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Foreword

This document sets out the main principles for dealing with resources in public sector
organisations in the UK. Some of the specifics, especially those in the annexes, relate to
England rather than the devolved administrations, which have their own detailed
rulebooks. But the same basic principles generally apply in all parts of the UK public
sector, with adjustments for context.

The key themes remain unchanged from previous version of this document and its
predecessors. They are the fiduciary duties of those handling public resources to work
to high standards of probity; and the need for the public sector to work in harmony
with Parliament.

These principles are invariant.

However, the law, business practices, and public expectations all change. Public sector
organisations can and should innovate in carrying out their responsibilities, using new
technology and adopting good business practice. Throughout, Parliament always
expects the government and its public servants to meet the demanding standards set
out in this document.

The Treasury stands ready to help anyone who needs help in thinking through the
issues.

The Treasury will revise this document from time to time as th e need arises. Where
necessary, the Treasury will also issue “Dear Accounting Officer” letters, to provide
specific advice on issues of accountability, regularity and propriety, value for money
and annual accounting exercises. The content of those letters carries the same force as
the material contained in this document.

Above all, nothing in this document should discourage the application of sheer
common sense.
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Chapter 1
Responsibilities

,;‘::The relatlonsh;p between thegovemment actmg on behalf of the Crown’ and .

1.1 Managlng Publlc Money: Principles

111 The principles for managing public resources run through many diverse
organisations delivering public services in the UK. The requirements for the different
kinds of body reflect their duties, responsibilities and public expectations. The
demanding standards expected of public services are set out in box 1.1.

112  The principles in this handbook complement the guidance on good g overnance
in the Corporate Governance Code’ applying to central government departments.
Some of the detail applies to England only, or just to departments of state. There is
separate guidance for the devolved administrations. Where restrictions apply, they are
identified.

113 Much of this document is about meeting the expectations of Parliament. These
disciplines also deliver accountability to the general public, on whose behalf
Parliament operates. The methods of delivery used should evolve as technology
permits. Public services should carry on their businesses and account for their
stewardship of public resources in ways appropriate to their duties and context and
conducive to efficiency.

1.2 Ministers

121 Inthe absence of a written constitution, the powers used to deploy public
resources are a blend of common law, primary and secondary legislation,
parliamentary procedure, the duties of ministers, and other long -standing practices
and conventions. This mix may of course change from time to time.

1The Corporate Governance Code - see https//www.gov.uk/government/publications/corporate -governance-code-for-central-
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122 Asthe Corporate Governance Code' makes clear, the minister in charge of a
department is responsible for its policy and business as part of the broad sweep of
government policy determined in Cabinet. They:

e determine the policies of the departmental group
e chair the departmental board
e allocate responsibilities among the ministers in the department

e choose which areas of business to delegate to officials, and on what
conditions

¢ look to the department's accounting officer (see chapter 3) to delegate
within the department to deliver the minister’'s decisions and to
support the minister in making policy decisions and handling public
funds

e also have general oversight of other bodies on whose behalf they may
answer in Parliament, including the department’s arms length bodies
(ALBs).

1.2.3 The Ministerial Code2 requires ministers to heed the advice of their accounting
officers about the proper conduct of public business. See section 3.6 below for how the
minister may direct the accounting officer to proceed with a policy if a point of this
kind cannot be resolved.

1.2.4 The minister in charge of a department may delegate defined areas of its
business, or of its parliamentary work, to their junior ministers. Ministers have wide
powers to make policies and to instruct officials.

1.25 Only ministers can propose legislation to Parliament to raise public revenue
through taxation, or to use public funds to pursue their policy objectives. Specific
primary legislation is normally required to spend public funds (see section 2.7).

1.2.6  Similarly, taxes may be collected, and public funds may be drawn, only with
parliamentary authority; and only as Parliament has authorised.

1.2.7 Itis not normally acceptable for a private sector organisation to be granted
powers to raise taxes, nor to distribute their proceeds. Parliament ex pects these
responsibilities to fall to ministers, using public sector organisations.

1.3 Parliament

1.31  Parliament approves the legislation which empowers ministers to carry out their
policies. It also allows finance for services when it approves each year's Estimates. See
the Estimates Manual3 for more.

1.32 From time to time Parliament may examine government activity. Select
committees examine policies, expenditure, administration and service delivery in
defined areas. The Committee of Public Accounts (PAC - see section 3.7) examines
financial accounts, scrutinises value for money and generally holds the government
and its public servants to account for the quality of their past administration.

133 To enable the effective scrutiny of the use of public funds, Parliament requires
departments and public bodies to notify it of certain events or the publication of

2 hitps/fwww.govuk/government/publications/ministerial -code

3 hitps//vww.gov.uk/government/publications/supply -estimates-guidance-manual
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material. Those notification requirements are set out in the relevant chapters of this
document, but also brought together in Annex 1.1.

1.4 The Treasury

1.4.1 Parliament looks to the Treasury to make sure that:

e that departments use their powers only as it has intended
e revenue is raised, and the resources so raised spent, only within the
agreed limits.

1.4.2 Hence it falls to the Treasury to:

e setthe ground rules for the administration of public money
e account to Parliament for doing so

1.4.32  This document sets out how the Treasury seeks to meet these parliamentary
expectations. The key requirements are regularity, propriety, value for money and
feasibility (see box 3.2). The Treasury:

e designs and runs the financial planning system 4 and oversees the
operation of the agreed multiyear budgets to meet ministers’ fiscal
policy objectives

e oversees the operation of the Estimates through which departments
obtain authority to spend year by year

e sets the standards to which central government organisations publish
annual reports and accounts in the Financial Reporting Manual
(FReM). This adapts International Financial Reporting Standards (IFRS)
to take account of the public sector conte xt

e sets Accounts Directions for the different kinds of central government
organisations whose accounts are laid in Parliament

e may also work through the Cabinet Office to set certain standards
applicable across central government, for example functional
standardss.

1.5 Departments

151  Within the standards expected by Parliament, and subject to the overall control
and direction of their ministers, departments have considerable freedom about how
they organise, direct and manage the resources at their disposal. It is for the
accounting officer in each department, acting within ministers’ instructions, and
supported by their boards, to control and account for the department’s business.

152 A departmental board, chaired by the senior minister, leads eac h department.
Boards can bring to bear skills and experiences from elsewhere in, and outside of, the
public sector (see section 4.1).

153  Within each department, there shall be adequate delegations, controls and
reporting arrangements to provide assurance to t he board, the accounting officeré and
ultimately ministers about what is being achieved, to what standards and with what

4 see the Consolidated Budgeting Guidance for more - https//www.gov.uk/government/collections/consolidated -budgeting-guidance

5 See Functional Standards - https//www.aov.uk/government/collections/functional -standards

6 If there is a change of Accounting Officer in the course of the year, the Accounting Officer in place at the year -end takes responsibility

N
'M_045081

for the whole year's accounts, using assurances as necessary.




UKGI00043211
UKGI00043211

effect. These arrangements shall provide timely and prompt management information
to enable plans to be adjusted as necessary. Similarly ministers should have enough
evidence about the impact of their policies to decide whether to continue, modify or
end them. This is discussed further in chapter 4.

1.5.4 In supporting ministers, civil servants should provide politically impartial advice.
Should they be asked to carry out duties which appear incompatible with this
obligation, the accounting officer should take the matter up with the minister
concerned (see also the Civil Service Code?).

155 Departments often operate with, and through, a variety of partners to deliver
their ministers’ policies. It is important that these relationships operate in the public
interest: see chapter 7.

1.6 The Comptroller and Auditor General

1.6.1 Supported by the National Audit Office (NAO), the Comptroller and Auditor

General (C&AQG) operates independently to help Parliament scrutinise how public

funds have been used in practice. Further information about the role of the NAO is
available on their websites and in annex 1.2.

1.6.2 The C&AG provides Parliament with two sorts of audit:

e financial audit of the accounts of departments and arms length bodies
(ALBs), covering:

i. assurance that accounts have been properly prepared and are free
of material misstatements?

ii. confirmation that the underlying transactions have appropriate
parliamentary authority

e value for money reports assessing the economy, efficiency and
effectiveness with which public money has been deployed in selected
areas of public business. A programme of these reviews covers a
variety of subjects over a period, taking account of the risks to value for
money and Parliament’s interests.

1.6.3 The C&AG has a general right to inspect the records of a wide variety of public
organisations to further these investigations. When the NAO investigates any public
sector organisation, it should get full cooperation in provision of papers and other
information. It is good practice to draw the NAO's attention to the confidentiality of
any sensitive documents provided in this process. It is then for the independent C&AG
to judge what material can be published in the public interest.

1.6.4 In addition, the C&AG publishes other independent reports to Parliament. The
PAC (see section 3.7) may hold hearings to examine evidence on any of these reports
and on other related matters.

7 https//www.gov.uk/government/publications/civil -service-code/the-civil-service-code

8 The NAO website address is http/fwww.nao.org.uk
9 see Audit Practice Note 10 of the Audit Practices Board on the FRC website at Http//www.fre.org.uk
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Chapter 2
Use of Public Funds

2.1 Introduction

211 Ministers have very broad powers to control and direct their departments. In
general, they may do anything that legislation does not prohibit or limit, including
using common law powers to administer their operations or continue business as

usual.

212 Ministers also need parliamentary authority for use of public funds before each
year's expenditure can take place. The full list of requirements is set out in box 2.1.

213 The Treasury runs the control process because Parliament expects the Treasury
to control public expenditure as part of fiscal policy. The primary means through which
the Treasury controls public expenditure is multi-year budgets, agreed collectively at
spending reviews. The Consolidated Budgeting Guidance sets out the rules for their
use. (See also chapter 4). Further, Parliament expects the statutory powers granted to
be exercised in line with the wider spending framework set by the Treasury: for
example, spending powers must be exercised in line with the delegations set by
Treasury or a sponsor department, and powers to set remuneration must be exercised
in line with central pay controls unless alternative delegations have been agreed.

10 see section 5.3.

13
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2.2 Using the Estimate

2.21 The requirements in box 2.1 are to some extent interrelated. The accounting
officer of a department (see also chapter 3) is responsible for ensuring that:

e the Estimate(s) presented to Parliament for the department’s annual
expenditure (consolidating its ALBs) are within the statutory powers
and within the government'’s expenditure plans

e use of resources is within the ambit of the vote and consistent with
the Estimate(s)

e they answer to Parliament for stewardship of these responsibilities.

2.3 Treasury Consents

2.31 Departments must have Treasury consent before undertaking expenditure or
making commitments which could lead to expenditure, or have other fiscal
implications (this includes legislation with spending implications - see annex 2.1).
Usually the Treasury agrees some general approvals delegating consent for each
department subject to clear limits and/or exclusions.

2.32 Some common approaches to setting delegations are shown in box 2.2 and are
discussed further in annex 2.2. It is good practice to review d elegations from time to
time to make sure that they remain up to date and appropriate. Delegations can be
tightened or loosened at reviews, depending on experience.

Box 2. 2 examples of appmach?s 0 delegated aut ontaes

i

i o A delegated hmlt below Wthh consent is deiegated to the de : artment and.
' aboxe WhICh spendmg proposals stm requtre specmc Treasury consent : .

objectwe cnterla for exc:eptlons requmng specmc Treasury scrutmy or approv‘af ‘

- a samphng mechamsm to allow speCImen-cases to be exarr med

2.33 Inturn departments should agree with each of their arm'’s length bodies (ALBs -
the public sector organisations they sponsor or finance) a similar set of delegations
appropriate to their businessm (see also chapter 7).

2.3.4 There is an important category of expenditure commitments for which the
Treasury cannot delegate responsibility. It is transactions which set precedents, are
novel, contentious or could cause repercussions elsewhere in the public sector. Box 2.3
gives examples. Treasury consent to such transactions must always be obtained before
proceeding, even if the amounts in question lie within the delegated limits.

2.35 lItis improper for a public sector organisation to spend or make commitments
outside the agreed delegations and if occurs will likely result in a finding that that
spend is irregular. The Treasury may subsequently agree to give retrospective consent,
but only if the expenditure in question would have been agreed if permission had
been sought at the right time.

236 Sometimes legislation calls for explicit Treasury consent, e.g. for large or critical
projects. There are also Whitehall wide controls on key progress points for the very

n Delegations to ALBs should never be greater than the delegated limits agreed between the Treasury and the sponsor department.

14
'M_045081




UKGI00043211
UKGI00043211

largest projects™2. In such cases it is unlawful to proceed without Treasury consent -
and Treasury consent cannot be given retrospectively.

2.37 Where proposals have public expenditure implications, the Treasury should be
consulted before they are submitted for approval by collective agreement at cabinet
level, either in person, by write-round or via a cabinet sub-committee. Where the
department proposing the policy and the Treasury cannot agree in advance, any
proposal for collective ministerial consideration should record the Treasury's position
in terms which are acceptable to them. Policy proposals with public expenditure
implications will not be agreed unless Treasury ministers are content.

2.4 Regularity and Propriety

2.4.1 The concepts of regularity and propriety, fundamental to the right use of public
funds, are set out in box 2.4. The term regularity and propriety is often used to convey
the idea of probity and ethics in the use of public funds - that is, delivering public
sector values in the round, encompassing the qualities summarised in box 1.1.
Supporting this concept are the Seven Principles of Public Life - the Nolan principless -
which apply to the public sector at large. In striving to meet these standards, central
government departments should give a lead to the partners with which they work.

12 Through the Major Projects Authority, http://www.cabinetoffice.gov.uk/content/major -projects-authority] using powers delegated by

15
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2.4.2 Each departmental accounting officer shall make sure that ministers in their
department appreciate:

e theimportance of operating with regularity and propriety

e the need for efficiency, economy, effectiveness and prudence in the
administration of public resources, to secure value for public money 4.

2.4.3 Should a minister seek a course of action which the accounting officer cannot
reconcile with any individual aspect of these requirements, they should seek
instructions in writing from the minister before proceeding (see chapter 3).

2.4.4 Should departments need to resolve an issue about regularity or propriety, they
should consult the relevant Treasury spending team. Similar ly, ALBs should consult
their sponsor departments about such issues, and the department concerned may in
turn consult the Treasury.

2.4.5 Neither improper nor irregular expenditure achieves the standards that
Parliament expects. So any such expenditure must be noted in the department'’s
annual report and accounts. If the discrepancy is material it can result in a qualification
to the accounts. When any expenditure of this kind comes to light, it should be drawn
to the attention of both the NAO and the Treasury. Th e immediate follow up action is
to identify the source of any systematic problems so that there is no recurrence. The
PAC may also call the accounting officer to explain the matter at a public hearing.

2.5 Securing adequate legal authority

2.51 Parliament usually authorises spending on a specific policy or service by
approving bespoke legislation setting out in some detail how it should work. It is not
normally acceptable to use a royal charter as an alternative to primary legislation, for
this approach robs Parliament of its expected opportunity for control and
accountability. Departments shall ensure that both they and their ALBs have adequate
legal cover for any specific actions they undertake.

252 The Treasury takes this requirement seriously. It is fundamental to th e trust and
understanding between the government and Parliament on which management of
the public finances is founded. In the Concordat of 1932 (see annex 2.3), the Treasury
undertook that departments would not spend without adequate legal authority.

2.53 There are some general exceptions. These kinds of expenditure do not require
specific legislation in order to avoid burdening parliamentary time:

e routine matters covered by common law (the main examples are in
box 2.5)

e avery limited range of Consolidated Fund Standing Services (see
section 5.3)

e projects or services which are modest or temporary (see box 2.6). This
exception cannot be used to plug a gap in spending authority before
specific legislation for an ongoing service is passed. The temporary
services derogation only applies to initiatives lasting no more than two
years in total, and it is therefore important to note that this does not
provide a two-year grace period for spending on a new, ongoing
service before specific legislation is required.

14 5 A more detailed description of value for money is at annex 4.4

16
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254 Inall the three cases in paragraph 2.5.3, departments may rely on the sole
authority of a Supply and Appropriation Act (the culmination of the Estimates process)
without the need for specific legal authority, provided that the other conditions in box
2.1 are met.

2.6 New Services

2.61 When ministers decide on a new activity, all the conditions in box 2.1 must be
met before it can begin. In practical terms this means that most significant new
policies which are intended to persist require specific primary legislation.

2.6.2 Sometimes ministers want to start early on a new policy which is intended to
continue but whose enabling legislation has not yet secured royal assent. It may be
possible to make limited preparation for delivery of the new service before royal
assent, but to do so it will usually be necessary to consider borrowing from the
Contingencies Fund (see annex 2.4). Access to this Fund is controlled by the Treasury,
subject to the conditions in box 2.7. Specific Treasury consent is always required.

17
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Chapter 3
Accounting Officers

»;;Thls chapter sets out the personal responsnbll ties of all accountmg ofﬁcers m central .
 government. Essentlally accounting officers must be able to assure Parliam =nt and'“”" “‘
 the pubhc of hlgh standards of problty in the management of public funds : .
_chapter is drawn to the attention of all accounting officers when they are ag

3.1 Introduction

311 Each organisation in central government - department, agency, trading fund,
NHS body, non-departmental public body (NDPB) or arm’s length body — must have
an accounting officer. This person is usually its senior official. The accounting officer in
an organisation shall be supported by a board structured in line with the Corporate
Governance Code.

312 Formally the accounting officer in a public sector organisation is the person who
Parliament calls to account for stewardship of its resources. The standards the
accounting officer is expected to deliver are summarised in box 3.1. The equivalent
senior business managers of other public sector organisations are expected to deliver
equivalent standards.

3.2 Appointment of Accounting Officers

321 The Treasury appoints the permanent head of each central government
department to be its accounting officer. Where there are several accounting officers in
a department, the permanent head is the principal accounting officer.

322 Within departments, the Treasury also appoints the chief exe cutive of each
trading fund as its accounting officer.

323 Inturn the principal accounting officer of each department normally appoints
the permanent heads:

o ofits executive agencies, as agency accounting officers for their
agencies

e of other ALBs (including all NDPBs), as accounting officers for these
bodies

e at their discretion, additional accounting officers for defined part(s) of
the department’s business.

324 Inthe case of appointment of principal accounting officers of departments and
accounting officers of trading funds, the relevant department should send a draft
letter of appointment directly to the Treasury Office r of Accounts team via
TOAENquiries@hmtreasury.gov.uk for the signature of the Treasury Permanent
Secretary. This should be done at least fourteen calendar days before the accounting
officer is due to take up their role.

325 Inthe case of appointment of an accounting officer for an arm’s length body,
the body should liaise with its sponsoring department to arrange a letter of

19
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appointment from the principal accounting officer. Again, this should be done at least
fourteen calendar days before the accounting officer is due to take up their role. The
private office of the principal accounting officer should then promptly notify the TOA
team.

326 These actions ensure that the register of accounting officers is kept up to date
and that appropriate training can be arranged.

327 If the timeframes above cannot be met, or in the event of a temporary gap
between the standing down of an accounting officer and the appointme nt of a new
accounting officer, the department should contact the TOA team to discuss the
appropriate mechanism to ensure accountability arrangements are maintained.

3.2.8 Template letters of appointment can be found on gov.uk. The TOA team is
happy to assist in the preparation of these letters.

3.3 Special Responsibilities of Accounting Officers

331 ltisimportant that each accounting officer takes personal responsibility for
ensuring that the organisation they manage delivers the standards in box 3.1. In
particular, the accounting officer must personally sign: the accounts; the annual report
the governance statement (see annex 3.1); and having been satisfied that they have
been properly prepared to reflect the business of the organisation, must personally
approve: voted budget limits; and the associated Estimates Memorandum.

20
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3.32 The accounting officer of a corporate arm'’s length body shall arrange for a
board member to sign the accounts as well as signing them himself or herself, if
(unusually) they are not a member of the board.

3.33 There are several other areas where accounting officers shall take personal
responsibility:

e Regularity and propriety (see box 2.4), including securing Treasury
approval for any expenditure outside the normal delegations or
outside the subheads of Estimates

o Affordability and sustainability: respecting agreed budgets and
avoiding unaffordable longer-term commitments, taking a
proportionate view about other demands for resources

e Value for money: ensuring that the organisation’s procurement,
projects and processes are systematically evaluated to provide
confidence about suitability, effectiveness, prudence, quality, good
value judged for the Exchequer as a whole, not just for the accounting
officer's organisation (e.g. using the Green Book1s to evaluate
alternatives)

e Control: the accounting officer shall personally approve and confirm
their agreement to all Cabinet Committee papers and major project or
policy initiatives before they proceed

15 https//www.gov.uk/government/collections/the -green-hook-and-accompanying-guidance -and-documents

21
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e Management of opportunity and risk to achieve the right balance
commensurate with the institution’s business and risk appetite

e Learning from experience, both using internal feedback (e.g. through
managing projects and programmes using techniques such as
PRINCE2), and from right across the public sector

e Accounting accurately for the organisation’s financial position and
transactions: to ensure that its published financial information is
transparent and up to date; and that the organisation’s efficiency in
the use of resources is tracked and recorded.

3.3.4 Inthe case of principal accounting officers, these responsibilities apply to the
business of the whole departmental group.

3.4 Accounting officer assessments

3.41 Accounting officers shall routinely scrutinise significant policy proposals or plans
to start or vary major projects and then assess whether they measure up to the
standards in box 3.2.

;Bc’fnx 52, the étahd‘ards ’exfpect‘ed for pr’ojec'cc and pro * osals:

,«'Regularlty the proposal ha> sufﬁcrent iega! bas s parhamentary authonty, and
’?Treasury authornsat}on a*:d is ‘compatible WIth the ’ penc

wValue for money’ m companson to altematlve proposals ¢
,’;,proposal dehv@r value for the Exchequer as a whole‘ .

ot ? lng the ,s",’

';FeaSIblllty'the proposa! can be mplemented accura Jy, ‘fs.u‘*sta“inéb“ly, and to the

intended tlme’cableﬂ

3.4.2 A systematic written accounting officer assessment helps to ensure good
decision making and provides positive assurance that the four standards have been
properly considered.

3.4.3 An accounting officer assessment shall be produced for projects or programmes
which form part of the Government Major Projects Portfolio (GMPP):

e alongside the request for the accounting officer's a pproval of the
Outline Business Case (or at the point when it enters the GMPP if this
is later)

e at subsequent stages of the project if it departs from the four
standards or the agreed plan - including any contingency - in terms of
costs, benefits, timescales, or level of risk, which informed the
accounting officer's previous approval

e ifthe Senior Responsible Owner (SRO) of the project decides one is
merited at any other stage of the project.

3.4.4 |In addition, it is good practice to prepare an accounting officer assessment for
each significant novel and contentious transaction or proposal involving the use of
public funds. This may be particularly useful where it is not possible to produce a fully
developed business case, for example due to lack of time and/or d ata, or the risk
environment is higher than usual. The Treasury often asks spending departments and

22
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organisations for such analyses before clearing them to proceed, as will the National
Audit Office (NAO) when conducting any review of the issue.

3.45 Beyond that, in many cases, the normal governance procedures, such as
production and approval of business cases, should provide sufficient assurance against
the accounting officer standards, without need for a bespoke accounting officer
assessment.

3.4.6 All draft accounting officer assessments must be signed off by the
organisation’s senior officer for finance (usually Finance Director, Chief Financial
Officer or Director General for Finance) or alternate senior member of the finance
function within the department before being submitted to the accounting officer for
final sign off.

3.47 Whenever an accounting officer assessment is produced for a GMPP project, a
summary of the key points shall also be prepared and published.

3.4.8 Accounting officers may also choose to publish similar information from
assessments made in other circumstances at their discretion.

3.4.9 When an accounting officer assessment for a GMPP project is completed, the
summary assessment should be published promptly on the department’s pages of
gov.uk. The Treasury maintains a collection page titled ‘Accounting Officer
Assessments’s that links to these publications. Departments should ensure that their
page is added to this collection page once they publish it.

3.4.]0 Copies should be deposited in the Library of the House of Commons, and sent
to the Chair of the PAC, the Comptroller and Auditor General and the Treasury Officer
of Accounts. It should also be copied to the Principal Accounting Officer if prepared by
another accounting officer in the department or one of its arm’s length bodies.

3.411 Where an accounting officer decides the public interest is best served by
delaying publication of a summary assessment, they should nevertheless share the
summary on a confidential basis with the chairs of the PAC and the relevant
departmental select committee, as well as the Comptroller & Auditor General and the
Treasury Officer of Accounts?.

3.412 Further guidance on producing and publishing accounting officer assessments
can be found in Accounting Officer Assessments: guidancels.

3.5 Working with other organisations

351 It often makes sense for two or more departments to work together to deliver
public services. In such circumstances, each accounting officer remains personally
responsible for the resources of their own organisation. It is good practice for
participating bodies to document their respective responsibilities, for example by way
of a memorandum of understanding. Further details are set out in Chapter 7.

16 https://www.gov.uk/government/collections/accounting -officer-assessments -collection

17https://assets.publishing service.gov.uk/government/uploads/system/uploads/attachment_data/file/1090958/DA0O_0422_Accounting_o f

ficer_assesments_and_framework_documents.pdf

18 www.gov.uk/government/publications/accounting -officer-assessments
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352 It may also be the case that, in assessing a project or proposal, the accounting
officer will want to draw on expertise from another department or public body. Where
this happens, the accounting officer may ask the organisation to provide written
assurances of the robustness of the analysis and any underlying methodology.
However, the ultimate judgement in each case lies with the accounting officer
personally.

3.6 Directions

3.61 The accounting officer cannot simply accept the minister's aims or policy
without examination. Each departmental accounting officer shall take care to bring to
the attention of their minister(s) any conflict between the minister’s instructions and
the standards set out in box 3.2.

3.6.2 Where a departmental accounting officer determines that a proposal does not
meet one or more of these standards, the best next step is to consider whether the
policy or proposed course of action can be modified to make it fit. If not, and the
minister decides it is nevertheless appropriate to continue with the proposal, the
accounting officer shall ask their senior minister for a formal written direction to
proceed. An oral direction shall be confirmed promptly in writing.

3.6.3 Before finalising a direction request, it is good practice for accounting officers to
discuss the matter with the Treasury. Often, by their nature, i ssues that might call for a
ministerial direction are novel, contentious, or repercussive, and therefore require
explicit Treasury consent. Where this is the case, Treasury consent should be obtained
before the direction request is finalised. Treasury consent does not remove the need
for a direction if the requirements of box 3.2 are not met.

3.6.4 As always, the ultimate judgement in each case must lie with the accounting
officer personally. The acid test is whether the accounting officer could justify the
proposed activity if asked to defend it.

3.65 There is no set form for requesting a direction, though the accounting officer
shall be specific about their nature and the standard or standards that is/are not
satisfied.

3.6.6 When a direction is made, the Accounting Officer shall:

o follow the minster’s direction without further ado

e promptly copy the direction request, the direction and other papers
the accounting officer considers relevant to Public Accounts
Committee, the Comptroller and Auditor General and the Treasury
Officer of Accounts

e unlessitisin the public interest that the matter is kept confidential,
arrange for the direction request and direction itself to be published
on the gov.uk website promptly, notifying the chairs of the PAC and
the relevant departmental select committee as soon as this occurs

e where confidentiality is required, in addition to copying to the
Comptroller and Auditor General and the Treasury Officer of Accounts
as usual, share the direction request and the direction with the chairs
of the PAC and the relevant departmental select committee, along
with an explanation of when they expect the need for confidentiality
to fall away and publication to take place
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e if asked, explain the minister's course of action - this respects
ministers’ rights to frank advice, while protecting the quality of
internal debate.

