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The Future of Apprenticeships in 
England: Funding Reform 
Technical Consultation - 
response form 

 

 

A copy of the consultation on The Future of Apprenticeships in England: Funding 
Reform Technical Consultation can be found at: 
 

www.gov.uk/government/consultations/Apprenticeship-funding-reform-in-england-
payment-mechanisms-and-funding-principles 

  

You can email or post this completed response form to:  

 

Postal Address: 

            

 BIS/DfE Joint Apprenticeships Unit  

Department for Business Innovation and Skills  

Orchard 1 

1 Victoria Street 

London 

SW1H 0ET 

 

 

Email: Apprenticeships.consultation@bis.gsi.gov.uk 
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The Department may, in accordance with the Code of Practice on Access to 
Government Information, make available, on public request, individual responses. 
 
The closing date for this consultation is:  1 May 2014 

 

 

Confidentiality & Data Protection  

 

Please read this question carefully before you start responding to this consultation. 
The information you provide in response to this consultation, including personal 
information, may be subject to publication or release to other parties. If you do not 
want your response published or released then make sure you tick the appropriate 
box.  

 

x  Yes, I would like you to publish or release my response 

 

   No, I don’t want you to publish or release my response 
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Your details 

 

Name: Stewart Segal 

 

Organisation (if applicable): Association of Employment and Learning Providers 

 

Address: Colenso House, 46 Bath Hill, Keynsham, Bristol BS31 1HG 

 

Telephone: 0117 986 5389 

 
Email:  enquiries@aelp.org.uk 

 

Please tick the box below that best describes you as a respondent to this 
consultation 

 

 Business representative organisation 

 

       Independent Training Provider 

 
 College 

 

       Awarding Organisation 

 

       School 
 

 Charity or social enterprise 
 

 Individual 
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 Legal representative 
 

 Local government 

 

 Large business (over 250 staff) 
 

 Medium business (50 to 250 staff) 
 

 Small business (10 to 49 staff) 
 

 Micro business (up to 9 staff) 
 

       Professional body 

 

 Trade union or staff association 

 

x Other (please describe)  

The Association of Employment and Learning Providers (AELP) represents the interests of a range of 
organisations delivering vocational learning and employment and employability support.  The 
majority of our 650+ member organisations are independent providers (from both the private and 
the third sectors) holding contracts with the Skills Funding Agency, the Department for Education 
(Education Funding Agency) and the Department of Work and Pensions .  In addition to these we 
have a number of colleges in membership, as well as non-delivery organisations such as Sector Skills 
Councils and awarding bodies as Associate Members, which means that AELP offers a well rounded 
and comprehensive perspective and insight on matters relating to its remit.  
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The Future of Apprenticeships in England – Funding 
Reform Technical Consultation 
 

Background 
 
On 6 March 2014 the Government published a document, Funding Reform Technical Consultation.  
This document followed the original consultation on Apprenticeship funding published in 2013 and 
sets out proposals on the funding principles and funding route in line with the Skills Funding 
Statement issued earlier in 2014.  As we explain below, in AELP’s view the proposals do not meet the 
objectives, set out in the original paper, of driving more employer engagement.   Our fear is that 
instead of providing purchasing power for employers, these proposals simply create barriers, and 
many employers will ultimately decide not to recruit apprentices. 

The proposed mandatory cash contributions required from employers are also likely to reduce 
substantially the number of 16, 17 and 18 year old apprentices, a group that already face a number 
of barriers to entry. 

Despite the fact that smaller businesses support the provider funded model, this option was 
dropped before the results of the first consultation were published.  We believe that if employer 
choice is what should drive reforms then this option must be included as part of the consultation.  
The introduction of a new Apprenticeship Credit Model reflected the fact that neither of the other 
two options in the original consultation was supported by employers.  The new consultation itself 
suggests that the direct employer payment model would ‘carry an unacceptable risk of fraud’.  It is 
not clear how the Apprenticeship Credit model differs from a direct payment model as it appears 
that the money in the Apprenticeship Credit model will be controlled by the employer.  The PAYE 
model has clearly not had support from employers and the issues with this model are set out in 
section 2, paragraph 4 of the consultation document.  

The provider model receives just one line of comment and was dropped because ‘it does not go far 
enough to deliver the Richard principle of giving employers the purchasing power’.  We do not 
accept this premise as the evidence from the previous consultation suggests that smaller businesses 
prefer this model and in the BIS research, released on 3 March, it says that employers ‘were satisfied 
with the amount of influence they had over the content, structure assessment of the training.’   
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Response to the consultation questions 
 
AELP supports the objectives behind the reforms, which can be summarised as follows: 

• Increase the engagement of more employers, especially smaller employers 

• Ensure that employers are able to make the key decisions in the recruitment, training and 
assessment of apprentices 

• Simplify the funding systems 

• Ensure that the experience of apprentices is improved 

• Ensure that there are effective controls over government expenditure and the quality of the 
programme 

Our view, however, is that the reforms set out in both the current consultation and the 
Implementation Plan will not meet these objectives.  We are also concerned that the proposals do 
not strike the balance between the needs of both apprentices and employers and it is important that 
the needs of apprentices are not overlooked under the new arrangements. 

The evidence base to support the views set out in this response can be found attached in the AELP 
Briefing Paper No 6, Apprenticeship Funding Proposals – The Evidence Base, and AELP Briefing Paper 
No 7, Apprenticeship Funding Reforms – Giving employers a real choice – Evidence mounting, which 
are attached as Annex 1 to this response. 

Funding Principles 
 

• Funding would be routed through employers not providers 

• Employers would have to make a compulsory contribution to the Apprenticeship training 
costs 

• Provide some additional funding for 16, 17 and possibly 18 year olds 

• Provide additional funding for smaller businesses 

• Introduce a maximum government contribution for each set of standards 

• A proportion of funding will be withheld for payments by results 

 
This consultation document includes very few details on the actual amounts of the government 
contributions, how they would compare to the current investment levels or even basic definitions 
such as what would be considered a smaller employer.  It is very difficult for employers to respond 
to these principles without knowing how it will affect the level of government funding available and 
the additional costs associated with Apprenticeship delivery that they would incur under each 
option.   

