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The PAYE system – where’s the incentive?

Paul Offord
@PaulOfford

T

ime has been called on a consultation
into the most radical reform proposals
for apprenticeship funding in generations.
The government have confirmed
around 350 responses from across the
FE skills sector have entered the ring,
contributing their views on three possible
models for future funding arrangements,
which the government hopes will attract
more employers to the apprenticeships
programme.
The first was a model of direct payment
to the employer, the second would allow
employers to claim back spending on
apprentices through tax credits, and the
third would leave funding in the hands of
training providers.
Allowing firms to claim back costs
through the Pay As You Earn (PAYE)
system was always going to be the most
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divisive option.
It was clear from the moment this was
proposed through former Dragon’s Den
investor Doug Richard’s review,
in December last year,
that we might
have a split
decision.
That
is why we
decided to focus
this week’s 16
page hard-hitting
supplement on
the fight of the 21st
century — at least
in the FE world — over
tax credits proposals.
It’s the option FE
Week understands has
the support of Skills
Minister Matthew
Hancock, although
he was unable to
comment while
the results of the
consultation,
which closed on
Tuesday, October 1,
were still being compiled.
But acting as referee, FE Week has drawn
together here some ‘fors’ and ‘againsts’ in

debate over use of the PAYE system.
So, seconds out, round one
— and in the “red” anti-PAYE
corner we have training
providers worried about
losing control of finances,
and organisations
representing small
businesses, who fear
it will put small
and medium-sized
enterprises off taking
on trainees, because of
possible added paperwork.
However, there are also several big
hitters in the “green” pro-tax credits
corner, including the Confederation of
British Industry, which insists the
simplicity and familiarity
of PAYE would attract
more businesses to
apprenticeships.
The funding
model the
government
eventually settles
on will be a key
factor influencing
the fate of crossparty efforts to drive
apprenticeships to
new heights.
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from the front page and tweet us
a picture of yourself holding the
one indicating your view (adding
our @FEWeek Twitter handle to
your message).
The tweet featuring a reader
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Funding consultation launched
Chris Henwood
@Chris_Henwood
A “radical” overhaul of apprenticeship funding has
been outlined by the government in response to a review by former Dragons’ Den investor Doug Richard.
Three funding ‘models’ (pictured) have been proposed by the Department for Business,
Innovation and Skills in A Consultation
on Funding Reform for Apprenticeship
in England, around nine months after
the Richard Review of Apprenticeships
came out.
Mr Richard was tasked with looking at how apprenticeships in England
could meet the needs of the economy.
He said the National Insurance or tax
credit system should be used to give employers breaks as payment for training
and said such changes should be “at the
heart” of apprenticeship reform.
The first of the proposals is for a
direct payment model where businesses
register apprentices claim government
funding online.
The second is for a PAYE payment
model in which businesses register apprentices online and then recover government funding through
their PAYE return.
The third option, although all could be amended
as part of the consultation, is a provider payment
model where government funding continues to be
paid to training providers, but it can only be drawn
down when the employer’s financial contribution
towards training has been received.
Business Secretary Vince Cable said: “Employers
are the best people to judge what training is worth

investing in. These radical reforms will mean just
that.
“It gives them the power to train their staff to
make sure their skills are relevant to the company,
instead of having to rely on what courses are available in the local area.”
The government also revealed it was looking at
funding 16 to 18s “more generously”.

“We must recognise that younger apprentices
have less labour market experience, which means
the costs of getting them to the industry standard
are potentially higher,” it says in the consultation
document.
The first two models would both need the “timeconsuming” construction of a new online system,
but could be in place by 2016 “at the earliest”.
However, common to each of the models is for “the
employer and provider negotiating the content and
price of eligible apprenticeship training”.

It would replace a system of government-set national funding rates.
Skills Minister Matthew Hancock said: “By radically reforming the funding system we will allow employers to agree with training providers the content
and price of training ensuring greater competition
both on quality and on price.”
The proposal to use the tax system follows calls for
reform from the UK Commission for
Employment and Skills.
Its chief executive, Michael Davis,
welcomed the consultation.
“The commission’s perspective
is that we must return apprenticeships to their founding principle — a
contract between the apprentice and
the employer, valued and funded as
such,” he said.
It sits alongside a review launched
by Deputy Prime Minister Nick
Clegg into the employment, education and training of 16 to 24-year-olds
announced at a Confederation of
British Industry dinner on Monday,
July 15. The review is due out in the
autumn.
However, the Association of Employment and Learning Providers’ chief executive,
Stewart Segal, warned against the apprenticeship
funding consultation’s PAYE model.
“We have considerable doubts over whether the
PAYE proposal would actually bring more employers
into the apprenticeship programme,” he said.
“In fact, it might put smaller businesses off.
“The co-funding option [model 3] might have merit
if it properly recognises the contributions which
employers make towards an apprentice’s framework
achievement.”

26 comments on www.feweek.co.uk including:
In my view there are five key points:
1 Employers have enough problems updating
Insurance details.
2 To many people will end up being lost from
the industry good trainers will end up going
to work for Tesco.
3 The end result is that Providers will not get
paid in a timely fashion.
4 Crazy people will be starting loads of
people then three months down the road the
payments and job will stop and people will
lose out who will then get them a fresh job to
continue
training.
5 Would we then have employers asking for
cash back.
I could give another 10 reasons but the
main thing is going back do we remember
the old Individual funds about 13 years ago

Steve Lawrence

Will be interesting to see what employers think of
this, especially SMEs. At first glance options 1 and
2 look bureaucratic. What’s in it for the employer?
One of the key functions of the provider currently is to manage the process to draw down funding,
ensure compliance with eligibility and funding
rules, qualifications, assessments and achievement claiming – i.e. make it as simple as possible
for an employer to take on an apprentice. Not sure
that employers will want the headache of all this.

David Moir

All 3 suggestions would seem to relay on the businesses making cash contributions? (apologies if
I have read this wrong) I do not think this would
work or encourage small businesses to take on
apprentices, I thought the idea was to make taking
on an apprentice more attractive to small businesses and to do away with red tape which would
encourage sme to engage in the apprenticeship
programme.

Lindsay Mccurdy

Funny that no-one has mentioned the BIS
research paper, “Evaluation of Apprenticeships: Employers”. This was based on a
large phone survey of employers who had
had apprentices in the previous 18 months.
Here’s the key conclusion: the number of
apprentices aged 19 plus would fall by 85%
if employers faced full fees and 73% lower
if they paid half fees. The survey didn’t ask
about the impact of paying 30% fees, but
I guess that 19+ apprenticeship numbers
would fall by around 50%.
The Government knows this – after all,
they commissioned the survey – so it is fair
to assume that they want to see a massive
reduction in 19+ apprenticeships.
Incidentally, I’m astonished that the consultation paper doesn’t mention the fraud
and abuse experienced when the previous
government introduced Individual Learning
Accounts.