3.6.7 Adirection on regularity or propriety ground does not change that position -
that is it does not make the action regular or proper. It is important to note that a
direction does not permit unlawful action and does not protect against a court finding
unlawfulness.

3.6.8 Where adirection has been issued, this does not represent a continuing
mandate to dispense with the accounting officer standards. The AO has a
responsibility to ensure the standards set out in box 3.2 are met on an ongoing basis.
The AO should seek to bring the policy in line with standards at the earliest
opportunity if possible, and if circumstances change should consider whether the
existing direction provides sufficient cover to justify the policy. It may be appropriate to
revisit with the Minister if the direction is still supported at appropriate stages of policy
implementation.

3.7 Public Accounts Committee

371 The PAC may hold public hearings on the accounts of central government
organisations laid in Parliament (see section 1.6). In practice most PAC hearings focus
on NAO value for money studies. The NAO seeks to agree the text of these reports with
the accounting officer(s) concerned so there is a clear undisputed evidence base for
PAC scrutiny.

3.77.2 Witnhesses to PAC hearings sometimes find that there is supplementary material
which would be helpful to the committee, in addition to the NAO re port. When this
happens it is good practice to submit it to the Committee with adequate time to
consider it, clearing it first with the NAO. If time does not permit this, witnesses or their
representatives should discuss the best approach with the Clerk to the Committee.

3773 When a hearing is scheduled, the PAC normally invites the accounting officer(s)
of the relevant institution(s) to attend as witness(es). An accounting officer may be
accompanied by appropriate officials. Where it is appropriate, and the PAC agrees, an
accounting officer may send a substitute. The PAC may also invite other witnesses
who may not be public servants to give insight into the background of the subject in
hand.

3.7.4 In answering questions, the accounting officer shall take responsibility for the
organisation’s business, even if it was delegated or if the events in question happened
before they were appointed accounting officer. In response to specific PAC or Select
Committee requests, previous accounting officers may also attend relevant PAC
hearings. Recalls of this kind should be assessed case by case, depending on the
circumstances. They are acceptable if the business in issue was recent, and where the
former accounting officer has had an opportunity to comment before publication on
any NAO report which the PAC is to investigate.

3775 The PAC expects witnesses to give clear, accurate and complete evidence. If
evidence is sensitive, witnesses may ask to give it in private. Witnesses may offer
supplementary notes if the information sought is n ot to hand at the meeting. Any
such notes should be provided within one week unless the PAC is willing to grant an
extension. They should do so without delay.

3.7.6 The Treasury Officer of Accounts (or an alternate) attends all PAC hearings. This
enables the PAC to explore any more general issues arising out of the hearing.
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37777 The evidence given by accounting officers at public hearings often feeds into
reports published by the PAC. These reports detail its findings, conclusions and
recommendations.

3.7.8 For each PAC report, the government responds to recommendations by means
of Treasury Minutes presented to Parliament by a Treasury minister, indicating those
the government accepts and those it does not accept. For those it accepts, Treasury
Minutes will include target implementation dates. For those it does not accept, they
will set out reasons for non-acceptance.

3.7.9 In addition, government departments and organisations are required to report
twice annually to Parliament on progress in implementing Committee
recommendations accepted by government. Treasury Minute Progress Reports are
used for this purpose.

3710 The PAC expects the government to respond promptly and transparently
through both the initial Treasury Minute and subsequent Progress Reports.
Accounting officers shall ensure the internal clearance processes within their
organisation, including any ministerial clearances the accounting officer decides are
needed, are arranged to fit with deadlines for responses.

3711 In addition, if a department determines it is necessary to revise the target date
for implementing an agreed recommendation, the accounting officer shall write
immediately to the PAC, copied to the Treasury Officer of Accounts, and provide a
detailed explanation for the deferral. Departments shall not leave notification of the
delay in implementation until the publication of the next Treasury Minutes Progress
Report.

3.8 When an accounting officer is not available

3.81 Each public sector organisation must have an accounting officer available for
advice or decision as necessary at short notice. When the accounting officer is absent
and cannot readily be contacted, another senior official should deputise.

3.8.2 Ifasignificant absence is planned, the principal accounting officer may invite
the Treasury to appoint a temporary acting accounting officer.

3.8.3 Inthese circumstances, a temporary acting accounting officer stands in the
shoes of the principal accounting officer. They are not acting on behalf of the Principal
Accounting Officer but are personally responsible to Parliament in the ir own right.
Their decisions are not subject to ratification by the principal accounting officer and
their role shall only be activated if the principal accounting officer is unable to fulfil
their obligations. To all intents and purposes the temporary ac ting accounting officer
replaces the principal accounting officer.

3.8.4 A similar logic can also apply for an accounting officer in an arm’s length body
(ALB), whereby the arrangement must be agreed and formalised between the
department and the ALB.

3.9 Conflicts of interest

391 Sometimes an accounting officer faces an actual or potential conflict of interest.
There must be no doubt that the accounting officer meets the standards described in
box 3.1 without divided loyalties. Possible ways of managing this issue include:
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e for a minor conflict, declaring the conflict and arranging for someone
other than the accounting officer to make a decision on the issue(s) in
question

e for a significant but temporary conflict, inviting the Treasury (or the
sponsor department, as the case may be) to appoint an interim
accounting officer for the period of the conflict of interest

e for serious and lasting conflicts, resignation.

3.10 Arm’s length bodies

3101 The responsibilities of accounting officers in departments and in arm’s length
bodies (ALBs) are essentially similar. Accounting officers in ALBs must also take
account of their special responsibilities and powers. In particular, they must respect
the legislation (or equivalent) establishing the organisation and terms of the
framework document agreed with the sponsor department. See chapter 7 for more
details.

3.10.2 The framework document (or equivalent) agreed between an ALB and its
sponsor always provides for the sponsor department to exercise meaningful oversight
of the ALB's strategy and performance, pay arrangements and/or major financial
transactions, e.g. by monthly returns, standard delegations and exception reporting.
The sponsor department'’s accounts consolidate those of its ALBs so its accounting
officer must be satisfied that the consolidated accounts are accurate and not
misleading.

3.10.3 Overall, the accounting officer of a sponsor department shall make
arrangements to satisfy himself or herself that that t he ALB has systems adequate to
meet the standards in box 3.1. Similarly, the accounting officer of an ALB with a
subsidiary shall have meaningful oversight of the subsidiary sufficient to exercise their
AO responsibilities. It is not acceptable to establish ALBs, or subsidiaries to ALBs, in
order to avoid or weaken parliamentary scrutiny. If an ALB does not possess this level
of control, it will most likely be necessary for the sponsor department’'s PAO to appoint
the chief executive of the subsidiary as an AO in their own right. In this case, the
subsidiary’'s AO is directly responsible to the PAQO, although the sponsor department
may delegate some sponsorship functions to the original ALB. All AOs must be
appointed by and responsible to the sponsor department’s PAO.

3.10.4 Exceptionally, the accounting officer of a sponsor department may need to
intervene if an ALB drifts significantly off track, e.g. if its budget is threatened, its
systems are badly defective or it falls into disrepute. This may include replacing some
or all of the leaders of the ALB, possibly even its accounting officer.

3.10.5 There are sensitivities about the role of the accounting officer in an ALB which is
governed by an independent fiduciary board, e.g. a charity or company. The ALB's
accounting officer, who will normally be a member of the board, must take care that
their personal legal responsibilities do not conflict with their duties as a board
member. [n particular, the accounting officer shall vote against any proposal which
appears to cause such a conflict; it is not sufficient to abstain.

3.10.6 Moreover, if the chair or board of such an ALB is contemplating a course of
action that is inconsistent with the standards in box 3.1, then the accounting officer
shall follow the procedure set out in the organisation’s framework document. This
process is similar to what happens in departments (see section 3.6), but will be tailored
to reflect the position of the organisation’s board, which is often appointed under

statute.
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3.11 In the round

3111 Itis not realistic to set firm rules for every aspect of the business with which an
accounting officer may deal. Sometimes the accounting officer may need to take a
principled decision on the facts in circumstances with no precedents. Should that
happen, the accounting officer should be guided by the standards in box 3.1in
assessing whether there is a case for seeking a direction for any of the factors in box
3.2. It is essential that accounting officers seek good outcomes for the Exchequer as a
whole, respecting the key principles of transparency and parliamentary approval for
management of public resources.

3112 In addition, there may be occasions where it is necessary to respond urgently to
events, reducing the time available for analysis and requiring the accounting officer to
make an assessment. In such circumstances, all available options may carry more
uncertainty and more risk than would be acceptable in more normal times.

311.3 Here, in assessing value for money and feasibility, the accounting officer must
assess the relative merits and costs of alternatives (including doing nothing).

3114 Sometimes, it is possible to do no more than identify the scale of the problem to
be tackled and then examine why the proposed action should both be effective and
have tolerable cost. Wherever proposals or projects are taken forward, accounting
officer shall identify and assess risks, and design and operate the most effective risk
treatment activities (including controls) possible in the time available.

3115 The Treasury stands ready to help accounting officers think such issues through.
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Chapter 4
Governance and Management

4.1 Introduction

411 Each public sector organisation shall establish governance arrangements
appropriate to its business, scale and culture. The structure shall combine efficient
decision making with accountability and transparency.

412 Indoing so, central government departments shall be guided by the Corporate
Governance Code™ . Each public sector organisation needs clear leadership, normally
provided by a board. Box 4.1 sets out best practice for departmental boards.

19 hitps//www.gov.uk/government/publications/corporate -governance -code-for-central-government-departments for both the code

and the good practice guidance.
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413 Itis good practice for ALBs to use similar principles. In many ALBs some
structural features, such as board composition, derive from statute but considerable
discretion may remain. In some organisations it is usual, or found valuable, for the
board to include members with designated responsibility or expertise, e .g. for regional
affairs or for specialist professional skills.

414 In order to carry out its responsibilities each board needs to decide, and
document, how it will operate. Box 4.2 outlines the key decisions. It is not exhaustive.
Once agreed, the working rules should be reviewed from time to time to k eep them
relevant. Boards should challenge themselves to improve their working methods, so
that their processes can achieve and maintain good modern business practice.

4.2 Working methods

421 The accounting officer of each organisation is accountable to Parliament for the
quality of the administration of the organisation that they lead. The administrative
standards expected are set out in the Civil Service Code20 and the Ombudsman’s
Principles of Public Administration2. They allow considerable flexibility to fit with each
organisation’s obligations and culture. It is against these standards that failure to
deliver is assessed. Accounting officers shall also ensure they comply with the

20 hitps/iwww.gov.uk/government/publications/civil -service-code/the-civil-service-code
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functional standards22, which set expectations for the manage ment of functional work
and the functional model across government.

4.2.2 Another fundamental concept is the Treasury's leadership position in managing
public expenditure, and setting the rules under which departments and their ALBs
should deploy the assets, people and other resources under their control. In turn each
public sector organisation shall have robust and effective systems for their internal
management. Box 4.3 outlines the key decisions each organisation needs to make.

4.2.3 To help the Treasury carry out this task properly:

e departments shall provide the Treasury with accurate and timely
information about in-year developments - their expenditure,
performance against objectives and evolution of risk (e.g. serious
unforeseen events or discovery of fraud)

e ALBs shall provide their sponsor departments with similar information

e the established mechanisms for controlling and reporting public
expenditure, including Treasury support or approval where necessary,
shall be respected.

4.2.4 In particular, departments shall consult the Treasury (and ALBs their sponsor
departments) at an early stage about proposals to undertake unusual transactions or
financing techniques. This applies especially to any transactions which may have wider
implications elsewhere in the public sector (see paragraph 2.3.4 and box 2.3).

425 Working with the accounting officer, the finance director of each public sector
organisation has special responsibility for seeing that the standards described in this
chapter are respected. Annex 4.1 sets this out in more detail.

22 pwttpsy//www.gov.uk/government/collections/functional -standards
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pro;portronate admlmstratlon and enforcement mechamsms wn:hout

o “arrangemen‘ to draw out ‘and,ypropagate Iessons fr m expenence .

4.3 Opportunity and Risk

431 Embedded in each public sector organisation’s internal systems there shall be
arrangements for recognising, tra cking and managing its opportunities and risks.
Each organisation's governing body should make a considered choice about its
desired risk appetite, taking account of its legal obligations, ministers’ policy decisions,
its business objectives, and public ex pectations of what it should deliver.

4.32 This can mean that different organisations take different approaches to the
same opportunities or risks.

433 There should be a regular discipline of reappraising the opportunities and risks
facing the organisation since both alter with time and circumstances, as indeed may
the chosen responses. This process should avoid excessive caution, since it can be as
damaging as unsuitable risk taking. The assessment should normally include:

e maintaining a risk register, covering identified risks and contingent
risks from horizon scanning

e reputational risks, since poor performance could undermine the
credibility, and ultimately the creditworthiness, of the Exchequer as a
whole

e consideration of the dangers of maintaining the status quo
e plans for disaster recovery

e appraisal of end to end risks in critical processes and other significant
activities.

4.3.4 In making decisions about how to manage and control opportunity and risk,
audit evidence and other assurance processes can usefully inform choice. Audit,
including internal audit, can provide specific, objective and well -informed assurance
and insight to help an organisation evaluate its effectiveness in achieving its
objectives. It is good practice for the audit committee to advise the governing board of
a public sector organisation on its key decisions on governance and managing
opportunities and risks. It is also a good discipline for this process to include evaluating
progress in implementing PAC recommendations, where they have bee n accepted.

435 Inturn the board shall support the accounting officer in drawing up the
governance statement, which forms part of each organisation’s annual accounts. See
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annex 3.1. Further guidance about managing risks is in annex 4.3 and the Orange
Book.

4.4 Insurance

4.41 Inthe private sector risk is often managed by taking out insurance. In central
government it is generally not good value for money to do so. This is because the
public sector has a wide and diverse asset portfolio; a reliable income through its
ability to raise revenue through taxation; and access to borrowed funds more cheaply
than any in the private sector. In addition commercial providers of insurance also have
to meet their own costs and profit margins. Hence the public purse is uniquely able t o
finance restitution of damaged assets or deal with other risks, even very large ones. If
the government insured risk, public services would cost more.

4.4.2 However, there are some limited circumstances in which it is appropriate for

public sector organisations to insure. They include legal obligations23, and occasions
where commercial insurance would provide value for money 24. Further information
about insurance generally is in annex 4.4.

4.5 Control of Public Expenditure

4571 The Treasury coordinates a system through which departments are allocated
budget control totals for their public expenditure. Each department’s allocation covers
its own spending and that of its associated ALBs. Within the agreed totals, it has
considerable discretion over setting priorities to deliver the public services for which it
is responsible.

452 Each public sector organisation shall run efficient systems for managing
payments (see box 4.4). It shall also keep its use of public resources within the agreed
budgets, take the limits into account when entering into commitments, and generally
ensure that its spending profile is sustainable.

453  Any major project, programme or initiative shall be led by a senior responsible
owner (SRO). It is good practice to aim for continuity in such appointment s2s.

';Box 4 4 essent;ais of systems for‘commsttmg and paymg funds .

. open competxtlon to select su pphers from a‘fdlverse«;ra‘nge preferabiy specn‘y
- i-outcomes rather than spemﬁc prcduc:ts to achleve value for money (see :

23 E.g. ALBs should insure vehicles where the Road Traffic Act requires it .

24 E.g. where private sector contractors take out single -site insurance policies because they are cheaper than each individual party

insuring themselves separately.

25 sSee annex 4.5.
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4.6 Receipts

4.6.1 Public sector organisations shall have arrangements for identifying, collecting
and recording all amounts due to them promptly and in full. OQutstanding amounts
should be followed up diligently. Key features of internal systems of control are
suggested in box 4.5.

4.6.2 Public sector organisations shall take care to track and enforce debts promptly.
The presumption should be in favour of recovery unless it is uneconomic to do so.

4.7 Non-standard financial transactions
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471 From time to time public sector organisations may find it makes sense to carry
out transactions outside the usual planned range, e.g..

e write-offs of unrecoverable debts or overpayments
e recognising losses of stocks or other assets
e long term loans or gifts of assets.

4772 Ineach case it is important to deal with the issue in the public interest, with due
regard for probity and value for money. Annexes 4.10 to 4.12 set ou t what is expected
when such transactions take place in central government, including notifying
Parliament.

4773 Where an organisation discovers an underpayment, the deficit should be made
good as soon as is practicable and in full. If there has been a lapse of time, for example
caused by legal action to establish the correct position, it may be appropriate to
consider paying interest, depending on the nature of the commitment to the payee
and taking into account the reputation of the organisation and value for money for the
Exchequer as a whole (see also section 4.11).

4.77.4  Similarly, public sector organisations may have reason to carry out current
transactions which would not normally be planned for. These might be:

e extra contractual payments to service providers

e extra-statutory payments to claimants (where a similar statutory
scheme exists)

e exgratia payments to customers (where no established scheme exists)

e severance payments to employees leaving before retirement or before
the end of their contract and involving payments above what the
relevant pension scheme allows.

4775 Again itis important that these payments are made in the public interest,
objectively and without favouritism. The disciplines Parliament expects of central
government entities are set out in annex 4.13, which explains the notification
procedure to be followed for larger one-off transactions of this kind. The steps to be
considered when setting up statutory or extra-statutory compensation schemes are
discussed in annex 4.14.

4.8 Unusual circumstances

4.81 Sometimes public sector organisations face dilemmas in meeting their
commitments. They may have a legal or business obligation which would be
uneconomic or inappropriate to carry out assiduously to the letter. In such cases it can
be justifiable to seek a pragmatic, just and transparent alternative approach,
appropriately reported to Parliament in the organisation’s annual accounts. One -off
schemes of this kind are always novel and so require Treasury approval, not least
because they may also require legislation or have to rest on the authority of a Supply
and Appropriation Act (see section 2.5). Box 4.6 suggests precedented examples.

s s i v . st 2 <o

%Box 4 6 exa :p;es of one :>ff p}agmatfc schemes f

- ‘lio*r a court ruhng could mean that a pubhc sector orgamsatron owed each of a !arge
~ number of | people a very small sum of money. The cost of setting up and -
. operatmg an accurate payment scheme mlght exceed the total amount due
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4.9 Staff

491 Each public sector organisation should have sufficient staff with the skills and
expertise to manage its business efficiently and effectively. The span of skills required
should match the organisation’s objectives, responsibilities and resources, balancing
professional, practical or operational skills and policy makers, and recognising the
value of each discipline. Succession and disaster planning should ensure that the
organisation can cope robustly with changes in the resources available, including
unforeseen disruption.

4.9.2 Public sector organisations should seek to be fair, honest and considerate
employers. Some desirable characteristics are suggested in box 4.7.

493 Similarly public sector employers have a right to expect good standards of
conduct from their employees. The qualities and standards expected of civil servants
are set out in the Civil Service Code. Other public sector employees should strive for
similar standards, appropriate to their context.

4.10 Assets
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4.10.1 All public sector organisations own or use a range of assets. Each organisation
needs to devise an appropriate asset management strategy to define how it acquires,
maintains, tracks, deploys and disposes of the various kinds of assets it uses. Annex 4.15
discusses how to set up and use such a strategy.

4.10.2 It is good practice for public sector organisations to take stock of their assets
from time to time and consider afresh whether they are being used efficiently and
deliver value for public funds. If there is irreducible spare capacity there may be scope
to use part of it for other government activities, or to exploit it commercially for non -
statutory business.

4,11 Standards of service

4711 Poor quality public services are not acceptable. Public sector organisations
should define what their customers, business counterparties and other stakeholders
can expect of them.

4112 Standards can be expressed in a number of ways. Examples include guidelines
(e.g. response times), targets (e.g. take-up rates) or a collection of customer rights in a
charter. Even where standards are not set explicitly, they may sometimes be inferred
from the way the provider organisation carries out its responsibilities; so it is normally
better to express them directly.

4713 Whatever standards are set, they should be defined in a measurable way, with
plans for recording performance, so that delivery can be readily gauged. It is good
practice to use customer feedback, including from complaints, to reassess from time
to time whether standards or their proxies (milestones, targets, outcomes) remain
appropriate and meaningful.

4114 Where public sector organisations fail to meet their standards, or where they fall
short of reasonable behaviour, it may be appropriate to consider offering remedies.
These can take a variety of forms, including apologies, restitution (e.g. supplying a
missing licence) or, in more serious cases, financial payments. Decisions about
financial remedies — which should not be offered routinely - should include taking
account of the legal rights of the other party or parties and the impact on the
organisation’s future business.

4715 Any such payments, whether statutory or ex gratia, should follow good practice
(see section 4.13). Since schemes of financial redress often set precedents or h ave
implications elsewhere, they should be cleared with the Treasury before commitments
are made, just as with any other public expenditure out of the normal pattern (see
sections 2.1 to 2.4).

4.12 Complaints

4.12.1 Those public sector organisations which deal with customers directly should
strive to achieve clear, accurate and reliable standards for the products and services
they provide. It is good practice to arrange for complaints about performance to be
reviewed by an independent organisation such as an ombudsman.

4.12.2 Often such review processes are statutory. The activities of central government
departments and the NHS are open to review by the Parliamentary and Health Service
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Ombudsman (PHSO)z26, whose Principles of Good Complaints Handling27 sets out
generic advice on complaints handling and administration of redress (see also annex
4.14). After investigation of cases of specific complaint, the PHSO can rule on whether
injustice or hardship can be attributed to maladministration or service failure, and may
recommend remedies, either for individual cases or for groups of similar cases. If
departments decline to follow the PHSO's advice, they should lay a memorandum in
Parliament explaining why.

4,13 Transparency

4131 All public sector organisations shall operate as openly as is compatible shall the
requirements of their business. In line with the statutory public rights 28, they should
make available timely information about their services, standards and performance.
This material shall strike a careful balance between protecting confidentiality and
open disclosure in the public interest.

4.13.2 All public sector organisations shall adopt a publication scheme routinely
offering information about the organisation’s activities. They shall also publish regular
information about their plans, performance and use of public resources.

4133 The published information should be in sufficient detail, and be sufficiently
regular, to enable users and other stakeholders to hold the organisation and its
ministers to account. Benchmarks can help local users to evaluate local performance
more easily.

4.13.4 The primary document of record for central government departments is the
report and accounts, which shall consolidate information about the relevant ALBs. It
shall include a governance statement (see annex 3.1).

4135 In addition, the Treasury is responsible for publishing certain aggregate
information about use of public resources, for example Whole of Government
Accounts (WGA) consolidating all central and local government organisations’
accounts and comparisons of outturn with budgets. The Office for National Statistics
(ONS) also uses input from data gathered by the Treasury to publish the national
accounts.

4.13.6 In certain areas of public business it is also important or desirable to provide
adequate public access to physical assets. Unnecessary or disproportionate restrictions
should be avoided. Managed properly, this can be a valuable mechanism to promote
inclusion and enhance public accountability.

4.14 Dealing with initiatives

4141 Public sector organisations need to integrate all the advice in this handbook
when introducing new policies or planning projects. Each is unique and will need
bespoke treatment. The checklist in box 4.8 brings the different factors together. It
applies directly to central government organisations but th e principles will be of value
elsewhere.

26 hitp//www.ombudsman.org.uk/

27 hitpy/fwww.ombudsman.org.uk/improving -public-service/ombudsmansprinciples

28 E.g. Freedom of information act 2000, Data protection act 1998, Environment information regulations 2004 and the Re -use of public
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Chapter 5
Funding

,‘,yfThts chapte explores the means by which central government orgamsatlons mav |
_jobtaln funds in order to ﬁnance pubhc expendlturp The Treasury operates dlscaphnes, .
to respect Parha ment's concern to prevent unaut *onsed expenditure. . .

5.1 Introduction

511  Most public expenditure is financed from centrally agreed multi-year budgets
administered by the Treasury, which oversees departments’ use of their budget
allocations. In the main, departments have considerable discretion about how they
distribute these budget allocations, which are expressed net of relevant income. The
main source of receipts to be netted off is fees and charges (see chapter 6).

512 The Treasury oversees and directs the rules that departments shall respect in
managing their budgets. Departments are expected to live within their alloc ations for
each financial year, with some limited exceptions, e.g. for certain demand led services.
The budgeting framework is explained in the Consolidated Budgeting Guidance,
which is refreshed each year.

5.2 Grants

521 Each central government department decides how much of its budget
provision it should cascade to its ALBs in each year of the multi-year agreement.
Departments may pay them grants (for specific purposes) and grants -in-aid (non-
specific support) to finance their spending; though it is the net spending of the ALB
that scores in the departmental budget. Annex 5.1 explains more about grants.

522 Budgets and Estimates plan net spending and include all spending of ALBs
however it is financed. In general it is sensible to consider a rrangements for protecting
the Exchequer interest through clawback of specific grants should the purposes for
which they are agreed not materialise (annex 5.2).

5.3 Estimates

531 The multiyear departmental budgets agreed collectively among ministers do
not of themselves confer authority to spend or commit resources. Parliamentary
agreement, usually through the Supply Estimate process, is also essential (see box 2.1).

532 Departmental Estimates are put to Parliament covering one financial year at a
time, in the spring. Each covers the net expenditure of a department and its ALBs (i.e.
all spending in budgets and any voted spend outside of budgets) for the year ahead.
The provision sought shall be taut and realistic, without padding. The Supply Estimates
Guidance Manual has more detail.

533 Before the summer recess, the provision sought in the Estimate is formally
authorised in a Supply and Appropriation Act, which sets net expenditure limits for the
year. The Act is then the legal authority for public expenditure within the a mbit of the
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Estimate. The ambit itemises a specific range of permitted activities and income
streams for the year.

53.4 Within a financial year, there is some scope for transferring (through virement)
provision from one section or subhead to another within any of the control limits in the
same Estimate. There is scope for adjusting Estimate provision through a
Supplementary Estimate late in the year if circumstances change. A Supplementary
Estimate shall show all movements between sections, even if they would ot herwise
have been dealt with through virement.

535 Departmental Select Committees may examine departmental witnesses on the
plans contained in Estimates. Usually such hearings take place after Estimates are laid
in Parliament but before they are voted into law.

536 Ifthere is underspending against Estimate provision in one year, it cannot
automatically be carried forward to a later year. If a department wants to spend
resources it did not consume in a previous year, it needs Treasury approval and must
also obtain fresh parliamentary authority to spend in the year(s) concerned.

537 Like budgets, Estimates are set net of income. But Parliament needs to be
made aware of receipts since Estimates authorise gross expenditure, normally using
statutory powers. Annex 5.3 explains more about of types of receipt. Chapter 6 contains
guidance about setting and adjusting fees and charges.

538 Occasionally an Estimate sets a negative limit for permitted resources. This
happens if income is expected to exceed the relevant gross expenditure . Similarly a
Supplementary Estimate can be negative if provision for spending is to fall within a
given year.

539 Adepartment's Estimate for a year includes all spending within its agreed
budget for that year, as well as any voted non -budget spending. Not all of this amount
requires voted parliamentary approval since some items, such as Consolidated Fund
Standing Services, are paid direct from the Consolidated Fund. Hence only the voted
parts of the Estimate requiring parliamentary approval appear in the Supply and
Appropriation Act. Of course the disciplines on public funds (box 3.1) apply to all the
activities described in the Estimate and accounts whether within the Act or not.

