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Memorandum 6

Supplementary evidence from the Department for Innovation, Universities and Skills following the oral
evidence session on 5 November 2008

GO-ScIENCE RESPONSE TO FOLLOW-UP QUESTIONS

1) Procedures and action taken to follow-up Foresight reports (Q 272)

To ensure that Foresight’s overarching aim of catalysing action using robust state-of-science evidence is
achieved, it is critical to secure stakeholders consideration and uptake of the projects’ findings after they are
published.

Foresight catalyses stakeholder action by focusing mainly on the dissemination and promulgation of
outputs. In exceptional circumstances this may involve the extension of new project workstreams or the
commissioning of new works (eg obesity quantitative modelling).

A dedicated follow-up team exists within Foresight to react to stakeholder interest in the Report findings
and seek to capitalise on opportunities when they arise.

In all projects the follow-up team work in partnership with project teams, experts and stakeholders to
develop a tailored programme of activity which will be flexible enough to allow the reactive and planned
exploitation of follow-up opportunities. The commitments to action by stakeholders are published in an
Action Plan alongside the Project Report. The follow-up team works alongside individual stakeholders to
fulfil these commitments.

Developing relationships with key experts and stakeholders is also crucial and the follow-up team
effectively manage these relationships which allow us to capitalise on opportunities to disseminate the
projects findings.

The team seeks to reinforce the role of High-Level Stakeholder Group (HLSG) champions from the
outset. Each project has a HLSG which supports and steers the project in its aims. Ownership of the project
and its findings by the HLSG members can drive the Report into key stakeholder organisations. The follow-
up team support the work of the HLSG in taking the project findings forward.

Specifically the follow-up team work to target and exploit opportunities through:
— existing policy forums and other strategic networks;
— shaping evolving initiatives, reviews;
— developing options—make it easy for champions to say yes; and
— publications.

The Foresight model has a built in system by which to review the impacts of individual projects at one
and three year intervals allowing us to evaluate, audit and learn from each of the projects, thus ensuring that
Foresight methodology is continually evolving.

Notable successes achieved in follow-up include:

Infectious Diseases: preparing for the future (April 2006)

— The Technology Strategy Board has launched a new Innovation Platform on the Detection and
Identification of Infectious Agents which has been greatly informed by the DIID Foresight
Project. This will lead to an investment of up to £55 million over the next five years to support
innovative research and development.

— Foresight has supported the implementation of the Southern Africa Centre for Infectious Disease
Surveillance.

Tackling Obesity: Future Choices (October 2007)

— Foresight has worked closely with the Cross-Government Obesity Unit in the promotion and
dissemination of both the Foresight Report and the Department of Health’s Healthy Weight
Healthy Lives (HWHL) strategy in both the UK and abroad. The Foresight Obesity Report
directly fed into HWHL.

— Significant international interest in this Report has lead to a wide range of dissemination activities.
Recent workshops in North America have furthered the US obesity agenda and established
important networks.

— Foresight supported initiatives aimed at informing stakeholders. These have included the
establishment of an Obesity Observatory and the production of an obesity toolkit.
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Future Flooding (April 2004)

— The Foresight Flooding Report provided a reference framework for assessing flood risk in China.
This work is currently in progress and involves the application of the Foresight project to the Taihu
Basin in Shanghai by the key experts involved in the Flooding Report.

— There has been continued interest from the US in the Flooding project and this resulted in a
successful workshop in the US in September 2008.

i1) The statements that the Dept of Health has made on the adequacy of scientific evidence to support
homeopathic products and the extent to which evidence-based on such products has informed policy-making at
DoH (Q302)

At the Committee’s scrutiny session on the 5 November we also touched on the evidence base for the
provision of homeopathic treatments by the National Health Service. The evidence base is sorely lacking,
but this is another area where wider factors than science may be relevant. For example, there is considerable
public interest in complementary therapies and it is estimated that in any year 11% of the adult population
visit a complementary therapist for one of six named therapies including: acupuncture, osteopathy,
chiropractice, herbal medicine, hypnotherapy and homeopathy.

