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practice. On the other hand, provision from some sub-contractors had not met standards 
expected. Some organisations couldn’t provide Remploy with the information they 
required to be considered as a sub-contractor, with many small organisations finding it 
onerous. Others were not appropriate, but could be useful for a spot purchase. 

Remploy appreciated that some sub-contractors were not able to operate on the basis of 
payment by outcome and either had to be paid for services by the prime contractor or 
would not bid. Remploy had had to identify which sub-contractors needed to be paid 
directly for services. The prime contractor was not obliged to pay sub-contractors on the 
basis of outcomes. However there was a limit to the number of sub-contractors a prime 
contractor could “carry” this way; this could only be done for those whose expertise they 
could not afford to lose.  

Discussion with a selection of sub-contractors used by Remploy 
 
The Committee was introduced to  

• Helen Robinson, Salvation Army; 

• Chris Walsh, Wise Owls; 

• Patricia Shallett, Pro Diverse; 

• Abdiwali Mohamud, Somali Education and Development Committee; 

• Dennis Dillon, Springboard Islington; and 

• Andrew Smith, Terrence Higgins Trust. 

Sub-contractors were used to payment by results but would prefer up-front payments; even 
with payment by results they needed something upfront for set up costs. They were used to 
a mix of payment models, but mentioned the requirement to get so many ‘starts’ a month 
to get subsequent funding. This would be an issue in the relationship between the Prime 
and Sub contractors. One sub-contractor had taken up a lot of opportunities in providing 
support services; these services included addiction treatment or mentoring, which didn’t 
get people into work directly. It could be difficult for a charity to take a speculative “hit” 
undertaking work for which it might not be paid if the outcomes were not achieved; 
Trustees and the Charity Commission would probably not agree to them doing it. There 
was “not enough money in FND”, particularly once the prime contractor and sub-
contractors had taken their cut, the amount left for delivery was too small. 

 In the tender process, prime contractors were assessed on the basis of their ability to 
manage a supply chain and their financial strength, not on the basis of any experience of 
delivery. It was suggested that the prime contractor typically skimmed off 20% to cover its 
costs, underwriting risk, and providing back office services (and to cover profit). This left 
too little to be spent on delivery. The contracting process had not provided prime 
contractors with enough time to build relationships with sub-contractors. Phase 2 was 
following on too quickly from phase 1 for prime contractors to build these relationships; 
there was not enough time for Prime Contractors or the DWP to learn lessons from Phase 
1. 
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Distance and isolation could increase overheads in rural areas and providers did need a 
minimum number of clients for operations to be viable. 

There were concerns about the appropriateness of existing targets for contracts in the 
changed economic climate. The harder to help needed more input and required longer 
term support than could be offered under FND. There were fears that the hardest to help 
would be “parked” while  the recently unemployed with a good work history would be 
readily employable. It was feared that providers would not “waste” resources on those very 
far from the labour market; prime contractors would spend as little as possible on this 
group and may not bother passing them on to subcontractors. While the Government was 
now offering 45% of the fee in the first year to cover up-front costs, none of the Prime 
Contractors had offered to pass that on to sub-contractors. Remploy had previously been 
offered less than half the outcome fee to take on some with multiple barriers, however they 
had also been offered double the fee by a different Prime Contractor. 

There was concern that prime contractors would take excess amounts for their services. 
One sub-contractor had been offered £1100 for an end to end service, but had not accepted 
any such offers; it had instead bid for support services. Another had accepted offers from a 
prime contractor taking 20% of the outcome payment and passing on the rest while the 
sub-contractor took on 100% of the risk (for 80% of the payment). It was used to this 
arrangement through Train to Gain. Another suggested that a prime contractor taking 
only 20% was quite low; it was suggested that the relationship between Government money 
spent and money spent on delivery was usually c. 50:50.  

There were concerns that very small local providers wouldn’t get a look in. Contracts were 
too big and large organisations would do most of the sub-contracting. There had not been 
enough time for prime contractors to build up networks of sub-contractors. It was feared 
that smaller organisations would go under leading to a loss of skills and expertise 
(particularly at a time when ESF funding had become scarcer). One sub-contractor 
believed that the prime provider model had “wiped out local innovation”; there was no 
requirement for prime contractors to develop a diversity of provision (this could have been 
included in the contracts).  

