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Our vision is to help the nation spend wisely.

Our public audit perspective helps Parliament hold
government to account and improve public services.

The National Audit Office scrutinises public spending for Parliament and is independent
of government. The Comptroller and Auditor General (C&AG), Sir Amyas Morse KCB,
is an Officer of the House of Commons and leads the NAO, which employs some

785 people. The C&AG certifies the accounts of all government departments and
many other public sector bodies. He has statutory authority to examine and report

to Parliament on whether departments and the bodies they fund have used their
resources efficiently, effectively, and with economy. Our studies evaluate the value for
money of public spending, nationally and locally. Our recommendations and reports

on good practice help government improve public services, and our work led to
audited savings of £1.21 billion in 2015.
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Key facts

£25bn 144,000 9,200

National Audit Office (NAO) NAO estimate of the number staff employed in the
estimate of the funding provided of staff employed by the four core departments
by the four departments to 116 ALBs covered by in 2014-15

the 116 arm’s-length bodies this report, in 2014-15

(ALBs) covered by this
report, in 2014-15

24 NAO qualifications of ALBs’ accounts between 2010 and 2015
in the four departments covered by this report (40 across
all departments)

355 public appointments, including reappointments, made by the
four departments to ALBs in 2014-15

28% percentage of ALBs that were partially clear or not clear about
their department’s objectives in relation to their organisation’s
area of work

80% percentage of ALBs in our survey who reported that the current
relationship with their department was very or moderately effective
in helping them to deliver their objectives, compared to 69%
18 months ago

52% percentage of ALBs reporting that oversight of their organisation
has increased in the past 18 months
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Summary

1 This report is about how departments oversee and manage the relationship with their
arm’s-length bodies (ALBs). ALB is a commonly used term covering a wide range of public
bodies, including non-ministerial departments, non-departmental public bodies (NDPBs),
executive agencies and other bodies, such as public corporations. The scale and role of
ALBs vary hugely. ALBs range from large executive agencies, like HM Courts & Tribunals
Service, to smaller non-departmental public bodies, such as the Gambling Commission.

2  There has been considerable debate about what is and what is not an ALB, and
there is no single list of all the ALBs across government. Both the Office for National
Statistics (ONS) and the Cabinet Office classify central government public bodies. The
ONS determines how a body should be classified for the national accounts, including
whether it sits in central government; the Cabinet Office further classifies central
government bodies for administrative purposes. The Cabinet Office oversees the public
bodies’ landscape, and provides support and guidance to departments in relation to the
creation, governance and oversight of ALBs. It also leads on the process for reviewing
whether ALBs should continue to exist. Since 2010, the Cabinet Office has led the
Public Bodies Reform Programme, which we have previously reported on. Through

this it has successfully reduced the number of ALBs across government, bringing
some services back into departments, and moving others outside of government. Our
December 2015 report Companies in government identified that, since 2010, there has
been an increase in the number of companies in government at the same time as a
reduction in the number of public bodies.

3 In 2014, the Public Administration Select Committee (PASC) reviewed the state of
accountability for arm’s-length bodies. It found inconsistency, overlaps, confusion and
clutter. Since 2015, the Cabinet Office has focused on streamlining and reforming the
ALB landscape. It has reviewed the classification of arm’s-length bodies, publishing
recommendations in April 2016 together with new guidance on classifiying ALBs. It has
also expanded its triennial review programme which has focused previously on just
one form of ALB, the non-departmental public body, but since February 2016, covers
a broader range of bodies.

4  The Cabinet Office reported in Public Bodies 2015 that there were more than
450 ALBs, (executive agencies, NDPBs and non-ministerial departments) spending
a total of some £205 billion, (including NHS England but excluding HM Revenue

& Customs and public corporations). Bodies that have been identified as ALBs
typically meet at least one of the following three Cabinet Office tests: (i) they perform
a technical function; (ii) their activities require political impartiality; or (iii) they need

to act independently to establish facts.
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5  Departments rely on ALBs to carry out a range of important functions, many of
which are vital to delivering against departments’ strategic objectives. ALBs often play

a critical role in delivering services, regulating or inspecting others, and giving technical
advice to and on behalf of departments. Nearly all departments oversee ALBs, and their
specific roles mean they often need to operate with varying degrees of independence.
But departmental accounting officers remain ultimately accountable to Parliament for
the ALBs they oversee.

6  As ageneral observation, getting the best from ALBs means balancing assurance
and control with an appropriate degree of independence consistent with an ALB’s
function, for example freedom to form impartial judgements and apply technical or
operational expertise. This is, in itself, not an easy balance to strike. But there are

other contextual pressures on departments, such as the need to reduce costs, which
may encourage departments to make decisions that are based on factors other than
balancing necessary independence and control. And if independence reduces too far,
the benefits which ALBs are intended to bring might be restricted, and the very point
of having an ALB compromised. Effective and proportionate oversight arrangements
are therefore critical in enabling ALBs to deliver value for money.

Scope of the report

7  This report builds on our earlier work, and that of PASC, and others, on how to get
the best from ALBs. It considers four departments that oversee large numbers of ALBs:

e  Department for Business, Innovation & Skills (BIS);

e  Ministry of Justice (MoJ);

e  Department for Environment, Food & Rural Affairs (DEFRA); and
e  Department for Culture, Media & Sport (DCMS).

8 These departments, including their ALBs, spent around £40 billion in 2014-15,
with ALBs receiving funding of around £25 billion. We compared and contrasted how
the four departments oversee their ALBs, drawing out comparative insights rather
than comparing the departments directly on every aspect of their oversight. We also
considered the role of the Cabinet Office in overseeing the public bodies landscape
and providing advice and guidance to departments. We examine three areas critical
to effective oversight of ALBs, namely:

e  cClarity about the purpose and accountabilities of ALBSs;
e taking a proportionate approach to the oversight of ALBs; and
®  maximising value from ALBs.

9  Our methodology included interviews with officials and non-executive directors
from the four departments and 12 case study ALBs; focus groups with ALB staff; a
survey of 116 ALBs overseen by the four departments; review of relevant documents
and data; and interviews with the Cabinet Office.
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Key findings

On being clear about purpose and accountabilities

10 There is no collective understanding of what type of oversight is appropriate
and cost effective for different types of bodies. Interpretation of what an ALB

is differs between the four departments and there is no single list of ALBs across
government. The Cabinet Office’s Public Bodies directory has been extended to

cover a broader range of ALBs, but still excludes some public bodies. The prevailing
confusion hampers a consistent approach to understanding what oversight approaches
are most appropriate in different circumstances. The four departments have evolved
their oversight arrangements in response to pressures such as increasing financial
constraint, initiatives to improve transparency and wider public service reforms.

While there have been gradual improvements in approach, a lack of data means

there is limited understanding of the costs and benefits of the different approaches
(paragraphs 1.2, 1.4, 2.3, 2.4 and 3.16).

11 Accountabilities, roles and responsibilities for ALBs are not always clear,
risking confusion and tensions. Given the varying degrees of independence that
different ALBs have, it is essential that both departments and ALBs are clear about
who is responsible for what. Framework documents between departments and ALBs
should clearly set out the terms of the relationship and be updated regularly. Nine of the
framework documents for our 12 case study ALBs had been updated in the last three
years, as suggested by HM Treasury and Cabinet Office. Only one had been updated
in the past year, and two ALBs, Kew and the Environment Agency, did not have one.
These two DEFRA ALBs had draft framework documents with supporting management
statements and financial memoranda in place. The relationships between departments
and ALBs were also not adequately described by accountability system statements,
which we have previously recommended all departments should have to provide

clarity to Parliament. Only DEFRA has an accountability system statement covering

its ALBs (paragraphs 2.5 to 2.8).

12 The public appointments process is a time-consuming challenge for
departments and ALBs, and delays create risks for the effective governance
of ALBs. The power to appoint and remove board members of ALBs is a key lever
in departments’ oversight arrangements. But ALBs find the appointments process
burdensome and lengthy. This creates a risk that capable individuals may be put off
by the bureaucracy involved and increases the risks of vacancies impacting on ALBs
decision-making. Departments are keenly aware that appointments present an issue
for ALBs. Across the ALBs we surveyed, 44% reported that departments’ day-to-day
oversight of appointments had increased; this was 67% for DCMS ALBs. While
decisions are ultimately made by ministers, with some appointments reviewed by the
Prime Minister, the departments have taken steps to better coordinate appointments
through central teams to help minimise delays (paragraphs 2.13 to 2.15).
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On taking a proportionate approach to oversight

13 All four departments consider the scale of risk in overseeing their ALBs,
though approaches vary, and the capability of ALBs to manage risks is not
considered systematically. ALBs operate at a distance from departments and
different types of ALB may present different risks. While most ALBs have their own
governance arrangements, which can provide assurance, departments must make

an informed judgement about the extent of oversight that is necessary. BIS, MoJ and
DCMS all use a structured risk-based approach, informed by an overall assessment

of risk in each of their ALBs, although they interpret and assess risk differently and
don’t systematically consider the capability of ALBs to manage those risks. DCMS
takes a light-touch approach to oversight, placing less emphasis on process and more
on developing relationships at a senior level. BIS is the only department that includes
‘opportunities’ as a category in its risk assessment, identifying where ALBs may have
potential to have greater impact. DEFRA is developing its approach to oversight through
its transformation programme, seeking to integrate DEFRA strategic risks with ALBS’
operations (paragraphs 2.10, 2.12, 3.2 to 3.5 and 3.11).

