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1.
Introduction

AMA Research offer a range of services including published research reports, off the shelf databases and a range of ad-hoc or commissioned research services.  There are further details of our range of services at the back of this report and on our web site at www.amaresearch.co.uk. 

AMA Research is a publisher of a wide range of market reports covering the construction and building sector, including the Civil Engineering Market, Public Sector Construction, PFI Market Trends, House building, Education and Healthcare Contracting.  Reports have also been published on the Government’s Building Schools for the Future programme and an overview of the 2012 Olympics Construction and Refurbishment Market. 

This report specifically reviews the State Education Contracting Market, focusing on: 

· Key market trends;

· Structure of the primary, secondary and higher education sectors 

· State funding in the education sector

· Capital investment in the education sector

Topics covered include: 

· Major contractors and consortia involved in the education sector 

· Contractors’ output in the education market; and 

· Education Output - Government targets and progress to date.

In addition, the Report reviews the progress of the Government’s school building capital programme including PFI and the Building Schools for the Future (BSF) and the Academies Programme and provides an update of scheme progress since the 1st edition of this report in April 2004. 

This report gives a detailed analysis of schemes under waves 1-6 of BSF, together with projected investment in the Programme, bidding consortia and anticipated timescales for completion.
In addition we review the structure and reform in the higher education sector, including the impact of rising student numbers on university infrastructure developments, the increasing use of university endowments to fund capital programmes and an in-depth analysis of the growing market for student accommodation. 
Also included is a detailed analysis of the Government’s targets for capital spending in the education sector, an update of construction progress and an assessment of contractor’s output of work in the education market both at the current time and over the next few years. 

2.
SUMMARY

The Government’s drive to improve and upgrade the school estate in the UK is well underway, with planned infrastructure developments set to continue over the next decade. The Government is providing an unprecedented level of capital investment in both primary and secondary schools, to deliver twenty-first century buildings and both schools and local education authorities have received unprecedented levels of funding over the last five years. 
The following table illustrates the major capital spending programmes for various sectors in the education system, together with proposed procurement routes: 

	Table 1: Summary of Major Capital Spending Programmes in the Public Education Sector

	
	Estimated Spend (£billion)

	Capital Programme
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10



	
	Education

	Total Education Investment
	63.2
	68.1
	71.4
	76.6
	78.7 (Fcst)
	80.6 (Fcst)

	DfES Total Investment
	56.3
	60.2
	62.4
	66.2
	

	DfES Capital Expenditure 
	6.9
	7.9
	9.0
	10.4
	

	Higher Education Investment
	
	6.3
	6.6
	7.1
	

	Higher Education Capital Investment
	
	649m
	705m
	738m
	

	Children’s Centres
	
	383m
	426m
	

	Primary Schools
	£9.4 billion ______________________________________________________  2010

	Secondary Schools (Building Schools for the Future)
	Total Programme - £45 billion  _____________________________________  2020

	
	
	2.3
	2.2
	2.2
	

	Academies Programme
	£5 billion ________________________________________________________ 2010

	Schools PFI
	1.2
	2.3
	No targets set for number of contracts signed or schools built. PFI programme is nearing end of its contract stage and is being replaced by BSF.

	Source:  AMA Research/Government Statistics


██    Allocations beyond April 2008 will be included in the 2007 Comprehensive Spending Review (CSR)

The 2004 Spending Review provided further increases in education spending in England by an annual average of 4.4% in real terms, building on the sustained high investment and improved standards achieved in education since 1997. Although this trend is set to continue with overall capital investment in schools expected to rise to £8.1 billion by the end of the next Spending Review in 2010, measures announced in the 2007 Budget indicate that investment in the education sector will slow to 2.5% per year in real terms from 2008, with the Department for Education and Skills receiving a 2.7% increase between 2008 and 2010-11.

The 2007 Spending Review, due in the summer of 2007, will set capital budgets and investment levels for the education sector beyond 2008. 

The school building capital programme has increased more than 7 times since 1996-2007 when capital budgets reached £683m. In 2005-06 this amount had increased to £5.1 billion and there are further increases planned for 2006-07 to reach £6.8 billion and £8.1 billion in 2007-08.  This amounts to a total capital investment of around £28 billion over a 5-year period and represents one of the largest growth markets for the UK construction industry.

However, although progress has been made in tackling the most pressing maintenance problems and in the construction of new schools, there still remains an estimated £8.8 billion backlog of repairs. 

For the contracting industry, education continues to be a booming sector, with the first projects in the £45 billion, 15-year Building Schools for the Future (BSF) Programme now being awarded. Further additions to the Academies Programme are planned or in development across the country and, in the higher education sector, universities and colleges are investing in new facilities. The schools capital programme aims to build 140 new secondary schools and refurbish 95 others every year between now and 2020 and to invest in 400 City Academies by 2010
Building Schools for the Future (BSF) is a £45 billion programme of rebuilding or renewing around 3,500 state secondary schools over the next 15 years. Under the Programme, it is anticipated that by 2007-08 new projects will be underway or beginning in over a quarter of all local authorities and, by 2011, projects will have begun in every local authority in the country and that around 60% of all authorities will have major rebuilding projects (at least three secondary schools) underway. By 2016, major rebuilding and remodeling projects (at least three schools) will have started in every authority. 

In the first wave of BSF, 350 secondary schools were to be rebuilt or refurbished by April 2008, but delays in procurement mean this target is unlikely to be met. With the Programme now in its third year only three contracts, Bradford, Bristol and Lambeth, have begun on site.  

The Academies Programme however, is making good progress on its original target of 200 academies by 2010, with 47 Academies opened and a further 109 projects in development. Over 30 academies are planned to open in each of the next three years, increasing the total from 47 in 2007 to around 150 by 2009. However, in November 2006, Tony Blair announced a doubling of the original 200 target to 400 academies to be opened. No estimates have been given as to the new timetable for completion.  
The Government’s programme of investment and upgrade in the primary school estate is also substantially behind schedule, with original targets to rebuild or refurbish 8,900 primary schools across England by 2020 looking unlikely. The first projects under the Programme are not likely to be start until 2008. 

The PFI programme, which has seen over 800 schools signed across over 100 contracts totaling £3.7 billion is now nearing the end of its contract stage and is being replaced by BSF. The emphasis will now be on servicing existing schools under their agreed maintenance terms and completing those projects still on site. 

The higher education sector in England has an annual turnover of around £15 billion and state funding for universities rose to £6.3 billion in 2005-06 a 7% increase on the previous year. In 2006-07 funds provided by the public sector have reached £6.6 billion and this is forecast to rise to £7.1 billion in 2007-08. As a result of top-up fees, higher education funding per student is forecast to rise by over 30% between 2003 and 2009.   

In addition to this public funding in this sector, however, the Government has stated that it will increasingly look to universities and colleges to make greater use of private finance. Subsequently, the higher education sector now looks towards other sources of funding including straightforward bank credit, tuition fees, income from research grants, capital endowments, the Private Finance Initiative (PFI), outsourcing facilities and student accommodation for conferences, and awards from charitable trusts and private corporations and sponsors.  

Recent expansion in student numbers has placed great pressure upon universities infrastructure and there is a considerable need to address past under-investment and provide additional and appropriate spaces for teaching, research and student accommodation.  Future growth in student numbers is envisaged in the short to medium term and total student numbers are forecast to rise to over 1.5 million by 2008. By 2010, the Government hopes to provide university places for around 50% of 18-30 year olds; however, the introduction of tuition fees in September 2006 in England and Northern Ireland may have a detrimental impact upon the numbers of students subsequently entering the higher education sector over the longer-term. 
Consequently, many universities now have building programmes stretching over a period of many years providing contractors with long-term work, particularly in the student accommodation and sports and science infrastructure sectors.  

Universities are forecast to spend more than £9 billion on capital projects between 2004/05 and 2008/09, much of which is expected to be through PFI. Capital investment from the public sector has also risen from £649m in 2005-06 to £705m in 2006-07. This figure is also expected to rise by 5% in 2007-08 to an estimated £738m. 
The student accommodation sector remains a lucrative market within the higher education sector, and, although highly fragmented, is expected to experience growth in the medium to long term with an increasing number of commercial developers and housing associations operating in the market. Many developers, contractors and investors are seeing a clear opportunity to enter the potentially lucrative student accommodation market.

Around 100,000 bed-spaces have so far been built by private sector developers and operators in recent years, although it is estimated that there still remain around 300,000 spaces owned and operated by the higher education sector, many of which need updating. The total value of student accommodation was estimated to be worth around £17 billion in 2006, of which around 73% comprised university-owned student accommodation and the remainder purpose built privately-owned student accommodation. 

Rising student numbers and the necessity of institutions to attract students through the provision of modern and convenient accommodation is providing long-term work for contractors through both university-owned and leased accommodation projects. Universities will continue to consider a number of options for upgrading and managing existing accommodation, with the number choosing to outsource to the private sector forecast to grow.

For contractors, the education sector continues to be a lucrative one, and is now seen as a potential and attractive growth area for construction companies, with levels of capital expenditure less affected by fluctuations within the economy as a whole.

The long-term nature of the BSF Programme, anticipated over 15 years, is creating a significant volume and value market that makes it worthwhile for contractors to form consortia and invest in the education sector. The private sector is showing considerable interest in BSF and there are currently over 20 consortia bidding for BSF projects. There is so far a diverse spread of expertise within those consortia, with a general shift away from traditional PFI schools, with contractor-led consortia, to those offering more a more balanced representation including ICT and education specialist partners. 

3.
Economic ENVIRONMENT

The general economic environment has a significant effect on the development of the UK Construction market, influencing a wide range of factors such as the level of activity within the private RMI sector, housebuilding, public sector investment, and consumer confidence and spending.

The UK economic climate has enjoyed an unprecedented period of sustained growth and is currently regarded as reasonably buoyant, with confidence in the housing sector still relatively high, balanced by concerns over rising inflation and a continually relatively weak manufacturing background.  

As a result, while the overall UK economic outlook still indicates a reasonably healthy short-term future with steady growth rates, low unemployment and relatively low inflation rates, the Bank of England Monetary Policy Committee were sufficiently concerned about the prospect of excess growth and potentially faster inflation to increase interest rates in late 2006 and again in early-mid 2007.   

The main economic factors that influence the building products industry are outlined below.

3.1
GDP

GDP growth in the early part of this decade was relatively steady at an annual rate of around 2.0-2.25%, while GDP growth in 2004 was more buoyant at 3.1%, though followed by a marked slowdown to 1.8%. 

GDP growth recovered during 2006 reaching 2.7% on the year, which is up on the 2005 level of 1.8%.  As a result, short term prospects are more positive with forecasts at around 2.75 – 3.0% in 2007, though inflation levels are also higher with CPI close to 3% in early 2007, though forecast to fall back towards 2.0% by mid-late2007. 

Medium term prospects are dependent on a sustained worldwide recovery, continued business and consumer confidence in the UK, a controlled inflationary environment and the continuing impact of high and volatile oil and other energy prices. 

One important issue will be how consumers respond to increasing interest rates.  The consumer sector has been buoyant for a number of years in the early 2000’s, though slowed markedly in 2005 / 06. In 2006, consumer spending has recovered gradually with house prices, in particular, developing more rapidly in Q3/Q4, which has continued in early 2007 and this appears to have translated into more buoyant retail spending. This would potentially underpin further growth in the UK economy in 2007, though recent increases in interest rates have been aimed at controlling spending levels. 

3.2
Inflation & Interest Rates

After a period of stability of Interest rates at 4.5%, there was the first increase in 2 years in August 2006 to 4.75%, reflecting some concerns of overheating in the economy.  This was then followed by a further 0.25% increase to 5.0% in November and a further surprise increase to 5.25% in January. While an increase in rates had been anticipated, the timing was a surprise to most economists and reflects concerns at rising inflation and the potential knock-on effects in terms of wages. May has seen a further rise to 5.5% with a general consensus on the outlook for the next move in interest rates indicating that there could be a further increase later in Q2/Q3 2007.  

Underlying inflation rates have been low for several years, typically under 2% over the 2001-2004 period, though CPI rose in 2005 to 2.1%.  In early 2004, the Bank of England moved to the new CPI index and target of 2.0%.  Since that time there has been little indication of any significant upturn in inflation until mid-late 2006 when oil, energy and commodity prices have risen sharply and many raw material prices have been pushed up accordingly, and inflation is currently above target levels reaching over 3.0% in April 2007, though expected to ease back by mid-2007 (with the old RPI measure currently around 4.5% - the highest for over 15 years). 

The following chart illustrates the performance of interest rates and overall CPI throughout the last decade, and provides a forecast to 2009:

Chart 2: Interest Rates and Inflation (CPI) from 1990-2009
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Forecasts for 2007 indicate that inflation should fall back towards target by end of H1 2007, though the major concern is that rising perceptions of inflation will feed into wage negotiations and result in an inflation spiral.

3.3
Unemployment

Unemployment had generally declined steadily as economic growth continued in recent years, to below 3.0% in late 2004, which was the lowest level of unemployment since the mid-1970s. However, the underlying fall in unemployment has now finished and there has been a steady upturn in unemployment from mid-2005 onwards, though employment levels are increasing primarily due to the substantial increase in migrant workers from Eastern Europe in 2005-06. 

3.4
Household Consumption

Growth in overall household consumption has been relatively strong in the 2001-04 period, driven by strong real growth in incomes. In addition, equity withdrawal to fund consumer spending grew rapidly in 2002 - 04, despite the more uncertain economic climate, largely driven by sustained growth in the housing market, underpinning consumer confidence and spending.

In 2005, there was a marked slowdown in consumer spending with higher value household goods particularly affected. Several major retailers in DIY, Clothing, Household Durables etc. reported lower sales in late 2005 and 2006, indicating a much more difficult retail environment, though there are signs of an upturn in early 2007. However, in the building / home improvement sector, many retailers, including Builders Merchants, DIY Multiples and Specialist multiples such as Topps Tiles, MFI, Carpetright etc, have indicated difficult trading conditions, though some are beginning to see some recovery. 

The savings ratio has remained at low levels of around 4-5%, suggesting that the level of consumer confidence remains high, though 2005 witnessed a modest rise in the savings ratio. However, disposable income levels are relatively flat in real terms, reflecting major increases in household fuel and energy costs, and tax levels in 2005 / 06.  Consumer borrowings and mortgages/loans raised against the home have risen strongly in the 2000-2005 period, but have fallen back since mid-2005 as consumer confidence has fallen.  The following chart shows the performance of PDI and savings ratio since 1990 with forecasts through to 2009: -

Chart 3: PDI & Savings Ratio At Current Prices 1990-2009
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3.5
Housing & Construction

Private sector new house-building levels have remained surprisingly low, even though house prices have risen rapidly in the 2000-06 period, interest rates have remained low and earnings are rising. For example, volume completions declined to around 160,000 dwellings in Great Britain in 2001 - the lowest figure for many years – though have increased marginally in 2004 – 05, with further growth towards 200,000 in 2006. The primary reasons for slow growth is not the lack of demand, but a lack of available land and problems in planning procedures to develop new sites.

The increased level of housing required in the South-East in particular over the next few years is beginning to feed through into new housing starts, but it is proving difficult to forecast when this will benefit suppliers of building materials and home improvement products to a significant extent. The issue of housebuilding volumes is now very high on the political agenda with the publication of the Barker Review in early 2004 which highlighted current problems in planning, brownfield developments, landbanks, site skills shortages, lack of modern construction methods etc., which are all restricting the potential to increase volume output. In the medium term, housebuilding volumes are likely to rise, with increasing emphasis on affordable homes and a continuation of the recent trend towards the construction of flats, rather than detached housing.  

The switch from housing to flats has been quite remarkable over the last 5 years. In 2000, flats accounted for around 19% of total completions in Gt. Britain, but by 2005/06 this figure has grown to over 45%, and is well over 50% in the densely populated South East. The share taken by flats is set to rise further in the medium term, reflecting acute shortages of land for development in many parts of the UK. 

House price inflation increased rapidly in 2001-03, reaching annual growth rates of around 30% in late-2002, driven by low interest rates, low unemployment, rising real incomes and a shortage of housing for sale. However, this increase in-house prices was unsustainable, with housing becoming unaffordable to first-time buyers in many parts of the country.  From mid 2004 – late 2005, the boom undoubtedly ended and prices stabilised to a level of around 3-4% up to late 2005. However, 2006 has seen a recovery in house prices, with annual inflation rising to around 10% despite several increases in interest rates. Most forecasts indicate a slowdown in the rate of house price inflation in 2007 – but this was also the view for 2006, which turned out to be inaccurate and figures released up to April indicate no slowdown to date. Affordability levels for first time buyers are very difficult in most parts of the country and it is anticipated that recent changes in interest rates will begin to cool the market in mid-late 2007.

In the non-housing sector, construction output has grown steadily in 2001-06.  Government investment in health and education has been substantial, while the commercial market has also experienced strong growth. 

This growth in Government commitment is anticipated to result in sustained investment in the public sector, which should continue into 2007-09 and provide good market opportunities for non-domestic residential applications in particular, though health sector spending has slowed down in response to funding problems in 2005/06. 

Sectors which are benefiting from increased commitment by the Government include health and education, but also the MOD, further education, prisons, and the Home Office generally. The Government’s commitment has come through increased funding directly, but also through increased private sector funding through PFI, PPP projects and other initiatives such as LIFT or ProCure 21. 

3.6
Population Profile 

A review of the age distribution of the resident UK population is illustrated in the following chart.

Chart 4: Age Distribution Of The Resident UK Population 2001 (‘000)


[image: image5.wmf]7225

7544

7413

9119

7887

7379

5477

6744

4000

5000

6000

7000

8000

9000

10000

0-9

 10-

19

20-

29

30-

39

40-

49

50-

59

60-

69

70+

Quantity


Source: Census 2001

The 40-59 age group predominantly consists of people entering a stage in their life when their mortgage is limited, they may receive inheritances, and females returning to work may increase income.  All of these factors result in this group having the largest potential disposable income.

As the profile of the UK population changes, it will have implications for suppliers of all products.  During the next decade, there will be a smaller proportion of younger, more price-orientated buyers in the market.  This will be coupled with a greater proportion of more affluent buyers in the older age groups.  These developments should benefit suppliers of building and home improvement products in all price segments of the market.

This profile is being impacted by the increasing levels of net immigration in the UK which is now well above 200,000 per annum and, while there are no firm statistics, anecdotal evidence indicates that the majority of the immigrants are made up from younger males.  This will in turn change the profile and weight the younger sections of the population more heavily, particularly if recent levels of immigration continue over any reasonable period of time. 

3.7
Conclusions

In overall terms, the UK economy remains relatively strong, though a little uncertain with recent signs of inflationary pressures and over-heating in the consumer sector, leading to a series of increases in interest rates in between mid 2006 – mid 2007. 

Growth in 2006 recovered strongly from below trend figures in 2005 reaching 2.7% and, despite some concerns of a difficult world economic environment, current forecasts for 2007 GDP growth of around 2.7–3.0% indicate sustained confidence in the economy. 

