








The youth justice system covers England and Wales. This document applies to arrangements
in England only, although we will consider with the Welsh Assembly Government what
arrangements are needed for young offenders from Wales who are held in custody in England,
and vice versa.

Do you agree that the model we have proposed for transferring funding to the local
authority is the best way to give local authorities effective powers to commission, to
balance the budget, create coherence for providers and retain the national funding
formula?

Do you agree that there is a need for:
a. Sub-regional groupings of local authorities for commissioning?
b. Authorities to come together regionally to consider plans collectively?

¢. Aslim national 14-19 Young People’s Learning Agency with reserve powers to
balance the budget and step in if needed?

Do you agree that we have described the way that these bodies would function in
broadly the right way? Is the balance of responsibilities between them right?

Do you agree that there is a need for a single local authority to lead the conversation
with each provider?

Do you agree with the proposed approach for Learners with Learning Difficulties and/
or Disabilities?
Do you agree that local authorities should be responsible for commissioning

provision for young offenders in custodial institutions?

a. Do you favour the ‘host’ funding model, or the model where ‘home’ authorities
are charged?

b. Are there planning or legislative levers other than funding systems which would
create the right responsibilities and incentives to promote the best outcomes for

this group of young people?
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Figure 3: Proposed overall planning and commissioning cycle
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Chapter 4:

Management of the system

Summary

New roles and a new commissioning process must be underpinned by a strong performance
management system. Local commissioning will be based on analysis of local demand, and
funding will follow the learner, an incentive for providers to deliver learning that young
people want and that is of good quality. Institutions will retain clear responsibility for their
own performance and be held to account against a clear framework of measures common
across providers. Through the planning and commissioning cycle local authorities will be
able to expand strong and cease to fund weak provision, and they will also have powers to
re-organise 16-19 provision more fundamentally where necessarily. Ultimately there will
be intervention where there is serious underperformance. We will ensure that this system
is supported by excellent data, collected in a low-burden way, shared efficiently and in a
timely way with those who need it.

4.1 The central task of the new system will be to widen opportunity for young people, increase
participation in education and training and increase attainment by age 19. Over recent years
there have been significant improvements: post-16 participation has increased, after a period
of stagnation; and attainment is up — for example, 73.9% of 19 year olds achieved level 2
qualifications in 2007 — up from 66.4% only three years earlier. These improvements are a huge
tribute to the efforts of schools, colleges and others across the country in helping more young
people to stay in education and training, and more to achieve by doing so.

4.2 The challenge now is to continue and accelerate that improvement, so that all young people
are prepared by their education and training to make a success of their lives. We want all
young people to have the chance to achieve well — by 2013, we want at least 85% of 19 year-
olds to achieve level 2 qualifications; and at least 56% to achieve level 3 (up from 48% now).
Meanwhile, we aim to reduce the proportion not in education, employment or training from
10% to 8% by 2010.
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There will be a strong performance management system

The new system is designed to support and accelerate the improvement now happening in
participation and attainment, through:

ensuring that informed learner choice can drive the system;

leaving responsibility firmly in the hands of individual institutions for their own performance
and putting in place a transparent system for holding institutions to account for their
performance;

giving local authorities levers to expand strong provision and cease to fund weak provision;
and

requiring intervention in institutions where there is serious underperformance.

Informed learner choice will drive the system

In a demand-led system, where funding follows the learner, the choices young people make will
be crucial in creating the shape of the system. We want to make sure that the choices young
people make are as well informed as they can be, through making sure that young people have
had access to good quality information, advice and guidance (IAG), so that they make course
choices which work for them. This should include making sure that the online local prospectus
in every area is available and effectively promoted to all young people and that it provides a
good basis for decisions — including information about how well institutions do, how successful
young people are on courses and the views of other young people.

Where young people do not take up provision, of course, this will be reflected in plans as part
of plan-led funding. In addition, local authorities will be expected to take steps to find out the
views of young people, so that these can inform commissioning decisions. We also intend

to explore with learners and parents how we can develop a system that is more customer
responsive, where young people can register their views on the courses they take which

can then be accessed by others as part of determining the quality of provision on offer at a
particular institution.

As now, we would expect that the national funding formula will include a factor reflecting
success rates. The success rate reflects the proportion of young people starting a course who
go on to complete it and achieve the qualification. Thus success rates are reduced both by drop
out (where someone leaves a course part way through) and poor achievement. Where success
rates are poor, this will lead to reduced funding — and likewise, good success rates will be
rewarded through the system.

Individual institutions are responsible for their own performance and will be held to account through a
common, transparent system

As well as the choices of young people and the effects of the funding formula, we want there
to be a clear framework for assessing performance which is common across all providers of
education and training for young people and adults. This will treat all providers in a consistent
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way, make available a full range of reliable data which can accurately assess performance and
therefore provide the single, transparent basis for making commissioning decisions, as well as
underpinning information to young people, parents and employers.

We think that this framework will need to include information about the standards achieved
and the quality of provision, about the views of young people and (where appropriate) of
employers and the value for money achieved. It should include key performance measures of
individual achievement at 19, which are now part of local authority performance indicators.

We believe that such a framework could build on the Framework for Excellence®, which has
been developed by the LSC, to serve a similar purpose within the FE sector. It is currently being
piloted with 100 providers including FE Colleges, work based learning providers and Sixth Form
Colleges. The first Overall Performance Ratings will be published in 2010. In order to serve the
purpose we will need it for in future, we will look to develop and refine the Framework so that it
can include School Sixth Forms and other providers as part of the pilot process from September
2009.