14 Departments can undermine good relationships with ALBs by frequent, often
duplicated, requests for information. Although 87% of the ALBs we surveyed felt the
frequency of contact with departments was ‘the right amount’, 52% felt oversight had
increased in the last 18 months. We heard concerns that departments often contacted
ALBs to request information that was already held by the department, or available in
published documents such as annual reports. Other common concerns included poor
coordination between different parts of the department, a lack of clarity about why
departments were requesting information or how it had been used, and departments
not recognising the cost of responding to requests (paragraphs 3.8 and 3.9).

15 Increasingly, oversight is focused on financial and administrative issues
rather than the quality of services delivered, which risks missing opportunities to
deliver greater value. While an increased focus on financial oversight is understandable
when budgets are pressured, this may mean oversight is not focused on the areas

of greatest strategic risk to the ALB. This was particularly stark in Mod following the
introduction of emergency spending controls in October 2015. These have required
ALBs to submit detailed weekly returns on spending, consuming significant senior
management time and implying a lack of trust in existing ALB governance arrangements.
By better balancing attention across other areas departments could be able to extract
greater value from ALBs (paragraphs 3.14 and 3.15).
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On maximising value

16 Departments are missing opportunities to exploit the skills and expertise
that exist within ALBs. ALBs are often at the front line of delivering policy and therefore
have deep expertise and understanding that could be exploited in both designing

and implementing policy. Despite this, ALBs felt they were not sufficiently involved in
policy discussions, though there were some exceptions. The considerable skills and
experience of non-executive directors within ALBs are also not routinely exploited
across ALBs and departments. Secondments between ALBs and departments are
another way to help develop mutual understanding, but they are only used sporadically
(paragraphs 4.4 to 4.6).

17 Many ALBs do not fully understand how their work aligns with departments’
objectives, which risks limiting the contribution they can make. A quarter of
surveyed ALBs were only partially clear what departments’ objectives were relating to
their area of work, and a further 3% were not clear. This was most pronounced in MoJ
where 42% were partially or not clear. Recently published single departmental plans
do not adequately reflect the contribution of ALBs to departmental objectives. BIS and
DEFRA are currently undertaking transformation programmes: BIS is discussing the
impact of this with its ALBs, while DEFRA is developing its programme in partnership
with its ALBs. This may help to explain why all of DEFRA’s ALBs considered they had
been helped to understand the Department’s strategic direction in the last 18 months,
compared with only 53% of ModJ ALBs. Overall, 36% of ALBs surveyed wanted to
better understand their department’s strategic direction (paragraphs 2.9, 4.2 and 4.3).

18 While departments have established mechanisms to encourage collaboration
across ALBs, these are still developing. All four departments bring together senior
staff from ALBs to consider current issues. These meetings have focused mostly

on departments giving information and encouraging networking, and views on their
value were mixed. All four departments are seeking to make engagement more
discussion-based, with more focus on sharing ideas and promoting collaboration.

We also saw some good examples of departments encouraging collaboration on
specific issues in a targeted way and DEFRA is building closer relationships with its
ALBs as part of its transformation programme. While 64% of ALBs surveyed had been
supported in sharing good practice and working collaboratively, 30% had not, and 47%
wanted more support from departments in this area (paragraphs 4.8 to 4.11).

19 The Cabinet Office has more to do to develop greater coherence and
consistency in the oversight of ALBs. It is welcome that the Cabinet Office has
recently published guidance on the classification of ALBs and developed a new,

more inclusive and strategic, programme of reviews of public bodies. Over time this

has the potential to bring greater coherence and consistency to the ALB landscape.

The Cabinet Office has developed a ‘sponsorship specialism competency framework’,
supported by a training programme. It has also established a peer network of ‘sponsors’
across Whitehall to address the low profile of sponsorship skills in the civil service. But
as our findings show, there are still areas where greater central support is needed to
both identify and disseminate effective practice (paragraph 4.13).
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Conclusion

20 The arm’s-length body landscape remains confused and incoherent. There is no
single list of all ALBs across government nor a common understanding of when ALBs
should be used or what type of ALB is most appropriate for particular circumstances.
Different departments define ALBs in different ways and some ALBs are uncertain about
how they relate to their department’s objectives. While the Cabinet Office is building

on its Public Bodies Reform Programme and taking further steps to address this, the
prevailing inconsistency hampers a coherent approach to overseeing ALBs that is
consistent with their purpose.

21 Across the four departments, approaches to oversight of ALBs have evolved

in response to internal and external pressures. All four departments use different
approaches, but without a consistent overarching framework that draws on learning
from departments’ experience. While we are not arguing for a ‘one size fits all’ approach,
it seems clear that the broad range of approaches cannot all be equally good at getting
value from ALBs. The one consistent feature is the extent to which oversight is focusing
on compliance and control, as opposed to achieving greater value from the relationship.
There are, however, examples of departments adopting a more strategic approach
through greater involvement of more senior staff and selective, targeted collaboration
with and between ALBs. There is also a real appetite to learn and adapt approaches

to oversight. The Cabinet Office needs to work collectively with departments to build

on this momentum. It should take the lead in drawing together existing work, and
identifying the most effective approaches and under what circumstances they can

best be applied, to ensure oversight improves value for money.

Recommendations

22 Although our findings are based on an analysis of the oversight approaches used
across four departments, they have wider relevance to all departments that oversee
ALBs. Differing circumstances within individual departments and across ALBs precludes
a one size fits all approach, but the Cabinet Office should:

a review the effectiveness of existing mechanisms for sharing good practice and
developing capability in the oversight of ALBs; and

b  work with departments to better understand the costs and benefits of different
approaches, and develop and implement a guiding framework for effective
oversight based on the following principles:

clarity of purpose and an appropriate form and structure to reflect that purpose;

clear alignment of objectives between single departmental plans, through
framework documents and performance frameworks, to those of ALBS;
these objectives should be central to oversight arrangements;
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a balanced approach that focuses effort on the wider risks to achieving
departmental and ALB objectives as well as financial risk;

a proportionate and transparent approach to oversight based on the
role and purpose of the ALB, their contribution to departmental objectives,
a thorough understanding of risk, and a consideration of the ALB’s
capability to manage this;

streamlined processes that avoid overlap with ALBs’ own governance
arrangements, do not duplicate requests and recognise the costs of
reporting arrangements for ALBs; and

maximise opportunities to provide greater value by involving ALBs in policy
development and operational decision-making where relevant, identifying
where targeted support is most in demand and facilitating targeted links
between ALBs to exploit their skills and knowledge, and leveraging the
experience and expertise of non-executive directors.
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Part One

Introduction

1.1 Although arm’s-length body (ALB) is a commonly used term, there is no

single list of ALBs across government, nor a common understanding of when they
should be used as a delivery mechanism. According to HM Treasury’s guidance,
Managing public money, ALBs are “central government bodies that carry out discrete
functions on behalf of departments, but which are controlled or owned by them.
They include executive agencies, non-departmental public bodies (NDPBs) and
government-owned companies”.!

1.2 Effective oversight of ALBs is essential for improving value for money. It allows
departments to anticipate service failures and manage their impact on users. It also
maximises the scope for learning across families of ALBs and departments. With
increasing pressure on administrative spending and the need to find up to £20 billion
of efficiency savings by 2019-20, departments are changing the way their ALBs

are organised and looking to exploit potential improvements in efficiency. Against
this backdrop, the four departments we examined have evolved their approach to
overseeing ALBs in response to, and in anticipation of, a range of pressures such as
increasing financial constraint, initiatives to improve transparency and wider public
service reforms (Figure 1 on pages 14 and 15).

1.3 Effective oversight is also necessary for principal accounting officers to be able
to assure themselves that spending is as Parliament intended. The departmental
accounting officer operates at the head of a system of accountability, even though
there may be separate accounting officers for individual ALBs.2 Of the 93 qualifications
that we have issued since 2010, almost half have been in ALBs (24 ALB account
qualifications across the four departments covered by this report).

1.4 The Cabinet Office oversees the public bodies landscape. We reported on its
Public Bodies Reform Programme in 2014.2 Its public bodies reform team provides
support and guidance to departments in relation to creation, governance and
‘sponsorship’ of public bodies. It relies on departments to follow its guidelines and to
establish appropriate and robust ‘sponsorship’ arrangements for ALBs. The Cabinet Office
also owns the process for reviewing ALBs. It produces an annual Public Bodies report,
which aims to provide greater transparency about public bodies.

1 HM Treasury, Managing public money, August 2015.

2 Comptroller and Auditor General, Accountability to Parliament for taxpayers” money, Session 2015-16, HC 849,
National Audit Office, February 2016.

3 Comptroller and Auditor General, Progress on public bodies reform, Session 2013-14, HC 1048, National Audit Office,
February 2014.
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This is not, however, a comprehensive list of all ALBs. For example it does not include
public corporations or statutory/non-statutory post-holders such as inspectorates.

In Public Bodies 20154 the Cabinet Office reported that there were more than 450 ALBs,
with a total gross spend of some £205 billion (including NHS England but excluding

HM Revenue & Customs and public corporations).

This study

1.5 This report follows our earlier work,® and that of the Public Administration Select
Committee, the Institute for Government and the Public Chairs’ Forum, on how to get
the best from ALBs.87 It also builds on observations made by the government’s lead
non-executive that not all departmental boards have clear oversight of their ALBS,
directly increasing the risk of service failures. He set greater strategic oversight of ALB
service delivery as one of the key priorities for non-executives across government.®

1.6 We compare and contrast approaches to overseeing ALBs in four departments:
the Department for Business, Innovation & Skills (BIS), the Ministry of Justice (MoJ),
the Department for Environment, Food & Rural Affairs (DEFRA), and the Department
for Culture, Media & Sport (DCMS). We also consider the role of the Cabinet Office

in overseeing the public bodies landscape and providing advice and guidance

to departments.