Homeopathy has been funded by the NHS since its inception 60 years ago. It is used by patients for a wide
range of acute and chronic physical and emotional illnesses, and to provide palliative care where a condition
is beyond the scope of the body’s normal self-repair mechanisms. Until very recently, there were five NHS
hospitals specialising in homeopathic treatments, although one has recently closed.

In my evidence, I said that I knew of no scientific evidence that homeopathy has an effect, beyond the
placebo effect. I have since learned of some qualitative evidence that suggests that homeopathy may be
effective in treating certain conditions, such as asthma,! rhinitis and hayfever.> There is also evidence of
effectiveness in the treatment of influenza.>*> However, the scientific basis of homeopathy remains
highly questionable.

Complementary or alternative medicine (CAM) consultations tend to be more thorough and detailed
than conventional medical consultations, focussing on the whole of the patient’s life rather than their
physical health alone. Such factors may well contribute to high levels of patient satisfaction with CAM
treatments where they occur.

There is also the placebo effect. Studies have shown that patient expectations concerning a treatment, the
patient’s experience of the treatment and their attitude towards the healthcare provider can all affect the
impact of a treatment. Despite a lack of understanding of the exact mechanisms through which the placebo
effect may operate, research clearly shows that the effect exists and can have a significant impact on health.
If a homeopathic treatment makes people feel better, whether that be through treatment specific effects or
the placebo effect, then it could be considered as being worthwhile.

The GO-Science Review of the Department of Health did consider the evidence base for the efficacy of
homeopathic medicines. It was the subject of a peer review by the independent Steering Panel, carried out
to inform and test the broad recommendations in the main report. The study concluded that the scientific
basis for homeopathy remained highly questionable and recommended the key components of a programme
of research to develop a stronger evidence base. Paragraph 3.16 of Annex 1 to the Review states:

“Homeopathic medicine was part of the NHS, so the scientific evidence for its effectiveness was
clearly important. While the reviews of the published evidence were useful, the scientific basis of
homeopathy remained highly questionable. A programme for a stronger evidence base would
necessitate agreement between practitioners, patients and researchers on what should be
evaluated, and on relevant endpoints. Flagship trials should be run in the most promising areas,
chosen on plausibility, and patient demand. These should be well planned, including pre-defined
agreement on what constitutes a minimally important clinical effect, and adequate resource, so
that the results were clear-cut. Innovative methods may be needed, for example, if there was a
waiting list, then randomisation is as fair a way as any of deciding who gets treatment. The
difficulties in setting up such a programme robustly cannot be underestimated. The Health
Technology Assessment Programme provided a framework that should be as applicable to
research on homeopathy as to any other therapy.”

I Reilly, D, Taylor, M A, Beattie, N G. et al. 1994. Is evidence for homeopathy reproducible? Lancet 344: 1601-1606.
Reilly, D T Taylor, M A McSharry, C. et al. 1986. Is homeopathy a placebo response? Controlled trial of homeopathic
potency, with pollen in hayfever as model. Lancet 8521: 881-886.

Papp, R Schuback, G Beck, E. et al. 1998. Oscillococcinum in patients with influenza-like syndromes: a placebo controlled
double blind evaluation. British homeopathic Journal 87: 69-75.

DH, NHS Alliance, National Association of Primary Care, Foundation for Integrated Medicine 2000. Complementary
Medicine—Information pack for primary care groups.

Vickers, A, Smith, C. 2006. Homoeopathic Oscillococcinum for preventing and treating influenza and influenza-like
syndromes. Cochrane Database of Systematic Reviews 2006, Issue 3. Art. No.: CD001957. DOI: 10. 1002/14651858.
CD001957. pu3).
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This supports the findings of the House of Lords Select Committee on Science and Technology Enquiry
on complementary and alternative medicine in 2000, which recommended that money should be ring-fenced
to develop the infrastructure for research into the effectiveness of homeopathy.

On the issue of DH statements on homeopathy and the evidence base supporting its use. I understand the
Government does not maintain a position on any complementary or alternative treatment. Decisions on
what type of treatments to commission and fund are the responsibility of the National Health Service with
front line service providers judging the best treatment for an individual’s circumstances, taking into account
factors such as safety, clinical and cost effectiveness and the availability of suitably qualified / regulated
practitioners.