5.4 Excess Votes

541 Accounting officers have an important role in overseeing the integr ity of the
Estimates for which they are responsible. In particular, accounting officers are
responsible for ensuring that Estimates are in good order (see section 2.2).

5.4.2 The Treasury presents Parliament each year with a Statement of Excesses to
request retrospective authority for any unauthorised resources consumed above the
relevant limits or outside the ambit of the Estimate. Parliament takes these excesses
seriously. The PAC or departmental select committee may call witnesses to account in
person or ask for a written explanation.

543 The Statement of Excesses includes two kinds of excess:

e spending above the amount provided in an Estimate

e irregular expenditure outside the ambit, e.g. on an unauthorised
service.
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5.4.4 Parliament usually regards the latter as particula rly unsatisfactory because it
means that the department concerned has flouted Parliament’s intentions2? and may
have defective systems of control. The auditor may identify such excesses as spending
not covered by statutory powers, even if the total amount spent does not exceed the
voted limit.

545 Expenditure in excess of provision on an activity agreed by Parliament is also to
be avoided since the authority of a Supply and Appropriation Act is just as essential as
specific statutory authority (box 2.1). It is possible, with Treasury agreement, to raise the
amount in an Estimate during the course of the year in a Supplementary. But
otherwise accounting officers should reduce, reprioritise or postpone use of resources
to keep within the provision Parliament has agreed for the year.

5.5 Commitments

551 Parliamentis not bound30 to honour ministers’ commitments unless and until
there are statutory powers to meet them and it authorises public funds to finance
them (through an Estimate) in a given year. This discipline is especially important
when ministers plan a new service.

552 Because commitments can evolve into spending, they shall always be
scrutinised and appraised as stringently as proposals for consumption (box 4.8 may
help). Some departments may agree with the Treasury blanket authority for defined
and limited ranges of non-statutory commitments, e.g. indemnities for board
members and commitments taken on the normal course of business. All other non
statutory commitments are novel, contentious or repercussive, so Treasury approval is
always essential before they are undertaken.

|B~§)x

5.1: contingent liabilities: notifying Parliamer

553 Public sector organisations shall give Parliament prompt and timely notice of
any significant new commitments, whether using existing statutory powers or to be

29 |.e. has breached the Concordat - see annex 2.3

30 Under the Concordat.
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honoured through future legislation. Non statutory contingent liabilities (above a
specified threshold) shall always be notified in this way. The process is set out in annex
5.4.

554 The generalrule is to err on the side of caution in keeping Parliament informed
of emerging contingent liabilities. It is impossible to generalise about every possible
set of circumstances but some guidance is in box 5.1.

5.6 Tax

5.61 Public sector organisations shall not engage in, or connive at, tax evasion, tax
avoidance or tax planning. If a public sector organisation were to obtain financial
advantage by moderating the tax paid by a contractor, supplier or other counterparty,
it would usually mean that the Exchequer as a whole would be worse off —thus
conflicting with the accounting officer’s duties (section 3.3). Thus artificial tax
avoidance schemes shall normally be rejected. It shall be standard practice to consult
HMRC3 about transactions involving non-standard approaches to tax before going
ahead.

562 There is of course no problem with using tax advisers to help meet normal
legitimate requirements of carrying on public business. These include administration
of VAT, PAYE and NICs, where expert help can be useful and efficient.

563 Proposals to create new taxes in order to assign their proceeds to new spending
proposals are rarely acceptable. Decisions on tax are for Treasury ministers, who are
reluctant to compromise their future fiscal freedom to make decisions.

5.7 Public Dividend Capital

571 Certain public sector businesses, notably trading funds and certain Health
Trusts, are set up with public dividend capital (PDC) in lieu of equity. Like equity, PDC
should be serviced, though not necessarily at a constant rate.

5.7.2 PDC is not a soft option. In view of the risk it carries, it should deliver a rate of
return comparable to commmercial equity investments carrying a similar level of risk.
There is scope for the return to vary to reflect market cond itions and investment
patterns; but persistent underperformance against the agreed rate of return should
not be tolerated.

573 A department needs specific statutory power to issue PDC, together with supply
cover to pay it out of the Consolidated Fund. Sometime s instead of a specific issue of
PDC, the legislation establishing (or financially reconstructing) a public sector business
deems an issue of PDC to the new business. Dividends on PDC, and any repayments of
PDC, are paid to the sponsor department of the business.

574 Further information about the use of PDC can be found in Consolidated
Budgeting guidance3z,

5.8 Borrowing by public sector organisations

581 Some public sector organisations, e.g. certain trading funds, are partly financed
through loans provided through the sponsor department’s Estimate; or from the

31 HMRC customer relationship manager or customer co -ordinator.

32nttps://www.gov.uk/government/collections/consolidated -budgeting-guidance
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National Loans Fund (NLF). In these cases Treasury consent and specific legal powers
are always required. Limits and other conditions are commmon. See annex 5.5 for more.

5.8.2 NLF and Voted loans can only be made if there is reasonable expectation that
the loan will be serviced and repaid promptly. Similarly, when ALBs borrow, their
sponsor departments explicitly stand behind them and so shall scrutinise borrowers’
creditworthiness, not just relying on their track records, in order to satisfy themselves
that such loans are sound. For NLF loans, if timely repayment could not realistically be
expected, the loan would be unlawful.

583 Should a department become aware of concerns about the security of
outstanding loans (either its own or an ALB's), it should warn the Treasury promptly
and consider what action it can take to reduce or otherwise mitigate any potential
loss. If a loan becomes irrecoverable, remedial treatment shall be agreed with the
Treasury and then notified to Parliament.

5.8.4 The NLF cannot make a loss. So the interest rates charged on NLF loans,
whether fixed or variable, must be higher than the rates at which the NLF could raise
funds for a similar period. Early repayment is sometimes possible, e.g. if the borrower
has windfall receipts, but never simply to refinance on terms more favourable to the
borrower because a fee is charged to match the Exchequer costs when a loan ends
early. This is because the NLF finances the amount outstanding using money market
instruments sold at the time the loan was made, and must continue to service those
instruments. So the Exchequer as a whole would make a loss if the NLF offered
cheaper replacement loans.

5.8.5 While NLF loans are repaid to the NLF, voted loans are repaid to the
Consolidated Fund. The treatment of repayments and interest payments in Estimates
and accounts is discussed in the Consolidated Budgeting Guidance, the Estimate
Manual and the FReM. The Treasury accounts for NLF transactions in the NLF's
accounts. Any proposed write-offs must be notified to Parliament after obtaining
Treasury agreement: see annex 5.5.

5.9 External borrowing

591 Public sector organisations may borrow from private sector sources only if the
transaction delivers better value for money for the Exchequer as a whole. Because
non-government lenders face higher costs, in practice it is usually difficult to satisfy
this condition unless efficiency gains arise in the delivery of a project (e.g. PFI). Treasury
agreement to any such borrowing, including by ALBs, is al so essential. Nevertheless it
can sometimes be expedient for public sector bodies to borrow short term, for
example by overdraft.

592 When a sponsor department’s ALB borrows, the department shall normally
arrange to guarantee the loan to secure a fine rate. This is not always possible, e.g.
when a guarantee would rank as a state aid (see annex 4.7). A department which
guarantees a loan normally33needs a specific statutory power as well as Estimate
provision. On exceptional occasions temporary non-statutory loans may be possible.

593 The case for a guarantee shall be scrutinised as thoroughly as if indeed a loan
were made. Since guarantees always entail entering into contingent liabilities,

33 The Concordat applies here in just the same way as to spending - see annex 2.3,
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Parliament must be notified when a loan guarantee is given, using the reporting
procedures in annex 5.4.

59.4 Occasionally there is a case for an ALB to borrow in foreign currency in its own
name rather than the government’s. Because this can affect the credit standing of the
government as a sovereign borrower, and may well cost more, it is essential to consult
the Treasury beforehand. The same principles apply to the borrowing of any bodies,
such as subsidiaries, for which a department’s ALBs are responsible.

5.10 Multiple sources of funding

510.1 Sometimes public sector organisations derive funding fromm more than one
source. Examples of funding other than voted funds include national insurance
contributions (which are dedicated to the National Insurance Fund), lottery funding
and charitable funding. All of these alternatives usually come wi th specific conditions
attached.

510.2 Organisations in this position shall segregate and account separately for the
different streams of funding so that they can apply the relevant terms and conditions
to each. In particular, where a source of funding is design ated to a particular purpose,
it is rarely appropriate to use another instead. In those circumstances switching is
novel and contentious and thus requires Treasury approval.

510.3 When there is doubt about how to handle multiple streams of funding, it is
good practice to consult the Treasury.

5.11 Cash management

5111 The various organisations in central government together handle very large
flows of public funds. At the end of each working day, the Exchequer must either
borrow from the money market or place funds o n deposit with the money market,
depending on the net position reached after balancing outflows to finance
expenditure against inflows from taxes and other sources.

5112 Sothereis considerable advantage to be gained for the Exchequer as a whole
by minimising this net position. In practice this means gathering balances together at
the end of each working day. In aggregate all these accounts make up the Exchequer
Pyramid, managed by the Treasury. Most funds are held with the Government
Banking Service.

5113 Itis essential for central government organisations to minimise the balances in
their own accounts with commercial banks. Were each to retain a significant sum in
its own account with such banks, the amount of net government borrowing
outstanding on any given day would be appreciably higher, adding to interest costs
and hence worsening the fiscal balance.

511.4 Each central government organisation shall establish a policy for its use of
banking services. See annex 5.6 for guidance. Sponsor departments shall also make
sure that their ALBs are aware of the importance of managing this aspect of their
business efficiently and effectively 34

34 Further details on ALB's cash management arrangements can be found within the Framework Document Guidance and

Framework Document Templates available on gov.uk - https;//www.gov.uk/government/publications/managing -public-money-
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5.12 Other financing techniques, including hedging
instruments and forward contracts

5121 Depending on its circumstances, purposes and risk profil e, a public sector
organisation may, with appropriate Treasury consents, consider using financial
instruments provided by the financial markets. Accounting officers must ensure there
is a clear rationale evidencing the overall benefit before using these in struments.

512.2 Simpler examples of this type of activity are the use of credit and debit cards in
order to secure faster settlements, or fixed price energy contracts for supply in public
sector buildings. These simpler forms can be considered as being in the normal course
of business.

512.3 The use of more complex types of financial instruments is only permitted with
the explicit consent of the Treasury. The most common examples of this being the use
of forward contracts for foreign currency transactions or commodit ies. Other examples
include swap contracts and derivatives.

512.4 Accounting officers should be aware that the use of these more complex
financing instruments to hedge might not be the cheapest option for the Exchequer
as a whole, compared to departments and ALBs absorbing volatility risk within their
budgets, which remains the default approach.

5125 However, such transactions can support the accounting officer in ensuring the
regularity of spending, by ensuring they do not need to absorb significan t volatility
(e.g. from foreign exchange value fluctuations) within their control totals.

512.6 For example:if a department or arm’s length body were committed to pay an
amount of foreign currency in the future that represented a significant proportion of
the department or ALB's budget, which would be subject to high levels of foreign
exchange volatility, it might enter a simple forward via the Bank of England - as agent
for the Treasury under arrangements entered into through Government Banking to
give certainty that the final cost (in sterling) would be known and within its control
totals.

5127 All use of such instruments should be carefully evaluated and will require
Treasury consent, save those examples in the normal course of business such as those
mentioned in 5.12.2. Treasury will always refuse proposals to speculate. Offers which
appear too good to be true usually are.

5.12.8 Any organisation using these instruments shall ensure that it has the
competence to manage, control and track its use and any resulting financi al
exposures, which may vary with time. In particular, departments and their ALBs shall
consult the Treasury before using derivatives for the first time. Annex 5.6 contains
further detail.

5129 Departments should only enter into such financing instruments via ¢ entralised
expertise and frameworks. For example, through the Bank of England - as agent for
the Treasury, who can provide departments with vanilla instruments such as forward
contracts and swaps for foreign exchange transactions, and Crown Commercial
Services for energy and commodities purchases.

5.12.10 Commercial providers also offer forwards, options and non -foreign currency
derivatives (e.g. commodities, interest rates, inflation), these are always novel,
contentious and repercussive and will always require e xplicit Treasury consent.
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Treasury will normally be sceptical, as financial hedging generally incurs costs, private
providers can have a higher cost of finance than the Government and intend to profit
from their business, making them poor value for money.

51211 As with managing other business, Parliament may ask accounting officers to
justify any decisions about use of financial transactions, especially if with hindsight
they have not achieved good value for money.

51212 Departments should ensure that financing instruments are appropriately
scored in line with Consolidated Budgeting Guidance, and that the Treasury is
consulted regarding losses in line with Annex 4.10, and the department’s delegated
authority letter.
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Chapter 6
Fees, charges and levies

thharges for serwces provnded,by publlc sector organlsatlons normally pass on the full
 cost of prowdlrg them. There is scope for charging more or less than this provided
mmlsters choose to do so Parllament nsents and there is qu disclosure. Pub lic
, lso su V \ : e
::desngned to Work in fa;r competmon Wlth pnvate’sector provid Parhament expects .
_proper controls over how, when and at what level charge ,may be levied .

6.1 Introduction

6.11  Certain public goods and services are financed by charges rather than from
general taxation. This can be a rational way to allocate resources because it signals to
consumers that public services have real economic costs. Charging can thus help
prevent waste through badly targeted consumption. It can also make comparisons
with private sector services easier, promote competition, develop markets and
generally promote financially sound behaviour in the public sector.

6.1.2 There are unavoidable reasons why policy on charging is important:

e charges substitute for taxation (or, in the short term, borrowing) as a
means of government finance. Decisions on charging policy shall
therefore be made with the same care, and to similar standards, as
those on taxation

e for this reason, Parliament expects to consider legislation on whether
charges shall be levied; how they should be structured; and on charge
levels

e international standards3s determine how income from charges is
classified in the national accounts. Certain charges are tr eated as
taxes.

6.13 Asin other areas of managing public funds, Parliament expects the Treasury to
make sure that its interests are respected, including pursuit of efficiency and
avoidance of waste or extravagance. Because Estimates and budgets are shown neto f
income, special effort is required to give Parliament information about both gross and
net costs, and about the sources and amounts of income.

6.2 Basic principle

6.21 The standard approach is to set charges to recover full costs. Cost shall be
calculated on an accruals basis, including overheads, depreciation (e.g. for start up or
improvement costs) and the cost of capital. Annex 6.1 sets out how to do this.

6.2.2 This approach is simply intended to make sure that the government neither
profits at the expense of consu mers nor makes a loss for taxpayers to subsidise. It

35The Treasury and public accounts follow classification decisions taken by the Office for National Statistics, an independent
organisation which is guided by the interna tional standards set out in the European System of Accounts .
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requires honesty about the policy objectives and rigorous transparency in the public
interest.

6.2.3 As elsewhere, organisations supplying public services should always seek to
control their costs so that public money is used efficiently and effectively. The impact
of lower costs should normally be passed on to consumers in lower charges. Success in
reducing costs is no excuse for avoiding the principles in this guidance.

6.2.4 This chapter applies to all fees and charges set by ministers and by an extensive
range of public bodies: departments, trading funds, NDPBs, the NHS, non -devolved
services in Scotland, Wales and Northern Ireland, and most public corporations.
Departments should be able to satisfy themselves that their ALBs can deliver the
financial objectives for the services they charge for. This chapter also applies when one
public organisation supplies another with goods or services; and to certain statutory
local authority charges set by ministers.

6.3 Setting a charge: standard practice

6.31 When a charge for a public service is to be made, it is normally necessary to rely
on powers in primary legislation. The legislation should be designed so that ministers
decide, or have significant influence over, both the struct ure of the charge and its level.
It is common to frame primary legislation in general terms, using secondary legislation
to settle detail.

6.3.2 Treasury consent is required for all proposals to extend or vary charging
schemes. This holds even if the primary legislation does not call for it, or the delegated
authorities within which the organisation operates would otherwise allow it.

6.3.3 Itis sometimes possible to rely on secondary legislation rather than primary to
determine charges:
e an order under s56 of the Finance Act 1973

e restructuring of charges can sometimes be achieved by an order
under s102 of the Finance (no 2) Act 1987 (see box 6.1).

legislation
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6.3.4 When deciding the level of a charge, it is important to define:

e the range(s) of services for which a charge is to be made

e how any categories of service are to be differentiated, if at all, in setting
charges.

6.35 The standard approach is that the same charge shall apply to all users of a
defined category of service, so recovering full costs for that category of service.
Different charges may be set for objectively different categories of service costing
different amounts to provide. Box 6.2 shows how this can work.

6.3.6 Charges within and among central government organisations shall normally
also be at full cost, including the standard cost of capital. Any different approach would
cause one party to make a profit or loss not planned in budgets agreed by ministers
collectively; while the customer organisation(s) would conversely face charges higher
or lower than full costs. A number of objectionable consequences might flow from this.
For instance, a question of state aid could arise; or private sector consumers of the
customer organisation might be charged distorted fees.

6.3.7 Shared services (box 6.3) are a special case of charging within the public sector.
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penod from the start ofthe serv;ce More detaﬂ on shared serv;ces isin sectlon

e f‘;_lt is ep , lan to g , ‘or subsnd‘ ,
. au pply to customer orgamsatxo‘ns ln the pu bhc sector Nor is it acceptab!e for,
- accounting officers to resist shared services just because the lmpact on thelrr/
‘ own orgamsatton is not percelvedito be favoUrable .

6.4 Setting a charge: non-standard approaches
6.4.1 Ministers' policy objectives for a service where a charge is levied may not fit the

standard model in section 6.3. In such cases it may be possible to deliver the policy
objective in another way. Some ways of doing this are described below.

6.4.2 Explicit Treasury consent, and often formal legal authority, is always required for
such variations. It is desirable to consult the Treasury at an early stage to make sure
that the intended strategy can be delivered.

6.5 Charging below cost

6.51 Where ministers decide to charge less than full cost, there should be an agreed
plan to achieve full cost recovery within a reasonable period. Each case needs to be
evaluated on its merits and obtain Treasury clearance. If the subsidy is intended to last,
this decision should be documented and periodically reconsidered.

6.6 Charging above cost

6.6.1 ONS normally classifies charges higher than the cost of provision, or not clearly
related to a service to the charge payer, as taxes. Such charges always call for explicit
ministerial decision as well as specific statutory authority. The Treasury does not
automatically allow departments to budget for net expenditure associated with above
cost charges. Netting off, or netting off up to full costs, may be agreed in certain
instances, considering each case on its merits.

6.6.2 Sometimes when a change of this kind is classified as a tax, departments also
propose to assign its revenue. The Treasury always treat such proposals wit h caution
(see 5.6.3).

6.7 Cross subsidies

6.7.1 Cross subsidies always involve a mixture of overcharging and undercharging,
even if the net effect is to recover full costs for the service as a whole. So cross
subsidised charges are normally classified as taxes. They always call for explicit
ministerial decision and parliamentary approval through either primary legislation or a
s102 order.

6.8 Information services

6.81 Inthe public interest, information may be provided free or at low charge. This
approach recognises the value of helping the general public obtain the data they
require to function in the modern world. There are some exceptions - see annex 6.2.
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6.9 Levies

6.91 Compulsory levies, e.g. payments for licences awarded by statutory regulators,
or duties to finance industry specific research foundations, are normally classified as
taxation. Such levies may be justified in the wider public interest, not because they
provide a direct beneficial service to those who pay them. Depending on the
circumstances, the Treasury may allow regulators to retain the fees charged if this
approach is efficient and in the public interest.

6.9.2 As with other fees and charges, levies shall be designed to recover full costs. If
the legislation permits, the charge can cover the costs of the statutory body, e.g. a
regulator could recover the cost of registration to provide a licence and of associated
supervision. It may be appropriate to charge different levies to different kinds of
licensees, depending on the cost of providing different kinds of licences (see box 6.2).

6.10 Commercial services

6.10.1 Some public sector services are discretionary, i.e. no statute underpins them.
Services of this kind are often supplied into competitive markets, though sometimes
the public sector supplier has a monopoly or other natural advantage.

6.10.2 Charges for these services shall be set at a commercial rate. The rate shall
deliver a commercial return on the use of the public resources deployed in supplying
the service. So the financial target shall be in line with market practice, using a risk
weighted rate of return on capital relevant to the sector concerned. The rate of return
used in pricing calculations for sales into commercial markets shall be:

e for sales into commmercial markets, in line with competitors’
assessment of their business risk, rising to higher rates for more risky
activities

e where a public sector body supplies another, or operates in a market
without competitors, the standard rate for the cost of capital (see
annex 6.1)

6.10.3 If a publicly provided commercial service does not deliver its target rate of
return, outstanding deficits shall be recovered, e.g. by adjusting charges. Any objective
short of achieving the target rate of return calls for ministerial agreement, and shall be
cleared with the Treasury. But discretionary services should never undermine the
supplier organisation’s public duties, including its financial objective(s).

6.10.4 It is important for public suppliers of commercial services to respect
competition law. Otherwise public services using resources acquired with public funds
might disturb or distort the fair operation of the market, especially where the public
sector provider might be in a dominant position: see annex 6.3.

6.11 Disclosure

6111 Itis important that Parliament is fully informed about use of charges. Each year
the annual report of the charging organisation shall give:

e the amounts charged

e full costs and unit costs

e total income received

¢ the nature and extent of any subsidies and/or overcharging
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e the financial objectives and how far they have been met.

6.11.2 To keep Parliament properly informed, Estimates should display details of
expected income from charges. The Estimates Manual explains how the controls work.

6.11.3 The FReM sets out the information public sector organisations should publish in
their accounts. It should include analysis of income.

6.12 Taking stock

6.12.1 As with any other use of public resources, it is important to monitor
performance so that the undertaking can be adjusted as necessary to stay on track. It
is good practice to review the service routinely at least once a year, to check, and if
appropriate revise, the charging level. At intervals, a more fundamental review is
usually appropriate, e.g. on a timetable compatible with the dynamics of the service.
Box 6.4 suggests some issues to examine.
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Chapter 7
Working with others

7.1 The case for working in partnership

711  Public sector organisations may be able to deliver public services more
successfully if they work with another body. Central government departments may
find it advantageous to delegate certain functions to ALBs that can be free to
concentrate on them without conflict of interest. Or it may be helpful to harnesst he
expertise of a commercial or civil society sector organisation with skills and leverage
not available to the public sector.

712 Any such relationship inevitably entails tensions as well as opportunities. The
autonomy of each organisation needs to be buttres sed by sufficient accountability to
give Parliament and the public confidence that public resources are used wisely.

713 It can be important that an ALB is demonstrably independent. This in itself does
not determine the ALB's form or structure. Independence is achieved by specifying
how the ALB is to operate. Functional or policy independence is compatible with
financial oversight by the ALB's parent department and with accountability for the use
of public resources.

714 Itis generally helpful to deal with any pot ential conflicts head on by deciding at
the outset how the relationship(s) between the parties should work. The key issues to
tackle are set out in box 7.1.
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7.2 Setting up new arm’s length bodies

721 When a sponsor department sets up a new ALB, the nature of the new body
shall be decided early in the process. It is sensible for the functions of the new body to
help determine this choice. Annex 7.1 offers advice and sources of guidance on setting
up a new ALB and compares the characteristics of agencies, non -departmental public
bodies (NDPBs) and non-ministerial departments (NMDs). Departments shall consult
the Treasury and the Cabinet Office about making the choice.

7.2.2 In general, each new ALB should have a specific purpose, distinct from its
parent department. There should be clear perceived advantage in establishing a new
organisation, such as separating implementation from policy making; demonstrating
the integrity of independent assessment; establishing a specialist identity for a
professional skill; or introducing a measure of commercial discipline. It is sensible to be
sceptical about setting up a new ALB, since it will often add to costs.

7.2.3 ALBs cannot be given authority to make decisions proper to ministers, nor to
perform functions proper to sponsor departments. Only rarely is a non-ministerial
department the right choice as NMDs have limited accountability to Parliaments3e.

7.2.4 Nor is it acceptable to use a royal charter to establish a public sector body since
such arrangements deny Parliament control and accountability.

7.2.5 Asponsor department cannot relinquish all responsibility for the business of its
ALBs by delegation. It should have oversight arrangements appropriate to the
importance, quality and range of the ALB's business. Normally new, large,
experimental or innovative ALBs need more attention from the sponsor than
established or small ALBs doing familiar or low risk business. And the sponsor
department always needs sufficient reserve powers to reconstitute the management
of each ALB should events require it (see section 3.8).

7.2.6 The sponsor department should plan carefully to make sure that its oversight
arrangements and the internal governance of any new ALB are designed to work
together harmoniously without unnecessary intrusion. The ALB also needs effective
internal controls and budgetary discipline so that it can live within its budget
allocation and deliver its objectives. And the sponsor department must have sufficient
assurance to be able to consolidate its ALBs' accounts with its own.

7.2.7 There is a good deal of flexibility about form and structure. It may be expedient,
for example, to set up an organisation which is eventually to be sold as a Comypanies
Act company. Or certain NDPBs may operate most effectively when constituted as
charities. Mutual structures can also be attractive. Innovation often makes sense. The
standard models are all capable of a good deal of customisation.

7.2.8 If the PAC decides to investigate an ALB, the accounting officers of both the ALB
and its sponsor department should expect to be called as witnesses. The PAC will seek
to be satisfied that the sponsor’s oversight is adequate.

36 The sponsor department also has less control as each NMD has its own budget, Estimate and annual accounts. So if a ministeria |

department transfers work to an NMD, there is a greater risk of ex cess votes in each.
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7.3 What to clarify

731 When documenting an agreement with a partner, public sector organisations
should analyse the relationship and consider how it might evolve. The framework
document (or equivalent) shall then be kept up to date as the partnership develops.

7.3.2 Framework document templates are available on gov.uk alongside the
Framework documents guidance3? and further information is provided in Annex 7.2

7.3.3 Inframing founding documentation, the partners should adopt a proportionate
approach. Parliament expects that public funds will be used in a way that gives
reasonable assurance that public resources will b e used to deliver the intended
objectives.

7.3.4 In this process the aim should be to put the accounting officers of the parties in
a position to take a well informed view on the current status of the relationship,
enabling timely adjustments to be made as necessary. It is good practice to develop
structured arrangements for regular dialogue between the parties to avoid
misunderstandings and surprises.

7.4 Agencies

7.4] Each agency is either part of a central government department or a department
in its own right. Agencies are intended to bring professionalism and customer focus to
the management and delivery of central government services, operating with a
degree of independence from the centre of their home departments. Some are also
trading funds (see section 7.8).

7.4.2 Each agency is established with a framework document on the lines set out in
the framework documents guidance. With the exception of those agencies which are
trading funds (see section 7.8), they are normally funded through public expenditure
supplied by Estimates. Departments should consult the Treasury and Cabinet Office
about the preparation of their framework documents.

7.5 Shared services and departments pooling resources

751 To promote better delivery and enhance efficiency, departments often find it
useful to work with other government departments (or ALBs). This can make sense
where responsibilities overlap, or both operate in the same geographical areas or with
the same client groups. Such arrangements can offer opportunities for departments to
reduce costs overall while each partner plays to its strengths.