Local authorities will be able to expand strong and cease to fund weak provision

Local authorities will be under a duty to ensure that there is sufficient provision for all young
people in their area (including full participation of 16 year-olds by 2013 and 17 year-olds

by 2015) and to ensure that they have access to the new curriculum and qualifications
entitlements. They will then be under a duty when commissioning to promote high standards
and ensure that the best quality provision is purchased. This will mean that local authorities
should be working to ensure not that all young people attend provision in their area — but that
the young people in their area have access to the best available provision within reasonable
travelling distance, whether situated within or outside their own local area boundaries.

In practice, this should mean that local authorities should look through the commissioning
cycle at where provision is strong and where it is weak, with a view to expanding what is strong
and either improving or ceasing to fund what is weak. Of course, where there is no comparable
provision nearby to expand, it may not be possible immediately to reduce funding of weak
provision. Here, local authorities might choose to run a competition for a particular form of
provision, to bring in a new provider, or to take improvement action.

The home local authority will have the lead responsibility for improving quality and raising
standards in relation to School Sixth Forms and Sixth Form Colleges, but the local authority
would need to work through the DIUS Skills Funding Agency in relation to FE Colleges. School
Improvement Partners (SIPs) will continue to hold performance discussions with School Sixth
Forms on behalf of local authorities as part of the ‘single conversation’.

Framework for Excellence: Raising Standards and Informing Choice, LSC, March 2007.
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Intervention will be rigorous in cases of serious underperformance

Where performance is inadequate, a formal intervention may be required. In the case of FE
Colleges, the responsible local authority will notify the DIUS Skills Funding Agency which will
then take further action as necessary. If a Sixth Form College is involved, the responsible local
authority would lead, and would act on behalf of the Skills Funding Agency in relation to any
concerns regarding the quality of post-19 provision being delivered.

Should the necessary improvements to an institution or a significant part of its provision

fail to be made, a local authority may need to withdraw significant amounts of funding in
order to purchase alternative provision to secure the quality required. Where there is an
intention to withdraw a significant amount of funding from any provider, it will be necessary
to give reasonable notice. Clearly, the effects of any such decision on the institution’s long-
term viability, provision for learners from other local authority areas, adult learning provision
or provision of other courses will need to be thought through collectively in advance and
managed carefully.

Local authorities will have powers to re-organise 16-18 provision

To a significant extent, local authorities will be able to reshape the nature of provision without
making major organisational change. Increasing the number of places available on popular
and successful courses, removing poorly performing provision within a larger institution or
commissioning an increased number of Apprenticeship places are all things that an authority
will be able do without changing the fundamental organisation of provision. Where an
authority is able to meet the needs and aspirations of young people without re-organising
provision, this is likely to be quicker and more cost effective.

However, there will be occasions on which this will not be possible. There are many patterns of
post-16 provision across the country: in some places, all schools have sixth forms; in others, the
system is organised on a tertiary basis, with 11-16 schools and Sixth Form or Tertiary Colleges;

in others, most provision of all types is to be found in FE Colleges; in others still, there is a mixed
economy, with some schools having sixth forms and others not. There is no single best model
which can be applied in all situations, but it is clear that in some circumstances, some models
limit some young people’s access to good quality provision that is suitable for them. In these
cases, it may be necessary for local authorities to re-organise provision in order to ensure that all
young people have access to good provision meeting their needs.

It is clear that there are a few key things that demonstrate whether or not the organisation of
provision in an area is effective:

standards and quality: the provision available should be of a high standard -
as demonstrated by high levels of achievement and good completion rates;

progression: there should be good progression routes for all learners in the area, so that
every learner has a choice of the full range of options within the curriculum and
qualifications entitlement, with institutions collaborating as necessary to make this offer;
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participation: high levels of participation in the local area; and

learner satisfaction: young people consider that there is provision for their varied needs,
aspirations and aptitudes in a range of settings across the area.

In practice, a range of organisational models can mean that provision is good on all of

these measures. In some areas, all schools have sixth forms and they are working together
collaboratively with a FE College, perhaps within a shared curriculum and timetable framework,
to make sure that all young people have access to a full range of options in all the schools and
the college. In other areas, a full tertiary re-organisation has created a system where young
people have access to a very wide range of choices within strong Sixth Form, Tertiary or General
FE Colleges. Where standards and participation rates are high in such areas, and learners are
satisfied, there is not a strong case for change. However, in other areas, perhaps where some
schools have sixth forms and others do not, the colleges have strengths in some areas but not
others and collaboration is weak, opportunity at 16 depends greatly on where a young person
went to school. Here, the case for re-organisation is strong.

In future, local authorities will be expected to lead change as necessary to create a highly
effective system. We will therefore review the principles of 16-19 organisation published in 2004
in this context. We propose to bring 16-19 competitions into line with school competitions,
managed by the local authority, and to make them more flexible. In this way the local authority
will be able to use them more easily to meet the needs of the area — and take a more active role
in changing organisational structures where necessary.

We will continue with a presumption that what is good should be able to expand - in schools
and FE — where there is student and parental demand, in order to extend quality and choice.
The sixth form and FE presumptions only apply to that minority of schools and colleges which
demonstrate outstanding achievement, and we have always encouraged schools and colleges
to consider their proposals in the context of local supply and demand and the need to work
with other providers to raise standards across an area. There need be no tension between
expansion and collaboration: presumption schools and colleges offer high quality places that
should add to the ability of local partnerships to deliver the best possible provision to all local
students.

But we recognise that embedding new presumption places within a local 14-19 delivery

plan takes time. We propose to extend the eligibility period to allow more time for the
expansion proposals to be considered within the context of local provision, and to introduce
a requirement that there is evidence of local collaboration over the presumption proposal and
a statement of how the new places will be integrated with the existing offer. We will amend
the Decision Maker's guidance so that statutory proposals to expand a school under the sixth
form presumption will take account of the need for collaboration with local partners, the
organisation of 16-19 provision in the local area and the need to ensure that the presumption
leads to higher standards and better progression routes for pupils at the ‘presumption’ school.
We will extend a similar requirement to the process of establishing all publicly funded schools
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with sixth forms including Academies. Where a presumption is turned down on these grounds,
the school will be able to appeal to the adjudicator.