In addition, the Committee raised the issue of labelling for homeopathic products. It is my understanding
that the labelling scheme for homeopathic products is governed by EC legislation and operated in the UK
by the Medicines and Healthcare product Regulatory Agency. The scheme ensures that consumers who use
homeopathic products are better informed about their purpose, leading to less confusion and incorrect
usage. Under the scheme all labels and leaflets state that the product is a homeopathic product, “used within
the homeopathic tradition for the following symptoms [...]”. It does not endorse clinical efficacy and
contrasts with the requirements for conventional medicines that clearly state that the product is used to treat
certain illnesses. All products authorised under the scheme must comply with strict quality and safety
requirements, in similar terms to conventional medicines.

iil) Follow-up on two recommendations in the Science and Technology Select Committee’s report
“Investigating the Oceans” (Q 306)

At the scrutiny session on 5 November I promised to update the Committee on progress in taking forward
two of the actions arising from the Science and Technology Select Committee’s Investigating the Oceans
report, specifically: (i) to establish a Marine Science Coordination Committee (MSCC),and (ii) to develop
a UK strategy for marine science.

As I said on 5 November, my own involvement on this issue earlier in the year focused on clarifying the
key issue of leadership for marine science, and I believe Hilary Benn took an important step in confirming
to the ITUSS Committee in April Defra’s role in this respect. Alongside this, my officials were closely involved
in the development and design of the MSCC itself, on issues such as TORs, structure and reporting. With
regard to the last of these, the MSCC will report formally to a Defra-chaired Ministerial group, and in
addition I shall receive an annual report from the MSCC in my role as chair of the Chief Scientific Advisors’
Committee. My officials will also continue to keep touch with progress at a more working level.

The MSCC met formally for the first time on 17 July, when it was agreed that its key priority will be to
develop the required UK marine science strategy, on which work has started, as well as to fulfil its broader
remit on marine science coordination.

At a practical level it is taking a little time to fully establish the necessary Secretariat arrangements and
the resourcing for this, however good progress has now been made on this.

I understand that the Committee has also requested an update of progress on these matters from Defra
itself, and indeed this is very likely to have reached you in advance of my own response.

iv) Example of the government ignoring the advice of a SAC regarding the classification of cannabis, and how
this is not best use of evidence-based policy making. (Q261)

In reaching a decision on the classification of cannabis, I am satisfied that Ministers sought and considered
sound scientific advice. The Government consulted the Advisory Council on the Misuse of Drugs (ACMD)
which provides independent scientific advice on the harm to society and individuals posed by specific
substances. In May the Council recognised that the most worrying individual harms are the effects on mental
health, but recognised that evidence on this issue is confused. It found clearer evidence about the social
harms (such as impaired driving skills) associated with cannabis, but little real evidence that cannabis is a
significant cause of acquisitive crime or of anti-social behaviour. The majority of Council members, having
weighed up the evidence available, took the view that cannabis should remain a Class C drug because its
harmfulness more closely equates with other Class C drugs than with drugs in the Class B category.
However, a minority were concerned about the effects of cannabis on the mental health of users and
supported reclassification to Class B.

In the absence of factors other than the scientific advice it would have been appropriate for the Home
Secretary to take the view that cannabis should remain in class C. However, scientific advice is not the only
factor that Ministers take into account when reaching decisions. In this case, I understand the Home
Secretary also considered evidence on wider issues including public perceptions and the needs and
consequences for policing priorities. These are issues which the Advisory Council made clear it was not able
legally to take into account in advising on the classification of substances.
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The Government accepted the other 20 of the 21 recommendations made by the ACMD in relation to
cannabis, including those on research to improve the evidence base available for policy making and
treatment.

More generally, I recognise that there is a relatively limited evidence base to inform policies on drugs and
associated issues such as mental health. The recent Foresight report on Mental Capital and Wellbeing and
the report by the Academy of Medical Sciences on Brain Science, Addiction and Drugs provide some helpful
suggestions on how to address this. I shall take a close interest in how they are taken forward.