David Harbourne
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Dragon’s review fired passionate debate on tax credit consultation
2
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Graham Hoyle, at the time chief
FE of
Week
the only newspaper
dedicated to
executive
theisAssociation
of
Employment
and Learning
Providers
news, analysis,
jobs and
fun in the FE sector.
The Richard review of apprenticeships has now
hit the streets
and unlike
most
reviews asserts
And tweet
us your
thoughts
@feweek or
that it has
to be
accepted
on#feweek
an all or nothing
with
the
hashtag
basis.
That condition alone makes it impossible for
Editor:
Nick Linford
AELP and its members to accept this composeditor:
Chris Henwood
ite set ofDeputy
proposals.
Subeditor:
Jillbased
Craven
Our rejection, however, is not
solely
on this ultimatum.
It starts with
the cover,
of
Senior Reporter:
Eleanor
Radford
both theHead
main and
summary documents,
which
Designer:
Daniel Duke
displays in a sort of pictorial way, a stereotypiReporter:
Holly Welham
cal view of traditional basic craft occupations
Sales manager:
Chardelle Mason
as the depiction of apprenticeships.
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Mann
This isOperations:
a hugely damaging picture
Events:
Natalie
Tremlett
both ignores the current reality regarding
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misinforms
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Janet
Murray (freelance)
everyoneReporter:
about the future breadth
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use of (freelance)
Andrew
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across
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whole
of
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serContributors:
Sally Hunt
vice sector and indeed new high-tech sectors,
Neil Carberry
including the emerging media, performing arts
Karen Buck
and ‘green’ environmental sectors.
Matthew
Coffey
Understandably the greatest
anger immediately articulated by apprenticeship providers
was focused
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and unfounded
For an
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assertion
that£75
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success
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One of Doug Richard’s core proposals was,
on www.feweek.co.uk or contact:
as expected, that future apprenticeship funding should be directed solely to employers for
them to E:
findchardelle.mason@feweek.co.uk
a provider of choice.
T:
020proposed
8123 4891
M: 0783
7769 411
A route also
by large
employers
via UKCES; a route that will decimate SME
involvement. AELP have always accepted that
Top
Autumn
Statement
this option
should
be available
to employers, tweets:
but as an option not a sole, no choice diktat.
It is an option that@JulianGravatt
has been available for
many years through the Learning and Skils
Treasury documents full of
Council’s National Employer Service, which
promises and instructions from
was however taken up by only a very few large
thestill
government’s
companies, with most
preferring thefinance dept.
On
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contract to deliver the high quality,
complex,a good %
training service which
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core
of these
never
happen
business to be held by proven training providers.
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But it is not the large companies that eveHow is it a good day for FE with
ryone seems to be concerned about. It’s the
cuts
many of its
SMEs! By all meansongoing
give them
the and
option.
students
being
further
impoverAELP’s apprenticeship providers, who
currently deliver half
a million apprenticeships
ished?
and work with 350,000 employers, mostly
SMEs, are persuaded that they will not
@kaizenleicester
take it up.
I have a feeling that the Skills

budget will be underspent again
in 2012/13. The removal of free

Monday, December 10, 2012
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Editor’s comment
FE Week news in brief

Richard ReviewLeague of their
ALWown
nominations
angers AELP

tions — that “testing and
validation process of apprenticeships should be
independent and genuinely respected by indus-

In December FE Minister Matthew
know
an adult
Hancock acceptedDo
heyou
had
stolen
the who deserves recognition
their outstanding achievement in learning?
idea of a TechnicalforBaccalaureate
NIACE is calling for nominations for Adult
from Labour.
The Minister said
in Parliament:
Learners’
Week Awards 2013. The accolades
“The
Tech
Bacc
is
one
of
the
are for people who have used learning to help
cially concerned this would put off small and
ensuretheir
higher
transform
lives. There are also awards for
medium enterprises (SMEs). things we will do to
quality
occupational
and vocational
innovative
projects for adults. The deadline for
“We were amazed Doug Richard
suggested
nominations is at 5pm on December 13.
getting money from the taxmanqualifications.”
after the
Yet, much like theToEnglish
nominate visit www.alw.org.uk/learningtraining was completed. That would be a direct
Baccalaureate,
providers
awards or call the NIACE Adult Learners’ Week
cash hit on businesses and would reduce SME
will continue to be funded for
Team on 0116 204 4200.
uptakes of apprenticeships,” he said.
qualifications that do not meet the
When the review was published, Mr Richard
criteria for inclusion.
told FE Week his proposals were not “a laundry
So the unanswered question is
list” from which the government
could
pick colleges
the
why
would
want, as Mr
elements that it wanted.
A toolkitin
has
been launched to help people betHancock calls it: “Credit
the
But Mr Hoyle
said: “We
have
ter understand National Apprenticeship Week.
league
tables”?
Nationalrisk
Apprenticeship Service (NAS)
always said that options
should
For example, willThe
providers
be available tolosing
employers,
but
hasif
produced
document that lists speakers,
their
contract
too fewalevel
threediktat.
learners achieve
recognised
not a sole, no-choice
events,aideas,
a guide to social media and much
qualification?
“Our rejection,
however, is
more, that can be downloaded for free in prepahow for
many
not based solely onWill
thisOfsted
ultima- careration
the event to be held on March 11-15
learners
are
achieving
the
tum,” he said.
next year.
prescribed
list
of
Eleanor
Radford
“It starts withgovernment’s
the cover,
National
Apprenticeship
Week celebrates
apqualifications
if
learners
have
which displays a stereotypical
prenticeships and the positive
impact they have
@EleanorRadford
positive progressions?
view of traditional basic craft
on individuals and businesses, NAS said.
It is therefore the government’s
occupations as the depiction
To access the toolkit visitEntrepreneur
www.apprenticeDoug Richard has reignited
use of the new performance table
of apprenticeships. This is a
ships.org.uk/
his
argument
with
the Association of
that will need careful scrutiny.
hugely damaging picture that
Employment
and
Learning
Providers that
Also, why does the government
both ignores theonly
current
reality
workforce tax breaks were “integral” to the
want to create new
regarding apprenticeships
and for a new league table
success of apprenticeships.
qualifications
dangerously misinforms
A
consultation
has
been
launched
by theDragons’ Den investor spoke
The former
at level three?
everyone about the future breadthSo
and
use
of
Skills
Minister
on
the
issue
of
chartered
status
out in the lead-up
to the sixth National
many questions, and less than
apprenticeships.”
for to
FErespond.
institutions.
nine weeks in which
Apprenticeship Week when FE Minister

try” — particularly upset members.
“They feel disappointed, and think the review
is naïve and suggests nothing radical or new.”

