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A Review of the Capital Programme in Further Education

Summary and recommendations

Introduction

The aim of this review is to put back on track what has generally proved to
be an excellent programme of capital investment in the further education
(FE) sector.

In 2005-06 the Department for Education and Skills (DfES) announced a
major boost to the ongoing capital programme for FE colleges. This reflected
recognition of the crucial importance of skills in securing future prosperity for
the UK and the healthy development of its young people.

The programme has transformed over half the estate of FE colleges, with

six hundred projects in more than three hundred colleges. (The case study

at Annex 1 provides a single but telling illustration of the impact of the
programme.) The benefits for countless students, staff and entire communities
have been profound. The potential improvement in skills in the economy adds
to our global competitiveness.

But the programme has been mismanaged. Mistakes have been made and
there is disruption and agitation as a result. The key challenge now is to look
forward and find ways of rebuilding confidence and restarting the college
renewal process which is so important for our future.

On 17 December 2008 the Learning and Skills Council (LSC), who manage the
capital programme, declared a three month moratorium on further projects
while it conducted a review. A large surge in college proposals had opened

an untenable gap between the resources identified and the cost of projects
underway or in the pipeline. The moratorium caused consternation and great
disappointment in FE colleges and continuing uncertainty about the future.

When the LSC completed its review of the project pipeline on 4 March 2009
it was evident that 253 projects were already underway or fully approved.
Eight projects deferred from October were also given the go-ahead. A further
79 projects had already received the first stage of approval in principle,

with a requirement of £2.7bn from the LSC. A further £3bn would be
needed for the 65 colleges that had submitted proposals for approval in
principle. Clearly, there were more applications than could be funded in this
spending round and not all schemes could be implemented in the original
timescales envisaged.



| was asked on the 28 January 2009, by the Secretary of State for Innovation,
Universities and Skills and the Chair of the Learning and Skills Council, to
review the management of the capital programme. My terms of reference
were in essence to assess:

¢ the main causes of the increased demand for capital funding
¢ the LSC’s management processes and how they could be improved

e any further steps that could be taken to ensure that in future the demand
for capital funding is kept in line with budgeted resources.

| have tried to give a full, honest and open account of what has happened,
because it is in all our interests to understand and learn.

| have met with many representatives of the college sector and the
governmental and other national bodies involved with the programme, and
| am grateful for the time people have given to this.

Causes of the demand surge

Uptake in the programme was initially slower than the LSC expected. It began
to promote it intensively, with local teams soliciting proposals actively from
colleges and encouraging them towards ambitious, high quality schemes.
News of successful projects spread through the sector and colleges that had
held back began to engage. The rate at which proposals were coming forward
began to increase, as did their cost and also the share of cost to be borne by
the central programme.

The trend was reinforced by concerns in the sector about the impact of
organisational changes at the national level. The establishment in 2007 of the
Department for Innovation, Universities and Skills (DIUS) and the Department
for Children, Schools and Families (DCSF), replacing DfES, raised anxieties
that resources thought ringfenced for colleges might be diverted to schools.
Moreover the planned demise of the LSC in 2010 and the creation of two new
agencies led to fears for the future of the capital programme as a whole.

These and other pressures drove the surge in demand during 2008.
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Conclusions

The responsibility of DIUS was to determine and monitor the implementation
of broad policy. Effective implementation was the role of the LSC. There were
warnings of overheating as early as February 2008, but there was delay and
confusion in addressing them. The right groupings did not have the right
information at the right times, and opportunities to intervene were missed.
Then, towards the end of the year, the extent of the problem was finally
recognised and the moratorium put in place. There were further failures in the
way this was communicated to the sector. At the heart of the problem is the
absence of a proper long term financial strategy and inadequate management,
information and monitoring.

| have been forced to conclude that the crisis was predictable and probably
avoidable. Certainly, it could have been mitigated if action had been taken
earlier. The final confusion in communication made a bad situation worse.

A good policy has been compromised by the manner of its implementation.
The policy intent to transform the FE estate is clear and positive. But the
implementation approach did not include a robust financial strategy or a
regional or national approach to prioritisation. Skills development is crucially
important and much has been achieved in lifting the FE estate. But the present
management crisis has put further improvements at risk. There are some
specific issues to record:

e The FE capital programme has been demand-led, with colleges themselves
and their communities setting the direction and the pace. Decisions have
been made on the basis of the inherent qualities of local proposals in the
absence of an overarching, needs-based framework of policy and priorities
against which to appraise them.