Question 1:  Whilst the principles of the new funding system are now firm, please detail any issues 
relating to their implementation that you believe need to be taken into account and, if so, how? 
The principles set out in the consultation document will not deliver the objectives set out in the 
foreword and the introduction, namely engaging more employers and making Apprenticeships more 
rigorous and responsive.  If these principles of funding are implemented then the Apprenticeships 
Programme will be substantially damaged and its impact on the future of workforce development in 
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England will be reduced.  We have set out below some of the issues relating to the implementation 
of the principles that need to be taken into account. 
 
Funding routed through employers not providers 

We do not believe there is a demand from most employers to have direct control over funding.  
Employers are already in control of the decision to take an apprentice, who to recruit, which training 
programme they are on, their ongoing job roles and their competence measurement.  The current 
system already provides the opportunity for employers to have a direct contract with government 
for Apprenticeship delivery.  Various government departments have restricted these contracts by 
establishing some pre requisites such as employer size and minimum numbers of apprentices.  Our 
view is that more employers should be given the opportunity to have their own direct contract but 
this should be a choice for all employers prepared to meet the requirements that all training 
providers have to go through to meet the standards of direct contracting.  The basic principles of this 
new system would be as follows: 
 
• Employers would have the choice of a direct contract or funding through an approved provider 

of their choice 
• Employers would have to meet the minimum standards required to manage their own direct 

funding – this would involve audit and Ofsted assurance 
• Audit and Ofsted processes would be adapted to ensure they are appropriate for the new 

programme 
• The system of payments would be the same for employers and training providers 
• New employers and those with only one or two apprentices would by default work with a 

training provider as a direct contract would not  be cost effective 
• Employers would have the explicit right to choose their provider (which will also include 

changing providers with appropriate notice) 
 

It is not clear how many employers would opt for a direct contract but having the choice would 
ensure that they were more committed even if those chose to work with a training provider.  This 
system would have to be based on a more simple and transparent funding regime. 

Pricing mechanism 

Under the new proposals there is a risk that employers may negotiate the price of training down to a 
point which will adversely affect the quality the provider is able to deliver and ultimately the 
reputation of Apprenticeships.  A certain level of funding is needed to ensure that apprentices 
continue to be trained to the required standards. 
 
The pricing mechanism will also mean that those with greater bargaining power and resources, i.e. 
larger businesses, will be able to negotiate a better pricing structure for training than smaller 
businesses.   

Compulsory employer cash contributions 

AELP supports employer contributions.  The current system encourages both cash and in kind 
contributions and high quality delivery cannot be effected without these contributions from 
employers.  However, the introduction of compulsory cash contributions will not add any value, but 
will create a whole new bureaucracy of evidencing cash transactions.  Enforcing mandatory co-
investment into a market where in the past only about 22% of employers have made a financial 
contribution to the external costs of an Apprenticeship is unlikely to be acceptable to the vast 
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majority of employers, especially when they are being expected to take on a far greater role in the 
administration of the programme with all its associated bureaucracy.  Indeed the Government’s own 
research has shown that the tipping point at which employers will substantially reduce their 
engagement in Apprenticeships lies between 20% and 50% contributions.  From the discussion with 
employers it feels that this would be nearer 20% than 50%. 
 
The government contribution should be clear and transparent and additional cash contributions 
from employers should be encouraged, but non-cash contributions, which can be substantial and are 
often five or six times the subsidy provided by government, should be valued just as highly.    
 
We are also concerned that forcing employers to make cash contributions will reduce their 
commitment to making non-cash contributions – management time, expensive equipment for 
training, etc – and the value of the  commitment from employers is likely to reduce overall.  There is 
also a danger that if forced to make a cash contribution the employer will expect the training to be 
more closely tailored to the individual need of their business rather than the requirements of the 
industry more widely, reducing the transferability of the training for both the apprentice and the 
economy.   
 
Cash contributions are also likely to reduce substantially the number of 16, 17 and 18 year old 
apprentices, a group that already face a number of barriers to entry.  We are also concerned that 
some employers will reduce the amount of training they purchase in an attempt to minimise the 
external costs and the amount they need to co-invest by bringing provision in house that they are 
not well placed to deliver and so reducing the quality of the programme.  
 
We do agree that there should be tracking of employer contributions and would propose that: 
• The Ofsted framework should be widened to include the review of cash and in kind contributions 
• All providers and employers should report on the contributions made on an annual basis and this 

should be part of contract discussions 
• There should be annual surveys of the levels of contributions by size, sector, age of apprentice 

with full impact analysis, and 
• Levels of contributions should be measured against quality of delivery and satisfaction levels 
 
Cash contributions will be very difficult to audit to ensure that the money and the government 
contribution are spent on legitimate programmes.     The introduction of employer contributions and 
direct contracts will also raise issues of VAT for many employers, providers and assessment 
organisations. 
 
Additional funding for 16, 17 and 18 year olds 

The Apprenticeship programme must remain an all age, all sectors and all levels programme. 
However young people face a number of barriers to entry and it is right that they should be 
prioritised and additional funding made available to meet the additional costs incurred in training 
this age group.  The proposals in our view will reduce the funding for young people and at this stage 
there is no commitment to any additional payments for 18 year olds. 
 
Many of these young people also currently receive additional support payments in their time on 
programme but this support has been removed in the new proposals and any additional support will 
be taken into account in the pricing negotiation.  This will inevitably result in these harder to help 
apprentices not getting onto programmes.   
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Additional funding for smaller businesses 

Although the objective is to increase the number of SMEs engaged in the delivery of 
Apprenticeships, in reality these employers  will be particularly hard hit by the decision to route 
funding via the employer, whichever route is chosen.  They will incur costs if they outsource their 
payroll, the time and costs required to negotiate for delivery of one apprentice does not vary 
significantly from that needed for a 100 and at the same time they are less likely to be able to 
negotiate lower prices than larger employers with higher volumes of apprentices.   It is not clear 
what the definition of a smaller business will be, but it is not only SMEs that will be disadvantaged by 
the proposed new systems as multiple site businesses with only one or two apprentices on any site 
will also find they have to pay higher prices as they cannot offer the volume that would enable them 
to negotiate lower prices.    Additional funding should be made available to employers on the basis 
of the number of apprentices being trained rather than the overall number of employees.  Without 
this it will become harder for providers to gather cost effective groups of apprentices and lead to 
provision for SMEs and multi-site employers becoming a low priority. 
 