In view of increases in January and May, interest rates are now forecast to rise further to 5.75% and possibly higher if the recent surge in inflation proves more durable than anticipated. Much will depend on the direction of oil and energy prices and current wage negotiations, as to whether inflation and interest rates start to fall back in late 2007 / early 2008. 

It seems likely that consumer spending and house prices will be constrained by this increase in interest rates, but given that interest rates remain at a fundamentally low level and employment levels remain high, the framework seems to exist for a positive development in the consumer sector. 

In addition, recent data in early 2007 suggests a steady recovery in the house moving market, supported by continued growth in house prices, which if sustained, should feed through into more buoyant spending levels on home improvements in 2007. In the non-domestic sector, sustained investment in health, education and infrastructure spending should underpin construction activity in the medium term, with education a prime sector for growth over the next decade as the Building Schools for the Future programme begins to roll out.

4.
The State Education Sector in the UK

4.1
Structure of the State Education Sector

4.1.1
England and Wales

Education in England and Wales is a divided into: primary, secondary, further and higher education. Compulsory education lasts for 11 years; statutory schooling ages are between 5 to 16 years.  Most pupils transfer from primary to secondary school at age 11 years. However, a system of middle schools also exists where pupils are transferred from primary school at either age 8 or 9 years, then onto secondary education at age 12 or 13 years. 

Most secondary schools in England and Wales are comprehensive; these do not operate a selective entrance system. However, in some parts of England, a grammar school system still operates whereby pupils are usually required to pass an entrance examination based on their ability.

Under the National Curriculum as a result of the Education Reform Act of 1988, four Key Stages to education were established, with National Curriculum tests at the end of each Key Stage as follows:

· Key Stage 1: 5-7 Years (Assessments at 7 years)

· Key Stage 2: 7-11 Years (Assessments at 11 years)

· Key Stage 3: 11-14 Years (Assessments at 14 years)

· Key Stage 4: 14-16 years (Assessment by General Certificate of Secondary Education (GCSE)

Having completed GCSEs, pupils have a choice of whether to continue with further education at school or college or to undertake employment.

4.1.2
Scotland

In Scotland, pupils between the ages of 5 to 16 years receive full-time education suitable to their age, ability and aptitude. After 7 years of primary education pupils are transferred to secondary education, usually around the age of 12 years. 

The 5 to 14 curriculum takes pupils through primary education and 2 years of secondary. As there is no statutory curriculum in Scotland, Local Education Authorities (LEA) and head teachers have responsibility for the delivery and management of the curriculum.

Pupils aged 14 to 16 years take Standard Grade courses. Standard Grade courses are part of a national program where assessments are regulated and marked by the Scottish Qualifications Authority (SQA). 

Further education in Scotland is available through Higher and Advanced Higher education courses taken in fifth (S5) and sixth (S6) years, although this is not compulsory. 

4.1.3
Northern Ireland

In Northern Ireland, every child receives 12 years of full-time education between the ages of 4 and 16 years. In Northern Ireland, the majority of pupils transfer from primary to post-primary (grammar or secondary) school at 11 years of age. It is possible for pupils to apply to a grammar school at this age if they succeed in the entry test (known as a Transfer Procedure test). Grammar schools cater for the educational needs of pupils up to the age of 19 years whilst secondary schools cater for the educational needs of pupils up to the age of 16 years.

4.2
Types of School in the UK

In 2006, there were 8.2 million pupils in 25,199 maintained and independent schools in the UK, with around 91% of pupils taught in maintained nursery, primary and secondary schools; 7% of pupils attending independent schools and 1% attending maintained and non-maintained special schools. The following table illustrates the breakdown by type of establishment:

	Table 5: Education Establishments by Type in the UK - 2006

	Type of Establishment
	Number



	Nursery
	455

	Primary
	17,504

	Secondary
	3,367

	Special Schools
	1,105

	Pupil Referral Units
	449

	Independent
	2,261

	City Technology Colleges
	11

	Academies
	47

	Total
	25,199

	Source: DfES




The following school categories are currently in existence in England:

Maintained

Under the School Standards and Framework Act 1998 there are three categories of school: Community, Foundation and Voluntary.  Schools in all three categories work in partnership and receive funding from LEAs and have to deliver the national curriculum. 

· Community Schools – the LEA employs the staff, owns the school’s land and buildings and has primary responsibility for arrangements for admitting pupils.

· Foundation Schools - the governing body employs the staff and has primary responsibility for admission arrangements. The school’s land and buildings are owned by the governing body or by a charitable foundation. 

· Voluntary Aided - the governing body employs the staff and decides admission arrangements. The school’s land and buildings are owned by a charitable foundation. The governing body contributes towards the capital costs of running the school. Most aided schools are linked to either the Church of England or the Roman Catholic Church.

· Voluntary Controlled - almost always church schools, and the land and buildings are often owned by a charitable foundation. However, the LEA employs the schools staff and has responsibility for admission arrangements.

· Specialist Schools - Any maintained secondary school in England may apply to be designated as a specialist school in one of ten subjects including: Arts (performing, visual or media), Business and Enterprise, Engineering, Humanities, Language, Mathematics and Computing, Music, Science, Sports and Technology.
City Technology Colleges 

Funded directly by the government and offer a wide range of vocational qualifications alongside A-levels or equivalents. They teach the national curriculum with a specific focus on science, mathematics and technology. CTCs have developed close links with employers. They are technically independent schools.

Academies

Academies are publicly-funded independent schools, with the freedom to raise standards through innovative approaches to management, governance, teaching and curriculum. They are being established in disadvantaged areas, either as new schools or to replace poorly performing schools. 

The ‘Academies Programme’ is a £5 billion programme to build 400 new academy schools, run by private sponsors. Academies are established by sponsors from the business, faith and voluntary sectors who contribute up to £2 million towards the capital costs of the new building. The remaining capital costs and recurrent funding is paid by the DfES. The Government aims to establish at least 53 Academies by the end of 2007 and 400 by 2010 – double the figure originally planned.

Pupil Referral Units (PRUs) - run and maintained by the LEA to provide education for children of compulsory school age who may otherwise not receive suitable education, with the focus on getting pupils back into mainstream schools.  

Grammar Schools - select all or almost all of their pupils by reference to high academic ability, but current policy now states that there will be no new grammar schools and no further selection based on the 11-plus. 
Non Maintained Special Schools - not-for-profit, charitable schools, part funded by LEAs through placement of special needs pupils.

Independent Schools - usually funded by fee-paying students and are not maintained by the local authority or central government.

4.3
LEAs – Structure & Responsibilities

The Local Education Authority (LEA) is part of the Local Authority that is responsible for education.  Not all local authorities have LEAs. There are 150 LEAs in England responsible for the strategic management of local authority education services including:

· Planning the supply of school places;

· Ensuring every child has access to a suitable school place or suitable provision 

· Supporting and challenging schools and intervening where a school is failing 

· Allocating funding to schools.

Education authorities also work with local partners, including other local authority services, the health service and police. 

The Dfes allocates resources to each LEA, which is known as Education Formula Spending or EFS. Finance is also raised by local authorities through the council tax, a proportion of which supports the education budget. 

LEAs divide their education budget into the Schools Budget, which is responsible for pupil provision, and the LEA Budget, which is responsible for administration. 

4.4
State Education Funding in the UK

The Government is providing an unprecedented level of capital investment in both primary and secondary schools, to deliver twenty-first century buildings and both schools and local education authorities have received unprecedented levels of funding over the last five years. The 2004 Spending Review provided further increases in education spending in England by an annual average of 4.4% in real terms, building on the sustained high investment and improved standards achieved in education since 1997. Overall capital investment in schools will rise to £6.4 billion by 2008 and is forecast to exceed £8 billion by the end of the next Spending Review in 2010. 

The 2007 Budget also set out a long-term investment programme for education, to ensure rising educational standards and to address future challenges.
The following targets for education were set in the most recent Budget on March 21st 2007:

· In the next few years, investment in school buildings will rise dramatically via Building Schools for the Future
· There will also be a target of six children's centres in every constituency creating an overall number of around 3,500
· Over the next four years, there will be a 25% increase in the funding from the Treasury for science, rising from £5bn this year to £6.3bn by 2010-11. 
· £100m in funding for competition so that Britain can take a lead in science innovation.
· The Department for Education and Skills is to get a real terms 2.7% increase between 2008 and 2010-11. 
· English education’s share of that is 2.5% a year on average in real terms, taking total education spending in England to an estimated £80.6bn by 2010. 
· Cash spending per pupil will rise by a further 20% between 2007 and 2010

· DfES Spending will rise to £66bn in 2007-08, £67bn in 2008-09, £70bn in 2009-10 and to £74bn by 2010-11. 
· The extra £14bn investment in education will go towards providing more one-to-one tuition for 600,000 schoolchildren and would help double the number of apprentices to 500,000.
However, the growth rate for the education sector as announced in the Budget will be well below the average 4.4% annual increase it has received over the past decade, and lower still than current rates of spending growth. 

4.4.1
Total Education Spending

Education is one of the Government’s priority areas for spending and there has been a considerable increase over the last 5 years. Total UK education spending for all sectors currently stands at around £71 billion in 2006-07 and 5.7% of GDP.  

By 2007-08 UK education spending is forecast to rise to £76.6 billion, approximately 5.6% of GDP.

The following chart illustrates the value of total UK education expenditure between 2003 and 2010:

Chart 6: Value of Total UK Education Expenditure 2004-2010 (£ billion) 
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Source: Dfes/AMA Research

Initial projections following the 2007 Budget indicate that education spending will continue to rise at a rate of around 2.5% beyond 2008, although these figures may be subject to change over the next couple of years. This would bring the value of total UK education expenditure to over £80 billion by 2010. 

4.4.2 DfES Funding

Total DfES Spending (Resource & Capital Budgets) was £60.2 billion in 2005-06 (of which the capital budget accounts for around 13%). This is forecast to rise to reach £66.2 billion in 2007-08 (of which the capital budget will account for around 12%).

The following table sets out the Government’s proposed investment for the Department for Education and Skills (DfES) over the 5-year period 2003-2008:  

	Table 7: Dfes Spending 2003 – 2008 (£bn)

	DfES
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08*

	Resource Budget
	50.7
	56.3
	60.2
	62.4
	66.2

	Capital Budget
	3.8
	4.5
	5.1
	6.8
	8.1

	Capital Budget as a % of Resource Budget
	7
	8
	8
	11
	12

	Total Central Government Spending on Education
	57.0
	63.2
	68.1
	71.4
	76.6

	Source: Dfes/2004 Spending Review


* The 2007 Spending Review will set figures beyond 2007-08
Education and training is the second largest area of public spending in the UK, accounting for around 5.7% of gross domestic product (GDP) in 2006. In 2007-08, the resource budget of the DfES - will be around £66 billion, of which around:

· £41.2 billion will be spent on schools - equivalent to around £5,500 per pupil

· £9.5 billion will be spent on further education, adult learning, skills and lifelong learning

· £9.1 billion will be spent on higher education – an average of around £4,910 for each full-time student

· £3.4 billion will be spent on support for children, young people and families, for example 2,500 Sure Start Children’s Centres by 2008

4.4.3
Spending by Function

There has been increased emphasis on capital investment in education and skills in recent years, with investment in school buildings rising from £2.1 billion in 2002-03 to £4.3 billion in 2007-08, with a further £1.3 billion coming through PFI. Much of this investment is going towards renewing the existing school estate and creating additional facilities. In addition, there are substantial capital investment programmes for Academies.

Capital investment levels and programmes in both the school and university estates are discussed in further detail in section 6.3.
The following table provides a detailed breakdown of DfES expenditure including spending on schools, young people, further education, skills, lifelong learning and higher education:

	Table 8: Dfes Spending by Function 2002 – 2008 (£m)

	Function
	2002-03
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	School Buildings
	2,113
	2,689
	3,082
	3,284
	3,897
	4,322

	Of Which:
	
	
	
	
	
	

	Voluntary Aided Schools
	306
	493
	564
	645
	611
	645

	Building Schools for the Future
	-
	-
	57
	22
	927
	941

	Sixth Form Funding
	1,399
	1,525
	1,655
	1,783
	1,829
	1,906

	ICT
	308
	395
	408
	443
	558
	618

	Modernising Teaching
	1,158
	1,427
	1,607
	1,781
	1,781
	1,739

	Academies & Specialist Schools
	225
	405
	624
	829
	707
	781

	Schools Total
	8,054
	9,143
	10,151
	11,217
	38,612
	41,245

	Further Education & Adult Learning
	6,772
	7,606
	7,927
	8,574
	8,873
	9,546

	Higher Education
	6,368
	6,809
	7,191
	7,690
	8,499
	9,060

	Source: DfES/AMA Research



In 2006-07, around £8.9 billion of programmes for further education for 16-19 year olds and adult further education, work-based learning and further education college capital investments were delivered, which is forecast to grow to £9.5 billion by 2007-08. 

Expenditure in the higher education sector is delivered through the Higher Education Funding Council for England (HEFCE), which spent approximately £6.3 billion in 2005-06. The remainder of the £7.7 billion of higher education funding in 2005-06 is accounted for by student support and student loan charges. 

5.
The higher education Sector in the UK

5.1
Overview & Structure

The higher education sector in the UK consists of both universities and colleges of higher education. There are 168 universities and higher education colleges in the UK, of which 132 are located in England, a further 20 in Scotland, 12 in Wales and 4 in Northern Ireland. Of the English institutions, 78 are universities, 20 are university institutions and 34 are colleges of higher education. With only one exception, the University of Buckingham, all universities are publicly funded institutions.

The following table illustrates the breakdown of higher education institutions in England, Scotland, Wales and Northern Ireland: 

	Table 9: Total Number of  Higher Education Institutions in the UK - 2006

	Region
	Universities
	University Institutions
	Colleges of Higher Education
	Total No. Higher Education Institutions

	England
	78
	20
	34
	132

	Scotland
	13
	0
	7
	20

	Wales
	3
	9
	0
	12

	N. Ireland
	2
	0
	2
	4

	United Kingdom
	96
	29
	43
	168

	Source: HESA/AMA Research



The first universities were Cambridge and Oxford established in 1209 and 1167 respectively. In the nineteenth century the Redbrick Universities followed, which included Birmingham, Manchester, Bristol, Leeds, Liverpool, Reading, Newcastle and Sheffield catering for a new market of students and employers that came into being as a consequence of the industrial revolution. 

The third wave of universities was established in the 1960s again to cater for a growing demand in society for higher education and included Brunel, Bath, Bradford, Kent, Keele, Lancaster, Stirling, Surrey, Warwick and York. 

The final universities are the former polytechnics which were given university status in 1992, following the Further and Higher Education Act. The changes of 1992 created a single system of higher education, with a unified funding structure and separate funding councils for England, Scotland, and Wales. 

The Open University was set up in 1969 and is now the major provider of part-time degrees in the United Kingdom. It is an autonomous institution, and is able to award degrees like other universities. Unlike other universities, however, it is financed through the Department of Education and Science rather than through the HEFCE. 

5.1.1
Impact of the ‘New Universities’ on Infrastructure Development

A number of higher education colleges have recently gained university status. This expansion of the university sector follows the 2003 White Paper on higher education to allow teaching-only institutions to win university status. The new universities must show they are capable of awarding their own research degrees as well as taught degrees in order to qualify. However, government plans to restrict research funding and activity to a smaller number of institutions are likely to drive further competition for research funding over the next few years. 

The most recent universities to be established include Queen Margaret University College which was granted university status in April 2007 and will become the UK's newest and Edinburgh's fourth university and York St John University College officially became a university in July 2006 and is also undergoing a programme of development work. 
Scotland is a step nearer to having a new university following ministerial approval to merge Paisley University with Bell College to create a new university on 1st August 2007. The merger will create the largest school of health, nursing and midwifery in Scotland, with proposals to call it the University of the West of Scotland. The new university will bring together the 4,500 students from Bell College in Hamilton and the 12,500 from the University of Paisley. 

Plans for the proposed University for Cumbria are also progressing with the University of Central Lancashire confirming it will be transferring its two campuses in the county to the project, which already includes St Martin's College and the Cumbria Institute of the Arts.  The new university is expected to launch in September 2007 and will teach students at four further education colleges in Carlisle, West Cumbria, Kendal and Barrow.  
The infrastructure growth planned by former higher education colleges that have recently gained a university title is considerable. For example, construction began on Queen Margaret University College’s new campus in 2005 and the £45m programme is due for completion at the end of 2007. In addition, Sanctuary Housing, one of the UK's not-for-profit housing providers, is also due to start work on a £30 million contract to build an 800-bed hall of residence on the new site. The University of Central Lancashire has also announced that its bid to create a new university in Burnley has been successful. Phase one of the project is expected to cost in excess of £70 million and work on the new site is scheduled to start in Summer 2007 and will be ready for new students in September 2009. An additional scheme for space for new businesses and existing small, medium and large companies known as the Enterprise Park development will commence during 2008.
5.1.2
Student Growth

Over the past 10 years, growth in student numbers has been steady, with the exception of 2000, when the introduction of student fees impacted upon numbers of new starters. The UK now has over 1.4 million students in full-time higher education and numbers have increased year on year as the following table illustrates:

	Table 10: Number of  Students in Higher Education in the UK 1998-2010

	Year
	Number of Full Time 
HE Students
	% Increase

	1998
	1,230,400
	-

	1999
	1,294,100
	+5

	2000
	1,260,400
	-2

	2001
	1,275,000
	+1

	2002
	1,326,200
	+4

	2003
	1,341,100
	+1

	2004 
	1,362,245
	+2

	2005 
	1,391,505
	+2

	2006 
	1,433,040
	+3

	2007 (Est)
	1,461,700
	+2

	2008 (Fcst)
	1,490,934
	+2

	2009 (Fcst)
	1,535,662
	+3

	2010 (Fcst)
	1,581,731
	+3

	Source: HESA/AMA Research


The higher education sector saw rapid growth in student numbers in the early 1990s, when total numbers in UK grew by 54% from 1988-89 to 1993-94. Since then growth has been steady, but at significantly lower levels – between 1 and 5%. In 2000, the introduction of student fees impacted upon numbers of new starters, when a 2% decrease in the total number of full-time students was recorded. Since 2000, numbers have slowly started to increase, typically by between 1-4% to reach just over 1.4 million in 2006 a total of 1,433,040 full time students were in higher education in 2006, a 3% increase on 2005.  

Updated figures released by UCAS on 27th April, 2007 show that the number of people applying to enter Higher Education in the academic year 2007-08 are the highest ever at this point in the application cycle. The figures take into account applications which were submitted to UCAS up until 24th March 2007 and show that between January and March, the numbers of applicants from England rose by 34,000 (from 291,000 to 325,000) and that compared with this point in 2006 applicants from England are up by 6.0%. 

