manual, Better
Regulation Executive (2005).

%% See the website of the Standard Cost Model Network, www.administrative-burdens.com and
www.ec.europa.eu/dgs/secretariat_general/admin_burden
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o the organisations in the sample need to be guided to their estimates in a survey or
interview. Organisations generally do not have activity accounting of work so have
difficulty providing such estimates, have to be talked through, and the reasoning
probed. As a consequence interviews are generally more time effective.

The method developed uses this approach which has been effective in measuring burdens
and regulatory impacts in many studies for the government and the European
Commission.”" In this instance the method needed to derive estimates of savings in
administrative costs in post-19 providers where:

o an administrative requirement (equivalent to an 10) has been removed and the
provider stops the activity because it is not needed within the provider, i.e. it is
perceived to be a burden. An example of this could be the removal of the FMCE;

J an administrative requirement has been made easier for the provider to comply. An
example of this could be the increased use of unique learner numbers (ULNSs);

o a new system requirement has replaced an existing system requirement and it has
reduced the cost of compliance in the provider. An example of this could be the
changes to the funding system and the individual learner record (ILR).

As a consequence the method used needs to measure:

o administrative activities which will change as a result of actions in the Simplification
Plan;
o if the change has already taken place, the cost when it was last carried out and the

current cost (providing in addition to a current baseline a previous figure from which
reduced burden to date can be estimated);

o the direct costs plus marginal overhead costs for current administrative
requirements;

o recurring costs for the requirement (i.e. the reasonable cost of complying each
year); and
o costs based on time, salary and salary related costs for the staff and others

(contractors, suppliers) in meeting the administrative requirement.

It also needs to establish what the types of benefit the change will bring (i.e. whether it
provides efficiency improvements or an opportunity to improve effectiveness in the
provider; and whether it reduces an administrative burden or provides an opportunity to
improve the effectiveness of the organisation’s management and delivery).

*" The ICF GHK scoping report for BIS Approaches to Measuring Bureaucratic Burden provides more detail
about the SCM, its applicability to the study and the value of the NAO and Skills Funding Agency studies to
this work.
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The approach to measurement

To achieve this, we selected six different FE providers: a large, medium and small general
FE college, a large and small private provider, and a community learning provider to test
the approach®?. None of these had been involved in the WPV programme or NAO study.
We also established in a little more detail the administrative requirements affected by the
Simplification Plan; what the effects might be and when they were expected to be
changed. A schedule to guide interviews was drawn up and verified by staff in the Skills
Funding Agency and the information authority.

We carried out a preliminary discussion with the provider (over the phone or face-to-face)
to establish general views on the effects of the reforms in the Plan and who should be
interviewed. We then visited the provider and interviewed staff responsible for undertaking
the administrative requirements. These were generally staff working in data teams,
finance, examinations, admissions and contract management.

At the providers we:

o discussed how changes arising from the Simplification Plan have affected
administrative work and for changes anticipated in 2013/14 and 2014/15 how
changes could affect administrative work;

o if they have or will have a discernible effect (because the activity has been removed
or stopped, easier or less costly compliance) and established if it would result in
staff time or other costs saved (or increased);

o estimated the time saved/increased against the baseline cost (time multiplied by
staff cost) or identified the payment to a contractor;

o explored whether this has provided an economy or an improvement in efficiency or
effectiveness, or any wider benefits to the provider; and

. if a change did not have a discernible effect on administration, we established
whether this was due to the requirements placed on the institution by other
agencies/auditors, or whether it was because the provider collected the information
for their own internal needs.

For the analysis we compared the findings from the providers with the WPV data®.

%2 The case study providers are: Blackburn College a large general FE college; Bedford College a medium
sized general FE college; Dearne Valley College a small general FE college near Rotherham which has a
relatively large intake of 16-18 learners and adults on employability programmes; Babcock Training a large
national private training provider with a large amount of apprenticeship provision; Acacia Training a regional
private training provider which supports apprentices in business, social care, schools and hairdressing; and
Surrey County Council adult education a large community learning provider with a small amount of adult
skills training (mainly Formal First Steps).

>3At this point it has only drawn on data from phase one of the WPV programme i.e. on four colleges
although we aware that some other providers have been visited.
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How well did the method tested work?

Application of the Standard Cost Model approach

While we have not tested the SCM on a larger sample of providers to derive estimates
which can be used to make reasonable estimates to be applied across the sector, we have
found that the approach:

o engages staff in providers to estimate the time and other costs associated with
administrative activities which have or will change, and the effect of changes on
these costs (fixed and variable);

o produces estimates of total costs or unit costs saved which can be used (with a
larger sample of provider data to produce ‘averages’) for extrapolation to the whole
sector or different types of provider;

o provides greater clarity about the changes which are likely to have the greatest
impacts;
o identifies the effects of changes on the ground in administrative activities, the staff

deployed, and the extent they can adapt to change;

o helps providers to distinguish between the costs of complying with an administrative
requirement and the initial costs which may be incurred to enable compliance; and

o enables providers to distinguish between their compliance with an external agency’s
requirements and their own internal needs for managing resources and activities.

While not all providers are readily able to respond to all questions about their costs of
compliance, they can be talked through the elements (baseline staff costs, allocation of
staff time to activity to meet administrative requirements, volumes, time or costs saved or
increased) provided the language they understand is used.

Lessons learned about the process

From testing the process we have established how best to carry out the interviews to
engage staff who undertake the administrative activities in scope and the roles of staff who
can best respond to these questions. We remain of the view that it is best to interview
most staff face-to-face and use telephone/email for agreed follow-up. While this is more
time-consuming (and requires higher level staff) than telephone interviews or surveys,
interviews ensure common understanding and allow probing and discussion. This would
be supported by the experience of the WPV programme and the NAO study.

There are some lessons from the experience so far set out in the Box below.

Five lessons from the case study pilots

It has proved very difficult to get colleges, in particular, to participate in the study
through the senior managers. While such staff can be prevailed upon to participate in
short interviews on topics of concern to them they are not so readily prepared to engage
in research that requires some organisation to line up other staff. It may have been
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useful to seek interest during the qualitative interviews and followed up on this or to have
approached finance/data directors directly.

Senior managers have general views and are aware of difficulties with
implementing changes. However they are not necessarily so aware of the resource
allocated and the recurrent effect of change to administrative requirements on staff and
other costs. Staff directly managing the activity have a detailed understanding although
they can engage better with changes that have happened and are in train than changes
that may happen.