November 2008

Memorandum 7
Supplementary submission from the Department for Innovation, Universities and Skills

NEW SUPPLY ESTIMATE 2007-08
DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS—ESTIMATE
MEMORANDUM
ANSWERS TO FOLLOW-UP QUESTIONS RAISED IN
LETTER OF 12 DECEMBER 2007 FROM THE CLERK OF THE HOUSE OF COMMONS
INNOVATION, UNIVERSITIES AND SKILLS SELECT COMMITTEE

1. AMBIT

Background

The Department for Children, Families and Schools (DCSF) and DIUS Estimates contain two similar
Requests for Resources (RfRs) (pages 29, 507, HC 29):

DIUS RfR I:

To help build a competitive economy and inclusive society by: creating opportunities for everyone to
develop their learning: realising potential in people to make the most of themselves; achieving excellence in
levels of skills; and supporting innovation and standards.

DCSF RfR I:

To help build a competitive economy and inclusive society by: creating opportunities for everyone to
develop their learning; releasing potential in people to make the most of themselves; and achieving excellence
in standards of education and levels of skills.

QUESTION

Given the virtually identical Request for Resource descriptions, how would you describe the key differences
between the work of the two departments under the RFRs?

Answer

The Department for Innovation, Universities and Skills brings together policy and investment in skills
for adults, research and science. It aims to promote innovation, foster a world-class research base and build
world-class skills through an expansion of high-end graduate skills and by raising the skills of the wider adult
workforce, including those currently unskilled. Its focus is on providing opportunities for, and realising the
potential of, those age 19+. The RfR1 for DIUS covers principally funding for: higher education; adult
learning in FE colleges and other providers; employer-based learning for adults; and science, innovation and
knowledge transfer. In addition, as part of its role in bringing together funding for the Learning and Skills
Council in one place, DIUS does manage funding for 14-19 year olds on behalf of DCSF. Please see the
answer to question 2 below.

A key aim in the creation of the Department for Children, Schools and Families is bringing together all
aspects of policy affecting children and young people and securing the integrated support needed for all
children, their families and communities. Its focus is on creating opportunities for, and realising the
potential of, children and young people up to the age of 19 through education and training in schools,
colleges and work-based learning. The RfR 1 for DCSF principally covers funding for: schools and teachers;
school standards; school workforce training; the wellbeing of children and young people and their families;
further education establishments; employer based learning; and sixth form colleges.
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Our priority in developing the New Estimate after the Machinery of Government changes has been to
ensure that the core ambits are reasonably comprehensive. We expect to refine the Requests for Resource,
including the introductory descriptors over time.

2. FUNDING

Background

The DCSF Winter Supplementary Estimate shows Machinery of Government changes accounting for
£4.9 billion and £2.0 billion (RfR 1 subheads F and U) reflecting the transfer of functions to the DIUS.
However the resource appears to remain in the DCSF Estimate [RFR1 sub-heads F & U].

The ambit for the DIUS RfR 1 includes: “Further, higher and other education provision and initiatives
for young people and adults.” (HC 29, p29) to which the £4.9 billion appears to relate.

Part 2—Page 2 of the Estimates Memorandum shows a transfer of £6.270 million from the Ministry of
Justice to the DIUS for prisoner education needs. Resource for education in prisons and other custodial
institutions appears to remain in the ambit of the DCSF (HC 29, p29)

QUESTION

Part 1—Why does the DCSF Estimate appear to retain the £4.9 billion and £2 billion resource while at the
same time passing it over to DIUS as appropriation in aid? Why is this DCSF resource line not transferred to
the DIUS resource and ambit?

Part 2—Since this does not appear to be DIUS resource in the Estimate, but ownership of the resource retained
by DCSF, could the level of funding for the activities it supports be taken back by the DCSF at the Spring
Supplementary 2008?

Part 3—Why has £6.270 million been transferred to DIUS when the Estimate’s Ambit suggests that the
department that is responsible for education in prisons and other custodial institutions is the DCSF?

Answer

Part 1 & 2—The reason for this arrangement is that the £4.9 billion and £2 billion cover funding for young
people which is the policy responsibility of DCSF, but which is routed through the Learning and Skills
Council (LSC). DIUS is responsible for bringing together and managing the payment of all funding to LSC
in one place.

