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Figure 4
Working with departments, it is estimated that central government operates around
1,100 different grant schemes
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Notes

1 DFID = Department for International Development, Mod = Ministry of Justice, HO = Home Office, DGLG = Department for Gommurities and Local
Government, DfE = Department for Education, DCMS = Department for Culture, Media & Sport, DFT = Department for Transport, DECG = Department
of Energy & Cimate Change, DH = Department of Health, BIS = Department for Business, Innovation & Skill, Defra = Department for Environment,
Food & Rural Affairs, MoD = Ministry of Defence, CO = Cabinet Office.

2 Across government, there are variations in the way parts of government think about grants. The arrangements represented in the graph include
considerable diversity. We have therefore used ‘scheme’ as a catch-all term to refer to the many different types of grant-based funding arrangements
used by central government.

3 The 42 schemes listed for DFID include multi-donor grant schemes operated by others to which DFID makes a contribution.

Source: National Audit Office analysis of Cabinet Office survey and departmental data
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Figure 12

Our audit approach

The objective of
government

How this will
be achieved

our study

Our evaluative
criteria

Our evidence

(see Appendix Two
for details)

Our conclusions

Government has three key objectives:

e To reduce the cost of administering grants;

e To reduce fraud and error; and

o To help make grants more effective

The Cabinet Office is leading a review of government grant programmes to identify the scale of the landscape and

the efficiency of existing grant-funded initiatives.

-
The study examined the likelihood the Cabinet Office’s programme will lead to improvements in government grant
funding, whether departments routinely appraise alternatives before choosing grants, and — using case studies —
establishing the degree grant programmes are strategically planned and output focused.

The Cabinet Office has a clear
vision to improve government
grant funding

Departments maximise public
value by appraising alternatives
before choosing to fund

-

-

}

Planning and design of grants
programmes s strategic and

I

We assessed the Cabinet

Office's intervention by:

o reviewing the
documentation associated
with the Grants Efficiency
Programme

e interviewing senior
members of the Cabinet
Office programme team

e interviewing departmental
stakeholders

l

We assessed:

e the guidance around
appraisal methods used by
the DFID, DCLG, DIT and
BIS departments

e the appraisal processes used
for business cases and
grant funding proposals

o thefindings from interviews
of directors and budget
holders

I

output focused

We assessed case studies by:

o reviewing existing business
cases

e interviewing leaders of grant
administrator teams to

assess risk, monitoring and
evaluation processes

o reviewing data collected
around outputs and
outcomes

}

Grants can be an effective method of achieving policy objectives, but should not be the defautt option as other
alternatives may offer better value for money. There is no central good practice guidance and limited central data to
support departments in implementing efficient and effective grant programmes. Grant provision Is fragmented across
govemment, with individual grants made in isolation from other funding methods or the grants of other departments.
Departments and central government have a role to play to address these issues. The Cabinet Office has begun work
toimprove government's use of grants, but this is at an early stage and will need more support from departments to
be successful. The Cabinet Office and departments, however, will have to work together to address these challenges
before govemment's use of its grant funding as a whole can demonstrate value for money.
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Figure 3
Government’s spending on grants in 2011-12 (including £61 billion spent outside
of government)
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Notes
1 Totals may not add due to rounding.
2 Devolved Nations-related: Grant funding made in Scotland, Wales and Northern Ireland.

3 DIE = Department for Education, DCLG = Department for Communities and Local Government, DWP = Department for Work & Pensions,
BIS = Department for Business, Innovation & Skills, DFT = Department for Transport, HO = Home Office, DFID = Department for International Development,
Consolidated Fund to EU = Payments from HM Treasury's main bank account to the European Union.

Source: National Audit Office analysis of Whole of Government Accounts data for 2011-12
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Figure 5
Alternative funding models to grants

Funding model

Procurement

Equity

Loans

Grant with
repayable
elements

Tax expenditures

Explanation

Purchase of goods
or services.

Taking an ownership stake in
an organisation.

Money given with a
requirement that the recipient
pay it back at a later date.

Grants partly given in the form
of aloan.