The interviews in total are not long even in large providers because most have
centralised systems. It is more effective to undertake these in one visit if interviewees
can be prepared. The interview can be focused on data collection, processing and use.

While we had a guide to the implications of changes in the Simplification Plan
(Annex 2), this did not capture all the potential implications or some of the detail
about forms/returns which emerged in the interviews. A more detailed understanding
of the changes in the Funding Rules, evidence requirements, ILR data fields of concern
to providers and the known myths about administrative requirements would have
assisted.

It was difficult to establish baseline costs in a few cases for some activities, such as
internal/external audit charges/costs, but these could be anticipated in any future study
and included in guidance to interviewers.

As a consequence if this were repeated or extended we would use an interview about the
reforms on bureaucracy as a warm-up and extend the preparation with the agencies.

Value of the survey and interviews

The survey measures perceptions and can, if repeated, compare these. The case study
findings suggest that:

o the perceptions of increased bureaucracy by some providers in the survey are not
reflected on the ground. However, a perception of little impact would be supported
since the savings so far are probably not significant for individual providers;

o senior managers views can be coloured by the impact of change management
processes on bureaucracy (not enough information, clarity, too late information to
enable effective implementation, one-off costs to effect change including re-
organisations of staff) and one-off requests (which they often receive and pass on);
and

o there are changes affecting administrative costs in providers which are not part of
the Simplification Plan and many may not distinguish these from the Plan’s actions.

As a consequence, the survey can best be used for monitoring perceptions of the direction

of administrative burden (perhaps better clarifying that these are requirements of the
agencies for public accountability and not their own management requirements) and the
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success of improved communications and change management processes in the
agencies.

Measuring and monitoring impact in the sector

The requirements

We believe that the measurement required to assess the impact of the Simplification Plan
measures is rightly defined in section 5 above.

This still leaves two key questions for BIS. The first is the extent of the Simplification Plan
which is in scope. We have focused on the actions which are the responsibilities of the
Skills Funding Agency, the NAS, the information authority, and Data Service. It is clear that
actions by the EFA, HEFCE and Ofsted are also part of the picture and they can reduce
the impact of changes made by the FE agencies. The second is the value of measuring
simultaneous changes which are not in the Plan but could have an effect on bureaucracy.

The information authority has long wished to assess the cost to providers of the ILR
particularly the requirements which are seen to be administrative burdens (information
required by the agencies and not used by the provider). This method can identify the effect
of changes.

Considerations for a larger study to measure impacts

The key considerations are the size and selection of a sample to enable robust
extrapolation of estimates of cost reductions using the SCM to the sector as a whole; the
use of a longitudinal sample; and the timing of research. The size of sample, method used
and frequency of research will have the most significant effect on cost.

Sample: the SCM requires data from around 8-12 cases to arrive at a robust estimate.
However this would be where the population of organisations is relatively similar or the
activity being measured is not significantly affected by size (economies of scale).>* With
various types of FE providers, such as general FE colleges, specialist colleges, SFCs,
private training providers and community learning providers, and differences in size and
activity within them, the challenge is either to reflect the diversity in the sample as a whole
or reflect it through a stratification to provide estimates for each sub-sector which are then
combined. The former would require a smaller sample size than the latter. We estimate
around 20-25 for the former with quotas by type and size to reflect the sector as a whole.
The latter could need around 40 but would enable sub-sector estimates to be made.*®

Longitudinal research: a longitudinal sample has some merits in that the baselines are
known as well as the internal administrative arrangements and personnel to contact. There
are though always cases where continuing participation is not possible. This should be
less of a problem if the study requires only one follow-up. If the intention were to measure
and monitor over a longer period, then this might not be so practical.

* The WPV programme indicates that there are differences between FE providers in what is considered to
be a burden and the cost of compliance. The NAO study indicates variability in administrative costs between
colleges which may also suggest different levels of efficiency.

*® For example, a sample of 40 providers might be classified in four groups of 8-12 providers. These could be
general FE colleges and SFCs; specialist colleges; private training providers; and community learning
providers. Within each group, providers would reflect the range of size and mix of provision. Results would
be extrapolated for the group or weighted to extrapolate to the sector.
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Timing: given that further implementation of the Plan will be taking place in 2013/14 and
that 2011/12 is the baseline, it would be timely for BIS to complete a detailed study in both
2013 with a revisit before the end of the Plan’s implementation in 2014/15.

Interviews: in our experience better quality information is provided through face-to-face
interviews which can probe responses and seek corroboration and additional information
immediately from colleagues. Most of the staff who can provide the information are not
involved in teaching and tend to be present at work so most interviews can be carried out
on one visit with supplementary follow-up. There are some administrative costs which fall
on teaching staff but estimates of these can generally be obtained without interviewing a
selection of them. An introductory interview would help in providing an entry to the provider
and an opportunity to obtain qualitative views about the elements of the Simplification Plan
and particular concerns.

Decisions about the options discussed above will need to reflect on affordability and the
wider benefits of a larger sample or more frequent research.

Conclusions

The survey can best be used for monitoring perceptions of the direction of administrative
burden (perhaps better clarifying that these are requirements of the agencies for public
accountability and not their own management requirements), as well as the success of
improved communications and improvements in change management processes in the
agencies.

Case studies are needed to measure the impacts of administrative changes as a result of
the Simplification Plan and should provide a basis for monitoring progress and
demonstrating the impacts on efficiency and effectiveness in the sector.

The method used in this study would be practical and adapted with the lessons learned
from the piloting. To arrive at estimates of improvements in efficiency and effectiveness
which can be reported for the FE sector, a sample of providers would be needed (we
suggest 20-25 as a minimum) with at least two measurement periods, one later this year
during the autumn term and another in 2014/15 towards the end of the implementation of
the Simplification Plan.
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Annex 4: Literature review on
competition in FE

Introduction

This paper provides an overview of the relevant market in the further education sector and
sets out a methodology to assess the impact of the FE reforms on competition. It provides
a starting point in setting out and exploring how competition law impacts on the FE sector,
how FE markets operate in practice and how the FE reforms are already impacting (and
may impact in future) on competition and markets. This strand of the FE reform evaluation
is formative in nature. As such, the paper begins to:

o Set out the key considerations for thinking about competition and markets in the
context of FE;

o Present a conceptual underpinning for exploring these issues in more depth through
the research (notably, but not exclusively, through the FE competition case studies)
and in the analysis; and

o |dentify the key areas for exploration through the FE competition case studies.