The Machinery of Government (MoG) changes which created DIUS and DCSF meant that the
responsibilities of the former Department for Education and Skills were split between two new
Departments. DIUS has responsibility for post-19 funding, including that post-19 funding which is the
responsibility of the LSC, whilst funding for the 14-19 phase of education and training transferred to the
DCSF, including the 14-19 funding which is the responsibility of the LSC.

This means that the LSC is now funded by two departments—DIUS and DCSF. In these circumstances
HM Treasury’s Consolidated Budgeting guidance stipulates that, whilst each Department needs to account
for expenditure where it has lead policy responsibility, the preferred model is also for one department to
take the lead sponsorship role and bring together funding and budgeting for the NDPB in one department.
This enables coherent and effective management of the relationship with the NDPB and of delivery by the
NDPB. DIUS is the sponsoring department for the LSC and responsible for collating and distributing
funding to the LSC.

3

In accordance with Treasury’s guidance, a “vote to vote” arrangement operates between the two
departments, with DCSF making payments to DIUS in respect of the 14-19 funds it wishes to make
available to the LSC, and then DIUS providing this funding to LSC on behalf of DCSF as part of a single
funding stream. DCSF accounts for these payments as part of its DEL expenditure, and the payments are
taken in as appropriations in aid by DIUS.

The “vote to vote” approach offers transparency of funding flows, enabling the expenditure and the
activity it delivers to be recorded in the accounts of the respective departments which lead on 14-19 and
adult policy, whilst maintaining a single sponsorship relationship with the LSC.

An agreement is being finalised between the two departments to ensure that these arrangements work
smoothly and that financial risks are managed effectively.
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Part 3—DIUS and DCSF have responsibility for different aspects of offender learning. DCSF’s
responsibility covers provision for young offenders, whilst DIUS’s responsibility is for adult offenders. In
terms of the Estimate Ambit for DIUS, provision for adult offender learning is included within the current
wording: “Further, higher and other education provision and initiatives for young people and adults”. This
wording does not list all the individual groups who are covered with a view to keeping the text manageable.

3. STUDENT LOANS

Background

The DIUS Estimates Memorandum (p3-4) states that “the department has inherited three major
provisions from the DCSF all relating to Student Loans. The balance of the three provisions was £3.482
billion.”

QUESTIONS

Part I—What assessment have you made of any resource consequences of the interest subsidy on the student
loan book since the student is only charged interest at the rate of inflation?

Part 2—Has the Treasury given a commitment that any resource consequences will be funded by additional
resources available from the Treasury rather than from within the department’s existing resource allocation?

Answer

Part 1—The total provision for student loans transferred to DIUS is £3.482 billion. The make up of this
figure, as published in the 2006-07 DfES Resource Accounts, is £1.224 billion for interest subsidy provision,
£1.899 billionfor write off provision and £0.359 billion for subsidy provision relating to the sales of mortgage
style loans in 1998 and 1999.

Student loans have attracted interest at the rate of inflation since their inception in 1990 though the cost
to Government is higher. The cost of the interest rate subsidy is built into the estimate of the cost of the loans
when they are made, and reflected in the provision made for the loans in the Department’s resources. The
value of the provision is reviewed regularly.

Part 2—The resource consequences of student loans provision are already factored into the budgets which
we are allocated by HMT during the CSR process.

4. VOTED CAPITAL

Background
The Written Statement published on 15 November 2007 notes a number of changes in voted capital DEL.
These include:

a) A transfer of £299 million from the Department for Business, Enterprise and Regulatory Reform
(DBERR).

b) A technical movement of £281 million to non-voted capital DEL to the Higher Education Funding
Council for England (HEFCE) for the Science Research and Innovation Fund.

¢) Atransfer of £32.4 million from DBERR voted capital for Science and Research Investment Fund.
d) A drawdown of EYF of £11.9 million for capital Science and Research Investment Fund.