He said the review’s other proposals built
upon existing AELP policy such as the group’s
belief that apprenticeships must be available

Eleanor Radford
@eleanorradford
A review of apprenticeships that called for
workplace tax breaks has been angrily rejected
by the Association of Employment and Learning Providers (AELP).
It said that Doug Richard’s review of apprenticeships “created a hugely damaging picture”
from its front cover illustrated with various
tools to its “lack of understanding”. It also said that “some of
the big things are wrong” and
that Richard’s assertion that
the report be accepted on an
“all-or-nothing” basis was like
a “diktat”.
Richard, a former Dragons’ Den investor, bit back
on Twitter, dismissing the
group’s reaction as “selfinterest”.
Graham Hoyle, AELP’s
chief executive, said one of
Richard’s key recommenda-

Apprenticeship Week

Richard waits for minister’s verdict

Charter consultation

Matthew Hancock is consulting
educaMatthewwith
Hancock
is due to respond to his

Nick Linford, editor
government-commissioned
report into
tion and training providers
to develop the con-

apprenticeships.
cept that will help institutions
celebrate their
The
association
rejected Mr Richard’s
At the heart of the Richard review was the difor “all-age” employees and that they should not
success, build their reputation
and
status, and
claims
thatachieved
tax breaks would encourage
rection for employers to pay providers directly
be restricted to level 3 and above.
gain recognition for what they
have
take on apprentices, although
for apprenticeship training. Tax credits, or
Doug Richard tweeted in response: “Angry
within their communities,employers
the agencytosaid.
he remained
“convinced” that they were the
other forms of government incentives, should
at me are you. A number of @aelp assertions
You can express your views
on the consultaNot
such
an
obvious
mistake
this
week.
way
forward.
then be dished out to employers.
sound suspiciously like self-interest not rational
tion, which runs until 16 January next year, at
In our last edition www.bis.gov.uk
we carried a story
“We need to focus on securing workforce
Mr Hoyle said AELP members were espediscourse to me.”
on the Sixth Form Colleges Association
tax breaks,” he told FE Week.
rebrand event (it was formerly a forum
“The Association of Employment and
rather than an association) at Westminster.
Learning Providers quickly rejected my
The piece appeared under the FE Week
recommendations; however, I am still
Experts
banner.
convinced that tax credits are integral to the
@DougRichard		 they’ll be
5 December,
2012
better prepared.”
Eleanor Radford
Traditionally, it would have appeared as
He said sound
he wasn’tsuspiciously
talking about aids
such
A number of AELP assertions
like
self
an FE Week Event (although we’ve moved
@EleanorRadford
as electronic
but video lecturinterest not rational discourse
towhiteboards
me
away from using this banner).
ing and apps that allowed students to access
While we would consider the association
The chair of the FE Guild steering group has
information in and out of the classroom. He
to be expert in its field, such coverage
revealed to FE Week why he would make it an
cited Massive Open Online Classes
(MOOCs)
doesn’t
really as
sit under the former said

Correction

New FE Guild chair looks to technology

success of apprenticeships.”
He said apprenticeships were valuable
initiatives that must be made as “attractive as
possible to employers.”
“Offering workforce tax breaks is an
excellent way to make that happen,” he said.
But Graham Hoyle, the association’s chief
executive, said the group still “seriously
questioned” Mr Richard’s proposal.
He said credits might have the “advantage
of simplicity” but could cause cash flow
problems – the “biggest threat” to otherwise
effective and profitable SMEs.
He said to ask “invariably cash–strapped”
SMEs to purchase apprenticeship training
up front and wait for a retrospective tax
deduction was “bizarre and unworkable”.
“We have no objection to making the option
available but doubt whether it would be a
successful vehicle to switch SMEs on to the
apprenticeship route,” he said.
When Mr Richard’s report was published
in November last year, the association
rejected his key recommendations for a
closer relationship between employers and
providers, with employers paying providers

Comment

directly for apprenticeship training with
tax credits, or other forms of government
incentives, dished out later.
It said the review “created a hugely
damaging picture” from its front cover
illustrated with various tools to its “lack of
understanding”. It also said that “some of the
big things are wrong” and that Mr Richard’s
assertion that the report be accepted on an
“all-or-nothing” basis was like a “diktat”.
Mr Hoyle said one of Mr Richard’s key
recommendations — that “testing and
validation process of apprenticeships should
be independent and genuinely respected by
industry” — particularly upset members.
Mr Richard, a Californian who made his
money though technology transfer, bit back
on Twitter, dismissing the group’s reaction
as “self-interest”. He told FE Week at the time
that his proposals were not “a laundry list”
from which the government could pick the
elements that it wanted.
His findings have since been considered
by the government and Mr Hancock is due to
make an announcement on the its response
later this week.
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FE Week expert

P

resented with the top line figures,
most people would assume the
apprenticeship programme is in fair
shape and they would be right.
In the last academic year, there were
around 520,000 apprenticeship starts,
more than double the number two years
ago.
The programme is also achieving a
healthy gender balance among those
signing up and the government has now
committed to increase its budget from
£715m to £764m over the next year.
But on closer inspection, while it is
difficult to conclude the programme is
broken, it still might need some fixing if it
is to deliver the expectations heaped on it.
If the programme is divided into its
constituent parts of learners, employers,
training providers and government, it is
clear it is not yet delivering for business
in some major areas.
In the recent Pearson/CBI skills
survey, businesses told us they felt
marginalised and wanted a greater
ownership over the programme. Indeed,
39 per cent of employers thought having
the apprenticeship grant paid directly to
them would increase participation in the
programme.
This was the second most popular
response — after ensuring the
qualifications design was more relevant to
business need.
So there is certainly merit in pursuing
this idea, but we need to make sure any
new funding mechanism, announced

as a result of the current consultation
on apprenticeship funding, is easy to
administer and appealing to every size of
business.
A pilot could help test how well new
mechanisms deliver these desired
outcomes.
The Pearson/CBI survey also found the
programme was not delivering what is
wanted by all sizes of employers.
Only 23 per cent of small and mediumsized enterprises (SMEs) that responded
are currently taking on apprentices.
This compares to nine in 10 companies
with 5,000 or more employees. On a more
positive note, the survey found training
providers are becoming more responsive
to business needs and on almost every
point researched, employers are becoming
more satisfied with the training delivered

“

A pilot could help
test how well
new mechanisms
deliver desired
outcomes

by external providers.
We need to make sure any change
embraces and builds on the relationship
between provider and employer.
In relation to the government, the
programme is not doing as much as it
could be in addressing the stubbornly
high levels of youth unemployment. Some
people could be alarmed to learn that
despite the overall rise in participation in

the programme, the number of under-19
starters fell in the last academic year,
while those starting who were aged 25 or
over went up by around 50,000.
This has resulted in only 25 per cent of
all starters being 19 years old or under.
In addition, the government has
publicly set itself the goal of wanting to
play a more strategic role in supporting
the growth industries of the economy and
ensuring it has the right skilled labour
force to drive growth.
More than half (52 per cent) of all
apprenticeships that started in the last
academic year were in the business
administration or retail sector.
While these sectors are crucial to the
economy, more could be done to encourage
a greater number of starts in other
areas key to future growth, including
life sciences and information technology,
as highlighted in the government’s
Industrial Strategy.
At present, information technology has
only a fifth of the starters of the retail
sector, with numbers actually declining
last year.
Lastly, we need to ensure the
programme is delivering for learners.
This means the skills and experiences
they accrue during their apprenticeship
must lead to rewarding and valuable
careers.
To do this we need to create better
mechanisms that capture an apprentice’s
experiences and the value gained from
doing an apprenticeship.
This data could help determine the
effectiveness of different programmes,
which would in turn encourage others to
consider an apprenticeship.
Whatever system is put in place, as