Competitive markets

A competitive market is characterised by a sufficiently large number of buyers and sellers,
such that no single buyer or seller is able to influence the price or control any other aspect
of the market. In other words, no seller is large enough to abuse market power to the
detriment of consumers (i.e. through charging higher prices, reducing quality, or limiting
choice and innovation). Similarly, buyers should be numerous enough and able to act as a
constraint on seller’s potential price setting (by seeking out and switching to lower cost or
better suited providers which meet their needs). Consumers should also be able to signal
changing tastes and needs to sellers, who should be responsive to them in this respect.

This assessment of the FE market will consider both the supply and demand-side of the
relevant market. A first step, following definition of the relevant market for FE services, will
involve a review of the current functioning of the market, before considering if and whether
it is likely to change due to the implementation of the FE reforms. Based on these findings,
the study will conclude with a series of recommendations on the potential threats to and
opportunities from competition in the FE sector.

The purpose of this study

This paper explores the functioning of different aspects of the FE market in order to assess
competition in the FE sector. In order to do this it:

o Defines the market, in order to understand the characteristics of the market and the
level of substitutability (the extent to which new entrants or expanding incumbents
from neighbouring geographical markets or related disciplines can deliver similar
services to those already offered in the marketplace)
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Analysis of different aspects of the market in order to identify where market factors
support effective competition and highlight issues that may potentially restrict
competition. This examines a range of areas, including:

Demand side:

o What constraints exist that prevent consumers (learners and employers) being
active in the market (i.e. do constraints exist relation to switching or choice of
course);

o Are consumers able to access sufficient knowledge to make informed decisions on

learning choices; and

o Do consumers have a sufficient understanding of the courses available to them,
their relevant prices and quality to make informed decisions.

Supply side:

J The structure and diversity of the market, in terms of the number, size, location and
multi-market aspects of suppliers in the market to assess whether there are any
suppliers in the market which are in a position to exert significant market power
which could limit choice or sustain higher prices;

o The nature of competition between providers to assess possible impacts on the
quality of provision, choice and prices (i.e. whether competition is ‘hard’ or ‘soft and
the strategies adopted by providers in the market);

J The barriers to entry/exit, and whether this makes it difficult for new providers to
enter the market or incumbents to expand in to neighbouring markets, and

J The performance of the market, and whether there are indicators that suggest that
some providers may be earning returns greater than those expected in a
competitive market. Equally this should include indicators of the level of innovation
in the market and whether providers are responsive to the needs of learners and
employers.

After assessing the market the paper then examines the extent to which the FE Reforms
proposed in ‘New Challenges New Changes’ could potentially distort or enhance
competition in the sector.

Our methodological approach

Market definition

Prior to analysing the intensity of competition with the FE sector, it is necessary to
consider the economic market to which any assessment relates. As noted by the OFT,*®

° OFT 2004, Market definition — understanding competition law, available at
http://www.oft.gov.uk/shared oft/business leaflets/ca98 guidelines/oft403.pdf.
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“market definition is not an end in itself but a key step in identifying the competitive
constraints acting on a supplier of a given product or service”.

This study’s approach to market definition draws on guidance published by the OFT.
Specifically, this approach considers two dimensions to the definition of a market:

o product market — the type of products and services that fall within the relevant
economic market based on their substitutability, and

o geographic market — the location of products and services that fall within the
relevant economic market based on their substitutability.

In both cases, the focus is on substitutability — whether goods or services are economically
interchangeable based on their characteristics and/or location. Understanding the product

market and the potential substitutability of FE provision is a vital first step in understanding
the immediate competitive constraints on the behaviour of FE providers.

A wide range of tools and indicators can be applied to assist in the definition of the
relevant market, each of which will be considered in the assessment, following a review of
the available data and the scope for primary data collection through fieldwork.

The following methods should be considered:

o Small but Significant Non-transitory Increase in Price (SSNIP) test is the
standard method of product market definition. The test considers whether a
‘SSNIP’, defined as a price increment of 5% or 10%, could profitably be introduced
by a hypothetical monopolist comprising of all firms supplying the focal products or
services in the market. If such an increment could not be profitably enforced, the
indication would be that the market were too narrowly defined, as it would likely
exclude close substitutes of the product in question (to which consumers could
‘switch’ following the SSNIP). The definition of the market would therefore need to
be expanded to include such substitutes until a SSNIP became profitable for the
hypothetical monopolist. As price is not always the only form of competition to
consider, the test can be applied to small but significant degradations in regional
coverage of FE services or the quality of learning®”

o Critical loss factor analysis seeks to assess the extent to which the sales of a
hypothetical monopolist would have to decline in order to make a given price
increase unprofitable. The ‘critical loss’ represents the proportional level of
reduction in sales at which the profits of the hypothetical monopolist are unchanged.
If the percentage decline in unit sales were to exceed the critical loss, the posited
price increase would reduce profits which would indicate that the market was too
narrowly defined in the geographic sense. Applied iteratively in a similar way to

*"The SSNIP criterion is closely related to the concept of price elasticity of demand. The term ‘elasticity’
captures the extent to which the demand for a product responds to a fluctuation in one of its determinants (in
this context, a change in price). The key advantage of elasticity-based measures is that by measuring
change in relative rather than absolute terms (for instance, in terms of percentage shifts), they circumvent
the hurdles posed by differences in units of measurement. This renders them ideal for the purpose of
comparison of demand impacts across individuals or product groups.
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SSNIP it can be used to define markets without the need for price data on
substitutability.

o Other metrics of substitutability can include more qualitative evidence on
consumers’ switching behaviour following a change in the prices or choices
available to them from surveys results or secondary studies. Evidence of price
discrimination in a market can also be indicative of the fact that consumers can be
segmented into paying different prices, in which case they might be considered as
within separate markets.

Given the anticipated paucity of data on the FE sector in the UK and limited scope for
primary research, it is proposed that third approach is followed based on documentary
evidence collected from the literature, interviews with FE providers, and expert inputs.