7.5.2 Such relationships can be constituted in a number of different ways. Some
models are sketched in box 7.2. The list is not exhaustive.

7.53 Shared services often need funding to set up infrastructure, e .g. to procure IT.
This could be agreed in a spending review, or customers could buy in to the
partnership by transferring budget provision to the lead provider. Each of the
accounting officers involved shall be satisfied that the project offers value for money
for the Exchequer as a whole. The provider's charges should be at cost, following the
standard fees and charges rules (see chapter 6).

37 https//www.gov.uk/government/publications/managing -public-money-framework-documents
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7.5.4 In any joint activity, there must be a single accounting officer so that the lines of
responsibility are clear. If the PAC decides to investigate, the accounting officers of
each of the participants should expect to be summoned as witnhesses.

7.6 Joint working and delivering cross-cutting
programmes

7.6.1 Sometimes an accounting officer decision involves several public sector
organisations. There are a number of different potential models for joint working, as
set out below.

7.6.2 Itis good practice for participating bodies to document their respective
responsibilities via a memorandum of understanding3s.

38 https//www.gov.uk/government/publications/accounting -officer-assessments
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39 see Annex 4.5
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S colniing oiied fespo
officer of the departmen

7.7 Non-departmental public bodies

7.71 Non-departmental public bodies (NDPBs) may take a number of legal forms,
including companies and charities. Most executive NDPBs have a bespoke structure
set out in legislation or its equivalent (e.g. a Royal Charter42). This may specify in some
detail what task(s) the NDPB is to perform, what its powers are, and how it should be
financed. Sometimes primary legislation contains powers for secondary legislation to
set or vary the detail of the NDPB's structure. Annex 7.1 has links to more about NDPBs.

772 Each NDPB is a special purpose body charged with responsibility for part of the
process of government. Each has a sponsor department with general oversight of its
activity. The sponsor department’s report and accounts consolidates its NDPBs'
financial performance.

7.7.3 NDPBs show considerable variety of structures and working methods, with
scope for innovation and customisation. Some NDPBs may also need to work with
other organisations as well as with their sponsor. All this shall be documented in the
framework document (see annex 7.2).

7.7.4 NDPBs' sources of finance vary according to their constitution and function.

40 see 22.
41see 26.

42 This route is no longer used - see Section 2.5.

60
'M_04508 1




UKGI00043211
UKGI00043211

7.75 Box 7.4 shows the main options available.

income from other dedicated sources, e.g. lottery funding

public dividend capital

7.7.6 In practice NDPBs always operate with some independence and are not under
day-to-day ministerial control. Nevertheless, ministers are ultimately accountable to
Parliament for NDPBs' efficiency and effectiveness. This is because ministers: are
responsible for NDPBs' founding legislation; have influence over NDPBs' strategic
direction; (usually) appoint their boards; and retain the ultimate sanction of winding
up unsatisfactory NDPBs.

7.8 Public corporations

7.81 Some departments own controlling shareholdings in public corporations or
Companies Act companies, perhaps (but not necessarily) as a step toward disposal.
Public corporations’ powers are usually defined in statute; but otherwise all the
disciplines of corporate legislation apply. UK Government Investments (UKGI), which
specialises in strategic management of corporates, may be a good way of managing
departments’ responsibilities as shareholders.

7.8.2 Sponsor departments should define any contractual relationship with a
corporate in a framework document adapted to suit the corporate context while
delivering public sector disciplines. The financial performance expected should give
the shareholder department a fair return on the public funds invested in the business.
Box 7.5 offers suggestions. This approach may also be appropriate for a trading fund,
especially if it is to become a Companies Act company in time.

7.8.3 Ashareholder department may also use a company it owns as a contractor or
supplier of goods or services. It is a good discipline to separate decisions about the
company’'s commercial performance from its contractual commitments, so avoiding
confusion about objectives. So there should be clear arm’s length contracts between
the company and its customer departme nts defining the customer-supplier
relationship(s).
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7.9 Trading funds

791 Alltrading funds are established under the Trading Funds Act 1973. Their
activities are not consolidated with their sponsor departments’ business. They must
finance their operations from trading activity.

7.9.2 Each trading fund is set up through an order subject to affirmative resolution.
Before an order can be laid in Parliament, the Treasury needs to be satisfied that a
proposed trading fund can satisfy the statutory requirement that its business plan is
sustainable without additional funding in the medium term. A period of shadow
operation as a pilot trading fund may help inform this assessment.

7.9.3 Each trading fund must be financed primarily from its trading income. In
particular, each trading fund is expected to generate a financial return commensurate
with the risk of the business in which it is engaged. In practice this means the target
rate of return should be no lower than its cost of capital. The actual return achieved
may vary a little from one year to the next, reflecting the market in which the trading
fund operates.

79.4 The possible sources of capital for trading funds are shown in box 7.6. They are
designed to give trading funds freedom from the discipline of annual Estimate
funding. The actual mix for a given trading fund must be agreed with the sponsor
department (if there is one) and with the Treasury, subject to any agreed limits, e.g. on
borrowing.

795 7.8.5 Further detail about trading funds is in annex 7.3. Guidance on setting
charges for the goods and services trading funds sell is in chapter 6.
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Box 7 7 sources of

caplta! for traqu funds ,

7.10 Non-ministerial departments

7101 Avery few central government organisations are non -ministerial departments
(NMDs). It is important that there is some clear rationale for this status in each case.

7.10.2 NMDs do not answer directly to any government minister. They have their own
accounting officers, their own Estimates and annual reports, and settle their budgets
directly with the Treasury. However, some ministerial department must maintain a
watching brief over each NMD so that a minister of that department can answer for
the NMD’s business in Parliament; and if necessary take action to adjust the legislation
under which it operates. A framework document shall define such a relationship.

7.10.3 This limited degree of parliamentary accountability must be care fully justified. It
can be suitable for a public sector organisation with professional duties where
ministerial input would be inappropriate or detrimental to its integrity. But the need
for independence is rarely enough to justify NMD status. It is possib le to craft
arrangements for NDPBs which confer robust independence. Where this is possible it
provides better parliamentary accountability, and so is to be preferred.

7.11 Local government

7111 A number of central government departments make significant grants to local
authorities. Some of these are specific (ring fenced). Most are not, allowing local
authorities to set out their own priorities.

7.11.2 Nevertheless Parliament expects assurances that such decentralised funds are
used appropriately, i.e. that they are spent with economy, efficiency and effectiveness,
and not wasted nor misused. The quality of the assurance available differs from that
expected of central government organisations because local authorities’ prime
accountability is to their electorates.

7113 For these relationships a framework document is not usually the most fruitful
approach. Instead. Central government departments shall draw up an annual account
of how their accounting officers assure themselves that grants to local government
are distributed and spent appropriately; and how underperformance can be dealt
with. This account forms part of the governance statement in the report and accounts
of each department affected (see annex 3.1).

714 Similar considerations apply to the NHS and centrally funded schools.
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7.12 Innovative structures

7121 Sometimes central government departments have objectives which more easily
fit into bespoke structures suited to the business in hand, or to longer range plans for
the future of the business. Such structures might, for exampl e, include various types of
mutual or partnership.

7.12.2 Proposals of this kind are by definition novel and thus require explicit Treasury
consent. In each case, proposals are judged on their merits against the standard public
sector principles after examining the alternatives, taking account of any relevant
experience. The Treasury will always need to understand why one of the existing
structures will not serve: e.g. the NDPB format has considerable elasticity in practice.
Box 4.8 and the framework document guidance may help with this analysis.

7.13 Outsourcing

7131 Public sector organisations often find it satisfactory and cost effective to
outsource some services or functions rather than provide them internally. Candidates
have included cleaning, security, catering and IT support. A wider range of services is
potentially suitable for this treatment. Innovative approaches should be explored
constructively.

7.13.2 The first step in setting up any outsourcing agreement should be to specify the
service(s) to be provided and the length of contract to be sought. At that stage it is
usually desirable to draw up an outline business case to help evaluate whether
outsourcing makes financial and operational sense. Any decision to outsource should
then be made to achieve value for money for the Exchequer as a whole.

7133 Itis good practice to arrange some form of competition for all outsourcing, as
for other kinds of procurement. If services are likely to be required at short notice for
example legal services for advice on opportunities, threats or other business pressures
which emerge with little warning - it is good practice to arrange a competition to
establish a standing panel of providers whose members can be called upon to deal
with rapidly emerging needs.

7.13.4 Contracting out does not dissolve responsibility. Public sector organisations
using a contractor should set in place systems to track and manage performance
under the contract. It may be appropriate to plan for penalties for disruption and/or
failure if the contractor cannot d eliver. The PAC may need to be satisfied that the
arrangements for contracting out entail sufficient accountability for the use of public
funds.

7.14 Private finance

7.14.1 Where properly constructed and managed, public sector organisations can use
private finance arrangements to construct assets and/or deliver services with good
value for money. Structured arrangements where the private sector puts its own funds
at risk can help deliver projects on time and within budget.

7.14.2 1tis important to carry out a rigorous value for money analysis to determine
whether these benefits are likely to exceed the additional cost of using private finance.
Contracting organisations should also make sure that they are able to afford such
arrangements over their working lifetimes, taking ac count, as far as possible, of the risk
of difficult future financial environments. It is not good practice to embark on a private
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finance arrangement if it is dependent on other separate financial transactions taking
place during the project’s lifetime.

7.14.3 Procurement using private finance is a flexible, versatile and often effective
technique, so it should be considered carefully as a procurement option. Contracts
should normally be built up using standard terms and guidance published by the
Treasury (see Annex 7.4). Departure from standard guidance needs to be approved by
the Treasury.

7.15 Commercial activity

7.15.1 When public bodies have assets which are not fully used but are to be retained,
it is good practice to consider exploiting the spare capacity to generate a commercial
return in the public interest. This is essentially part of good asset management.

7152 Any kind of public sector asset can and should be considered. Candidates
include both physical and intangible assets, for example land, buildings, equipment,
software and intellectual property (see annex 4.15). A great variety of business models
is possible.

7153 Such commercial services always go beyond the public sector supplier's core
duties. Because these assets concerned have been acquired with public funds, it is
important that services are priced fairly: see chapter 6. It is also important to respect
the rules on state aids: see annex 4.7. Central government organisations should work
through the checklist at box 7.8.

‘ : rdentrfy a‘ny prospectrve bl. mess par'cn“

.  , it the preposed actlvrty rs novei contentlous or'hkeiy to set a precedent
- elsewhere obtaln Treasury approvai ‘

. take acco’unt ofthe normal requrrements forproprrety, regularﬁrt 'and value for

7.15.4 While it makes sense to make full use of assets acquired with public resources,
such activity should not squeeze out, or risk damaging, a public sector organisation’s
main objectives and activities. Similarly, it is not acceptable to acquire assets just for
the purpose of engaging in, or extending, commercial activity. If a public sector
supplier's commercial activity demands further investment to keep it viable,
reappraisal is usually appropriate. This should consider alternatives such as selling the
business, licensing it, bringing in private sector capital, or seeking other way(s) of
exploiting the underused potential in the assets or business.

7155 Itis a matter of judgement when departments should inform Parliament of the
existence, or growth, of significant commercial ventures. It is good practice to consult
the Treasury in good time on this point so that Parliament can be kept properly
informed and not misled.
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7.16 Working with civil society bodies

7.16.1 Central government organisations may find they can deliver their objectives
effectively through relationships with civil society bodies: i.e. charities, social, voluntary
or community institutions, mutual organisation, social enterprises or other not -for-
profit organisations. Such partnerships can achieve more than either the public or the
civil society sector can deliver alone. For example, using a civil society sec tor
organisation can provide better insight into demand for, and suitable means of
delivery of public services.

7.16.2 It is good practice to plan relationships with civil society partners through a
framework document, as with other partnerships. Some guidelines on how these
relationships can work well in harmony with policy and spending decisions are in the
Civil Society Compact43.

7.16.3 In this kind of relationship a public sector organisation may fund activities, make
grants, lend assets, or arrange other transfers t o a civil society sector body performing
or facilitating delivery of services. It is desirable to build in safeguards to ensure that
resources are used as intended (see annex 5.2). This gives Parliament confidence that
voted resources are used for the purp oses it has approved.

7.16.4 The safeguards to be applied should be agreed at the start of the relationship.
Customisation in nearly always essential. It is often right to require clawback, i.e. to
agree terms in which public sector donors reclaim the proceeds if former publicly
owned assets are sold.

43 nitps//www.gov.uk/aovernment/publications/compact -the-agreement -between-government-and-the-voluntary-community-sector
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Annex 1.1

Communications with
Parliament

A key element of propriety is meeting Parliamentary expectations, especially
transparency. In line Wxth this, Managing Public Money details reqmrements to notn‘y
' Parliament of certain events or the pub}lcatxon of matena! Those notification
"fireqwrements are set out as part of each area. This Annex su pports departments and .
' Arm’s length bodles m respect of those notiﬁcatlons by settmg outa standardlsed .
' process for how such commu mcatlons should occur. This includes c;rcumstances
| where notification shouid occeur in circumstances where Parhament is not suttmg or
‘where it is in the public interest such reporting shou!d remain conﬂdentrai

Matters to be notified to Parliament

Al11l MPM requires certain spending or commitments to spending to be notified to
Parliament whether by written Ministerial Statement or by correspondence with the
Committee of Public Accounts (PAC) and relevant departmental committee. It also
requires transparency with regard to governance arrangements.

A11.2 This annex sets out some of the common requirements for notification th at may
occur. This list is non-exhaustive - accounting officers and finance teams should be
aware that Parliamentary procedures and conventions, as well as specific
requirements as set out in legislation, may give rise to additional requirements for
communications with Parliament and Committees. If uncertain whether notification is
necessary, it is good practice to seek the advice of both departmental Parliamentary
Clerks and HMT spending teams.

A113  Failure to notify Parliament as directed is a breach of propriety and accounting
officers must consider if such a course of action gives rise to a conflict with their
accounting officer duties as set out in Chapter 3 of Man aging Public Money.

All1.4 Accounting officers are directly responsible to Parliament for the use of public
funds in their organisation and as such it is imperative that Parliament is made aware
of unusual spending. Accounting officers should err on the side of transparency with
Parliament wherever possible.

Mechanisms for notification
A115 Parliament may be notified in number of ways as outlined below:

. Annual Report and Accounts (ARA). Details of the requirements to be
included In the Annual Reports and Accounts are set out in the
Government Financial Reporting Manual. 44

44 https//www.gov.uk/government/collections/government -financial-reporting-manual-frem
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. Written Ministerial Statements (WMS). Government ministers can
make written statements to Parliament as well as oral ones. Written
ministerial statements are normally used to put the day -to-day
business of government on the official record and in the public
domain. It is good practice where the statement relates to matters of
spending to also notify the relevant departmental select committee
and the Public Accounts Committee of the laying of the WMS.

. Correspondence with Parliamentary Select Committees. Such
correspondence should be frank and provide sufficient level of detail
to allow effective scrutiny. Correspondence may be senton a
confidential basis to the committees but the requirement for
confidentiality should be articulated and justified within the
correspondence.

. Depositing papers in the Libraries of both Houses of Parliament. The
House Library will accept deposits following a commitment to place
these papers in the Libraries is usually made in a written statement, in
response to a parliamentary question or in the course of a debate. It is
also possible to deposit material by authority of a letter from a
Minister.45

A116 It will also be sometime be appropriate to make material available to the
general public via publication on gov.uk. When this occurs, it may also be appropriate
to notify Parliament this has occurred by one or other of the means above.

Content and timing of communications

Al117 In general, the content of the communications should be as open as possible
with Parliament balanced against the public interest in maintaining a safe space for
policy development, commercial sensitivity and respecting national security concerns.
Departments should be clear as to the dates of the communications and the dates
and details concerning the matter to which those communications relate. In relation
to spending, departments should be clear as to costs, but avoid spurious levels of
accuracy, and instead use ranges of costs where matters are uncertain.
Communications should always be approved by and attributed to the a ppropriate
minister or senior official so that Parliament knows to whom they should direct any
queries.

A11.8 The tables below set out time limits for when communications should occur.
These should be treated as limits, not targets. It is always better to give Parliament
time to consider any communications. If the time limits below cannot be met, the
communication should explain why that is. Presentational convenience is not an
acceptable reason to delay notification, and Parliament is unlikely to look kindly on
delays due to administrative error or slow clearance processes.

Notification of significant income, spending or
commitments to spend

A11.9 Managing Public Money details specific circumstances where it is necessary to
inform Parliament of government spending. These include:

45 https//www.parliament.uk/globalassets/documents/commons -library/deposited - papers-guidelines-for-departments.pdf
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. Losses (including losses due to fraud or overpayments) (A4.10.6)
o Gifts (A4.12.5)

. Special payments (A4.13.18)

. Asset sales (A4.15.17)

. Contingent liabilities (Annex 5.4)

A1.110 In addition, there are certain matters related to spending that require
Parliament to be informed either directly or via the C&AG. These include:

. Contingencies Fund advances (Chapter 5 Estimate manual)
o details of irregular spend (A2.2.17)
. where the accounting officer is the of the view their duties are not met

and a Ministerial direction is required. (3.6.5)

The below table summarises notification requirements as set out elsewhere in this
document

Spending Commitments

‘g‘
Losses in excess v
of £300,000

Serious46 losses Parliament should be alerted
once the scale of the loss is
established or where the

v v quantum of loss is uncertain

where the AO considers it is
proper for Parliament to be
informed.

Gifts made in WMS should be laid in the
excess of v v house 14 sitting days before
£300,000 the gift is made.

Special
Payments

cumulatively v

greater than
£300,000

Individual Special
Payments v
greater than

46 serious is not defined in Managing Public Money and the Accounting Officer should consider both in terms of quantum or if there
are particular factors that require the loss to be brought to Parliaments attention in advance of the publication of the ARA. .
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£300,000 (note
separately)

Contingent WMS & DM should be laid in
Liability47 v v 4 the house 14 sitting days

before the indemnity incurred

Contingent Correspondence should be
Liability (Recess) sent to the relevant
committees 14 working days
v v before the indemnity is

incurred. A WMS should be

laid upon Parliament being

reconvened.
Contingent Correspondence explaining
Liability the need for confidentially
(Confidential) should be sent to the relevant

committees 14 working days
v v before the indemnity is
incurred. A WMS should be
laid upon circumstances

requiring confidentiality

expiring.
Contingent Parliament should be altered
Liability (Short as soon as possible and
Notice) preferably in advance of the
v v 4 liability being incurred WMS

and correspondence should
explain the reason for short

notice.

Gifts received Gift received need only be
noted in accounts where HMT

or the department consider

Y there is a special need for
them to be brought to
Parliament's attention
Asset Sales Disclosures should be laid in
above Parliament as soon as
Departmental v v practicable after the sale has
delegations or taken place in the manner
that are NCR described in Asset sales
disclosure guidance48
Irregular v If the Treasury does not give
spending retrospective approval or

47 pAs per Annex 5.4 Contingent Liabilities require notification where they are outside the normal course of business for the
department, over £300,000 exposure but not arising under statutory powers or under statutory powers but are either NCR or of such a

size relevant to the department’s budget that Parliament should be notified.

48 Asset sale disclosures: guidance for government (publishing.service.cov.uk)
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authorise write-off of irregular
expenditure, the department
must inform the NAO.

Contingencies Whether or not recourse is
Fund advance4® made to the Contingencies
Fund for cash, departments
must notify Parliament, by
v way of a Ministerial Statement
agreed with the Treasury,
where a commitment will be,
or has been, entered into in

advance of Supply.

Ministerial Upon making the
Direction commitment to spend the
department should promptly
copy the direction request,
the direction and other
papers the accounting officer
considers relevant to the
Chair of the PAC, the
Comptroller and Auditor
General and the Treasury

Officer of Accounts

The direction should be
published on the gov.uk
website promptly, notifying
the chairs of the PAC and the
relevant departmental select
committee as soon as this

occurs

Ministerial Where confidentiality is

Direction required, in addition to
(confidential) copying to the Comptroller
and Auditor General and the
Treasury Officer of Accounts
as usual, the direction
request and the direction
4 v must be shared with the
chairs of the PAC and the
relevant departmental select
committee, along with an
explanation of when they
expect the need for
confidentiality to fall away
and publication to take place

49 supply Estimates guidance manual - GOV.UK (Www.qov.uk) paragraph 512
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Notification of governance and accountability
arrangements

A1111 In order to provide proper scrutiny of spending, Parliament must also be in
position to understand the manner which the decisions to spend have been come to
and to whom they should direct any enquiries regarding that spending. It is also
important that they understand the way responsibilities are assigned across
government and between departments and arm'’s length bodies.

A1112 Common governance documents and references to where to find detail on their
preparation within this document are detailed below:

. Notification of accounting officer appointments (3.2)
o Accounting officer assessments (3.4)

o Framework documents (Annex 7.2)

o Accounting officer system statements (A3.1.13)

Governance Arrangements

8
-
9:;
o
e
3
&
Accounting AO appointment letters should be
Officer provided to the AO on the date they
appointment v v take executive control of the
organisation for which they become
AO.
Accounting Publication of the summary should
Officer come at the point of approval of the
Assessment Outline Business Case.
(G MP P) However, accounting officers have
v v v discretion to determine the timing of

publication, balancing Parliament’s
expectations and the public interest
test subject to informing Parliament

as below.
Accounting Where an accounting officer does
Officer decide to delay publication, they
Assessment should share the summary
(G MP P) assessment on a confidential basis
confidential with the chairs of the PAC and the

relevant departmental select
committee, along with an explanation
of when they expect the need for
confidentiality to fall away and

publication can take place.
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Framework Framework documents should be
Document published on gov.uk on departmental
v 4 collection pages as soon as they are

agreed. They should be updated at

least every three years.

AO System AO systems statements should be
Statementso published alongside the department’s
Annual report and Accounts and
refreshed where there have been

v v significant changes in departmental
governance structures such as
machinery of government changes or
the creation or dissolution of arm's

length bodies.

Statutory requirements to notify and report

A1113 Many statutes have requirements to report on how the powers granted by
Parliament have been used. For example, section 11 of the Industrial Development Act
1982 or section 3 of the Infrastructure (Financial Assistance) Act 2012. The above
reporting requirements should not be considered to relieve departments of their
obligations to fulfil their statutory requirements.

Confidential Reporting

Al114 Sometime is it will be necessary to inform Parliament of spending or
commitment to spend in confidential manner. This should be the exception rather
than the rule and the public interest will generally weigh heavily in favour of
transparency. If confidentiality is required, the department should make clear the
reasons for such confidentially and also indicate the circumstances under which
confidentially will no longer be necessary.

A1.115 Acceptable reasons for confidentially might include where there would
prejudice to criminal investigations, revealing sensitive commercial information,
national security concerns or the need to protect a safe space for ongoing policy
development. A good rule of thumb will be to consider similar factors as may inform a
decision to release material under freedom of information request.

A1.116 If material is to be kept confidential it will generally be appropriate inform the
Public Accounts Committee and relevant departmental select committee through
correspondence. In the most sensitive cases it may be necessary to provide an oral
briefing to Committee members. All such measures shou Id only continue for as long
as the public interest is in favour of confidentially being maintained.

50 Accounting Officer System Statements: guidance (publishin g.service.gov.uk] -

https//assets. publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/626226/pu2074_accounting_offi ce
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Annex 1.2

The Comptroller and Auditor
General

Supported by staff of the National Audit Office (NAO), the Comptroller and Audltor '
 General (C&AQ) is the independent audntor of nearly all central government .
institutions. Using extensnve statutory rights of access to records the C&AG prowd .
"*dlrect advice and assurance to Parliament. . . ;

Al1.21 The C&AG is an officer of the House of Commons appointed by The King. They
are responsible for the audit of most central government institutions. This work is
carried out under his or her direction by NAO staff (see www.nao.org.uk) or by
contracting out. NAO is in the public sector but independent of central government.

Al1.2.2 The C&AG is appointed for a single non-renewable term of ten years; and can
only be removed from office by The King on an address of both Houses of Parliament.
The NAO's statutory board advises and supports the C&AG - for example, on the NAO's
strategic direction and the associated resource requirements. Audit related decisions
such as which examinations to perform and the specific audit and reporting approach,
are matters solely for the independent CRAG to decide.

A1.2.3 The NAO is financed by an Estimate submitted jointly by the C&AG and the NAO
chair to the Public Accounts Commission (TPAC), a committee of the House of
Commons. NAO's expenditure may include discretionary activities permitted under
statute if approved by NAO's board and subsequently by TPAC through its scrutiny of
the NAO's Estimate.

Audit

Al.2.4 In order to carry out financial audit work, the C&AG has extensive statutory
rights of access to information held by a wide range of public sector organisations. This
material is also required to compile Whole of Government Accounts and extends to
the records of many contractors and recipients of grants. The C&AG also has a right to
obtain information about, and explanations of, any of this evidence.

Al1.2.5 The C&AG is responsible for the financial audit of virtually all central government
organisations, providing an audit opinion on their annual financial and reporting to
Parliament. The C&AG may be appointed the auditor of government companies as a
requirement of statute or on an ‘agreement’ basis with an individual entity as
necessary. Financial audits are carried out in accordance with International Standards
on Auditing (UK and Ireland).

A1.2.6 In addition, the C&AG may carry out audits of particular areas of central
government expenditure to establish whether public funds have been used
economically, efficiently and effectively. Selection of these value for money (vfm)
examinations - having taken account of any proposals made by the Committee of

74
'M_045081




UKGI00043211
UKGI00043211

Public Accounts - is entirely at the CRAG'’s discretion, as is the manner in which they
are carried out and reported. The C&AG has the same level of access for vfm
examinations as for financial audit. Central government bodies must ensure that such
access is provided for within the terms and conditions of contracts and agreements
with third party contractors, sub-contractors and grant recipients.

A1.2.7 Inthe event of the C&AG requiring access to sensitive documents to inform his
work - for example, policy papers such as Cabinet, or Cabinet Committee, papers -
then public sector organisations should cooperate with NAO requests for access to
such information, irrespective of its classification or other sensitivity. It is important to
work closely with NAO to explain fully any pu blication sensitivities that may exist.
While the final decision about the contents of his or her reports must rest with th e
C&AG, such close working ensures sensitivities can be properly taken into account as
the report content is finalised.

Al1.2.8 The Public Accounts Committee (PAC) may decide to invite witnesses to discuss
the findings of both financial audits and vfm examinations. The PAC may also initiate
other hearings on related matters

The Comptroller function

A1.2.9 An important part of the C&AG's respo nsibilities is oversight of payments from
the Consolidated Fund and the National Loans Fund. In response to requests from the
Treasury, NAO staff establish that the sums paid out of these funds each business day
are made in accordance with legislation. Once the authorisations (credits) are given,
the Treasury may make drawings from these funds to finance the Exchequer's
commitments.
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Annex 2.1

Treasury approval of
legislation

f;«Thzs armex sets out how departments should clear proposed legislation with the
T ‘ where t i xmp |catlons elt’her for expendnture@r raising =
nd 1 he Ieglslatlve -

A2.11 When preparing legislation, departments must consult the Treasury:

e the before any proposals for legislation with financial implications are
submitted to ministers collectively for policy approval

e about any provisions included in legislation with financial an d public
service manpower implications

e on the terms of Money Resolutions and Explanatory Notes

e subsequently about any changes that are proposed to the agreed
financial provisions, e.g. during the legislation’'s passage through
Parliament

A2.12 Departments shall make sure that they achieve Treasury agreement early in the
process and in any event before drafting instructions to Parliamentary Counsel are
prepared.