¢ Such a framework would be accompanied by a financial strategy which
set out the resources required to achieve overall objectives and their
availability and expenditure profiles over time. This would be the essential
basis for monitoring and controlling the incidence and level of cost
commitments. No systematic framework of this kind has been in evidence;
this was a fatal flaw.



* These deficiencies pose significant risks. On the one hand, developments
may not in fact occur where they are most needed; and on the other
hand, as experience has shown only too clearly, financial resources may be
overcommitted. These risks have not been recognised and addressed with
appropriate diligence. General management and corporate governance
functions have failed to maintain a clear-sighted overview of the position
and key committees have been insufficiently accountable.

¢ Colleges themselves were allowed to put too much store by success at the
Application in Principle (AiP) stage and too little by the later Application
in Detail (AiD) stage. This led in some cases to costs being incurred and
commitments made prematurely. This issue needs urgent management
attention, on a case by case basis to examine the authorisation process and
to establish the correct way forward.

* Preoccupations with organisational change, particularly the forthcoming
demise of the LSC and the establishment of two new agencies — all coming
hard on the heels of the establishment of DIUS and DCSF — distracted
attention from core ongoing business: people took their eyes off this ball.

¢ There has been insufficient clarity and understanding around the
relationship between the LSC and DIUS, and their respective responsibilities,
authority and need for information. Meetings have been frequent but
evidently not effective in foreseeing and averting recent difficulties.
The monitoring was focussed on inadequate management information.
DIUS has a range of arm’s length arrangements across its programmes of
work and it is crucial that it learns the lessons of what has gone amiss in its
performance monitoring relationship with the LSC, particularly in advance
of the emergence of the new Skills Funding Agency.

Responsibility

| believe that the most significant responsibility for these problems rests with
failures in the general management and financial management of the LSC
and the fact that its corporate governance systems (and specifically its Audit
Committee’s risk register management) did not focus on financial prediction
and control more effectively. Indeed the original implementation plan did not
have a robust approach to financial management or prioritisation.

DIUS monitored the LSC during the period and had most of the information
that was actually collected and held centrally by the LSC. Senior staff in DIUS
could have probed more actively the robustness of the forward projections
of future funding commitments. Their challenge was insufficiently incisive to
uncover ongoing flaws in implementation.
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Recommendations

My recommendations aim to establish a platform for recovering confidence in
an essentially good policy speedily, and in a way that is fair and transparent:

1. The priority business is to agree how the present demand-led approach can
be replaced by a needs-based approach with explicit priorities and choice
criteria. These should inform the necessary decisions about the future
capital programme.

2. To this end there must be an early and open process of engagement
and consultation between DIUS, the LSC and the college sector. A panel
of college principals should be identified to work with LSC officials
and DIUS representatives. This grouping should confer with the
Association of Colleges, the Sixth Form Colleges’ Forum, the 157 Group,
the Local Government Association, local authorities and Regional
Development Agencies.

3. The process must be grounded in fully accurate and detailed information
about capital schemes in the pipeline. There should also be a preliminary
mapping of potential needs indicators to assist the discussion process.

4. A realistic assessment is required, founded on excellent information, of
individual colleges that have incurred expenditure, with high expectations,
but have no guarantee of final approval for their proposals. A balanced
approach is urgently required to expedite clarification of their position.

It should include a process of structured self-assessment against agreed
criteria. Experience in other public sector settings suggests this would
benefit the colleges themselves and help to move things forward quickly.

5. In order to achieve speedy implementation, it will be essential to have a
blended approach of open consultation with the sector, matched by a small
dedicated project management group which drives a highly organised
programme across LSC and DIUS levels. It must restore confidence with
its professional approach and urgency of action. There is a need for
balanced reflection and consultation for the first task and excellent project
management skills for the second.

6. Talks should be held with HM Treasury to reinforce the importance of skills
development in the context of national economic recovery, and global
competitiveness, and to review resourcing for the continuing capital
programme. It is essential that a robust recovery plan is demonstrated.



7. Future development must take place in the context of a comprehensive and
competent financial strategy that supports needs-related planning.