Market analysis

The second stage of the competition assessment is to assess the way in which the market
operates. Having defined the relevant market, it will be necessary to assess how the
market operates, the degree of contestability and the constraints on providers to ensure
that the market functions efficiently for the reasons discussed above. For this part of the
study, we propose adopting a structure conduct performance (SCP) conceptual framework
commonly adopted as a framework for evaluating market power. This draws on evidence
from existing data and literature gathered on market structure, provider conduct and
profitability.

Structure-Conduct-Performance (SCP) conceptual framework

The SCP is based on the hypothesis that performance (profitability) depends on the
conduct of firms (scope of training offered and pricing strategies) which in turn depends on
the structure of the market. In assessing the way in which the market operates, it is
therefore possible to generate empirical indicators of structure, conduct and performance
today which can provide a benchmark for future analysis to determine whether the market
has changed and/or whether the competitiveness of the FE market has changed.
Individual indicators will be triangulated with other indicators (i.e. in the case of profitability)
and more qualitative evidence to reach robust, reliable and well evidenced conclusions.
The components of SCP are set out in below:

Figure 30: Structure-conduct-performance (SCP) conceptual framework

\_ Y, " Y

Source: ICF GHK
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The analysis conducted as part of this study will be peer reviewed by an independent
expert. This will provide critical challenge to the assessment methodology and findings
proposed in this paper.

Assessment of competition following the reforms

Once the initial assessment of the relevant market is complete, stakeholders and experts
will be consulted to anticipate how in the relevant market might be expected to change (i.e.
number of providers, consolidation of providers, greater specialism, different pricing
structures, targeted consumers, etc.) in light of the reforms. Using the SCP framework it is
possible to evaluate what the impacts these reforms and structural changes might have on
competition.

Market Definition

This section defines the FE market in England. Specifically it introduces the product and
geographical elements of the market.

Product market

Definition of the market

The product market can be defined as a group of products with few outside demand or
supply substitutes. In the context of this study, the FE market is defined as the training
delivered by FE providers, which is predominantly post-16 academic and vocational
training. This includes:

° Vocational classroom based provision
° Workplace based apprenticeships
o Literacy and numeracy provision

o Employability skills training

o Bespoke training

o Higher education foundation courses

o Residential training

o First steps and community learning

o Accredited and non-accredited training

Public investment in the sector

Significant state funding is allocated to providers to offer subsidised training to adults. This
currently comes from a range of funding streams, including the Adult Learner Responsive
(ALR) budget, the Employer Responsive (ER) budget and a Community learning budget,
which are all administered by BIS. Providers can also receive HEFCE funding from
Universities to deliver HE provision and can receive funding from the DWP to deliver
employability training.
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Providers are also allocated state funding to fully or part subsidise training that meets local
needs. There are also a specific set of national entitlements that enable some students
qualify for full fee remission on their courses. These are:

Full funding

o Adults in receipt of Job Seekers Allowance (JSA)/Employment and Support
Allowance (ESA)

J Adults on wider benefits where skills training will help them into work

J Those that require English and Maths basic skills training

o Students 19 to 24 undertaking a first full level 2 qualification

o Students 19 to 25 undertaking a first full level 3 qualification

Co-funding

o Public subsidy students that are not fully funded undertaking level 2 qualifications in

the classroom or workplace if their employer is an SME

o Students that are not fully funded undertaking level 3 or higher qualifications in the
classroom
° Students undertaking level 2 and level 3 apprenticeships

Public subsidy has a significant influence on the market. Provision that is fully state funded
is easier to market to customers, but public funding can, in some instances, limit the range
of courses available (as providers can get greater returns on nationally recognised
qualifications and full qualifications). Provision with no subsidy can be more challenging to
market to providers but providers can employ greater flexibility in the choice of provision
they can offer. There is also interplay between subsidised and non-subsidised provision,
where customers may choose subsidised training over full cost provision, even if it does
not meet their needs as well. As a result the availability of public funding may affect the
size of the full cost training market. This is not competition per se, but an important factor
which influences the responsiveness of providers.

A central aim of the FE reforms is to shift provider priorities to ensure that they more
responsiveness to the needs or learners rather than the needs of the state. Because of
this, one would expect to see the markets change significantly in the future, following the
reduction of top down controls and more flexible funding. This may lead to a move away
from full nationally recognised qualifications to more bespoke provision.

Substitutability of the product

The level of substitutability of products is relatively high. Qualification bearing training is
developed and accredited by independent Awarding Organisations, which can then supply
them directly to training providers. There are no restrictions placed on this trade and
therefore it is relatively straightforward for a new training provider to deliver the same
courses that are being delivered by other local providers.

The extent to which services can be delivered by other providers also depends on
providers having the necessary equipment and their staff the necessary subject
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knowledge. Where there is a training area which provides niche skills or requires
expensive equipment it is more difficult for this provision to be delivered by different
providers.

In terms of HE provision offered by colleges, similar provision can be offered by other FE
colleges that work in partnership with HE or directly by HE providers.

However, the level of fee remission that learners are able to access varies by provider.
The majority of ALR and ER funding is routes through colleges and therefore private
providers may not be able to provide the same level of fee remission as colleges.

This suggests that an assessment of substitutability in the context of the FE market needs
to consider variability by type or area of provision. The key practical constraints are likely
to be the number of learners required in order to offer the product, specific equipment
costs that will constrain some niche provision (exceptionally), as well as dependencies on
awarding and accreditation bodies.

Geographic market

The FE market is primarily a series of local markets. However, within the sector there is a
national market which can act as a constraint on local markets, providing learners are
willing to consider these as close substitutes for traditional modes of delivering training.

The distribution of colleges is shown in Figure 31. It shows that there are a higher number
of colleges in more densely populated areas (such as London, Birmingham, the North
West and parts of the North East). There is a good distribution of colleges®®, but the level
of choice varies significantly by geographical area. Ninety per cent of colleges have
another college within 30 minutes’ drive time away and half have more than four colleges
less than 30 minutes away.

There are no restrictions placed on colleges as to the extent that they can operate in
different areas. In many instances colleges operate satellite sites where they can deliver
provision in different locations. Private providers are also able to expand into new areas
because of the high substitutability of FE provision and also due to the opportunities
available through technology. However, in reality it is likely that providers are more likely to
expand into new geographical areas if there is a sufficient population base from which to
recruit learners.

*% Choice and competition in public services, Frontier Economics (2010)
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Figure 31: All Further Education colleges in England

Source: Choice and competition in public services, Frontier Economics (2010)

National market

The national market refers to provision that can be traded nationally. For further education
this would include training delivered through e-learning or distance learning, which
requires little travel to the providers’ premises and specialist provision where learners are
willing to travel significant distances to learn.