Maximum government contributions 

The proposals made by the government require the employer to negotiate a price for training and 
assessment services in order to fix their proportion of contribution and the eventual government 
contribution.  This is an unnecessary complication to the funding system and we would propose that 
instead the government contribution for each apprentice is fixed and the training provider or 
employer would draw that amount down to support the cost of delivery.  The training provider 
would agree with the employer if they would need to support the training delivery with any fees but 
that will be a separate discussion between the employer and training provider as it is today. 
 
In our proposal the employer will understand what subsidy is available from the government and will 
negotiate with training providers to get the training they want at the lowest price.  This will be a 
balance between cash and non cash contributions.  Provision for young people and SMEs can be 
prioritised by using different maximum funding contributions and additional support funds. 
 
The employer contribution, both cash and in kind, will be tracked by the provider.  This will be 
reported on an annual basis for each employer, not by apprentices but as a holistic report on the 
ways that each employer contributes.  This will be discussed with contract managers as required.  
This employer contribution element and process will also be built into the Ofsted inspection 
framework. 

Payment by results 

AELP supports an element of the funding being linked to achievement, an approach used within the 
current system.  It will be important, however, that this is not set at a level that will lead employers 
to become overly selective when recruiting apprentices and reducing this important vocational route 
for many potentially successful apprentices.  For smaller businesses cash flow is a major issue and 
the payment by results methodology will result in many of them not wishing to take the risk of losing 
an element of funding.  This will be a barrier to entry for many employers. 

In summary 

The implementation of direct routing of funding to employers, enforcing mandatory cash 
contributions and allowing the government’s contribution to Apprenticeships to be driven by 
negotiations will adversely affect the Apprenticeship Programme and in particular will mean that 
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many smaller businesses will not engage in Apprenticeships and it will be very much more difficult 
for younger people to get an Apprenticeship opportunity. 
 
The evidence submitted in the consultation supports the view that most employers, especially 
smaller employers would prefer a system that allows them to route funding through a training 
provider of their choice.  The principles should be driven by employer choice not a dogmatic decision 
to route funding through employers in all cases. 
 
We have set out a number of recommendations that builds on the current dual system where direct 
contracts do work and gives employers more choice in a system that has simpler and more 
transparent funding contributions from government. 
 
Question 2: Please comment on how, or to what extent, the new funding principles and mechanism 
can be applied in practice to ATAs, authorised non-employed apprentices and the Armed Forces. 
As the paper accepts, many smaller businesses will not want to deal with the associated bureaucracy 
and will look to intermediaries to support them through this process.  Smaller employers will choose 
an intermediary to employ their apprentices if they are required to manage the funding direct and 
these arrangements should include ATAs as well as other organisations such as training providers 
who can meet the required conditions.  The disruption to the direct relationships between the 
employer and the Apprenticeship is a good reason why the direct funding of employers will not 
improve the programme.  Indeed, the introduction of an additional layer of intermediaries to advise 
employers and help them draw down funding would simply add to the bureaucracy.   
 
ATAs when delivered effectively can be a good solution for some employers but this can only work 
when ATAs are just one solution for employers and working with a training provider to draw down 
the funding is also included so that there is real choice for employers.  We do not agree with the 
proposal to create the ATA as the only alternative to a direct contract.  This will significantly reduce 
employer choice. 
 
It is also unclear how the ATA would be positioned in the new funding systems being proposed and 
appears at odds with the principle of giving the employer control.  Would an ATA, as the employer of 
the apprentice, pay less PAYE or open the Apprenticeship Credit Account and would they have to 
make the mandatory employer contribution? 
 
It will be important that all users of the Apprenticeship Programme are treated the same, subject to 
the same regulations and legislation. 
 
The Apprenticeship Programme run in conjunction with the Armed Forces is very important and the 
changes to the funding system should enhance the current arrangements for delivering substantial 
numbers of Apprenticeship frameworks.    The Armed Forces should be allowed to continue to buy in 
training and assessment services to ensure comparability with other Apprenticeship Programmes. 
 
Payment mechanism options –eligibility and registration 
 
Question 3: What sort of information would you need at the outset from a new employer website for 
Apprenticeship registration and funding, to give you the certainty to employ an apprentice? 
 
Employers would need the following: 
 

• Information about government funding and how this is secured 
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o Maximum contribution rates for each standard 
o Any additional contributions such as for 16, 17 and 18 year olds 
o Small business additional payments 
o Additional support payments 

 
• Information about providers and assessment bodies 

o Performance details in delivery of all government programmes (up to date i.e. in 
year figures) 

o Contact details of those that operate in specific sectors/geographies 
o Cost profiles for ‘average’ delivery 

 
• Information about qualifications, including English and maths requirements and eligibility 

 
In addition employers would need advice and information on recruiting an apprentice, claiming 
funds, their responsibilities towards the apprentice, the provider and the assessment body.  They 
would also need to understand how to identify the need and access support for LLDD learners to 
ensure they request an assessment from a provider.  This also applies to maths and English support.  
Although employers can request an assessment for potential LLDD to see if additional support may 
be required it is unclear what will happen if the employer does not request this or if the provider 
identifies a need that the employer is not prepared to pay for. 
 
The complexity of this type of information will inevitably mean that SMEs will not want to go 
through this process.  Transferring these tasks to employers will be a barrier to Apprenticeship 
recruitment as they will regard it as an unnecessary administrative cost to their business. 
 
Initial assessment of potential apprentices will be essential to prevent employers from recruiting 
apprentices that do not meet the entry requirements.   Eligibility is very complex and employers 
would need to be reassured that they would not be subject to inspection, refund or prosecution if 
the website gave inaccurate or incomplete information that led them to recruit an ineligible 
apprentice. 
 
Question 4: When, relative to recruiting an apprentice, would you want to know how much funding 
you would be eligible for? 
Employers would need to know exactly what government contributions and requirements are well 
before any recruitment process starts so they can decide whether delivery is feasible and affordable.  
The decisions to recruit an apprentice can take a very long period so there has to be certainty in 
funding for a minimum of 12 months.  For businesses to make the long term decision to invest in 
Apprenticeships it will be essential that the Government is committed to continue the funding 
throughout the duration of the Apprenticeship and can only withdraw funding if there has been a 
breach of terms and conditions by an employer. 
 