Tax reliefs provide behavioural
incentives to achieve social or
economic objectives.

Source: National Audit Office analysis from previous work

Advantages

Government gains ownership of
any assets.

Greater abilty to specify requirements.

Allows for tighter controls.

Offers greater control to government.

Offers the potential for a
financial return.

Produces a financial return
for government.

‘Recycling’ money can make
the available budget go further.

Relatively simple and easy
to administer.

Gives some financial return
to government.

Can offer lower administrative costs
and provide differentiated financial
support that would not be cost-
effective through means-tested
spending programmes.

May also target support or deliver
objectives more effectively.

Disadvantages

Requires commercial skills and
specialist knowledge to set
requirements effectively.

Higher administration cost.

Places a higher management
burden on government.

Higher financial risk than loans.

Higher administration costs over
alonger period.

More complicated than standard
grants to design and implement.

Costs cannot be controlled within
afinite budget.

Risk of tax error and misuse.
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Figure 8

Consideration of alternatives to grants

Department

Department for
International Development

Department for Communities
and Local Government

Department for Transport

Department for Business,
Innovation & Skills

Note

1 HM Treasury, Department for Business, Innovation & Skills, The Plan for Growth, March 2011.

Source: National Audit Office analysis

Considers at a departmental level
its strategy for using or considering
alternatives to grants?

Yes

The Department for International Development
(DFID) has committed to continue to use grant
funding. However, its business model going
forward includes an increase in the use of
loans. In 2013-14, DFID also spent an estimated
£1.4 billion contracting with suppliers to deliver
development activities.

Yes

The department's strategy is to reduce the
use of grant funding and increase the use of
alternatives such as guarantees and loans.

No

While we were unable to identify any
departmental-level strategy, individual initatives
are using alternatives such as:

the managed service for smart ticketing; and

® the cycle-to-work annual tax exemption

Yes

The department’s Plan for Growth to boost
the economy uses both grants and alternatives,
for example changes to tax allowances and
the launch of investment vehicles such as the
Business Angel Co-investment Fund.

Departmental guidance for grant programme
managers/budget holders challenges staff to
consider alternatives?

Yes

Guidance in the use of alternative financial
instruments has been provided since 2004.

Yes

Staff are challenged to justify why a grant should
be paid rather than using procurement, a loan, or
other methods.

Yes

Guidance challenges staff to consider atematives
before establishing a grant programme. However,
during our fieldwork we found evidence this is not
systematically applied.

No

Departmental guidance does not challenge staff
designing policy implementations to consider
whether a grant is always the best approach.
However, some individual schemes such as

Grant for Business Investment (GBI) did include
that flexibility. GBI was based on the award of
grants and guidance was appropriate to the
objectives of the scheme. Its guidance made clear
that applicants should be challenged on their need
for a grant - GBI was funding of last resort and
the applicant needed to show it had exhausted

all alternative sources of funding. The guidance
also prompted staff to consider repayable grants
in certain circumstances.
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Figure 11