Apprenticeships Tax Credits

On the cost of implementing tax
credits: “The system will require
significant expenditure on software to
allow the PAYE system to be used for this
purpose — a function it was not designed

“

It is hard to see
that the risk
posed to the
continued growth
in high quality
apprenticeships
is justified

to accommodate – and we have seen no
hard evidence to suggest that the required
government investment is likely to yield
an effective return in terms of additional

employers signing up to take on apprentices.
“Government research published in
summer 2013 on the use of tax incentives
for apprenticeships in other countries
said they don't do much to increase
training spending among employers who
rarely, or never, invest in their staff.
“It also said government funding
would be less carefully targeted and
fewer apprentices are likely to complete
programmes.
“If we go down the PAYE route then
one size will have to fit all given the sheer
scale of the investment, which doesn’t
seem to make sense.”
On the wider aims of PAYE reform:
“We do not know whether it would
improve the level of esteem for apprenticeships, increase employer ownership,
or lever further employer investment in
apprenticeship delivery.
“These are the things the government

Apprenticeship rush
‘needs to be avoided’

Scheme must
cater for all
businesses

Government proposals on
apprenticeships include one in which
funding goes through employers. It’s a
principle John Allan agrees with, but
he thinks the options on the table still
aren’t right.

The Forum of Private Business rejected
apprenticeship tax credits in its formal
submission to the consultation.
The business support organisation
focuses on the growth and profitability of
small businesses, which it feared would be
failed by PAYE.
Fionnuala Horrocks-Burns (pictured),
education and skills policy adviser for the
Forum of Private Business, explained the
organisation’s views:
She said: “The PAYE model received some
support among our members, but for the
very smallest businesses, many of whom the

T

a result of the current consultation
on apprenticeship funding, it must
incentivise some behaviours and
discourage others.
It must address the imbalances which
currently exist, without devaluing the
brand which has been painstakingly built
up so far.
It must not slow the momentum of a
programme which is delivering valuable
skills to over half a million new starters
each year.
It also needs to protect the providers
and courses so many businesses value.
In short, it should not try to remake a
programme which in many respects is not
broken, but at the same time put in place
the mechanisms to fix it. While this will
not be an easy task, the importance of
getting it right could not be greater.
David Phillips, managing director of
Pearson Work Based Learning
and Colleges

PAYE not cost effective way to increase employer ownership
The Association of Colleges (AoC)
represents and promotes the interests of
colleges. Its members include general and
tertiary FE colleges, sixth form colleges
and specialist colleges.
The AoC’s chief executive Julian
Gravatt (pictured) raised concern with
FE Week about a lack of accountability
for government funding, if all cash for
apprenticeships was given to employers
through tax credits.
He also cast doubt on whether the
proposals would lead to an increase in the
number of firms taking on apprentices.
These were his views:
On his concerns over a lack of accountability: “Tax incentives might usefully encourage small companies to consider apprenticeships, but there are big
risks in handing over the entire apprenticeship budget of Her Majesty's Revenue
and Customs to employers to administer.
A mixed model makes more sense.
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Apprenticeships aren’t broken but system might need fixing
David Phillips explains why reform
is needed to ensure trainees learn a
broader set of skills to suit businesses’
needs.
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appears to be seeking to achieve, but PAYE
would seem to be an expensive and scenic
route to these goals, when there could be
other more cost-effective ways of achieving the same end.
“All in all, it is hard to see that the risk
posed to the continued growth in high
quality apprenticeships is justified by the
uncertain and unproven benefits, especially at a time of high youth unemployment
and tentative economic recovery.”

he Federation of Small Businesses
(FSB) believes the best approach for
apprenticeships would be a more demandled system that ensures training is tailored
to suit the needs of businesses.
The FSB has long said that the best way
to make the system more effective is for
government funding to be routed through
employers rather than being paid directly
to training providers.
The current apprenticeships system
has been subjected to constant change
which has undermined its brand and led to
confusion.
While the current system is not ideal,
it is vital not to rush into an imperfect
solution. Indeed, detailed thought must
be given to ways in which apprenticeship
candidates, employers and training
providers will be affected by any changes.

“

The reality is
many small
businesses cannot
afford to pay the
full cost of the
training upfront

The FSB has said government must take
its time with any reforms. It must think
through the implementation in order to get
it right first time and create a system that
will last for decades to come.
Unfortunately, proposals laid out by
government in the current consultation
take a simplified view of apprenticeships.
Furthermore, in their current form they
appear to breach some of the key points we
consider imperative to make this system
work for small and micro businesses.
Current proposals seem to suggest
government aims for the employer to pay
the full costs in advance of government
payback.
The reality is many small businesses
cannot afford to pay the full cost of the
training upfront, even though some of it
will be recovered. This would damage cashflow and put small firms off engaging in
the system.
We are also concerned that current
proposals may potentially lead to a sudden
and significant increase in costs which
small and micro businesses cannot absorb.

Moreover, we are concerned about the
proposals for payment on results.
Small businesses are already left out
of pocket if an apprenticeship ends
prematurely, and payment on results
could compound the financial pain felt by
businesses in these circumstances.
Routing funding through employers
should offer many long term benefits. It
would make employers more involved
in vocational education, and lead to
providers being more businesslike and cost
conscious.
We believe government must continue
to be as generous as it currently is in its
contribution towards apprenticeships,
while also fully-funding the training
element of apprenticeships for 16 to
19-year-olds.
This group in particular can be seen as
far riskier to take on for a small firm as
they lack experience and skills of older
apprentices.
Establishing government funding
through the business puts the employer in
charge and we believe that over time this
will make them more engaged. The FSB
believes they will have much more success
at getting the training they want, rather
than what a training provider can deliver
cheaply.
To sum up, the FSB is a keen supporter
of the principle of routing apprenticeship
funding via employers. However,
combining this change with a requirement
to prefund providers and potentially
increasing costs will reduce employer’s
engagement in the apprenticeship
programme.
We urge government to take its time with
this proposal and ensure the best possible
outcome, not just for the apprentice but for
the small business too.
John Allan, national chairman of the
Federation of Small Businesses

Forum represents, this system would be unworkable because their PAYE liability would
be insufficient to cover apprenticeship costs.
“Small businesses are time short and
often do not have formal HR departments.
“Any model of employer routed funding
must work for both the small employers, as
well as the large corporate bodies.”

New scheme
could cut out a
lot of funding
bureaucracy
The chairman of the Business, Innovation
and Skills House of Commons Select Committee supports the plans.
Adrian Bailey (pictured), Labour MP
for West Bromwich West, thinks bringing
funding under the tax return system could
cut red tape currently discouraging smaller
firms from hiring apprentices.
He said: “I think PAYE could be a good
idea because one of the main barriers to
small businesses taking on apprentices is the
bureaucracy involved.
“If they found a way to do this through the
PAYE system, then it could remove a lot of
those concerns.