The Higher Education Funding Council (HEFCE) have estimated that around 30,000 full-time more students are expected to enrol between 2006-07 and 2007-08 and continued growth to the end of the decade is envisaged, as the Government continues its commitment to increasing places at higher education establishments and total student numbers are forecast to rise to over 1.5 billion by 2009.  By 2010, the Government hopes to provide university places for around 50% of 18-30 year olds; however, the introduction of tuition fees in the financial year 2006 may impact upon the numbers of students subsequently entering the higher education sector and therefore on demand for investment in new infrastructure. 

The expansion in the number of students in higher education has led to increased pressure on university infrastructure and there is a considerable need to address past under-investment and provide additional and appropriate spaces for teaching, research and student accommodation.  Universities have also had to invest in developing student residences to cope with the growing numbers in communal accommodation and the quality of the campus accommodation is an important deciding factor for students. Restricted funding means a growing number of universities are turning to private finance in order to fund projects.

5.1.3
Tuition Fees

Legislation paving the way for the introduction of university tuition fees was introduced in 1997 in the first of two education bills. From 1998, all full-time undergraduate students were charged fees of £1,000 a year, about a quarter of the cost of an average course.

In March 2004, the Higher Education Bill successfully passed its third reading in the House of Commons and MPs voted in favour of the government's plans for "variable" university tuition fees of up to £3,000 a year.  The main changes proposed took effect from September 2006 across England and Northern Ireland and include the following reforms: 

· From 2006 universities can now opt to charge up to £3,000 a year for its courses. The overwhelming majority have opted to do so. 

· Students from households with an income of £17,500 or less will receive the full £2,700 maintenance grant plus £300 from their university if they are being charged £3,000 a year in fees. Students with a household income between £17,501-£37,425 will receive a partial grant 

· Universities are also offering additional bursaries, which will vary widely. Some are automatically giving all students £1,000, while others are tying bursaries of up to £4,000 to particular subjects

· Students living at home while studying will be eligible for £3,415 a year in loans; students living away from home in London will be eligible for £6,170, while students living away from home outside London will be eligible for £4,405

· Students will have to start paying back their loans and fees when they earn in excess of £15,000

The student finance system in Wales will remain the same until 2007/8. From then students living in Wales will be exempt from top-up fees at Welsh universities - but those living in England, Scotland or Northern Ireland will have to pay up to £3,000. Students living in Wales attending a Welsh university will be eligible for a £1,800 fee grant, and will have to pay the current flat-rate tuition fee of £1,200. 

There have been no fundamental changes to the student support system for Scottish students studying in Scotland. There are no tuition fees but Scottish graduates pay a Graduate Endowment - a one-off payment at the end of their course. This is £2145 for 2005-06 and figures are not yet finalized for 2006-07. Students get a means tested loan towards their living costs and those from the poorest backgrounds are also eligible for a bursary. English students studying in Scotland will pay a fixed-rate fee of £1,700 a year from 2006-07, with a separate rate of £2,700 for medical students. Scottish students studying in England will have to pay the variable fee, up to £3,000 a year. 

As a result of the new rate of fees, Higher Education Funding Council for England (HEFCE) funds therefore make up a lower, although still significant, proportion of the overall funding available to the higher education sector. 

The sector has been actively seeking to diversify its funding sources and some 40% of its income is now from private sources. The introduction of variable fees will shift the balance further and by 2009 they will produce £1.35bn additional gross income a year. 

5.2
Higher Education Funding

5.2.1
Sources of Funding

University research in the UK is funded through five main sources.

The Government provides the two largest streams of funding for university research through both the Funding and Research Councils. The charity sector provides the third most important stream of finance to universities in the UK; the most well known example is the Wellcome Trust, which awarded over £400m in grants to UK universities in 2006. The fourth largest source is other government departments, which includes significant contributions from the Ministry of Defence and the Department of Health. The fifth largest source of research funding in the UK’s universities comes from business.

Data from the Higher Education Statistics Agency (HESA) reveals that total institutional income in higher education rose 7.5% to £19.5 billion in 2005/06. 

Grants from funding councils contributed to the largest proportion of income in 2005-06 at £7.5 billion, a rise of 8.2% on the £7.0 billion in 2004/05. Endowment and investment income saw the largest percentage increase, 11.9%, up from £307 million in 2004/05 to £343 million in 2005/06. Income from “other” sources rose by 6.5% to £3.9 billion. This includes grants from local authorities and income from intellectual property rights. 

The following table illustrates the various sources of income for UK HEIs in 2004/05 and 2005/06: 

	Table 11: Sources of University Funding – 2004-05 and 2005-06 (£m)

	Source
	2004-05
	2005-06
	% Change

	Funding Councils
	6.9
	7.5
	8.2

	Tuition Fees & Education Grants
	4.4
	4.6
	6.5

	Research Grants 
	2.9
	3.1
	8.1

	Other Income*
	3.6
	3.9
	6.5

	Endowments & Investments
	0.30
	0.34
	11.9

	Total Income
	18.1
	19.5
	7.5

	Source:  HEFCE/AMA Research


5.2.2
Funding Councils 

In the higher education sector in England, the principal funding authority is the Higher Education Funding Council for England (HEFCE), which provides funds for 132 higher education institutes and 150 further education colleges.  In Scotland, funding is provided by the Scottish Funding Council (SFC), in Wales by the Higher Education Funding Council for Wales (WHEFC), and in Northern Ireland by the Department for Employment and Learning. 
There are currently 168 universities in the UK, managing around 25.2 million sq m of gross space. Total revenue property costs across the higher education sector rose to £1,672 million in 2006, of which around one third is spent on repair and maintenance.  The total capital invested in estates increased to around £1.9 billion in 2006 and the backlog maintenance liability is thought to be worth around £4.3 billion. 

In previous years, funding to address the above was largely provided through public funds, but this currently provides just a fraction of finances needed, and the Government has stated that it will increasingly look to universities and colleges to make greater use of private finance. Subsequently, the higher education sector now looks towards other sources of funding including straightforward bank credit, tuition fees, income from research grants, capital endowments, the Private Finance Initiative (PFI), outsourcing facilities such as conferences and awards from charitable trusts and private corporations and sponsors. 

The following chart illustrates the varied sources of funding for UK universities and colleges, which recorded a total income of £16.9 billion in 2005-06:

Chart 12: Sources of Finance for Universities and Colleges –Income 2005-06


[image: image7.wmf]Other Income

19%

Other Fees &    

Support Grants

2%

Part Time HE 

Fees

3%

Research Grants

16%

Overseas HE 

Fees

7%

Funding 

Councils

38%

Full Time HE 

Fees

12%

Endowment

2%


Source: HESA/AMA Research

5.2.2.1
HEFCE Funding

The HEFCE (Higher Education Funding Council for England) distributes public funds allocated by the Department for Education and Skills (DfES) and advises government on the sector’s financial needs. These funds are then allocated to universities and colleges in the form of grants. The HEFCE grant comprises government funding for the higher education sector with basic funds being allocated according to an institution’s student numbers. Funds available for growth of a university’s resources or facilities are then allocated on a competitive basis.  
In March of each year, the HEFCE announces grant allocations for the following academic year to each university and college that it funds. In March 2006, the HEFCE announced details of its latest annual grants for the period 2006-07, with around 6.4% cash increase in total grants compared to the previous year to reach a total grant of £6.6 billion (2005-06 - £6.3 billion), with funding for capital projects reaching £705m (2005-06 – £649m).

In March 2007, the HEFCE announced that it was to make £7.1 billion in total grants available for 2007-08 — an overall cash increase of 6.4% over the previous year.  The settlement provides for a 6% increase in teaching grant, a 2.7% boost in funding to help universities recruit and retain students from lower socioeconomic groups and a 5% rise in research funding. A further £738 million is being provided for earmarked capital grants (a 5% increase on 2006-07). 

The following table illustrates HEFCE allocations for teaching, research and capital funding over the period 2005-06 through to 2007-08:

	
Table 13: HEFCE Funding for Universities 2005-06 to 2007-08 (£m)

	Funding
	2005-06
	2006-07
	% Increase
Yr on Yr*
	2007-08
	% Increase
Yr on Yr*

	Teaching Grant
	4,004
	4,228
	+5
	4,510
	+6

	Research Grant
	1,251
	1,342
	+7
	1,415
	+5

	Capital Grant
	649
	704
	+8
	738
	+5

	Total HEFCE Allocation
	6,332
	6,571
	+7
	7,137
	+6

	Source:  HEFCE/AMA Research


* Percentages rounded up

Funding allocations beyond 2007-08 will be set in the 2007 Comprehensive Spending Review, which is expected to be issued in the Summer of 2007. 

As part of the 6.4% increase in funding for 2007-08, HEFCE is making available £213 million to support almost 50,000 extra (FTE) student places over the two years, which represents a 5% growth in student numbers on current figures. The recent UCAS figures show rising demand for undergraduate places, especially for science subjects and an additional £25 million over each of the next three years is being provided to support these subjects.
Overall funding and funding for teaching and capital is likely to rise at a slower rate in 2008-09 compared to between 2005-06 and 2006-07, although funding for research will remain the same at between 5 and 7%, driven by the Government’s 10-Year Science Plan. 
The following table illustrates financial awards to the top 10 universities for 2007-08 and illustrates those universities with a heavy involvement in research:

	Table 14: HEFCE England Funding 2007-08 – Top 10 Universities

	Rank 
	University
	Total Grant  (£m)
	Teaching

(£m)
	Research

(£m) 

	1
	Open University
	176.1
	168.2
	7.9

	2
	University of Manchester
	171.0
	94.0
	77.0

	3
	University of Cambridge
	168.9
	61.8
	107.1

	4
	University of Oxford
	167.4
	63.2
	104.2

	5
	University College London
	165.8
	64.5
	101.3

	6
	Imperial College
	146.4
	54.6
	91.8

	7
	University of Leeds
	133.7
	86.5
	47.2

	8
	Kings College London
	129.8
	71.4
	58.4

	9
	University of Birmingham
	120.4
	77.4
	43.0

	10
	University of Nottingham
	109.5
	69.8
	39.7

	Source:  HEFCE/AMA Research


5.2.2.2
SFC Funding for Scotland 

In March 2007, the Scottish Funding Council (SFC) announced a £1,004 million funding package for teaching and research in the coming academic year (2007-08). The financial support will be shared out among the 20 institutions in Scotland’s university sector and comprises:

· £667 million for teaching 

· £263 million for research 

· £48 million for improvement and other grants –to provide high quality facilities for research 

In addition, HEIs will receive a share of the £75 million funding from the Learning and Teaching Infrastructure Fund to modernize their estates and provide fit-for-purpose accommodation and facilities.  This has increased from £45 million in 2006-07.

The following top 10 universities have been awarded the largest grants:

	Table 15: SFC Scotland Funding 2007-08 – Top 10 Universities

	Rank 2007-08
	University
	Total Grant  (£m)*
	Teaching (£m)
	Research (£m)

	1
	University of Edinburgh
	170.3
	101.6
	64.8

	2
	University of Glasgow
	156.3
	107.7
	64.8

	3
	University of Strathclyde
	102.3
	79.4
	20.6

	4
	University of Aberdeen
	80.8
	62.1
	16.5

	5
	University of Dundee
	79.2
	57.6
	20.0

	6
	Glasgow Caledonian University
	73.9
	70.2
	3.2

	7
	Napier University
	62.5
	59.3
	2.4

	8
	Robert Gordon University
	47.1
	44.7
	1.7

	9
	Heriot-Watt University
	43.2
	32.0
	10.3

	10
	University of Paisley
	46.2
	45.0
	0.9

	Source:  HEFCE/AMA Research


* Also includes grants for knowledge transfer including commercialisation of HEI research.

5.2.2.3
HEFCW Higher Education Funding Council for Wales 

Higher education in Wales has been awarded £424m for the financial year 2007-08, up from £335 million for 2006-07 including £276m for teaching and £70.4m for research. Universities and further education colleges in Wales will see their budgets increase by an average 3.84% in 2007-08 compared to the previous year. 

The increase is lower than the funding settlements made in England, which saw university spending rise by an average 6.4% for the next financial year, and Scotland where the rise was on average 4.7%. 

The total budget for the sector in 2007-08 includes £3m towards research funded by charities and a 20% rise in the Third Mission fund - the fund devoted to developing innovation with businesses. 

Capital funding allocations of £7.6m for 2006-07 and £7.6m for 2007-08 have also been made. 

The following universities received the top financial allocations in 2007-08:

· Cardiff University - £110.4m

· University of Glamorgan - £50.3m

· University of Wales Swansea - £37.3m

· University of Wales Bangor - £32.2m

· University of Wales Aberystwyth - £31.1m


5.2.3
2007 Budget

The 2007 Budget 2007, which took place on 21st March 2007, announced an early settlement for the 2007 Comprehensive Spending Review (CSR) years for the Department of Trade and Industry’s ring-fenced science budget. This will ensure that total investment in the public science base will rise by an annual average rate of 2.5% in real terms over the CSR period, meeting the commitment in the ten-year Science Framework. 

5.2.4
SRIF/Research Funding

The Science Research Investment Fund (SRIF) is a joint initiative by the Office of Science and Technology (OST) and the Department for Education and Skills (DfES). Its purpose is to contribute to higher education institutions' long-term research strategies and address past under-investment in research infrastructure. SRIF also takes into account the need for institutions to make their expertise and facilities more open to access by business, and encourage collaboration between HEIs, industry, charitable bodies, Government and other partners.

A third round of SRIF has been announced for 2006-08, as part of the Government's Science and Innovation Investment Framework 2004-2014 and set out arrangements covering research capital (together with learning and teaching and infrastructure capital) for higher education institutions for 2006 to 2008.  The total grant allocated under SRIF 3 is for £550 million which will be distributed as learning and teaching capital to HEIs. For the first time capital funding for learning and teaching and research has been combined so that institutions can plan their buildings and equipment spending requirements effectively.

The total of £550 million includes £60 million to address the backlog of under-investment in science and engineering teaching laboratories 

In July 2006 HEFCE also announced additional allocation of learning and teaching capital for higher education institutions for 2006 to 2008, amounting to £95 million.

The following top 10 universities have been awarded the largest capital grants under SRIF 3:

	Table 16: SRIF Round 3 Funding 2006-08 – Top 10 Universities

	Rank 2007-08
	University
	Total Capital Allocation  (£m)
	Teaching Capital (£m)
	Research Capital (£m)
	Additional Capital Allocation (£m)

	1
	University of Cambridge
	77.6
	8.8
	68.8
	1.5

	2
	University College London
	77.1
	8.6
	68.5
	1.5

	3
	University of Oxford
	75.9
	8.2
	67.7
	1.4

	4
	Imperial College
	71.2
	7.3
	63.9
	1.3

	5
	University of Manchester
	62.2
	12.9
	49.3
	2.2

	6
	Kings College London
	46.0
	8.9
	37.1
	1.5

	7
	University of Leeds
	42.8
	12.4
	30.4
	2.1

	8
	University of Birmingham
	39.9
	10.7
	29.2
	1.8

	9
	University of Southampton
	37.7
	7.1
	30.6
	1.2

	10
	University of Sheffield
	37.5
	8.4
	29.1
	1.5

	Source:  HEFCE/AMA Research



Of the previous two rounds, SRIF2 is ongoing. In the period 2004-06, £1 billion was invested.
5.2.4.1
10-Year Science Plan

In 2004, the Government published a ten-year Science and Innovation Investment Framework, which set out a long-term vision for UK medical science and innovation, including the establishment of a clinical research network and specialist institutes for disease research. By increasing investment in science and research resources, especially within universities, the Government is aiming to make Britain more attractive to research companies and to bring academic institutions and science corporations together. 
On 22nd March 2006, the Chancellor published the Government’s discussion paper presenting the next steps in taking forward its Science and Innovation Investment Framework 2004-2014. The paper presents next steps on five key policy areas: maximizing the impact of public investment in science on the economy through increasing innovation; increasing Research Councils' effectiveness; supporting excellence in university research; supporting world-class health research; and increasing the supply of science, technology, engineering, and mathematics (STEM) skills. 

5.2.5
Endowment Funds

Fundraising in the UK has grown during the last three years, underpinned by increased investment in development activities and in 2005 universities raised approximately £450 million in philanthropic funds. While progress in the UK is being made, significant fundraising activity remains the preserve of a few elite universities, namely Oxford and Cambridge and only 13 UK universities raised more than £5 million in 2004-05.

In the UK only Oxford and Cambridge can match the fundraising capabilities of American universities, holding endowments totalling £6 billion. The remaining UK higher education institutions have a combined endowment of just £1.9 billion, on average raising £1.6 million each. By comparison, total private giving to the US higher education sector reached £13.5 billion in 2005.

In the current climate of limited state funding and increasing competition among universities, fundraising is a key issue for many institutions. Income from private donations can provide much needed revenue for major building projects and other academic activities, as well as boosting endowment levels so that institutions are less reliant on funding from government in the longer term.

The following table illustrates those universities with the highest endowment funds in 2005, the latest year for which figures are available:

	Table 17: Top 10 University Endowment Funds 2005 (£m)

	University
	Endowment Fund 2005
(£m)

	Cambridge
	3,200

	Oxford
	2,800

	Edinburgh
	180

	Glasgow
	120

	Manchester
	120

	Liverpool
	110

	Kings College London
	103

	University College London
	90

	Reading
	81

	Birmingham
	68

	Source:  HESA/AMA Research



Only two UK universities, Cambridge and Oxford, have endowments over £1 billion and combined, accounted for around 75% of the total university endowment funds in the UK. 

In 2005, Cambridge University announced a £1 billion US-style fundraising drive to help it compete more effectively with international rivals. The university has set a target of raising £1bn by 2012, aiming to increase and strengthen its existing £2.7bn endowment base through contributions from students, staff and corporate donors. 

The University will be targeting its 145,000 alumni (of whom 25% live overseas) with a view to increasing the proportion making regular donations from 10% to 30% by 2012. At the same time, Cambridge's operating revenues are expected to grow over the next five to 10 years by at least £70m, with annual capital investments of £80m.

Cambridge's current endowment of £2.7bn (shared between the university and the 31 colleges) is large by British standards. But it is relatively low compared with some of its main competitors in the United States, for example Harvard's current endowment is around £12.2bn. 

In 2006, Edinburgh University announced it was aiming to raise £350m by 2011 and has so far raised £200m.

A Government scheme to promote voluntary giving to higher education providers from private donors has just been launched to help generate additional income for the sector.

In February 2007, the Government announced that for every £2 an English university raises from alumni, philanthropists and businesses, it would give £1, up to a maximum of £2m a year for each institution. The scheme will start in 2008.  Newer universities and colleges without fundraising offices will each be given £100,000 to establish them. 

The Government hopes the three-year scheme, worth £200m, will stimulate an extra £600m in private donations to universities. 

6.
Contractors Output in the UK education Sector

6.1
Total Construction Output

6.1.1
Value of Output - Construction New Work

The following chart shows the value of construction output since 1999. The figures are based on all new work within the construction industry and include all housing, infrastructure, commercial and industrial output in both the public and private sectors.