Question 5: How can data collection requirements be minimised in the reformed funding system? 
For the Government to demonstrate that it is making proper use of public money some clear data 
collection requirements, such as the level of contributions the employer made and what these were 
spent on, will be necessary.  This will be very difficult to track through the course of an 
Apprenticeship Programme and will inevitably introduce a level of complexity and cost into the 
system.  There are a number of requirements to track how the money will be spent and it is difficult 
to see how this can be collected easily when it might involve more than one training provider and 
more than one assessment company.  Employers will be involved in a very high number of financial 
transactions. Payments will need to be made in advance with as few payment points as possible.   
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Payment mechanism options  
 
PAYE model 
 
Question 6: How would the PAYE model impact on the cash flow of your organisation? 
The diversity and range of options open to business in completing PAYE returns make this potentially 
a very complex consideration depending on the business’s accounting structure, management of 
expenditure and reconciling of cost centres, budget performance and the financial year-end. 
Employers will also incur additional costs if they need to update payroll software or if this function is 
outsourced. 
 
The document does not make it clear as to when the PAYE adjustments will be, i.e. up front once an 
apprentice is recruited, at fixed points in the programme or when payments are made to the 
provider, but smaller businesses will not take the risk of funding training unless PAYE can be made in 
advance.  The withholding of a performance based element will also make this a negative cash flow 
position for employers.   
 
Half of payrolls are contracted out by employers, which will make the proposals even more 
challenging.   
 
Question 7: If you have multiple payrolls or outsource your payroll, how would the PAYE model work 
for your organisation? 
Most employers have multiple payrolls and individuals are moved between payrolls when they 
change location/departments.  This model will be very complex where there are multiple payrolls in 
place.   
 
Question 8a: Do you envisage additional charges for the PAYE model, such as through the update of 
payroll software? 
Yes, most employers will have additional costs for the updates to payroll, not least because the 
requirement would be optional rather than a mandatory matter. 
 
Question 8b: Do you already have to regularly update the software you use and pay for those 
updates? 
There are normally costs for payroll updates but these changes will add further cost to this process. 
 
Question 9a: If you have multiple apprentices, how easy would it be for you to calculate your PAYE 
deductions? 
Most employers have complex payroll arrangements and therefore calculations will be difficult 
especially as Apprenticeship Programmes do change and apprentices move around employers and 
jobs more so than say maternity payments.  The calculation will also be complex as these 
programmes can last 3 or 4 years. 
 
Question 9b: How confident are you that you would be able to calculate the correct deductions?  
Most small employers will not have specialist HR or training people so they will not be able to 
calculate payments themselves. 
 
Question 9c: If you did make an error, are you confident that it would be simple to resolve? 
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Employers are not confident that HMRC will be able to resolve issues quickly or effectively and will 
be concerned that these queries make their ongoing PAYE payments more complex.  Employers will 
be concerned that these relatively small payments will make the larger ongoing PAYE transactions 
more complex. 
 
Payment mechanism options  
 
PAYE model for employers who do not make sufficient PAYE payments: 
 
Question 10a: How easy would you find the process of reimbursement funding?  
This does not appear to be an easy process as the employer would need to calculate the exact 
payments due and track that against PAYE contributions.  It is also not clear how the claims will be 
made and what evidence will be required (e.g. evidence of expenditure on ‘approved training’).   
 
Question 10b: What impact would this have on your organisation’s finances? 
Most employers will assume that there will be a long delay in getting any payments back and will 
make the decision not to be involved in the programme.  Long term delays in payments will add to 
the cash flow issues that many small businesses already experience. 
 
Question 10c: Would this impact on your decision to employ an apprentice? 
Many employers will not risk the administration and cash flow risk of this process. 
 
Question 11:  Are there any other issues you would like to raise in connection with the PAYE model 
more generally? If so, please provide details. 
The evidence required to support the PAYE model will be difficult and costly to collect..  Employers 
will therefore be risk averse and not take part in the programme for fear of breaching HMRC rules.  
In many employers the internal structures may mean that HMRC payments are centralised and local 
departments and managers will not see the direct benefit of the training support.  This will increase 
the need for internal systems and therefore reduce the incentive to take on apprentices. 
 
As employers will be taking the decisions on Apprenticeship recruitment throughout the financial 
year will be difficult for government identify or control levels of expenditure in year and forecast 
carryover that will still need to be funded the following year.   
 
As payment to providers is being retained for maths and English provision and Additional Learning 
Support payments there will be two payment systems running in parallel, adding to bureaucracy 
rather than reducing it. 
 
Payment mechanism options  
 
Apprenticeship Credit model: 
Experiences of other online accounts and services 
 
Question 12a: Do you already use online accounts, payment gateways and electronic payments (in 
purchasing training or any other service or product for your organisation)? 
Most employers do use on line payment process but their experience of government systems such 
as VAT, PAYE and corporation tax are not positive.  The reputation of ‘new’ government IT systems is 
not good and employers will not be confident of using this new system until it is embedded and 
working.  Many will delay their recruitment of apprentices until they are confident the systems work. 
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Although many employers use systems such as childcare vouchers, which seem similar to the 
Apprenticeship credit account, this is usually outsourced to another provider.  Again, this would 
bring in another layer of complexity and cost for the employer. 
 
Question 12b: What could be learnt in the design of an Apprenticeship Credit from any existing online 
accounts and payment gateways that you use? 
The systems must be user friendly, secure and accessible in terms of integrating existing systems, 
including those used by employers to manage their employees.  As employers’ are not based on 
agreed IT standards integrating these into a new government system that must be ‘open’ yet secure 
will be challenging.  The reporting from the systems must be flexible and simple. 
 
Question 13: What is most important to you in relation to setting up an online account, e.g. 
simplicity, security, etc? 
The system must be secure and simple but if employers will be held liable for any spend from the 
account then it must be secure.  The legal control over the funds must be clear and employers will 
be required to sign for the ongoing management of the funds and the responsibilities that go with it.  
This will be of major concern to employers if they have to use a government system to manage the 
funds. 
 
Setting up your Apprenticeship Credit account 
 
Question 14: Would you want to set up your Apprenticeship Credit account before or after 
negotiating and agreeing training with a training provider? 
The account must be available at any time in the process if that is the way of confirming how much 
funding will be available.  There must be an opportunity to set up ‘dummy’ accounts to see what the 
impact will be before you put on a ‘real’ apprentice.  If this is not possible then there should at least 
be access to some worked examples. 
 