In terms of national provision, there are a small set of providers that are classified as
agricultural and horticultural colleges, art design and performing arts colleges, and special
designated colleges. Due to the specialist nature of provision, many of these colleges
provide residential provision and compete nationally for learners.

The use of technology in learning can also be used to break down geographical
constraints and enable provision to be potentially traded nationally. Research®® shows that
currently around 80% of colleges and 49% of private providers use technology in the
delivery of training. However, it is not clear at present the range of courses that are
provided wholly or in the main online, and the size of this market.

The increasing use of technology in society and the new funding system which removes
the link between Guided Learning Hours (glh) and funding are likely to lead to an increase
in provision that is offered online and through distance learning. This may increase the

% The private training market in the UK, IFLL (2009)
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size of the national market and lead to greater competition as providers compete with both
local and national providers for learners.

Local markets

The majority of FE provision is delivered in local markets which are defined by travel to
learn patterns. Learners primarily limit their choices to providers that they can reasonably
commute to on a regular basis. Because of this most providers primarily recruit learners
from their local area.

The geographical areas that providers cover vary significantly, which influences the
characteristics of the local market. The different types of local markets can be categorised
below:

o A clearly defined city area and its surrounding areas. In these areas most
customers are recruited from a small geographical area where there is a sufficient
volume of local customers to generate a high demand for services. This creates an
environment which encourages new competitors to enter the market. Areas that fit
this description include the large English cities such as Manchester, Sheffield,
Nottingham and Birmingham. Arguably London can be regarded as a special case
given that central London boroughs have a very high population density, ranging
from 10,000-12,000 people per square km which is 3-4 times higher than a city such
as Birmingham. Strong transport links enables high student mobility which can
create a dynamic market.

o A sub-regional area that does not have one central hub but rather a few large
nearby towns which provide a wide customer base. In these instances distance is a
factor that influences supply, but it is not the sole criteria. This creates an
environment where providers have opportunity to enter new markets through
innovative delivery methods, such as price reductions for those that travel longer
distances or the use of temporary or permanent satellite sites. This can open the
market to new providers. Examples include areas such as Derbyshire, South
Staffordshire and central Surrey.

o A sub-regional area covering a predominantly rural area. In these areas customers
are prepared to travel significant distances for learning but a relatively low
concentration of customers may discourage new organisations from entering this
market. This can create a market dominated by a few large providers.

° A national market, where the specialist nature of provision and high set-up costs
discourages new providers from entering the market. This leads to a market which
potentially limits competition.

The level of competition will vary by geographical area. Some will operate in environment
which encourages competition but in other areas competition is more difficult.

Relevant market

The relevant market for this study can be local market, with national e-learning and
distance providers potentially imposing a competitive constraint in some subject areas.
Also, for some subject areas (horticulture was mentioned above) there is a national
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market, as providers draw students from a wide area. The operation of the market is likely
to depend on geographical factors (such as population density, transport links) and is
therefore likely to vary significantly across the country.

An interesting aspect to explore in the case studies is the extent to which different sub-
markets exist within an overarching ‘FE market’ and the relationship between them (as
well as the interdependencies between the two markets at provider and regional level).
One could then estimate where reductions to public funding could then impact on other
markets. This can be understood in relation to each of the products set out under the
definition of the market above, as well as the over-arching ‘offer’ of each provider
operating in the market. From the demand side, subsidised and non-subsidised training
are not substitutes but they may impose supply-side constraints on each other. Some
providers may also be able to generate economies of scale.

This analysis must also take account of the dynamic perspective. A key question for the
case studies is how the reforms interact with provider engagement in existing markets and
how the changing market (especially through changes to funding entitlements and rates)
impacts on, firstly, providers and secondly, local markets. This also needs to be
understood in relation to provider assumptions about the future market, especially in the
context of the historic shifts between central planning and customer choice /
responsiveness®.

In summary, the market dimensions under consideration are as follows:

o The product;

J The nature of investment (at minimum the two markets defined by public investment
and non-public investment);

J The relevant market — largely defined in terms of locality, with some exceptions, but
potentially transformed through new delivery models in future; and

J Planning drivers on the part of providers and the dynamic interplay with changing
market conditions and, in particular, the FE reforms.

Current Market Analysis

This section assesses demand and supply side of the market for FE services in the
relevant market based on the SCP framework.

Demand side

A ‘healthy’ supply-side and demand-side are required in a market to reinforce one another
and contribute to improved outcomes for consumers. The demand-side should be
characterised by informed and aware consumers who are able and willing to exercise
choice. However, where constraints exist on the demand-side, the choice mechanism is
likely to be less effective in driving better outcomes. For example, where consumers are
unable to access simple and comparable information on the choices available or face
costs in switching provider, this can undermine the effective functioning of the market.

% Choice and Competition in Further Education, Institute for Government (2012)
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Product choice

There are currently over 7,000 funded qualifications that are eligible for public funding.
Many of these qualifications also contain optional units which can be used to create
tailored learning courses. In addition, the introduction of the Qualifications and Credit
Framework (QCF) means the individual units in these qualifications can also be delivered
as standalone training. This means that there is a significant breadth of learning options
that can be offered by providers.

The extent to which product choice is available to customers depends on providers’ ability
to offer the training. Many providers need to achieve minimum classroom sizes in order to
make certain courses viable. This means that provision in niche areas where there is little
local demand may not be easily accessible. The development of new or bespoke provision
may also require significant upfront costs, and providers may not be willing to invest in this
training unless there is clear evidence of sustained demand. There is also a limit on the
number of places that a provider can offer on certain courses. Research®' shows that 76%
of providers stated that courses were subject to a maximum capacity limit and 82% were
subject to a minimum capacity in 2005/06.

In terms of HE provision the product choice offered by colleges depends on the provision
offered by local HE providers. They are required to accredit HE delivered in FE. It is likely
that HE providers would also aim to ensure that local FE providers offer provision that
complements rather that competes with their provision, and as a result the choice of HE
provision that FE providers can offer may be limited.

In order to fully understand the product choice we need to understand the responsiveness
of providers to local needs and also the limitations that may influence their ability to
respond. It is likely that some of the FE reform proposals may address these limitations,
which in turn could increase product choice. For example, the lack of top down controls
gives providers greater flexibility to change their offer depending on demand. There is little
research available on this subject, but it is an area that can be explored in more detail in
the case study interviews.