The Grants Efficiency Programme’s four initiatives

Initiative

Implementation cost

Background

What would be Implementation
implemented date

Indicative savings
expected by the

Which of the issues identified in our report will be potentially addressed

Cabinet Office? Improved Improve  Reduce fraud  Improve the Reduce Improving  Improving the
officiency outcomes  anderror  consideration  fragmentation  the use of evaluation
of alternatives management  of grants
information
Guidanceand  Aninitialinvestment of Developing the existing Department The extranet will be opento  April 2014 This option could Yes Yes Yes Yes - - Yes
support £5.3 milion to the end of for Business, Innovation & Skills all departments by April 2014. potentially save at least
website 201415, which includes extranet to open it to all government £2 million in 2014-15,
investment in an online departments to become a conduit for based on staff time savings
repository, then an ongoing accessing new guidance and support. across departments.
cost of £3.5 million. The set-u
7P The material would be developed In the long term, annual
costs include departments’
by members from the existing savings could be up to
contribution in time in taking
cross-government best practice £364 million.
part and implementing the ts network.
best practice website. grants network.
Mandatory Aninital investment of This would include: In place for intermediated April 2014 Controls on intermediary Yes Yes Yes Yes - - Yes
policiesand  £3.0 millon to the end of grants beginning in April 2014. costs alone could save
o Controls on intermediary
process 2014-15 with an ongoing cost potibabaouiin between £5 million and
of £1.2 millon. For the initial - £40 millon in 2014-15.
setup costs an allowancewas e A value-for-money case for all
In the long term, annual
made for additional staff grants including an assessment of
savings could be up to
training and time to adopt whether it is the right instrument.
£808 millon.
any new policies.
®  Mandatory training and mandatory
grant processes in areas such as
anti-fraud and error controls and
evaluation of grant outcomes.
Online Aniitial estimate of £4.4 milion A repository of llindividual grants, The repository wil interface An outline When the project is Yes Yes Yes - Yes Yes -
repository to the end of 2014-15 to develop  including the amount, who the vith departments’ payment business case fully implemented up to
the repository with anongoing  recipient s and related information systems supplemented for both projects £148 millon of annual
cost of £3.3 million. An estimate  such as cost of administration by manual input. The to be developed savings could potentially
for stalf to update the repository  and outcome measures. information will be accessible by January 2015. be realised over the
is included in the ongoing costs. to government grant-makers, long term.
grant recipients and the public.
Grants An inital investment of A central service for administering This would include features An outline This could achieve Yes - Yes - Yes Yes Yes
administration  £29.3 millon including the grants, underpinned by an online such as: business case up to £1.25 billion
service development of a digital system digital system, allowing a high level for both projects annual savings over
to the end of 2016-17 with an of automation for administration. ® ‘a:::";b‘aiz:(g‘;’s‘f“ for to be developed the long term.
ongoing cost of £2.2 million. grant app d by January 2015.
e automated processing
such asrisk and financial
assessment (e.g. identity
verificatior);
o standard forms and terms
and conditions;
e automated payments and
reporting; and
o alinked information portal.
Note

1 Cabinet Office considers the savings shown as high-level estimates only due to the lack of data.

Source: National Audit Office review of the Grants Efficiency Programme Options Analysis
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Figure 6

Examples of departments’ use of alternatives to grants and the benefits achieved

Initiative

Green Investment Bank

Smart ticketing managed
service

Help to Buy (equity loan)
scheme

The Seed Enterprise Investment
Scheme (SEIS)

Notes

Description

The Green Investment Bank provides capital for
green infrastructure projects alongside private
sector funds.

The Department for Transport is funding a pilot
in Norfolk that provides a managed service

to operators so they can all participate in

the county’s smart ticketing scheme. This is
provided free of charge in exchange for the
foregoing of the Bus Service Operators Grant
(BSOG) smart ticketing uplit.

The Department for Communities and Local
Government launched the Help to Buy (equity
loan) scheme in April 2013 to provide loans to
74,000 households by 2015-16.

SEIS is designed to help small, early stage
companies raise equity finance. SEIS offers tax
reliefs to individual investors buying shares in

small companies at a very early start-up stage.

Benefits

As of March 2014, the Green Investment Bank had
committed £1.3 billion, attracting up to £3.5 billon of
private sector funding into commercial green projects.

Al of NorfolK's buses are now equipped with new
ticket machines as part of the county’s plans to
expand the use of integrated smart ticketing. This
pilot is demonstrating that a managed service is
amore effective mechanism for government to
support small operators and help achieve smart
ticketing ambitions as it spreads the high initial
cost of equipment.

By the end of February 2014, a total of
16,465 properties had been bought with the
support of the scheme. The government will
receive a financial return on its funding.

Since its launch in April 2012, the scheme has
helped more than 1,600 companies to raise more
than £135 million of funding.

