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Rep: 1415 

Purpose of Report 

The purpose of this report is to provide Committee with an update on the 
Department of Work and Pensions procurement of Flexible New Deal provision 
following on from the report presented to Committee in November 2008. 

This report will highlight the impact that the current economic recession is 
projected to have on the governments new flagship programme in terms of 
volume, finance and structure. 

Background 

As part of the In work, better off green paper published in 2007, the Department 
of Work and Pensions (DWP) proposed to reform the welfare system for job 
seekers. The new system, which will include personalised support from 
specialist providers from the public, private and third sectors, will replace the 
current New Deal programmes for young people and unemployed adults. 

The aim of the Flexible New Deal is to provide greater support to job seekers 
while strengthening the requirements for all those claiming Job Seekers 
Allowance. The Flexible New Deal is a staged model where Jobcentre Plus will, 
in most cases, provide support to all new job seekers. Individuals, who have still 
not found employment within 12 months of their initial claim, will be referred onto 
a local provider. This organisation will provide personalised, more intensive 
support and be financially rewarded for achieving and sustaining an employment 
outcome for the individual. 

A key aspect of Flexible New Deal is the way in which the Department of Work 
and Pensions will procure delivery services. Large multi-million pound contracts 
will be set up covering large regions, often covering multiple local authority areas. 
For the current phase of procurement, two contracts will be let for an area 
covering Lanarkshire, Ayrshire, Lothians and Dumfries and Galloway (1 3 local 
authority areas). Two large “prime” contractors will be appointed to manage and 
deliver the contract across the entire delivery area. The two “primes” will then be 
responsible for developing the delivery of Flexible New Deal programmes locally. 
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This could result in “primes” delivering directly in some areas or sub-contracting 
to existing local organisations in others. 

3. Local implications of Flexible New Deal 

3.1 The procurement of Flexible New Deal contracts presents a number of risks and 
opportunities for North Lanarkshire employability services. Regeneration 
Services are currently pursuing an approach designed to minimise the risks and 
maximise the opportunities. 

3.2 The main risk in relation to Flexible New Deal is that agencies outwith the 
established partnership in North Lanarkshire are successful in securing contracts 
to deliver in the area. This could put at risk the partnership approach currently 
employed through the North Lanarkshire’s Working service and increase 
competition and duplication at the expense of effective delivery. This could result 
in a “two tier” service, where unemployed residents are supported by different 
agencies operating in an uncoordinated and unequal fashion. 

3.3 In order to avoid the scenario outlined above, North Lanarkshire Council and 
Routes to Work Ltd submitted bids to become sub-contracting organisations in 
North Lanarkshire. This would ensure that the partnership approach can be 
maintained and also offer resources which can be used to enhance the service 
offer in the future. 

3.4 A shortlist of ten organisations has been selected by DWP for this contract, 
ranging from those who currently deliver employability services in the contract 
area to others that are new to the UK market. Regeneration Services have, in 
principle, agreed sub-contracts with five of those organisations to provide “end to 
end” delivery in the North Lanarkshire area and are therefore named in their bids. 

4. Recessional impact on Flexible New Deal 

4.1 DWP has revised their estimate of client volumes for Flexible New Deal in light of 
the current economic downturn. DWP has invited all Prime Bidders across the 
country to respond to these increased volumes, based on an estimated increase 
of 320% in client numbers. In the Scottish FND Phase 1 District, this equates to a 
client increase from an estimated 55,600 in the first 5 years of the contract, to a 
revised figure of 180,000 clients within the same period. At a North Lanarkshire 
level this equates to a client increase from an estimated 8,000 to a revised figure 
of 25,920 clients. 

4.2 DWP has requested revised performance offers, although this is in the context of 
seeking a step change in performance over the life of the FND programme. The 
quality of this offer needs to reflect DWP’s continuing aspirations whilst being 
realistic in the context of the current economic circumstances. The original 
aspirations were that 50% of those participating would gain, and still be in 
employment, after 26 weeks. With employment opportunities dissipating at an 
alarming rate, we are now working with “prime” contractors to revise our 
performance offer to a realistic level based on thorough analysis and modelling of 
the current context. 
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In recognition of the increased risk associated with the delivery of large outcome 
based contracts in the current climate the DWP have indicated that they are 
considering increasing the management fee and reducing the outcome 
payments. At a North Lanarkshire level the increased volumes and revised 
financial structures could result in an estimated f 6  - f8m contract being valued at 
f22m - f25m over the contract period. However it should be stressed that these 
are estimated positions that do not reflect contractual values and are subject to 
change over the lifetime of the contract determined by volumes and performance. 

Sustainability implications 

In preparation of our position appropriate professional advice within the Council 
has been, and will continue, to be sought to ensure full consideration of the 
financial and legal implications. 

Tenders were submitted to DWP by prime contractors on the 12'h November 
2008 with an expected announcement in March 2008. As a result of the revised 
volumes and associated financial and delivery implications DWP will not now 
award contracts until May 2009 with the formal contract start date of October 
2009. 

The approach outlined above is intended to ensure that all residents of North 
Lanarkshire who are not currently in employment are able to access integrated 
employability services regardless of either their benefit status or the funding 
sources utilised. 

Conclusions 

If volumes increase by up to 320% we would not be in a position to achieve the 
performance offer that DWP had previously expected. The targets were already 
extremely ambitious in a tight labour market however with the increased volumes 
and decreased number of vacancies it is obvious that more realistic performance 
levels are required. FND was not designed around the current economic climate 
therefore the very clear issue in the delivery of FND is the financial risk 
associated with much higher volumes and proportionately lower outcomes and 
therefore payments. This should perhaps be tempered with the situation we 
currently find ourselves in, which means we have a large pool of recently 
unemployed people who may be easier to assist into albeit fewer employment 
opportunities. 

Recommendations 

It is recommended that Committee: 

0 note the content of this report and the implications associated with the 
revised volumes and associated financial and delivery structures. 

ii) note that further reports will be submitted to Committee updating on the 
competitive contracting process. 
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iii) note that no formal contractual relationships will be entered into without 
full consultation with Legal Services, Finance and approval by Committee. 

Maureen McConachie 
Head of Regeneration Services 

Local Government Access to Information Act: for further information please 
contact Fraser MacKenzie, telephone 01 236 638941. 
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