8. Active consideration must now be given to the future working
arrangements of the Skills Funding Agency and the Young People’s
Learning Agency. Key issues for resolution include: the formulation of a
robust investment strategy, the development of best-practice procurement
methods in the light of experience in other public sector programmes
and approaches to the engagement of partner organisations. The nature
and management of their relationship with DIUS and DCSF must be
clarified and it will be essential to design a regulatory function that inspires
confidence within and beyond the FE sector itself.
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Introduction

1. I have been asked by John Denham, Secretary of State at the Department
for Innovation, Universities and Skills (DIUS), and Chris Banks, Chair of
the Learning and Skills Council (LSC), to review the management of the
further education capital programme. The terms of reference for the
review are to assess:

¢ the main causes of the increased demand for capital funding;

e the LSC's internal processes and scrutiny of the capital programme and
how these could be improved; and

¢ any further steps that can be taken to ensure that for the future the
expectation and demand for capital funding are kept in line with
budget requirements, bearing in mind the development of the Skills
Funding Agency (SFA) and Young People’s Learning Agency (YPLA)
and the proper role of DIUS and the Department for Children, Schools
and Families (DCSF) for capital matters.

2. It may be sensible to say briefly at the outset what has occasioned this
inquiry. My perspective is that:
¢ In November 2005 the Department for Education and Skills (DfES)
published my review of the future role of further education (FE)
colleges, entitled Realising the Potential.

¢ This was accompanied in the 2005 Budget by the major boost of
an additional £350m of investment in the FE capital development
programme, to be managed by the LSC' across 2008-09 and 2009-10.
The aim was to transform the FE estate, enabling step improvements
in the capacity and capability of colleges and the quality of their
contribution.

e |[nitially, the programme was slow to gather momentum and even as
recently as in 2007-08 the annual budget appeared to be underspent.

* Then, early in 2008-09, for reasons we will examine, there began
a surge in demand for capital. Concerns about the alignment of
expectations and resources intensified. The surge became a veritable
tsunami, leading, as the year turned, to a pause in approvals and great
consternation in the field.

¢ Since then a small number of new developments have been finally
approved but a substantial number of others are being held in abeyance
pending clarification of the resource and management position.

' The organisation, staffing and budgets of the LSC are set out at Annex 4.
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3.

In essence, the issues for this review are whether the evidently distressing
and disruptive mismatch between expectations and resources could have
been anticipated and avoided, how this might have been achieved and
why it was not. What should now be done, and what are the lessons for
the future?

| have met with representatives of the FE sector itself including the
principals of a cross section of colleges affected by the conduct of the
capital programme; the Association of Colleges (AoC), the 157 Group and
the Sixth Form Colleges’ Forum; senior officials from the LSC, DIUS and
DCSF; and stakeholders in banking, construction, professional services,
the Local Government Association, Partnerships UK and the National
Audit Office (NAO). In addition, several organisations have made

written submissions. | am very grateful to everyone who has contributed.
Annex 3 lists those whom | have met.

This report restates the importance of FE and its improvement, identifies
the reasons for the demand surge and recounts the events leading to

the pausing of the programme. It goes on to draw out a number of key
management themes and lessons to be learned. My full reccommendations
are at Annex 2.
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Section 1

Why this matters

6. As | argued in Realising the Potential, the UK has a prosperous history but
in a keenly competitive world marketplace its future depends on its skills.
We need to maximise and fulfil the potential of our young people to
contribute knowledge and skills of world class quality. A prosperous future
and good public services depend on this. But it is not solely about national
success. It is also about how countless individuals have opportunities to
meet their aspirations. In reality, disappointing literacy and numeracy
skills suggest great reservoirs of disappointment and poor self esteem,
particularly and unsurprisingly amongst the least advantaged, of which the
consequences may be disengagement and unrest.

7. To play its fullest role in the world economy, the UK needs an education
and skills system that gives it a flexible pool of skilled and mobile
employees with routes and opportunities to develop personally and
contribute socially.

8. In recent years, Government has invested heavily in the estate, buildings
and capital equipment of the FE sector. There has been a sustained
transformation of capacity to develop the skills of the nation. In just a
few years the capital programme has redeveloped more than half of the
country’s FE college estate: 326 current colleges have benefited (345,
discounting subsequent mergers); 618 projects have been completed,
largely on time and close to budget, and the size of the estate has been
reduced from 9 million to 7 million square metres since 1993. The
programme has delighted the sector and enabled it to create state-of-the-
art, inspiring environments for students and staff, with increasing numbers
of people participating in learning, more of them progressing into higher
education and step improvements in the nation’s skills capital.