The development of the new 14-19 entitlement needs to be supported by a strategic vision for
capital investment led by the local authority. We are already investing in capital projects linked
to the delivery of the new Diplomas, both in schools and colleges. It will be important to make
sure that the funding sources complement each other to create world-class Diploma facilities.

Local authorities will be held to account for the outcomes achieved

Local authorities will be held to account for the outcomes that are achieved, through the

new local government performance framework. This framework is underpinned by the
National Indicator Set (NIS) which contains a suite of 198 indicators that reflect priorities across
Government. These include measures of the number of 16-18 year-olds not in education,
employment or training (NEET), and measures of attainment of level 2 and 3 qualifications

by age 19.

Government Offices will negotiate Local Area Agreements (LAAs) with local authorities, which
include targets in areas of priority for the local authority, taken from the measures in the NIS.
Comprehensive Area Assessments (CAA) will consider holistically the performance of all public
service providers within a local area. Intervention is possible if these assessments show serious
problems.

Clearly, we want all local authorities to be able to carry out their new roles effectively. In order
to ensure that all authorities can have support for their commissioning role, they will be able

to draw on support from Regional Improvement and Efficiency Partnerships. If there were ever
serious problems in the operation of the system, the Young People’s Learning Agency would be
able to step in.

We will ensure that data is available to manage the system

This system will rely on up-to-date and trend data and information in a wide variety of areas —
including demand from young people, skills needs of the area, and patterns of provision and
achievement, particularly in relation to areas of deprivation and poverty. We need to have a
modern and integrated data system in place which ensures that the right data is available in a
timely and simple fashion to all those who need it, and which avoids placing significant new
burdens on providers. There will be both new users of data and changing requirements for
existing users, and it is important that data are shared as effectively as possible.

We propose to continue to develop separate data services for schools, FE/work-based learning
and Higher Education. This will ensure that each institution will provide data to only one
agency. The separate agencies will then share data, in line with regulations, to allow integrated
and effective use of information and reporting that cuts across different phases of education.
The Young People’s Learning Agency will provide collective data analysis nationally and
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regionally to all those who need it (local authorities, regional groups) drawing together data
collected by the three data services.

Do you agree with:

a. Proposals to ensure that informed learner choices should be a key part of
shaping the system?

b. The proposed approach to a common performance management framework
based on the Framework for Excellence?

¢. The local authority role in commissioning to improve quality?

Do you agree with the proposals for managing changes to 16-19 organisation and
adjusting the arrangements for 16-19 competitions and presumptions?
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Chapter 5:

Funding

Summary

The commissioning process will drive funding. Once plans have been agreed, and with a
national funding formula in place, funding flows according to the provision set out in plans.
For the detailed operation of the funding system we intend to build on the current Learning
and Skills Council (LSC) approach and principles set out in the Raising Skills, Improving Life
Chances White Paper in 2006, ensuring that funding follows learner choice, institutions are
funded equitably for comparable activity, and the funding system is straightforward for
institutions to understand.

The Young People’s Learning Agency will provide indicative budget allocations at the start of
the commissioning process. Final budgets will be based on the commissioning plans agreed,
and each local authority will receive a budget for the institutions, rather than the residents,
in its area. Each year there will be a reconciliation between plans and outturn, with funding
adjusted in the next year as necessary. We will provide the capital funding to enable local
decision making.

We would like to extend the way that 16-18 learning provision is funded to the 14-16 age
range, as this presents an exciting opportunity to drive a strong, sustainable 14-19 sector
offering all young people good quality learning that prepares them for success in later life.
We are consulting on this as part of the schools funding review.

5.1 The commissioning process of course drives funding. Once plans have been agreed, and with a
national formula in place, funding flows according to the plan. However, the detailed operation
of the funding system is important in achieving our policy objectives.

5.2 Ouraim is to build on the current Learning and Skills Council (LSC) approach to funding, which
is being extended across all providers for young people from 2008-2009. In the longer term,
we are considering whether to extend the national funding formula to Key Stage 4, to create a
14-19 funding system. This would support coherent planning to deliver the 14-19 entitlement in
each area, and facilitate progression. We are consulting on this change as part of our review of
schools funding and would implement the change from 2011.
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The funding system will ensure that institutions are funded equitably

We intend to continue to follow the principles for funding set out in the Raising Skills, Improving
Life Chances White Paper in 2006. We said then that we wanted a system where:

funding follows the learner and young people’s choices about the education and training
route they follow drive funding allocations and not the other way around;

comparable funding is allocated for comparable activity, irrespective of the type of institution
that is providing the education and training;

funding is transparent, simple for institutions to understand, provides stability and certainty
for future planning, and avoids unnecessary bureaucracy; and

the funding methodology facilitates collaboration between providers, so that a learner’s
programme may be followed at two or more separate institutions.

In this context, there are important national and local roles.

The framework will be set nationally

The responsibilities for securing and determining the total budget, managing its overall
distribution to local authorities and supervising data collection will rest with DCSF and the
Young People’s Learning Agency, which will also be responsible for advising on funding rates
for qualifications and on the national funding formula.

We do not propose fundamentally to change the current methodology. This assigns guided
learning hours to each qualification and then measures the size of each individual’s learning
programme by aggregating the number of guided learning hours in the qualifications being
studied. The total size of programmes in each institution is aggregated and institutions are
then funded on the basis of this total programme size, the mix of provision within these
programmes (some courses which require significant equipment levels, for example, are much
more expensive to put on than others and therefore attract more funding), the characteristics
of learners in the institution (if there are many learners from deprived areas, institutions attract
more funding) and the success rates of the institution overall. This is the basis of the national
funding formula.