Treasury consent

A2.1.3 All legislation with a financial dimension should provide for specific Treasury
consents to any key changes in the implementation of the powers it contains.
Examples of such triggers, all requiring ministerial decisions, are in box A2.1A. Treasury
consent is required to protect the authority of the Chancellor of the Exchequer in
matters of finance or establishment.

A2.1.4 In principle, the Chancellor's authority is protected by:

o the doctrine of the collective responsibility of ministers

e the need for Treasury approval of Estimates before they are presented
to Parliament and before resources consumed or expenditure
incurred can be charged on the Consolidated Fund

A2.15 But providing for statutory consent avoids any danger that the Chancellor
might be committed to legislation he or she would not have agreed.
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Money resolutions

A2.1.6 A money resolution is requireds for legislation which creates a charge upon
public funds, either by way of new resource expenditure or by remission of debt.
Further advice on money resolutions should be sought from Parliamentary Clerks.

A2.17 The responsible department shall clear the draft with the Treasury at official
level. When agreed, the Treasury will arrange for a copy initialled by the Financial
Secretary to be returned to Counsel.

Ways and Means resolutions

A2.1.8 A ways and means resolution is required in the House of Commons where
legislation directs the payment of money raised from the public to the

51 By virtue of Standing Order 49 of the House of Commons
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Consolidated Fund (this technically constitutes the raising of money for the
Crown to spend). Some legislation may require both a money resolution and a
ways and means resolution.

A2.19 Departments shall clear ways and means resolutions with the Treasury.
Further advice should be sought from parliamentary clerks.

Explanatory Notes

A2.1.10 Except for finance, consolidation and tax law rewrite bills, departments
should prepare explanatory notes for all government bills. The main items to be
covered are set out in box A2.1B. Guidance on preparation is on the Cabinet Office
websitesz2,

52 phitps/Avww.gov.uk/government/publications/guide -to-making-legislation
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Annex 2.2
Delegated authorities

A2.2.1.Treasury approval for expenditure is one aspect of the convention that
Parliament expects the Treasury to control all other departments in matters of
finance and public expenditure. Accounting officers are responsible (see first bullet
of paragraph 3.3.3) for ensuring that prior Treasury approval is obtained in all cases
where it is needed.

A2.2.2.The need for Treasury approval embraces all the ways in which departments
might make public commitments to expenditure, not just Estimates or legislation,
important as they are. Box A2.2A identifies the main ways in which the need can
arise. It may not be exhaustive.

A2.2.3Treasury approval:
e must be confirmed in writing, even where initially given orally
e cannot be inferred in the absence of a reply
e must be sought in good time to allow reasonable consideration
before decisions are required.

A2.2.4. Departmental ministers should be made aware when Treasury consent is
required in addition to their own.
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Delegation

A2.2.5 Formally, Treasury consent is required for all expenditure or resource
commitments. In practice, the Treasury delegates to departments’ authority to
enter into commitments and to spend within predefined limits without specific
prior approval from the Treasury (but see A.2.2.12 for exceptions). Delegated
authorities may also allow departments to enter into commitments to spend (e.g.
contingent liabilities) and to deal with special transactions (such as some write -
offs) without prior approval.

A2.2.6.Such delegated authorities strike a balance between the Treasury's need
for control in order to fulfil its responsibilities to Parliament and the department's
freedom to manage within its agreed budget limits and Parliamentary provision.

A2.2.7.Departments shall not take general Treasury approval of an Estimate as
approval for specific proposals outside delegated limits even if provision for them
is included in the Estimate.

A2.2.8.The Treasury may also work through the Cabinet Office to set certain
expenditure controls applicable across central governmentss.

Setting delegated authorities

A2.29. While the standard terms for inclusion in delegated authorities are set out
in box A2.2B, HMT has produced a single template delegation letter which must
be used to set delegated limits for central government departments and ALBs 54.
Departments should appreciate that delegated authorities for certain kinds of
expenditure can be modified or removed entirely if the Treasury is not satisfied
that the department is using them responsibly.

A2.2.10.In establishing delegated authorities, the Treasury will:

e agree with the department how it will take spending decisions
(e.g. criteria and/or techniques for investment appraisal, project
management and later evaluation

e establish a mechanism for checking the quality of the
department's decision-taking (e.g. by reviewing cases above a
specified limit, or giving full delegation but requiring a schedule
of completed cases of which a sample may be examined
subsequently)

e encourage delegation of authority within the department to
promote effective financial management. In general, authority
should be delegated to the point where decisions can be taken
most efficiently. It is for the accounting officer to determine how
authority should be delegated to individual managers.

53 hitps//www.gov.uk/government/collections/cabinet -office-controls

54 https://www.gov.uk/government/publications/managing -public-money
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A2.211. In turn departments shall agree delegated authorities with their arm'’s
length bodies, making use of the template delegated authority letter %2
Delegations to ALBs should generally be no greater than departments’ own
delegated authorities, but can be greater in exceptional circumstances with the
consent of the Treasury. Departments must seek HMT approval for the delegated
authorities they agree with their ALBs.

A2.212.There are some areas of expenditure and resource commitments which
the Treasury cannot delegate: see box A2.2C.

A2.213.Strictly, the Treasury cannot delegate its power of approval where there is
a statutory requirement for Treasury approval. But in practice it can be
acceptable to set detailed and objective criteria where Treasury approval can be
deemed without specific examination of each case. This may be appropriate to
avoid a great deal of detailed case-by-case assessment. The Treasury may ask for
intermittent sampling to check that this arrangement is operating sa tisfactorily.
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Failure to obtain Treasury authority

A2.2.14.All expenditure which falls outside a department's delegated authority
and has not been approved by the Treasury, is irregular. It cannot be charged to
departmental Estimates. Similarly, any resources committed or expenditure
incurred in breach of a condition attached to Treasury approval is irregular.

A2.215.Where resource consumption or expenditure is irregular, the Treasury may
be prepared to give retrospective approval if it is satisfied that:
e it would have granted approval had it been approached properly
in the first place
e the department is taking steps to ensure that there is no
recurrence.

A2.2.16.Requests for retrospective approval shall follow the same format as
requests submitted on time.

A2.217.If the Treasury does not give retrospective approval or authorise write -off
of irregular expenditure, the department must inform the NAO. The Treasury may
also draw the matter to the attention of the responsible accounting officer. The
C&AG may then qualify his or her opinion on the account and the PAC may
decide to hold an oral hearing. In the case of voted expenditure, the Treasury will
present an excess vote to Parliament to regularise the situation.

A2.2.18.1t is unlawful to commit resources or incur expenditure without Treasury
consent, where such consent is required by statute. In such cases retrospective
consent cannot confer legality. Such consumption cannot, therefore, be
regularised.

A2.219.In cases of unlawful expenditure, the responsible accounting officer must
note the department’s accounts accordingly and notify the NAO. It will then be
for the C&AG to decide whether to report on the matter to Parliament with the
relevant accounts and whether to draw it to the attention of the PAC.

A2.2.20.The CRAG and the Treasury cooperate cl osely on questions of authority for
expenditure. The C&AG may bring a department’s attention to any cases where
the department:
e hasignored or wrongly interpreted a Treasury ruling
e isattempting to rely on a mistaken delegated authority, e.g.
where the delegation has been changed or where consent was
given orally only
e has committed resources or incurred expenditure which the
Treasury might not have approved had it been consulted.

A2.2.21.Departments shall bring such cases to the attention of the Treasury,
indicating clearly the NAO interest. The Treasury and NAO keep each other in
touch with such cases.
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Annex 2.3
The PAC Concordat of 1932

This énin;x sele ~0Lt the evoiutlon of Parllament s concerns regardmg the
propriety of public spending. . '

A2.31. The PAC has had long standing concerns about how the government gains
authority from Parliament for each area of spending.

A2.3.2.In the mid-19th century it became customary for governments to gain
Parliamentary authority for some areas of expenditure simply by use of the
Contingencies Fund, without troubling to obtain specific powers for them. Shortly
after its formation in 1862, the PAC protested about this practice, partly because it
involved less stringent audit. It urged that the Contingencies Fund should be
used only for in-year funding of pressing needs, and that all continuing and other
substantive spending should be submitted to the Estimates process with due
itemisation.

A2.3.3. By 1885 the PAC had become concerned that the authority of the Estimate
and its successor Appropriation Act was not really sufficient either:

“...cannot accept the view in a legal, still less in a financial, sense that the
distinct terms of an Act of Parliament may be properly overridden by a
Supplementary Estimate supported by the Appropriation Act ... this matter
... i1s one of great importance from a constitutional point of view ..."

A2.3.4. While the Treasury agreed in principle, the practice did not die out
because in 1908 the PAC again complained:

“...while it is undoubtedly within the discretion of Parliament to override
the provisions of an existing statute by a vote in Supply confirmed by the
Appropriation Act, it is desirable in the interests of financial regularity and
constitutional consistency that such a procedure should be resort ed to as
rarely as possible, and only to meet a temporary emergency”.

A2.3.5.The PAC reverted to the issue in 1930 and again in 1932, citing a number of
cases involving various departments. It was concerned to specify how far an
annual Appropriation Act could be regarded as sufficient authority for the
exercise of functions by a government department in cases where no other
specific statutory authority exists. It took the view that:

“...where it is desired that continuing functions should be exercised by a
government department, particularly where such functions may involve
financial liabilities extending beyond a given financial year, it is proper,
subject to certain recognised exceptions, that the powers and duties to be
exercised should be defined by specific st atute”.

A2.3.6.In reply, the Treasury Minute said:
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“...while it is competent to Parliament, by means of an annual vote
embodied in the Appropriation Acts, in effect to extend powers specifically
limited by statute, constitutional propriety requires that such extensions
should be regularised at the earliest possible date by amending legislation,
unless they are of a purely emergency or non -continuing character”.

“...while ... the Executive Government must continue to be allowed a
certain measure of discretion in asking Parliament to exercise a power
which undoubtedly belongs to it, they agree that practice should normally
accord with the view expressed by the Committee that, where it is desired
that continuing functions should be exercised by a government
department (particularly where such functions involve financial liabilities
extending beyond a given year) it is proper that the powers and duties to
be exercised should be defined by specific statute. The Treasury will, for
their part, continue to aim at the observance of this principle”.

A2.3.7. With this Concordat, the matter still lies.

A2.3.8.A2.3.8 Use of the Supply and Appropriation Acts as authority for
expenditure is discussed in annex 2.4.
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AnNnnex 2.4
New services

A2.4.1. Chapter 2 (box 2.1) sets out the essential conditions for authorisation of public
spending. New services are exceptions, i.e. services for which Parliament would
normally expect to provide authorising legislation but has not yet done so. They can
include altering the way in which an existing service is delivered as well as services not
previously delivered.

When the Supply and Appropriation Act suffices

A2.4.2. Notwithstanding the general rules in box 2.1, in some circumstances it is not
necessary to have specific enabling legislation in place. Parliament accepts that
agreement to the Estimatess is sufficient authority for the kinds of expenditure listed in
boxes 2.5 or 2.6. The content of these boxes is reproduced in box A2.4A. They can all be
considered part of business as usual.

A2.4.3. It is important not to exceed these limits. The Treasury has agreed in the
Concordat (see annex 2.3) to seek to make sure they are respected. So departments
shall consult the Treasury before relying upon them.

55 Which becomes a Supply and Appropriation Act once it h as been through its parliamentary stages.
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Anticipating a bill

A2.4.4. In addition, Parliament is prepared to accept that departments may undertake
certain preparatory work while a bill is under consideration and before royal assent.
Examples are listed in box A2.4B.

A2.4.5. Departments may be able to finance activities such as those in box A2.4B out of
their existing resources. When this happens, departments shall make sure that the
ambit of the relevant Estimate covers the planned expenditure.

A2.4.6. It is also important to understand in which areas of new business Parliament
does expect the normal rigour for authorisation (box 2.1) to apply. For the avoidance of
doubt, some examples are shown in box A2.4C.

Providing for a new service

A2.4.7. Some new services go well beyond the examples in box A2.4B. They include
such things as paying a new grant, providing a new registration service, transforming
the delivery of existing service or setting up a new public sector organisation. Even ifa
bill providing for a new service is before Parliament, the activity the bill provides for
cannot normally go ahead before royal assent. It is therefore good practice to plan the
timetable for achieving the new service so that it is compatible with th e bill timetable.

A2.4.8. Sometimes it is convenient to use a paving bill to provide the necessary powers
to get a new service under way quickly. A paving bill can provide powers to allow
expenditure which would be nugatory if the subsequent detailed legislation for the
new service does not proceed, e.g. employing consultants to design a significant IT or
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regulatory system. Paving bills are usually short, though they may be contentious (and
time consuming) as they can prompt parliamentary discussion of the underlyi ng
substance of the measure.

A2.4.9. Departments which do not use paving bills may want to make an early start on
legislation contained in a bill during its passage through Parliament. Usually the
spending in question lacks both adequate statutory underpinning and authorisation in
Estimates.

A2.4.10. In these circumstances there is a risk that allowing the spending to proceed
might be wasteful if royal assent is not achieve as expected. So it is good practice to try
to find other ways of making progress with the policy without anticipating royal assen t.

A2.4.11. If, nevertheless. a department wants to spend early on matters to be
empowered by a bill before Parliament, it may make a claim for an advance from the
Contingencies Fund with a plan to repay it out of the next Estimate when agreed 56. The
spending must meet the conditions in box A2.4D.

A2.4.12. The Treasury judges applications for access to the Contingencies Fund
cautiously and on their merits. It is important to note that neither political imperative
nor ministerial preference is relevant to making this assessment.

A2.4.13. In rare circumstances a Contingencies Fund advance may be awarded to make
senior appointments to a new public sector body being set up under a bill. When this is
allowed, the people appointed must be clear that if for any reason the legislation fails,
the provisional appointments would have to be cancell ed.

Providing for a new service

A2.4.14. The instances described in this annex all mean that Parliament has less control
over certain items of public expenditure than it would normally expect. Departments
should therefore take great care to keep Parliament informed of what is happening
and why.

A2.4.15. A timely written ministerial statement giving the amounts involved and their
timing is the essential minimum before Contingencies Fund resources can be

56 see section 5.8 of the Estimates Manual .
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released. If possible, an oral explanation at second reading, or a separa te oral
statement, is desirable. In addition there shall be:
e notes in the explanatory memorandum and impact assessment to the
relevant bill
e notes in the relevant Estimate - especially important if a department
wants to anticipate secondary legislation which a bill will empower

A2.4.16. If the effect of the measure changes significantly, Parliament should be given
timely information to keep it abreast of developments.

A2.4.77. It is good practice to keep the Treasury informed of the disclosure intended.
The Treasury pulls all information about anticipation of parliamentary agreement
together and publishes it annually at the close of each session.

Directions

A2.4.18. The exceptions in this annex to the requirements of box 2.1 provide a lot of
scope for pragmatic progress of essential government business. The advice in this
annex may be regarded as judicious extensions of the requirements of propriety, and
acceptable only if Parliament is not misled.

A2.4.19. But sometimes even these easements are not enough. If the accounting officer
is unable to design the minister’s policy to fit within the standards in this annex, he or
she will need to seek a ministerial direction (see section 3.6). The usual rules about
disclosure of course apply.
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Annex 3.1
The Governance Statement

ach account mg"ofﬂ'cer s respon srblhtres to manage an d control (‘
k nis or her o gamsatlon The ernance statement a key feature
of the orgamsatron s annual report and accounts, mamfests how these dutles have .
'f%been carried out in the course of th year. It ha three components corporate .
fgovernance risk management and; in the case ofsome depa rtments oversrght of ‘

certain localresponeibiliiies . . . . .

f,,it rs fundamental to‘ e

Purpose

AZ11. Each accounting officer (AO) delegates responsibilities wit hin his or her
organisation so as to control its business and meet the standards set out in box 3.1 (see
chapter 3). The systems used to do this should give adequate insight into the business
of the organisation and its use of resources to allow the AO to make informed decisions
about progress against business plans and if necessary, steer performance back on
track. In doing this the AO is usually supported by a board.

A3.1.2. These responsibilities are central to the AO’s duties. To carry them out the AO
needs to develop a keen sense of the risks and opportunities the organisation faces. In
the light of the board'’s assessment of the organisation’s appetite for risk, the AO needs
to decide how to respond to the evolving perceived risks.

AZ1.3. The governance statement, for which the AO takes personal responsibility,
brings together all these judgements about use of public resources as part of the
annual report and accounts. It should give the reader a clear understanding of the
dynamics and control structure of the business . Essentially, it records the stewardship
of the organisation. Supplementing the accounts, it should provide a sense of the
organisation’s vulnerabilities and resilience to challenges.

Preparing the governance statement

A3.1.4. The governance statement is published in each organisation’s annual report and
accounts. It should be assembled from work through the year to gain assurance about
performance and insight into the organisation’s risk profile, its responses to the
identified and emerging risks and its success in tackling them.

AZ15. There is no set template for the governance statement.

AZ1.6. The AO and the board have a number of inputs into this process:

e the board's annual review of its own processes and practices, informed
by the views of its audit committee on the organisation’s assurance
arrangements

e insightinto the organisation’s performance from internal audit,
including an audit opinion on the quality of the systems of governance,
management and risk control
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o feedback from the delegation chain(s) within the organisa tion about
its business, its use of resources, its responses to risks, the extent to
which in year budgets and other targets have been met, and any other
internal accountability mechanisms; including:

i. bottom-up information and assessments to generate a ful |
appreciation of performance and risks as they are perceived from
within the organisation

ii. end-to-end assessments of processes, since it is possible to neglect
interdependent and compounded risks if only the components are
considered

iii. a high-level overview of the organisation’s business so that systemic
risks can be considered in the round

iv. any evidence from internal control failures or poor risk
management

v. potentially, information from whistle -blowers

vi. material from any arm’s length bodies (ALBs) connected with the
organisation which may shed light on the performance of the
organisation or its board.

A317. Itis important that the governance statement covers the material factors
affecting the organisation in the round, not neglecting the more serious (i f remote)
riskss?, emerging technology and other cutting -edge developments. It should also
mention any protective security concerns in suitably careful terms 58, with details
reported to the external auditor.

Content of the governance statement

AZ3.1.8. With the board’s support, it is for the AO to decide how to:

e organise the governance statement

e take account of input from within the organisation and from the board
and its committees

e where relevant, integrate information about the organisation’s ALBs,
some of which may be material to the consolidated organisation

e provide an explanation of how the department ensures that use of any
resources granted to certain locally governed organisations (including
the NHS) is satisfactory. See A3.1.12.

A3.1.9. Box A3.JA summarises subjects that should always be covered.

AZ110. All the items in this box are important. The risk assessment is critical. This is
where the AO, supported by the board, should discuss how the organisation’s risk
management and internal control mechanism work, and why t hey were chosen to
deliver reasonable assurance about prevention, deterrent or other appropriate action
to manage the actual and potential problems or opportunities facing the organisation.
Avoiding lengthy description of process, it should assess the evid ence about the
effectiveness in practice of the risk management processes in place. In doing so it
should face frankly up to any revealed deficiencies as risks have materialised.

57 Including the external risks identified in the National Risk Assessment.
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A3.111. In putting together the governance statement, the AO needs to take a view on
the extent to which items are significant enough to the welfare of the organisation as a
whole to be worth recording. There are no hard and fast rules about this. Some factors
to take into account are suggested in box A3.1B.
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Accounting officer system statements

AZ112. Government departments should include in their governance statements a
summary account of how they achieve accountability for the grants they distribute to
local government, schools, similar local government organisations and/or the NHS. It
should cover:
e an account of how resources are distributed, e.g. in response to needs
or desired change
e how the AO gains assurance about probity in the use of public funds
e how the AO achieves or encourages value for money in the local use of
grants, e.g. through local arrangements which provide incentives to
achieve good value
e the use the AO makes of disaggregated information about
performance, including investigating apparent outliers and/or
requiring those responsible locally to explain their results.

AZ113. This part of the governance statement should usually be backed by an
accounting officer systems statement, which are published on gov.uk.52 Guidance on
accounting officer system statements can be found online. The system statement
must be clear on the core data and information flows that the system will rely on. An
understanding of these core data requirements should be developed collaboratively
with the entities to be included within the system statement and with users to meet
the need for effective accountability locally and nationally.

A3.114. Accounting officer system statements should evolve to reflect improving
practice. Where a department proposes making major changes, it should contact
Treasury and also consider consulting the relevant Parliamentary committees by
providing them with a draft and the opportunity to comment.

External audit

AZ115. The organisation’s external auditor will review the governance statement for its
consistency with the audited financial statement. The external auditor may report on:
e any inconsistency between evidence collected in the course of the
audit and the discussion of the governance statement
e any failure to meet the requirement to comply with or explain
departures from the Corporate Governance Code or any other
authoritative guidance.

59 see https//www.gov.uk/government/collections/accounting -officer-system-statements.
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Annex 4.1
Finance Directors

The finance function

A4.11. The finance director of a public sector organisation should:
e be professionally qualifiedéo
e have board status equivalent to other board members
e report directly to the permanent head of the organisation
e be amember of the senior leadership team, the manageme nt board
and the executive committee (and/or equivalent bodies), and of the
cross-government Finance Function

A41.2. This demanding leadership role requires a persuasive and confident
communicator with the stature and credibility to command respect and influence at
all levels through the organisation. Its main features are described in box A4.1A. Many
of the day-to-day responsibilities may in practice be delegated, but the finance director
should maintain oversight and control. In large part these duties consist o f ensuring
that the financial aspects of the accounting officer's responsibilities are carried through
to the organisation and its arm'’s length bodies (ALBs) in depth.

60 1 The term professional finance director in this context means both being a qualified member of one of the five bodies compri sing the
Consultative Committee of Accounting Bodies (CCAB) in the UK and Ireland, i.e. the Chartered Institute of Public Finance and
Accountancy, the Institute of Chartered Accountants in England and Wales, the Institute of Chartered Accountants of Scotland, the
Institute of Chartered Accountants in Ire land, the Association of Chartered Certified Accountants, or having equivalent professional

skills and/or qualifications; and having relevant prior experience of financial management in either the private or the publi ¢ sector.
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A4.1.3. The finance function should maintain a firm grasp of the organisation’s financial
position and performance. Supporting the accounting officer, the finance director shall
ensure that there is sufficient expertise in depth, supported by effective systems, to
discharge this responsibility and challenge those responsible for the organisation’s
activities to account for their financial performance. It is important that financial
management is taken seriously throughout each public sector organisation.

Financial leadership

A41.4. The finance director is responsible for leadership of financial responsibilities
within the organisation and its ALBs. He or she shall ensure that the information on
which decisions about the use of resources are based is reliable. Box A4.2B explains
some specific responsibilities of the role.
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Internal financial discipline

A4.1.5. The finance director shall maintain strong and effective policies to control and
manage use of resources in the organisation’s activities. This includes improving the
financial literacy of budget holders in the organisation. Similarly, he or she shall ensure
that there are similar disciplines in the organisation’'s ALBs. These shall all draw on best
practice in accounting and respect the Treasury's requirements, including, where
relevant, accounts directions. These responsibilities are described in box A4.1C.

A4.1.6. Individual finance director posts will of course have duties specific to their
organisations and contexts in addition to those set out in this annex. But all finance
director posts should seek to operate to these standards as an essential minimum.

97
'M_04508 1



98

UKGI00043211
UKGI00043211

'M_045081




UKGI00043211
UKGI00043211

Annex 4.2
Use of models

, ln modem govemment modellmg is lmportant It can guide pohcy development help
{:determme implementation plans and suggest how pohcres may evolve Models should
be controlled and understood in their proper context wnth eﬁectlve quahty assurance {"
 so that they can be used to good eﬁect . . .

Control and governance

A4.2.1. Supported by the board, the accounting officer of a central government
organisation should oversee the use and quality assurance (QA) of models within the
organisation. There should be sufficient feedback for the accounting officer to be able
to track progress and adjust the process.

A4.2.2.Each business critical model should be managed by a senior responsible officer
(SRO) of sufficient seniority and experience, supported by experts and specialists, to
understand the use of the model in context. Project and programme management
techniques can be useful. It is good practice to avoid changing the SRO frequently.

A4.2.3.Each model is limited by the quality of its input data and founding assumptions.
So the results of any model need to be treated with a degree of scepticism. It is vital to
build sufficient governance into ea ch model to help its users understand the value and
weaknesses of its results. The apparent precision of mathematical models should not
mislead uses into putting more weight on them than can be justified. Transparency
should be the norm in the development and use of all models.

Quality assurance

A4.2.4 \Whatever the complexity of the model, its governance should include an
element of structured critical challenge to provide a sense check. It can take a number
of forms: for example a steering group, a project board or outside assessment. New or
untried models tend to require more QA than those using recognised techniques.

A4.2.5.In an organisation using a great deal of modelling, it is good practice for the
accounting officer to appoint a QA champion. Effective QA demands dispassionate
scrutiny by people disengaged with the project but with sufficient knowledge and
experience to help steer the model into a successful approach. There may be a case for
ensuring that different models in different parts of the organisation use c onsistent
approaches.

A4.2.6.1t is always good practice to evaluate the risks associated with any model so that
the ultimate users of the model can appreciate what it can and cannot deliver.
Sophisticated models may demand specialist expertise and leadership, but the vital
element of constructive lay oversight should never be skimped. Otherwise there can
be a danger that flaws are overlooked because the experts concentrate on the
technical complexities.
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A4.2.7.In managing a model, the SRO should consciously decide how it can provide
good value for money. There is no point, for instance, in data collection to a high
degree of accuracy if the assumptions used in the model cannot be exact. Similarly,
there is a stronger case for investing in a model if it forms a central pa rt of a decision-
making process.

A4.2.8 References:

QA of government models: https//www.gov.uk/government/publications/review -of-
guality-assurance-of-government-models

Guidance on long term financial modelling:
https://Mmww.gov.uk/government/publications/gad-services/government-actuarys-
department-services#actuarial-modelling

Following the report by Sir Nicholas Macpherson into the quality assurance of
analytical models that inform government policy, a cross-departmental working group
on analytical quality assurance was established. The Aqua Book (at the following link) is
one of their key products, and provides a good practice guide for those working with
analysis and analytical models. The landing web page also links to a number of other
associated resources on quality assurance and modelling.
https://www.gov.uk/government/publications/the-agqua-book-guidance-on-producing-
guality-analysis-for-government
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Annex 4.5
Risk

:f,Each pubhc sector Organlsatlon should have systems ’ror ldentlfylng and managmg nsk ,
| — both opportumtnes and threats - suited to its business, circumstances and risk
lappe’ute The board should lead the assessment and management of rlsk and support
 the accounting ofﬂcer in drawing up the governance statements (see annex 3.1). .