“You have to balance the need for accountability of spending with the need for greater
flexibility.
“They will have to make sure that this
does not actually create more red tape, as
that would put small businesses off.
“Small business — the sector that has the
most potential for growth in future employment — is the sector that currently struggles
most to take on apprenticeships. This is certainly an idea that I think is worth looking
into. It could definitely lead to more small
companies taking on apprentices.”

Familiarity will
encourage more
businesses to
hire apprentices
The Confederation of British Industry
(CBI) has thrown its weight behind the
PAYE system.
The body, which is the one of highest
profile UK business lobbying organisations, thinks firms will appreciate using
the familiar tax return process.
Neil Carberry (picured), director of employment and skills, explains why the CBI
is backing the PAYE model in thier formal
consultation response.
He said: “The model we favour for routing apprenticeship funding through the
employer is via the PAYE system.
“A tax mechanism addresses the policy
concern that cost is a barrier for busi-

nesses and would enable businesses to hire
and train apprentices throughout the year,
claiming back parts of the cost through
tax relief on a regular basis.
“Using existing processes familiar to
every business, regardless of size, this
model has the strongest potential for
simplicity.
“The CBI notes Jason Holt, chief executive of Holts Group of companies and
leader of an independent government review into boosting small business uptake
of apprenticeships as a public supporter
of the move to the PAYE model, citing its
potential to raise access and awareness
among smaller firms.”

Employability:
your key to success
BTEC Apprenticeships

Why choose the BTEC Apprenticeship?

Pearson oﬀers you the greatest range of sectors of any
Awarding Organisation, with over 35 sectors and over 200
individual frameworks. BTEC Apprenticeships build on the
recognised and trusted BTEC qualiﬁcation, which is based
on the core values of quality, ﬂexibility, employability and
progression.

• Employer-led qualiﬁcations that meet the needs
of industry

Learners can progress from a Pearson Traineeship or
Study Programme to a BTEC Apprenticeship and on to a
BTEC Higher Apprenticeship or Higher Education.

• Assessment workbooks that help to streamline
assessment, by using holistic activities to generate
evidence across the whole Apprenticeship,
observations and professional discussions

• Holistic delivery with a choice of assessment methods

GET IN:

to Apprenticeships,
work and learning

• Delivery guides containing a wealth of practical
information, written by sector specialists, including the
induction process, skill scans and holistic assessment

• A robust quality assurance model supported by
dedicated Apprenticeship Standard Veriﬁers

To receive a free copy of our employability pack,
with an overview of Pearson products and services:

Call us on: 02476 518976
Email: wbl@pearson.com

Main Imgae courtesy of WorldSkillsUK

• Web based support for learners and assessors
with digital versions of the workbook assessment
documentation

Contact us
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Seconds out...two big hitters square up over PAYE
How it could work

T

he UK Commission for Employment
and Skills (UKCES) publication Funding Apprenticeships through Pay As You
Earn (PAYE) put forward the argument
that employers should be paid through the
tax system.
It claims the arrangement would bring
simplicity, familiarity and flexibility, as
employers would be able to start training
apprentices throughout the year, according to the UKCES.
It argued that a change in the tax system
would be a long term benefit and bring
stability to the apprenticeship scheme,
adding that changes to tax reach all businesses and making it easier to take on
apprentices.

“The employer, or a provider on their behalf, would register the apprentice via
an online system with BIS. This would provide BIS with information about the
apprentice including their age, framework, level of study etc and key information
about the employer, in particular its PAYE reference number. This in turn allows
BIS to notify HMRC that the employer can start to reduce its PAYE / NI contributions and determines what the government contribution should be (i.e. which
band or which co-funding rate).
“By October 2013 all businesses will be required to provide information to
HMRC on a monthly or weekly basis (this will depend on the employer’s payroll
arrangements). This change is known as the shift to Real Time Information (RTI
and it should allow the shift to employer routed funding to be much more flexible.
Under this system employers with apprentices would simply enter the monthly
amount they are entitled to deduct in a box on the RTI / PAYE system.
“This would most likely form part of the “Employer Payment Summary” (EPS)
return which is used if an employer wants to recover statutory payments (statutory maternity pay (SMP) or statutory sick pay (SSP) for example), Construction
Industry Scheme (CIS) deductions or the National Insurance Contributions
(NICs) holiday for start-ups. These monthly amounts would most likely be greater
than the monthly employer NI payments for an individual apprentice and so
reimbursements would be offset against an employer’s total PAYE and NIC liabilities. Where PAYE liability is insufficient to cover apprenticeship costs (this
could occur for the smallest employers) a direct payment from HMRC, again
similar to that operated for SMP, would need to come
into effect. Once the apprenticeship is completed and
the apprentice has passed the final assessment the
employer and the provider would notify this and
a final outcome payment (deduction from NI) of, for
example, 20% of the total cost would be released. The
purpose of this is to provide an incentive for all parties
to complete the apprenticeship.
“This process would also enable BIS to notify HMRC
that normal PAYE / NI payments should resume.”

August 2013

Michael Davis chief executive of the UKCES

What is the

?

With its head office in London, the UK Commission for
Employment and Skills is an
executive non-departmental
public body with a regulatory
function.
The Cabinet Office guide to
public bodies says the UKCES:
"provide strategic leadership
on skills and employment issues.
“Led by commissioners from
large and small employers,
trade unions and the voluntary
sector, it aims to raise skill
levels to help drive enterprise,
create more and better jobs
and economic growth."
In 2012 the UKCES recieved
£65.5m from the Department
for Business, Innovation and
Skills and employed 101 fulltime equivalent staff.

What is the

?

With its head office in London, the Edge Foundation is a
company limited by guarantee, and a registered charity.
The Edge website says: “In
May 2003 the examinations
organisation Edexcel was sold
to Pearson.
“The money went to a holding
charity, the Edexcel Foundation. The trustees decided it
should promote practical and
vocational learning and in May
2004 it was officially renamed
the Edge Foundation. As such
we are entirely independent.”
Edge’s principal source
of funding is its long term
investment fund. At the end
of 2012 this was valued at
£31.8m and in that year it employed on average nine fulltime equivalent staff.

Up till now, successive governments have not seriously doubted the value of
subsidising apprenticeships.
However, it seems certain that apprenticeship numbers will fall drastically
if the government goes ahead with its current proposals.
The government knows this: after all, they commissioned the research.
So why have they proposed such risky reforms?
Here are some possibilities:

* Perhaps it is a thinly disguised way of cutting expenditure on apprenticeships at a time when public finances are under severe pressure.

* Perhaps it is a way of making the apprenticeship system more efficient by

calling employers’ bluff: if employers truly value training, they will pay; if
they don’t, they won’t.