9. My report should not therefore be received as a tale of doom and gloom
because the achievements have been tremendous. But there is further
to go and important things are on hold. The focus of my work is to learn
the lessons and to identify a positive way of repairing damage and
moving forward.

11



12

Section 2

A gathering storm

10. The first phase of implementation took time to gain momentum.

11.

The chart with table summarises the history of the programme, since the
start of the LSC, in terms of approved project costs and associated LSC
capital grant contributions. Between 2001-02 and 2008-09 projects

with a total cost of £5.8 billion were approved in detail with a Council
contribution of £2.9 billion. Approximately 55% of the estate has been
renewed. The cost of completing the outstanding 45% has been estimated
(in LSC Council meeting papers for 17 December 2008) at between £8bn
and £16bn with average capital grant rates of the order of 75%.

FE capital approved projects: costs and LSC grants 2001-09

Note: LSC grant approved in each year will be largely expended in subsequent years

1800
1600
1400
1200
£m
1000
800
600
400
N ]
0 2001-2 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09
" Total College Contribution £m 146 328 337 446 339 419 528 416
® Total LSC Grants £m 67 181 184 178 159 295 669 1134

Despite technical incentives to colleges, proposals at first remained
stubbornly behind the curve of the total capital budget. This was partly
because the LSC funding regime specified the staging of projects and
required colleges to raise significant proportions of early funding from
local resources (see box). The financially strong institutions were the first
to get involved as they were able to raise a high proportion of initial costs.
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The LSC affordability regime and two-stage applications

Colleges had to use their reserves, realise assets through sale of land, lever
in resources from Regional Development Agencies and other public and
private sources, and take out a commercial loan of long-term borrowing
up to 40% of each college’s annual financial turnover. The LSC then
calculated its grant level to fill the funding gap between the project costs
and the resources raised privately and from other public sources. Some of
these elements received favourable comment in a July 2008 National Audit
Office report, Renewing the physical infrastructure of English further education
colleges, because this approach enabled colleges to part-fund projects by
disposing of surplus assets and by borrowing.

There was a two-stage applications process for projects with a gross cost in
excess of £10 million:

e Application in Principle (AiP) in which the overall shape, scale, phasing
and educational case for the project were agreed.

* Application in Detail (AiD) in which the detailed specification and cost
schedule were agreed.

12. The scale of projects and percentage grant were both in fact on a
discernible upward trend as the table below shows. The rate at which LSC

contribution was required rose by over 40 percentage points between
2005-06 and 2008-09.

Average Project 37.5 32.1 42.1 42.8
In Size £m
principle

Average Grant 33% 54% 74% 76%

Average Project 7.2 10.5 19.0 21.8
In detail Size £m

Average Grant 32% 41% 56% 73%

Note: ‘In detail’ project applications are often single phases of multiple
phase developments approved as a whole at the earlier ‘in principle’ stage.

13



13. By early 2008, powerful drivers were increasing both the amount of
grant support required from the LSC, and the speed at which proposals
were being brought forward for approval. This was the weather system
that generated the storm, and the tsunami of autumn demand in project
numbers and costs:

¢ The good news about the success of the programme had spread.
Colleges that had been sceptical or wary at the outset saw the impact
on colleges that had been modernised and renewed. Principals noted
the competition locally and understood the need to attract learners and
their employers and to work collaboratively with schools. Even small
colleges and more conservative governing bodies were preparing
to engage.

¢ Colleges bringing forward proposals after the first wave of ‘early
implementers’ were working on relatively less strong balance sheets
and narrower financial margins and required a higher percentage of
grant support. Those colleges engaged in phased campus renewals had
largely exhausted their private finance and were now bringing forward
stages that required a substantially higher percentage of LSC grant.

e Expectations and quality standards were rising, fuelling increases in
both the scale of projects and their cost. There was an appetite for
iconic buildings, increased social learning space, full IT enablement and
whole campus renewal. The standards of environmental sustainability
were also increasing, with a requirement to meet BREEAM? ‘excellent’
criteria introduced in March 2008.

¢ |Inflation in construction industry costs had been significantly greater
than in other industries and had fed through into the sector’s bids.