The Young People’s Learning Agency will provide indicative regional and local budget
allocations at the start of the commissioning process. It will do so by analysing what happened
in the previous year and what the data show about changes for the coming year. This provides
a key initial input into the commissioning process.

Final budgets at local authority level will be based on commissioning plans. Each local authority
will receive a budget for the institutions in its area rather than a budget for residents. This is the
best way to avoid undue complexity since otherwise FE colleges and other providers would
receive funding from a very large number of local authorities; or local authorities would have to
manage a complex system of recoupment.
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The decisions affecting the funding levels of institutions are made locally

Each year, there will be an assessment of what is happening during the year and what that
shows about what will happen in the next year. At institutional level, this will include matching
plans with outturn — so that funding in the forthcoming year will need to be adjusted to reflect
such differences. This information, together with the local authority’s commissioning decisions,
will form the basis for funding each year.

As part of the process of moderating plans between authorities, local commissioning plans
will be aggregated in relation to each provider, so that it is clear what will be bought from
each provider. Once final budgets are confirmed, they will flow to local authorities to fund the
institutions in their areas as a 16-18 grant alongside the Dedicated Schools Grant.

As now, where a young person starts but does not finish their programme by their 19th
birthday, funding through local authorities will continue for the full duration of their
programme. Similarly, 16-18 year olds who are receiving training in employment through Train
to Gain will be funded through work-based learning budgets. Local authorities will continue to
fund learners with learning difficulties and/or disabilities (LLDD) for the duration of their learning
programme, according to need, to their 25th birthday as is currently the arrangement with the
LSC.

The funding methodology for learning for young people in juvenile custody will need to be
slightly different. Young people tend to stay only for short periods, so there will need to be
considerable flexibility and funding by course’ is not possible. Nonetheless, it will be possible to
develop a forward-looking funding approach, in which funding is based on the average number
of places and the average number of hours of education to be delivered. We will develop

a national funding formula which reflects the factors leading to the high cost of delivering
education in custody: high needs; the need for learner support; small class sizes; diseconomies
of scale; differing needs of young people held in the different types of establishments;
differences in types of curriculum provision; and the number of hours to be delivered.

Capital Funding

We want local authorities to ensure that capital plans across their area are coherent in
developing the infrastructure that will be necessary to deliver the increase in the participation
age and the full curriculum and qualifications entitlement to all young people. Central to this
will be the Building Schools for the Future (BSF) programme, which is designed to ensure that
local authorities develop a vision across the area of how provision will be organised, including
in relation to the new 14-19 entitlements. We intend to bring Sixth Form Colleges within the
scope of BSF, so that they can be part of securing the area-wide entitlement.

It is also important that local authorities use the very large amounts of devolved capital that
they now have in support of these area-wide objectives and in support of their commissioning
plan. Equally, we recently announced the allocation of some £600m to local authorities in later
waves of BSF so that they could develop necessary 14-19 or special educational needs provision
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in the short term. Local authorities will need to ensure that they use all of these sources of
capital to best effect to deliver the pattern of provision that is necessary across their area —
joining with other authorities in the sub-regional grouping as appropriate. Local authorities will
also work closely with the Young People’s Learning Agency and the DIUS Skills Funding Agency,
to make sure that capital funding through local authorities joins up with funding through the
FE modernisation fund, which will be used for both adult and young people’s facilities in FE, to
create a coherent programme overall.

The Young People’s Learning Agency will hold the 16-19 capital pot in future. This resource will
be deployed to create new 16-19 places in support of commissioning decisions, particularly
16-19 competitions, presumptions and reorganisations which are necessary to improve quality
and outcomes. The regional planning groups will be a source of advice to the Young People’s

Learning Agency on the priorities. We will ensure that all our capital funding coheres to support
the new system.

10. Are you content with the proposals:

11. Would you support a move to a single national 14-19 funding system?

12. Do you agree with the proposals for capital funding?

a. Toretain a national funding formula based closely on the existing one?

b. For funding to flow to institutions on the basis described?
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Chapter 6:

Implementation

Summary

As we deliver this important change for the future, we are mindful of the need to deliver
the best outcomes for those young people in post-16 education and training now. Success
for them is our first priority, maintaining and building on improvement in attainment and
participation rates in recent years.

We will work with the Learning and Skills Council (LSC) and local authorities, to move
steadily to the new system, maintaining the expertise and skills in the system and
considering carefully where our current resource can be used to best effect in the future.

Following consultation, we will make final decisions and then legislate at the earliest
opportunity. Ahead of full implementation, we plan to move as far and as fast as we

can within current legislative structures. We propose to implement a shadow structure
nationally, regionally and locally, aiming to move with energy to prevent loss of focus but
taking care to manage the change systematically.

6.1 We will consider responses to this consultation carefully before coming to final decisions. Our
plan is that having reached final decisions, we should legislate at the earliest opportunity so that
we can implement the transfer of funding to local authorities in the academic year 2010/11,
with the new system fully in place from September 2010. A move to a 14-19 funding formula, if
agreed, would be implemented from the start of the 2011-12 financial year.

We will make early progress towards implementation

6.2 Our ambition is to implement change as early as possible, having regard to best practice in
implementing system change on this scale. As a first step, we want to put in place a shadow
structure in which within the current legislative framework, local authorities take on greater
responsibility and begin to lead the commissioning process locally. In so far as is possible, the
other supporting structures will also be established on a non-statutory basis, so that the system
can begin to work in the ways proposed here.
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Of course, it will only be possible to make changes within the existing legislative framework,
and therefore the powers and duties of the key actors will be unchanged and local authorities
cannot formally become accountable for decisions. However, significant progress is possible:

The Learning and Skills Council (LSC) is already moving to identify and will begin to separate
the 14-19 and adult sides of the organisation, with National Directors appointed to lead
these changes. This will make it possible to identify at local, regional and national levels the
staff with a focus on the 14-19 system.