* Perhaps the government wants to reduce expenditure on adult apprenticeships in order to increase subsidies for apprentices aged 16-24 and/or the
Apprenticeship Grant for Employers.

It does seem plausible that the government wants
to reduce expenditure on adult apprenticeships,
particularly in sectors where returns on apprenticeship investment are weak.
It is by no means certain that the largest reductions will occur solely in sectors showing signs of
deadweight.
Other risks include the loss of specialist training in some sectors and
geographical areas, fraud and abuse.
David Harbourne director at the Edge Foundation

Edge Foundation submission to government

‘The tax system will offer more stability to employers than
grant systems as well as raise the profile of apprenticehips’

Hardwiring — A move to tax/National Insurance
would “hardwire” apprenticeships into business
behaviour, in the same way that maternity pay
is hardwired into current business practice. Tax
changes have been shown to be an extremely powerful mechanism to influence employers (the example
of research and development tax credits is the clearest example).

But there is still room for improvement. Any
changes to tax policies for employers are extremely
high profile, and so this is likely to raise awareness
of apprenticeships further. A PAYE based system
would be presented to all employers all of the time
and this could act as a powerful awareness raising
mechanism.

Familiarity — The tax system, PAYE specifically, is
something that all employers use and are familiar
with. Every employer pays payroll tax and is used
to claiming reliefs via the payroll, most obviously
statutory maternity pay and statutory sick pay.

Stability over the long term — A common
critique of skills policy from employers is that
it changes constantly. A change that puts buying
power in the hands of employers through the tax
system would represent a commitment to long-term
stability, as the tax system is not and cannot be
subject to constant change in the same way that a
standard government budget can be.

Awareness — Apprenticeships enjoy good awareness among employers with 15 per cent currently
involved and a further 25% saying that they had
good or very good knowledge of apprenticeships.

It would allow employers to be more certain of the
system over the long term and allow them to plan
and invest on this basis. Stability and predictability
are key issues for small and medium sized enter-

he Edge Foundation, a charity which
promotes vocational education, published Apprenticeship Funding: Heading
the Wrong Way? in June.
The charity argued that employers should
not make any financial contribution
towards apprenticeship training, instead it
should be fully subsidised by the government.
At present, only 22 per cent of employers
make contributions, according to Edge.
It used research commissioned by the
Department for Business, Innovation and
Skills, which suggests that if the state
subsidy was reduced to zero, apprentice
numbers would fall by 85 per cent.
The alternative, argued Edge, is directing public subsidies to where they would
achieve results.

‘A dangerously blunt
instrument to cut funding’

UKCES submission to government

The UKCES has listed the advantages as:

T

‘It is going to be very difficult to prevent or detect smallscale fraud and the system may also be open to abuse’

prises.

The government’s
proposals for
reforming apprenticeship funding will
create turmoil in the
market for apprenticeship training and assessment.

Apprenticeship profile
within organisations decisions about tax and
investment are made at a
senior level in most businesses, while skills and
apprenticeship decisions
are not. A shift to tax would
position investment in
apprenticeships alongside other investment decisions.

The Skills Funding Agency
will have its work cut out
to deter and detect fraud by
unscrupulous providers.
Unscrupulous employers,
too, may be tempted to make
fraudulent claims.
If the government opts for a
system in which employers

Michael Davis
chief executive of the UKCES
David Harbourne
director at Edge

submit claims via a bespoke IT system or the
PAYE system, as many as 200,000 employers
may end up making regular claims. With the
best will in the world, it is going to be very
difficult to prevent or detect small-scale fraud,
and to distinguish it from genuine mistakes.
The system may also be open to abuse. For
example, the government’s consultation paper
makes it plain that funds will only be released
after employers have made payments to their
chosen providers.
What is to prevent employers and providers
signing side agreements to get round this
requirement?
For example, training providers might promise to reimburse the employer contribution
after the government’s share has been paid.

How would the government prevent or detect
this?
While many employers will refuse to contribute towards training and assessment costs
which were previously 100 per cent funded by
the state, others might be open to the idea.
Even then, they may struggle. Under two of
the government’s proposed options, employers
would pay 100 per cent of all external training
and assessment costs and recover a percentage later.
Cash flow is often a major concern, especially
for small firms — this would make matters
worse for them. So would a decision to withhold refunds when apprentices leave their
employers before completing their apprenticeships.
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Tax credits a hot topic with FE We ek in the Mother of Parliaments
Electronic voting results

Proposals for apprenticeship tax credits were the subject of a passionate FE Week debate hosted by Shadow Skills Minister Gordon Marsden in the House of Parliament
(pictured below). The event was attended by more than 120 people from across the FE and skills sector. Attendees voted (see results far right) and here’s what some of our
high profile speakers said about apprenticeship funding and the wider issues surrounding the government consultation that closed on October 1, 2013.

1. Which proposed apprenticeship payment model do you support?

Ann Komzolik, executive director of business development,
North West Kent College:
On her concern for the welfare of
apprentices: “I’ve got no experience of
PAYE, but I’m a little bit concerned with
how this is all going to come out in the
future. My main fears I guess are for the
apprentices.
“In my experience, a lot of them don’t
actually stay with the same employer —
they move them around.
“If you’ve got an employer managing
the funding, who’s going to actually
manage the welfare of the apprentices?
“If the apprentice decided it wasn’t
quite right for them to work in that
particular organisation and they
wanted to move onto another, what
would happen then? Who picks up
the tab in terms of the employer
contribution? Does the money move
with the apprentice? I’ve got some
concerns about that.
“Also, what’s going to happen in
the short-term when we’re trying to
make a decision on where to access the

funding, without actually knowing if
the frameworks are going to change
significantly or not?”
On the loss of control for colleges
over funding: “My main concern
about the way funding arrangements
are going, from a college perspective,
is that obviously as a training provider
I’m no longer going to be in control
over what I can and can’t do with an
employer.
“If, for example, from a college point
of view, I had 750 apprentices last year,
in 12 different sector areas, with 650
different employers.
“At the moment, I could for example
see this working really well — in
funding terms — with a large employer,
who has a load of more control over
apprenticeship numbers and what they
could deliver in groups.
“After the proposed changes, I can see
me having to tear around everywhere
trying to sort out an agreement of some
sort with all my individual employers,
to deliver a programme of training that
actually meets their specific needs.
“I must admit, I’m quite worried
about that.”
On co-operation between employers
and training providers: “In response
to a lot of things said about making
sure employers have control over
apprenticeships, I think good training
providers should be talking to your
employers in that way anyway.
“I know I go in and see my employers
and we talk about a whole range of
skills that are required.”