1.7 We focus on these four departments as they are responsible for large numbers

of ALBs, carrying out a diverse range of functions. They cover a broad range of
different bodies including non-ministerial departments, executive agencies, executive
non-departmental public bodies (NDPBs), and other bodies such as inspectorates and
public corporations (Figure 2 on pages 16 to 19). Not all of these bodies are considered
ALBs by all departments, but for the purposes of this report we have applied a broad
definition. For the four departments, this covers 116 ALBs.® These ALBs collectively:

e received around £25 billion funding from the four departments in 2014-15'; and

e employed around 144,000 staff, where the core departments’ staffing is very
small by comparison (9,200 staff) (Figure 3 on page 20).

4 Cabinet Office, Public Bodies 2015.

5  Comptroller and Auditor General, Progress on Public Bodies Reform, Session 2013-14, HC 1048, National Audit Office,
February 2014.

Institute for Government, It Takes Two. How to create effective relationships between government and arm’s-length
bodies, March 2012.

Institute for Government, Read Before Burning, July 2010.

The Government Lead Non-Executive’s Annual Report, 2014-15.

See Appendix Two for an explanation of the ALB population covered by this report.

National Audit Office estimate using arm’s-length bodies’ accounts, comprising funding of £13.1 billion (Department
for Business, Innovation & Skills), £6.4 billion (Ministry of Justice), £4.0 billion (Department for Environment, Food

& Rural Affairs) and £1.3 billion (Department for Culture, Media & Sport).

— © 00 (o]
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Figure 1

Common developments in ALB oversight 2010 to 2016, and developments specific to departments

more than 185 and merging over 165 into fewer than 70

E

Public bodies reform: From October 2010 to November 2014 the number of public bodies have been reduced by over 285 abolishing

May 2010 election:
Coalition government

October 2010: Spending
review led to large ALB
budget reductions.
Pressure on ALBs to
find more efficiencies

April 2011: Clear Li
of Sight introduced
to align budgets,

[ J

across department:

estimates and accounts

ne July 2013: HM Treasury issued
revised Managing public money,
incorporating guidance where
Cabinet Office has delegated

S authority to exercise controls

}

o

o

2010 2011 2012

2013

October 2010: Cabinet Office public bodies
review, summarised plans to reform a large
number of public bodies

December 2011:

Public Bodies Act,
legislation for the review
of public bodies

Department for Business, Innovation & Skills

January 2012:

NAQO report,
Reorganising central
government bodies

October 2010 Spending review: Announced
reduction in numbers of ALBs from 57 to 33,
with nine still under consideration

Department for Culture, Media & Sport

October 2010 Spending review: Mentioned
abolishing or reforming 19 of DCMS’
55 ALBs and significant cuts to others

assessment into monitoring

March 2011: NAO report Financial Management:
Recommendations in the report focused on ALB
oversight including needing to incorporate risk

June 2011: DCMS review
of ALBs concludes a
risk-based approach
should be adopted

Ministry of Justice

October 2010 Spending review:
Announced resource saving across the
Mod group of 23%

Department for Environment, Food & Rural Affairs

October 2010 Spending review: Announced
resource saving across the group of 29%
and reduction of ALBs from 92 to 39

Source: National Audit Office review of key documentation and announcements relating to public bodli

es between 2010-2016
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concentrating on securing efficiency savings

~
Public bodies reform 2015 to 2020 includes strengthening the review programme for public bodies,

J

April 2014: Cabinet
Office publishes
updated guidance on
spending controls

2014

[

May 2015 election:
Conservative government

J

2015

Y

November 2015: Spending review.

April 2016: Cabinet Office

Further cuts for departments,
increasing pressure on ALBs to
reduce costs

outcome of classification
review and guidance

A

A

!

February 2014 April 2014: Cabinet Office February 2016: NAO report, February 2016: Single departmental
NAQO report, published its sponsorship Accountability to parliament plans outlining departmental
Progress on public competency framework for taxpayers’ money objectives, agreed with Cabinet
bodies reform Office and HM Treasury
)
N

April 2015: Internal
sponsorship review

led to updated ALB
sponsorship treatment
procedure based on risk

July 2015: Skills
Funding Agency
accounts qualified
after failing to comply
with HM Treasury’s
Managing public
money requirements

&

-
September 2015: BIS

introduces plans for
reduction in ALBs by over
half and reduced operating
cost headcount as part of its
BIS 2020 programme

November 2015 Spending review:
Further commitment to ALB reforms
and announced divestment of Green
Investment Bank and Land Registry
as well as changes to the Research
Councils and Innovate UK following
The Nurse Review

Ve

May 2014: Internal Audit report on
ALB relationship management

November 2015 Spending review:
Further reduction to administration
budgets. As well as increased operational
freedoms granted to national museums

&

December 2014:
Internal Audit report

January 2015: 2013-14 Office
for Legal Complaints accounts

qualified over concerns about
remunerations and expenses
of the OLC'’s chief executive

on ALB governance

July 2014: New
Secretary of State

for DEFRA, large
department-wide reforms
including review of
sponsorship for ALBs

October 2015: Emergency
spending controls
introduced. Increased
scrutiny and regulation for
spending in ALBs

November 2015 Spending
review: Further reductions,
announced 15% of resource
savings across the group

November 2015 Spending review:
Further reductions, announced
15% of resource saving and a 50%
reduction in administration budget
across the group
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Skills funding agency
£4,437m

Figure 2
The four departments covered by this report and their arm’s-length bodies
British
Business
Bank
UK Atomic £10m
Energy Authority o
£108m

Arts and Humanities
Research Council Y
£118m

Student Loans Company @
£135m

Ordnance Survey ®
£120m

Met Office
£209m

Economic and Social
Research Council
£225m

UK Trade and Investment @
£279m

Construction Industry
Training Board
£298m

Executive Agency
® NDPB
® Other
® Non Ministerial Department
O Case studies

Notes

BIS

Departmental

Expenditure
£19,967m1

UK Space

Agency HM ILand

£317m Registry
£262m

Higher Education Funding
Council for England
£4,148m

Post Office Limited
£1,257m

Engineering and Physical
Sciences Research Council
£974m

Medical Research Council
£889m

Innovate UK
£656m

Science and Technology
Facilities Council
£591m

. Biotechnology and Biological
Sciences Research Council
. £546m

Natural Environment
Research Council
£434m

1 Total departmental group expenditure taken from 2014-15 departmental accounts. Bubble sizes are not comparable between departments.

2 ALBs are included in this figure where they have expenditure of over £100 million (BIS), £10 million (ModJ), £50 million (DCMS) and £10 million (DEFRA),
and are part of our survey population. All case study ALBs are included in this figure irrespective of expenditure. The National Park Authorities have

not been included in the DEFRA diagram.

3 Data for ALBs represent total gross expenditure from 2014-15 accounts (or year ending December 2014 where applicable). Bubble sizes are not

comparable between departments.

4 BBC expenditure included in the DCMS 2014-15 Resource Account of £4,204 million is not included in the DCMS Departmental Expenditure

as it is not part of the scope of the study.

5  The figure for Historic England shows English Heritage expenditure from 2014-15.

Source: National Audit Office analysis of Department and arm’s-length bodies 2014-15 accounts
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Office for
Legal Complaints e
£14m
Parole Board of
England and Wales e
£156m
MoJ
Departmental
Expenditure
Office of the £8,873m1
Public Guardian
£40m

Children and Family @
Court Advisory and
Support Service
(Cafcass)

£118m
Criminal Injuries

Compensation Authority

£182m

National Offender
Management Service
£4,076m

Legal Aid Agency
£1,894m

HM Courts and
Tribunals Service
£1,795m

Youth Justice Board
for England and Wales
£286m
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Figure 2 continued
The four departments covered by this report and their arm’s-length bodies

Arts Council
Gambling C465m
Commission
£18m
Imperial War [6)
Museum Historic England
£53m @ £176ms
UK Sport ° British Library
£53m £119m
Victoria and
Albert Museum @ Ofcom
£71m DCMS £116m
Departmental
. Expenditure
Horserace Betting 04 7741
Levy Board o s ) md‘t ‘ ;%e Gallery
Xcludes expenaiture 7
£77m on the BBC* m
Science
Museum British Museum
cop @ ® £105m
£77m
Natural History . . Sport England
Museum £89m
£83m
Visit Britain and . British Film Institute
Visit England Historic Royal £85m
£84m Palaces
£85m
Executive Agency
® NDPB
® Other

® Non Ministerial Department

O Case studies

Notes

1
2

5

Total departmental group expenditure taken from 2014-15 departmental accounts. Bubble sizes are not comparable between departments.

ALBs are included in this figure where they have expenditure of over £100 million (BIS), £10 million (MoJ), £50 million (DCMS) and £10 million (DEFRA),
and are part of our survey population. All case study ALBs are included in this figure irrespective of expenditure. The National Park Authorities have
not been included in the DEFRA diagram.

Data for ALBs represent total gross expenditure from 2014-15 accounts (or year ending December 2014 where applicable). Bubble sizes are not
comparable between departments.

BBC expenditure included in the DCMS 2014-15 Resource Account of £4,204 million is not included in the DCMS Departmental Expenditure
as it is not part of the scope of the study.

The figure for Historic England shows English Heritage expenditure from 2014-15.

Source: National Audit Office analysis of Department and arm’s-length bodies 2014-15 accounts
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Joint Nature
Conservation
Committee

£11m
[ ]

Rural Payments Agency
£2,829m

Sea Fish Industry Authority @

£13m

Environment Agency
£1,295m

Veterinary Medicines o
Directorate
£14m

Animal and Plant
Covent Garden @ Health Agency
Market Authority DEFRA £215m

£17m Departmental

Expenditure
£6,300m?