Making payments into your Apprenticeship Credit account and paying training providers from 
your Apprenticeship Credit account 
 
Question 15: What might determine the frequency of your payments into the Apprenticeship Credit 
account? 
Employers will want to minimise the number of transactions and the evidence required to justify 
those payments.  Therefore the frequency of payments must be minimised so that the cash flow 
position is always positive.  Withholding a proportion of the funding will make this more difficult. 
 
Question 16: How would the Apprenticeship Credit account affect your cash flow? 
This will depend on the frequency of payments and whether the payments will only be made if 
employers make payments to training providers.  In most cases employers will be adversely affected 
by cash flow especially as there is normally a high cost at the start of the programme and the 
government plans to withhold some of the payments until completion.  This will mean employers 
will not take any apprentices that might not finish the programme because of the cash flow risk 
which will exclude many young people from Apprenticeships, especially those that need additional 
support. 
 
Payment schedules may be front loaded but it is unclear how any repayments will be calculated if an 
apprentice exits their Apprenticeship early, or whether that will that be outside of the managed 
system.  It is also unclear how changing employers during an Apprenticeship should be managed. 
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Question 17: Are there any other issues you would like to raise in connection with the Apprenticeship 
Credit model in particular? If so, please provide details. 
A key test of whether the new system meets the needs of employers is that it minimises the 
administrative burden on the employer, but this model is far more complicated than the current 
funding system and will incur additional costs if the employer outsources their financial accounting 
and payments.  Controlling funds that sit in an online account will be complex.   
 
The legal position of these funds needs to be clear to cover all cases such as company closures, sales, 
transfers, etc.  This will make the tracking of spend and contributions very complex and require a lot 
of evidence generation and storage.  
 
 It is not clear how this will be audited and managed when there could be 200,000 to 300,000 
accounts at any one time.  As there does not appear to be any way for government to influence or 
manage employer demand or any mechanism to ensure that demand does not outstrip the national 
budget available for Apprenticeships. 
 
Assurance 
 
Question 18: What factors need to be taken into account in the development of an approved 
register? 
If employers are given more choice in the use of training providers and assessment companies then 
it is likely that the register of training providers may have to be made easier, but the qualifying 
standard should not be lowered.   However this will make the assurance of spend on valid and 
quality training much more difficult.  The current register of training providers allows the Skill 
Funding Agency to control the training provider workforce but any further flexibility for approval, 
which employers may demand, will make controlling the spend much more difficult.  We might also 
expect employers to set up training subsidiaries, etc, to ensure that they can retain the funding for 
internal spend.  This will adversely affect the benefit of independent training and assessment 
support that the current system provides. 
 
It may also be a requirement to establish an Apprenticeship register and a register for training 
providers delivering a range of government funded programmes.  The register will have to be open 
at all times for new providers but the management of this register will be costly and complex as they 
will all have to be monitored and audited.  A very flexible approach will risk major assurance issues 
that will threaten the whole programme.  The register for training providers must be a rigorous but 
transparent process to avoid the option of employers creating their own internal training resource 
and thereby retaining all of the funding support internally.   
 
At present the provider tests the suitability of the employer.  To ensure public funds are protected it 
would be necessary to introduce an approved register of employers which requires them to meet a 
quality standard before they can draw down Apprenticeship funding.  
 
Question 19: How can burdens on employers be minimised whilst providing assurance for the funding 
systems and enabling good budget management? 
However ‘simple’ the systems are there are significant burdens on employers to ensure that the 
correct amounts are claimed from government, the money is spent on ‘approved’ elements of the 
programme, that the apprentice gets the training specified in the programme and that the training 
providers and assessment companies perform in line with the contracts.  This might require multiple 
contractual arrangements in order to deliver the programme.  Employers will be held responsible for 
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all of these tasks and this will have to be made clear to them in their contracts when they accept the 
government contributions.  Many employers will not take this risk. 
 
It is not clear how the Government will manage a system involving over 200,000 employers, 
responding to demand, safeguarding public funds and ensuring value for the taxpayer, e.g. how will 
limited government resources be targeted how will the overall budget managed?  Will it be first 
come, first served?  Employers could have an apprentice ready to start only to find there is no longer 
funding available. 
 
Question 20: What support should government provide to help employers manage the relationship 
with their training providers to protect their investment and that of the government? 
Employers will need a lot of support that they currently get through training providers, who have 
‘hidden the wiring’ very successfully.  This will be more difficult in the new system which is why 
many employers have said they support the current system of routing funding through their chosen 
provider.  Giving the employers the choice of direct funding or through a provider will give the 
government the option of following employer choice and responding to the needs of business. 
 
Testing the funding principles with Trailblazers 
 
Question 21: What information or support needs to be provided by government and its agencies to 
employers so that the funding principles can be tested via the first standard based Apprenticeships? 
Government needs to get a group of employers, providers, awarding organisations together to 
review the implications of the new funding system so that that group can agree the support services 
required.  Government should allow employers to work with experts and make the decisions on 
support that will meet their needs, not the needs of government that will have its own political 
interests to protect. 
 
Helping employers, providers and other stakeholders prepare for full implementation 
 
Question 22: What needs to be included in a sector readiness programme for all employers, providers 
and other stakeholders to support full implementation of reformed Apprenticeships? 
The first need is a simple explanation for employers as to the implications and responsibilities of the 
new funding systems.  We also need a full impact study to understand which groups might be 
adversely affected by these changes, such as those individuals that need additional support.  We also 
need a programme that addresses how the functions currently completed by training providers such 
as recruitment, integration of other programmes and training of employer staff will be supported. 
 
AELP has made recommendations to the government agencies to establish a support programme as 
soon as possible. 
 
Transition from frameworks to standards 
 
Question 23: Please detail any particular funding issues or concerns that you believe need to be taken 
into account during the transition period. 
Existing frameworks need to be funded for a transition period of at least one year.  Issues of 
transition that need to be considered are: 
 

o The uncertainty of forecasting for employers and training providers 
o The employers that will not recruit into existing programmes because of the uncertainty 
o How existing qualifications will be affected by changes to standards  
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o How Apprenticeship standards will integrate with stand alone qualifications such as NVQs 
which may become the simpler option 

 
The consultation does not indicate how frequently the new standards will be updated, or who would 
be responsible for this.  
 