Chart 18: Value of Construction Output New Work 1999-2009 (£ billion)
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Source: DTI/AMA Research

The total value of construction output in 2006 rose by 8% to reach £64.4 billion, from £59.2 billion in 2005.  The total volume of repair and maintenance (RMI) work fell by 3% in 2006 compared with the previous year.

6.1.2
Construction Output by Sector

The following chart illustrates construction output by sector for 2006:

Chart 19: Value of Construction Output New Work by Sector - % by Value 2006
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A major share (30% or £19.6 billion) of output is provided for by the private housing sector, with the new public housing sector a much smaller market and accounting for just 6% of total output at £3.4 billion. 

New work in the public non-residential sector in 2006 fell by 2% compared to the previous year to reach £9.8 billion and accounted for 15% of total construction output. All sectors, with the exception of output in the schools, colleges and universities sector, recorded lower levels of output. However, the figures are perhaps a little misleading. Firstly, there has been a slowdown in healthcare construction reflecting well-publicised problems in general funding and, secondly, the distinction between ‘public’ and ‘private’ sector figures is becoming increasingly blurred as PFI schemes in health and education may be classified as ‘private’ sector projects. 

New private commercial output in 2006 was 15% higher compared to the previous year, with growth being primarily driven by an upturn in the commercial office sector, which experienced a rise in output of around 18%.  A sustained recovery in office development activity is forecast to underpin commercial sector growth over the next three years. 

New construction work in the private industrial sector in 2006 was 13% higher compared with the previous year, and accounted for around 8% of total construction output. Industrial construction has become dominated by out-of-town retail warehousing and is underpinned by a fast growing distribution and logistics sector.

6.1.3
Construction Output in 2007 and Beyond

After a decade of sustained increases in construction new work of between 4 and 14%, construction output in 2007 is expected to slow, with moderate increases of just 2.7% forecast for the year, the lowest rise in over a decade.  Construction forecasts for 2008 and 2009 predict a slight recovery in output of around 3% and 3.5% to reach £68 billion and £70.4 billion respectively, driven largely by the private sector. Expansion is expected to be led by the private commercial sector, with increased activity in the commercial offices market and industrial activity. 

Public sector output is forecast to improve over the next 3 years as the government’s continues its ongoing commitments to spending on healthcare and education. The Comprehensive Spending Review to be announced in the summer of 2007 is expected to prioritise additional funding at the education sector. 

The 2012 London Olympics is not expected to have any significant effect on construction output until after 2007. Overall, it is expected that the Olympics will add between £2 and £3 billon to output values between 2008 and 2012, although a number of major schemes currently on site, including the CTRL and Heathrow T5, are expected to achieve completion before 2012. With construction workload in London and the South East currently running at around £30 billion each year, an extra 2-3% of work generated by the Olympics over the 4-year period 2008-2012 is expected. 

6.2
Contractors Output in the Education Sector

The following table illustrates the growth in contractors output in both the public and private education sectors over the last 10 years. Figures include output for schools, colleges and universities combined: 

	Table 20: Contractors’ Output of Education Sector Work (Public/Private) 1996-2006 (£m)

	Year
	Education Output (Public)
	% Increase
	Education Output (Private)
	% Increase
	Total Public & Private Work

	1996
	1379
	-
	144
	-
	1523

	1997
	1189
	-14
	201
	+40
	1390

	1998
	1361
	+14
	266
	+32
	1627

	1999
	1693
	+24
	343
	+29
	2036

	2000
	1701
	-
	666
	+94
	2367

	2001
	2206
	+29
	919
	+38
	3125

	2002
	2957
	+34
	1084
	+18
	4041

	2003
	3741
	+26
	1440
	+32
	5181

	2004
	4825
	+29
	1319
	-8
	6144

	2005 
	5038
	+4
	1677
	+27
	6715

	2006
	5292
	+5
	2564
	+53
	7856

	Source: DTI/AMA Research



The total value to contractors of new education work in both public and private sectors stood at around £7.8bn in 2006, of which public sector work accounted for around 67%. Education work output (public and private sectors) increased in 2006 by around 17% driven by continued government investment in the education sector and the financial close of a number of projects under the BSF programme. 

There have been substantial increases in new work output in the education sector since 1998, which can be attributed to the Government’s commitment to spending on education, as reflected in the 2007 Budget. Total UK education spending for all education sectors currently stood at around £68 billion in 2005-06 accounting for around 5.7% of GDP.  New spending plans put forward by the Government in the 2007 Budget indicate a provisional rise in DfES spending by an average of 2.5% per year to reach £66bn in 2007-08, £67bn in 2008-09, £70bn in 2009-10 and to £74bn by 2010-11. 
Public education work has consistently represented the largest sector within public construction work over the past 5 years, fluctuating between 43-54% of all public work undertaken by contractors.  The market grew significantly by around 34% between 2001 and 2002 and there was a further increase in output of education work of 29% between 2003 and 2004. However, growth in public education new work output began to slow in 2005, growing by just 4% and by 5% in 2006. This was due to delays surrounding a number of PFI school projects and the slow launch of schemes under the BSF programme. 

Private sector education work remains a much smaller market than the public sector, accounting for around 13% of all private work undertaken by contractors and around 33% of the overall education construction market. The percentage of private education work undertaken by contractors has begun to experience steady increases since 2000, and output rose by 53% in 2006 to around £2.6 billion, primarily reflecting growing use of private funding in public sector work. 

Recent expansion in student numbers has placed great pressure upon universities’ infrastructure and there is a considerable need to address past under-investment and provide additional and appropriate spaces for teaching, research and student accommodation.  In previous years, funding to address this problem was largely provided through public funds, but this currently provides just a fraction of finances needed, and the Government has stated that it will increasingly look to universities and colleges to make greater use of private finance. Subsequently, the higher education sector now looks to fund its capital projects through a variety of private sources including bank credit, tuition fees, income from research grants, capital endowments, PFI, charitable trusts and private corporations and sponsors.

The above table indicates that education work as a percentage of overall output is growing steadily in both the public and private sectors. With the total education budget set to rise from £68.1 billion in 2005-06 to around £80.6 billion in 2009-10 and the Government’s £45 billion Building Schools for the Future programme to renew or rebuild the UK’s entire secondary school estate by 2015, there should be plenty of opportunities for contractors in the education sector.  

6.2.1
Outlook for Education Construction Work

Government spending on education is forecast to be the single largest investment in UK construction in the next five years, surpassing the budget for the 2012 Olympic build programme. The first three waves of the Building Schools for the Future programme, which will renew or rebuild every secondary school in the country, are all expected to start by 2011. They will release more than £4.7 billion UK-wide for construction and ICT (Information Communications and Technology).

6.3
Capital Expenditure in the Schools Sector

6.3.1
Capital Expenditure Levels

The Government has also increased spending on education through support for the school estate and sustained investment in school buildings is set to continue. Funds are being provided through a combination of the DfES capital budget and the Private Finance Initiative. 

The school building capital programme has increased more than 7 times since 1996-07 when capital budgets reached £683m. In 2005-06, this amount had increased to £5.1 billion and there are further increases for 2006-07 to reach £6.8 billion and £8.1 billion in 2007-08.  This amounts to a total capital investment of around £28 billion over a 5-year period and represents one of the largest growth markets for the UK construction industry.

The majority of capital funding is currently allocated on a formulaic basis to schools and LEAs so that they can decide how to address their priority needs in line with local asset management planning processes.
The following chart illustrates the rise in UK education capital expenditure (including PFI Credits and ICT investment) between 2004 and 2008. Capital budgets beyond this time will be set in the 2007 Spending Review:

Chart 21: UK Education Capital Expenditure 2004-2008 (£ billion)
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Source: DfES/AMA Research

Despite such rises, capital investment has, to date, focused on school repairs through repair and maintenance of existing buildings, rather than new build schemes. The increase in capital provision to over £9 billion in 2006–07 will enable the Government to change its approach to using capital investment to deliver modern schools with the necessary technology and facilities appropriate for the 21st Century curriculum, rather than simply patching up existing buildings. 

6.3.2
Types of Capital Funding

Capital funding is awarded to schools to build new premises, re-build existing facilities or for buildings repair, maintenance, extensions or modernisation.  Most capital funding is allocated to schools and LEAs by a needs-related formula. Capital funding for repairs and renovations to school facilities is available from a variety of sources.

Devolved Formula capital (DFC) gives maintained schools direct funding to invest in their buildings and equipment. It is initially allocated to local education authorities (LEAs) who are then required to allocate the funding directly to schools using a simple national formula. In general, this funding should be invested in priorities agreed locally and identified in the local Asset Management Plan. Allocations for 2006-07 total around £792m and for 2007-08 £995. Under the current DFC for 2007-08, a typical primary school will receive approximately £34,250 and a typical secondary school £113,000. 
Modernisation funding is intended to assist in raising educational standards by contributing towards meeting the capital investment needs of school buildings, according to the locally agreed priorities identified in each LEA's Asset Management Plan. It is allocated to LEAs using a formula that is partially targeted to building need, as well as pupil numbers. The intention is that funding should be joined up locally and used for the most appropriate schools building priorities.  For the financial year 2006-07 over £296.4m of funds has been allocated directly to LEAs for primary schools and £296.8m for secondary schools. In 2007-08, the allocation for primary schools is £296.4m and £298 for secondary schools.   

Bids for additional funding may be made by LEAs for support under the Targeted Capital Fund.  Schools across the country are currently able to benefit from a share of a £1.1 billion fund to improve and create new schools. The money is being delivered by the Targeted Capital Fund, which is in addition to investment that goes to every school and every local authority each year. 

New Pupil Places Fund (NPPF) is a fund available for local authorities and its schools which are experiencing very high growth or movement of pupils within a local authority area and where the resulting need cannot be met from available capital resources. Total investment under the NPPF will be around £400m for both 2006-07 and 2007-08. 

Support for investment in school buildings under the PFI has also been provided in recent years with over £1 billion invested in 2004-05.  This has been allocated to LEAs in response to bids and is for large, mostly new build and modernisation projects. From 2005-06, there are no longer PFI bidding rounds and PFI credits are being included as part of the Building Schools for the Future Programme (BSF)

6.3.3
Education Output - Government Targets and Progress to Date

The Government’s drive to improve and upgrade the school estate in the UK is well underway, with planned infrastructure developments set to continue over the next decade. However, although progress has been made in tackling the most pressing maintenance problems and in the construction of new schools, there still remains an estimated £8.8 billion backlog of repairs. 

Building Schools for the Future (BSF) is a £45 billion programme of rebuilding or renewing about 3500 state secondary schools over the next 15 years. The Programme aims to build 140 new secondary schools and refurbish 95 others every year between now and 2020 and to invest in 400 City Academies by 2010.

In the first wave of BSF, 350 secondary schools were to be rebuilt or refurbished by April 2008, but delays in procurement mean this target is unlikely to be met. With the Programme now in its third year, only three contracts, Bradford, Bristol and Lambeth, have begun on site.  

The Academies Programme however, is making good progress on its original target of 200 academies by 2010, with 47 Academies opened and a further 109 projects in development. Over 30 academies are planned to open in each of the next three years, increasing the total from 47 in 2007 to around 150 by 2009. However, in November 2006, Tony Blair announced a doubling of the original 200 target to 400 academies to be opened. No estimates have been given as to the new timetable for completion.  
The Government’s programme of investment and upgrade in the primary school estate is also substantially behind schedule, with original targets to rebuild or refurbish 8,900 primary schools across England by 2020 looking unlikely. The first projects under the Programme are not likely to be start until 2008. 

The PFI programme, which has seen over 800 schools signed across over 100 contracts totaling £3.7 billion is now nearing the end of its contract stage and is being replaced by BSF. The emphasis will now be on servicing existing schools under their agreed maintenance terms and completing those projects still on site. 

The following table details the Government’s construction targets for the education sector, together with any progress as of April 2007. 

Table 22: Construction Activity in the UK Education Sector – Progress to Date April 2007

	Progress by Clinical Service
	Sector
	Capital Allocations
	Government Targets
	Progress to Date (As April 2007)

	
	Children’s Centres
	£383m in 2005-06

£426m 2006-07
	800 by 2006

2,500 by 2008

3,500 by 2010
	On Target

1,250 centres established

	
	Primary Schools
	£9.4 billion 2005-2010


	Refurbish or rebuild 8,900 primary schools in England to 2010
	Behind Schedule

Pilot projects to start in 2008

	
	Secondary Schools (Building Schools for the Future)
	£2.2 billion in 2005-06; 2006-08; 2007-08

(£1.2bn using PFI/£1bn from conventional funding)

BSF Capital Expenditure

£200m in 2006-07

£800m in 2007-08 

£1.6bn in 2008-09

£3bn in 2010-11
	All secondary schools in England to be refurbished/rebuilt over 15 years (3,500) in 15 waves

Initial projections:

15 schemes by end of 2007
60 schemes by end of 2008

1,000 under Waves 1-6
	Behind Schedule

3 schemes (Bradford, Bristol, Lambeth) on site 

Waves 1-3 - Most schemes at shortlist or preferred bidder stage

Wave 4 – 15 authorities currently developing plans

Wave 5 – 19 authorities to develop plans in Sept 2007

Wave 6 – 16 authorities to develop plans in 2008



	
	Academies Programme
	£5 billion (20% from private sponsors)The DfES has so far spent around £1.3 billion 

	To establish at least 53 Academies by 2007 

200 by 2010 (with 30 in London by 2008 and 60 by 2010)

* In November 2006, Tony Blair announced plans to increase total number to 400 by 2010)
	On Target (For 200)

There are currently 47 Academies opened (3 in 2002; 9 in 2003; 5 in 2004; 10 in 2005 and 19 in 2006; 1 in 2007).  Currently 109 "live" projects (open and in development).  Over 30 academies are planned to open in each of the next three years, increasing the total from 46 in 2006 to around 150 by 2009. 

	
	Schools PFI
	PFI Credits

£1.2bn in 2005

£2.3bn in 2006
	No targets set for number of contracts signed or schools built.

PFI programme is nearing end of its contract stage and is being replaced by BSF. 
	Currently 103 signed PFI contracts covering over 800 schools, with a total value of £3.8 billion.
Services have started in over 60 projects with more than 120 new or substantially refurbished schools open. 

	
	Further Education Colleges
	Capital investment 

£600 in 2007-08

£100 million in 2008-09 

£250 million in 2009-10 
	NA
	Around 50% of estate already renewed

	
	Higher Education
	HEFCE Capital Allocations

2005-06 - £649

2006-07 - £704

2007-08 - £738
	NA
	NA


6.4
PFI in the Education Sector

PFI has now become the main means of procurement for new build and large-scale refurbishment projects in the schools and higher education sector. Although controversial, the use of PFI and PPP is proving to be central to the Government’s primary and secondary schools upgrade programme. 

Introduced in 1997, PFI has become a main source of investment in supporting major capital project developments within the local government sector. Within the school sector alone, £3.8 billion of PFI investment has been secured to date in support of single school, grouped and multi-school schemes and ICT schemes.

There are currently 103 signed PFI contracts in the schools sector covering over 800 schools, with a total value of £3.8 billion. In 2006, spending on PFI education was estimated to be around £2.3bn.

Local authorities often procure a series of grouped schools PFI contracts, with schools bundled on either a prioritisation basis or geographical catchment basis. Many Local Education Authorities have now procured 2-3 PFI contracts and many have put together procurement teams with substantial expertise in the PFI field. 

Between 2000 and 2005, the main source of funding from the DfES for new or replacement schools was through PFI - a form of public-private partnership that involves investment by a private consortium, which then provides the premises (new, rebuilt or refurbished) and provides facilities management services. A minority of schools built over this period used conventional funding and were mainly procured through design and build contracts (D&B) and traditional contracts such as JCT 98. This expenditure is funded through a mix of capital grant and revenue support from DfES and local authority budgets. Where these contracts involve continuing maintenance charges, these are covered by local capital or revenue budgets.
For 2007, no targets have been set for number of contracts signed or schools built under PFI as the programme for the schools sector is nearing end of its contract stage and is being replaced by BSF, which will be part-funded through PFI. The department of education is planning £3bn worth of PFI projects by 2010, which includes the first, second and third waves of the BSF programme.

6.5
Building Schools for the Future Programme

6.5.1
Background & Overview

Building Schools for the Future (BSF) is the UK Government’s largest single investment programme to improve school buildings and was introduced as part of its commitment to devolve funds to Local Education Authorities (LEAs) and schools to spend on maintaining and improving their school buildings.

BSF is backed by the Department for Education and Skills (DfES) and aims to rebuild or renew every secondary school in England over a 10-15 year period, which equates to around 3,500 schools over a total of 15 waves. Worth £2.2 billion in its first year alone, BSF involves investment in both buildings and Information Communications Technology (ICT). The programme has now also been extended to cover primary schools and will see around 8,900 schools (around 50% of total primary schools) replaced or refurbished by 2020, initially at the cost of an additional £9.4bn over the three years from 2005.

In total, the Government has estimated that BSF will be worth up to £45bn over the next 15 years and is the biggest investment programme within the educational system for over 50 years. 

In March 2006, the Government moved its Academies programme to the BSF programme and Local authorities already in the BSF process will procure Academies through their LEPs. 

6.5.2
Investment in BSF

The DfES has allocated significant capital to BSF and in 2006-07, during which construction of the first projects finally began, the Government is investing £2.2 billion.  Of this amount, over half - £1.2 billion will be financed using the PFI, mainly for new build projects and around £1 billion will come from conventional funding and will be used mainly for refurbishment projects. 

Annual financial allocations under BSF to 2008 are set out in the table below:

	Table 23: Financial Allocations under BSF: 2005-2008 (£m)

	
	2005-06
	2006-07
	2007-08

	Building Schools for the Future
	2,281
	2,177
	2,240

	- of which PFI credits
	1,200
	1,250
	1,300

	Individual Schools will receive 
	98
	109
	115

	Source: Partnerships for Schools/AMA Research



Funding has been set for the three years covered by the current spending review, which includes 2005-06, 2006-07 and 2007-08. Allocations beyond April 2008 will be included in the 2007 Comprehensive Spending Review (CSR), which is expected in 2007 and the settlement will not be announced until Autumn 2007. In the current 3 year period, total funding consists of £3.7 billion of PFI credits and £3 billion of conventional funding.

In 2010, when the full scale BSF programme is expected to begin, individual schools will receive around £500m per year and by 2011, every local authority in England will have received funding to renew at least the school in greatest need, and many will have major rebuilding and remodelling projects (at least three schools) underway.

The BSF Programme has targeted for around 3500 secondary schools to be delivered over the 15-year period and 380 by 2008.  Initial cost projections for the Programme are as follows:

· Around 140 new-build schools every year, at about £20m each 

· Around 95 refurbished schools every year, at about £10m each

6.5.3
How BSF Works

The BSF Programme involves a number of stages through which local education authorities must go in order to participate in the Programme. Those councils whose education authorities are in most need of funding are selected following the submission of a funding proposal, and it is then decided how much money to allocate to the project. 

