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Fixing the  
funding crisis

Around four million people are in further education (FE) in 
England, with 2.9 million studying in the 242 state-funded 
colleges. Freed from local authority control and incorporated 
in 1993, FE colleges are legally independent bodies, able to 
manage their own finances and enter into contracts. They receive 
£7bn of public funding a year, based on the number and type of 
learners they attract. They also raise money from tuition fees and 
providing staff training for companies and organisations.

The FE system is running in deficit. According to the National 
Audit Office, 110 – approaching half – of England’s FE colleges 
were operating in deficit in 2011–2014, and the situation is 
getting worse. Over the last 18 months, 32 colleges have been 
deemed as inadequate for financial control and referred to the 
FE Commissioner. 

Martin Doel, the Chief Executive of the Association of Colleges 
(AoC), blames government funding cuts for the “inevitable 
frailties” in the system and says it is remarkable that the colleges 
have kept going in such a rocky landscape. Since 2009–2010, FE 
colleges have lost 26% of their core adult skills budget and have 
had to take on the added responsibility of teaching English and 
maths to 16 to 19-year-old students who failed to reach grade C 
in both subjects during 11 years of compulsory schooling.

Funding Cuts
Public funding of FE colleges has reduced by 11% from £5.7bn in 
2010–2011 to £5.1bn in 2014–2015. The biggest cuts have been 
in funding for adult skills education as the Government switched 
priorities to apprenticeships, traineeships and support for English 
and maths. The AoC says that colleges have lost 35% of their 
adult skills education budgets since 2009 and are now dealing 
with a further 24% cut for 2015–2016. In July 2015 there was a 
late cut of 3.9% in the adult education budget on top of the 24% 
announced earlier in the year. 

Adult skills courses covers are wide ranging and include functional 
skills in maths and English, GCSE and A-levels, and vocational 
qualifications in skills such as beauty, brickwork, computing, food 
safety, social care, plumbing, electrical and engineering.

The quality of teaching and management is also an issue. In his 
December 2015 report, Sir Michael Wilshaw, Chief Inspector of 
Schools in England and head of Ofsted, highlights low education 
standards. He says that the pace of improvement has slowed in 
FE and there has been an overall drop in standards. His Ofsted 
inspectors judged only 77% of the FE colleges in England to 
be good or outstanding, down from 79% in 2014. Of 48 college 
inspections over the year, only two were rated outstanding and 15 
good. A further 26 required improvement and five were inadequate.

Skills Training Neglect
Political neglect has not helped. Tony Blair’s Labour 
governments concentrated on getting 50% of young people 
into university. The coalition government then introduced some 
FE reforms that the Conservative Government is pursuing but 
it has yet to decide exactly where FE colleges fit into its skills 
agenda. It has initiated a series of area reviews of FE provision 
that will look at the economic and educational needs of different 
parts of the country and consider college mergers, closures 
and alternative or shared provision to strengthen the sector. 
The Government says it wants to see greater specialisation and 
institutions that are centres of expertise.

George Osborne, the Chancellor of the Exchequer, in his 
Autumn Statement on 25 November 2015 offered some comfort 
to the beleaguered sector, promising to protect the funding for 
adult skills in cash terms and expand the student loans system to 
cover academic qualifications of A-level and above and higher-
level vocational qualifications. He also announced the extension 
of maintenance loans to part-time students.

Further education has long been the Cinderella of England’s education system.  
Only now, when the system is in serious financial difficulties, is it finally coming  
under the spotlight. In our first update on this sector, BTG Global Advisory  
examines the further education funding crisis.
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FE colleges are statutory corporations with exempt charity 
status and they have financial independence and powers to own 
assets, buy services, employ staff and make contracts. They 
manage their own affairs overseen by Ofsted for educational 
standards and the funder, the Skills Funding Agency (SFA). In 
2013 the office of FE Commissioner was established to provide 
advice to ministers and funding agencies. The SFA has the 
power to intervene when it has concerns about the financial 
status of colleges and can refer them to the FE Commissioner. 
The Department for Business, Innovation & Skills (BIS) has 
responsibility for policy and the regulatory framework.

Sixth form colleges sit uneasily in the sector, being mainly 
focused on academic qualifications and they have different 
concerns. For example, they fear losing money because of the 
Government’s switch to per-student funding rather than funding 
by the number of qualifications taught. They have, however, 
received a boost from the decision in the Autumn Statement to 
make them VAT-exempt, which is likely to save bigger colleges 
around £300,000 a year.