Locally, we want each local authority to take a lead in planning provision for young people.
In practice, this will mean that the LSC will need to identify those staff in local partnership
teams who work on 14-19 reform, so that they can begin to work closely with the relevant
local authority. In the transition period these staff will remain part of the LSC and continue to
report internally — but will work closely with the local authority, and may be co-located with
local authority staff on local authority premises. They will carry out their existing functions,
but with much more input from the local authority, and will work closely with other
neighbouring local authorities. Local authorities may choose to operate with pooled teams.
We want these arrangements to begin wherever possible from September 2008, and be fully
in place by September 2009, with the formal duties transferring the following year.

Sub-regionally, we will ask local authorities to form suitable collaborative groupings. Local
authorities will need to decide how they wish to operate, what the sensible planning area s,
how they will manage and govern the grouping, make decisions, support FE provision and
resolve disputes. Government will sign off plans to ensure that there is full national coverage
and that no one area is disadvantaged by the actions of others. We would hope that shadow
sub-regional structures can be agreed by January 2009, to allow a move to such structures to
start by March 2009.

The LSC and the Association of Directors of Children’s Services (ADCS) have already begun
to establish shadow regional planning groups for each Government region. These will
shadow the LSC's planning and commissioning cycle, which will take place in 2008/09 for
the academic year 2009/10, and provide advice and direction regionally. They will begin
to consider how best to carry out their functions in the long term alongside the regional
leaders’ forum proposed in the sub-national review. Regional LSC staff will support the
regional groupings of local authorities and the sub-regional groupings in the shadow
structure.

Under this model the Young People’s Learning Agency will carry out the national functions
that the LSC does now. Within the LSC the internal separation at national level of the
organisation into adult and young people’s structures will enable separate reporting of the
16-19 programme and funding directly to the DCSF, and the adult/employer skills
programme to DIUS. The National Apprenticeship Service will be established from April 2009
as a joint programme reporting to both departments. This will mean that the national
functions can begin to operate in shadow form at that point.
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This means that the full shadow system will be in place nationally by September 2009,

6.4

effectively managing the commissioning system for the academic year 2010/11. In practice, the

LSC and local authorities are already working together and will do so even more closely from

autumn 2008 in planning for the interim year of 2009/10.
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We will manage the transition to the new system carefully

The need to legislate for change and the time required to do that means that this period

of transition is unavoidable. It is also, however, highly desirable — since it is clear that local
authorities could not take on these new responsibilities immediately. They have not been
accountable for provision in FE for over 15 years; they consequently have no staff or expertise
in this area; and there is a need to establish new structures. There must be a period of time in
which staff are transferred, new structures developed and capability built.

We will make sure that the process of transition is carefully managed and that local authorities
are given time and support to prepare. This is particularly important for the creation of new
sub-regional groupings. In due course, and as the legislation is passed, these groupings will
often want to take on the full range of functions set out under model (b). In order to do

this, the groupings will need to establish clear and robust governance and decision-making
arrangements; effective operational procedures for agreeing plans (including in relation to
young people moving across local authority boundaries), resolving disputes and working with
the National Apprenticeship Service; a common approach to commissioning pre-19 provision
from FE Colleges, so that colleges need to deal with only one commissioning body; and an
agreed process for managing third sector contracts and specialist provision, including provision
for learners with learning difficulties and/or disabilities (LLDD) up to the age of 25.

Our priority for the transitional period is that improvements in opportunities, participation

and attainment should continue

By 2011 three further cohorts of young people — nearly two million — will have reached the

age of 19. We owe it to this generation to ensure that there is a continued focus on increasing
participation and attainment and on offering more to each successive cohort of young people.
The next three years are crucial for the introduction of the new qualifications and curriculum
entitlement, with the first teaching of all the new Diplomas, and for increasing participation and
attainment. We do not want there to be any loss of focus on achieving these goals.

We have set our sights high, with targets to:

increase the proportion of young people participating at 17 to 86% by 2011, on course for
raising the participation age in 2015;

increase the proportion of young people achieving level 2 by age 19 from 66.4% in 2004 and
73.9% now to 85% by 2013;

increase the proportion of young people achieving level 3 by age 19 from 42% in 2004 and
48% now to 56% by 2013; and

reduce the proportion of 16-18 year olds not in education employment or training (NEET)
by two percentage points by 2010 from 10% in 2004.
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It is important that both local authorities and the LSC should continue to lead and drive
progress forward during the period of transition. We want local authorities to demonstrate
effective leadership, make progress during the period of shadow structures towards the
introduction in 2013 of the new Diploma and Apprenticeship entitlements and show that they
can commission effectively to deliver improvements against these targets. This will be a key way
of demonstrating readiness for the transfer.

During the transition, the LSC will retain its responsibilities to deliver enough suitable places at
the right level in the right places for all learners in the system. Ongoing leadership and drive
from the LSC will therefore be critical as well. The LSC and local authorities will need to work
closely and effectively together over this period if continued improvement is to be achieved.
And we need to make sure that the LSC is in a position to give all of its staff as much clarity as
possible about their futures and how their posts will fit into the new system, as early as possible.
Their experience and skill will be crucial to succeeding in our aim to raise the participation and
achievement levels of all young people. We want to show them their future within the new
system as early as possible.

13. Do these proposals about timescale and transition appear reasonable?
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PART 2:
Reforming the post-19 skills system
to secure better outcomes for adults

Chapter 7: Rationale and Key Proposals

Summary

To achieve our policy aims as set out in World Class Skills, and our 2020 skills ambitions,
we will need a strong, demand-led FE sector. We also must ensure that employers and
individuals are able to easily access skills support through simple customer interfaces.

We propose to create a new Skills Funding Agency (SFA) to come into being when the LSC
ceases to exist — expected in 2010. This will be a smaller, lighter touch body, focused on
funding not planning. It will route most of its funding to providers in direct response to
customer choices through Train to Gain and Skills Accounts.