¢ There was strong encouragement for the programme from Ministers
and the LSC Chief Executive throughout 2006 and 2007. Mindful
of the need to use or lose in-year budgets, the LSC promoted the
programme intensively and supplemented client capability in the sector
to support the more cautious cohort. Spurred on by the stated policy
of renewing the entire estate, local LSC teams actively solicited projects
from colleges and worked with college principals to turn more modest
proposals into wholesale upgrading of the entire college estate.

2 The Building Research Establishment Environment Assessment Method, a family of assessment method and
tools designed to help construction professionals appreciate and mitigate the environmental impacts of the
developments they design and build.



¢ The Machinery of Government (MoG) changes were causing concern.

The budget split between FE and 16-19 capital after the establishment
of DIUS and DCSF had increased nervousness that resources thought
ring-fenced for colleges might be diverted to schools. Senior staff in
the LSC were very concerned about the perceived loss of budgetary
flexibility for FE colleges over the spending period. Also, colleges were
used to working with the LSC and believed the capital system to be
effective. They feared the impact that the establishment of the new
YPLA and SFA in 2010 might have on their ability to participate and
access funds, and so accelerated their involvement in the current
capital programme.

The economic downturn was having a triple effect. Colleges were
finding it harder to realise their private contribution through borrowing
and land sales; as the building industry contracted there was increased
capacity to take college work more rapidly through development
stages; and some foresaw growing pressure on public sector borrowing,
making a tight fiscal settlement likely after 2010.

15



Section 3
A brief history of time

14. So the storm clouds were gathering. How did the system respond?
This is a brief chronology of events.

15. In December 2007, the LSC’s Director of Property and Infrastructure
commissioned an independent report, modelling and forecasting the
pressures on the FE capital budget. The report (11 February 2008) stated
that if the trend in rising project values and LSC grant contributions
continued, the budget would be overspent by £100m in 2008-09 and
the problem would increase: “... if current policies did not change and
the tempo of capital projects is maintained, the demand for capital grant
payments moves in 2010-11 up to £450 million above the funds available for
FE projects. This simply proves that the continuation of the current payment
profile of projects is unaffordable to the Council.” .

16. The report was initially presented to the right committees. But sadly it
was not shared widely at a senior level in either the LSC or in DIUS.
The responsibilities and relationships of all councils and committees
with a role in capital, and referred to in what follows, are outlined at
Annex 5.2 With the exceptions of the national Capital Committee and of
Regional Councils, DIUS attends all of these groups as an observer.

Spring 2008

17. The LSC'’s Capital Policy Group was its main internal forum for property
planning. The Group considered the modelling and forecasting report on
22 April 2008 and agreed that the solution was either to extend the period
over which grant support was paid, or to prioritise projects at regional
and national level. A Prioritisation Working Group was established and
was supposed to put options to the June 2008 meeting of the national
Capital Committee.

18. This Capital Policy Group referred the 11 February 2008 report to the
executive Finance and Resources Board (FRB) on 29 May 2008. The Board
noted that demand for capital project approval remained strong and that
there was a risk this might lead to a shortfall in available funding across the
Comprehensive Spending Review (CSR) period. It considered that the LSC
would need to continue to monitor this affordability issue and consider
the measures outlined in the paper to manage the in-year position if
necessary. Work commissioned at this time focused on managing in
the short term. The longer term issues did not seem to receive much
attention. It is relevant to note that there was confusion at the time about

3 Copies of LSC National Council minutes are available at
http://www.Isc.gov.uk/aboutus/council-minutes/national-council/

16
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the Terms of Reference of the FRB: they state that it has responsibility for
capital strategy and promoting financial control, whereas the formal status
of the group is advisory.

Summer 2008

19.

20.

21.

The LSC’s Management Board had received a paper on capital issues

at its meeting on 13 May 2008 warning of increasing pressure on the
capital budget and alerting it to expect advice on short and medium term
priorities at its meeting on 12 June 2008. No such advice was provided,
however, and neither were capital issues discussed at that meeting.
Moreover, no recommendations from the Prioritisation Working Group
were put to the national Capital Committee until September 2008.

These omissions exemplify a failure to confront issues in a timely way.

Meanwhile, the 30 July Council meeting approved the combined
recommendations of the 19 June and 17 July Capital Committee meetings.
These determined or recommended 26 FE and 16-19 capital funding
applications with a total estimated cost of £1.2bn, including grant support
of just over £1bn, payable over the next 5-6 years. The workload of the
Capital Committee had become so onerous by June that the Director of
Property and Infrastructure requested an extra meeting in August to deal
with the large number of projects waiting to be presented.