What Do FE Colleges Teach?
You can find anything from basic skills and English as a second 
language courses to hairdressing, engineering, plumbing and 
flower arranging. The former Labour Government’s withdrawal  
of subsidy for evening classes deemed as hobby interests has 
led to a sharp increase in costs, fewer learners and hence,  
fewer courses. 

The colleges teach basic skills and academic and vocational 
qualifications to people over 16, the school leaving age, and 
a range of day or block release training courses for people in 
work. They support apprenticeships, provide in-service training 
courses designed with and paid for by employers and courses 
that help workers change careers. According to the AoC, 35% of 
large employers who train their staff do so through FE colleges 
compared with 32% who do so through a university. The average 
FE college works with 597 businesses to provide training. 

Some FE colleges also teach degree level courses accredited 
by universities. They teach 58% of foundation degrees that can 
lead into honours degree courses. Students tend to live closer 
to college, with 70% of FE college students on higher education 
courses living within 25 miles of their college compared with 
fewer than 40% of university students.

Who Pays?
Complicated funding arrangements make it difficult to pin 
down exactly who pays for what in the day-to-day running of 
FE colleges. Four-fifths of their income comes from public 
sources to support free or subsidised courses. Income comes 
from the Department for Business, Innovation & Skills and the 
Department for Education (DfE) and sometimes students on the 
same course are funded by one or the other.

The Government plans to raise the standard of further education 
to a more advanced level through a wave of new employer-
led specialist colleges. Seven have already been announced 
for different sectors of the economy, such as nuclear power, 
advanced manufacturing and digital skills. The most highly 
qualified students will be able to access university-style student 
loans to study away from home at the colleges.

But there is still a rocky road ahead for colleges. Such 
centralisation of high-level skills training could be a threat to local 
colleges unless a ‘hub and spoke’ system of qualifications can 
be developed with local colleges working alongside the specialist 
colleges. Tightening of the immigration rules announced in the 
summer of 2015 will impact on colleges that rely on fee income 
from international students.

To survive, colleges will need to show that they have got rid of 
low-level courses that result in qualifications that are worthless 
to employers and that they are making a substantial contribution 
to economic growth and prosperity.

Apprenticeship Boost
On the brighter side, FE colleges already help to train one in 
three apprentices. The Government has pledged to create 
another one million apprenticeships, bringing the total to three 
million by 2020. It expects the new apprenticeship levy of 0.5% 
on the payroll of large firms to bring in £3bn a year to help fund 
the increase and plans to increase funding per place. If the 
sector can provide relevant high-quality support for on-the-job 
training it should start to see a much-needed inflow of funds. 

Given that Britain is said to suffer from skills shortages and 
successive governments have pledged to reskill the workforce to 
boost the economy, it is puzzling that further and adult education 
has suffered such neglect. Vince Cable, the former coalition 
trade and industry secretary, perhaps provides a clue. He told 
a fringe meeting at the Social Democrat’s annual conference in 
2014 that civil servants suggested closing all FE colleges to save 
money because “nobody will really notice”. 

The fact that few people in Westminster or Whitehall have 
attended FE colleges might explain their greater interest in the 
university sector. And the same applies to the national media.

Who Provides Further Education?
There are around 1,100 providers of further education and 
training, of which 242 are FE colleges. Industrial, commercial 
and charitable providers, and private colleges make up the rest. 

There are three types of FE colleges – general, specialist (such 
as land colleges), and sixth form colleges that teach 16 to 
18-year-olds. In England there are 216 general further education 
colleges, 93 sixth form colleges, 14 land-based, two specialising 
in art, design and performing arts, and a further ten with other 
specialist designations.
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The DfE supports 16 to 18-year-old college students for 
education and training, with the budget managed by the 
Education Funding Agency (EFA). 

According to the AoC, this funding is worth around £13m for the 
average FE college – 47% of total income. Since 2013–2014, 
funding is at a fixed rate for each full-time student with extra for 
more expensive courses, students who failed maths and English 
GCSE, and those who live in disadvantaged areas. 

BIS runs further and higher education for people 19 and over, 
managed by the SFA on a national funding formula. In 2014 
this was worth £6m for the average FE college or 21% of total 
income, according to the AoC. It pays for more than two million 
students, including apprentices, jobseekers and people needing 
basic skills.

Other income streams include course fees for non-subsidised 
education, such as evening classes, providing on-the-job 
training support for employers, and tuition fees from international 
students. A few colleges market their courses abroad and 
oversee their delivery at partner institutions. 