It will manage the incentive structure for the FE sector to ensure that it is highly responsive
to customer needs. It will be the intervention body where FE colleges are failing to deliver.

It will be a Next Steps Agency, accountable to Parliament for its expenditure and through the
Secretary of State for Innovation, Universities and Skills for its performance and operations.

7.1 Inresponse to the independent Leitch Report” — the seminal survey of the UK's future skills
needs — we set out in World Class Skills® and related documents® how Government will work
with our partners, employers, and individuals to rise to the skills challenges of the next decade.

7.2 The proposals for reform in this consultation document are designed to better support those
policies and the Government’s goals on skills in England. This document does not deal with our
policies on higher level skills, which will be set out in a forthcoming Higher Level Skills Strategy
and which will be the basis for consultation.

7.3 The skills landscape has developed over the years. Some of its key features, such as the LSC,
were created prior to the creation of the Government's skills strategy'®; and prior to the
adoption of the current ambitious vision for World Class Skills.

7 Dec 2006 Prosperity for all in the global economy — world class skills
8. July 2007 World Class Skills
o In Work, Better Off and Ready to Work, Skilled for Work

10. July 2003 217st Century Skills
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Since its creation, the LSC has developed a more coherent and responsive FE system, with
greater consistency between local areas and clearer progression routes. Working in partnership
with colleges and other providers, it has delivered year on year improvements in participation
and success rates, with more adults than ever before gaining the skills and qualifications that
employers need and value. Over 2 million learners have achieved a first qualification in literacy,
language or numeracy since the launch of the Skills for Life programme in 2001. We have also
seen over 1.7 million more adults achieving a level 2 qualification since 2001, with almost three
quarters of the adult workforce now qualified to at least L2 and over half qualified to level 3.

This continuing rise in participation and success rates has been a real boost to our strategies
for vocational education and skills. But to achieve the step-change our targets require, the skills
landscape too must be able to change, and be flexible and responsive in its form.

Two key features in particular of our ambitious policy programme dictate that structural change
is necessary: the aim of a demand-led system, and the integration of employment and skills.

The evolution of a demand-led system

Our skills targets — which will bring us into the top quartile of OECD nations in terms of the
qualifications of the workforce by 2020 — are very demanding. We must ensure that public
funding for qualifications and training does in fact deliver economically valuable skills. To do
this, we must ensure that employers can get the skills they need on demand.

Train to Gain is the Government's single service to support employers of all sizes and in all
sectors to identify and then meet the skills needs of their employees. We recently set out

how we will continue to expand and improve Train to Gain, with Government funding routed
through the service rising to over £1 billion by 2010-2011. We have also agreed that from April
2009 the skills brokerage will be integrated with general business support brokerage, delivered
by Business Link and managed by England’s Regional Development Agencies.

This model of funding, fronted by brokerage, needs less central planning. The model is
demand-led and, as such, needs a particular type of expertise — with brokers able to translate
business imperatives and colleges and providers responding to the needs of employers where
and when they are required.

This is already having a major impact on our provider base — with most, if not all, requiring a
significant transformation programme to help them change their business model. Many will
require a different model from the predict, plan and adjust approach used until now, to a more
responsive model that delivers more training in employers’ own premises in a manner which
they determine.
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New Skills Accounts will give individuals greater ownership and choice over their learning.
To bring Skills Accounts to a wide user group, we are integrating the advice and guidance
services currently provided by learndirect and nextstep providers to create a universal adult
advancement and careers service, working in partnership with Jobcentre Plus. We will trial
universal Skills Accounts from the autumn in the South East and East Midlands, learning from
their experience of Adult Learner Accounts.

The advent of Skills Accounts and the growth of Train to Gain both herald a radically different
model of organisation of the skills system in the future, where the role of Government is to
ensure that customers are empowered, well-informed and well-supported, so that demand
can lead supply. In this world, a new kind of relationship between Government, colleges

and providers, and customers is needed, and a different structural landscape to make that
relationship work as well as it possibly can.

The integration of employment and skills

There are currently 4.2 million people of working age without qualifications, of whom 1.9

million are inactive and 250,000 are unemployed. While the UK's employment rate is high, and
has improved in recent years for all other disadvantaged groups, it has fallen for those with no
qualifications. Those with poor literacy skills have an employment rate of 55% compared with
around 75% for those with good literacy skills. Within three months of moving into employment
from Jobseekers” Allowance, 21% return to benefits. A degree of churn is a normal feature

of a modern labour market, but for too many people cycling on and off benefit is the norm.
Enhancing the skill levels of this group will play a large part in ensuring they remain in work.

We are therefore creating a more joined-up employment and skills system to support low-
skilled and unemployed adults to improve their skills, find work, and progress in their careers.

The integrating employment and skills agenda — which will strengthen and grow in the coming
years, as the Government pursues its twin socio-economic goals of 80% employment and
higher productivity — requires a refreshed structural approach. In particular, it will require ever-
closer co-operation and alignment between the activities and agencies of the Department for
Innovation, Universities and Skills (DIUS) and the Department for Work and Pensions (DWP).

New arrangements are needed to more strongly support the aims outlined in ‘Opportunity,
Employment and Progression: Making Skills Work™ and the overall integration of employment
and skills which is a key cross-Government agenda. A demand-led system will more closely
align adult education and training with employers’ needs, improving the employment and
career prospects of individuals. The new adult advancement and careers service will support
disadvantaged adults to be informed learners, whose needs and aspirations directly influence
colleges and providers and the courses on offer. Again, these changes point to the need for a
new approach.