The case for managing risk

A4.3.1. Every public sector organisation faces a variety of uncertainties, both positive
and negative, which can affect its success in delivering its objectives, budget and value
for money. So the board of each public sector organisation shall actively seek to
recognise both threats and opportunities, and to decide how to respond to them,
including how to set internal controls.

A4.3.2. Managing risk should be integrated into the normal management systems of
each public sector organisation so that it can achieve its goals a nd maintain a
reputation of credibility and reliability. It is for each accounting officer (AO), supported
by the board, to decide how.

A4.3.3. The board should make a strategic choice about the style, shape and quality of
risk management within each organisation. This is risk tolerance, i.e. the extent to
which the organisation is willing to accept loss or detriment either in the performance
of its regular services or in order to secure better outcomes. Different risk tolerances
will apply to different circumstances, e.g. mission critical programmes or policies might
find service failure scarcely tolerable, whereas investment bodies may care more about
achieving financial success even at the price of some failures. Boards should be willing
to take a proportionate approach so that less important risks do not crowd out the vital
ones.

Risk management in practice

A4 3.4 The board's strategic guidance on risk appetite should permeate each
organisation’s programmes, policies, processes and projects. It should determine how
delegations and reporting arrangements work so that departures from plan can be
picked up and dealt with promptly.

A4.3.5. Feedback from working level should also inform each board reassessment of
risk. Thus risk management should be a continuous cycle of assessment and feedback,
responding to new information and developments. The essentials of the process are
summarised in box A4.3A.

A4.3.6. Each organisation should decide how this cycle should work, in line with its
circumstances, priorities and working practices. The final word must always be for the
AO supported by the board, taking a broad and connected view across the whole
organisation.
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Identifying risks

A4.3.7. 1t is important to capture all the organisation’s risks so that they can be
evaluated properly in context.

A4.3.8. There is value in getting each part of the organisation to think through its own
risks. At working level operational risks may loom large. It may only be at board level
that it is really possible to scan the horizon for emerging trends, problems or
opportunities that might change the organisation’s working environment. Some of the
critical risks that are easily overlooked are shown in box 4.3B.

A4.3.9. As well as drawing on risk assessment from within the organisation, it may be
valuable to use an external source to make sure that nothing important has been
overlooked. Sometimes different public sector organisations can help each other outin
this way, to their mutual advantage. And it can be useful to get staff to work together
to consider the subject, e.g. in facilitated groups.
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A4.3.70. Once the organisation’s risks have been identified, it is possible to draw up a
risk register. This is a list of recognised risks which can be kept up to date and which
the board can review regularly. Each organisation needs to decide how to prioritise its
total risk exposure so that the board can take an informed strategic approach to risk
for the organisation as a whole.

Responding to risk

A4.311. Each organisation needs to decide whether, and if so how, to respond to its
identified risks. Some standard responses are listed in box A4.3C.

A4.312. In choosing responses, the acid test is whether the residual risk can be made
acceptable after action. All controls should be realistic, proportionate to the intended

reduction of risk, and offer good value for money. The more common types are listed in
box A4.3D.

103
'M_045081




UKGI00043211
UKGI00043211

ffDetectlve controls: measu res to |dent|fy dama ge so that it can be remedied qu1ckly
Especially usefJI where preve ntlon is not approg rlate but can be a usefu 'cross check

 elsewhere, e.g. stock controls.
| e

A4.313. However it is treated, it is usually impossible to eliminate all risk. It would often
be poor value for money to do so were it possible. So it is good practice to associate
application of controls with contingency planning to cope with resolution of damage
when risks precipitate. Many organisations find it useful to dry run th ese plans: first to
check that they work, second to make sure they are proportionate and third to boil out
any unnecessary features they may have.

The Board

A4.3.14. Risk management is a key governance task for the board. It should take a
strategic view of risk in the organisation in the round, factoring together all the
relevant input it can reasonably use. For example, it may consider to what extent risks
interact, cumulate or cancel each other out. And consideration of risk should feature in
all the board’s significant decisions.

A4.3.]5. It is good practice for the board to consider risk regularly as part of its normal
flow of management information about the organisation’s activities. It is good practice
for each layer of management to give upward assurance about its pe rformance, so
reinforcing responsibility through the structure.

A4.3.16. It is up to each board to decide how frequently it wants to consider risk. Some
set regular timetables to consider the whole risk register, while some choose to look at
parts of the risk register in a regular sequence. Scrutiny of this kind enables the board
to assess developments in context and make confident decisions about their relevance
and significance.

A4.317. It is good practice for the board to make these assessments on the advice of its
Audit Committee, though it should form its own view. Audit committees can also add
value by chasing up implementation of the organisation’s responses to PAC reports.
Each Audit Committee should be chaired by a non - executive board member, drawing
on input from the organisation’s internal reporting and internal audit functions.

A4.3.18. Having weighed the identified risks, the board should also seek to distinguish
unidentified risks, some of which may be remote. Box 4.3B offers some possibilities
though it is not exhaustive. This process may lead the board to reconsider its strategy
on risk tolerance.

A4.3.19. A useful focus of board risk work is supporting the AO in preparation of the
governance statement for publication in its annual report (se annex 3.1). It should
include an account of how the organisation has responded to risk and what it is doing
both to contain and manage risk; and also to rise to opportunities.

A4.3.20. More generally, the board should make sure that lessons are learned from the
organisation’s experience. This applies particularly to perceived failures, e.g. an
unforeseen risk or a crystallised risk which turned out more damaging than expected.
But it is equally true of successes, especially those where risk was managed well, to see
whether there is anything to be gained by repeating effective techniques elsewhere.

A4.3.21. Finally, the board should consider whether the organisation’s risks are being
treated appropriately. If damage has been prevented, it may be possible to adjust the
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existing response to risk to achieve equally successful results by less expensive or less
invasive techniques, e.g. replacing physical controls with security cameras.

Departmental groups

A4.3.22. Nearly all government departments sponsor one or more arm'’s length bodies
(ALBs) for which they take ultimate responsibility while allowing them a degree of (or
sometimes considerable) independence (see chapter 7). The accounts of these ALBs
are consolidated with their sponsor department’s accounts, emphasising that the
sponsor stands behind them.

A4.3.23. It follows that each department board should consider the group'’s risk profile
including the businesses of its ALBs. The potential liabilities of some ALBs (e.g. in the
nuclear field) can be so great that they may overshadow the department’s own, so this
is essential hygiene.

A4.3.24. References:

The Orange Book: https://www.gov.uk/government/publications/orange -book

Other Treasury risk guidance:
http://webarchive.nationalarchives.gov.uk/20130129110402/http://www.hm-
treasurv.gov.uk/psr_governance._risk_riskguidance.htm

NAO report on Managing risks in government:
http://www.nao.org.uk/report/managing-risks-in-government/

GAD’s practical guide to strategic risk management:
https/Mmww.gov.uk/government/publications/strateqgic-risk-management
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ANnnex 4.4
Insurance

A4.4]. Central government organisations shall not normally buy commercial
insurance to protect against risk. Since the government can pool and spread its
own risks, there is little need to pay the private sector to provide this service. In
general it is cheaper for the government to cover its own risks.

A4.4.2. However, in certain circumstances, as part of forming a risk management
strategy, the accounting officer in a public sector organisation may choose to
purchase commercial insurance to protect the organisation’s assets or reduce
exposure to liabilities crystallising. Such decisions shall always be made after a cost
benefit analysis in order to secure value for money for the Exchequer as a whole.
Some acceptable reasons for using insurance are set out in box A4.4A.

Building ‘
an indemnity: commercial insurance may be taken out where the cost of |
 cmaedaiion fogetie |
accommodation optio
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Appraising the options

A4.4 3. Decisions on whether to buy insurance shall be based on objective cost-
benefit analysis, using guidance in the Green Book 6. Box A4.4C outlines some
factors which are often worth considering in such assessments.

61 hitps//www.gov.uk/government/publications/the -green-book-appraisal-and-evaluation -in-central-governent
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. Altematlve optlons lnsurance is not the only optlon When Iookmg to manage

. ;nsk In line Wlth the Qrange Book, once identified and assessed risk s
- management should look at mltlgatlon in com‘bmatlon Wlth acceptlr g, aVOIdmg
_or trar‘ sferrmg the rlsk All optlons should b consrdered to secure the best value
ﬁffor moneyf; . . , .

Setting fees and charges

A4.4 4. If a central government organisation insures risks arising in supplying a
service for which a fee or charge is levied, the actual premium payments shall be
included in the calculation of costs when deciding the fee or charge. Similarly,
where a central government organisation self -insures, the notional cost of premium
payments shall be taken into account. See Chapter 6 for further details.

Reporting

A4.4.5. Departments shall seek Treasury consent for any decision to use the services
of commercial insurance companies outside of the circumstances described in this
annex.

A4.4.6. Departments should also consult Treasury regarding any reviews of
insurance, or alternatives to insurance, that might contain lessons of wider
application.

Dealing with uninsured losses (except traffic
accidents)

A4.4.7. Where a loss occurs or a third -party claim is received, public sector
organisations should initially consider whether the loss should be made good or the
claim accepted. Thus:

e loss of or damage to assets: the question of repair or replacement
should always be carefully considered, taking account of the need
for the asset and current policies. This decision is, in effect, a new
investment decision and should be appraised accordingly

e third-party claims: the justification for the claim should be carefully
considered with appropriate legal advice

A4.4.8. If the organisation decides to repair or replace an asset, or meet a third -party
claim, it should normally expect to meet the cost from within its existing allocations.
Similarly, ALBs should not normally expect their sponsor departments to meet
claims for reimbursement of loss.

Insured losses

A4.49. Public sector organisations should make insurance claims in accordance
with the terms of the policy.

A4.4.10. ALBs may retain amounts paid under commercial insurance policies to
meet expenditure resulting from losses or third-party claims. If it is decided not to
replace or to repair an insured asset, the sponsor department may reduce any grant
in aid payable to the ALB.
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Claims between public sector organisations

A4.411. If two uninsured departments are involved in an incident causing loss to one
or other, it is immaterial to the Exchequer whether one claims on the other for the
damage. For small claims it would not be value for money for the Exchequer to
make interdepartmental adjustments in the case of minor damage. S imilar waiver
arrangements should apply up to mutually agreed limits between other public
sector organisations. But waiver arrangements of this kind are not appropriate
where there are rights of claim against third parties. It will always be regarded as
novel, contentious, or repercussive for one central government organisation to seek
legal redress from another central government organisation through the courts,
meaning that Treasury consent is always required.

A4.42. Box A4.4D shows how to proceed when one central government
organisation makes a larger claim against one or more others.

Vehicles

A4.413. Most ALBs insure third-party vehicle claims to comply with the Road Traffic
Acts. Public sector organisations that are not insured or otherwise protected for
traffic accidents should refer any third -party claims, either for or against, to the
Treasury Solicitor who acts on behalf of the government.

A4.414. Many claims between public sector organisations involving damage to, or
loss caused by, vehicles, can be handled using the arrangements in paragraph
A4.473.
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A4.4.15. Vehicles travelling in other countries must comply with local requirements.
These may require vehicles operating in another’s territory to be covered by
insurance to the extent required by the legislation in territory of the journey, unless
there are acceptable alternative arrangements, e.g. indemnities.

Loans

A4.4.76. When government assets are loaned to a body other than a public sector
organisation which does not insure, it is important to protect the interests of the
lending organisation. So the borrower should insure against damage or loss of the
assets from the time of receipt and against claims by third parties including its own
employees. An indemnity by the borrower is an acceptable substitute if the lender
is satisfied that the borrower could and would meet any damage or other loss.

A4.4.17. Public sector organisations are usually exp ected to meet the cost of
insuring any government assets (e.g. equipment or stores) held by a contractor in
the normal course of business, if the contractor is not comfortable relying of a
government indemnity. The cost of any insurance against risks arising from
negligence or wilful misconduct by the contractor's employees should be borne by
the contractor. These arrangements should be explicitly set out in the relevant
contract.

A4.4.18. Public sector organisations which borrow objects of value from a non -
government body should normally offer the owner an indemnity against damage
or loss. Such indemnities should leave no doubt as to the extent and duration of the
borrowing organisation's liability. And they may need to be approved and reported
if they fall within the contingent liabilities process (see annex 5.4).

A4.4.19. Borrowers should only take out commmercial insurance for loaned items of
value if the owner insists upon it, or if the borrower has reason to believe that
commercial insurance would be more cost effective than giving an indemnity.

Employers’ liability

A4.4.20. The Crown is not bound by the Employers' Liability (Compulsory Insurance)
Act 1969. So departments need not insure the risks outlined in the Act. Decisions on
whether to insure should be taken on value for money grounds after an appraisal.
Similarly, parliamentary bodies such as the National Audit Office, the Parliamentary
Commissioner (Ombudsman) and the Independent Parliamentary Standards
Authority need not insure against employers' liability risks as they are exempted
under the Employers’ Liability (Compulsory Insurance) (Amendment) Regulations
2011 (Sl 2011/686).

A4.4.21. A body funded by grant in aid need not insure against employers' liability
risks. This is because the Employers' Liability (Compulsory Insurance) Regulations
1998 (S11998/2573) provide exemption for any body (or person who may be an
employer) holding a certificate issued by a government department. Again, the
decision on whether to insure will depend on a value for money assessment. If the
organisation chooses not to insure, responsibility for the issue of certificates in
accordance with the Act rests with the department responsi ble for paying grant in
aid, provided that it is satisfied that this is the appropriate course.

A4.4.22. The scope of the certificate should be strictly confined to the risks with
which the Employers' Liability (Compulsory Insurance) Act 1969 is concerned, and
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may not be extended to any other risks. It should be in the form set out in Box
A4 4E. Departments should ensure that the circumstances in which certificates
have been issued are reviewed from time to time, so that certificates may be
revoked if circumstances change.
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Annex 4.5

Senior Responsible Owner
Accountability

‘This annex sets out how Senior Responsnble Owner acc ou nta bxhtles mteract WI ; h
accounting officers and Parliament. .. .. ...

A45.]1. Senior Responsible Owners (SRO) for Major Projects (as defined in the
Government’s Major Project Portfolio) are in a special position in that they are
expected to account for and explain the d ecisions and actions they have taken to
deliver the projects for which they have personal responsibility. This line of
accountability should be made clear to SROs in their appointment letter which is
published on gov.uk.

A4.5.2.The Government publishes on an annu al basis a list of the SROs for the
Government's Major Project Portfolio (as defined by the Infrastructure and Projects
Authority).

A4.53. Where a committee wishes to take evidence from an SRO of one of these
major projects it will be on the understanding that th e SRO will be expected to
account for the implementation and delivery of the project and for their own
actions. Appointment letters will make clear the point at which an SRO becomes
directly accountable for the implementation of the project in question. Th e SRO will
also be able to disclose to the Committee where a Minister or official has intervened
to change the project during the implementation phase in a way which has
implications for cost and/or timeline of implementation. In this respect the SRO
should also be able to disclose their advice about any such changes.

A4.5.4 Accounting officers are ultimately accountable for the performance of all the
business under their control, including major projects for which an individual SRO
has direct accountability and responsibility. And in this respect, if a Select
Committee calls for evidence from an SRO, the accounting officer of the
department may also be called to support the SRO at a hearing.

A4.55.This line of direct accountability for SROs does not alter the special position
and relationship of accounting officers with the PAC.

A4.5.6.The Government Functional Standard GovS 002: Project Delivery sets the
expectations for the direction and management of portfolios, programmes and
projects for all government departments and arm’s length bodies. An SRO should
refer to this standard to ensure the breadth of practices required for successful
delivery are used. https://www.gov.uk/government/publications/project -delivery-
functional-standard

A4 57 Further information on the accountability, relationship to other key
leadership roles in project delivery and the selection and appointmen t of an SRO is
available in Infrastructure and Project Authority guidance on the role of the senior
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responsible owner. https://www.gov.uk/government/publications/the-role-of-the-
senior-responsible-owner

A4.5.8.Further information is available in Cabinet Office guidance for officials from
departments and agencies on giving evidence to Parliamentary Select Committees

(the Osmotherly Rules).
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Annex 4.6
Procurement

A4.6.1. Good procurement practice demands that public sector organisations buy
the goods, works and services they need using fair and open procurement
processes, guarding against corruption and meeting the standards in MPM. World
Trade Organisation (WTO) agreements and many of the UK'’s trade deals underpin
these principles. The specific responsibilities are set out in box A4.6A.
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A4.6.2. This guidance is intended to be fully consistent with the UK's international
obligations. It does not create any rights or legal obligations.

Value for money

A4.6.3. Value for money is a key concept (see paragraph 3.3.3 and box A4.6B). It
means securing the best mix of quality and effectiveness for the least outlay over
the period of use of the goods or services bought. It is not about minimising up
front prices. Whether in conventional procurement, market testing, private finance
or some other form of public private partnership, finding value for money involves
an appropriate allocation of risk.

A4.6.4. Purchasers need to develop clear strategies for continuing improvement in
the procedures for acquisition of goods, works and services. Public sector
organisations should collaborate with each other, following guidance, in order to
secure economies of scale, unless they can achieve better value for the Exchequer
as a whole some other way. Smaller suppliers should have fair access to see if they
able to deliver better value for money.
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Legal framework

A4.6.5. Public sector organisations are responsible for ensuring th at they comply
with the law on procurement (see box A4.6C) taking account of Cabinet Office
guidancest2,

The user’s requirement

A4.6.6. Procurement should help deliver relevant departmental and government -
wide strategies and policies. The procuring organisation should establish that the
supply sought is really needed, is likely to be cost effective and affordable. And the
published specification should explain clearly what outcomes are required, since
this is crucial to obtaining the supply required. Once it is decided that third party
procurement appears better value for money than provision in -house, a range of
models should be considered, for example employee-led mutuals and joint
ventures as well as more traditional outsourcing.

The procurement process and suppliers

A4.6.7. Competition promotes economy, efficiency and effectiveness in public
expenditure. Works, goods and services should be acquired through competition
unless there are convincing reasons to the contrary, and where appropriate should
comply with domestic advertising rules and policy as well as relevant obligations
imposed on the UK by its international agreements. The form of competition
chosen should be appropriate to the value and complexity of the goods or services
to be acquired.

A4.6.8. Public sector organisations should aim to treat suppliers responsibly to
maintain good reputations as purchasers (see box A4.6D), taking account of the
government’s Procurement Pledge to help stimulate economic growth €3,

62 Cabinet Office guidance: https//Mwww.gov.uk/government/organisations/crown -commercial-service

63 procurement Pledge (http//www.cabinetoffice.gov.uk/resource -librarv/our-procurement-pledge)
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the outcome of bIdS announced promptly

~:compla nts

A4.6.9. In carrying out efficient sourcing projects, central government should follow
best practice.

A4.6.10. One such approach is LEAN approaché4 whose principles are designed to
make doing business with government more efficient and cost -effective (for both
buyers and suppliers) to support economic growth.

A4.6.11. During the evaluation stage of sourcing, it is important to for p ublic sector
procuring organisations to:

e establish the propriety of candidate suppliers — taking account of
the requirement to exclude those convicted of, for example, fraud,
theft, fraudulent trading or cheating HMRC

e assess suppliers’ economic and financial standing to gain
confidence of their capacity to carry out fully what the buyer
requires within the pre-determined timescale and deliver value for
money

e secure value for money (see box A.4.6B), using relevant and
consistent criteria for evaluating the key factors (cost, size,
sustainability, design etc).

Contracts

A4.6.12. In drawing up contracts, purchasers should, where possible:

e use model terms and conditions developed in the light of collective
experience and which may help avoid prejudicing the position of
others using the same supplier

e avoid variation of price clauses in contracts of less than two years'
duration;

e Include prompt payment clauses.

A4.6.13. Purchasers cannot enter into contracts with other parts of the legal entity to
which they belong, so different parts of the Crown cannot contract with each other.
Instead internal agreements which fall short of being contracts are used (typically
service level agreements). These may have all the hallmarks of contracts other than
scope for legal enforcement.

64 nitpsy/fwww.gov.uk/government/publications/lean -sourcing-guidance for-public-sector-buyers

7
'M_045081




UKGI00043211
UKGI00043211

Central purchasing bodies and agencies

A4.6.14. Central government organisations are required to use the services and
collaborative procurement deals managed by the Crown Commercial Service on
behalf of governmentes.

A4.6.15. If public sector purchasers employ private sector agents to undertake
procurement on their behalf they should:
e require compliance with the law (see box A4.6C)
e ensure clear allocation of responsibilities
e where appropriate, obtain the agent’s indemnity against any costs
incurred as a result of its failure to comply with the legal framework
on its behalf.

Taxation

A4.6.16. Central government bodies shall:

e base procurement decisions independent of any tax advantages
that may arise from a particular bid

e avoid contractors using offshore jurisdictions, consistent with
international obligations and the government'’s stated objectives on
tax transparency and openness

e be vigilant in not facilitating tax arrangements with suppliers or
their agents that are detrimental or disadvantageous to the
Exchequer. Public sector organisations need to take special care in
relation to the tax arrangements of public appointees (see Cabinet
Office guidance®s)

e employ internal management processes to ensure that
transactions that give rise to questions of propriety of tax
arrangements are brought to the accounting officer’s or, if
necessary, ministers’ attention.

A4.6.17. In the case of bids under the Private Finance (PF2), it is particularly
important to ensure that comparisons of competing bids take account of any tax
planning by bidders. The Treasury's Green Book provides for a tax adjusted Public
Sector Comparator to allow for the (usually) material tax difference between a PF2
option and the wholly public sector alternative. It would be inappropriate to apply
this to bids where tax planning has cancelled out this effect.

A4.6.18. Public procurement projects involving the transfer of real estate or assets
that are likely to appreciate in value can often give rise to specific tax issues, in
particular liability to capital gains tax. If public sector organisations are negotiating
with bodies that wish to structure procurement proposals in this way, they shall
consult the Treasury and HMRC at an early stage to identify the likely tax
implications and assess the proposal for propriety generally.

65 Cabinet Office guidance: hitps//www.gov.uk/government/organisations/crown -commercial-service

66 cabinet Office guidance: Procurement Policy Note - Tax arrangements of Public Appointees
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Further guidance

A4.6.19. Central sources of guidance on procurement and related issues include:

The Government Commercial Function
(https://www.gov.uk/government/organisations/government -commercial-function)

The Treasury's Green Book on project appraisal and evaluation in central
government (https://www.gov.uk/government/publications/the-green-book-
appraisal-and-evaluation-in-central-governent)

Department for Business and Trade guidance on compliance with the subsidy
obligations arising from the UK'’s international agreements
(https//www.gov.uk/government/publications/complying -with-the-uks-
international-obligations-on-subsidy-control-guidance-for-public-authorities)

Procurement Policy Notes
(https//www.gov.uk/government/collections/procurement -policy-notes)

The Crown Commercial Service ( https://www.crowncommercial.gov.uk/)

HM Revenue and Customs on tax avoidance issues
(http//www.hmre.gov.uk/avoidance/)
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Annex 4.7
Subsidies

A4.7.1. The transition period which followed the UK's departure from the European
Union ended on 31 December 2020, and EU law ceased to have any force in the UK
(save in those areas provided for by the Withdrawal Agreement) ¢7. UK public bodies
must continue ensure compliance with all relevant domestic and international
subsidies rules, including World Trade Organisation commitments and
commitments the UK has entered into under bilateral Trade Agreements.

A4.7.2.In certain areas the government has published updated guidance, which can
be found on gov.uk. accounting officers should be aware that obligations arising
from domestic and international law are binding for the whole public sector and
assist their partner organisations in complying where new obligations have arisen.

67 This annex has been retitled ‘ Subsidies’ from ‘State aids’ to reflect this.
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Annex 4.8
Expenditure and payments

}'As,part of the process of authorising and controlling commxtments and .
‘{;’ex’pendlture of public funds, public sector orgamsatlons should tlme the|r
 expenditure and payments to provide good value for public money.

A4.8.1. Public sector organisations should use good commercial practice in
managing the flows of expenditure and commitments they deal with. Box 4.3 has
some sound high-level principles. These need to be interpreted in the context of
each organisation’s business, in line with current legislation and using modern
commercial practice. The actual techniques used may thus change from time to
time and from place to place.

A4.8.2. In particular, public sector organisations should;
e explain payment procedures to suppliers
e agree payment terms at the outset and stick to them
e pay billsin accordance with agreed terms, or as required by law
o tell suppliers without delay when an invoice is contested
o settle quickly when a contested invoice gets a satisfactory
response.

A4.8.3. Public sector organisations are also bound by legislationes aiming to ensure
that in commercial transactions, the payment period does not exceed 30 calendar
days after the debtor receives an invoice. Further advice is available from the
Cabinet Office and BEIS.

A4.8.4. However, the government recognises that the public sector should set a
strong example by paying promptly. Central government departments should
aim to pay 80% of undisputed invoices within 5 days. They should also include a
clause in their contracts requiring prime contractors to pay their suppliers within
30 days. The principles in Box 4.4 must still be applied to all payments. Further
guidance is available®s.

Payments outside the normal pattern

A4.8.5. Payments in advance of need shall be exceptional and shall only be
considered if a good value for money case for the Exchequer can be made.
Even then, as advance payments lead to higher Exchequer financing costs,
such payments are novel and contentious and require specific Treasury

68 The Late Payment of Commercial Debts (Interest) Act 1998 (as amended by The Late Payment of Commercial Debt
Regulations 2002 (S11674) and the Late Payment of Commercial Debt Regulations 2013).

69 The Prompt Payment Code hittp/www.promptpaymentcode.ord.uk,
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approval. Advance payment shall never be used to circumvent expenditure
controls or budgetary limits.

A4.8.6. In particular, it is not good value for money for public sector
organisations to act as a source of finance to contractors who have access to
other forms of loan finance. So advance payments to contractors (i.e.
payments made before equivalent value is received in return) should only be
considered if, for example, a price discount commensurate with the time value
of the funds in question can provide a good value for money case. Exceptions
to these guidelines, which would not normally require specific Treasury
approval, include:

e service and maintenance contracts which require payment
when the contract commences, provided that the service is
available and can be called on from the date of payment

e grants to small voluntary or community bodies where the
recipient needs working capital to carry out the commitment
for which the grant is paid and private sector finance would
reduce value for money

e minor services such as training courses, conference bookings
or magazine subscriptions, where local discretion is
acceptable

e prepayments up to a modest limit agreed with the Treasury,
where a value for money assessment demonstrates clear
advantage in early payment.

A4.8.7. Interim payments may have an element of prepayment and so public
sector organisations should consider them carefully before agr eeing to them.
However, if they are genuinely linked to work completed or physical progress
satisfactorily achieved, preferably as defined under a contract, they may
represent acceptable value for public funds. Taking legal advice as necessary,
organisations should, however, consider whether:
e the contractor's reduced need for working capital should be
reflected in reduced prices
e the contractor should provide a performance bond in the form
of a bank guarantee to deal with possible breach of contract.

A4.8.8. Public sector organisations shall not, however, use interim payments to
circumvent public spending controls. For example, it is not acceptable to
make payments where value has not been received, simply to avoid
underspending.

A4.8.9. Deferred payments are generally not good practice. They normally
mean paying more to compensate the contractor for higher financing costs
and are thus poor value for money (at the margin the Exchequer can always
borrow more cheaply than the private sector). So any proposal for deliberate
late payment is potentially novel and contentious. Any central government
organisation considering deferred payments must thus seek Treasury approval
before proceeding.
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Annex 49
Fraud

 Governance in public s sector organisations inc
countering and dealin

rrangements for 'preventlng, ;
g thh fraud. This annex,pro des furtherdetall. ..