1 House of Commons Environmental Audit Committee, Green Finance, Twelfth Report of Session 2013-14, HC 191, March 2014.

2 Department for Transport, Green Light for Better Buses, March 2012.

3 Press release, Norfolk bus trial o inform government's smart ticketing strategy, available at: www.gov.uk/government/news/norfolk-bus-trial-to-
inform-governments-smart-ticketing-strategy

Comptroller and Auditor General, The Help to Buy Equity Loan Scheme, Session 2013-14, HC 1099, National Audit Office, March 2014.
5 Help to Buy (equity loan) scheme monthly statistics, available at: www.gov.uk/government/statistical-data-sets/help-to-buy-equity-loar-

scheme-monthly-statistics

6  Comptroller and Auditor General, Tax Reliefs, Session 2013-14, HG 1180, National Audit Office, March 2014.

Source: National Audit Office analysis
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Figure 7
Grant programmes in our case studies

Department family ~ DfT BIS

Name of grant Bus Service Grant for Business

programme Operators Grant Investment®

When introduced 1964 1970s (changed
to current format
in 2008)

Annual Value £230m £75m

Number of recipients 1,600 332

Notes

BIS

Cataputt Centres
(Technology
Strategy Board)

2011

£200m

DCLG

Coastal
Communities
Fund!

2012

£22m

25

DCLG

Local Infrastructure
Fund (Homes and
Communtties Agency)2

2012

circa £200m

25

1 While the Coastal Communities Fund is a UK-wide fund, DCLG is only responsible for the fund in England. The figures for the Coastal Communities

Fund here refer to England only.

2 The Local Infrastructure Fund is a programme of predominately financial transactions and recoverable grant costing circa £200 millon per annum.

3 Figures from 2009-10, the only financial year the scheme was wholly operational.

4 DIT = Department for Transport, BIS = Department for Business, Innovation & Skills, DCLG = Department for Communities and Local Government,

DFID = Department for International Development.

Source: National Audit Office analysis
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Figure 1

Payments included or excluded in our definition of grants

Type of
payment

Grants

Subsidies

Sponsorships

Subscriptions

Benefits

Grant-in-aid

Description

Permanent transfers of money for specific
purposes, including capital grants for
creation of assets and revenue grants

to fund activities.

Assistance provided towards the costs of
a specific activity or service provision seen
to be in the public interest.

Provision of cash, assets or services in
support of a specific activity.

Advanced payments made to participate
in or support an nitiative.

Amounts paid to individuals who meet
certain requirements, used to support
the individual rather than wider policy.

The basic funding paid by departments
to public sector bodies within their
departmental families. Less specific
than other grants.

Source: National Audit Office analysis

Included in
our definition
of grants?

Yes

Yes

Yes

Yes

No

Example

Department for Communities and Local
Government provides grants through the
Coastal Communities Fund to support training
and employment opportunities for people in
coastal towns in England.

The Bus Service Operators Grant (BSOG) is paid
1o eligible local and community bus operators
1o help recover some of their fuel costs.

The Department for Transport provides
sponsorship for major road and rail projects
such as Crossrail.

Promissory notes are a method of funding
multilateral organisations that then ‘encash’
these funds as they need them. They include
capital subscriptions to the World Bank and
the Regional Development Banks.

Employment and Support Allowance is provided
1o lend financial support to il or disabled people.

The Technology Strategy Board’s primary source
of funds is grant-in-aid allocated to it by the
Department for Business, Innovation & Skills.
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Figure 10
Accountabi

Grant programme

Bus Service
Operators Grant
(BSOG)

Grant for
Business
Investment (GB)

Coastal
Communities
Fund

DFID Civil Society
programmes
such as its

Civil Society
Challenge Fund

Notes

Controls and
accountability

DIT is accountable for the
BSOG funding;

BSOG Is generally
estimated for each
bus operator and paid
in advance;

Administration team
checks new joiners to
ensure no prior unpaid
debt and directors not
linked to any impropriety
and that services are
actually eligible and are
being run.

BIS is accountable for
GBI funding;

Grant terms and
conditions include
variation, withholding
and repayment clauses.

70 per cent of initiatives
funded through local
authorities, who are
accountable. DCLG

is accountable for

the remainder.