QUESTION

Can the Department provide further information on how the items listed in the Written Statement reconcile
with the movements in the Estimate, and hence reconcile the voted capital movements in the Estimate to the
figures published in the DEL tables

Answer

The table below outlines a reconciliation of the movements of the Voted and non voted capital which
reconciles to the capital DEL in the DIUS winter Supplementary Estimate.

RfRI Amount Reason

From DCSF —456,700,000 MOG capital transfer

From non-voted capital DEL 281,970,000 Technical adjustment from matched non-voted
expenditure

—174,730,000
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RfRI Amount Reason
of which:

—176,000,000 AiA for 14-19 expenditure

1,270,000 DCSF share capital DEL
19,932,000 DBERR share capital DEL

— 154,798,000
RfR2 Amount Reason
From DBERR 299,000,000 MOG capital transfer
To non-voted capital DEL —281,970,000 Technical adjustment to HEFCE
End Year Flexibility 11,969,000 For the Science Research Innovation Fund
Transfer from DBERR 32,391,000 Funds totalling £78m not part of MOG

61,390,000

Non-Voted Amount Reason
From DBERR 113,599,000 MOG capital transfer
From RfR2 capital DEL 281,970,000 Technical adjustment to HEFCE
From DCSF 1,622,962,000 MOG capital transfer
Transfer from DBERR 45,609,000 Funds totalling £78m not part of MOG

2,064,140,000
Total Voted Capital DEL —93,408,000
Total Non-Voted Capital DEL 2,064,140,000
Total Capital DEL 1,970,732,000

The DIUS winter estimate was completed following treasury guidance that donating and receiving
departments to exactly match each other’s transfers entries (eg equal and opposite).

The total capital DEL is £1,970,732,000 made up of a negative voted capital DEL of £93,408,000 and
positive non-voted DEL of £2,064,140,000.

Of the voted capital DEL RFR1 has a negative £154,798,000 and RfR2 has a positive £61,390,000. Of
the non-voted capital DEL £1,340,992,000 relates to RfR1 and £723,148,000 to RfR2.

Voted RfR1 is made up of a negative transfer of £456,700,000 from DCSF. Included within this is a
Science, Research Investment Fund (SRIF)receipt of £281,970,000 which DCSF used to take in as
appropriations in aid (AiA) from DBERR. The matching expenditure of £281,970,000 was transferred as
part of the MOG into non-voted capital DEL. As DIUS cannot make a payment from non-voted to voted
DEL, these were offset into one another, hence the technical movement of £281,970,000 from non-voted
capital DEL. The remaining negative £174,730,000 was made up of a £176,000,000 AinA for the 14-19 year
old programmes remaining in DCSF (this is the Treasury’s preferred mechanism for co-funding an NDPB),
which will ultimately be passed to the Learning and Skills Council (LSC) as grant in aid (GIA). A MOG
increase of £1,270,000 representing DCSF share of RfR1 capital DEL, a MOG increase of £19,932,000
representing DBERR’s share of capital DEL. This leaves a final RfR1 capital DEL of negative
£154,798,000.

Voted RfR2 is made up of a MOG transfer from DBERR of £299,000,000 of which £281,970,000 is the
SRIF payment that would have been used prior to MOG to fund the payment to DCSF. As DIUS ultimately
wants this budget within HEFCE there was the technical movement to move it to non-voted capital DEL.
There was a draw down of end year flexibility of £11,969,000 into the SRIF with a further transfer of
£32,391,000 from DBERR again for the SRIF (this forms part of an agreed transfer of funds totalling £78
million). This was not part of the MOG. This leaves a final RfR2 capital DEL of £63,390,000.

Non-voted capital DEL is made up of a £395,569,000 MOG transfer from DBERR of which £281,970,000
from RfR2. A MOG transfer of £1,622,962,000 representing DCSF share of non-voted capital DEL and a
further transfer of £45,609,000 from DBERR again for the SRIF (this forms part of an agreed transfer of
funds totalling £78 million). This leaves a final non-voted capital DEL of £2,064,140,000.