VAT 
This not been mentioned in the consultation document but the implications for VAT must be 
considered carefully before a final decision on Apprenticeship funding is made.  The current VAT 
exemption relies on vocational training being funded from approved sources, through accepted 
administered programmes.  It is difficult to see how the current interpretation of the exemption 
could apply to the proposed funding via employers, in which case VAT would appear to be liable for 
provision procured from independent providers.  It is not clear, however, whether the government 
contribution will no longer be exempt and the employer have to pay VAT, or if the contribution will 
pass to employers exempt of VAT and the training providers then levy VAT on any services provided.  
If the contribution flows through PAYE presumably there is no VAT liability for the employer but 
independent providers would have to charge VAT on any services and the employer reclaim it?  
 
Summary 
As significant employers in their own right, providers also employ apprentices and so have a clearer 
view of the potential pitfalls within these proposals and are well positioned to contribute to the 
discussions on how Apprenticeships can best be improved.  Our members support a programme of 
continuous improvement to the current funding system which simplifies the funding, makes it more 
transparent and focuses funds on those most in need of support, both apprentices and employers.   
In our view the proposals do not meet the objectives set out in the original paper, of driving more 
employer engagement.  
 
 Our two main concerns are for the young entrants to the job market and the barriers to entry for 
smaller businesses.  The proposed systems are built for a large employer perspective and the 
averaging of investment across apprentices will favour older apprentices and those who do not need 
the additional support provided in the current system. 
 
On the basis of the evidence, we believe that the provider payments model must be considered as 
part of the consultation.  
 
The tests of whether the model meets the needs are:  

• minimising administrative burdens on employers, especially smaller employers  

• need to minimise the risk of fraud and error  

• cash flow constraints should not prevent some small and micro-businesses from participating  

• the need for any funding model to reflect the greater support needed for 16 and 17 year old 

apprentices  
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• more detail on how funding rates will be set and on how the funding routes would work in practice  

We do not believe these proposals currently meet these requirements and the view of our members 
and the employers they work with is that these funding proposals will damage the numbers and 
quality of the Apprenticeship programme.  We believe that moving to a system which is driven by 
employer choice will make a radical difference and continue to improve a very successful workforce 
development programme.     
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Annex 1 

AELP Briefing Papers No 6 and No 7 – can be found below 
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Apprenticeship Funding Proposals – The 
Evidence Base 

1. Background 
AELP has always supported continuous improvement to programme development.  
The Apprenticeship programme has been the most successful employer work based 
learning programme of recent years but we believe we can build on this success.  
However these changes need to be based on evidence.  This paper sets out the 
current evidence base for change.  The changes are being driven from an employer 
perspective but the evidence shows that most employers do not want the changes 
that are being proposed. 

 

2. The Initial Proposals 
The original proposals set out by Doug Richard were not based on any large scale 
survey of employers or other stakeholders in the sector.  Prior to the report, there 
was no evidence of a drive from employers to take more ownership of the funding 
route.  There had been evidence that employers wanted to be more involved in the 
training content of the frameworks but there had been no evidence that employers 
wanted to take responsibility for the funding directly.  Satisfaction levels with the 
programme had never been higher with scores of 83% from employers and 88% 
from apprentices.  The highest scoring elements were the services received from 
training providers.  Issues of funding routes were never raised by employers in these 
surveys. 

In its original funding consultation document released in 2013, the government put 
forward three options for funding routes: a direct funding through contracts, a PAYE 
system and a provider based system.  In all of these options, the government 
included a mandatory cash contribution and a mechanism for the employers to 
agree a price for funding with the training provider. 

 

3. Responses to the First BIS Consultation 
The first consultation did not get a big response from employers.  A total of 80 
employers responded directly which seems to suggest that there was no demand or 
even interest in changing the routing of funding.  This table from BIS shows the 
breakdown of responses. 
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The table shows that 61% of all employers that expressed a view preferred the funding to be 
routed through the training provider.  Only 15% wanted to use the PAYE methodology which 
was the only option that survived to the next stage of the consultation.  The route of 
funding that had the least support was the only one that the government retained for the 
next phase of the consultation.   

 
If we include all stakeholders in the figures, then there were 277 responses from 
organisations that expressed a preference.   77% wanted to retain the provider based 
funding route.  Only 10% preferred the PAYE route and 13% preferred a direct contract 
route.   As we have said, only the least popular option survived to the next stage of the 
consultation.  If we include all respondents (i.e. including those that did not express a 
preference), only 8% of respondents wanted the PAYE route.  That does not appear to 
reflect any sort of drive from employers to take ownership of the direct management of the 
funding. 

 
The AELP survey also showed that there was clear support for the provider based model 
from employers.  The full details of the survey responses are included at Annex 1 of AELP’s 
response to the original funding consultation. 

AELP received 243 full responses of which: 
 45% were providers (ITPs, Colleges, LA, third sector, etc) 
 54% respondents were employers (36% of which are SME employers – under 

50 staff) 
 1% other               

Respondent type 
(total number in 
brackets) 

Direct 
Payment 

PAYE Provider 
Payment 

Did not state 
a preference 

Small and 
micro (32) 

2 3 16 11 

Medium (18) 4 4 10 0 

Large (30) 10 3 15 3 

Providers 
(138) 

4 3 119 16 

Others (148) 15 16 53 85 
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 77% do not think any of the three options will improve the funding system. 
 72% of employers do not think any of the three options would improve the 

funding system. 
 

 If respondents had to choose one option, 88% would go for option 3; 10% 
would choose option 1; 2% would choose option 2. 

 83% of employers said they would choose option 3; 14% said they would go 
with option 1 and 2%1

 
 chose option 2! 

 
4. BIS Survey Evidence 
In March 2014 the government also released some research papers that looked at the issue 
of funding routes.  In BIS Research Paper No 161 ‘Employer Routed Funding’, the findings 
highlighted that it was very difficult to get a coherent employer view because employers 
and sectors were very different.  As a result there was no single view of what employers 
wanted and indeed some employers were very clear that direct funding would become a 
barrier to their ongoing involvement in the programme.  The BIS paper stated:  

 
 

Employers’ views on employer routed funding 

Employers were split on whether or not they wanted funding routed through 
them.  Some welcomed the idea because it would allow them to obtain greater 
influence over the provider. This was not in order to influence the content, 
delivery and assessment of Apprenticeships – as noted above most felt they had 
the influence they wanted - rather it was to ensure that the quality of service 
provided to the employer was of the standard they wanted. 