A4.9.1. Accounting officers are responsible for managing public sector
organisations’ risks, including fraud. Each organisation faces a range of fraud risks
specific to its business, from internal and external sources. The Fraud Act 2006
recognises that a criminal offence of fraud arises from causing a loss to an
individual or legal entity through the intentional misdeclaration of information;
knowingly withholding information; or through an abuse of position. The risk of a
given fraud is usually measured by the probability of its occurring and its impact
in monetary and reputational terms should it occur. Fraud can also have other
impacts including undermining the delivery of governm ent policy objectives and
outcomes and physical or societal harm.

A4.9.2. In broad terms, managing the risk of fraud involves:
e assessing the organisation’s overall vulnerability to fraud
e identifying the areas most vulnerable to fraud risk
e evaluating the scale of fraud risk
e responding to fraud risk
e detecting fraud
e measuring the effectiveness of the fraud risk strategy
e reporting fraud.

A4.9.3. The most effective way to manage the risk of fraud is to prevent it from
happening by developing an effective anti-fraud culture.

A4.9.4. For guidance on all these areas, see Tackling Internal Fraud 70 and Tackling
External Fraud”.

Assessing vulnerability to fraud

A4.9.5. Each organisation shall identify and assess at different levels how it might
be vulnerable to fraud with reference to the government standards for Fraud Risk
Assessment. Fraud should be always considered as a risk for the departments’ risk
register.

Evaluating the scale of fraud risk

A4.9.6. For any new major area of spend, departments shall assess the risk of and
impact from fraud at the outset when the spending is being proposed. This shall
identify the potential for fraud and the different impacts that fraud could have for

70 pitp//webarchive nationalarchives.gov.uk/20130129110402/http/Avww.hm -treasury.gov.uk/psr_managing. risk_of fraud.htm

71 httpy//www.nao.org.uk/report/agood-practice -in-tackling-external-fraud-2,
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this spend area. Once spending is approved this shall result in the development
and continued maintenance of a detailed fraud risk assessment.

Responding to fraud risk

A4.9.7. The organisation’s response to fraud risk should be customised to the risks
it faces. Typically it will involve some or all of the following.

e Developing a Fraud Policy Statement, a Fraud Risk Strategy and
a Fraud Response Plan (key documents that every organisation
should have)

e Developing and promoting an anti-fraud culture, maybe through
a clear statement of commitment to ethical behaviour to
promote awareness of fraud. Recruitment screening, training and
maintaining good staff morale can also be important

e Allocating responsibilities for the overall and specific
management of fraud risk so that these processes are integrated
into management

e Establishing cost-effective internal systems of control to prevent
and detect fraud

e Developing the skills and expertise to manage fraud risk
effectively and to respond to fraud effectively when it arises.

e Establishing well publicised avenues for staff and members of the
public to report suspicions of fraud

e Responding quickly and effectively to fraud when it arises

e Establishing systems for investigations into allegations of fraud

e Using the government’s Counter Fraud Function and/or Internal
Audit to advise on fraud risk and drawing on their experience to
strengthen control

e Taking appropriate action (criminal, disciplinary) against
fraudsters and seeking to recover losses

e Continuously evaluating the effectiveness of anti-fraud measures
in reducing fraud

e Working with stakeholders to tackle fraud through intelligence
sharing, joint investigations, etc Having a programme of fraud
risk assessment, and fraud measurement

e Having systems to report to the centre all instances and values of
prevented and detected fraud from across the organisation

e Having metrics with a financial impact based upon prevented
and/or detected fraud against a baseline

e Have a programme to test for, and measure, previously
undetected and unreported fraud.

A4.9.8. It is good practice to measure the effectiveness of actions taken to reduce
the risk of fraud. Assurances about these measures can be obtained from Internal
Audit fraud loss measurement exercises, stewardship reporting, monitoring, or
from other review bodies.

Reporting fraud
A4.9.9. Public sector organisations shall retain records of internal and external

frauds discovered and actions taken, including an assessment of the value of any
losses. They may need to contribute to occasional reports and analysis of frauds.
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These shall be reported to the centre of the government’s Counter Fraud
Function via the Consolidated Data Return.

A4.9.10. Public sector organisations shall also provide the Counter Fraud
Function’s Centre of Expertise with details, of any novel or unusual frauds (or
attempted frauds) so that this information can be shared more widely. Public
sector organisations shall also consider reporting frauds and suspected fraud to
the NAO.

A4.9.11. Where fraud leads to serious loss it may be appropriate to report to
Parliament as set out in Annex 4.10. If criminal investigations are ongoing it may
be necessary to report in a confidential manner so as not to prejudice any
investigation or trial.
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Annex 4.10
Losses and write offs

A410.1. As Parliament does not agree or approve advance provision for potential
future losses when voting money or passing specific legislation, such
transactions when they arise are subject to greater scrutiny and control than
other payments. Public sector organisations should only consider accepting
losses and write-offs after careful appraisal of the facts (including whether all
reasonable action has been taken to effect recovery —see Annex 4.11), and should
be satisfied that there is no feasible alternative. In dealing with individual cases,
departments must always consider the soundness of their internal control
systems, the efficiency with which they have been operated, and take any
necessary steps to put failings right.

A4.10.2. The guidance in this chapter relates to cash and fiscal losses. It is not
intended for losses that do not impact on the fiscal position. For example,
erroneous debit balances that result in an accounting adjustment but not a cash
loss should not be disclosed in the losses statement.

Levels of delegation

A4.10.3. Departments have delegated authority to deal with all losses, unless
there are specific delegations put in place, subject to paragraph A4.10.4. Box
A4.10A provides examples of the different categories of loss.
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Consulting the Treasury

A410.4. When departments identify losses and write-offs, they shall consult the
Treasury, using the guidance in Box A4.10B, irrespective of the amount of money
concerned, if they:
involve important questions of principle
e raise doubts about the effectiveness of existing systems
contain lessons which might be of wider interest
e are novel or contentious
e might create a precedent for other departments in similar
circumstances
e arise because of obscure or ambiguous instructions issued
centrally.

A4.10.5. Similarly, ALBs shall consult their sponsor departments about similar
cases. In turn departments may need to consult the Treasury.

127 :
'M_04508 1




UKGI00043211
UKGI00043211

Notification to Parliament

A4.10.6. Losses shall be brought to Parliament’s attention at the earliest
opportunity, normally by noting the department's annual accounts, whether or
not they may be reduced by subsequent recoveries. For serious losses,
departments should also consider the case for a written statement to
Parliament. Departments shall not hesitate to notify Parliament of any losses
which it would be proper to bring to their attention.

Losses and claims records

A410.7. Public sector organisations shall maintain an up to date record of losses.
The record shall show:
e the nature, gross amount (or estimate where an accurate value is
unavailable), and cause of each loss
e the action taken, total recoveries and date of write-off where
appropriate
e the annual accounts in which each loss is to be noted .

A4.10.8. A losses statement is required in annual accounts where total losses
exceed £300,000. Individual losses of more than £300,000 should be noted
separately. Losses shall be reported on an accruals basis.

A410.9. Where efforts are still being made to secure recovery of cash losses
formally written off, charged to the accounts and noted, public sector
organisations shall consider including them in a record of claims to ensure that
recovery is not overlooked.

Accounting for cash losses

A410.10. Cash losses may initially be accounted for as debtors in annual accounts
pending recovery or write -off.

A410.71. When a department incurs a cash loss it shall charge it to the
appropriate budget subhead in the Estimate, and for accounts recognise the
cost in accordance with the FReM.

A410.12. Where a cash loss is wholly or partly recovered by reducing the amounts
of pay or pension72 which would otherwise be due, or under statutory or other
specific powers73, only the resulting outstanding balance is treated as a loss to be
written off. The sum(s) are charged to the relevant budget boundary as if they
had been paid to the individual concerned who then used the money to pay the
claim.

A4.10.13. Similarly, where the loss is wholly or partly met by voluntary payments
by the person responsible or by a payment from an insurance company or other
non-public source, only the net loss is written off. If, however, there are no powers

72 Tax must be deducted from pay or pension subject to PAYE withheld in settlement of a loss, to arrive at the amount
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to apply the sums withheld by non-issue of pay etc, the gross amount of the loss
is written off.

A410.14. Generally, no note is necessary if the net loss is nil by the time the
annual accounts are finalised. There may, however, be exceptions (e.g. losses
arising from culpable causes) where the circumstances of the loss are such as to
make it proper to bring them to the notice of Parliament by inclusion in the
Losses Statement.

Store losses

A4.10.15. Stores losses are, in effect, money spent without the authority of
Parliament. In establishing the amount of the loss, and hence whether the
annual account shall be noted, the net value of the loss after crediting any sums
recovered will be the determining factor.

A4.10.76. Losses of stores arising from culpable causes shall be noted in
departmental records, in accordance with normal practice. Such losses shall also
be noted in the annual account, to ensure that such losses are brought to the
attention of Parliament in the appropriate manner, and to aid departmental
management in managing and accounting for stores.

A4.10.17. Where there is an identifiable claim against some person, the loss need
not be noted immediately. However, if the department subsequently decides to
waive the claim, or finds that it cannot be presented or enforced, the loss should
be treated as an abandoned claim (see paragraph A.4.10.245 and noted
accordingly.

A410.18. Any loss recoverable from a third party, where a decision is taken to
waive recovery because of a knock for knock agreement, shall be noted as a
stores loss.

A410.19. Where stores are to be written off, gifted, or transferred to other
departments, they should be valued in accordance with the FReM, unless
circumstances justify exceptional treatment, or other arrangements have been
agreed74,

Fruitless payments

A4.10.20. A fruitless payment is a payment which cannot be avoided because the
recipient is entitled to it even though nothing of use to the department will be
received in return. Some examples are in box A4.10C.

A410.21. As fruitless payments will be legally due to the recipient, they are not
regarded as special payments. However, as due benefit has not been received in
return, they shall be treated as losses, and brought to the attention of Parliament
in the same way as stores losses.

74 stores held by the Ministry of Defence may be valued according to their estimated supply price.
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Constructive losses

A4.10.22. A constructive loss is a similar form of payment to stores losses and
fruitless payments, but one where procurement action itself caused the loss. For
example, stores or services might be correctly ordered, delivered or provided,
then paid for as correct; but later, perhaps because of a change of policy, they
might prove not to be needed or to be less useful than when the order was
placed.

A4.10.23. Constructive losses need not be noted in the Losses Statement in the
annual accounts unless they are significant.

Claims waived or abandoned

A410.24. Losses may arise if claims are waived or abandoned because, though
properly made, it is decided not to present or pursue them. Some examples are
in box A4.10D.

A4.10.25. The following should not be treated as claims waived or abandoned.

e any claims wrongly identified or presented, whether in error or
otherwise. A claim should not, however, be regarded as
withdrawn where there is doubt as to whether it would succeed
if pursued in a court of law, or if the liability of the debtor has not
or cannot be accurately assessed

e waivers or remission of tax. HMRC have special rules about
remissions of tax. Departments should consult the Treasury
about treatment when a case arises

e aclaim for a refund of an overpayment which fails or is waived.
This should be regarded as a cash loss.

A410.26. Waivers shall be noted in annual accounts in accordance with the
FReM. In addition:
e aclaim not presented should normally be noted at its original
figure
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e where more than one department is involved, each should note
its records to the extent of its interest, without attempting
spurious accuracy.

A410.27. There is no need to note annual accounts if claims between
departments are waived or abandoned. These are domestic matters.
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Annex 4.11
Overpayments

A4111. Even good payment systems sometimes go wrong. Most organisations
responsible for making payments will sometimes discover that they have made
overpayments in error. In principle public sector organisations should always
pursue recovery of overpayments, irrespective of how they came to be made. In
practice, however, there will be both practical and legal limits to how cases
should be handled. So each case should be dealt with on its merits. Some
overpayment scenarios are outlined in box A411A. Where recovery of
overpayments is not pursued the guidance in annex A4.10 shall be followed.
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A411.2. When deciding on appropriate action, taking legal advice, organisations
should consider:
e the type of overpayment
e whether the recipient accepted the money in good or bad faith
e the cost-effectiveness of recovery action (either in house or using
external companies). Advice that a particular course of action
appears to offer good value may not be conclusive since it may
not take account of the wider public interest
e any relevant personal circumstances of the payee, including
defences against recovery
e the length of time since the payment in question was made; and
e the need to deal equitably with overpayments to a group of
people in similar circumstances.

A4113. It is good practice to consider routinely whether particular cases reveal
concerns about the soundness of the control systems and their operation. It is
important to put failings right.

Payments made without parliamentary authority

A411.4. Sometimes overpayments are made using specific legal powers but
making mistakes of fact or law. These are legally recoverable, subject to the
provisions of the Limitation Acts and other defences against recovery (see
below). The presumption should always be that recovery should be pursued,
irrespective of the circumstances in which it arose.

Good faith

A4115. The decision on how far recovery of an overpayment should be pursued in
a particular case will be influenced by whether the recipient has acted in good or
bad faith:
e where recipients of overpayments have acted in good faith, e.g.
genuinely believing that the payment was right, they may be
able to use this as a defence (though good faith alone is not a
sufficient defence)
e where recipients of overpayments have acted in bad faith,
recovery of the full amount overpaid should always be sought.

A4.11.6. Recipients may be inferred to have acted in bad faith if they have wilfully
suppressed material facts or otherwise failed to give timely, accurate and
complete information affecting the amount payable. Other cases, e.g. those
involving recipients’ carelessness, may require judgement. And some cases may
involve such obvious error, e.g. where an amount stated is very different from
that paid, that no recipient could reasonably claim to have acted in go od faith.
A411.7. In forming a judgement about whether payments have been received in
good faith, due allowance should be made for:
e the complexity of some entitlements, e.g. to pay or benefits
e how far the payment depended on changes in the recipient’s
circumstances of which he or she was obliged to tell the payer
e the extent to which generic information was readily available to
help recipients understand what was likely to be due.
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Fraud

A411.8. If a public sector organisation is satisfied that the circumstances of an
overpayment involved bad faith on the part of the recipient, it should
automatically consider the possibility of fraud in addition to recovery action. For
example, the recipient may have dishonestly given false information or
knowingly failed to disclose information. If there is evidence of fraudulent intent,
prosecution or disciplinary action should be undertaken where appropriate and
practicable. A criminal conviction in such a case will not eliminate the public
debt which had resulted from the overpayment, and so recovery of the debt
should also be pursued by any available means.

Cost-effectiveness

A4.11.9. Public sector organisations should take decisions about their tactics in
seeking recovery in particular cases on the strength of cost benef it analysis of the
options. Decisions not to pursue recovery should be exceptional and taken only
after careful appraisal of the relevant facts, taking into account the legal position.
The option of abating future payments to the recipient should always be
considered.

Defences against recovery

A411.10. Defences which may be claimed against recovery include:
e the length of time since the overpayment was made
e change of position
e estoppel
e good consideration
e hardship.

A411.11. Lapse of time: There can be time limitations on recovery. In England and
Wales, a recipient might plead that a claim is time -barred under the provisions of
the Limitation Acts. Proceedings to recover overpayments must generally be
instituted within six years (twelve years if the claim is against the personal estate
of a deceased person) of discovery of the mistake or the time when the claimant
could, with reasonable diligence, have discovered it.

A411.12. When public sector organisations claim against a private sector
organisation or people who ignore or dispute the claim, the organisation should
take legal advice about proceeding with the claim in good time so that it does
not become time barred.

A41113. If someone claims that they have overpaid a public sector organisation,
they should be told promptly if the claim is time barred. But if, on its merits, the
recipient organisation decides that there is a case for an ex -gratia payment, it
should obtain Treasury consent if the amount involved is outside the
organisation’s delegated powers. Similarly, there may be a case for ex gratia
payments to make good underpayments to government employees unless they
were dilatory in making their claims.

A411.14. Change of position: The recipient of an overpayment may seek to rely
on change of position if he or she has in good faith reacted to the overpayment
by relying on it to change their lifestyle. It might then be inequitable to seek to
recover the full amount of the overpayment. The paying organisation’s reaction
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should depend on the facts of the case. The onus is on the recipient to show that
it would be unfair to repay the money. This defence is difficult to demonstrate.

A4 1115, Estoppel: A recipient who has changed his or her position may also be
able to rely on the rule of evidence estoppel if the paying organisation misled the
recipient about his or her entitlement, even if the overpayment was caused by a
fault on the part of the recipient. However, a mistaken payment will not normally
of itself constitute a representation that the payee can keep it. There must
normally be some further indication of the recipient's supposed title other than
the mere fact of payment.

A4.11.16. The paying organisation can be prevented from recovery even where it
has made no positive statement to the payee that the latter is entitled to the
money received. If, following a demand for repayment, the recipient can give
reasons why repayment should not be made, then silence from paying
organisation would almost certainly entitle the recipient to conclude that the
reply was satisfactory and that he or she could keep t he money.

A41117. It is essential for public sector organisations to seek legal advice where
change of position or estoppel is offered as defence against recovery.

A4.11.18. Good consideration: Another possible defence against recovery is where
someone makes a payment for g ood consideration, i.e. where the recipient gives
something in return for the payment. For example, payment might be made to
discharge a debt; or where the payment is part of a compromise to deal with an
honest claim. If such payments are later found to be more than was strictly due,
the extent to which the paying organisation was acting in good faith should be
taken into account.

A4.11.19. Hardship: Public sector organisations may waive recovery of
overpayments where it is demonstrated that recovery would cause hard ship. But
hardship should not be confused with inconvenience. Where the recipient has
no entitlement, repayment does not in itself amount to hardship, especially if the
overpayment was discovered quickly. Acceptable pleas of hardship should be
supported by reasonable evidence that the recovery action proposed by the
paying organisation would be detrimental to the welfare of the debtor or the
debtor's family. Hardship is not necessarily limited to financial hardship; public
sector organisations may waive recovery of overpayments where recovery would
be detrimental to the mental welfare of the debtor or the debtor's family. Again,
such hardship must be demonstrated by evidence.

Collective overpayments

A411.20. If a group of people have all been overpaid as a result of the same
mistake, the recipients should be treated in the same way. However, that does
not mean that recovery of all such overpayments should be automatically
written off. For example, it may be legitimate to continue to effect recovery from
those who have offered to repay, or some may not be subject to the same level of
hardship.

A4.11.21. Public sector organisations should decide how best to handle collective
overpayments so that they do not inhibit the maximum recovery possible. If it is
deemed impractical to pursue recovery from some members of an equivalent
group, there should be no inhibition on pursuing others who may be able to pay.

135
'M_045081




UKGI00043211
UKGI00043211

There is no obligation to inform the group generally about what action is being
taken against particular members since all have the same legal obligation. Any
differential treatment should be based on advice.

A411.22. If a public sector organisation is minded to forgo recovery of the whole
or any part of a collective overpayment, it should consult the Treasury (or its
sponsor department, as the case may be) before telling the recipients of the
overpayments. The Treasury will need to be satisfied that a collective waiver is
defensible in the public interest or as value for money. And a ny such waivers
should be exceptional.
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Annex 4.12
Gifts

A412.1. A gift is something voluntarily donated, with no preconditions and
without the expectation of any return. In this document, the term gift includes all
transactions which are economically indistinguishable from gifts: see box A4.12A.
It is also important to be clear about transactions which do not score as gifts. For
example:

e transfers of assets between government departme nts should
generally be at full current market value; assets transferred
under a transfer of functions order to implement a machinery of
government change are generally made at no charge. In neither
case are such transfers regarded as gifts

e grants and grants-in-aid are not gifts as they are made under
legislation, subject to conditions, with some expectation that the
government will receive value through the furtherance of its
policy objectives

e grantsin kind that are part of a planned programme of HMG
support for an organisation or third country (for example, the
provision of equipment in official development assistance
projects). Again, there is an expectation that the government will
receive value through the furtherance of its policy objectives in
precisely the same way as with financial support to a partner
organisation or the direct delivery of projects by government.
Such grants in kind will normally be made under the same
legislation that supports other parts of the programme
concerned and the purchase of the equipment concerned will
typically have been financed through provision in the
department’s Estimate.
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Approval

A4.12.2. Treasury approval is needed for all gifts valued at more than £300,000,
and any other gifts not covered by a department's or ALB’s delegated authorities.
ALBs shall consult their sponsor departments about gifts.

A4.12.3. The written ministerial statement (WMS) and departmental minute must
then be laid before the House of Commmons, on the same day, at least fourteen
parliamentary sitting days before the department proposes to make the gift. In
cases of special urgency, it is permissible, exceptionally, for all or part of the
fourteen day notice period to fall during an adjournment or recess, or for a
shorter notice period to be given. In such cases, with Treasury approval, the
reasons for urgency shall be explained.

A412.4. The WMS and minute must contain the standard opening and closing
paragraphs in box A4.12B. These terms have the PAC’'s endorsement and can be
changed only with Treasury approval.

fB@x A4, 12B: standard paragraphs fo‘rvvmtten mmrsteriaf statement and

f'yy'WlthheId pendmg’ahkexamm'atlon ofthe objectlon; /

A412.5 The WMS and minute shall also set out briefly the nature of the gift, its
value, the circumstances in which it is being given, and the recipient. Where the
gift is to be replaced, information about the cost and nature of the replacement,
when it is expected to be acquired, and the Estimate to which the expenditure
will be charged should be included. In the case of non-voted expenditure, the
account to which the replacement cost will be charged should be quoted.

Parliamentary objections
A412.6. Members of Parliament may object to gifts by letter, Parliamentary

Question or through an Early Day Motion. In such cases, departments may wish
to advise their ministers to take the initiative by making contact with the MP
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concerned. This may be particularly appropriate if it is proposed to make the gift
urgently or promptly on expiry of the waiting period.

A412.7. Where an objection is raised, the gift shall not normally be made until the
objection has been answered. In the case of an Early Day Motion, the MP should
be given an opportunity to make a direct personal representation to the Minister.
The Treasury shall be notified of the outcome of any representations made by
MPs.

Noting annual accounts

A4.12.8. Annual accounts shall include a note on gifts made by departments if
their total value exceeds £300,000. Gifts with a value of more than £300,000 shall
be noted individually, with a reference to the appropriate WMS and
departmental minute. Exceptionally, where gifts are made between government
departments, the receiving department shall note in its accounts, not the donor.

Gifts received

A4129. Departments shall maintain a register detailing gifts they have received,
their estimated value and what happened to them (whether they were retained,
disposed of, etc). Gifts received need not be noted in accounts unless the
Treasury or department concerned considers there is a special need for them to
be brought to Parliament's attention.

A4.12.10. Donations, sponsorship or contributions, e.g. from developers shall also
be treated as gifts.

A412.11. When offered services on a gratuitous basis, accounting officers should
consider the potential for such services to give rise to future expenditure, as well
as anti- competitiveness risks and propriety issues more broadly.

A41212. For example, if services may be withdrawn in the future either at the
discretion of the supplier or in the event of the supplier entering insolvency it
may lead to a pressure to continue provide such services on fee paying basis in
the future. It may also be that the provision of services may lead to an
incumbency benefit for the supplier that put them at competitive advantage in
any future procurement.

A4.12.13. The fact there are no upfronts costs to a proposal does not relieve the
accounting officer of the need to consider future costs or the need for Treasury
consent for novel contentious or repercussive transact ions.
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Annex 4.13
Special payments

ﬁ;’This annex explains how public sector orga msatlons should approach current .
_transactions outside the usual planned range. It is. often r gh’c or essential, to con >ult .
the Treasury beforehand In some cases, it is also impor tant to nottfy Parhament '

A413.1. In voting money or passing specific legislation, Parliament does not and
cannot approve special payments outside the normal range of departmental activity.
Such transactions are therefore subject to greater control than other pay ments.

A413.2. Departments should authorise special payments only after careful appraisal of
the facts and when satisfied that the best course has been identified. It is good
practice to consider routinely whether particular cases reveal concerns about the
soundness of the control systems; and whether they have been respected as
expected. It is also important to take any necessary steps to put failings right.

A4133. Arm's length bodies should operate to similar standards as departments
unless there are good reasons to the contrary, e.g. overriding requirements of the
statutory framework for Companies Act companies. Departments should ensure that
their oversight arrangements (see chapter 7) enable them to be satisfied that their
arm'’s length bodies observe the standards.

Dealing with special payments

A413.4. Departments must always consult the Treasury about special payments
unless there are specific agreed delegation arrangements in place (See Annex 2.2). So
a department should seek Treasury approval, for any special payment for which it has
no delegated authority, or which exceeds its authority.

A4.13.5. For the avoidance of doubt, Treasury approval shall be sought before the offer
of the special payment is made. If appropriate departments may seek a negotiation
mandate in advance based on their assessment of a likely outcome.

A4.13.6. ALBs shall consult their sponsor departments in comparable circumstances.
In turn, the department may need to consult the Treasury.

A413.7. The special payments on which the Treasury may need to be consulted are
summarised in box A4.13A. The list is not exclusive. If a department is in doubt, it is
usually better to consult the Treasury.

A413.8. In particular, it is important to consult the Treasury about any cases,
irrespective of delegations, which:

e involve important questions of principle

e raise doubts about the effectiveness of existing systems

e contain lessons which might be of wider interest might create a

precedent for other departments;
e may be deemed novel, contentious, or repercussive
e arise because of obscure or ambiguous instructions issued centrally .
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A4139. The Treasury does not condemn all special payments out of hand. Each needs
to be justified properly in the public interest against the key public sector principles
set out in Chapter 1, box 1.1, with particular emphasis on value for money since there is
no legal liability. Any proposal to keep a special payment confidential must be
justified especially carefully since confidentiality could appear to mask underhand
dealing. Also financial reporting requirements and Freedom of Information legislation
should be complied with. The Treasury's bottom line is usually to ask the department
to establish that the responsible accounting officer(s) would feel able to justify the
proposed payment in Parliament if challenged.

A413.10. Departments shall also consult the Treasury about proposals for special
payments above the relevant delegated limits. They should explain:

the nature and circumstances of the case

the amount involved

the legal advice, where appropriate

the management procedures followed an assessment of the value for
money of the case

any non-financial aspects

e whether the case in question could have wider impact.
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Severance payments

A4.13.11. Special severance payments when staff leave public service employment
should be exceptional. They always require Treasury approval because they are
usually novel, contentious and potentially repercussive. So departments shall always
consult the Treasury in advance when considering a special severance payment.

A41312. The Treasury adopts a sceptical approach to proposals for special severance
settlements, in particular:

e precedents from other parts of the public sector may not be a reliable
guide in any given case

e legal advice that a particular severance payment appears to offer
good value for the employer may not be conclusive since such advice
may not take account of the wider public interest;

e even if the cost of defeating an apparently frivolous or vexatious
appeal will exceed the likely cost of that particular settlement to the
employer, it may still be desirable to take the case to formal
proceeding;

e winning such cases demonstrates that the government does not
reward failure and should enhance the employer’'s reputation for
prudent use of public funds.

A4.1313. Severance payments will only be approved where they provide value for
money for the Exchequer as a whole, rather than simply for the body concerned.