From 2013–2014 funding was withdrawn from a large number 
of courses for students aged 24 and over and replaced 
by government-backed loans for those taking level three 
qualifications (A-levels, BTEC, NVQ Level 3) and higher. 

The following charts from the latest AoC college funding report 
shows the two main forms of funding. 

Current Challenges

Funding Crisis

The NAO’s July 2015 report ‘Overseeing financial sustainability 
in the further education sector’ says that 29 of 244 colleges had 
an “inadequate” rating for financial health at the end of 2013–
2014: 110 were operating in deficit, £45m in cash advances 
from the SFA were outstanding and advances to three colleges 
totalling £40m had been written off, converted to grants.

The SFA anticipates that the number of colleges rated as 
financially inadequate will continue to grow and the NAO 
estimates that on current trends it could be 70 by the end of 
2015–2016.

It suggests the financial plight could be caused by:

• Reductions in public funding of 11% between 2010–2011 and 
2014–2015.

• Falling numbers of 16 to 18-year-olds

• More competition from schools adding sixth forms

• Universities expanding their intake with the abolition of 
restraints on the number of students they can take

• Large debts or partially completed capital investment projects
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There were 48,000 non-EU students in higher education last 
year, but numbers are falling due to tighter immigration controls. 
Student visa changes announced in July 2015 are likely to 
further reduce numbers. International students will no longer 
be able to extend their stay to progress from further to higher 
education but will need to return home and reapply. Visas will be 
limited to a two-year maximum or sub-degree level programmes 
and students will no longer be able to work in the UK.

Future Prospects
The Government’s decision to stop further cuts in the adult 
skills budget is unlikely to help colleges which predict a further 
190,000 adult education places will be lost next year as a result 
of previous funding reductions.

The big money now is in apprenticeships and it remains to be 
seen whether FE colleges in their present weakened state can 
seize the opportunity and woo employers with high-quality, up-
to-date and relevant training.

They may also be able to up their game in respect of higher 
education qualifications, providing industry-linked degree 
courses with close links to employers. 

If they fail to meet the financial challenges ahead, mergers and 
closures of local FE colleges and their branch sites could have 
a devastating effect on local areas. The colleges take in children 
excluded from school, provide education and training in prisons 
and train 230,000 unemployed people. They provide courses for 
the elderly and language lessons for non-English speaking migrants 
and refugees. Of their students, 15% have a learning difficulty or 
disability, and 17% of their 16 to 18-year-olds were eligible for free 
school meals, compared with 10% in maintained school sixth forms.

In the brave new world of innovative, high-tech specialist 
colleges and advanced apprenticeships, college governors 
and principals will need to be quick footed and adaptable, but 
they are unlikely to want to shed this less profitable but socially 
important part of the tradition of further education in England.

The NAO says that some colleges’ financial forecasting has 
been over-optimistic and that management capability in parts of 
the sector is not enough to fully address emerging risks. There 
is a need to enhance the change-management and commercial 
skills required to manage colleges in a rapidly changing 
environment, it says.

The auditors are also critical of the SFA for accepting colleges’ 
financial forecasts without testing their realism. “As a result it 
has not detected some problems until a late stage,” their report 
said. In addition, the SFA is criticised over its formal intervention 
procedures which “have often lacked sufficient impact”.

Apprenticeship Training

The Government’s skills agenda outlined in ‘Fixing the 
Foundations’, the green paper published by the Chancellor 
of the Exchequer in July 2015, set out policy initiatives that 
the Chancellor expanded in his Autumn Statement. It seeks 
to address the UK’s poor performance internationally for 
intermediate professional and technical skills, primarily through a 
vastly increased number of apprenticeships. 

The proposed employer training levy of 0.5% of payroll from April 
2017 will be offset by a training grant of £15,000 that will spare 
companies with payrolls less than £3m. 

Ironically, the steep decline in apprenticeship places happened 
in the 1980s when former Conservative Prime Minister Margaret 
Thatcher abolished the apprenticeship levy that then covered 
most of British industry and which was unpopular with employers.

The Treasury plans to put control of funds from the levy in the 
hands of employers through a new employer-led Institute for 
Apprenticeships. This heralds a period of uncertainty for colleges. 
Firms may decide to fund their own training consortiums or buy 
support from private training companies. Will employers buy more 
college training for apprenticeships, or less? 

World Outreach

FE colleges recruit international students, albeit not on the same 
scale as universities. A survey for BIS in 2013 found that two 
thirds of colleges had international students and income from 
tuition fees ranged widely between colleges, from an annual 
£1,190 to £3.2m. The total income generated by the 155 colleges 
in the survey was just under £40m. 
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