DFID is accountable for
bilateral grant funding;

All business cases are
quality assured but
those above £40 million
are subject to additional
review by DFID’s Quality
Assurance Unit;

In 2011, a review found

that while the Civil Society

Department conducted
detailed due diligence
on non-governmental

organisations (NGOS) prior

to funding, local NGOs in

partner countries were not
subject to the same level of

scrutiny. DFID responded
by developing a due
diligence framework.

ies and approaches to monitoring and evaluation

Monitoring

The Driver and Vehicle Standards Agency (DVSA)
conducts inspections;

Annual BSOG claim is signed by an accountant and
asenior official of the company, and variances in
actual spend against estimate paid or recovered;

The IT system alerts the administration team to
changes in key metrics such as kilometres per litre
of fuel;

There is currently no systematic information-sharing
with other bus industry funders relating to fraud.
However, we have been told by DfT it s shortly to put
in place an information-sharing agreement with the
Office of the Traffic Commissioner and DVSA;

Bus operator performance is the responsibility of
the Traffic Commissioners.

Recipients receive a minimum of two inspections;

Staff administering the grant estimated between
7 and 10 per cent is clawed back;

Closure of Regional Development Agencies (RDAs)
in September 2011 transferred responsibility to BIS.
One consequence has been an ongoing challenge
to amalgamate the poor-quality grant data received
from some of the disparate RDAS.

Monitoring is contracted to the Big Lottery Fund,
who take a risk-based approach to the frequency
of monitoring and inspections, drawing on their
in-house Capital Support Unit as appropriate;

All non-local authority capital projects are required
to provide monthly financial reporting and an
annual financial statement. Revenue projects
provide quarterly financial reporting and an annual
financial statement;

Revenue funding is paid quarterly in advance;
capital funding is paid in arrears on production of
original invoices.

Al projects undergo an annual review, which the
department publishes;

All programmes administered using one
department-wide IT system called Activity Reporting
Information E-System (ARIES). We have previously
reported that it has some limitations such as not

being able to fully integrate financial and performance

data. However, the system does provide DFID with
a'single view’ of each of its suppliers, enabling it to
report on the history of all contracts and payments.

Evaluation

The BSOG system is currently
undergoing a two-stage
review; stage 1 is already
being implemented and
involves devolving a proportion
of the BSOG budget to local
authorities. The stage 2 review
—~which is about to start ~is
intended to move BSOG away
from the current system of
paying funding according

to the amount of fuel that
operators use.

The scheme (in predecessor
form) was last subject to

afull evaluation in 2008.
Individual RDAs subsequently
conducted evaluations of their
own use of the scheme. Apart
from large exceptional cases
the scheme formally closed

to new applicants in 2011.
Current activity is focused on
managing-out existing cases.

Final payment will be made
in 2015.

No programme evaluation
to date, but currently under
review. Annual interim
evaluation report to be
published from summer 2014.

Department planning
to increase number of
programme evaluations from
11in 2011 to 40 in 201314,

1 Comptroller and Auditor General, Department for International Development, Financial Management Report, Session 2010-2012, HC 820,
National Audit Office, April 2011.

2 Independent Commission on Aid Impact, The Department for International Development's Approach to Anti-corruption, November 2011.

Source: National Audit Office analysis
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Figure 2
Total government spending of £292 billion on grants in 2011-12

Whole of Government Accounts: Total grants value £292 billion

Grant spending (€bn)
100

40
30
20
10 16
. HE oo
DfE DCLG DwWP BIS DT HO DFD Ot

ther Devolved Local  Consolidated
departments  Nations-  authorities Fund
related

Notes
1 Devolved Nations-related: Grant funding made in Scotland, Wales and Northern Ireland.

2 DIE = Department for Education, DCLG = Department for Communities and Local Government, DWP = Department for Work & Pensions,
BIS = Department for Business, Innovation & Skills, DFT = Department for Transport, HO = Home Office, DFID = Department for International Development,
Consolidated Fund = HM Treasury's main bank account from which it makes payments to the European Union.

3 Amounts added together may not total exactly due to rounding.

Source: National Audit Office analysis of Whole of Government Accounts data for 2011-12