The council invites tenders for a BSF project from the private sector through advertising in the Official Journal of the European Union (OJEU). Following this, there is a short-listing of suppliers based on a qualification questionnaire, before the short-list is invited to tender (an Invitation to Negotiate, or ITN). This leads to the identification of a preferred partner with whom to form the Local Education Partnership (LEP) and take forward the first school projects. A Final Business Case (FBC) is submitted at the conclusion of this exercise, which forms the basis for approval for funding and contractual commitment.

The LEA, Partnerships for Schools (a non-departmental public body wholly owned by the DfES created to support LEAs) and the chosen private sector company then form a Local Education Partnership (LEP). The two public bodies each take a 10% share in the partnership, and the private company takes the rest. The role of the LEP is to ensure that local authorities deploy BSF funds efficiently and effectively into their secondary school estates through PFI, LEP funded design and build contracts and a range of partnering services. 

If a school has been funded from a PFI scheme, the private sector partner will typically manage the facilities. But if the school has been refurbished using public funding, then the authority will oversee the management itself or ask the private sector partner to do it or outsource it.

6.5.4
Scheme Update/Progress to Date

The BSF programme will have similarities to NHS LIFT in that it will deliver a long-term investment programme, phased over a number of years. The likely outcome is that many projects under BSF will become multi-wave projects, with the first phase schools delivered in waves 1-3 and the rest delivered over subsequent waves 4-7. In total, the Government is planning to launch 15 waves over the period of BSF.  Over 72 local authorities are now in BSF, covering nearly 1,000 secondary schools.
6.5.4.1
Waves 1-3

The first wave of BSF has been allocated to authorities with an estimated 180 schools in deprived areas with an initial capital value of £1.7 billion. The first wave was announced at the official launch of BSF in February 2004 and includes 12 local authorities.

Wave 2 authorities began full engagement with the Programme from November 2004, developing business cases and approaches to procurement, in close consultation with Partnerships for Schools and the DfES. The initial capital value of projects under Wave 2 is estimated to be around £1 billion and involves 9 local authorities. 

Wave 3 authorities began their local consultation exercises and development of their educational visions before beginning full engagement in September 2005. The initial capital value of projects under Wave 3 is estimated to be around £1.2 billion and involves 12 local authorities. 
Many of the BSF projects announced in Waves 1-3 have now reached financial close, and three are on site (Bradford, Bristol and Lambeth). The capital value of work is likely to increase over the next few years as additional schemes are brought forward in subsequent phases of BSF. It is estimated, therefore, that the first three waves of the Building Schools for the Future programme will benefit 380 schools with a total value of around £6.5bn between 2005 and 2008.
Despite around 56% of projects under the pathfinder and Wave 1 stage being new build, initial projections for total works under BSF estimate that around 35-40% is likely to be new build (i.e. more the 85% new build by area), with the remainder undergoing remodelling, i.e. a mixture of refurbishment and new build. The percentage of new build schools will vary from authority depending on their estate strategy, number of pupils and on whether the authority contributes its own funding.

The following chart illustrates the current status of contracts under Waves 1-3 of BSF:
	Table 24: Building Schools for the Future – Contract Status (As of April 2007)

	BSF
	Wave
	Capital Value 
	Contractor
	Status

	Hull
	2
	£180m
	
	Planning

	Middlesbrough
	2
	
	
	Planning

	North Lincolnshire
	3
	
	
	Planning

	Barnsley
	3
	
	
	Advertised (March 07)

	Birmingham
	2
	
	
	Advertised (Jan 07)

	Sunderland
	1
	
	
	Advertised (Mar 07)

	Tameside
	3
	£163m
	
	Advertised (Mar 07)

	Tower Hamlets
	2
	
	
	Advertised (Feb 07)

	Hackney
	2
	£167
	Mouchel Parkman 

Babcock Education Ltd 

Bouygues Partnership for Education and Community
	Shortlist

	Haringey 
	2
	£178m
	
	(Shortlist to be announced in June 07)

	Islington
	2
	£130m
	Investors in the Community  (Carillion)              Transform Schools (Balfour Beatty)
	Shortlist

	Kent
	3
	£1.8 billion
	Inspired Spaces (Carillion)

Invicta Learning Partnership (J. Laing, Laing O’Rourke)
	Shortlist

	Newham (London Borough Of)
	1
	£2.2 billion
	Laing O'Rourke

Miller Construction 

Skanska UK
	Shortlist

	Nottingham
	2
	£89m
	Inspired Spaces (Carillion)
Transform Schools (Balfour Beatty)
	Shortlist

	South Tyneside & Gateshead
	1
	£172m
	Bespoke Environments (Bilfinger Berger and Gleeson)

Excell2gether (Equion and Shepherd Construction)  Inspiredspaces (Carillion)
	Shortlist

	Stoke
	1
	£180m
	Balfour Beatty Construction Ltd

Carillion

Galliford Try

Thomas Vale/Wates
	Shortlist

	Westminster
	3
	
	
	Shortlist

	Knowsley
	1
	£150m
	Transform Schools (Balfour Beatty)
	Preferred Bidder

	Leicester 
	1
	£235m
	Miller Construction
	Preferred Bidder

	Lewisham
	1
	£400m
	Learning21 (VT Group, Costain)
	Preferred Bidder

	Liverpool
	2
	£175m
	Balfour Beatty
	Preferred Bidder

	Newcastle 
	1
	£134m
	Aura Learning Communities

 (Sir Robert McAlpine, Robertson Capital Projects, Parsons Brinckerhoff)
	Preferred Bidder

	Sheffield
	1
	
	Paradigm (Taylor Woodrow)
	Preferred Bidder

	Solihull
	1
	£74m
	BAM
	Preferred Bidder

	Waltham Forest
	1
	£200m
	Bouygues
	Preferred Bidder

	Lancashire
	1
	£250m
	Catalyst Lend Lease
	Financial Close

	Leeds 
	1
	£240m
	Environments for Learning (E4L) (Interserve)
	Financial Close 

	Greenwich 
	1
	
	VT Education and Skills (Preferred Bidder)
	Financial Close

	Manchester
	1
	£160m
	Transform Schools (Balfour Beatty)

Laing O’Rourke
	Financial Close

	Bradford
	1
	£400m
	Integrated Bradford (Amey, Costain)
	Under Construction

	Bristol
	1
	
	Skanska
	Under Construction 

	Lambeth
	2
	
	Apollo Education (Apollo Property Services Group)
	Under Construction

	Source: Partnerships for Schools/AMA Research


██    Planning Stage

██    Advertised

██    Shortlist 

 

██    Preferred Bidder Status  
██    Financial Close  

██    Under Construction 

6.5.4.2
Wave 4 and Beyond

Some 15 local authorities have been selected to go forward from January 2007 with their school rebuilding projects in Wave 4, of which 10 are taking part in BSF for the first time, while the remaining five are from Waves 1-3 and are embarking on their second phase of projects.

Wave 4 new authorities include: Barking & Dagenham; Cambridgeshire; Coventry; Essex; Hertfordshire; Telford & Wrekin; Rochdale; Blackburn with Darwen; Oldham and Somerset. Repeat local authorities taking part in Wave 4 include Bristol; Haringey; Kent; Manchester and Sheffield.

All but one of the 16 BSF schemes in Wave 4 has been given the go-ahead to proceed to Outline Business Case.
Wave 5 will see 19 local authorities begin to develop their plans in September 2007, 10 of these are already in Waves 1-3. Wave Five new local authorities include: Derby City; Camden; St Helens; Blackpool; Hartlepool; Ealing; Wolverhampton; Wandsworth and Kensington & Chelsea, whilst repeat local authorities: Bradford; Birmingham; Greenwich; Lambeth; Liverpool; Newham; Nottingham City; Sandwell; Tower Hamlets and Waltham Forest.
A further 16 councils (including two from Waves 1-3) will start on Wave 6 projects from early 2008. Wave Six new local authorities include: Doncaster; NE Lincolnshire; Nottinghamshire; Bournemouth with Poole; Kirklees; Hillingdon; Hammersmith & Fulham; Redcar & Cleveland; Halton; Portsmouth; Suffolk; Bedforshire and Stockton on Tees, whilst repeat local authorities include: Durham and Luton.
The initial number of schools in Waves 4 and 5 is estimated to be around 148 and 164 respectively. 

At the moment, it is estimated that around 870 schools will be open under BSF by 2013-14 as part of the first 7 waves of the Programme, as illustrated in the following chart:

Chart 25: Projected Number of BSF Schools Open: 2007-2014 
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Source: Pfs/AMA Research

The approximate number of schools to be delivered in each wave is as follows:

	Table 26: Projected* Number of BSF Schools Open: Waves 1-7 

	Wave
	2007-08
	2008-09
	2009-10
	2010-11
	2011-12
	2012-13
	2013-14
	Total

2007-14

	1 & Pathfinder
	44
	71
	36
	16
	3
	
	
	170+

	2
	
	42
	42
	5
	
	
	
	89

	3
	
	
	51
	51
	14
	
	
	116

	4
	
	
	
	55
	55
	38
	
	148

	5
	
	
	
	
	58
	58
	48
	164

	6
	
	
	
	
	
	60
	60
	120

	7
	
	
	
	
	
	
	64
	64

	
	
	
	
	
	
	
	
	

	Total
	44
	157
	286
	413
	543
	699
	871
	871

	Source:  Pfs/AMA Research


* Numbers provisional and subject to change

6.5.5
Problems with BSF

The original timetable for BSF was very ambitious and as more schemes reach financial close, future projections are likely to change based upon experience of these first schemes. In the first wave of BSF, 350 secondary schools were to be rebuilt or refurbished by April 2008, but delays in procurement mean this target is unlikely to be met.
 Currently, 39 local authorities have identified 338 schools that should be renewed. However, only eight authorities have appointed contractors and only 4 have reached financial close. The private sector, in particular the construction industry, has been very concerned by the slow pace of delivery, with the general view that a number of local authorities involved does not have the levels of procurement expertise necessary for the BSF programme. 

There are nine separate stages that must be signed off under the BSF programme and it can cost private consortia up to £2m to reach a shortlist. A number of bidders have been criticized for overly commercializing the partnering and design process, to the detriment of the local education partnership (LEP) and many authorities are not able to manage this level of complexity. 

Under a BSF contract, three designs are put forward, which is considered a waste of time, effort and money, with the cost of bidding one scheme as high as £5m with 70% of that cost going into design. The value of discarded design costs by failed bidders is considerable.  The amount of sample design work required in bidding for Building Schools for the Future (BSF) contracts is now to be reviewed. The move is in response to bidders’ concerns at the number of designs BSF clients ask for. Barnsley Council, for example, is asking for five full designs from each of the three short-listed bidders, for a BSF Wave 3 scheme involving nine schools. 

A further problem with the BSF programme is that of Timescales, with the time taken to reach financial close typically 30 to 32 months. The added time is the result of an EU directive that introduced competitive dialogue in 2006, which effectively rules out the selection of a preferred bidder by making authorities negotiate with at least two private sector partners.
6.5.6
Construction Consortia

Under the BSF Programme, major contractors and other leading players such as consultants, architectural practices and specialist education advisors have joined together to operate as partners in various contract-specific consortia alongside equity or investment partners. The private sector is showing considerable interest in Building Schools for the Future and there are currently around 25 consortia bidding for BSF projects. There is so far a diverse spread of expertise within those consortia, with a general shift away from traditional PFI schools with contractor-led consortia to those more a more balanced representation including ICT and education specialist partners. BSF has increased the competitive pressures for contractors by extending the scope of expertise within the BSF market. 

The following table lists those consortia, which have been short-listed as preferred bidders for BSF schemes to date. So far, 15 councils have announced preferred bidders. These include:

	Table 27: Building Schools for the Future – Preferred Bidders as of April 2007

	Scheme
	Capital Value (£m)
	Preferred Bidder

	Bradford
	400
	Integrated Bradford (Amey, Costain and HSBC Infrastructure)

	Bristol
	173
	Skanska

	Greenwich
	290
	Vosper Thornycroft Education & Skills

	Knowsley
	150
	Transform Schools (Balfour Beatty)

	Lambeth
	
	Apollo Education (Apollo Property Services Group)

	Lancashire
	250
	Catalyst Lend Lease (Bovis)

	Leeds
	220
	Environments 4 Learning (Interserve)

	Leicester
	235
	Miller Group

	Lewisham
	400
	Learning21(VT Group and Costain)

	Liverpool
	175
	Balfour Beatty

	Manchester
	160
	Balfour Beatty, Laing O’Rourke 

	Newcastle
	180
	Aura (Sir Robert McAlpine)

	Sheffield
	320
	Paradigm (Taylor Woodrow)

	Solihull
	74
	Royal BAM (HBG)

	Waltham Forest
	200
	Bouygues

	Source: Partnerships for Schools/AMA Research


6.5.7
Future of BSF


Under BSF, much of the construction work is yet to commence, and with the first projects only just beginning on site, the contribution of BSF to the value of construction output is yet to be registered. The construction industry anticipates that further increases in education work through the BSF Programme will help sustain construction industry growth over the next 12 months and BSF will provide the biggest boost to the construction sector between now and 2011. 

The Government has announced that it intends to launch a second Comprehensive Spending Review (CSR) in 2007, to directly allocate public spending covering the three financial years from 2008-09 to 2010-11 and covering the next election. The 2007 CSR is expected to address the need for extra spending on capital investment and will set allocations beyond April 2008 for the BSF Programme, although precise levels of investment will not be announced until late 2007.  

In March 2007, Partnerships for Schools announced plans to establish a new National Learning Network on BSF. These moves are part of a number of initiatives designed to help share best practice and disseminate lessons learned from the early days of BSF. The Network plans to provide a more formalized structure for both preparation for and delivery of BSF.
6.6
Academies Programme

6.6.1
Programme Overview & Progress to date

The ‘Academies Programme’ is a £5 billion programme to build 400 new academy schools, run by private sponsors. Most academies specialise in the areas of business, science, technology, languages, arts or sport and have been modelled largely on the City Technology Colleges. Academies are sponsored by business, church or voluntary groups, who make financial investments of up to £2 million towards the capital costs of the new building. The remaining capital costs and recurrent funding is paid by the DfES. The Government aims to establish at least 53 Academies by the end of 2007 and 400 by 2010 – double the figure originally planned.

The Academies Programme is substantial, with total capital costs estimated to be around £5 billion. By the end of 2006, the Programme had already cost £1.3 billion in capital and running costs.
The first academies opened in 2002, with Government predictions that each would cost £10m, with private sponsors contributing 20%. The latest figures from the DfES show that the average cost is more than £25m compared to the DfES own estimate for a new school building of £14.6m. The government has now pledged to invest around £20m in each academy, relying on up to £2m extra per school from private sector sponsors.

The Academies Programme is making good progress on its original target of 200 academies by 2010, with 47 Academies opened and a further 109 projects in development. Over 30 academies are planned to open in each of the next three years, increasing the total from 47 at the present time to 53 by the end of 2007 to around 150 by 2009.  Of this number, 30 are expected to open in London by 2008 increasing to 60 by 2010. However, in November 2006, Tony Blair announced a doubling of the original 200 target to 400 academies to be opened. No estimates have been given as to the new timetable for completion.  

In March 2006, the government moved academies to run under the BSF programme and local authorities already in the BSF process will procure Academies through their Local Education Partnerships (LEP). Those local authorities not yet on the BSF programme will be able to procure Academies ahead of their BSF funding by using contractors from the national framework that Partnerships for Schools (PfS) is currently procuring.

6.6.2
Completed Academies

There are more than 30 further partnerships working to establish academies, each replacing an existing failing school with a number of private sponsors. So far, academies have been set up by BT, Channel 4, and University College London, Microsoft, the BBC, Manchester Airport, UBS and charities such as United Learning Trust. The following table gives details of a number of academies which opened in 2006:  

	Table 28: Academies Opened in 2006

	Academy
	Sponsor
	Capital Cost (£m)
	Construction Team

	Barnsley Academy
	United Learning Trust
	25
	Howarth Litchfield Partnership

	David Young Community Academy, Leeds
	Diocese of Ripon and Leeds
	18
	Bond Bryan Architects

HBG

	Haberdashers' Aske's Knights Academy, Lewisham
	Haberdashers' Livery Company
	23
	ISG Interior Exterior

	Harris Academy, Merton
	Lord Harris of Peckham
	19
	Wates

	The John Madejski Academy, Reading
	Jack Petchey Foundation
	21.5
	Costain

Wilkinson Eyre Architects

	North Liverpool Academy
	Liverpool University & Granada Learning
	32
	Wates

	The Petchey Academy, Hackney
	Petchey Foundation
	34
	Aedas Architects

Norwest Holst

	Sandwell Academy
	Mercers Company, Thomas Telford Online, HSBC
West Bromwich Albion FC, Tarmac Group
	26
	Barnsley, Hewett and Mallinson Architects

	Sheffield Park Academy
	United Learning Trust
	29
	Bowmer & Kirkland

Aedas Architects

	Sheffield Springs Academy
	United Learning Trust
	20
	Bowmer & Kirkland

	Walthamstow Academy, Waltham Forest
	United Learning Trust
	29
	Galliford Try

	Source: Dfes


6.6.3
Construction Consortia

Following the inclusion of the academies framework into the BSF programme in March 2006, six firms were chosen in November 2006 as preferred partners by Partnerships for Schools for its new 4-year £1.6bn academies framework. The six contractors are: Balfour Beatty; Carillion; Kier; Laing O’Rourke; Skanska and Willmott Dixon.
The design & build framework will deliver academies and other educational facilities throughout England on behalf of local authorities that are not yet engaged with the BSF programme and will last four years from the 1 January 2007 and has a maximum OJEU (Official Journal of the European Union) value of £2bn. The schools will be spread over four regions: the North and Humber; the Midlands (including East Anglia); the South West; and the South East and London.

Each contractor has already identified a regional supply chain for each of four regions (North, Midlands, South West and South East & London), which includes a national architect partner that will be responsible for ensuring that school designs produced by the regional teams benefit from experience of schemes learnt through BSF and the Academies programme to date. 
6.6.4
Problems with the Academies Programme

Although considered successful, the Academies programme has encountered its fair share of problems concerning timescales, budgets and procurement. 

Overall, academies have cost more to build than other secondary schools, at around £24 million on average (around £27 million for those that are entire new buildings) and as high as £40 million. The cost of academies ranges widely, from £6.5 million (refurbishment) to £40 million, with an average cost of £24 million. 

Data issued by the DfES indicates that around 17 of the first 26 academy projects suffered capital cost overruns, averaging £3 million each and the Department has had to give an extra £1.4m to three academies whose buildings experienced operational faults. 
Academies have tended to be more expensive because of a number of factors, including larger than average school size, wider age range of pupils, more expensive locations and site constraints, including high development costs or environmental factors. The principal difference with academies, as opposed to any other type of school, relates to the existing condition of the estate before it became an academy, and most have been completely new buildings. Furthermore, the difference in capital costs for academies built in different parts of the country can be up to 50%. The most expensive academies are in inner London, where building costs are high. The limited availability of suitable sites can also lead to academies taking on sites with particular difficulties.
In addition, the availability of sponsors has also been an important factor in determining the location of academies, as have the attitudes of different local authorities to the Programme. The Academies Programme is unevenly spread geographically and, reflects Government policy on school improvement. Academies have particularly benefited parts of London as a consequence. Of the 47 academies currently opened most are located in or near the most deprived areas of the Country, and 28 are in the 20% most deprived areas. However, some similarly deprived areas do not have academies. The North West for example has fewer academies open or planned than expected. 