Gordon Marsden, shadow
skills minister
On the timing of the consultation:
“I think it was unfortunate that this
consultation was mostly held over the
summer recess.
“It didn’t give any of us in parliament
much opportunity to put questions
to the minister, which would’ve been
helpful, even if not to the cost of the lord
chamber, although he did have fierce
questions to fire the day before the recess.
More importantly, I don’t think it was
necessarily the best time for other people
in the FE sector.”
On why the government is reviewing
funding arrangements: “The truth
of the matter is the government
felt compelled to commission the
Richard Review because of the major
concerns that had been expressed over
apprenticeships and that coincided with
this government’s expansion of the
programme.
“There was also the Jason Holt Review,
which looked at how to assist small
businesses access the apprenticeship
scheme, because many of them felt unable

or unwilling to sign-up in its present form.
“Those figures for take-up among small
and medium-sized enterprises remain
quite stark.
“The key issue now is ‘what is blocking
peoples from taking on apprenticeships?’
and how can a system to be reached to
improve the situation.”
On the need for long-term continuity:
“I am always being told as a shadow
minster, in this and other areas, people
want certainty and continuity.
“They don’t want every set of
regulations being superseded by another
one in a year’s time. “So we really should,
I think, be looking at a funding structure
that will last maybe not a generation but
certainly five, 10, or one would hope 15
years into the future. If you look at what
our competitors are doing — where they
have built their strengths and bases on
apprenticeships — they have operated on
that long term basis, so that also means we
should be looking at the way the world of
work is going to change over the next 10 to
15 years.
“All of these options today — even the
PAYE model — are government-related,
working very much to a traditional
mechanism.
“I’m disappointed there is no reference
in this consultation to the alternative
possibility of apprenticeship funding
being distributed perhaps by a regional
or sectorial approach, even though that
would represent how many employers
organise themselves. That would also
help draw in small businesses by utilising
supply chain relationships.”

At the start of the debate

Michael Davis, chief executive
of the UK Commission of
Employment and Skills

Direct (model 1) definitely
Direct (model 1) maybe
PAYE (model 2) definitely
PAYE (model 2) maybe
Provider (model 3) definitely
Provider (model 3) maybe
None - leave unchanged
Something different
Don't know

10%
9%
7%
16%
13%
13%
22%
1%
8%

At the end of the debate
20%
23%
26%

Direct (model 1) definitely
Direct (model 1) maybe
PAYE (model 2) definitely
PAYE (model 2) maybe
Provider (model 3) definitely
Provider (model 3) maybe
None - leave unchanged
Something different
Don't know

2%
3%
2%
24%
9%
10%
16%
16%
7%

6%
27%
20%

2. Should employers have to make cash contributions for 19+ apprenticeships?
At the start of the debate

On comparing the proposal with
other forms or tax credits: “For those
of you who are sort of familiar with how
PAYE works, I think it’s worth looking
at how simply something like sectioning
maternity pay is to administer, within a
payroll.
“Now, clearly, you couldn’t just have
one rate, which is affectively what you
have with statutory maternity pay, but
PAYE represents an opportunity to really
simplify how we can do things.
“It’s also worth thinking about the
research and development tax credit
introduced by the previous government
in 1999.
“It started out as something that was
only available to small businesses and
over time has been expanded out.
“Now it’s embedded into how businesses
think about how they invest in research

to be there for the long term.
“We could instil the same line of
thinking about apprenticeships into our
PAYE system — normalise it into all of
our collective thinking and actions.
“PAYE is something all businesses are
familiar with. The argument to be made
in favour of PAYE will revolve around
employer and employee relationships,

“The case was first made for using PAYE
as a mechanism for creating good jobs for
young people back in 2011.
“What was driving thinking then — and
I still think it still stands now —was the
structural going on in the labour market
for young people.
“What you see is a change in the labour
market, the death of the Saturday job.

the absolute gold standard pathway into
work. Yet, while lots of small businesses
do provide apprenticeships, in the overall
mix we still have a long way to go to make
them seem the norm.
“I think it’s really important that we flip
how we think about apprenticeships and
see them as something that exists in our
labour market rather than sort of seeing

and development.
“It’s just there in completion policy and
innovation policy. That’s something now
that’s just a constant, I think will continue

thinking about the change in nature of the
labour market for young people and really
empowering employers.”
On the history of the PAYE proposal:

“You hear all the time about the decline
of entry-level occupations for young
people.
“Apprenticeships have to be seen as

them as a training programme.
“If we were to do that, it’s really
important the employer is able to take real
ownership over that apprenticeship.”

At the end of the debate

Yes (any amount)
Yes (£300 or more)
Yes (30% of full funding)
Yes (50% of full funding)
Yes, but only for low priority sectors
No, there should be no requirement
Don't know

21%
7%
17%
8%
8%
31%
3%

Yes (any amount)
Yes (£300 or more)
Yes (30% of full funding)
Yes (50% of full funding)
Yes, but only for low priority sectors
No, there should be no requirement
Don't know

35%
7%
21%
10%
3%
19%
1%
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PAYE incentive a hard-sell to small businesses
The Association of Employment and Learning Providers (AELP) fears the extra hassle
of having to claim back funding through
tax returns could put small firms off hiring
apprentices
AELP represents the interests of a wide
range of organisations delivering vocational learning and employment support.
The majority of its 650-plus members are
independent providers from the private and
third sectors, but it also represents colleges
and Sector Skills Councils.
The influential body rejected PAYE in
its formal submission to the government
consultation and Stewart Segal (pictured
right), chief executive of AELP, spoke at
length on apprenticeship tax credits during
a webinar at the Department for Education,
hosted by FE Week’s editor Nick Linford, on
September 26.
These were Mr Segal’s views:
On the effect the PAYE plans would
have on small businesses’ approach to
apprenticeships: “We all know how difficult it is to sell a proposition like apprenticeships to a small business.
“If you’ve got to go in there and say to
them ‘you’ve got to have a contract with
a government body and register. You also

system might work, but if you’ve got a
small business, where the owner does the
tax returns, it’s doubtful.
“If there was proof and evidence the new
system was going to be simple to use, then
you’ve got half a chance. But there was very
little detail about this in the consultation.
“It’s not clear if the employer can reclaim
the VAT. It may not yet be an issue, but it’s
just another thing you’ve got to explain to
the small and medium sized enterprises.
Then they will feel like they’re paying more
tax again.”
On comparisons between the new proposals and the current system: “I think
[PAYE-based] contributions towards the
cost of apprenticeships, or any work-based
training would be much more complex.
“The consultation has missed a lot of the
subtleties around how an apprenticeship
happens.
“Doug Richard accepted that anyone who
takes on an apprenticeship is already making a huge contribution.
“They’re paying the wages, they’re going
through the selection process and they’re
talking to the provider in terms of the
training.
“We all accept that probably 80 per cent

“If
businesses
want to contribute, they’ll
say ‘fine, we’ll
provide a mentor,
we’ll provide ongoing
assessment and a huge
amount of equipment. But to
be honest, if we have to invoice
you for £200 a month, that’s crazy’.”
On AELP’s attitude to change:
“We are not just pushing for the status

need a contract with a training provider,
you’ve got to hand over money month-onmonth and collect that money back from
the tax system’, then it’s really not an easy
sell.
“Whether we like it or not, there will be a
barrier. They are not going to want to take
on the bureaucracy of adopting the new
system. It just won’t happen.
“If you’ve got a large employer and
they’ve got a team dealing with tax, this

of all learning is done on the job and the
costs add up.
“I think there does need to be a better
contribution from employers, who need to
be much more aware of how much they pay
towards apprenticeships.”
On concern over excessive bureaucracy: “What you don’t want to do is create
some bureaucracy around searching for the
invoices and making them go through an
invoicing process.

quo. We have over the years pushed for all
sorts of changes within the system.
“We think employer-involvement should
be very much part of Ofsted and other
inspections and we believe it should be
tracked.
“There are lots of simplifications to the
funding system for apprenticeships that
could be made and we would really like to
make employers feel at the centre of that
system.”