1. December 2007
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A further significant new feature of the landscape is the UK Commission for Employment and
Skills (UKCES), which will become fully operational from 1 April 2008. It will give employers a
new and influential voice in shaping employment and skills services and encourage greater
employer engagement and investment in skills development. This independent oversight role,
performed on behalf of the four Governments of the UK, by an employer-led body and ranging
across both employment and skills, could threaten to overlap with the current strategic role of
the LSC, unless that role is now changed. A key principle of our reform is the simplification of
roles and the eradication of overlap or duplication.

The UK Commission for Employment and Skills will be advising Government on how we can
make it simpler for employers and individuals to access the welfare and skills system in England.
We will ask the Commission to make recommendations on how the ‘user experience’ of the
employment and skills system can be simplified, including by ‘hiding the wiring" and creating
clear pathways for customers.

We will also ensure that, in making the changes set out in this consultation, the principles of
Business Support Simplification are followed. The main component of this is the incorporation
of skills brokerage for the Train to Gain service within the single, integrated business support
service operated by RDAs.

A new body for a new degree of challenge — The Skills Funding Agency

To adapt the landscape to the challenges described above, we propose to create a new Skills
Funding Agency (SFA). The LSC will cease to exist when the SFA comes into being, expected to
be in autumn 2010.

The driving purpose of this new post-19 body is to meet the challenge of delivering the shared
high ambitions for people and business skills; and to do so in a more streamlined way which
makes it a simpler and more effective experience for individuals and employers. This simplicity is
built upon clear sets of entitlements for learning, advice and financial support; services that are
readily accessible and segmented to meet specific individual need; and innovative 21st century
IT systems which enable individuals and employers to make informed choices and access
high-quality services. This will create a smaller and more dynamic body responsible for post-19
skills funding, more responsive to the demands of users, joining up delivery of the system and

services at every level.

The new body will be a focused, streamlined agency, close to Government and with an
operational role. It will have national and regional presence.

The key role of the new Skills Funding Agency is to ensure that public money is routed swiftly,
efficiently and securely to accredited colleges and providers following the purchasing decisions
of customers. It will build on the success of the LSC.
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Coupled with making payments, the agency will also manage the framework and the
development of the FE service. This includes responding to strategic skills pressures and
bottlenecks; securing dynamic market exit and entry; creating a funding and incentive
structure that prioritises responsiveness to customers; and ensuring availability of good public
information. It will be a funding body, not a funding and planning body.

The agency will provide a coherent structure for managing other key functions of the skills
landscape. Principal amongst these will be the National Apprenticeship Service (NAS), and

the adult advancement and careers service. It will also manage the National Employer Service
(NES), which serves large employers (5,000+ employees). These services managed from within
it each will have a strong, accessible presence targeted on their different audiences, and strong
interfaces with each other, consistent with the Government’s business support simplification
programme.

Overall, the funding agency will be responsible for ensuring that public funds are best used to
complement and leverage the much larger private investment which is made in adult skills and
training. It will be responsible for ensuring the overall environment or ‘trading conditions’ in

FE created by Government are highly supportive of upskilling to meet the nation’s needs. This
includes, crucially, ensuring that individuals have the information and support they need to be
informed, empowered consumers; and colleges and providers have the freedom they need to
meet the requirements of employers and learners, drawing down public funding as part of that
service where appropriate.

The functions of the new agency are set out in more detail in chapters 8 to 10.

Governance

The Skills Funding Agency will be a Next Steps Agency, giving it a closer relationship to
Government than now exists between DIUS and the LSC, more analogous to the DWP/
Jobcentre Plus relationship, so as to minimise the need for sponsoring and oversight functions
in DIUS, and get the tightest connection between policy and delivery.

The Chief Executive of the agency will be the Accounting Officer, and as such will be
accountable directly to Parliament for the expenditure of the agency’s budget.

The Chief Executive will be a member of the DIUS Executive Board, and as such will be
accountable directly to the Secretary of State and the Permanent Secretary of DIUS for
performance management purposes.

The Executive Board of the Agency will comprise the Directors of the NAS, the adult
advancement and careers service and the NES, together with the Chief Executive. Other board
members will be appointed as deemed necessary.

As a Next Steps Agency, the agency will have an operational remit, implementing the policy
decisions made by Ministers. The overall strategic leadership role will rest with Ministers.
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The Skills Funding Agency, like Jobcentre Plus, will depend on clear rules and operating
procedures to give the necessary assurance that public money is being used equitably,
according to national priorities as defined by Government. As now, there will be a national
funding system, with consistent, transparent, national funding formulae, tariffs and subsidies.

The UK Commission for Employment and Skills will have the power to scrutinise the operation
of the Skills Funding Agency on behalf of employers. All the normal procedures of Parliamentary

scrutiny will apply, including through the work of the National Audit Office (NAO) and the
Public Accounts Committee (PAC).

14. Do you agree with the proposal to create a new Skills Funding Agency to replace the
Learning and Skills Council post-19?

15. Do you agree with the proposed role of the Agency?
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Chapter 8:

Funding and Commissioning

Summary

The Skills Funding Agency’s core function will be to transfer funds to education and training
providers. Increasingly, this money will be allocated according to the purchasing choices of
customers, expressed through Train to Gain and Skills Accounts. The rates which colleges
and providers receive will be based on a national funding formula reflecting delivery costs.
Colleges and providers will be accountable for delivering the outcomes they are funded for,
but will retain the internal flexibility to transfer funds between programmes.

The roll out of Skills Accounts, alongside the adult advancement and careers service, will
incentivise individuals to take up learning, and enable them to drive the system to meet
their needs. The expansion of Train to Gain will ensure businesses can also meet their
training needs through a demand led route.

The Skills Funding Agency will continue to commission provision to support local, informal
opportunities for learning, and for learners with learning difficulties and/or disabilities.
The agency will work closely with regional and national partners to ensure capacity exists
for providers to meet specific skills needs. It will not plan supply, it will support suppliers
who respond to demand. In order to perform this role, the agency will have a regional
structure, and the capability to operate at sub-regional level. The agency will work with the
new Employment and Skills Boards where they exist, and with local partners to ensure that
employment and skills commissioning is considered together within a local context. This
supports our strategy to integrate Employment and Skills provision.