The voluntary sector had wanted the right to make consortia bids but had been told not to 
bother by DWP; the Department wanted big providers as their contracts would be easier 
for DWP to administer. Some consortia had encountered problems in entering contractual 
joint ventures due to an inability to clarify the nature of the legal contracting entity to 
DWP’s satisfaction. Remploy was the nearest thing to what the voluntary sector had 
wanted; other than through Remploy, provision would simply be by big providers and 
smaller bodies were dropping out “by the day”. This was a missed opportunity as 
customers could build confidence more easily with smaller organisations and would be 
missed by the bigger ones. However, it was the business model of many of the prime 
contractors to build their own organisations on the ground, not to build partnerships. 

All subcontractors and those that contracted to subcontractors had to be listed in the 
tender of the prime contractor. If the Prime Contractor wanted to change the list they had 
to ask DWP for permission. One sub-contractor noted that its contract with a Prime 
Contractor specified that it could not sub-contract. Prime Contractors will find it difficult 
to expand the number of subcontractors, or develop relationships with smaller 
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organisations after the contract starts; this was why the tight deadline for submitting 
tenders was so crucial. 

Remploy said that they were not sure how the Code of Conduct would work in practice, or 
what would happen if it was breached. There had been examples where a prime contractor 
had used a sub-contractor’s name in its bid but had then never passed customers on. 

 

 



83 

 

Formal Minutes 

Wednesday 25 February 2009 

Members present: 

Mr Terry Rooney, in the Chair 

Anne Begg 
Mr Harry Cohen 
Mr Michael Jabez Foster 
Mr Oliver Heald 

 Mr John Howell 
Mrs Joan Humble 
Mr Tom Levitt 
Mr John Penrose 

Draft Report (DWP’s Commissioning Strategy and the Flexible New Deal) proposed by the Chairman, 
brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 208 read and agreed to. 

Annex and Summary agreed to. 

Resolved, That the Report be the Second Report of the Committee to the House. 

Ordered, That the Chairman make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the provisions of 
Standing Order No. 134. 

Written evidence was ordered to be reported to the House for printing with the Report, together with written 
evidence reported and ordered to be published on 19 November 2008. 

 

 

[Adjourned till Wednesday 4 March at 1:00 pm 
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Witnesses 

Wednesday 22 October 2008 Page 

Ian Mulheirn, Chief Economist, The Social Market Foundation and Lawrence Kay, 
Research Fellow, Policy Exchange 
 

Ev 1

Stephen Bubb, Chief Executive, Association of Chief Executives of Voluntary 
Organisations and Chris Melvin, Employment Related Services Association Board 
Director and Chief Executive of Reed in Partnership Ev 12 
 
Wednesday 29 October 2008 

Richard Johnson, Managing Director, Welfare to Work, Serco, Austin Hardie, 
Operations Director, The Wise Group and Rob Murdoch, Executive Director, A4e 
 

 
Ev 20

David Coyne, Executive Director, Glasgow Works, City Strategy Consortium and  
Dave Simmonds, Chief Executive, Centre for Economic and Social Inclusion 

 
Ev 32

 
Wednesday 10 December 2008 

Rt Hon Tony McNulty MP, Minister for Welfare Reform and Employment, Alan Cave, 
Delivery Director, Work Welfare and Equality Group and Rob Wormald, Head of 
Commercial Employment Provision, Department for Work and Pensions Ev 39 
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List of written evidence 
 Page 

Leonard Cheshire Disability’s Supported Employment Scheme and the Highland 
Employment Network Ev 56 
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Social Market Foundation Ev 74 
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Yes Minister Ltd Ev 85 
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Association of Learning Providers Ev 112 

One Parent Families/Gingerbread Ev 121 
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List of unprinted evidence 

The following memoranda have been reported to the House, but to save printing costs 
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St. Mungo’s – Discussion Paper on Commissioning 
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