Natural England

i [ )
Marine Management £194m

Organisation

£24m
Agriculture and Horticulture
Office of water services @® @ Development Board
£34m £65m

Centre for Environment, @ Forestry Commission

Fisheries and @) £63m
Aquaculture Science Roval B .
c48m oyal Botanic

Gardens Kew
£54m




20 Part One Departments’ oversight of arm’s-length bodies: a comparative study

Figure 3
Department core staff compared with staff in ALBs (full-time equivalent)

Business,
Innovation & Skills

ALB 39,000 Department

for Culture,
Media & Sport

ALB 16,000

Core
500

Ministry

of Justice
ALB 69,000

Department for
Environment, Food
& Rural Affairs

ALB 20,000

Core
2,910

Notes
1 Core figures to the nearest 10 FTE, ALB figures to the nearest 1000 FTE.

2 Core data from 2014-15 department accounts. The ALB figure is an estimate for the 116 ALBs in our survey population
based on data from ALB 2014-15 accounts.

Source: Department and arm’s-length bodies 2014-15 accounts

1.8 For this report, we selected topics to provide insight into oversight arrangements
for ALBs, rather than providing a comprehensive comparison across every aspect of
the departments’ approach. Any lessons will also be relevant to other departments that
oversee ALBs, and also to the centre of government. The rest of this report covers:

®  Dbeing clear about the purpose and accountabilities of ALBs (Part Two);
e taking a proportionate approach to the oversight of ALBs (Part Three); and

e  maximising value from ALBs (Part Four).
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Part Two

Being clear about the purpose and
accountabilities of arm’s-length bodies

2.1 For the oversight relationship to work effectively, all parties need to be clear about
what arm’s-length bodies (ALBs) are, what they do, what approach to oversight is
consistent with their purpose, and how effective governance is upheld by an efficient
appointments process. This part examines:

e the relationship between ALB definition and oversight;
e  clarity about ALBS’ purpose;
®  consistency between oversight and purpose; and

e  public appointments.

The relationship between ALB definition and oversight

2.2 In 2014, the Public Administration Select Committee found that “arm’s-length
government is confused and opaque”, and that it had been presented with “no evidence
that [the Public Bodies Reform Programme] has increased accountability”.! The nature
of the relationship between a department and an ALB necessarily varies depending on
the role and function of the body, and how ‘arm’s-length’ it is. For example an executive
agency is dedicated to carrying out a particular function and is constitutionally part of

a department, while an independent inspector or a regulator will need to be set up to
be, and be seen to be, independent. But current classifications do not reflect different
degrees of control by departments.?

2.3 Areview and guidance from the Cabinet Office published in April 2016
acknowledged that the public bodies landscape is complex and confusing, and

sought to address the issue of ALB classification.'®™ It concluded that in future the
classification of a public body should be determined by the degree of freedom it requires
to perform its functions. It recommended that in future any new public bodies should

be set up under one of three main categories — executive agencies, non-departmental
public bodies (NDPBs), and non-ministerial departments. Existing arrangements have
developed over many years, and the Cabinet Office expects that existing bodies will
adapt to this new framework over time.

11 Public Administration Select Committee, Who's Accountable? Relationships between Government and arm’s-length
bodies, First Report of Session 2014-15, HC 110, November 2014.

12 Institute for Government, Read Before Burning, July 2010.

13 Cabinet Office, Report on the Outcome of the Classification Review, April 2016.

14 Cabinet Office, Classification Of Public Bodies: Guidance For Departments, April 2016.
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2.4 Without clear definitions, different departments interpret classifications differently
leading to a lack of consistency in how they oversee ALBs with similar functions and
status. For example:

e the four departments refer to their ALBs using different language: MoJ and DCMS
refer to ‘arm’s-length bodies’, while DEFRA refers to ‘delivery bodies’ and BIS to
‘partner organisations’;

e  Mod oversees most ALBs differently from its three largest executive agencies; and

e  bodies with regulatory roles have been set up as different types of ALBs: the
Gambling Commission (DCMS) and the Environment Agency (DEFRA) are
executive NDPBs; the Veterinary Medicines Directorate (DEFRA) is an executive
agency; Ofwat and the Competition and Markets Authority are non-ministerial
departments; and Ofcom is a statutory corporation.

Clarity about ALBs’ purpose

2.5 Where arrangements and responsibilities between organisations are not clear, this
can lead to tensions and even service failures. The purpose of an ALB, along with lines
of responsibility, accountability, and governance and oversight arrangements should be
stated in a framework document.’®

2.6 We selected 12 case study ALBs across the four departments and found
framework documents had not always been regularly updated (Figure 4). Nine of the
agreements had been updated in the last three years, as suggested by HM Treasury and
the Cabinet Office.'® Only one had been updated in the last year. Two ALBs, Kew and
the Environment Agency, did not have a framework document in place. DEFRA has draft
framework documents with these ALBs, supported by management statements and
financial memoranda from around 2004. DEFRA has recognised that for all its bodies,
goverance documents including framework agreements will need revision as part of

its transformation programme. Kew has been negotiating an agreement with DEFRA

for three years. The out-of-date basis of this agreement has caused a lack of clarity

on roles and responsibilities between Kew and DEFRA, for example about how issues
such as increasing entrance prices for Kew should be resolved. Even where framework
documents do exist, in some instances departments may not follow through on the
oversight arrangements they have set up (Figure 5 on page 24).

15 Framework documents set out the accountabilities and relationships of arm’s-length bodies with their sponsor
departments, as explained in HM Treasury, Managing public money, 2015.

16 HM Treasury and Cabinet Office, Corporate governance in central government departments, Code of good
practice 2011.
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Figure 4
Framework documents for our 12 case study ALBs

Ministry of Justice
HM Courts & Tribunal Service

Cafcass

Parole Board o

Department for Environment,
Food & Rural Affairs

Veterinary Medicines Directorate
Environment Agency?

Kew!

Department for Culture,
Media & Sport

Gambling Commission (ﬁ

Tate
Historic England O

Department for Business,
Innovation & Skills

Medical Research Council

British Business Bank

Skills Funding Agency ’
2010 2011 2012 2013 2014 2015

® Framework agreement published in the last year
Framework agreement published 1-3 years ago
® Framework agreement published 3+ years ago
O Framework document has not been updated since the appointment of the current chief executive
Note

1 Royal Botanic Gardens Kew and the Environment Agency do not have finalised framework agreements in place. The Department for Environment,
Food & Rural Affairs has produced draft agreements for both organisations and these remain to be finalised.

Source: Framework documents between departments and arm’s-length bodies
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Figure 5
The Courts Reform Programme

The courts and tribunals system processes over four million cases every year and is currently largely
paper-based. HM Courts & Tribunals Service (HMCTS) is an executive agency of the MoJ. It is responsible
for implementing, from April 2016, an ambitious £737 million reform programme intended to produce
anticipated savings of £211 million a year.

Mod and HMCTS agreed a framework document in July 2014, setting out their respective responsibilities.
In practice, however, MoJ’s close day-to-day oversight of HMCTS does not reflect the relationship
described in the framework document. This is in part a consequence of additional spending controls
introduced in October 2015 (paragraph 3.15), but it has caused confusion about the respective roles and
responsibilities of HMICTS and ModJ and risked slow decision-making. This is particularly concerning given
the need for quick decisions and clear accountability in a change programme as large and ambitious as
the Court Reform Programme.

One example of the operational impact of the current relationship is the impact on the role of the
HMCTS chief executive officer (CEO). The former CEO was spending the majority of her time on upward
management, meaning that less time was available to lead the programme and run HMCTS. ModJ is
currently reviewing its level of control and the delegated authority of HMCTS, and clarifying the roles and
accountability of the HMCTS board. MoJ and HMCTS have agreed to implement a number of changes
with the aim of providing a streamlined framework within which HMCTS can deliver more effectively.

Source: National Audit Office, Ministry of Justice and HM Courts & Tribunals Service

2.7 Arrangements for accountability and oversight can also be set out in other
documents such as:

e  departments’ accountability system statements; and
®  single departmental plans.

2.8 Our recent report Accountability to Parliament for taxpayers’ money recommended
that all departments should have an accountability system statement in place.

These should cover all accountability relationships across government so that
Parliament can hold accounting officers and delivery bodies to account.’ In

May 2016, the Committee of Public Accounts recommended all departments prepare
accountability system statements with their next annual report and accounts.’® Of the
four departments, only DEFRA currently has an accountability system statement.’® This
provides accountability structures for its ALBs in detall. It is important that accountability
structures are adapted to reflect changes to the oversight and infrastructure of ALBs, so
that these structures are clear. For example, DEFRA is building closer relationships with
its ALBs as part of its transformation programme. It has included representatives from its
four biggest ALBs in senior governance arrangements across DEFRA, its departmental
board includes chairs of the Environment Agency and Natural England; its Audit and
Risk Committee includes chairs from the four ALBs, and its Executive Committee
includes CEOs from the four ALBs. DEFRA has recognised the importance of actively
looking at ALB governance during its transformation programme.

17 Comptroller and Auditor General, Accountability to Parliament for taxpayers’ money, Session 2015-16, HC 849,
National Audit Office, February 2016.

18 Committee of Public Accounts, Accountability to Parliament for taxpayers’ money, Thirty-ninth Report of Session
2015-16, HC 732, May 2016.

19 Department for Environment, Food & Rural Affairs, Accountability System Statement, July 2014,
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2.9 In February 2016, Departments published single departmental plans (SDPs)
describing the government’s objectives for the 2015 to 2020 Parliament. Each plan
contains a similar sentence on working with the Cabinet Office to reform ALBs.