Transparency and consumer empowerment

Figure 32 represents the broad supply-side and demand-side issues with respect to an
effective market for FE services (supply side to be discussed later in the paper).

It shows that, among other factors, consumers need to be able to access easily both clear
and comparable information on education and training choices available to them and how
it is possible to access and fund those choices. The lack of transparent information on
fees, the quality of provision, and the return on investment can create consumer detriment
in three main ways:

o consumers may pay more than they need to for FE;

o learners and employers may not choose the most appropriate FE product given
their needs; and

81 Estimating the effect of raising private contributions to further education fees on participation and funding,
BIS (2009)
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o learners and employers may choose a FE product which is not of the
relevance/quality they assumed at the time of purchase.

Figure 32: Broad factors determining effectiveness of choice and competition in FE
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Source: Office of Fair Trading (2010), Choice and Competition in Public Services: A guide for policy makers, A report
prepared for the OFT by Frontier Economics, March, 2010 [online], available at:
http://www.oft.gov.uk/shared_oft/business_leaflets/general/oft1214.pdf

In the sector, anecdotal evidence suggests:

o Learners may not be aware of the choices available or only have a local knowledge
of the FE opportunities available to them

o Choices can be driven by location/personal recommendation/employer, which may
mean the product is not best suited

Recent research® stated that learners and employers do not always have clear
information on the average returns from training (wage uplift or increase in productivity) in
order to make informed choices. Furthermore, the recent White Paper® published by the
UK government identified that adults do not have clear information about where to access
information on the quality of providers and the range of training that is available in their

62 Choice and competition in public services, Frontier Economics (2010)
% New challenges, new changes, BIS (2011)
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locality. Research conducted in 2008%* found that almost one third of the learners did not
know about the current skills entitlements for training. Employer data®® found that
although 80% of employers were fairly or very confident where to access information on
learning and skills, nearly 40% couldn’t name an organisation that provides this service.

Research on employer choices® states that prior experience of training also informs
learner choice. Learners and employers that have a positive experience of learning are
more likely to participate in further learning. The satisfaction of training is generally high
(94% of employers believed that the training led to an increase in knowledge and
understanding,®” and 70% of learners were very satisfied with the quality of teaching and
Iearninges) which means that it is likely that many that have participated in learning will be
motivated to attend further training.

A central tenet of the FE reforms is to empower adults with the knowledge to make
informed decisions about learning choices. This could potentially play a significant role in
increasing provider knowledge of their local area. This would see a natural migration of
learners towards higher quality provision, which could increase dispel provider inertia and
increase competition which in turn would drive up standards.

Costs to consumers (as possible barriers)

Price is an important consideration for employers and learners. For learners, research®
shows that 56% of respondents said that course cost is a barrier to participation. Research
on employer perceptions’® found that 80% of employers did not send staff to training
because of the cost. The high proportion of consumers that believe cost is a barrier to
participation indicates that the price of training is considered to be high.

Price does not necessarily refer to the cost of training. In terms of apprenticeship provision
the price may also relate to the cost of mentoring learners to achieve their qualifications.
Recent research’’ shows that the staff resource costs and administrative burden of
apprenticeships prevented some employers from taking on apprenticeships. Further
research’? found that 7% of employers cited budget and funding issues as barriers to
engagement. This was particularly common among small companies.

The price of HE provision is also an important factor for students. The introduction of
higher student fees in universities saw a 10% decrease in enrolments in England. In
comparison, enrolment in Scottish universities (which did not see a price increase)
decreased by 2.1%.

% Barriers to participation in education and training, DFE (2008)

65 Employer skills survey, UKCES (2012)

% Individual Choices: A review of literature and behaviour change approaches, BIS (2011)

" Employer skills survey, UKCES (2012)

% National learner satisfaction survey (2009)

69 Removing the barriers to learning: Exploring adult perceptions and attitudes to participation in further
education, Deloitte (2012)

" Employer skills survey, UKCES (2012)

4 Employer investment in apprenticeships and workplace learning: the fifth net benefits of training to
employer study, BIS (2012)

2 Employer skills survey, UKCES (2012)
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Transaction and exit costs

The transaction and exit costs are generally not major barriers that prevent providers from
switching courses. For longer courses (which give learners the potential to switch) fees are
charged termly and at the end of each term, consumers have an option to switch.

Geographic mobility

The extent to which individuals are willing to relocate, and / or commute to attend a course
is very limited. Geographical distance plays a major role in education choices’.

The effect of location on demand varies depending on the travel links and circumstances
of a particular learner. For example it can be assumed that a younger learner may be less
likely to have access to a car and therefore may be more confined by location. It addition
provision based in city centres, which generally have good transport links, may be more
accessible then provision delivered in other areas. In this context travel to learn patterns of
learners largely reflect typical mobility patterns in wider society which are largely centred
on one or a series of ‘hub’ centres.

Recent evidence shows that employers are less constrained by location than adult
learners. Employers are generally more willing to travel further distances in order to attend
relevant training when it is clear that the training will lead to a notable increase in the
productivity and profitability of their business.

What this suggests is that providers rather than operating in a fixed geographical area may
in fact be more nuanced and dependent on the customer group they are targeting. For
example, in delivering employability skills a provider may only recruit within a 10 mile
radius of their premises, but for employers they may look to recruit from a far larger area. It
is possible to explore in the case studies the factors that define local areas, and how this
varied by types of learners and employers.

Consumer behaviour

Quality is often cited as being an important consideration for determining learning choices.
The specific quality criteria that influence choice are:

J The quality of teaching and learning;

J The accessibility of the training (flexibility in delivery methods, flexibility in enrolment
times); and

o The relevance and availability of training.

There is a lack of definitive research on the effect that quality and accessibility of provision
has on learner and employer choices. However, a few studies’* identify that the flexibility
of provision (how it is delivered) and the expertise of the teachers are the primary
consideration of training providers.

"® Enrolment decision and university choice of Italian secondary schools graduates, Staffolani & Pigini
52012); To Far to go? does distance determine study choices? Denzler & Wolter (2011).
* Supply and Demand of Low Carbon Skills, ConstructionSkills (2011)
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Loyalty to providers

There is a lack of evidence on significant learner loyalty to providers. Learners often
progress through different education providers and it is unlikely that provider loyalty will
play a significant role influencing choice in adult learning.

