
Skills Funding Letter 
SFA Priorities and Funding for 2016-17 Financial Year  

The Skills Funding Letter from the Skills Minister to the Chief Executive of the 
SFA sets out the budgets for skills for the next five years1.  These budgets are 
reviewed on an annual basis but the Minister says that he hopes there will 
not be significant changes.  It certainly sets a clear direction of travel.  The 
key points are set out below. 

Apprenticeships 
1.     The budget for Apprenticeships in 2016/17 is £926m which compares 
with £740m in 15/16.  This increases to £1.485bn in 19/20 by which time 
employers will be paying the Levy (see annex).  This figure will fund all 19+ 
apprenticeships including those not paying a Levy.  It is not clear how much 
of the £1.485bn will come from the Levy.  The Levy is expected to raise 
£2.5bn in England but that will also have to fund 16 -18 year old apprentices. 

Adult Education Budget 
2.       The budget for non-apprenticeship adult skills is £1.5bn which is about 
the same as this year because it includes Adult and Community Learning and 
the learner support funds.  It is interesting to note that this budget remains 
higher than the Apprenticeship budget despite some people saying that they 
are the only solution.  The non- Apprenticeship budget is now called AEB 
(Adult Education Budget) and includes funding of Traineeships, programmes 
for the unemployed, first level 2 and 3 for younger people and English and 
maths.  In other words, it funds the statutory entitlements to learning.  Some 
of the co-funded learning for employed people will not be eligible from 
15/16. 

Loans 
3.       The eligibility for Loans has been extended to those aged 19 and over 
studying levels 3 to 6.  People aged 19 to 23 are still entitled to funding for 
their first level 2 and 3.  The budget has been increased from £202m to 
£480m by 2019/20.  The £202m current spend is of course well below the 
current budget of over £400m. 

Customer choice 
4.       The Minister reinforces the message that increasingly the customer and 
not the government or institutions (either national or local) will be making 
decisions around what gets delivered.  On Apprenticeships, he says ‘It will be 
for businesses to make decisions about where the apprentices they employ 
are trained’.  The Minister has not repeated his statement that he wants 
colleges to deliver two thirds of the Apprenticeship starts.  Instead he 
encourages all providers to deliver the high quality growth the programme 
needs, saying, ‘There are many exciting opportunities for agile providers to 
operate in this new, more market-style environment’.   He also says that the 
system will now ‘allow employers, providers, and government to work 
together to achieve the growth’. 

                                                
1 Skills Funding Letter 2016-17: http://bit.ly/1UDKViG     
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5.      The letter acknowledges the issue AELP has raised many times about the need for a 
period of careful transition to the Levy based system, noting that ‘Moving to the new system 
will take time and need careful handling to minimise the disruption to providers and help 
employers take up the reins’.  This also recognises the need for providers to support 
employers. 

National Colleges 
6.       The letter confirms that 5 National Colleges will open with the associated capital 
investment.  It seems strange that we will be opening 5 new colleges whilst trying to reduce 
the numbers of existing colleges through the Area Review process.  Of course, any provider 
or employer can be part of the National College Programme.  The letter also sets out the 
intention to create Institutes of Technology, which could be any organisation but are clearly 
focused on the college estate. 

Traineeships 
7.       Traineeships will remain a high priority within AEB.  The letter states, ‘I ask you to 
continue to make Traineeships a priority including when redeploying AEB funding in year’.  
AELP has always tried to keep this a priority and we will push for this in the allocations of 
AEB for 16/17.  All providers will be able to deliver Traineeships from August 2016 but we 
are pushing for an earlier implementation of this change. 

8.       The letter makes an important link between the AEB and the Youth Obligation (YO) 
which will be introduced in 2017.  Young people will have an obligation to take a 
Traineeship, Apprenticeship or other work related programme through the YO, and 
although it is a DWP programme it will be funded through the SFA budgets.   

9.   Eligibility for English and maths funding continues and will be funded through AEB.  
There are no changes to the requirements or eligibility.   

Devolution of budgets 
10.   The letter sets out a clear direction of travel for the management of the AEB.  From 
2016/17, block grant funded providers (colleges and LAs) will be co-managed by the SFA and 
LEPs/combined Authorities.  SFA will do the allocations on behalf of the local areas and will 
work with LEPs etc on developing a more flexible contract that will be jointly managed and 
monitored.  For ITPs, SFA will do the allocations and manage the contracts but providers will 
be expected to ensure their delivery is linked to LEP priorities etc.  From 2017/18 the 
contracts for AEB will probably have to be retendered because of EU rules.  There may be a 
de minimis which will mean that many providers could retain their contracts without 
retendering, but those arrangements will be discussed with AELP over the next few months.  
The signal is clear that AEB budgets will be progressively devolved over the next 2 or 3 
years.   

Subcontracting 
11.   Subcontracting continues to be a major focus for the Minister.  He reinforces the 
current controls of subcontracting but asks the SFA to review the value added through the 
process.  AELP has produced a number of resources to improve supply chain management in 
the system and we will continue to work with AoC and the SFA to ensure that 
subcontracting arrangements focus on improving the delivery to the customer.  
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Area Reviews    
12.   The letter recognises the Area Review process which is focused on FE colleges but could 
affect all provision in an area.  AELP is involved in the national steering groups and is 
working with local provider networks to ensure that all providers have an input to the 
review and an opportunity to understand any recommendations coming out of the 
discussions.  The letter recognises the impact of the process on all providers.  
 
 
 

Annex – Funding Table 

 
Source: Skills Funding Letter 2016-17  
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