January 2008




Ev 94 Innovation, Universities, Science and Skills Committee: Evidence

Memorandum 8

Supplementary submission from the Department for Innovation, Universities and Skills

SPRING SUPPLEMENTARY ESTIMATE 2007-08

DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS—ESTIMATE
MEMORANDUM

SUMMARY OF SUPPLEMENTARY ESTIMATE

The Department for Innovation, Universities and Skills (DIUS) was created by the Prime Minister in June
2007 to drive forward delivery of the Government’s long-term vision to make Britain one of the best places
in the world for science, research and innovation, and to deliver the ambition of a world-class skills base.

PSAs
DIUS have the following CSR 04 PSA targets which have transferred from DTI and DFES.

DTT’s PSA 2 “Improve the relative international performance of the UK research base and increase the
overall innovation performance of the UK economy, making continued progress to 2008, including through
effective knowledge transfer amongst universities, research institutions and business”.

DFES’s PSA 13 “Increase the number of adults with skills required for employability and progression to
higher levels of training through:

— improving the basic skill levels of 2.25 million adults between the launch of Skills for Life in 2001
and 2010, with a milestone of 1.5million in 2007; and

— reducing by at least 40% the number of adults in the workforce who lack NVQ 2 or equivalent
qualification by 2010. Working towards this, one million adults in the workforce to achieve level
2 between 2003 and 2006”.

DFES’s PSA 14 “By 2010, increase participation in higher education towards 50% of those aged 18 to 30
and also make significant progress year on year toward fair access, and bear down on rates of non-
completion”.

The funds included in this Estimate are being applied to meet these PSA targets. Changes outlined within
the Spring Supplementary do not impact the achievement of the departmental PSA targets.

New PSA targets for the full CSR07 period have been published on the Treasury website.

SUMMARY OF CHANGES SOUGHT IN THE ESTIMATE

The Department’s Spring Supplementary Estimate resulted in:

1. A net decrease in Resource DEL of £443,498,000, as a result of:
— A reclassification change from DEL to AME of £515,000,000 in relation to student loans.
— Draw down of EYF of £63,869,000 non-cash EYF in relation to the student loan provision.
— Draw down of £4,090,000 administration budgets.
— Net transfers between departments of £2,874,000.
— Additional changes of £669,000.

2. A increase in Capital DEL of £95,157,000.

3. A net increase in Departmental Resource AME of £561,315,000.

4. An increase in our net cash requirement of £543,672,000.

DIUS was formed on 28 June 2007; as a result no prior year estimate totals are available.
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DETAIL OF THE NEW ESTIMATE SUPPLY SOUGHT

The Spring Supplementary seeks an increase in the resources available to those in the New Estimate
published on 15 November.

Request for Resource (RfR) New Estimate Spring Supplementary
RfR 1—DIUS £13,694,011 £14,535,587
RfR 2—Science £3,367,253 £3.413,066
Total net resource requirement £17,061,264 £17,948,653
Net cash requirement £18,892,556 £19,436,228

The elements of the Spring Supplementary are as set out below:

RfR1

Take up of End Year Flexibility of £4,090,000 to cover pressure on departmental
administration costs.

Take up of End Year Flexibility £63,869,000 for Student Loan Provision Maintenance following
review of the provisions for Student Loans based on the output from the updated student loan
provisioning model.

Transfer to the Ministry of Justice £1,872,000 for Offender education in Prisons.

Reclassification from DEL to AME £515,000,000 for Student Loan Provision Maintenance. This
reclassification aligns the budgetary treatment of annual student loan provisions.

Impairment costs £20,000,000 towards the National Physical Laboratories. The National Physical
Laboratories is a specialist building, and as a result the valuation process for the annual accounts
production will result in a decrease in the book value.

Transfer £1,625,000 to the GO-Science Group administration (RfR2). Contra transfer above.
Transfer of £205,100,000 to non-voted expenditure for the Technology Strategy Board.

Increase in capital provision of £422,821,000 for Student Loan Principal Payments, in line with
revised projections for student loan payments.

Increase in capital provision of £76,120,000 for Student Loan Principal receipts, in line with revised
projections for student loan payments.

Increase in capital provision of £206,000,000 for Interest Added to Student Loans, in line with
revised projects of student loan interest.