8.1 Payment of funds from the Skills Funding Agency to colleges and providers of skills, education
and training for adults will be the core function of the new body. Over time, the portion of
funding distributed in ways which follows the purchasing choice of customers will grow,
until by 2015 it will form the large majority of the budget. The agency will allocate indicative
budgets, on a regional basis, to ensure there is sufficient capacity amongst suppliers to meet
employer and learner demand through Train to Gain and Skills Accounts.
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The funding which colleges and providers receive will be based on a national funding system,
and this will reflect as closely as possible the actual costs of delivery of the best colleges and
providers. For the Train to Gain programme, as happens now, colleges and training providers
will earn funds by successfully winning business from employers up to an indicative budget
ceiling. Colleges and providers will need to demonstrate they have delivered the outcomes that
they have been funded for; however, it is recognised that colleges and providers need to have
discretion over how they use funding to deliver the provision which has been commissioned,
and that this has to be managed at an overall provider rather than an individual budget level.
This means providers will continue to have ability to flex funding across the full range of their
activity, including across the age range. These flexibilities will allow the Skills Funding Agency
to have a light touch relationship with colleges and providers while still ensuring that they are
delivering the necessary outcomes funded by public money.

Demand-led funding

Skills Accounts — alongside the adult advancement and careers service — will enable individuals
to take control of their learning and use their own purchasing power to improve their skills to
support sustainable employment and progression. We will roll out Skills Accounts for all learners
nationally, building on trials which will begin in 2008. We are committed to an ambitious rate
of growth for Skills Accounts, to ensure a truly demand led system, driving greater choice,
purchasing power and investment by individuals and employers. By 2010/11, learners with

Skills Accounts should be able to access around £500m of funding for learning, rising to nearly
£1.5bnin 2015.

In the period up to 2010/11, Skills Accounts will drive a demand-led funding system for
individuals through the LSC's learner responsive funding model, which will ensure that money
given to colleges and providers follows the choices made by the individual. Skills Accounts
will drive this responsive system by giving individuals a greater sense of their own purchasing
power, through offering a virtual “voucher” representing their entitlement, which can be taken
to an accredited provider of their choice. This will give individuals greater incentive to take up
and invest in learning, making them more informed and demanding customers who can drive
the system to meet their needs.

As the Prime Minister, Gordon Brown, announced on 31 October 2007, Skills Accounts will also
provide individuals with access to the new Apprenticeships credit, which will motivate them
and employers by highlighting the availability of funds for training, raising greater awareness of

the value of an Apprenticeship.

Under the new agency, Train to Gain will continue to be implemented in a way that increases
the demand from employers for skills at all levels in their workforce, with the Government’s
financial contribution to the cost of training being focused mainly on Skills for Life and first full
level 2, and matched funding for level 3.
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From August 2008, employer-based provision delivered as Train to Gain and Apprenticeships
will be funded through the "employer responsive model”. This includes provision arranged for
larger employers through the National Employer Service. This means payments to providers will
be made in arrears for the actual delivery of learning. This model reflects the principle that the
amount of funding earned by providers is directly related to employer demand and choice.

In addition to making a reality of demand-led funding for employers, the employer-responsive
model will make it easier to allow the best providers to flourish, freed from as much
bureaucracy as possible (whilst protecting public investment), driven by their ability to engage
employers, and working collaboratively with other parts of the skills system. It will also make it
easier to bring in new providers to meet evolving employer demand, provided that they can
meet the necessary quality threshold.

In order to ensure simplicity for employers and an effective transition for those under 19, the
Train to Gain service (which is to be integrated with Business Link) will encompass those in
employment under 19 who are not on apprenticeships, to ensure they have access to the
necessary training.

From 2010, Skills Accounts and Train to Gain will work hand in hand to give both employers and
individuals the seamless support they need to progress their business and their lives through
better skills. We will roll out Skills Accounts to all learners receiving training through Train to
Gain, linked to existing passport schemes where these exist, ensuring these individuals benefit
from wider services in a Skills Account such as an online learner record on which to record their
achievements over a lifetime. Their account will also show how much their employer and the
Government has invested in their learning. Over time, this will ensure that all adult learners have
a lifelong Skills Account.

Those who are unemployed will be expected, guided by advice from the adult advancement
and careers service and their Jobcentre Plus Personal Adviser, to use their Skills Account

to enable them to enter sustainable employment, with a particular focus on improving

any identified literacy, numeracy or English language needs. In some cases they will be
mandated to do so. Jobcentre Plus and the advancement service will both work together
with the Skills Funding Agency to ensure that customer demand is met with flexible and
high quality provision. For some of these people, Local Employment Partnerships will provide
an overarching framework for skills improvement both prior to starting, then once in, work.
An individual will access their Skills Account to undertake training identified as necessary

to open the door to vacancies identified with a particular employer. Once employed, that
individual can continue to improve their skills using Train to Gain.
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Other funding for adults

As described above, Train to Gain and Skills Accounts will become the primary funding

routes for the great majority of post-19 education and training, focused strongly on enabling
employers and individuals to gain skills and qualifications which have economic value. But in
addition to this, we will continue to support a wide range of more local, informal opportunities
for education and activity which does not lead to qualifications or employment, but is
undertaken for personal enrichment and fulfilment. It will be the function of the Skills Funding
Agency to support this range of local activities, using available public funds to leverage and
complement the wide array of learning activities initiated and funded by others. We are
currently consulting on the best way of supporting such activity, and will incorporate decisions
on that within the new Agency’s remit. The Agency will also be responsible for learners with
learning difficultie