6.7
Capital Expenditure in the Higher Education Sector

6.7.1
Capital Expenditure Levels

In March 2007, the HEFCE announced that it was to make £7.1 billion in total grants available for the next period 2007-08 — an overall cash increase of 6.4% over the previous year.  The settlement provides for a 5% in capital spending on 2006-07 to reach £738 million. Funding allocations beyond 2007-08 will be set in the 2007 Comprehensive Spending Review
This allocation can be used by HEIs to invest in supporting infrastructure on their estates and pay for the costs of constructing new or refurbishing old buildings and for equipment for teaching and research between 2007 and 2008. For the first time capital funding for learning and teaching and research has been combined so that institutions can plan their buildings and equipment spending requirements effectively. 

The HEFCE has not yet published a detailed breakdown of the capital allocations by institution for 2007-08. Final allocations will be announced in July 2007.

For the previous period 2006–07, the HEFCE has allocated £705 million capital investments to English higher education institutions.  Cambridge University and University College London emerged as the largest recipients of funds with awards of £77.5 and £77.1 million respectively.  Oxford University, Imperial College, Kings College, University of Manchester and University of Leeds also received considerable awards. 
Among new universities, Manchester Metropolitan University had the largest total allocation, £14.8 million, thanks in large part a £12.2 million teaching capital grant.
Institutions receiving the largest total grants from HEFCE capital allocations for 2006-07 include:

	Table 29: Top 10 Capital Allocations to Higher Education Institutions 2006-07 (£m)

	Rank
	Institution
	Total Capital Allocation  (£m)
	Teaching Capital (£m)



	1
	University of Cambridge
	77.6
	8.8

	1
	University College London
	77.1
	8.6

	3
	University of Oxford
	75.9
	8.2

	4
	Imperial College
	71.2
	7.3

	5
	University of Manchester
	62.2
	12.9

	6
	Kings College London
	46.0
	8.9

	7
	University of Leeds
	42.8
	12.4

	8
	University of Birmingham
	39.9
	10.7

	9
	University of Southampton 
	37.7
	7.1

	10
	University of Sheffield
	37.5
	8.4

	Source:  HEFCE



6.7.2
University Estates

The UK university estate is currently growing more slowly than the full-time equivalent (FTE) student population, which has resulted in a further reduction in overall space per student. To counteract this, many estates have had to make more efficient use of space. 

In 2005-06, the UK higher education estate totalled some 25.2 million m2 of gross space and an associated total annual property revenue cost of £1,672 million, of which a third goes on repair and maintenance, and an insurance replacement value of £38.9 billion. The total capital invested in estates increased to around £1.9 billion in 2006 and the backlog maintenance liability is thought to be worth around £4.3 billion.

Approximately 50% of the higher education estate in the UK was built in the 1960s and early 1970s, and much of this is in a poor condition and also nearing the end of its design life.  According to the HEFCE, just 27% of higher education buildings in the UK have been constructed since 1979, with around 3% built before 1840. 

The proportion of the University estate in good condition has grown in the past few years and looks set to continue given ongoing levels of capital investment. Nevertheless, the condition of the estate is still one of the most important challenges facing the sector, with more than 30% of the total stock considered to be in poor condition.

There is thought to be a remedial investment need of approximately £8bn across the whole UK higher education infrastructure, to address backlogs of maintenance, fitness for purpose, and legislative compliance in the buildings, plant, services and equipment needed to support teaching and research.  They affect both teaching and research, but are now more significant for teaching than for research, which is estimated to account for around 60% of the total university estate. The research infrastructure backlog is estimated to stand at around £3.2 billion and the teaching infrastructure backlog around £4.6 billion. 

Future considerations for the higher education estate in the UK must take account of the continuing rise in student numbers, forecast to rise to over 1.5 million by 2008, the competition for overseas students and the rise in overseas education providers. Developments in teaching and learning methods and technologies, including the use of ICT and the proportion of off-campus learning are also set to continue, which will incorporate the need for infrastructure changes as well as applications and network provision. 

There may also be changes in the number and nature of institutions, or the structure and funding of teaching, as seen in the emergence of new universities, but these will not radically change the requirements for infrastructure in the short-term. However, higher education institutions will need to become more flexible in their use of staff and infrastructure, in order to respond to more diverse needs within a limited funding profile. 

6.7.3
University Capital Building Programme

There are a number of universities currently in the midst of major building programmes.  The conversion of polytechnics to university status in 1992 also had a huge impact upon student numbers and led many institutions to review their long-term estate strategy.  Consequently, many universities now have building programmes stretching over a period of a number of years, providing contractors with long-term work. 

University College London is the largest facilities spender in the UK with estimated construction spending levels reaching just over £119m in 2006 on 22 projects and with Imperial College spending around £110m. Other universities with high levels of facilities spending in 2006 included; Cambridge University (£70.5m), University of Oxford (£79m), Birmingham University (£53m), Edinburgh University (£51m) and Brunel University (£49m). 

The following table illustrates the current building programmes and levels of capital investment in a number of major universities:

	Table 30: University Estate & Capital Building Programmes – 2005-06

	University
	Student Numbers
	Estate Value & Size
	Construction Spend (£m)
	Procurement Methods
	Construction Details/Current Projects

	University College London
	27,000
	
	119
	Mixed
	22 projects procured in 2006

Around £60m being spent on current projects at various stages (53% of which are at design stage)

	Cambridge
	17,803
	1.2bn
	70.5
	In line with Latham/Egan. All projects < £1m procured by two-stage tender. Main contractor selected at design stage with lump-sum GMP agreed.  

More complex projects procured on designer-led basis.
	9 projects procured in 2006

£590m being spent on current projects (95% new build/5 % RMI)

£13m Faculty of Education

£85 million Cambridge Bio-Medical Campus 


	Oxford
	18,000
	500,000 sq m

230 buildings
	79
	
	£100m Biochemistry Department

(70% new build/30% RMI)

Future plans for a £100m upgrade of library & information services

A £490m new university complex on the Radcliffe Infirmary site

	Durham
	15,314
	217 Buildings

225 hectares
	37
	
	Around £68m of projects at various stages of development

£35m student accommodation upgrade

£12m lecture theatre complex

2005-2010 - over £15m to be spent on improving teaching and learning infrastructure, with a similar sum for research infrastructure. 

	Edinburgh
	24,000
	200 Buildings (540 sq m) Accommodation  (150,000 sq m)
	51
	
	£27m School of Informatics

£5 million refurbishment of Pollock Halls to attract a growing business tourism market

	Imperial College
	11,500
	530 sq m
	110
	NEC partnering arrangement.

Projects > £10m – Framework agreements with preferred suppliers

<£10m – OJEU

Framework Partners

Project Managers: Arup

Architects: Pascall & Watson

Cost Consultants: Henry Riley

M&E Engineers: Norman Disney Young

Structural Engineers: Curtins Consulting

Building Contractors: ISG
	185 projects procured in 2006

(45% new build/55% RMI)

Capital Expenditure has increased from £65million in the years

04/05, to £100million in 06/07

Expenditure at the Hammersmith Campus increased with over £35million of works currently underway and

£9.3million pending

£1.8 million Bio-Nanotechnology Centre

£48m Southside Residential Halls

	UEA
	14,000
	270 acres
	21
	Competitive Tender
	53 projects procured in 2006

(10% new build/90% RMI)

£3.5m Library Extension

£10m refurbishment of the Sainsbury Centre for Visual Arts

	Kings College London
	19,100
	
	35
	
	17 projects procured 2006

	Birmingham
	26,000
	600,000 sq. m

251 buildings
	53
	
	35 projects procured in 2006

(50% new build/RMI)

£7m Medical School West Extension; £36m Mason Halls Refurbishment

	University of Leeds
	32,241
	600,000 sq. m


	20
	
	110 projects procured 2006

	Brunel
	14,000
	
	49
	All contracts < £30,000 - competitive tendering

High value contracts advertised in the OJEU

Uses companies registered with DTI Constructionline.
	10 projects procured 2006

(58% new build/42% RMI)

Current £170 million master plan in progress

£35m student accommodation project in Uxbridge

The University's investment in campus building and infrastructure has now reached £250 million with the development programme in residential, teaching, research and sports facilities due for completion by mid-2007.

	Source:  University Report & Accounts/AMA Research


Current developments taking place across other major universities include:

London Metropolitan University currently has approximately 165,000sq m of space in 22 buildings and each location is undergoing substantial site consolidation and redevelopment, driven by the University’s new Estates Strategy. As part of that Strategy, a new university campus is one of the approved ideas for the legacy use of the 1.3m sq ft media centre at the Olympic Park in east London. The Olympic Delivery Authority plans to sign up a university for the development after the 2012 Games and London Metropolitan University, which has campuses in east and north London, has put its name forward as a potential occupier for the Hackney site.

London University of Arts has enlisted architects to help it with plans to sell two London campuses for redevelopment. It has appointed Woods Bagot and Ken Shuttleworth’s MAKE to draw up redevelopment proposals for the sites, occupied by Central St Martins College of Art & Design, ahead of its move to Argent’s King’s Cross Central scheme in 2011.

Laing O'Rourke has begun work at Nottingham Trent University at the start of a £70m regeneration of its Newton and Arkwright campus buildings. The plans will see both buildings refurbished. Work is expected to be complete by summer 2009.

The University of Oxford has recently unveiled its plans to create a new campus in the city centre. The £490m new university complex on the Radcliffe Infirmary site will transform the university science area and the first building work on the RI site should begin before the end of 2007, with the scheme likely to take between 15 and 20 years to complete. As well as rebuilding many major science departments, the scheme would also require considerable investment in roads and infrastructure and the university says this project could take decades to complete. Both schemes have been approved by the university council. After the public consultation, the university will submit the master-plans to Oxford City Council for endorsement. 

In April 2007, Bluestone, Leadbitter, Mansell and Wates were appointed to share a £300m, four-year framework for the University of Reading. The four firms will undertake the university's new build and refurbishment projects over the period.

In March 2007, the University of Manchester appointed Allenbuild for its Construction Works Framework which involves projects valued between £200,000 and £3.5m. The contract will run for an initial period of two years with the potential to renew for a further year over which time the University estimate its capital spend to be in the region of £50m.

6.7.4
University Infrastructure – Student Accommodation

The expansion in the number of students in higher education has also led to increased pressure on university accommodation requiring universities to invest in developing student residences to cope with the growing numbers in communal accommodation.

Decent accommodation is a key part in universities’ marketing strategy to attract new students, but only around 21% of students are currently catered for. With student numbers forecast to rise to 1.5 million by 2008 and the Government’s target of 50% of 18-30 year olds participating in higher education by 2010, there are concerns that the shortfall in university owned accommodation will continue to grow. The impact of tuition fees is also likely to drive demand for higher standards of accommodation. Universities aim to recruit as many new students as possible and good quality modern housing may make the difference for a prospective student.

With limited financial resources at their disposal, many universities are now considering various outsourcing options for their student residences including selling their accommodation into the private sector and renting it back on a long-term lease.  It is estimated that the total capacity for privatising existing university accommodation in this way is around £4.3 billion – a lucrative prospect for the few private developers and accommodation companies currently operating in this sector.

6.7.4.1
Types of Student Accommodation

Student accommodation in the UK is generally categorised in five main areas: Communal rented accommodation owned or managed by a university, rented or shared houses and flats, or commercially operated communal establishments (COCEs). 

The following chart illustrates the approximate breakdown in provision of student accommodation in the UK:

Chart 31: Types of Student Accommodation in the UK – Approximate Share by Sector 2006
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Source: HESA/AMA Research

An increasing number of students (around 17% of the total) opt to live with parents while they study, due to the rising cost of living, with around 8% of students, mostly part-time and postgraduate level, living in their own accommodation. This type of arrangement is expected to rise in the future with the introduction of tuition fees in September 2006. 

Just over 21% live in university accommodation, with many higher education institutions providing accommodation for first year and foreign students only. As student numbers continue to rise beyond the number of places available on campus, the shortfall of university owned accommodation continues to grow. 

The largest sector, private rented accommodation, accounts for around 47% of total student accommodation provision and offers the main type of investment opportunity for investors entering the student accommodation market. 

Currently, just 7% of students live in COCEs, although this number is expected to rise as the number of bed spaces being provided by this type of accommodation grows. 

6.7.4.2
University Halls

Traditionally, universities have provided and managed their own accommodation, which allows them to accommodate first year and overseas students, while other student needs are met by private landlords. While some universities have maintained responsibility for their estates, others have turned to transferring or outsourcing this provision. This provides opportunities for developers to invest in established estates or purpose built accommodation, which offers guaranteed income through a variety of funding or letting arrangements and also gives universities opportunity to take advantage of the conference trade outside term time.

Provision of on-campus accommodation varies greatly between universities, depending upon student numbers and the amount of private accommodation available outside the university. Lancaster University, for example, now houses around 60% of its student population in university halls, due to extensive development of its residences. Durham University also provides around 37% of its students with on-campus accommodation, and Warwick University around 45%. Conversely, City University in London houses just 10% of its students and UCL just 15% due to a disproportionate number of students against property available in the Capital. 

There are a number of different approaches which can be adopted by universities wishing to upgrade their student residences and take the form of direct ownership of the accommodation, outsourcing provision through the PFI, or through a mix of ownership and formal agreement with commercial operators. 

In the medium term, the number of university maintained bed spaces is likely to either remain the same or decline slightly as more universities ‘outsource’ provision to the private sector or continue to upgrade existing stock. 

The following table illustrates the numbers of university provided bed spaces at institutions across the UK together with the approximate proportion of students catered for on campus:

	Table 32: Provision of Student Accommodation at Major UK Universities 2005-06

	University


	No. Students at University 2005-06
	No. University Provided Bed Spaces 2005-06
	% Students Catered For by University Accommodation*

	Aberdeen
	13,900
	2,200
	16

	Bath
	11,965
	3,200
	27

	Birmingham
	26,000
	4,237
	16

	Bradford
	9,880
	1,680
	17

	Bristol
	15,290
	4,500
	32

	Cambridge
	17,803
	4,983
	28

	Cardiff
	25,830
	4,984
	19

	City
	11,500
	1,169
	10

	Durham
	15,314
	5,689
	37

	East Anglia
	14,000
	3,400
	24

	Edinburgh
	24,000
	5,750
	24

	Exeter
	13,827
	3,967
	29

	Glasgow
	19,659
	3,300
	17

	Imperial
	11,500
	3,100
	27

	Kings College
	19,100
	3,254
	17

	Lancaster
	10,000
	6,000
	60

	Leeds
	32,241
	6,925
	21

	Leicester
	19,000
	4,400
	23

	Liverpool
	18,532
	3,350
	18

	Loughborough
	14,280
	4,990
	35

	Manchester Metropolitan
	32,860
	4,500
	14

	Newcastle
	17,280
	4,400
	25

	UCL
	27,000
	4,156
	15

	Warwick
	15,969
	7,200
	45

	Source: University Report & Accounts/AMA Research


* All students. Most first-year students are catered for by University accommodation
A number of universities are currently undergoing extensive developments of their student residences. Lancaster University is currently undertaking its most ambitious development programme to date, which includes the UK's largest provision of new student residences. A four-phase development, partially complete, will see the university add almost 4,000 new bed spaces to its accommodation centre. The ‘Residences Project’ is a four phase programme of new buildings and replacement of older stock. Phases one and two, now complete, comprise 2000 new rooms and Phase Three involved demolition and reconstruction of accommodation on the main campus, which opened in September 2006. Phase Four involves the refurbishment of 2 further colleges to make way for the construction of new accommodation in time for the 2008 intake. 

In March 2007, the University of Edinburgh announced plans for a £5 million refurbishment of its Pollock Halls in a bid to attract the city's growing business tourism market. The university plans to refurbish and extend its existing catering and conference facilities at the John McIntyre Centre. Work is expected to start by the summer of 2008 and take around a year.
6.7.4.3
Leading Commercial Operators of Student Accommodation  

The prominence of private investors in the development of university accommodation has grown substantially in recent years, as colleges start to subcontract out the management of their estates. University housing was once centred on institutional and college-owned stock, supported by privately rented accommodation, but it is estimated that colleges now supply just 21% of students with digs, many of which are housed in out-dated buildings. With a rising number of students, an increase in their expectations and an imbalance between supply and demand, student housing is now becoming a growing market. 

A number of commercial operators including management companies, developers, construction companies, charities, city councils and housing associations are now active in the provision of student accommodation in the UK. The major commercial operators continue to add to their portfolios and are actively seeking further sites for development in the major university towns. There continues to be strong competition for land among commercial operators with residential and hotel developers and any change of use to student accommodation requires adherence with strict planning procedures. 

Around 100,000 bed-spaces have so far been built by private sector developers and operators in recent years, although it is estimated that there still remain around 300,000 spaces owned and operated by the higher education sector, many of which need updating. The total value of student accommodation was estimated to be worth around £17 billion in 2006, of which around 73% comprised university-owned student accommodation and the remainder purpose built privately-owned student accommodation. 

A number of specialist developers, investment houses, construction companies and housing associations are actively pursuing such opportunities in the student accommodation sector and it is estimated that commercial operators currently have around 27,300 beds still in the development pipeline with either planning consent or under construction. This is expected to give a total number of commercially operated beds of around 136,000 by 2007-08.

For example, in 2006 the University of Sheffield reached financial close on a £150m project with Catalyst Higher Education (Bovis Lend Lease/HSBC Infrastructure Fund) for the redevelopment of 4,191 bed-spaces at the University’s Endcliffe Vale Campus. Construction will be carried out over a 3-year period.  Catalyst will then provide hard facilities management and lifecycle maintenance. Imperial College is also upgrading its accommodation with a 2-year project to build around 900 extra bed-spaces at its Princes Gardens Campus. 

In 2006, 20 large planning applications were submitted for student accommodation in the Greater London area, 90% of which came from private investors. The same number of large applications was lodged the year before, but only 65% of these came from private companies the remainder were from universities who chose to develop their own sites. 

In addition, a number of large sites in Greater London for which planning permission for mixed-use schemes had already been sought, are now undergoing a change planning use for student accommodation. For example, sites with long-standing permission for residential development are also subject to changes in planning. Arthouse, a site in central Shoreditch, had permission for a mixed-use scheme consisting mostly of 72 residential units, but was recently subject to a new application for 514 student rooms and has subsequently been sold to a specialist student accommodation developer, Opal Developments.
A number of developers are also letting new developments directly to students without any agreements with universities. In an increasingly competitive market, most developers are confident that they can fill their accommodation and national occupancy levels support this and remain at around 97%. 