In parallel, regions were required under Building Colleges for the Future,
published in March 2008, to review their capital strategies by July 2008.
These were not all returned until September 2008. The strategies aimed
to identify objectives for investment, assess capital demand and the scale
and quality of the existing FE estate in each region, and judge the LSC’s
capacity to meet that demand. In practice, however, the whole approach
was project based rather than conceived as an overall programme of
implementation. The draft strategies were largely ‘shopping lists’ of
proposed projects. But in aggregate those shopping lists had almost
doubled in value over the corresponding strategies presented in 2007,
from £8.3bn to £16.1bn. The national LSC management considered that
these wish-lists of very ambitious buildings would naturally be reduced in
scale as projects came forward for approval.

17
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22.

Yet the scale of project proposals emerging from the pipeline contradicted
that view. In the first three quarters of 2008-09 the total value of projects
brought forward for approval in detail was 30% higher than the figure for
the whole of 2007-08. The interval between AiP and AiD was contracting,
from typically between twelve and eighteen months to sometimes three
or four. | believe it is right to say that individual projects were scrutinised
expertly and with due diligence but that it was the accumulation of
pressure in the pipeline as a whole that escaped full recognition. It was
not just an in-year problem; even had it been so, the scope for using
Train to Gain underspends, a possibility that had been discussed, was
reduced by the emergence of other DIUS cost pressures at mid-year.

A decision to bring forward £110m of capital funding did seem to
disguise the underlying problem in-year but merely amplified it for
2009-10. The Regions were playing an effective role in scrutinising the
building plans, but there was no effective monitoring or control of costs —
they had no delegated budgetary responsibility and it was assumed that
it was being done centrally.

Autumn 2008

23.

24.

The Capital Committee met on 19 September 2008 and agreed to
recommend to Council 7 AiPs and 1 AiD with a total value of £40Tm.
It met again on 22 October 2008 and put forward a further 4 AiPs and
5 AiDs with a total value of £530m.

So when Council met on 5 November 2008 it was presented with Capital
Committee project recommendations with costs approaching a further
£1bn. Mindful of growing pressures on the capital budget, Council

also received an initial report on the future funding and priorities of

the capital programme alongside those recommendations from Capital
Committee. Council approved the recommendations from September,
only £44.5m of which was application in detail, but deferred decisions on
October recommendations until its 17 December meeting. Members also
requested a report on the funds available in 2008-09 and future years, and
a paper forecasting AiP commitments on the budget across the current
and next Comprehensive Spending Review periods.



25.
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Meanwhile, consideration of project proposals continued. As already
noted, the Council had deferred decisions on the recommendations from
the October meeting of the Capital Committee to satisfy itself about
affordability. However, the November meeting of the Capital Committee
agreed to recommend to the December meeting of Council further
projects with a value of about £500m (fitting in an extra meeting on

4 December to get through them all).

Winter 2008

26.

27.

28.

29.

By December it was evident that a tsunami of bids had hit the programme,
which was not sustainable on existing arrangements. A three-month pause
in consents to proceed with AiP and AiD applications was agreed by the
Council on 17 December 2008 to allow a thorough review of all projects
in progress and in the pipeline and reveal the true level of demand.

There was no formal and timely communication of this decision to the
sector as a whole. The LSC advised the colleges who were specifically
affected and held meetings with the eight deferred at AiD. The Council
discussed a full-sector communications plan but eventually it was decided
not to carry it out at this stage. Ministers had been advised and they
considered that the management information was inadequate, and

that a full action plan needed to be brought forward about the scale of
the problem and how to rectify it, before it should be communicated.
The LSC had to bring together the necessary information and this took
longer than anticipated.

But by 5 January 2009 the sector’s representative bodies had been
contacted by a significant number of colleges not involved in the
December meeting but with expectations of moving forward with their
plans. Regional Directors were then advised to contact college principals
by telephone and visit. But the LSC Chief Executive’s reply to the AoC'’s
letter to DIUS, DCSF and the LSC was not shared with the sector until after
a Ministerial announcement.

Colleges were upset because of the money committed and at risk (one
medium-size college, for example, had spent £4m). Pressure on colleges
from banks appearing more reluctant to lend, and claw-back from adult
revenue budgets, increased concern. Principals were anxious about their
personal responsibility for spending large sums of money and who would
be held to account. There is a pressing need to quantify the levels of such
financial exposure and formulate a considered recovery plan.