Some ALBs felt they had not been involved where SDPs related to their area of work.
For example, DCMS did not consider it was necessary to ask the Gambling Commission
to contribute to its single departmental plan, whereas the Commission considered this
a missed opportunity as the plan covered gambling and other areas relevant to the
Commission’s work. The BIS, DEFRA and ModJ plans all included some priorities where
the lead official was from an ALB. However, across the four departments, priorities
were not mapped consistently to ALBs, and the plans did not adequately reflect the
breadth of contribution made by ALBs.

Consistency between oversight and purpose

2.10 ALBs operate to a greater or lesser extent at a distance from ministers and
departments. Oversight arrangements need to recognise this to avoid constraining

or compromising ALBs’ ability to deliver their objectives. Most ALBs have their own
governance arrangements and boards, including non-executives, which can provide
assurance. But departments have to make a judgement about the extent of oversight
and control that is appropriate for particular bodies. For example, departments have
greater control over the organisation and management of executive agencies because,
unlike NDPBs, they are designated business units within departments and are not
separate legal entities.?®?! Ultimately, departments may choose to reorganise functions
into a core department, for example as the Home Office and Department for Work &
Pensions have done. In February 2014, we expressed concerns that, while bringing
functions into a core department may have the advantage of improving departmental
control, transparency may be reduced and it may be more difficult for Parliament to
identify and hold accountable officials who manage those functions.??

2.11 Departments therefore face challenges for different types of bodies in striking

an appropriate balance between control, and allowing the right degree of freedom
(depending on the function of a body), while also having sufficient oversight. Conflicts
can arise in seeking to get the balance right (Figure 6 overleaf). We surveyed 116 ALBs
across the four departments to explore their perspectives on oversight regimes
(Appendix Two). Of those ALBs that responded, 14% said that greater autonomy was
the one thing that would improve their relationship with the department. This was
particularly the case for MoJ ALBs (44%).

20 Public Administration Select Committee, Who's accountable? Relationships between Government and arm’s-length
bodies, First Report of Session 2014-15, HC 110, November 2014.

21 Cabinet Office, Classification Of Public Bodies: Guidance For Departments, April 2016.

22 Comptroller and Auditor General, Progress on public bodies reform, Session 2013-14, HC 1048, National Audit Office,
February 2014.
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Figure 6
Oversight challenges for particular bodies

Example - HM Inspectorate of Prisons

In December 2015, HM Chief Inspector of Prisons wrote to the permanent secretary of the ModJ about the
process of applying MoJ’s emergency spending controls to the work of the inspectorate, which he considered
had unacceptable consequences for the independent delivery of his statutory functions. He considered that
ModJ’s day-to-day control of spending affected his determination of how inspections should be carried out, how
his inspection programme was organised, and how he controlled the quality of his reports. He considered this
disrupted his ability to carry out his functions and potentially compromised his ability to meet his objectives,
acting independently.

Source: HM Chief Inspector of Prisons letter to Ministry of Justice, December 2015

2.12 There are, however, examples where departments have made judgements about
the type of oversight that is proportionate and appropriate:

e DCMS decided to take a light-touch approach to overseeing ALBs. This followed
NAO work that found it did not have a consistent approach and needed to
determine the appropriate level of oversight given its reduced resources following
the 2010 Spending Review.2® This has involved placing less emphasis on process
and more on developing relationships at a senior level.

e DEFRA has involved ALBs in its decision-making. It is integrating more closely
its ALBs through its ‘DEFRA Group transformational change programme’, while
maintaining the statutory independence of its ALBs.

e BIS has flexed its approach to the British Business Bank to recognise its
investment role and its objectives, by allowing the Bank financial freedom to carry
forward underspends where it can make investments in a following year, which
could provide better value for money.

Public appointments

2.13 A key lever departments have in overseeing ALBs is the power to appoint and
remove ALB board members. Ministers are responsible for appointments, which are
regulated by the Commissioner for Public Appointments. But it is important that the
public have confidence that the appointments system is efficient, transparent and
fair.2* In 2014-15, the four departments made 355 appointments to ALBs including
reappointments, ranging from 402 at ModJ to 128 at DCMS.2¢ The current process
involves many steps including advertising, shortlisting, panel interviews, potentially
with subsequent interviews by ministers. Some appointments are reviewed by the
Prime Minister.

23 Comptroller and Auditor General, Financial Management, Department for Culture, Media & Sport, Session 2010-11,
HC 821, National Audit Office, March 2011.

24 Better Public Appointments, A review of the public appointments process, Sir Gerry Grimstone, March 2016.

25 The Ministry of Justice figure excludes 669 appointments made to regional bodies such as the Independent Monitoring
Boards and Advisory Committees for Justices of the Peace.

26 Departmental Resource Accounts and information provided to the National Audit Office.
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2.14 In his March 2016 review of public appointments, Sir Gerry Grimstone identified
that “too many appointments take far too long to conclude which is both inefficient and
can deter good candidates from applying”.2” Our work confirmed that the appointments
process is a time-consuming challenge for both ALBs and departments, that risks
causing tensions, constraining effective governance and oversight of ALBs. Departments
and ALBs identified three key issues with the appointments process:

e tislengthy, creating the risk that applications are lost from capable individuals
put off by the time and bureaucracy involved;

e it takes up a substantial amount of departmental and ALB time over a
sustained period; and

e delays can result in loss of expertise and additional costs (Figure 7).

2.15 In 2014-15, the Commissioner for Public Appointments noted concerns across
some departments about “the length of time taken to bring competitions to a
conclusion and the lack of communication with candidates about the reasons for
delay”.28 In 2014-15, DCMS received a red rating from the Commissioner against the
Commissioner’s code of practice. DCMS responded by appointing a senior owner of
the selection processes. BIS and ModJ also have central teams in place to allow them

to better manage appointments. DEFRA’s public appointments team provides central
oversight of the teams that manage appointments, and it will in future take more
responsibility for running the appointments process. Sir Gerry Grimstone’s recent review
of public appointments made a series of recommendations to improve the appointments
process.?® However, it is too early to say what the impact of these will be on ALBs. We
found departments’ day-to-day oversight of appointments had increased for 44% of
ALBs, particularly those overseen by DCMS (Figure 8 overleaf).

Figure 7
Appointments — The Gambling Commission

The Gambling Commission (the Commission) regulates the commercial gambling sector and the
National Lottery. It currently has 11 board members (commissioners) including the CEO. During 2014-15,
the CEO began discussions with DCMS about reappointing the chairman (term ending March 2016) and
reappointing two commissioners (terms ending December 2015). The two commissioners had corporate
finance and digital business backgrounds which had helped inform the regulatory framework as the
National Lottery goes through a digital transformation. The two commissioners were not reappointed
and the chairman’s appointment was extended for four months. While a number of very experienced
individuals have recently been appointed to the board, the Commission considers it a significant challenge
for non-executives to get up to speed in a complex and fast-moving market. By Christmas 2016 only
one member of the Commission will have been on the board for more than 21 months, increasing the
Commission’s exposure to continuity risks. The Commission has incurred extra costs as it decided

to employ some former commissioners as consultants on a fixed-term basis to try to mitigate these
continuity risks.

Source: National Audit Office and the Gambling Commission

27 Better Public Appointments, A review of the public appointments process, Sir Gerry Grimstone, March 2016.
28 The Commissioner for Public Appointments, Annual Report 2014-15.
29 Better Public Appointments, A review of the public appointments process, Sir Gerry Grimstone, March 2016.
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Figure 8
In the last 18 months has the department’s day-to-day oversight
of making public appointments in your organisation...?
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Notes
1 Bars donot add to 100% as some ALBs selected ‘Don’t know’ or ‘Not applicable’.

2 n=the number of ALB survey responses for this question.

Source: National Audit Office survey
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Part Three

Taking a proportionate approach to the
oversight of arm’s-length bodies

3.1 With resources constrained, departments are increasingly adopting risk-based
approaches to oversight that are proportionate to the risks that the arm’s-length body
(ALB) poses to the department.?® This part examines:

®  how departments understand and assess ALB risk;
e the actions they take having assessed risk; and

e the focus of departmental oversight of ALBs.

Understanding and assessing ALB risk

3.2 All four departments we examined consider the scale of risk in their ALBs, though
approaches vary (Figure 9 overleaf). BIS, Mod, and DCMS use risk-based approaches
to oversight informed by an overall assessment of risk in each of their ALBs, but they
interpret risk differently, and use different methods, categories and rating systems.

3.3 DEFRA takes a different approach. It is, through its transformation programme,
in the process of developing its approach to oversight, by seeking to integrate DEFRA
strategic risks with ownership of operational risks by ALBs. DEFRA’s four largest ALBs
are represented on its executive committee and its board monitors DEFRA’s largest
10 ALBs in delivering DEFRA’s strategic priorities. DEFRA is developing a group-wide
risk strategy, and in June 2016 held a risk workshop for all executive committee
members and non-executive directors to agree the strategic risks to the department.

3.4 BIS and DCMS use a number of categories of risk and score each ALB across
these categories to produce an overall assessment. By contrast, MoJ assesses risk by
considering ‘intrinsic’ risk and ‘dynamic’ risk (Figure 10 on page 31). Only BIS includes
‘opportunities’ as a category in its assessment to identify where the ALB may have
potential to have a greater impact.

30 HM Treasury and Cabinet Office. Corporate governance in central government departments: Code of good practice 20171.
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Figure 9

Departments’ approach to understanding and assessing ALB risk

Overall assessment made
of ALB risk
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1 Mod method is not applied to National Offender Management Service, Legal Aid Agency or HM Courts &
Tribunals Service, which are not part of the ALB governance arrangements at MoJ.