The majority of those currently supplying the commercially operated halls sector are private companies; however, new entrants to the market include public private partnerships (PPPs), city councils, housing associations and charities. 

The leading commercial operators of student accommodation in the UK are listed in the table below, together with details for their existing and future portfolio:

	Table 33: Leading Commercial Operators of Student Accommodation in the UK

	Commercial Operators
	No. Beds Completed (Dec 2006)
	No. Beds in Pipeline
	% Share of Student Accommodation Market

	Unite Group Plc
	35,000
	13,947
	32

	UPP (Formerly Jarvis UPP)
	16,000
	4,000
	15

	Liberty Living
	9,800
	NA
	9

	Opal Property Group
	9,000
	4,500
	8

	Sanctuary Housing Association
	6,000
	NA
	5

	Moorfield Group (Domain)*
	5,000
	1,000
	5

	Victoria Hall
	4,500
	1,500
	4

	Servite Housing Association
	3,500
	NA
	3

	Derwent Living
	3,500
	NA
	3

	Cosmopolitan Living
	3,000
	500
	3

	AQH Micklegate
	2,800
	500
	3

	Shaftesbury HA
	2,000
	500
	2

	Downing Developments
	2,000
	NA
	2

	Ubrique Investments
	1,712
	NA
	2

	Network Housing Association
	1,200
	NA
	1

	Watkins Jones
	1,100
	800
	1

	Property Route
	1,000
	NA
	1

	Signpost Housing Association
	1,000
	NA
	1

	Ardmuir Ltd
	700
	NA
	-

	Total
	108,812
	27,247
	100

	Source: Company Report & Accounts/AMA Research


* In May 2006 Domain sold the majority of its portfolio to the Brandeaux Group, who trade as Liberty Living, and who now operate and manage those properties.

6.7.4.4
Outlook for the Student Accommodation Market

The overall outlook for the student accommodation sector is likely to remain positive, as student numbers and the demand for high quality accommodation rises.  Demand is likely to remain stable across most university towns and the lower costs associated with building large, single design accommodation blocks, means that the provision of student accommodation is an attractive investment opportunity to developers. 

In terms of new bed spaces built per year, the student accommodation market is fluctuating at around 8-9% growth per year at present. In 2006, it is estimated that around 15,000 new student rooms were built, by the above group of commercial operators, bringing the total to around 108,800. The commercial developer pipeline indicates over 27,000 beds with planning consent or under construction, which will give a total of around 136,000 commercially operated beds by 2007-08.

The development pipeline also highlights the growing levels of investment by the private sector, with the majority of proposed projects being driven by private developers and the remainder through universities themselves. 

The following chart illustrates the growth in the number of new student bed spaces built per year, from 2000, with estimates to 2010:

Chart 34: Estimated Number of New Student Bed Spaces Built Per Year - 2000-2010
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By 2010, it is estimated that the number of new student bed spaces built per year will have grown to reach just over 33,000 new beds, in order to accommodate the expected increase in student numbers - taking into account Government plans to provide university places for around 50% of 18-30 year olds - and to replace existing university stock, which has become outdated. This estimated growth assumes a constant level of demand for student accommodation and may be affected in reality by factors such as available capital funds for building, continued developer interest in student housing and competition for land against commercial developers, available land on which to build, planning controls, tuition fees and overseas student numbers. Therefore, it is difficult to predict precise annual numbers of new build student bed spaces beyond the current pipeline of around 27,000 per year, but it is likely that this figure will rise up to around 2010, before maintaining a constant level as supply begins to meet demand. 

7.
CONTRACTOR PROFILES

7.1
Structure and Size of the Contracting Industry

The UK Contracting sector has experienced substantial changes in structure over the last decade. With the increase in private financing of public sector projects, many leading contractors who had previously sought work within traditional sectors widened their sector skill base to target core public sector areas such as facilities management, hospitals, education and roads.  

Whilst the main driver of construction output in the short to medium term continues to be the Government's commitments to improvements in transport infrastructure, health, education and social housing, the profile of the industry is expected to change further over the next few years as huge sums of public and private money is invested in preparation for the Olympic Games. 

Provisional estimates by the Department for Trade and Industry (DTI) show that there were around 61,150 companies engaged in the construction of building and civil engineering works in the UK during 2006, a decrease of around 12% on 2005. The majority of these firms (46,210) employed less than 5 people and just 175 of firms employed more than 250 people. 

The latest statistics issued by the Office for National Statistics in December 2006, show that there were approximately 1.2 million people employed in the construction industry, a 4% increase on the same period in 2005. 

The following table illustrates the structure of the UK contracting sector in 2006.  Information included in the table is based upon data for VAT-registered enterprise in the UK and includes firms involved in all engineering works, including health sector projects. 

	Table 35: Main Private Contractors - By Number Of Employees 2006

	Size of Firm (By Number Employed
	Number of Firms

	0-4
	46,210

	5-9
	7,235

	10-19
	3,575

	20-49
	2,440

	50-99
	905

	100-249
	615

	250+
	175

	All Firms
	61,150

	Source:  Government Statistics/AMA Research



Despite the decrease in the overall number of contractors, there has been a notable increase in the number of medium sized firms employing up to 250 people.  By contrast, the number of major contracting firms has decreased. 

Many larger contractors have repositioned themselves as service providers in areas such as facilities management and in long-term asset management for the education sector.

Furthermore, recent acquisition activity by a number of major contractors including Carillion’s acquisition of Mowlem, Galliford Try’s acquisition of Morrison Construction and Balfour Beatty’s purchase of Birse, has seen further consolidation in the industry and contraction in the number of larger companies. 

The UK education sector offers contractors a substantial client-base from which to generate work, both in terms of Local Authority primary and secondary school projects, voluntary aided schools and also from the higher education sector and increasing private investment activity for university schemes and commercial partnerships such as spin-off companies and sale and leaseback of university facilities. 
7.2
Key Construction Companies and Contactors

The UK’s leading 150 construction firms turned over more than £74 billion in the last financial year, of which the top 20 contractors accounted for almost £34 billion (46%). 

The table below lists the larger construction and building firms operating in the UK, with their respective rankings by 2005 and 2006 group turnover. The table does not include all companies involved in the construction industry, but illustrates most of the major players in the sector.  A key factor to emphasise is that company figures relate to UK company turnover and incorporate all activities including contracting and house-building. Where available, 2006 year-end results have been included, although, at the time of writing, a number of firms have yet to release final results. Turnover figures also fluctuate depending on the value of current contracts.  

	Table 36: UK’s Top 20 Contractors by Group Turnover 2005/2006

	2006 Ranking
	Contractor
	Financial Year End
	2005 Group Turnover (£m)
	2006 Group Turnover (£m)
	% Change

O5-06
	Yearly Work Won 2006 ((£m)
	Number of Projects Won 2006

	1
	Balfour Beatty
	31st Dec
	4,938
	5,852  
	+ 18
	3,580
	907

	2
	Bovis Lend Lease
	30th June
	3,282
	3,902
	+ 19
	2,091
	30

	3
	Taylor Woodrow
	31st Dec
	3,556
	3,676
	+ 3
	702
	40

	4
	Carillion
	31st Dec
	2,284
	3,590
	+ 57
	1,596
	117

	5
	AMEC
	31st Dec
	2,842
	3,229
	+ 13
	
	

	6
	Laing O’Rourke
	31st March
	1,934
	2,272
	+ 17
	1,520
	73

	7
	Kier
	30th June
	1,573
	1,783
	+ 13
	1,613
	500

	8
	Morgan Sindall
	31st Dec
	1,297
	1,497
	+ 15
	1,637
	458

	9
	Interserve
	31st Dec
	1,215
	1,409
	+ 16
	40
	327

	10
	AMEY
	31st Dec
	1,210
	1,321
	+ 9
	
	

	11
	Alfred McAlpine
	31st Dec
	1,039
	-
	
	
	

	12
	Miller Group
	31st Dec
	893
	1197
	+ 34
	406
	40

	13
	Skanska
	31st Dec
	820
	907
	+ 10
	1,922
	196

	14
	HBG
	31st Dec
	773
	882
	+ 14
	930
	91

	15
	Costain
	31st Dec
	773
	886
	+ 14
	340
	43

	16
	Galliford Try
	30th June
	718
	852
	+ 18
	563
	71

	17
	Shepherd Building
	30th June
	656
	725
	+ 10
	
	

	18
	Bowmer & Kirkland
	31st Aug
	631
	708
	+ 12
	667
	110

	19
	Gleeson
	30th June
	522
	387
	- 26
	
	

	20
	Willmott Dixon
	31st Dec
	421
	-
	
	338
	59

	Source: AMA Research/Company Accounts


Contractors active in the Education Market Balfour Beatty continues to dominate the league table with a 2006 turnover of over £5.8 billion, representing an increase of 18% on 2005. The bulk of Balfour's revenue in 2006 came from the public sector, particularly education and healthcare. One of its largest wins was in March 2006, when it reached financial close for the £76m schools scheme in Birmingham, which will provide 12 new and refurbished schools and in December 2006, the Company was appointed preferred bidder for the £157m BSF concession at Knowsley, Merseyside.
Carillion continues to feature in the top 5 contractors in the UK, with 2006 revenues up 57% driven largely by its acquisition of Mowlem. Education projects contributed around £162 million to 2006 revenues with growth driven primarily by contributions from the £100 million Renfrewshire schools PPP project and the £100 million Leeds schools project. 

Other firms experiencing considerable revenue growth over the previous financial year include: 

· Laing O’Rourke (+17%)

· Interserve (+16%)

· Galliford Try (+18)

· The Miller Group (+34%), which has been heavily involved in a number of education projects and has recently been awarded the £235m Leicester BSF contract. 
All of the top 20 contractors in our league table are active in the education sector, undertaking contracts through traditional PFI and under the BSF programme. Morgan Sindall undertakes education work through construction subsidiary Bluestone, which is involved in a number of projects in the higher education sector.

7.3
Private Sector Consortia in the Education Sector

In UK public sector construction, major contractors and other leading players have joined together to operate as partners in various contract-specific consortia alongside equity or investment partners. These consortia are now operating widely in the healthcare and education sectors to bid for work. For example, Interserve leads the Pyramid Schools consortium and Balfour Beatty mainly operates through Transform Schools Consortium, whilst Bovis leads the Catalyst Lend Lease Consortium and Carillion mainly operates through Inspired Spaces and Investors in the Community consortia.

Listed below are some of the principal consortia that have been formed to bid for PFI work in the education sector including contracts under the BSF.  

	Table 37: Leading Education Contractors and Principal Private Sector Consortia

	Consortium
	Contractor /Companies
	Recent Projects

	Academy Services
	Kier Project Investments
	Dexia Public Finance Bank
	£79m Norwich Schools PFI

Tendring Schools PPP

£50m Waltham Forest Grouped Schools PFI 
Sheffield Schools PFI Project (Phase 3)
Oldham Secondary Schools PFI Project

	Bespoke Environments
	Gleeson
	Bilfinger Berger
	Short listed £172m South Tyneside & Gateshead BSF

	Catalyst Lend Lease/Focus Education
	Bovis
	Capita Symonds Group

Redstone Communications Halifax Bank of Scotland.
	Preferred Bidder £250m Lancashire County Council BSF

Student Village – Sheffield University

Lincolnshire Grouped Schools PFI

	Environments for Learning (E4L)
	Interserve
	Barclays Private Equity

Mott MacDonald (including Cambridge Education)
	£240m Leeds BSF

	Equion
	John Laing
	
	£90m Edinburgh Schools PFI

£225m Glasgow Schools PFI 

£71m North Swindon Schools PFI

	Excell2gether
	Shepherd Construction
	Equion
	Short listed for £172m South Tyneside & Gateshead BSF

	Inspired Spaces
	Carillion
	Fsquared Ltd 

Nord Anglia Education Plc
	Short listed for £172m South Tyneside & Gateshead BSF

Short listed for £1.8 billion Kent BSF

Short listed for £89m Nottingham Council BSF

	Integrated Bradford Consortium
	Amey, Costain
	
	Preferred Bidder £400m Bradford BSF

	Investors in the Community 


	Carillion


	Mill Group


	Short listed for £130m Islington BSF

Short listed for £1.8 billion Kent BSF



	Invicta Learning Partnership
	John Laing, Laing O'Rourke
	Centerprise
	Short listed for £1.8 billion Kent BSF

Short listed for £130m London Borough of Islington BSF 

	Keystage Solutions
	Alfred McAlpine, Shepherd Construction
	
	

	Learning 21
	Costain 
	Vosper Thorneycroft
	Preferred bidder £400m Lewisham BSF 



	Pinnacle Schools
	Sir Robert McAlpine
	HSBC, Parsons Brinckerhoff
	£55m Gateshead Schools PFI

	Pyramid Schools
	Interserve 
	
	£50m Sheffield Schools PFI

£60m Southampton Schools PFI 

£95m Cornwall Schools PFI 2 

£60m Plymouth Schools PFI 

	QED Educational Environments
	Wates
	Innisfree
	£44M Slough Schools PFI

£25m Clacton Schools PFI

	Transform Schools
	Balfour Beatty
	Innisfree
	£76m Birmingham Schools PFI

£157m Knowsley Building Schools for the

£175m Liverpool City Council BSF

Short listed for £130m London Borough of Islington BSF

Short listed for £89m Nottingham Council BSF

	Source: AMA Research/Company Report & Accounts


7.4
Contractor Profiles

The following profiles illustrate the structure and expertise of a number of major contractors operating in the primary, secondary and higher education markets. The companies profiled include those whose principal market sectors include education and cover both top 20 contractors included in the above table and smaller firms.

Allenbuild is part of Renew Holdings Plc, a £500m turnover business listed on the Alternative Investment Market (AIM) and which has interests within construction, property and investment sectors.  

Allenbuild’s expertise in the education sector includes new build, refurbishment and extensions within operational schools, colleges and universities and key projects include a £2.7m teaching & science block at North Manchester School for Girls, a £5m sports science block for the University of Teesside and the £5.7m Chemistry Department for the University of York.

In March 2007, Allenbuild was named as preferred bidder for the University of Manchester’s Construction Framework project valued at between £200,000 and £3.5m. The contract will run for an initial period of two years with the potential to renew for a further year over which time the University estimates its capital spend to be in the region of £50m.

The Company also delivers a range of education projects through its PFI sector which undertakes a range of PFI/PPP projects and commercial opportunities in the infrastructure and accommodation sectors including the £3.6m Manchester Temple School which was a pathfinder PFI project. 

Amey is a leading provider of integrated business and infrastructure services to the public and private sectors and is working closely with central and local government to develop major projects, including PFI and PPP projects, in the education, health, transport and defence sectors. Since 2003, Amey has been part of Grupo Ferrovial, one of the largest services and construction groups in Europe.

For the financial year ending 31st December 2006, Amey recorded a 9% increase in annual revenues to £1.3 billion. 

To date, Amey has been awarded £407m worth of PFI projects in the education sector including the largest education partnership in Europe worth £1.2 billion with Glasgow City Council, the largest grouped schools PFI in England for Northamptonshire Council to supply total facilities management and life-cycle solutions for 41 primary and secondary schools across the region and the Unity City Academy in Middlesbrough. 

In January 2007, the Belfast Education and Library Board announced the appointment of the Belfast Schools Partnership (BSP), as preferred bidder for the Belfast Education and Library Board Strategic Partnership Project. The BSP consortium led by Amey will see the launch of a new long term partnership to refurbish or rebuild many of the school and associated buildings in Belfast to a potential value of £500 million.

In December 2006, a joint venture between Amey and Costain reached financial close on the £400m Building Schools for the Future programme in Bradford.  Construction work on phase one is expected to finish in August 2008 and the whole secondary estate in Bradford is due for completion in five years. 

Balfour Beatty procures and manages education sector projects through its Transform Schools Consortium, together with infrastructure investment group Innisfree, which delivers large, complex education PFI projects within the UK and is currently undertaking construction upgrade/rebuild on almost 25% of the total number of schools in the UK currently being improved via the PFI process.

Transform School’s portfolio currently consists of six large-scale schemes covering 154 schools in total, with £50m of committed equity investment, £21m of which is at preferred bidder stage. Around 20 new schools were completed during 2006 and a further 34 are currently under construction.

In March 2006, Transform reached financial close for the £76m scheme in Birmingham, which will provide 12 new and refurbished schools and in December 2006, Transform was appointed preferred bidder for the £157m Building Schools for the Future PPP concession at Knowsley, Merseyside. Under this 25-year concession seven new state-of-the-art learning centres will be created and the project is due to reach financial close in 2007.

Under BSF, Balfour Beatty has also been selected by Liverpool City Council as one of its three Framework Partners to help deliver its £175m Wave 2 BSF programme and has also been selected by Partnerships for Schools as one of the six firms for its £1.6bn Academies Framework. In April 2007, Nottingham Council announced that they had short-listed Transform Schools alongside Inspired Spaces (Carillion) and Miller Construction for their £89m BSF scheme.
To date, Balfour Beatty has been awarded £732m worth of PFI projects in the education sector including the £100m Rotherham Schools PFI and the £140m North Lanarkshire Council’s Education 2010 PPP. Bids are also in preparation for schools schemes in West Dunbartonshire, Islington and Nottingham, with a combined capital value of approximately £270m.

For the year ending 31st December 2006, Balfour Beatty recorded revenue increases of 18% to reach £5,852m and a forward order book of around £8 billion.

Bluestone Construction is a national construction company with 2005 revenues of £336m and is part of the Morgan Sindall Group. The company's core expertise is in building for education, healthcare, industrial and commercial organizations where it undertakes new build, refurbishment, special works and maintenance projects under a variety of procurement routes.

The company undertakes education projects in the primary, secondary and higher sectors and is a leading constructor of student accommodation schemes for UK universities. 

Bluestone is currently constructing a £20 million, 609-bed student accommodation scheme for developer Derwent Living in Birmingham’s Gun Quarter area, which will incorporate the use of prefabricated bathroom pods. 

A number of contract wins over the past year have reaffirmed Bluestone’s position as one of the leading contractors in the higher education sector including the award in April 2007 by the University of Reading of a £300m, four-year framework deal to cover all new build and refurbishment projects for the University, a £2.5m contract by Cranfield University for a new sports hall, a £3.7m contract by the University of Bristol for the refurbishment of its Physics Laboratories and the £9.5m contract with the UNITE Group to build a student housing scheme for the University of Sheffield.
For the year ending 31st December 2006, Bluestone recorded a 4% increase in annual revenues from £335m in 2005 to £348.2m and pre-tax profits were up 23% to £3.8m.

Bovis Lend Lease is a key player in the global construction market and provides project management and construction services for a range of sectors from office and retail markets to leisure, pharmaceuticals, airports and private public partnership schemes such as hospitals and schools through the PFI. 

In the UK, the group is a leading PFI provider in the healthcare, defence and education sectors, and is a member of a number of PFI consortia - Catalyst when bidding for healthcare and education, Catalyst/Focus Education for education projects and Debut for operations in the defence sector.