 

Other employers were resistant to the idea of funding being routed through 
them because of concerns over the amount of administration involved, concerns 
about the complexity of any system which may be introduced, and the risk of 
reputational damage should something inadvertently go wrong in managing 
public money. 

 

                                            
1 For simplicity, these figures have been rounded to the nearest percentage point so will not always 
total 100%. 
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It is clear from this extract and the further details provided in the paper that there is no 
drive from employers to manage funds directly.  Many of the employers that responded 
positively to direct funding already get their funding directly from government within the 
current system so it is not surprising that they support the continuation of the current 
system.  So does AELP; in fact we would extend that system of choice to many more 
employers. 

 

The research paper goes on to consider the issue of mandatory cash contributions from 
employers.  The evidence from this analysis suggests that the engagement of many 
employers will be affected by these contributions.  Employers already recognise the cost of 
delivering an Apprenticeship in terms of recruitment, salary costs, time off the job, training 
support and provision of equipment etc.  Cash contributions would affect many employers 
once the level of contributions was over 20%.  The BIS paper stated: 

In summary, the tipping point at which employers will substantially reduce their 
engagement in Apprenticeships lies between 20 and 50 per cent contribution. 
From the discussion with employers this feels as if it will be nearer 20 than 50 per 
cent.  

 

The evidence from the government’s research is very clear that employers having to make 
cash contributions will have a negative effect on the involvement of employers, especially 
SMEs.  More and more employers are now making cash contributions to training (nearly 
40% in some sectors) and all employers have to make other contributions to the costs of 
training.  It is clear that employer commitment can be grown without enforced cash 
contributions. 

 
The BIS Research Paper No 162 ‘Employer Influence on Apprenticeships’ sets out a number 
of issues based on a limited number of interviews.  The findings were clear that there was 
no clear drive from employers in terms of wanting or needing more influence over 
Apprenticeships nor was there any evidence that the routing of funding was currently an 
issue.  The paper noted: 

Not all employers wanted to influence their Apprenticeship training, and the 
main reason for this was that they were already satisfied with it and saw no need 
to get any further involved.  

 

In terms of the control of funding, it was clear that there were no strong views from 
employers.  The paper stated:   
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We asked small employers if they were to have more direct control over the 
government portion of Apprenticeship funding.  SMEs’ views were essentially 
mixed, with three different segments emerging from the research. 

 

The views of employers varied and tended to reflect the satisfaction of delivery.  In other 
words, those that did want control were normally those that had not had a good experience 
with their training provider.  We would agree that the service from providers can be 
improved but the funding route is not the best route to fix quality.  When asked about 
greater contributions, employers had a clear view that it would have an impact on take-up.  
The BIS paper stated: 

 

When asked about the potential impact if employers had to make a greater cash 
contribution to the cost of Apprenticeships, most of the SMEs we interviewed felt 
this would encourage them to be more vocal with their training provider if they 
were dissatisfied.  At the same time, almost all of them said that having to pay 
more would mean they would have to recruit fewer apprentices or stop 
recruiting them altogether. 

 

It is clear from the Government’s research that the risk of losing employer engagement by 
increasing cash contributions is very high.  Some employers did support direct funding but 
these tended to be the larger employers that already had a direct contract.  This was 
recognised by the research and the paper noted: 

 

However, unlike SMEs, this was a unique group of employers characterised by 
their ability to draw on large scale resources, who employed large volumes of 
apprentice learners across multiple Frameworks. Therefore, it is likely that SMEs 
would need additional support in order to reap similar benefits from an 
expanded Direct Grant funding model. 

 

Other SMEs [were] concerned that it would create new administrative burdens 
for little additional reward, in particular where they did not want any further 
influence and were satisfied with their existing provision. Notably, Direct Grant 
employers also highlighted the administrative complexity of Apprenticeship 
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funding and voiced concerns that very small employers would find this model 
difficult to navigate, pointing to a need for further simplification. The majority of 
the SMEs we interviewed also remained reluctant to pay a greater cash 
contribution towards Apprenticeship training in the tight economic climate: an 
important consideration in light of reforms which emphasise the principle of 
employer co-investment.  

 

The paper concludes by putting forward some recommendations about how the system can 
be improved for SMEs without changes to the funding route, namely improved 
understanding of Apprenticeships, building SME empowerment and providing supportive 
brokerage and funding mechanisms.  These suggestions reflect the recommendations set 
out by AELP and we would encourage a review of how this could be implemented to deliver 
the objectives of the Apprenticeship reforms rather than the current funding proposals 
which are not driven by employer demand and will put at risk the involvement of many 
SMEs.  Further details about our recommendations on the way forward can be found in our 
Briefing Paper No 4. 
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Apprenticeship Funding Reforms 

 

Giving employers a real choice – Evidence mounting 

 

In the week (21-25 April 2014) before the government’s technical 
consultation ended on the funding of Apprenticeships in England, the 
publication of three pieces of important data and surveys posed serious 
questions about whether the proposed funding reforms will support the 
aspirations of the three main party leaders for growing the Apprenticeship 
programme during the next Parliament. 
 
The three key findings from these publications were: 
 

• Where employers are directly funded for training as opposed to the 
training provider receiving the funding, official government data 
suggests that nearly three-quarters of them are under-delivering 
training in relation to the public money allocated to them.  In contrast 
independent training providers have seen their allocations increased 
by £63m this year because they have generated more than 
anticipated demand for Apprenticeships and other work based 
learning 

 

• 94% of businesses responding to a survey by the 3,000-strong 
Electrical Contractors’ Association have said that if the government 
decides to fund employers via the tax system for taking on 
apprentices, they will cut down or even stop taking on apprentices 
because of the changes. 

 
• Three-quarters of employers rated highly the professionalism of 

training providers and 69% of them were very positive about the 
training received by their employees – figures which undermine 
claims that the proposed reforms are being driven by employers 
unhappy with the current funding system for Apprenticeships 

 

 

 

 

 AELP 

Briefing 

Paper 

No. 7 
 



Page 27 of 30 

 

The findings add further weight to the case that the evidence base for reform is very weak.  
The Prime Minister has made the commitment that young people should be able to choose 
between going to university and starting an apprenticeship.  The vast majority of evidence 
presented since the government first started consulting on the reforms last summer 
indicates that fewer employers will offer apprenticeship places to young people if the 
reforms go ahead.  Therefore it is very difficult to see how the Prime Minister’s goal can be 
realised under the reforms and this is why the Association of Employment and Learning 
Providers (AELP) believes that employers should be given a choice over whether they wish 
to be directly funded for Apprenticeships or have their chosen training provider receive the 
funding instead.      
 