2 DEFRA produce a ‘heat map’ based on ALB governance statements which is reviewed by Internal Audit.

The categories of risk assessed are — BIS: operational performance, financial management, policy delivery, risk
management, organisational capacity and capability, management behaviours, internal governance and opportunities.
DCMS: financial & legal, operational, organisational and reputational. DEFRA: compliance with governance codes,
effectiveness of governance arrangements, effectiveness of board performance, effectiveness of risk management,
effectiveness of internal controls, critical business models, significant unresolved issues, whistleblowing.

4 The forums are — BIS: Performance, Finance and Risk Committee chaired by a director general,
DCMS: ALB Governance Board chaired by a director and Mod: The Ministry’s executive committee.

Source: National Audit Office review of departments’ arm’s-length body risk assessment documents
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Figure 10
Assessment of ALB risk at the Ministry of Justice

Apart from MoJ’s largest executive agencies (the National Offender Management Service, HM Courts &
Tribunals Service, and the Legal Aid Agency), MoJ ALBs are covered by Mod’s sponsorship model, overseen
by its ALB Governance Division. MoJ is unique in explicitly distinguishing between inherent and fluctuating
risk to inform its oversight arrangements. The level of oversight is determined through an annual impact
assessment, to provide assurance to the principal accounting officer that the arrangements in place reflect
both the needs of the individual ALB and the Ministry. It defines:

e intrinsic risks — these relate to the function and structure of the ALB and are reviewed annually. Those
bodies with highest intrinsic risks (large budgets, significant potential reputational impact, likely to have
own accounting officer, significant human resource, IT and estate support requirements) are rated as
high risk (level 3) and will receive the highest level of oversight from the Ministry; and

e dynamic risks — these include current operational performance, financial management, capacity and
capability and delivery environment. Dynamic risks determine the frequency of business assurance
meetings with the ALB.

Source: Ministry of Justice Sponsorship Model

3.5 Once assessed for individual ALBs, MoJ, BIS and DCMS moderate and collate
ALB risks to produce overall ratings which are then confirmed by senior staff to
determine oversight arrangements (Figure 9). Mod and BIS assess risk collaboratively
with their ALBs. They also include feedback from ALBs on oversight arrangements in
their risk assessment processes. This approach has the benefit of transparency for
ALBs about the department’s oversight arrangements, allowing a shared understanding.
By contrast DCMS does not assess risk in collaboration with ALBs and does not
explicitly inform ALBs of the outcome. Nor does it routinely ask for its ALBs’ risk
registers or minutes from ALB board meetings. DEFRA collates risk ratings for ALBs
based on their governance statements to show a ‘heat map’ of ALB risks, and internal
audit examines these ratings, but they are not routinely used by those responsible for
overseeing ALBs.

3.6 All four departments, however, recognise the importance of deploying a range

of approaches to complement their formal assessments of risk. These might include
regular meetings at senior levels and attending ALB boards and audit committees as
observers. Good relationships are important in supporting open dialogues around risk,
and where this operated well ALBs recognised it as a strength. For example, Historic
England and Tate (DCMS) reported honest discussion of risks and issues between the
ALB and the department as they arise, enabled by a good two way working relationship
with DCMS. Departments also have systems for communicating with their ALBs in
response to specific risks. For example, BIS wrote to all ALB accounting officers in
July 2015, following NAO qualification of the accounts of the Skills Funding Agency,

to share relevant lessons.
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Actions departments take having assessed risk

3.7 For oversight of ALBs to be proportionate, the assessment of risk needs to
translate into a differentiated approach to monitoring and intervening. Balancing the
appropriate level of oversight is challenging and even where bodies are assessed as
low risk they can still present big problems. For example, ModJ had rated the Office for
Legal Complaints (OLC), which helps resolve legal service disputes, as low risk. But
during 2014, a whistleblower raised concerns about expense claims and credit card
spending by the OLC'’s chief executive. A review by the OLC and ModJ identified that OLC
had incurred significant ‘irregular’ spending since its creation in 2009, that is spending
outside that approved by Parliament. It found a general lack of appropriate oversight,
approval and control of the chief executive’s expenses, and that the OLC had also paid
unauthorised benefits to the chief executive, other senior members of staff, and to all
staff. Irregular spending amounted to £245,000 in 2014-15. The OLC now has an action
plan in place to address the shortcomings identified in the review.

3.8 On the other hand, we found that departments often undermined otherwise good
relationships with ALBs by frequent, often duplicated, requests for information from
departmental officials outside their regular contacts. We heard examples of departments
contacting ALBs to request information which was already held by the department

or available in an ALB’s published annual report. ALBs identified problems from poor
coordination between different parts of the department, lack of communication around
the purpose of requests and little understanding of the cost of responding to requests.
They also felt departments did not regularly provide feedback about how information
requested was used.

3.9 Overall, 52% of ALBs across the four departments felt that day-to-day oversight of
their activities had increased in the past 18 months, ranging from 24% of DEFRA ALBs
to 70% of BIS ALBs.3! ALBs at greater remove from departments, NDPBs, were more
likely to have perceived an increase in day-to-day oversight than executive agencies.
The vast majority (87%) of ALBs considered the frequency of contact the department
had with their ALB in the last 18 months was ‘the right amount’, although for BIS and
Mod a significant minority of ALBs (18% and 21% respectively) considered the frequency
of contact was ‘too much’. No DCMS ALBs considered the amount of contact was too
much, though at 7% it had the largest percentage of ALBs considering their frequency
of contact with the department was too little.

31 This is perhaps not surprising given the significance of ALBs for these departments, and ALB account qualifications
(see paragraph 1.3 and 1.7).
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3.10 All the departments attend ALB boards and audit committees as part of their
oversight (Figure 11). DCMS does this more rarely, reflecting its light-touch approach,
but is considering the potential advantages of attending ALB boards more regularly.
Some ALBs reported that departments attending boards could be beneficial to both
departments and ALBs, but that it could also inhibit frank discussions and depends
on continuity and the seniority of the attendee. Departments can use attendance as a
means of seeking feedback from ALBs. For example, BIS representation on the audit
committees of the British Business Bank and the Skills Funding Agency allows BIS to
understand the risks faced by these ALBs. ModJ attendance at the Parole Board’s audit
and risk committee provided constructive challenge to board members and offered a
Mod perspective.

3.11 When assessing risk the departments generally consider actions taken by ALBs
to mitigate risks. All consider the capability of ALBs, although this is not systematic
or clearly documented. For example, MoJd may identify a large budget as being a
high intrinsic risk but it does not then link this to an assessment of ALBs’ financial
management capability. Mod would, however, expect to reduce the frequency of
monitoring meetings for more capable bodies. Similarly DCMS expects to intervene
less in bodies where it considers capability is higher. But without a systematic and
transparent approach to assessing ALBs’ capability, it is not always clear which party
is best placed to manage identified risks. DEFRA is taking steps to address this and
in May 2016, as part of its transformation programme, it convened senior DEFRA
executives and non-executives to agree risks to DEFRA's strategic objectives and which
ALBs would manage the operational risks.

Figure 11

Departmental attendance at ALBS’ boards

Department attends ALBs’ Department attends ALBs’
boards as a audit committees as a
Total ALBs Board Observer  Ad hoc Member Observer Adhoc
in our study | member basis basis
Department for Culture, Media & Sport 36 0 6 0 0 1 0
Department for Business, Innovation & Skills 35 14 18 1 6 11 1
Department for Environment, Food & Rural Affairs 26 4 2 12 0 5 14
19 1 4 6 0 8 0

Ministry of Justice

ModJ observers at audit committees include internal audit attendance at the National Offender Management Service, HM Courts & Tribunal Service,
Legal Aid Agency, Criminal Cases Review Commission audit committee in their role as Group Chief Internal Auditor for the Mod.

Source: Provided by departments to the National Audit Office
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3.12 Interestingly, we found that ALBs had an appetite for more support on risk
management, particularly among DCMS ALBs (Figure 12). Fewest DCMS ALBs had
received support on risk management in the past 18 months.

3.13 Although well practiced in assessing individual risks in ALBs, departments do not
routinely take account of system risk. Risks in one organisation can have consequences
for elsewhere in the family of ALBs, or indeed, in other departments. For example,
Mod’s emergency controls over recruitment of staff have constrained the Parole
Board'’s operational capacity to process more case work, with potential consequences
across the criminal justice system. DCMS considers on a case-by-case basis, through
its ALB Governance Board, whether risks it identifies in individual ALBs have a
system-wide impact.

Figure 12

Percentage of ALBs which have received support from the department
on risk management in the past 18 months and demand for support with
risk management in the future

Percentage
60
50 53
40
30
20 23
18
16
10 —I —
5
0
n=33 n=19 n=25 n=30
Department for Ministry of Justice Department for Department for Culture,
Business, Environment, Media & Sport
Innovation & Skills Food & Rural Affairs
B Risk management support received Want more support in risk management
Note

1 n=the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies
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3.14 Oversight was more likely to have increased in relation to financial matters and
appointments rather than areas such as quality of services delivered or skills and
capability of ALB staff (Figure 13). While placing a disproportionate weight on financial
oversight when budgets are under pressure is understandable, this may mean effort

is not focused on the areas of highest strategic risk for the ALB. For example, Cafcass
considered that much of MoJ’s oversight was focused on its finances with less challenge
applied to its performance indicators and delivery outcomes where it has agreed with
Mod its intrinsic risks are. The oversight of relatively small amounts of ALB administrative
spending has had the unintended effect of displacing focus from achievement of ALBs’
outcomes. A better balance of attention across other areas could enable departments to
extract greater value from their ALBs.