A41314. Departments shall not treat special severance as a soft option, e.g. to avoid
management action, disciplinary processes, unwelcome publicity or reputational
damage. Box A4.13B sets out the factors the Treasury needs to evaluate in dealing
with special severance cases.

A41315. It is important to ensure that Treasury approval is sought before any offers,
whether oral or in writing, are made. A proforma for seeking Treasury approval is
available7s.

A413.16. Departments and their ALBs are also required to seek ministerial approval
(including the approval of the Minister for the Cabinet Office) of confidentiality
clauses in certain circumstances. Cabinet Office guidance on the use and approval of
such agreements is also available7e,

'~"Box A41BB factors to conssder in speczai severancecases ‘

/Any case for specta severance put t ;the Treasu ry

‘any scope for reference to a tribunal with its potential consequences, including
ithe legal assessment of the orgamsatlon s chances ofvvmmng or iosmg the caseﬂ“
. anc hkeiy scale of any award ~

75 hitps//www.aov.uk/government/publications/managing -public-mone

76 hitps//www.gov.uk/government/publications/civil -service-settlement-agreements-special-severance-payments-and-confidentiality -

142
'M_045081

clauses




UKGI00043211
UKGI00043211

the management procedures fo!lowed

A413.17. Particular care should be taken to:

e avoid unnecessary delays which might lead to greater severance
payments than might otherwise be merited

e avoid offering the employee concerned consultancy work after
severance unless best value for money can be demonstrated and the
proposal is in line with Cabinet Office approvals and controls 77

e ensure any undertakings about confidentiality leave severance
transactions open to adequate public scrutiny, including by the NAO
and the PAC

e ensure special severance payments to senior staff are transparent
and negotiated avoiding conflicts of interest

A4.13.18. Organisations seeking retrospective Treasury approval for special severance
payments should not take it for granted that approval will be provided, since such
payments usually appear to reward failure and set a poor example for the public
sector generally. Requests for retrospective approval will be considered as if the
request had been made at the proper time and should contain the same level of
detail as if the case had been brought to the Treasury in advance.

Retention payments

A41319. Retention payments, designed to encourage staff to delay their departures,
particularly where transformations of ALBs are being negotiated, are also classified as
novel and contentious. Such payments always require explicit Treasury approval,
whether proposed in individual cases or in groups. Treasury approval must be
obtained before any commitment, whether oral or in writing, is made.

A4.13.20. Organisations considering proposals for retention payments should subject
them to strict value for money analysis. Sponsor departments shall submit a business
case to the Treasury, supported by market evidence, togeth er with an evaluation of
the risks and costs of alternative options. The Treasury will always be sceptical of
whether they are necessary.

Reporting

A413.21. As Parliament does not provide for special payments when voting Estimates
or passing specific legislation, special payments shall be brought to Parliament's

77 hitps//wwwr.gov.uk/government/publications/cabinet -office-controls
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attention, usually through a note in the organisation’s account. Any special severance
payments for senior staff will in any case be itemised in annual accounts.

A4.13.22. Notification is separate from accounting treatment, which will depend on
the nature of the special payment. Special payments shall be noted in the accounts
even if they may be reduced by subsequent recoveries.

A413.235. Special payments shall be noted in annual accounts where the total value
exceeds £300,000. Individual payments of more than £300,000 shall be noted
separately.

Reporting to Cabinet Office

A413.24. Departments and their ALBs are required to report to the Minister for the
Cabinet Office on a quarterly basis any special severance payment made in
connection with the termination of employment. These returns will enable Cabinet
Office to provide assurance on whether the use of special severance payments across
the Civil Service is both proportionate and appropriate, including the use of any
confidentiality clauses alongside such payments. A pro forma is available 78.

A413.25. Civil Service-wide data on special severance payments will be published
annually by the Cabinet Office.

78 hitps//www.gov.uk/government/publications/civil -service-settlement-agreements-special-severance -payments-and-confidentiality-

clauses
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Annex 4.14
Remedy

r'IGI'S
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Dealing with complaints

A414.]. Public sector organisations should operate clear accessible complaints
procedures. They are a valuable source of feedback which can help shed light on the
quality of service provided, and in particular how well it matches up to policy
intentions. So all complaints should be investigated. The Parliamentary and Health
Service Ombudsman (PHSO) has published Principles of good complaint ha ndling7e
to help public bodies when dealing with complaints. Systems for dealing with
complaints should operate promptly and consistently. Those making complaints
should be told how quickly their complaints can be processed. Where groups of
complaints raise common issues, the remedies offered should be fair, consistent and
proportionate.

A4.14.2. Public sector organisations should seek to learn from their complaints. If an
internal or external review, or a PHSO investigation, shows there are systemic faults,
defective systems or procedures should be overhauled and corrected.

Remedies

A414.3. As section 4.11 explains, when public sector organisations have caused
injustice or hardship because of maladministration or service failure, they should
consider:

e providing remedies so that, as far as reasonably possible, they restore
the wronged party to the position that they would be in had things
been done correctly, and

e whether policies and procedures need change, to prevent the failure
reoccurring.

The remedies available

A414.4. Remedies can take a variety of forms, including (alone or in combination):

79 hitp//www.ombudsman.org.uk/improving -public-service/ombudsmanspr inciples/principles -of-good-complaint-handling -full
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e an apology

e an explanation

e correction of the error or other remedial action

e an undertaking to improve procedures or systems; or

e financial payments, e.g. one-off or as part of a structured settlement.

A414.5. Financial remedies for individual cases are normally ex gratia payments.
Where a pattern develops, and a number of cases raising similar points need to be
dealt with, it may make sense to develop an extra statutory scheme (see annex 4.13) . If
any such scheme seems likely to persist, the organisation concerned should consider
whether to bring forward legislation to set it on a statutory footing (see sections 2.5
and 2.6).

Designing remedies

A414.6. The normal approach to complaints where no financial payment is called for
is to offer an apology and an explanation. This may be a sufficient and appropriate
response in itself. People complaining may also want reassurance that mistakes will
not be repeated.

A414.7. It may be more difficult to judge whether financial compensation is called for,
and if so how much, especially if there is no measurable financial detriment. Great
care should be taken in designing financial compensation schemes since they may
set expensive precedents.

A414.8. Where financial remedies are identified as the right approach to service
failure, they should be fair, reasonable and proportionate to the damage suffered by
those complaining. Financial remedies should not, however, allow recipients to gain a
financial advantage compared to what would have happened with no service failure.
Consideration should always be given by the public sector organisation that the
circumstances of a complaint do not involve bad faith on the part of the complainant,
and the possibility of fraudulent intent.

A4.14.9. Public sector organisations deciding on financial remedies should take into
account all the relevant factors. Some which are often worth considering are outlined
in box A4.14A. The list may not be exhaustive.
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A4.14.70. If a compensation payment includes an element because the person
complaining has had to wait for their award, it should be calculated as simple interest.
The interest rate to be applied should be appropriate to the circumstances and
defensible against the facts. Some rates worth considering are the rate HMRC pays on
tax repayments and the rate used in court settlements.

A4.14.11. When a public sector organisation recognises that it needs a scheme for a set
of similar or connected claims after maladministration or service failure, it should
ensure that the arrangements chosen deal with all potential claimants equitably. It is
important that such schemes take into account the PHSO's Principles of good
administrationgo. They must be well designed since costs can escalate if a problem
turns out to be more extensive than initially expected.

A414.72. If those seeking compensation have suffered injustice or hardship in a way
which is likely to persist, it may not be appropriate to pay compensation as a lump
sum. Instead it may make sense to award a structured settlement with periodic (e.g.
monthly or annual) payments. Public sector organisations considering such
settlements should seek both legal and actuarial advice in drawing them up.

A414.13. Essentially, designing a compensation scheme is no different from designing
other services. Good management, efficiency, effectiveness and value for money are
key goals (see Chapter 4). Some specific issues which may require special care for
compensation schemes are outlined in box A4.14B.

80 hitp//www.ombudsman.org.uk/improving -public-service/ombudsmansprinciples/principles -of-good-administration
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Consulting the Treasury

A41414. When considering making individual remedy payments, departments need
to consult the Treasury (and sponsored bodies need to consult their sponsor
departments) about cases which:
o falls outside their delegated authorities;
e raises novel or contentious issues
e could set a potentially expensive precedent or cause repercussions
for other public sector organisations.

A4.14.15. Public sector organisations developing schemes to pay remedies should
consult the Treasury before finalising them. Proposed schemes drawn up in response
to a PHSO recommendation also require Cabinet Office approval. Once a scheme is
agreed, it is only necessary to consult the Treasury further about cases outside the
agreed boundaries for the scheme, or the delegated authority applying to it.

Reporting ex gratia payments

A414.6. Departments should ensure that ex gratia payments have Estimate cover,
and that the ambit of the vote concerned is wide enough for the purpose. Ex gratia
payments score as special payments in departments’ accounts. Departments and
agencies should include summary information on compensation payments arising
from maladministration in their annual reports.
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Annex 4.15
Asset management

"management strategy underpmned by a rehable and up to date asset regnster. .
The board should revnew the strate yfannL ally as part of the corp Drate or .

| business plan.

A4.15.1. Accounting officers of public sector organisations are responsible for
managing their assets. This aspect of financial management covers the
acquisition, use, maintenance, and disposal of assets for the benefit of the
organisations and indeed for the Exchequer as whole.

A4.15.2. Each organisation needs to have a clear grasp of:

e the content of its current assets base

e the assets it needs to deliver efficient, cost-effective public
services

e what this means for asset acquisition, use, maintenance,
renewal, upgrade and disposal

e whether any gains could be achieved by working with other
public sector organisations

e how use of assets fits within the corporate plan.

A415.3. Normally, these responsibilities will be dispersed in an organisation
through a system of delegations with appropriate reporting arrangements.
Similarly, departments should ensure that each of their sponsored organisations
has equivalent arrangements.

Asset registers

A415.4. It is good practice for each organisation to draw up, and keep up to date,
a register of all the assets it owns and uses. This will usually be needed for
preparation of its financial accounts. It is also essential to undertake regular stock
taking of the organisation’s current assets base and thus for planning change.

A4155. The assets on an organisation’s register should include both tangible and
intangible assets, covering both owned assets and assets under its legal control
such as leased or private finance assets. Box A.4.15A lists the main groups of
assets but is not exhaustive. Each organisation should decide on a meaningful
valuation threshold in line with best practice.

A4.15.6. In drawing up the asset register, particular care should be taken with two
sorts of asset:

e attractive items, such as works of art and items similarly
susceptible to theft. These may be included even if they are
below the valuation threshold, in line with guidance provided by
the Government Art Collection
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e investments in the form of debentures and shares in commercial
companies. These should be checked at least annually

Asset management strategies

A4157. The asset management strategy of a public sector organisation should
be integrated into its corporate and annual business plans. It should thus be
possible to help plan change in asset use or deployment when necessary. Box
A.4.15B suggests some key steps. The organisation’s board should take stock of
progress in delivering its asset management strategy from time to time, and at
least annually.
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A4.15.8. Knowledge assets (also known as intangible assets, some examples of
which are listed above in Box A4.15A) should be considered as part of a public
sector organisation’s asset management strategy. Proper management of such
assets is essential for the efficient and effective use of resources within public
sector organisations, and it is therefore important that organisations are able to
identify, protect, and maximise the value of these assets. To assist with this,
government has published guidance to support organisations and clarify best
practice for public sector knowledge asset management , and recommends that
organisations:
o develop a strategy for managing their knowledge assets, as part
of their wider asset management strategy
e appoint a Senior Responsible Owner for knowledge assets who
has clear responsibility for the organisation’s knowledge asset
management strategy.

Efficiency improvements

A4.15.9. Efficiency in the use of workspace may make it possible for a public
sector organisation to occupy less space. It is good practice to dispose of surplus
property, or to share accommodation on the civil estate with other public sector
organisations where this is practicable. It may be necessary to consider a budget
transfer between organisations, with Treasury consent, to help meet the initial
relocation costs.

A41510. Prior to marketing any land or building asset, public sector organisations
should also make use of the following:
¢ the Cabinet Office’s National Property Controls which detail the
rules on lease extensions, lease renewals, acquisitions, disposals
as well as required space standards associated with major
refurbishments of buildings
e the Register of Surplus Land, part of ePIMS (electronic Property
Management Information Mapping Service), a mandatory
central database recording information on the civil estate. The
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data base does not cover leasehold property with less than 99
years outstanding

e the Civil Estate Occupancy Agreement governing relationships
among Crown bodies sharing accommodation and the Civil
Estate Coordination Protocol which is designed to improve the
planning, acquisition, management, rationalisation and disposal
of property and other workspace on the civil estate

e latest guidance and advice available from the Government
Property Unit.

Asset sales

A4.1511. When undertaking an asset sale, departments shall follow the Asset Sales
Disclosure Guidance. The guidance requires government departments to disclose
the impacts of an asset sale on Public Sector Net Borrowing (PSNB), Public S ector
Net Debt (PSND), Public Sector Net Financial Liabilities (PSNFL) and Public Sector
Net Liabilities (PSNL), as well as disclosing the proceeds and whether the sale was
above, within or below the retention value range. Departments shall also include
a rationale for the sale, as well as justification for its format and timing, and
include these alongside the impacts in a Written Ministerial Statement laid in
Parliament after the sale.

Transfer of property

A4.1512. Public sector organisations may transfer property among themselves
without placing the asset on the open market, provided they do so at market
prices and in appropriate circumstances. They should follow the guidelines in box
A415C.
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A41513. Sometimes transfers of assets result from machinery of government
changes. The relevant legislation (e.g. a transfer of functions order) should
prescribe the terms of any such transfers.

A41514. In certain limited circumstances overage provisions can be considered.
The circumstances where overage is acceptable are:
e where the property is sold to a private developer for housing
development
e thereis arealistic prospect that selling will improve the outcome
for housing policy, e.g. by creating an aggregated composite site
e the accounting officers of the relevant public sector organisations
are convinced that, in this transaction, overage offers value for
money for the Exchequer as a whole
e the Treasury agrees (these transaction are always novel and
contentious)

A41515. In addition, the overage provisions may be agreed by a central
government purchaser of pro perty where it is a condition of the sale of that
property by a local government or devolved administration body. In all cases the
purchase must represent value for money for the Exchequer as a whole and
Treasury consent shall be sought.

Disposal of property and land assets

A4.15.16. Public sector organisations should take professional advice when
disposing of land and property assets. Some key guidelines are in box A4.15D.

made good by that d partment instead and tent;al[y scored as a grant to the .

A4.1517. Sometimes private finance projects involve disposals. Each such case
should be evaluated as part of the private finance project, with due attention to
the need to secure good value for money. Further guidance is an annex 7.4.

A4.15.18. Public sector organisations which make grants to third parties for the
acquisition of assets should normally include a clawback condition under which
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they can recoup the proceeds if the recipient of the grant later sells the asset.
There is some scope for flexibility in this discipline: see annex 5.2.

A4.15.19. Disposals to charities require particular care. Their trust deeds sometimes
place restrictions on how they may use their assets. It is good practice to consider
the possible disposal of assets by such recipients before making gifts to them.

Economic infrastructure assets

A4.1520. Managing economic infrastructure affects the quality of delivery of
services. It is also central to achievement of the national infrastructure goals
detailed in the National Infrastructure Plan. These factors need to be incorporated
into the business plans and objectives of public sector organisations which hold,
use and manage such assets.

A4.15.21. Good asset management of economic infrastructure thus calls for the
responsible organisations to coordinate their own and their stakeholders’
objectives. Sometimes securing value for money for the taxpayer means
compromise between cost, risks, opportunities and performance. Finding the
right solution can affect organisations’ long-term plans, their prioritisation of
resources and work to achieve realism in stakeholder expectations, as set out in
the National Infrastructure Plan.

Central asset registers

A41522. From time to time government gathers information in order to publish a
national assets register. Central government organisations and NHS bodies
should supply the information on their assets when requested.

A4.15.23. Under Crown copyright policy, certain public sector organisations are
required to supply details for the official bibliographic database. See annex 6.2 for
further details.

Digest of guidance

Government’s Estate Strategy: delivering a modern estate —
https//Mwww.gov.uk/government/publications/government -estate-strategy-2018

Common Minimum Standards for Construction -
https//Mwww.gov.uk/government/publications/common -minimum-standards-for-
construction

Property disposal - https://www.gov.uk/government/publications/guide -for-the-
disposal-of-surplus-government-land

Crichel Down rules - offering land and property acquired by the public sector
back for former owners -
https://Mmww.gov.uk/government/publications/compulsory-purchase-process-
and-the-crichel-down-rules-guidance#historyC

Disposal of Heritage Assets — https:/historicengland.org.uk/images-
books/publications/disposal-heritage-assets/quidance-disposals-final-jun-10/
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Annex 5.1
Grants

This annex sets out how government departments should arrange and control

grants, including to arm'’s length bodies such as NDPBs.

A511. Central government departments normally offer two kinds of financial
support to third parties, using statutory powers:

e grants: made for specific purposes, under statute, and satisfying
specific conditions e.g. about project terms, or with other
detailed control

e grantsin aid: providing more general support, usually for an
NDPB, with fewer specific, but more general control s on the
body, and less oversight by the funder.

A5.1.2. Grants should not be confused with contracts. A public sector organisation
funds by grant as a matter of policy, not in return for services provided under
contract.

Payment

A5.1.3. Grants shall be paid on evidence of need or qualification, depending on
the terms of the grant scheme. For example:
e therecipient may need to demonstrate financial viability and
delivery capability
e the recipient may need to submit a claim with evidence of
eligibility
e the recipient may need to show that it meets the conditions of
the scheme, e.g. a farmer may need to disclose details of his or
her business
e there may be a timing condition
e small third sector organisations may need to demonstrate a
clear operational requirement for project funding to be made
before grant is paid.

A51.4. Grants in aid shall also match the recipient’s need. Significant sums should
be phased through the year in instalments designed to echo the recipient’s
expenditure pattern. In this way the recipient organisation need not carry
significant cash balances, which would be an inefficient use of public money.

Control

A515. Payment of both grants and grants in aid normally requires specific
empowering legislation as well as cover in Estimates. There is scope for
temporary ex gratia grant schemes to be financed on the authority of the
Appropriation Act alone provided that the scheme meets the standard

conditions (see section 2.5).
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A51.6. The accounting officer of the funding organisation is responsible for
ensuring that grant recipients are eligible and use the grant in the way
envisaged in the founding legislation, with terms and conditions set out in a
grant funding agreement. For grants in aid, it is usual to arrange this by setting
out terms and conditions in a framework document sent to recipients to explain
their responsibilities. Such framework documents should strike an appropriate
balance among:

e ensuring prudent management of grant in aid funds

e achieving value for money

e assuring funders that grants are used as envisaged

¢ allowing recipients reasonable freedom to take their own

decisions.

A517. However, care needs to be taken as general and wide-ranging conditions
attached to grant in aid can transfer control of a body to a funder for public
sector classification purposes.

AL5.1.8. Accounting officers shall ensure that all grants issued comply with the
Government Functional Standard for grantssl.

A5.1.9. Departments should understand enough about the other sources of a
grant recipient’s income to be satisfied that the same need is not funded twic e,
this should include an internal and cross -government check of grant funding
awards. It is usually essential to segregate inflows from different recipients since
they are usually intended for different purposes.

A51.10. Departments which provide grants of either kind to an arm'’s length body
should document how the recipient is expected to handle the funds. See annex
7.2 for more.

A5.1.11. Departments should ensure that they have adequate assurance
arrangements in place, which take account of an assessment of fraud risk, a nd
that the Comptroller and Auditor General has adequate access rights to grant
recipients.

A5112. A department asked by another part of government to pay a grant to an
external organisation, such as a charity, from its own resources should ensure
that its own accounting officer gives due consideration to the proposal before
funding is committed.

Protecting the Exchequer

AL.113. If public sector organisations provide grants to private sector
organisations to acquire or develop assets, suitable and proportionate steps
should be taken to safeguard both their financial interests and those of the
Exchequer. Donors should consider setting grant conditions designed to ensure
that the Exchequer's interest is not overlooked if the asset is not used as
expected (see annex 5.2).

Endowments

81 httpe//www.gov.uk/government/publications/grants -standards
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A51.14. Grants and grants in aid are normally paid to meet the needs of the
recipients. Exceptionally, there may be a case for funding by way of endowment
or dowry, i.e. a modest one-off grant to enable the recipient to set up a fund from
which to draw down over several years. The recipient should then be able to
make a clean break with the need for support.

A5.115. Departments contemplating such funding arrangements shall consult
the relevant Treasury spending team (and in turn arm’s length bodies shall
consult their sponsor departments) as this form of funding is always novel and
contentious. The Treasury will need to consider the value for money case for this
form of funding, including:
e the opportunity cost of locking public funds into a particular
endowment, using investment appraisal techniques
e the value of the particular programme or project against others.
The Treasury will need to be satisfied that such funding would
not protect any low-value projects or programmes from proper
expenditure scrutiny
e the sustainability of the funded body and whether such funding
will remove future reliance on public funding
e whether there are clear objectives, outputs and outcomes of the
funding
e therisk of further call on public funds.

A5.116. Any such endowment shall:
o reflect genuine need for capital funding that could not be raised
through other methods
e be made only to recipients with the competence to manage the
endowment over time
e avoid skewing public funding away from other projects that
have genuine cash needs.

A5.117. The terms of an endowment shall:
e Dbe clear that the funded body should not subsequently
approach the donor for annual funding
e maintain clear boundaries between the funder and recipient.

AL.118. Endowments shall never be used as a way of bringing expenditure
forward to avoid an underspend. Nor is it acceptable to make a string of
endowment payments to a single recipient instead of taking specific provision in
legislation to pay grants.

A51.19. Endowments are intended for situations where a clear financial break will
be advantageous to both recipient and donor. Normally the recipient will be a
civil society body or equivalent status.
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Annex 5.2

Protecting the Exchequer
interest (clawback)

to buy or improve assets.

AL5.2.1. Endowments are intended for situations where a clear financial break will
be advantageous to both recipient and donor. Normally the recipient will be a
civil society body or equivalent status.

Clawback

AL.2.2. Public sector organisations providing funds to others to acquire or
develop assets should take steps to make sure that public sector funds are used
for the intended purposes for which the grant is made. It is usual to consider
setting conditions on such grants, taking into account the value of the grant, the
use of the asset to be funded and its future value. A standard grant condition is
clawback. This is achieved by setting a condition on the grant that gives the
funding body a charge over the asset so that, if the recipient proposes to sell or
change the use of the asset acquired with the grant, it must:

e consult the funder

e return the grantto the funder

e yield the proceeds of sale (or a specified proportion) to the

funder.

AL5.2.3. However, a charge over the asset is not always essential. Some ground
rules are suggested in box A5.2A.
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AL.2.4. Because funders, recipients and circumstances can vary so much, there is
no single model for clawback. Bespoke terms are often desirable. They should
allow as much flexibility as seems sensible. The aim should be to help recipients
develop and provide services over the longer term while securing value for public
funds. Drawing on the ideas in box 7.2, funders should always settle the terms of
each grant with its recipient at the start of the relationship, consistent with its
objectives.

Designing clawback conditions

AL.25. The design of clawback conditions for a grant should take account of its
circumstances, the underlying policy objective(s) and the funder’'s approach to
risk. A checklist of some common factors to consider is in box A5.2B. Using this
tailored approach can mean different organisations take very different
approaches to the same risks.
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AL5.2.6. In setting terms and conditions for grants, funders should consider what
could happen if things do not proceed as intended, notably what should happen
if:

e the recipient does not behave as expected

e external conditions are very different to plans

the recipient goes into liquidation (e.g. should the funder take
priority over unsecured creditors)

Duration of change

AL.27. It can make sense to relate the funder’s right to clawback to the policy
objectives of making the grant rather than allowing it to persist indefinitely
unchanged. Some policy options are outlined in box A5.2C. If the clawback is linked
to the value of an asset which is likely to appreciate, there is a risk that the recipient
may face a disincentive to participate, so care and sensitivity may be needed.

AL5.2.8. However, it can also make sense to moderate grants conditions by using
terms such as:

e a break clause allowing the funder and recipient to consider
whether the objectives of the funding have been achieved,
triggering the end or reduction of the funder's interest in the asset

e areview clause allowing scope to retain the charge and review the
clawback period if the project has not met the agreed objectives

e releasing the funder’s interest in the asset (and so permitting its
disposal or use as collateral) at the end of the agreed charge or
clawback period.

Box A5 ne opt;ons for‘clawback duratton or. assets as coHateraI

. keym‘g" it to the objectnves of the grant ,

¢ to be dehvered

. relat ngnt tdthe‘petrjo‘d'dveﬁrwhith tﬁé ,iy, , ténde:debyedeﬁfcs :

settlmg c!awback nghts on a decl

;ng scale, e g fallmg to zero by the end ofan‘:;
greed perlod or the . ... , .

. ffyasse’cs seful hfe or by ;'f"t”denvered

. allowmg the remp:ent to 'use as collateral the dlfference between‘the market
- va]ue ofthe asset and the origma} grant .

AL.29. It is common to prohibit recipients from using the assets they acquire or
improve using grants as collateral in borrowing transactions. This is because the
public sector funder might be forced to take up the recipient’s legal liability to
service debt should it fail. However, if a funder agrees that a recipient may use assets
acquired or developed with grants as collateral, it should consider carefully what
conditions it should apply. Some freedom of this kind may help the recipient make
the transition to viability or independence. For example, a funder might allow a
recipient to retain income generated by using spare capacity in the funded asset.

AL5.2.10. But normally it is important for the funder to retain some control over any
use of the funded asset outside the grant conditions. Typically the funder will require
the recipient to obtain the funder's consent before raising funds on any part ofa
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funded asset so long as the clawback period continues. Any further cond itions
should be proportionate, striking a proper balance between encouraging the
recipient to be self-supporting and allowing the recipient to use public funds for its
own purpose.

Enforcing a claim on a funded asset

AL.211. Where appropriate, funders should secure a formal legal charge on funded
assets. This may be particularly important for high -risk projects or to prevent the
funder becoming exposed to assuming the recipient’s debts. It is usual to take a
registered charge on land under the Land Registration Act 2002 and its Rules. If the
recipient is a Companies Act company, it may make sense to secure a registered
charge on the company’s book debts.

AL5.2.12. The form and intended duration of any charge should be recorded in the
founding documents charting the relationship between the funder and recipient.
Both parties will need legal advice, e.g. covering the statutory background) and on
how the charge would be enforceable. Both parties should also keep track of their
outstanding charges. It is good practice to register a land charge, so that it will
automatically be taken into account during any sale process.

AL.213. Sometimes a funder may decide not to enforce clawback when a funded
asset is sold, even though the agreed clawback period is still in force. Funders should
take any such decision consciously on its merits, not letting it go by default. Reasons
why a funder might take this approach include:
e the objectives of the grant may have been achieved
e the recipient may propose to use the funded asset in an acceptable
way different from the original purpose
e the recipient may intend to finance an alternative asset or project
within the objectives of the grant scheme out of the proceeds of the
sale
e the funder might agree to abate future grants to the recipient
instead of taking the proceeds of sale.

A5.214. If a department decides to waive a clawback condition, it should consider
whether it needs to report that waiver as a gift. If so, it should follow the gift
reporting requirements in annex 4.12.
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