19



The legacy

30. Thus was the programme in crisis and confusion by the end of 2008.
But the scale and gravity of the problems caused were not fully revealed
until the LSC completed its case-by-case review of the project pipeline on
4 March 2009. It was evident that 253 projects were already underway
or fully approved. Eight projects deferred from October were also given
the go-ahead. A further 79 projects had already received the first stage
of approval in principle, with a requirement of £2.7bn from the LSC“.
An additional £3bn would be needed for the 65 colleges that had
submitted proposals for approval in principle. Clearly, there were more
applications than could be funded in this spending round and not all
schemes could be implemented in the original timescales envisaged.
The impact of the problems can be measured not only in the initial
financial outlay on preparatory work by colleges, but in the disruption,
disappointment and anxiety experienced by students and staff, and the
waste of opportunities for more affordable improvements.®

31. We should perhaps recall the July 2008 NAO report Renewing the
physical infrastructure of further education colleges. On value for money, it
concluded that the joint funding approach, with the Learning and Skills
Council providing additional grant funding to colleges, was enabling the
sector to make good progress in rationalising its estate, providing facilities
that were of high quality and meeting the needs of learners. The report,
however, did state the need going forward for careful risk management
and providing DIUS with clearer visibility to achieve a smooth transition to
the LSC'’s successor bodies.

32. The capital programme has brought great benefits and this should not be
overlooked, but it has come to present grave problems too.

+ Afull list of the 79 projects with approval in principle is at Annex 6. We are aware of but have not listed those at
feasibility stage.
> Annex 8 outlines the implications of the pause in new projects for the construction industry.
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Section 4
Themes and lessons

33.

Now, in still troubled waters, it is important to identify and learn the
lessons of last year’s turbulence. In this section | make some suggestions,
at a strategic rather than a detailed level, about what went wrong and
why. The most significant problems were systemic. Mistakes were made by
individuals but it is not from these that we will learn most and | have not
seen it as part of my remit to focus on those who made them.

Policy and execution

34.

Perhaps the first thing to say is that a good policy has been compromised
by the manner of its implementation. The policy intent to transform the
FE estate is clear and positive. It addresses many of the needs identified

in Realising the Potential. Moreover, we have already alluded to its real
contributions on the ground. The formerly underrated and neglected FE
sector already has many reasons to be proud and confident. There are
wonderful new facilities, learners in greater numbers are getting a much
better experience and making stronger social and economic contributions,
and staff morale has been transformed in many places. It is nevertheless
clear that this good policy framework has not been executed flawlessly
and that justice has not been done to it. The implementation approach
did not include a robust financial strategy or a regional or national
approach to prioritisation. It is very sad that impetus has been lost and
confidence in the capital programme shaken. More widely, the sector’s
increasingly positive reputation has been damaged. We need to recover
the position in a balanced and considered manner and there is a pressing
need to confront hard choices and to leave behind a system led by the
vagaries of demand.

Financial forecasting

35.

36.

The second issue is the contrast that can be seen between the generally
good quality and repute of capital planning and development, both
centrally and at scheme level, and the diametrically poorer quality of
overall financial and management information, forecasting, planning and
management execution.

Individual projects received support from qualified chartered surveyors

in the LSC’s property team, who provided technical advice and advised
regional committees on numbers and costs. The project assessment
process was generally rigorous and diligent, with serious and sound
analysis of the value of pursuing a scheme and an emphasis on coming in
at reasonable cost.
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37. On the other hand, | am not convinced that there has been a clear-sighted

appreciation in the LSC of the overall financial picture, the ‘pipeline’

of ongoing and emerging development projects. The programme as

a whole has been demand-led (I return to this) with an obvious risk of
overcommitment in the absence of effective overall monitoring and
management. And where has been the routine analysis, projection and
reporting of aggregate, year-on-year cost? Where has been the sensitivity
analysis to respond to the ways in which the world was changing?

The lack of profiling of commitments and potential commitments has
been a fatal flaw.

Strategic control

38.

39.

Overcommitment should have been detected and challenged sooner.
The system of regional control developed too slowly in capital planning,
and failed to take on the necessary responsibility for oversight and
prioritisation. Overcommitment might also have been predicted. T