Figure 13
Areas of greatest and least change in oversight

Percentage of ALBs reporting an increase in oversight in relation to the following areas in the past 18 months

Areas Total survey Department Department Department Ministry
population for Business, for Culture, for Environment, of Justice
Innovation Media & Sport Food & Rural
& Skills Affairs
n=107 n=33 n=30 n=25 n=19
(%) (%) (%) (%) (%)

Spending 49 @ 48 @ 37 @ 44 @ 74 @
Financial management 46 @ 39 50 @ 36 @ 63 @
Making public appointments, including 44 @ 42 @ 67 ® 32 @ 26
non-executive appointments
Reduction of costs 40 @ 42 ® 23 32 0 74 @
Governance arrangements 40 @ 58 @ 23 28 @ 53 @
Application of Cabinet Office spending controls 34 36 20 24 63 @
Collaboration with other organisations 32 48 @ 30 @ 24 16 @
Capital Projects 29 30 40 @ 20 21
Procurement 27 48 @ 10 @ 18 32
Accountability 24 36 13 12 @ 37
Objective-setting and reporting on your 24 36 20 20 16 @
organisation’s performance
Range of services delivered 16 @ 18 @ 17 8 @ 21
Risk management 13 @ 15 @ 7@ [ 26
Transparency 13 @ 9@ 10 @ 24 mne
Quality of services delivered (] 15 @ 30 [ 50
Skills and capability of your organisation’s staff 50 30 7@ [ 1 e

® The five areas with the greatest percentage of ALBs reporting an increase.

® The five areas with the lowest percentage of ALBs reporting an increase.

Note
1 n=the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies




36 Part Three Departments’ oversight of arm’s-length bodies: a comparative study

3.15 Mod in particular has faced challenges in this area since introducing emergency
spending controls in October 2015 in response to budgetary pressures. These
controls have been applied to discretionary spending across the Ministry and its ALBs
irrespective of the assessed level of risk or financial management capability of the ALB.
The controls require all spending on travel, consultancy and catering to be signed off
by the relevant director general and reviewed by the permanent secretary and lead
non-executive director. This consumed considerable senior staff time and ALBs felt the
controls implied a lack of trust in ALBs’ existing governance arrangements.

3.16 None of the departments are well placed to understand how cost effective their
oversight arrangements are. None had estimated the costs and benefits of their current
oversight arrangements. BIS has started to estimate the number of staff involved in
overseeing ALBs as part of its ongoing transformation programme.
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Part Four

Maximising value from arm’s-length bodies

4.1 In this part, we consider the actions departments and the Cabinet Office are
taking to improve oversight capability and to strengthen the relationships with and
between arm’s-length bodies (ALBs). We consider:

e  how departments collaborate with their ALBS;
e  how departments encourage ALBs to collaborate with each other; and

e the role of the Cabinet Office.

Collaboration with ALBs

4.2 ALBs are often the delivery arms of departments and are vital to achieving
departmental objectives. To get the most from their ALBs, and for ALBs to get the most
from their departments, there needs to be a good understanding of the strategic aims
of the department. It is therefore concerning that one quarter of surveyed ALBs across
the four departments were only ‘partially clear’ what the department’s objectives were
relating to their work, with a further 3% ‘not clear’. This was particularly stark in MoJ
where 42% of ALBs were ‘partially’ or ‘not clear’ (Figure 14 overleaf).

4.3 This understanding is even more important at time of change. BIS and DEFRA are
currently undertaking transformation programmes. BIS is discussing the impact of this
with its ALBs, while DEFRA is developing its programme with its ALBs. As a reflection
of this, all of DEFRA’s surveyed ALBs considered they had been helped to understand
the department’s strategic direction in the last 18 months, compared to only 53% of
ModJ ALBs (Figure 15 on page 39). Overall, 36% of ALBs surveyed wanted more help
to understand their department’s strategic direction.

4.4 If departments fail to work collaboratively with their ALBs, they risk missing
opportunities to improve value for money. Only 64% of surveyed ALBs considered their
department had sought feedback on how they could help support the department
(Figure 16 on page 40). As ALBs are often at the front line of service delivery, they
have valuable experience and deep expertise that could be exploited in designing and
implementing policy. Despite this, many ALBs feel they are not sufficiently involved in
policy discussions. A positive example is the Parole Board, which has become more
involved in policy discussions following the creation of the Parole Review Board, which
brings together relevant bodies to discuss the effective operation of the parole system.
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Figure 14
Are you clear what the department’s objectives are in relation to your
organisation’s area of work?

Department for Business,

Innovation & Skills (N=33) 33

Ministry of Justice (n=19)

Department for Environment
Food & Affairs (n=25)

Department for Culture,

Media & Sport (n=29) A

0 10 20 30 40 50 60 70 80 90 100
Percentage
B Yes
Partially
B No
Note

1 n=the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies

4.5 Secondments between departments and ALBs can help develop better
understanding and spark collaboration, but these are currently only used sporadically.
For example, Historic England has 10 staff seconded to DCMS, to help build knowledge
of how the Department works, and to develop networks. It also helps identify when
policy developments may affect the ALB. DCMS benefits by gaining expertise on the
heritage sector.

4.6 Departments can also help develop understanding between ALBs by exploiting the
skills and experience of non-executive directors (NEDs) of both departments and ALBS,
and departmental boards should consider how NEDs’ insights can be harnessed.®? This
includes whether departmental boards and audit and risk committees have appropriate
oversight of ALBs, and how boards oversee priorities in single departmental plans
delivered through ALBs. We found that departments are beginning to address induction
training for ALB NEDs, but it is not well established. Although their time is highly limited,
NEDs consider departments could make more use of their skills, knowledge and
expertise across ALBs. NEDs also have a role to play in contributing to tailored and
functional reviews of ALBs, supporting accountability and supporting ALB boards in
NED recruitment.

32 HM Treasury, Managing public money, August 2015.
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Figure 15
In the last 18 months has your organisation received support from
the department to understand its strategic direction?
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Has received support on understanding
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Would like more support understanding
the department’s strategic direction
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1

n= the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies
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Figure 16
In the last 18 months has the department sought feedback on how
your organisation can help it achieve its objectives more effectively?

Department for Environment,
Food & Affairs (n=25)

Department for Business,
Innovation & Skills (n=33)

Ministry of Justice (n=19) 53

Department for Culture,
Media & Sport (n=30)

|.3
| I

o
—
o

20 30 40 50 60 70 80 90

Percentage
W Yes

Notes
1 n=the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies

4.7 Almost half of ALBs surveyed considered their departmental contacts had enough
expertise to get the most value from the department’s relationship with them. But around
one quarter considered that to improve the effectiveness of their relationship departments
needed greater knowledge of what their organisation does and its operating environment
or better continuity of departmental contacts. A lack of continuity and high turnover of
departmental sponsors can be disruptive for ALBs, and create uncertainty about who to
contact on specific issues. Some ALBs feel they spend disproportionate time educating
sponsor teams about their business, although ModJ, BIS and DCMS do offer induction
training for new sponsors. This raises issues for the civil service model of sponsorship
which relies on building transferable skills, rather than ways to maintain corporate memory
about ALBs.

Encouraging ALBs to collaborate with each other

4.8 Developing effective collaborative relationships across ALBs can help both
departments and ALBs. All four departments bring together senior staff from their ALBs.
These meetings have mostly focused on departments giving information and providing
opportunities for networking. BIS, DEFRA and DCMS also convene ALB finance directors,
and DCMS uses an ALB extranet to communicate with its ALBs. These mechanisms are
still being developed by departments, and we heard mixed views on their value. All four
departments are seeking to make engagement more discussion-based, with a greater
focus on sharing ideas and collaborating on specific issues.
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4.9 In February 2016, DEFRA brought together its senior leaders from across the
DEFRA group for the first time in a so-called ‘Big Room’ event (Figure 17) as part of its
aim to build closer relationships with its ALBs (paragraph 2.8). This considered resource
allocation across the DEFRA group and the production of a single business plan. This
is likely to explain why the vast majority of DEFRA ALBs felt they had been consulted on
how they could support DEFRA (Figure 16).

410 Sixty-four per cent of ALBs surveyed had received support from their department
on sharing good practice and working collaboratively, while 30% had not — 73% of BIS
ALBs had received this support (Figure 18 overleaf). Of those ALBs that had received
support 77% found it ‘very’ or ‘moderately helpful’ and 47% of all ALBs surveyed said
they would like more support on sharing good practice and working collaboratively.
This suggests that ALBs are keen to learn from each other and for departments to
facilitate this.

411 ALBs felt collaboration was most effective where departments had encouraged
sharing practice on a specific, targeted issue. For example, MoJ asked Cafcass

to advise the Youth Justice Board on the operation of its board and to advise the
Parole Board on holding open board meetings. ALBs also welcomed opportunities
to collaborate on areas such as sharing accommodation or leases with other ALBs.

4.12 The opportunity for greater collaboration and reduced costs through sharing of
ALB back office functions can be an attractive proposition for departments. The private
sector and local authorities typically claim over 20% annual cost savings through shared
services. It has not, however, been straightforward to deliver value for money from
shared services in government.3® We found ALBs were not always convinced shared
services proposed by departments would provide sufficient benefits to them compared
with existing systems.

Figure 17
DEFRA ‘Big Room’

DEFRA borrowed the idea for its ‘Big Room’ event from one of its ALBs, the Environment Agency. It brought
together all senior leaders across the DEFRA group, including ministers. Its purpose was to build the first
business plan in a collaborative way, setting out the DEFRA group’s outcomes, resources and milestones

in one place. Discussion focused on understanding the DEFRA strategy and how it will be delivered within
the Spending Review 2015 settlement. Each strategic objective was discussed and agreements reached on
how outcomes could be achieved with the resources and time frames available. DEFRA is integrating the
agreements from the ‘Big Room’ event into its first DEFRA group business plan to be published later in 2016.