Tax breaks for training is ‘strange’ English idea
Omar Luthi (pictured) is director of
undergraduate programmes at the HSO
Business School, in Switzerland.
He is an expert on how apprenticeships
work across the continent and views tax
credits for apprenticeships as an alien
concept.
This is because Switzerland, Austria
and Germany run highly successful
vocational training systems, with between
three and four times as many apprentices
as in England.
However, their schemes are still tightly
regulated and directly funded by the
public sector.
These were his views on the proposals
for England:
On tax credits for employers: “I find
a PAYE tax dedicated to apprenticeship
fundings rather strange.
“Apprenticeships reduce the rate of
unemployment of young professionals and
increase the quality of vocational work
and with it the quality of services and

products within a country.
“The country benefits from such a
system on a macro-economic level, just as
much as a country benefits from national
security.
“Would it not seem strange if someone
came up with the idea to fund the armed
forces or police force through a PAYE tax
system dedicated to these specific causes?
“I think this must reflect certain
cultural differences between our
countries over our different approaches to
vocational training.”
On the funding system in
Switzerland: “Our system is twofold.
For on-the-job training, it is the company
that funds the workplace, monthly
apprenticeship compensation and social
security.
“Several studies have proved there
is a positive return on this investment
for companies, even during the
apprenticeship, before they become fully
fledged employees.

“The vocational school training —
which is the equivalent to college training,
in England — is paid for by public funds
at state level. This is financed through
taxes.
“However, our country does not have a
specific PAYE tax dedicated to vocational
education.
“In Switzerland, we understand
education – academic or vocational
— as a macro-economic driver and it
is seen as the duty of the states and
federal government to provide necessary
educational infrastructure and systems.
“The reason for the strong vocational
training systems in Switzerland — as well
as in Germany and Austria — is not only
that they are federally regulated.
“Just as important is the fact that
following an apprenticeship, young
professionals have a wide range of
options to continue in higher vocational
education. Apprenticeships are really just
the starting point for promising careers.”
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Significant cultural shift needed for tax credits to succeed
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FE Week consults the tax experts

So what are the pros and cons of
apprenticeships tax credits and how
will the system work?
Jane Scott Paul (pictured right),
chief executive for the Association
of Accounting Technicians (AAT)
provides an in-depth review of the
advantages and disadvantanges of
the PAYE proposal.

“We do not believe the three options
and the three principles that they
are based on will deliver the improvements to the system we would
all support.
“Maintaining a strong and successful apprenticeship programme
is critically important to the future
of the economy and we urge the
Government to re-think before moving ahead with these proposals.
“Until the full implications of the
apprenticeship reforms are known
(to be published in ‘the Autumn’) it
is very difficult to fully understand
all the implications of the funding changes — before any radical
changes are introduced we must all
be confident that the funding spent
on apprenticeships does not decline
from current levels.”

IN PARTNERSHIP WITH

www.feweek.c o.uk

n his review of the apprenticeship
system, Doug Richard clearly stated
the government should create the
right incentives for apprenticeship
training, by placing purchasing power
in the hands of employers.
One of the core criticisms of
apprenticeships up until now has
been that training has not accurately
reflected or been aligned with what
employers need or want.
In order for apprenticeships to be
truly effective, they must become
central to the workforce planning of
business and not an add-on.
The government’s PAYE proposal,
through the Consultation of Funding
Reform for Apprenticeships in
England, would place employers
firmly in the driving seat.
This payment model would
involve providing funding directly
to businesses through the taxation
system.
Employers would effectively
pay training providers for the
apprenticeship training, then recover
the government funding through their
yearly PAYE return.
The model is designed to give
employers more choice in the process
to ensure they receive training that
more accurately reflects their needs.
A shake-up to apprenticeship
funding through the use of PAYE
would undoubtedly bring a lot of
change along with the potential to
deter many — particularly smaller
businesses — from being involved
altogether.
As a result, the question remains as
to whether asking employers to meet
full training costs up-front will drive
investment in apprenticeships, or act
as a disincentive?
The AAT has argued for years
the only way to make a reality of a
demand-led system is putting greater
control of funding in the hands of
employers.
As we’ve seen, the potential
advantages of this do not come
without risks.
It will require a significant cultural
shift and it will be important to ensure
the compliance and audit regime is fit
for purpose.

ADVANTAGES
The proposed PAYE model meets the principle of employer-control.
Employers will buy the training direct from the provider for a price that they
are free to negotiate.
Although the PAYE model requires a new registration database, unlike the
Direct Payment model, it will not require a potentially complex new system for
processing payments to thousands of employers.
Payments will be through an established HMRC system which employers are
already familiar with and has the facility for adjustments around allowances
and benefits.
As an example, this is the route currently used by many employers for
reclaiming statutory maternity pay.
Payments are also generally automatically calculated using specialist
software packages, which reduces the burden for employers.
The model has the potential to improve cash flow for employers, as claims
made are deducted from PAYE owed, rather than having to invoice and wait for
a payment to be made.
The process would naturally become a part of everyday business embedded in
the organisation — rather than sitting as a separate process.

DISADVANTAGES
The primary disadvantage in making employers contribute all payments
up-front is the risk small employers will walk away.
For small and medium sized enterprises in particular, the notion of increased
paperwork and processes in claiming tax back for training apprentices might
be too much.
While large employers have the resources to deal with PAYE, smaller
employers may not be as well versed in the system, or have experience of
maternity pay and similar examples.
The potential advantage of the use of specialist software packages for
calculating PAYE will also be offset by the complexity and cost of updating
software to meet the new requirements.
It’s also worth noting that a considerable number of small businesses
outsource payroll because of a lack of resources or knowledge.
A similar exercise in updating all their systems and processes would be
required.
The advantage of reduced liability mentioned above also carries an associated
risk. That is, what happens if an employer’s PAYE liability isn’t enough to cover
repayments required?
Also, what happens if an employer misclaims the money it is entitled to?
One assumes, an additional funding application would need to be resubmitted
in these instances, adding another layer to an already seemingly complicated
process.
Use of the PAYE system assumes the draw-down will be linked to relevant
employees’ National Insurance number. Not only does this place an absolute
premium on ensuring databases across the funding agencies and HMRC are
properly aligned, it also raises data protection issues around the sharing of
information between departments. Suffice to say, the record of government
in implementing IT database initiatives is at best patchy. There is a simple old
proverb — “he who pays the piper calls the tune”.
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