Notable contracts in the education sector for Bovis include a £120m conversion of the largest office block in the Kings Cross area into London’s largest student housing block for the University of London, the £87m Lincolnshire Grouped PFI Schools contract and South Lanarkshire Council's £240m primary school modernisation programme.

Under BSF, Bovis has been awarded the £250m project for Lancashire County Council, through its Catalyst Lend Lease consortium, which includes Bovis Lend Lease, Capita Symonds Group, Redstone Communications and Halifax Bank of Scotland. The project will be delivered via a 27-year PFI agreement with completion expected by 2010.

Carillion bids for most of its education work through its Business Services Division and through its education consortium, Inspired Spaces alongside regeneration specialists Fsquared Ltd and Nord Anglia Education Plc, specialists in education, training and childcare. 

The education sector contributed around £162 million of revenue in 2006 (2005: £141 million), with growth driven primarily by contributions from the £100 million Renfrewshire schools PPP project and the £100 million Leeds schools project. In 2006, Carillion also reached financial close on the £76 million South Ayrshire PPP schools project. 

To date, Carillion has been awarded £725m worth of PFI projects in the education sector and key PFI education projects include a £76m student village for the University of the West of England, the £25m Phase 1 Cavendish Campus development project at the University of Westminster and a £36m design and build contract for a Learning Resource Centre at the University of Hertfordshire. 
Carillion was one of the first major consortiums to enter the market to bid for projects under BSF and is currently bidding for the following schemes:

· £130m London Borough of Islington BSF 

· £172m South Tyneside & Gateshead BSF 
· £1.8bn Kent BSF 
· £89m Nottingham Council BSF
Under BSF, Carillion has also been selected by Partnerships for Schools as one of the six firms for its £1.6bn Academies Framework. 

For the year ending 31st December 2006, Carillion recorded a 57% increase in annual revenues to reach £3.6 billion, boosted by the recent acquisition of Mowlem. 

Costain is an international engineering and construction group which operates through a number of divisions including Civil Engineering, Building, Asset Management, and PFI, International and Geotechnical Services and recorded revenues of £886m in the 12 months to 31st December 2006.

The Company’s experience in the education sector ranges from primary and secondary schools through to university facilities and halls of residence and whilst the focus is predominately on large-scale complex programmes and frameworks in the PFI market, notably the £46m Kent Grouped Schools PFI, Costain also delivers smaller projects such as the £21.5m Madjeski Academy. 

As part of the Integrated Bradford Consortium alongside Amey, Costain has been chosen by Bradford Metropolitan Borough Council as the preferred bidder for its £400 million Building Schools for the Future programme, which will refurbish or rebuild all the city’s secondary schools. 

Costain has formed a joint venture called Learning 21 with Vosper Thornycroft Education and Skills to pursue other PFI targets and is preferred bidder for the £400m Lewisham BSF programme.  

Higher education is also a key sector for Costain with a £16 million contract to refurbish student accommodation at Southampton University on course to be completed in the summer of 2007 and the new £12m contract for a new business school at the University of Reading at the early design stage. 

Cowlin Construction Limited is a wholly owned subsidiary of the Cowlin Group Limited and operates from a network of regional offices in Bristol, Cardiff, Exeter, Plymouth, Southampton and Yeovil with a current workforce in excess of 400 employees. Cowlin’s activities within main contracting include design & build, new build, project management and refurbishment.

With secured contracts valued in excess of £160 million on site, the scope of Cowlin's activities within main contracting include design & build, new build, project management and refurbishment. 

The Group’s experience within the education sector encompasses a wide variety of schemes from further and higher education through to the primary and secondary sectors.

In the higher education sector, Cowlin has undertaken a number of projects including a £16m student accommodation complex for Cardiff University, an £8.2m refurbishment of laboratories at the University of Bristol, a £30m 1,100 bedroom student accommodation scheme for the University of Wales Bangor and a £7m Capital Works Framework Agreement for the University of Plymouth.

In April 2007, Cowlin Construction announced record figures for a third consecutive year with turnover reaching £185 million, up 24% from £150 million. Pre-tax profits also increased by 46% to £5.25 million.

Galliford Try is a leading building contractor with expertise in specific market sectors including affordable housing, commercial, education, health, interiors and leisure. Galliford has three operating divisions: Construction, PPP investments and House-building. The Group also now has a presence in the Scottish market, since its acquisition of Morrison Construction in 2006.

Galliford Try has been involved in the education sector for a number of years, and, to date, has been awarded £469m worth of PFI projects in the education sector including the £80m Birmingham Schools PFI, the £45m Caludon Castle Schools PFI in Coventry, the £12.8m Greig City Academy in London and the £192m Northamptonshire PFI Schools Project. 

Under BSF, Galliford Try was short listed for £80m Solihull BSF under the E-Pact Consortium alongside Aedas Architects and Johnson Workplace, which was eventually awarded to the BAM PPP Group.
For the year ending 30th June 2006, Galliford Try recorded an 18% increase in annual revenues to reach £852m.

Hollandische Beton Groep (HBG) is an international construction group with a turnover of £3bn operating mainly in The Netherlands, Germany and the UK and is part of the Royal BAM Group, a £5 billion construction and property company listed on the Dutch Stock Exchange. In the UK, HBG Construction Ltd comprises of five integrated business units: HBG Construction, HBG Properties (property development), HBG Projects (PFI projects), HBG Facilities Management and HBG Design, providing clients with a fully integrated range of construction and property development, design, PFI and facilities management services. 

For the year ending 31st December 2006, HBG UK Ltd recorded a 14% increase in annual revenues to reach £882m. 

HBG has become one of the largest contractors in the education sector, which represents the company’s largest single market with 36% of turnover, covering primary and secondary education and universities. The Company has delivered over £1 billion worth of education-related contracts in the last five years and in the last two years has worked on 53 projects at some 23 universities nationwide. The company has also become a leading provider of secondary schools and colleges (delivered through both conventional and PFI procurement routes) and City Academies and is building or operating completed facilities at over 20 PFI schools and colleges nationwide.

To date, HBG has been awarded £300m worth of PFI projects in the education sector including the £57.3m PFI project to rebuild 4 city comprehensive schools for Bristol City Council, a £23m project to build a new campus including lecture rooms, laboratories, library and sports hall for Durham University and the £18m David Young City Academy in Leeds. In April 2007, parent company BAM was awarded a £120m deal to deliver Dunbartonshire Council’s privately-financed schools scheme and HBG will deliver the design and construction of the schools, landscaping and sports facilities. 

Under the BSF Programme, HBG has been awarded preferred bidder status for the £74m Solihull BSF, through the BAM PPP Group, which was appointed to provide the equity for the scheme back in August 2006. HBG will carry out the construction work, with HBG FM providing facilities management services.
Interserve Project Services is actively engaged in PFI projects and provides facility management support services for hospitals, schools and fire stations and custodial work for prisons. To date, the Group has PFI education projects totalling around £165m and bids for projects in the education sector under the name of the Pyramid Schools Consortium and Environments for Learning (E4L). 

The Pyramid Schools Consortium has reached financial close on a number of projects, all of which are fully operational including the £50m Sheffield Schools project and the £60m Southampton Schools project. Furthermore, two further projects are currently under construction including the £95m Cornwall Schools PFI 2 Project and the £60m Plymouth Schools PFI Project. 

Under BSF, Interserve, as part of the Environments for Learning (E4L) consortium has achieved financial close on the first phase of the £240m Leeds programme. The initial wave of projects is worth £240m and will be delivered in a number of phases, the first of which is worth around £133m.
For the year ending 31st December 2006, turnover at Interserve was up 16% to £1,409m (2005: £1,214.5m) and profit before tax was up 61% to £58.1m (2005: £36.0m).  In 2006, education projects represented around 10% of total Group revenue, which equates to around £141m.

Kier is a leading UK building and civil engineering contractor specialising in private house building, facilities management, property development and the PFI. The Group employs 7,000 people worldwide and has an annual turnover in excess of £1.78bn.

Kier Education has been specifically formed to respond to the Building Schools for the Future, Primary Capital Programmes and Academy Framework initiatives and works closely with Kier Project Investments, which has considerable experience in developing and managing PFI school projects.
To date, Kier has been awarded education contracts with a total value of £320m of which £153m worth were under PFI including the £51m Oldham schools PFI, the £50m Waltham Forest Grouped Schools PFI, the £43m Norwich Area Schools PFI and the £52m Sheffield Schools PFI. 

Under BSF, Kier is currently bidding for £1.8bn Kent scheme and has been selected by Partnerships for Schools as one of six firms for its £1.6bn Academies Framework. The design & build framework will deliver academies and other educational facilities throughout England on behalf of local authorities that are not yet engaged with the BSF programme and will last four years from the 1 January 2007 and has a maximum OJEU (Official Journal of the European Union) value of £2bn.
In the higher education sector, Kier has completed student accommodation projects at Cranfield University, the University of Cambridge and the University of Surrey, as well as non-residential projects including a £6m 5-Storey Bio-Incubator Laboratory Building at the University of Sheffield and a £3.3m post graduate study centre at Wolfson College, University of Cambridge.

John Laing is one of the UK's leading investors, developers and operators of privately financed, public sector infrastructure projects such as roads, railways, hospitals and schools.  It is the only UK listed company whose core business is focused entirely upon the development of PFI/PPP projects and operations. 

The Group’s education portfolio includes over 60 education projects encompassing schools and further education colleges, which are delivered through either PFI, PPP or as property development deals.  In the education sector, John Laing operates Equion, a wholly owned subsidiary of Laing Investments specialising in PFI/PPP projects in the education, healthcare, emergency services and defence sectors. 

Equion already has a strong education portfolio, which includes the £90m Edinburgh Schools PFI, the £225m Glasgow Schools PFI and the £71m North Swindon Schools PFI.
Under BSF, John Laing is one of three bidders for the first stage of the £1.8 billion Kent County Council programme. The three shortlisted bidders are: Investors in the Community (Carillion/Mill Group/Northgate); Invicta Learning Partnership (John Laing/Laing O'Rourke/Centerprise) and Skanska RM (Skanska/RM). 

Laing is also shortlisted for the £130m London Borough of Islington’s BSF programme alongside Investors in the Community (Carillion/Mill Group) and Transform Schools (Balfour Beatty).

Shepherd Construction is a leading UK construction company undertaking both public and private work in the leisure, industrial, commercial, health, education and retail sectors and with an annual turnover of almost £400m. 

Shepherd Construction is part of the York-based Shepherd Building Group, which recorded a turnover of £725m in the previous financial year. The Group also own the Portakabin and Yorkon volumetric brands, Shepherd Homes, Shepherd Developments and Shepherd Engineering Services. 

Shepherd Construction has undertaken a number of projects in the higher education sector including the £27m Darlington College, the £9.4m Faculty of Law Building at Manchester Metropolitan University and a £15m new computer laboratory at the University of Cambridge.

Under BSF, Shepherd is short-listed for the £172m South Tyneside and Gateshead council’s programme. The three teams are Bespoke Environments (Bilfinger Berger and Gleeson); Excell2gether (Equion and Shepherd) and Inspired Spaces (Carillion). The successful bidder will be chosen over the next 12-18 months, after which work will begin on site.

Skanska is a leading PFI contractor with a portfolio of schemes worth in excess of £3.8 billion. In the UK, the company employs 3,500 people and achieved revenues of £907m and operating income of £30.4m for the year ending December 31st 2006.

The Group’s PFI portfolio covers the healthcare, custodial, education, transportation and defence sectors and the Group has an order book worth some £1.8 billion including a number of PFI schemes that reached financial close during 2006 including the £70m Midlothian Schools contract. Key education projects include the £15m Redbridge Schools PFI, the £23m Newham Schools PFI and the £36m Bexley Schools PFI. 

Under BSF, the Skanska Educational Consortium has been selected by Bristol City Council as Preferred Bidder for its £150m BSF programme with Wilkinson Eyre and Architects Co-Partnership. Skanska will enter into a 10-year partnership with the Council. 

Skanska is also one of three bidders for the first stage of the £1.8 billion Kent County Council BSF programme alongside Investors in the Community (Carillion/Mill Group/Northgate) and Invicta Learning Partnership (John Laing/ Laing O'Rourke/Centerprise) and has been short listed for the £200m Newham Schools BSF alongside Laing O’Rourke and Miller Construction.  

In 2006, Partnerships for Schools selected Skanska as one of the six firms for its £1.6bn Academies Framework.

Willmott Dixon is one the UK's leading privately-owned construction and development companies undertaking projects for both public and private clients in the healthcare, education, leisure, commercial and housing sectors. The company has considerable experience in the delivery of education projects for the primary, secondary, further and higher education sectors, including schemes under the Building Schools for the Future programme. 

Willmott Dixon is also is part of a consortium that has been appointed by the Building Research Establishment (BRE) to build a zero-carbon mini-school as a model for future education projects. The Group is working with architects White Design and engineers Max Fordham on the project, to be showcased at the BRE offsite exhibition in June 2007. The school will be built from recycled solid timber and will arrive on site flat-packed, naturally ventilated and lit. The materials have been chosen with recycling in mind.
In the higher education sector, Willmott Dixon has been awarded a number of projects including an £8.2m contract from the University of Greenwich to build a sports and teaching facility, a £5m 450-seat lecture theatre at the University of London and two student accommodation blocks at St Mary’s College in Twickenham, part of Surrey University and is currently bidding for £28m entertainment complex at University of Hertfordshire alongside Laing O’Rourke and Gleeson. The winner of the first stage of the two-stage contest should be known by late May 2007 with work starting in September 2007. 

Under BSF, Willmott Dixon is currently bidding for £1.8bn Kent BSF scheme as part of the Investors in the Community consortium, which includes Brett Construction and has been selected by Partnerships for Schools as one of six firms for its £1.6bn Academies Framework. Willmott Dixon has already completed the £23.5m City of London Academy in Southwark, south London. 

Willmott Dixon is expected to announce their 2006 annual results in June 2007. 

Other leading contractors operating in the education sector include: Alfred McAlpine, AMEC, AWG, Bowmer & Kirkland, Gleeson, Kajima Europe, Laing O’Rourke, Leadbitter, Miller Construction, Norwest Holst, Shaylor Group, Sir Robert McAlpine, Taylor Woodrow and Wates Group. 

8.
Conclusions & future prospects

The outlook in the education sector continues to be very positive, and, although the Building Schools for the Future Programme has made a slower than expected start, the Government remains committed to investing up to £45 billion over the next 15 years in replacing secondary schools and some £1.6 billion over the next five years in building Academy Schools.

Going forward, the Government has reaffirmed its commitment to substantially increasing capital funding for education in the 2007 Spending Review, which will allow the construction industry to facilitate the various development programmes planned for the next decade. Overall capital investment in schools is forecast to exceed £8 billion by the end of the next Spending Review in 2010-11, with the DfES receiving a 2.7% increase between 2008 and 2010-11 and the education sector as a whole receiving 2.5% a year, taking total education spending in England to an estimated £80.6bn by 2010. 
However, the growth rate for the education sector as announced in the Budget will be well below the average 4.4% annual increase it has received over the past decade, and lower still than current rates of spending growth. This trend is likely to result in a widening of the disrepair backlog currently being experienced by many schools, estimated to be almost £9 billion in the schools sector and almost £8 billion in the higher education sector. 

Government spending on education is forecast to be the single largest investment in UK construction in the next five years. The first three waves of the BSF will release more than £4.7 billion UK-wide for construction and ICT (Information Communications and Technology).

Under BSF, construction work is yet to begin on most projects and with the first three projects now just beginning on site, the contribution of BSF to the value of construction output is yet to be registered. The construction industry anticipates that further increases in education work through the BSF Programme will help sustain construction industry growth over the next 12 months. 

Although progress has been made under BSF, the Programme is already behind schedule and still has some way to go to replace the PFI schools programme, which is winding down and being replaced by BSF. 

Much criticism has been levelled at BSF, primarily that the lengthy procurement process has given the Programme a slow start and projects are experiencing long delays because contracts are not being awarded fast enough. Since BSF was launched the lengthy process of advertising in the Official Journal of the European Union (OJEU), naming shortlists and choosing a preferred bidder has added further to delays. As construction work has barely begun under the Programme, rapid progress is now required to bring these initial schemes through to start on site if the Government is to deliver its interim target of 380 secondary schools by April 2008. 

The higher education sector is also undergoing a period of substantial change, driven by the growth in student numbers, tuition fees, rising maintenance and infrastructural backlogs and increasing competition for private funds. Pressures facing higher education institutions are forcing them to make changes to their estate and infrastructure development, consider their strategic focus and mission, the types of students they attract and the income streams on which they are able to draw.

Future considerations for the higher education estate in the UK must take account of the continuing rise in student numbers, forecast to rise to over 1.5 million by 2008, the competition for overseas students and the rise in overseas education providers. Developments in teaching and learning methods and technologies, including the use of ICT and the proportion of off-campus learning are also set to continue, which will incorporate the need for infrastructure changes as well as applications and network provision. 

The university and college PPP market is expected to grow especially in the student accommodation sector, with student numbers increasing each year. The Higher Education Funding Council estimated 30,000 full-time more students will enrol between 2006-07 and 2007-08 and the quality of the campus accommodation is an important deciding factor for students. Restricted funding for the higher education sector means a growing number of institutions are turning to private finance to fund infrastructure developments. 

The standard of student accommodation is also continuing to rise, with a ‘premium’ market emerging where en suite facilities, high speed data networks and even in-house coffee shops are commonplace. Going forward, whilst over 100,000 bed-spaces have already been purpose-built by private sector developer/operators in recent years, some 300,000 beds are still owned and operated by the higher education sector, with a significant proportion of these now in need of upgrade. Consequently, this sector of the higher education market remains a lucrative one for the construction industry. 

Forecasts indicate that the higher education construction market will grow over the next 5 years, with the principal sector being student accommodation. Another area set to grow is academic and research infrastructure development as universities continue to focus more on improving teaching facilities. 
Across the higher education sector, the changing capital base will increasingly look towards other sources of funding such as grants, loans and capital endowments from charitable trusts and private sponsors, rather than rely on any surpluses or inadequate Government investment in the sector. Universities will also be encouraged to look outside their core business of teaching and research and function commercially by outsourcing facilities and renting out student halls and lecture facilities to attract conference business and corporate clients that will generate income all year round.

The university sector is also expected to rely less on central government funding and more on revenues from tuition fees introduced into England and Northern Ireland in September 2006. The proportion of income universities and colleges are expected to receive from fees is predicted to rise to 31% by 2009. Many universities and colleges are therefore planning to use this extra money to invest in infrastructure in order to remain sustainable in the long term.

The key issues facing those in the higher education sector will continue to be driven by a continuing funding gap between fees, government funding and the cost of teaching and research. In order to maintain university infrastructure to meet the needs of 21st Century teaching, learning and residential demands, there will need for institutions to find new sources of funding, identify cost efficiencies and diversify their core business into the provision of services and facilities for the commercial sector. 
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