Source: National Audit Office and Department for Environment, Food & Rural Affairs

33 Comptroller and Auditor General, Efficiency and reform in government corporate functions through shared service
centres, Session 2010-2012, HC 1790, National Audit Office, March 2012.
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Figure 18
Percentage of ALBs who have received support on sharing good practice
and working collaboratively with other organisations
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Food & Affairs (n=25)

Ministry of Justice (n=19)
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Note
1 n=the number of ALB survey responses for this question.

Source: National Audit Office survey of arm’s-length bodies

The role of the Cabinet Office

4.13 The Cabinet Office has an important role to play in encouraging the improvement
of oversight approaches across government. It works with departments to support the
creation, governance and oversight of ALBs and has introduced a number of initiatives.
The National Audit Office, Public Administration Select Committee and others have
commented on the progress of these initiatives (paragraph 1.6), which include:

e across-Whitehall sponsorship peer network, established in 2012. The Cabinet
Office appointed a cross-Whitehall sponsorship champion, a director general
in ModJ, to raise the profile and strengthen sponsorship across departments.
The champion does not chair a cross-government forum. Rather the approach
to collaboration is to share practice and learning through events with the peer
network, the Public Chairs Forum and Association of Chief Executives.

e asponsorship specialism competency framework, developed, with the help of
Mod and launched in April 2014, to help to improve capability of sponsors within
departments. It covers six competency areas including relationship management,
assurance and risk management, and public appointments.
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e courses on sponsorship introduced in 2014 with support from Civil Service
Learning. These aimed to address the low profile sponsorship has typically had
in the civil service. Take-up of sponsorship courses has varied considerably
(Figure 19). The Cabinet Office paused further courses from October 2015.

e classification guidance for ALBs - this should provide greater consistency in
categorisation of ALBs, which could help support a more coherent approach to
overseeing ALBs (see paragraph 2.3).

e  ‘functional and tailored reviews’ of public bodies, announced in December 2015,
to focus on how groups of public bodies can be merged, share back offices or
work better together. While previous reviews were limited to non-departmental
public bodies, the new approach will include executive agencies and non-ministerial
departments. Reviews will cover several ALBs with similar or related functions.

The aim is for each ALB to be reviewed in the life of each parliament.

Figure 19
Cabinet Office training events attended February 2014 to October 2015
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Note

1 There were 236 attendances at the training events across all government departments between February 2014
and October 2015. Of the 236, 103 were from the four departments in our study (shown above).

Source: Cabinet Office courses attendance data February 2014 to October 2015
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Appendix One

Our audit approach

1 We compared and contrasted the approaches to oversight of their arm’s-length
bodies (ALBs) across four departments to give a comparative assessment. We also
considered the role of the Cabinet Office. In particular we considered:

®  departments’ governance arrangements for oversight of ALBs;
®  departments’ action in relation to information and understanding of risk in ALBs;

e departments’ collaborative working with and across ALBs to achieve
objectives; and

e departments’ capability to get the most from their relationships with ALBs.

2  We analysed:

e  clarity about purpose and accountabilities of ALBs;

e whether departments take a proportionate approach to oversight of ALBs; and
e  maximising the value of ALBs.

3  Our audit approach is summarised in Figure 20. Our evidence base is described
in Appendix Two.
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Figure 20

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

[To deliver government objectives through ALBs in light of wider strategic aims, priorities and expenditure.

v

Departments having arrangements to understand and assure themselves about their arm’s-length bodies’ strategy,
performance and delivery, while providing accountability for actions carried out on behalf of government.

'

[The study compared and contrasted the approaches of four departments to oversight of their ALBs.

.

.
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( 7
The arm’s-length body landscape remains confused and incoherent. There is no single list of all ALBs across
government nor a common understanding of when ALBs should be used or what type of ALB is most appropriate
for particular circumstances. Different departments define ALBs in different ways and some ALBSs are uncertain
about how they relate to their department’s objectives. While the Cabinet Office is building on its Public Bodies
Reform Programme and taking further steps to address this, the prevailing inconsistency hampers a coherent
approach to overseeing ALBs that is consistent with their purpose.

Across the four departments, approaches to oversight of ALBs have evolved in response to internal and external
pressures. All four departments use different approaches, but without a consistent overarching framework that draws
on learning from departments’ experience. While we are not arguing for a ‘one size fits all’ approach, it seems clear
that the broad range of approaches cannot all be equally good at getting value from ALBs. The one consistent feature
is the extent to which oversight is focusing on compliance and control, as opposed to achieving greater value from
the relationship. There are, however, examples of departments adopting a more strategic approach through greater
involvement of more senior staff and selective, targeted collaboration with and between ALBs. There is also a real
appetite to learn and adapt approaches to oversight. The Cabinet Office needs to work collectively with departments
to build on this momentum. It should take the lead in drawing together existing work, and identifying the most effective
approaches and under what circumstances they can best be applied, to ensure oversight improves value for money.

N J
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Appendix Two

Our evidence base

1 We reached our conclusions after analysing evidence collected between
January and April 2016.

2  We applied a comparative analytical framework with evaluative criteria to compare
the effectiveness with which four departments oversee their arm’s-length bodies.
Our audit approach is outlined in Appendix One.

3  We focused our comparative analysis on four departments which had large
numbers of ALBs, funding them significant sums, and with large numbers of staff in the
ALB family. We:

e carried out 35 semi-structured interviews across the four departments with officials
with responsibilities for oversight of ALBs, including: board member or similar
with oversight responsibility for ALBs and their performance; non-executive board
member with ALB responsibility, or non-executive chair of audit committee; official
running day-to-day oversight including for performance information, governance
arrangements, appointments; internal audit head; finance teams with oversight of
ALBs; and officials working in capability of sponsorship functions, training, strategy,
and links to the centre (Cabinet Office);

e  examined official documents, including ALB oversight models, performance
and risk reporting, internal audit, accountability system statements, single
departmental plans;

e  drew on expertise of relevant NAO client area teams undertaking ongoing audit
activity with these departments and ALB clients; and

e for each department, selected three case studies (12 in total) to examine their
experience and practice of oversight by the department.

° These case studies were:

BIS: The British Business Bank (other); The Medical Research Council
(NDPB); The Skills Funding Agency (executive agency).

Mod: Children and Family Advice and Support Service (Cafcass) (NDPB);
HM Courts & Tribunals Service (executive agency); The Parole Board (NDPB).
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DEFRA: The Environment Agency (NDPB); Royal Botanic Gardens,
Kew (NDPB); Veterinary Medicines Directorate (executive agency).

DCMS: The Gambling Commission (NDPB); Historic England (NDPB);
Tate (NDPB).

In addition:

Our case study examinations consisted of 27 interviews with the chief executive
(or chief operating officer), the chair or other non-executive. We examined official
documents such as framework agreements. We also convened two focus groups
to bring together senior officials at operational level from the ALBs to examine
common oversight issues across the ALBs.

In departments, we also interviewed officials with sponsorship and policy
responsibility for these ALBs.

We interviewed key officials in the Cabinet Office Public Reform Group and with
responsibility for cross-Whitehall sponsorship development.

We also reviewed literature on ALB oversight more broadly, and consulted other
experts/stakeholders including: the Institute for Government; The Public Chairs
Forum; the Association of Chief Executives; and

We carried out a survey across 116 ALBs in the four departments, agreeing our
survey population with the departments (see below and Figure 21). We achieved
a 95% response rate as follows:

BIS (97%); ModJ (100%); DEFRA (100%); and DCMS (86%).
In determining our survey population we considered the following:
We used the Cabinet Office Public Bodies Directory 2014 as a base.

The classification of the organisation as a public sector body (by the Office

for National Statistics), according to the ONS October 2015 Public Sector
Classification Guide. We also considered the department’s Annual Resource
Account to add in any bodies not captured by the Public Bodies Directory 2014.

The sponsor department is accountable for the activities of this organisation
to Parliament (in the sense that a department or its ministers could have to
respond to questions about the ALB’s activities to Parliament).
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6 We made some exclusions, for instance:

Subsidiaries of ALBs the department sponsors or organisations funded
entirely through its ALBs are not included (ie. our analysis covered the top
layer of sponsorship).

Departments have a number of smaller advisory NDPBs which often do
not directly employ staff or have their own premises and have a very small
administration budget. We excluded these, with some exceptions agreed
with departments.

e \We took departments’ advice on the inclusion of some bodies. For instance,
some NDPBs are established as companies, but government also owns or has
an interest in companies for other reasons and departments count some of these
bodies as ALBs.3

The four main types of body included in our survey population were therefore:

Executive agencies, NDPBs (mainly executive NDPBSs), non-ministerial
departments and other bodies including public corporations.

Figure 21

Types of ALB in our survey population

Department Executive Non-departmental Non-ministerial Other Total
Agency public bodies department

Department for Business, Innovation & Skills 6 18 4 7 35

Department for Culture, Media & Sport 1 30 1 4 36

Ministry of Justice 5 7 0 7 19

Department for Environment, Food & Rural Affairs 4 9 2 ik 26

Total 16 64 7 29 116

Note

1 ‘Other’ refers to a range of types of bodies, such as public corporations, statutory/non-statutory office holders and national parks authorities.

Source: National Audit Office

34 Our December 2015 report Companies in government identified that, since 2010, there has been an increase in the
number of companies in government at the same time as a reduction in the number of public bodies.
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