Employers may exhibit greater loyalty to providers, particularly if they have a strong
relationship with a particular provider and limited knowledge of what other options are
available.

Branding

At present one would expect large colleges to be a clear ‘brand’ in their local area. In the
qualitative interviews it was suggested that this can have positive and negative effects. A
positive brand, particularly in business sectors, can provide benefits to local colleges.
However, there is also a risk that a college brand may be associated more closely with
provision for young people which may inhibit the college from engaging with local
businesses.

Supply side of the market

This sub-section describes the supply side characteristics of the market and the influence
of supplier constraints on influencing provider behaviour.

Structure of the market

There are currently a diverse FE market which includes General FE colleges, private
training providers, third sector organisations and local authorities. There are 1205"°
organisations that receive public funding to deliver training. This is broken down as:

o 237 general, tertiary and specialist colleges;
° 849 private providers;
o 151 public bodies (primarily local authorities).

Although there are a far greater number of private providers than colleges, it is important
to note that the majority of public funding is routed to colleges. Colleges are typically
funded to deliver learning for young people, adults and employers, and also have the
freedom to deliver higher education provision. The income generated by colleges typically
range from £8m to £50m.

There is a diverse range of private providers offering training including specialist training
providers, large companies that provide nationally accredited training, trade associations
and membership organisations. For many of these businesses, training is only one of a
range of services that they offer including recruitment and HR activities, consultancy or IT
services’®.

A recent study on the characteristics of the private sector market’’ shows that these
providers are typically small organisations. Of the 17,764 private providers in the UK, over

® ILR 2011/12 Data
’® The private training market in the UK, IFLL (2009)
" The private training market in the UK, IFLL (2009)
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two thirds (68%) have fewer than five employees and only 5% have more than 50 staff.
Only 90 companies have more than 250 staff.

Size of the market

The market size is based on public investment in FE providers plus the amount spent by
businesses and individuals on training. In 2011/12 the level of public investment in training
is just over £3bn’®. Household spend data’ shows that households in England spend an
estimated £1.96m on FE and adult skills (excluding university education) and Employers
are estimated to spend £11.6bn®on training that is directly tradable (externally provided).

This gives a total market size of £14bn-£15bn.

Market concentration

An important measure of the competitiveness of a market is the level of market
concentration. A market where no organisation holds a significant market share means
there is less risk that a single organisation can wield unhealthy market power.

It is not possible to measure the income generated by private providers as many of these
provide a range of services and therefore it would not be possible to distinguish what
income was drawn from training activities.

However, looking specifically at colleges, at a national level there is low market
concentration, with no college having a market share greater than 3.2%, and the four-firm
concentration ratios at 8.6%.

However, we understand that FE is primarily delivered in local markets and therefore the
local market concentration is more important. Given that the income generated by colleges
is significantly higher than private providers, it is likely that in some areas the four-firm
concentration will be very high, which may restrict competition. The four-firm market
concentration will be calculated for each of the case study areas.

The reforms aim to improve the information available to learners to inform choices. This
may lead to a diversification of the sector, with more learners undertaking training
delivered by smaller providers. However, it is unlikely that this will have a significant impact
on the sector.

Market power

Another measure of concentration is the Herfindahl-Hirschman Index (HHI). The HHI is
calculated by summing the squares of the individual market shares of all firms in the
market. The squaring of market shares gives greater weight to larger firms so that the
measure takes into account the disparity in the size of firms in the market. The HHI ranges
from 10,000 for a monopolist to lower values for more competitive markets where there are
many firms each with a small market share. The EC Commission’s Horizontal Agreements
Guidelines identify three bands of market concentration based on HHls:

. ‘unconcentrated’ - HHIs below 1000;

’® This is an estimate based on the amount of public funding provided to FE colleges. It includes the £2.8bn
that was allocated to the Adult Skills Budget and £211m that was allocated for community learning (BIS
Skills Investment Statement). HE and other funding stream expenditure in the he FE sector for 2011/12 are
not available but estimates can be drawn from 2010/11 college accounts which show that (£11.5m was
received by colleges to deliver HE provision and £10m was received from other funding sources.

" Living Cost and Food Survey, Office of National Statistics (2011)

8 Employer skills survey, UKCES (2012)
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o ‘moderately concentrated’ — HHIs between 1000 and 1800; and
o ‘highly concentrated’ - HHIs above 1800.

If the market concentration is high (which we would expect in some geographical areas), it
is likely that the HHI will also be high suggesting that some providers may have the ability
to exert significant market power. The HHI will be calculated for each of the case study
areas.

Cooperation

There is little evidence available on the current level of cooperation between different
providers. However, there is evidence that providers may work together to develop a
complementary service offer that best meets the needs of their local community and work
with other providers in the area to sub-contract provision.

It is likely that the FE reforms will further increase cooperation as providers become more
outwardly accountable and the minimum contract levels lead to greater sub-contracting
between providers.

There is a risk that major cooperation in a local market may restrict competition in a local
area as providers coordinate provision rather than compete for learners. The level of
cooperation between providers is an area that is being explored in the qualitative
interviews and survey.

Innovation

In terms of innovation, there is scope for providers to innovate in order to reduce the fees
they charge learners (for example, by offering less expensive alternatives to classroom
based provision, such as e-learning and distance learning) or by improving the
accessibility of training (such as provision delivered in employer premises or by offering
tailored or bespoke training programmes).

Innovation can therefore be easily utilised in the sector and the potential level of innovation
is only likely to increase further as providers benefit from increased freedom and
flexibilities.

Regulation

There is little regulation in place for providers that do not access public funding. Providers
that do access public funding are required to comply with the national Ofsted inspection
regime and to have their publicly funded provision audited. This can be an onerous task
which acts as a barrier for some providers to enter the market but is being simplified
through the BIS Simplification Plan.

College corporations have historically been required to adhere to a range of restrictions
and controls from central Government. However, the recent reforms have seen many of
these removed and more power given to colleges.