The current employer driven Apprenticeship programme has seen much success in recent 
years – over 860,000 apprentices are on programme with over 500,000 starts each year.  To 
build on this success we need to engage even more employers in the programme and to 
ensure employers focus on the standards of the Apprenticeship and what gets delivered to 
their apprentices. The Apprenticeship programme is driven by employer needs and demand 
but the funding proposals are not supported by businesses of all sizes, particularly smaller 
businesses. 
 
In briefing papers five and six, AELP outlined the evidence which suggests that building on 
the current funding system is the preferred route.  Following the publication of these two 
briefing papers, there has been a further flurry of comments and research published by the 
press and government agencies providing even more evidence that the government needs 
to rethink the way forward.  
 

SFA Employer Satisfaction survey 2011/12 results 
Following the publication of the BIS Apprenticeship evaluation among employers last year, the 
Skills Funding Agency (SFA) published in April 2014 their results to the Employer Satisfaction 

survey undertaken during 2011/12.  Instead of a call for change from employers, the findings 
showed a high level of employer satisfaction with the current skills training market:  
 

• 58,624 employers responded to the survey – 75% of which were from SMEs with 
between 1-49 employees. 

• Overall employers were very positive about the training received by their employees. 
Seven in ten (69%) were very satisfied with the quality of training/assessment (a 
rating of 8 to 10 out of 10).  

• Employers were equally satisfied with the benefits of the training to their 
organisation (70%), with 73% likely to recommend the training provider to other 
employers. 

 

http://www.aelp.org.uk/news/submissions/details/aelp-briefing-paper-no5-apprenticeships-where-are/�
http://www.aelp.org.uk/news/submissions/details/aelp-briefing-paper-no6-apprenticeship-funding-pro/�
https://www.gov.uk/government/publications/apprenticeships-evaluation-employer�
https://www.gov.uk/government/publications/fe-choices-national-reporting-employer-satisfaction-survey�
https://www.gov.uk/government/publications/fe-choices-national-reporting-employer-satisfaction-survey�
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Providers were also rated highly (given a rating of 8 to 10) by employers on the following: 

• The professionalism of the trainer and/or assessor (75%) 

• Delivering training that reflects up-to-date practices within the industry sector 
(72%) 

• The flexibility of the training and/or assessment (71%) 

• The efficient way in which the provider conducts their dealing with the employer 
(70%). 

 

Where employers were less positive on providers’ communication with them and their 
understanding of the employer’s training needs, differences were marginal (67% and 68% 
respectively gave a rating of 8 to 10). 
 
These figures show that the current system of working between employers and their 
training providers works very effectively within the current funding system. 
 
SFA in-year funding allocations 
The SFA has also recently published its in-year funding allocations. AELP undertook some 
comparison analysis against the contract data published at the beginning of the contract 
year 2013-14. 
 

• 793 providers are listed on the SFA allocations list in both July 2013 and March 2014 

• Comparisons show that almost three-quarters (72%) of the employers listed had 
their contract allocation reduced by £14m, suggesting significant under-delivery.  
26% of employers had their allocation increase by £8m – showing an overall 
reduction of funding to employers by £6m. 

• This is compared to an overall increase in allocations to Independent Training 
Providers by £63.3m, suggesting a significant over-delivery.  Similarly, when looking 
at all providers listed, we notice an overall increase in allocations by £150.4m.  

• When examining a breakdown of all provider types (employers, ITPs, FE Colleges, 
Third Sector and Local Authority providers), employers were the only provider type 
to have allocations reduced overall. 

 
These results are not surprising.  Employers have different priorities and cannot always 
respond to changing government priorities.  It is training providers working with employers 
that have driven the growth and improvements in quality. 
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Increase/reduction to contract 
allocation 

Employers ITPs 
All providers  

(excluding employers) 
No. of 

providers 
£ 

No. of 
providers 

£ 
No. of 

providers 
£ 

Adult Skills Budget 49 -£0.2m 309 +£58.5m 670 +£87.6m 

16-18 Apprenticeships inc. SFA funded 
traineeships 

49 -£8.8m 324 -£18m 575 -£43.1m 

TOTAL allocations for all SFA funded 
programmes 

50 -£6m 361 +£63.3m 743 +£150.4m 

 
 
Electrical Contractors’ Association – the voice of 3,000 employers 
The Electrical Contractors’ Association has published findings of a survey about the 
government’s proposed funding reforms undertaken among their membership of 3,000 
employers.  
 
The survey showed that government proposals for employers to pay training costs and then 
claim them back through the PAYE or any other system would see many small firms stop 
taking on apprentices as they would not take on the added bureaucracy and cashflow risk. 
 
94% of those who replied said they would cut down or even stop taking on apprentices 
because of the changes. 
 
The Telegraph published an article on the findings, with a comment from Di Johnson, ECA skills 
ambassador and director of Eric Johnson of Northwich, which has been training apprentice 
electricians for nearly 70 years, who said:  
 

“The system used to be simple, we identified who we wanted to take on, paid their 
wages and training organisations did the rest.  Under the new plans we will have to 
source the apprentices, then find the organisations to train them, quality check them, 
negotiate a price and then try to claim it back. 

 

“For small firms who might only have one or two apprentices, they are never going to 
be able to negotiate a decent price or go through all the hassle. 

 

“We’ve been told that recovery will come from the SMEs and we need skills to grow 
the economy but they are taking away the incentive to take on apprentices so we can 
grow business.” 

 
Evidence is mounting – employer choice is needed 
These new findings closely align with research undertaken by other membership and 
employer bodies, adding further weight to AELP’s argument that employers need to be 
given a real choice. If employers want to take direct control over funding and they can meet 

http://www.telegraph.co.uk/finance/jobs/10783833/Apprentice-funding-plans-risk-wrecking-training-system.html�
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the criteria, they should be able to have a direct contract. However they should also have 
the option of working with their chosen provider. We do believe that the system can be 
improved, simplified and made more responsive to employers but the evidence strongly 
suggests that this will not come from direct funding.  
 
The government needs to recognise the evidence and give employers a real choice.  
Apprenticeships are too important to the UK economy and to Britain’s workforce, especially 
its young people to put the system at risk. 
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