Ultimately removing regulation enables providers to be more innovative and responsive
which increases competition in an area. It also reduces administration costs which could
lead to cost savings for consumers.
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Barriers to entry/exit

In terms of entry into the sector, it is relatively straightforward for a firm to begin to provide
training that is funded by employers or learners. However, it is more difficult to access
public funding to deliver training. Private training providers have the opportunity to bid to
deliver apprenticeship provision or ESF provision through open and competitive tendering,
but the maijority of public funding is allocated to FE colleges. In order to deliver public
funded provision they are required to undertake Ofsted inspections and maintain quality
standards which has a resource implication on providers

In the FE market there are very few new colleges established per year. However, recent
mergers in the sector have seen the number of colleges decrease over the last few years.
There has also been expansion into satellite sites and into new subjects and geographical
markets.

A research study®' found that although there is potential for merger activity which could
enable colleges to benefit from economies of scale and could ultimately be beneficial to
consumers, there is little evidence that larger providers benefit from economies of scale.
There is also a risk that merger activity may increase the market share of providers in
some areas which could affect the level of competition.

Conduct of providers

Pricing strategy

The price charged to learners can vary significantly because of the fee remission offered.
BIS research shows that around 70% of learners received fee remission. Where fee
remission is provided, in over two-thirds of cases, it covers the entire costs of the training.

There is no national analysis of the prices charged by providers. However, one may expect
colleges to have the capacity to offer lower prices than private providers, given that in
general they generate more income and therefore could benefit from economies of scale.
However, the research that is available suggests that the price charged does not have a
significant impact on demand.

Bundling/tying of services

There is little evidence of the tying of bundling of services which makes it economically
advantageous for learners to study again at the same institution. This is a characteristic of
the market which could potentially restrict competition (as learners would more restricted in
their choice of learning provider) but this would more than likely be outweighed by the
benefit to learners.

Performance of providers

Sales revenue and profitability
Colleges receive nearly £6bn of income per year, with most colleges making between £8m
to £50m per year®. Nearly all of this (around 90%) is through public funds.

Around 95% of colleges make a surplus on operation costs. This generally ranges from
£1m to £5m, which is often reinvested by the college for capacity building activities.

¥ The evidence base on college size and mergers in the further education sector, BIS (2008)
822011/12 college accounts
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Research®® suggests that the current private provider is oversupplied, with many operating
below the level of margins required for sustainability.

In a market assessment, profitability is often an indicator that may identify areas of weak
competitive constraints. If an organisation makes a disproportionate profit they may be
benefiting from exerting market power to maximise profits. However, given that most of the
income generated by colleges and some private training providers is from public funding, it
is unlikely that charging a higher price to learners will have a major impact on their overall
profits. It is therefore necessary to consider fully funded provision as a separate market,
which will be explored in the case studies.

Table 8: Summary of competition in the FE sector

Characteristic

Indicator

Qualitative
assessment

Quantitative
evidence

Indicative
impact of
reforms

Market
structure

Market
concentration
and integration

High
concentration of
large providers in
some specific
areas can
potentially distort
competition.
However, this
may in part be
negated by
dynamic private
sector and ease
of entry into the

Majority of public
funds invested in
FE colleges.
Significant
difference in size
of colleges
compared to
private providers.
Concentration is
high in local
areas but in
some areas there
are insufficient

Increasing the
availability of
high quality IAG
for learners could
potentially
increase diversity
in learning
choices which
could reduce
market
concentration

sector colleges for

competition

Market power Potential risk that | High market Potential that

in some areas concentration in | demand-led
the market power | some areas model ensures
of certain means it is likely | successful
providers is too that the HHI providers get a
high index will be greater share of

high. This could
indicate weak
competitive
constraints

public funding
which could
increase the
market power of
some providers.

% The private training market in the UK, IFLL (2009)
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Indicator

Qualitative

assessment

Quantitative
evidence

Indicative
impact of
reforms

Level of
cooperation

At present the
level of
cooperation is
unclear. Some
providers have
sub-contracting
relationships with
other providers
and work in
partnership
through local
intermediaries
such as LEPs.

Can be drawn
from the provider
survey

Proposed
increase in
cooperation can
potentially limit
competition
between
providers.

Multi-market
contact

Colleges rarely
operate in more
than one market.
Private providers
sometimes
operate in more
than one market,
but there is little
evidence of
Cross-
subsidisation

Can be explored
in the case
studies

Product choice

Bundling/tying

Little evidence of
product ties
which could
potentially limit
the
substitutability of
provision

Can be explored
in the case
studies

Less prescriptive
funding
specifications
enable providers
to explore more
innovative costs
models.

Price

Aggressive
pricing

Little evidence of
aggressive
pricing taking

To be explored in
the case studies

None
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Characteristic  Indicator Qualitative Quantitative Indicative
assessment evidence impact of
reforms
place in the
sector
Price Little evidence of | To be explored in | New freedoms
dispersion price dispersion, | the case studies | and flexibilities
with different and change in
fees charged for funding
the same product methodology
could enable
colleges to have
greater flexibility
in the fees they
charge
Barriers to Restricted The high The maijority of Increased
entry/exit access to substitutability of | public funds are | collaboration
public funds provision means | provided to between local
it is relatively colleges providers may
easy to enter the increase private
market providers access
to public funds
Branding Little evidence of | None Presenting all
brand loyalty in performance
the sector data through the
National Careers
Service website
could potentially
increase brand
awareness
among
customers
Economies of | Providers that Research Simplification
scale offer a wide published by BIS | plan could
range of reduce

provision benefit
from economies
of scale,
particularly
providers that
have a large 14-
19 offer

administrative
costs which in
turn could create
economies of
scale
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Indicator

Qualitative
assessment

Quantitative
evidence

Indicative
impact of

reforms

Regulation Significant Regulation can Change in audit
regulations in deter new requirements
place to access entrants to the and greater
public funds market autonomy

reduces the
regulation in the
sector
Innovation Products Scope for To be explored in | Innovation code
innovation. The case studies enables
level of providers to
innovation that respond quickly
takes place is to new market
unclear demand

Delivery Potential for To be explored in | Change in

structures innovation in the case studies | funding
delivery through increases the
technology and extent to which
innovative providers can
deployment of innovate in terms
resources of their course

delivery
Consumers Knowledge Many consumers | If consumers are | National careers

are often poorly
informed or lack

poorly informed,
inertia sets in

service increases
the quality and

full information which reduces range of
on the options competition in information
that are available | the sector available to
to them adults
Understanding | Consumers do Information on The national
of benefits not have clear return on careers service
information investment is not | will bring
available on the readily available | information
returns from sources together
training to make in one place,
informed which will reduce
decisions on asymmetric
learning choices information
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