Increases to grant-in-aid provision of £599,004,000. At the beginning of the financial year an
element of the programme funding is place in departmental budgets pending the final decision on
how the activity will best be delivered. These plans have been finalised and as a result the funding
is being transferred to NDPB partners where they are best placed to deliver.

— Higher Education Funding Council for England £37,419,000;
— Student Loan Company £12,318,000;

— Investors in People £600,000;

— Learning and Skills Council £320,237,000;

—  Sector Skills Development Agency £17,647,000;

—  Quality Improvement Agency £5,683,000;

— Technology Strategy Board £205,100,000.

Transfer of £205,100,000 to non-voted expenditure for the Technology Strategy Board. This is a
new body and the treatment within previous estimates did not reflect its status as an NDPB.

Decrease to grant-in-aid provision of £50,000 for the Office for Fair Access.

Transfer of £32,476,000 to non-voted for Further Education. See point above on allocation of
funding from central to NDPB budgets.

Increase in non-budget £384,499,000 support for student loan provisions, following review of the
provisions for Student Loans based on the output from the updated student loan provisioning
model. This relates to the prior year element of the £63,869,000 in year EYF draw down
recorded above.

Increase in appropriations-in-aid of £3,690,000 following revised projects for income.
— Higher Education £2,936,000;
— International programmes £754,000.
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— Decrease in appropriations-in-aid of £14,927,000, following revised projects for income.
— Skills £181,000;
— Further education £14,746,000.

RfR2

— Take up of capital End Year Flexibility £5,489,000 for Scientific Research, form expenditure on
the Science Research Infrastructure Fund (SRIF) to develop university research facilities.

— Increase in provision of £200,000 for the Swindon research Council Pension.
— Increase in provision of £27,000 for fees payable under the animal (Scientific Procedures) Act.
— Transfer of £1,625,000 from RfR1 for GO-Science Group administration. Contra transfer above.

— Take up of unallocated provision of £5,046,000 for GO Science programme spend, previous
included within central science budget. Not net impact of DEL.

— Transfer of £10,163,000 from non-voted capital grants for Scientific Research. Reclassification of
expenditure as a result of the review of budget classification following the creation of the new
department.

— Transfer of £6,097,000 to non-voted for Knowledge Transfer. Primarily relating to the
reclassification of expenditure to HEFCE, which has now come into the departmental DEL
boundary.

— Increase in grant-in-aid of £29,360,000. See point above on allocation of funding from central to
NDPB budgets.

— Biotechnology and Biological Science Research Council £9,861,000;
— Engineering and Physical Sciences Research Council £19,499,000.

APPROPRIATIONS IN AID

Appropriations in Aid total £7.9 billion of which 91% (£7.2 billion) is funding by the Department of
Children, Families and Schools (DCSF) for the 14-19 work carried out by the Learning and Skills Council
(LSC). The majority of the remainder is £721 million representing the repayment of interest on student
loans.

ADMINISTRATION COST LiMITS

The administrative costs limit is has increased from £71,840,000 to £75,930,000 in this supplementary.

The change in the administration cost budget is made up of £4,090,000 taken up from end year flexibility.
This primarily relates to costs incurred on IT projects, on the set up of facilities within Kingsgate House,
where the classification between resource and capital has yet to be finalised.

DEPARTMENTAL EXPENDITURE LimiTs (DEL)

The supplementary estimate exceptionally seeks a reduction in the resource DEL available by
£443,768,000 from £16,117,217,000 to £15,673,719,000. The capital DEL will be increased by £95,157,000
from £1,970,732 to £2,065,889.

The DEL requirements of the Spring Supplementary are set out below. The negative voted DEL is the
result of the £7.165 billion receipts from DCSF to support the 14-19 programmes controlled by the Learning
and Skills Council exceeding DIUS voted Resource DEL expenditure.

£000 Voted Non-Voted Total
Resource DEL —4,415,296 20,089,015 15,673,719
Of which:

Administration Budget 75,930 0 75,930
Near Cash in RDEL —5,396,338 19,950,469 14,554,131
Capital DEL —179,756 2,145,645 2,065,889
Less depreciation —4,567 —119,465 —124,032

Total DEL —4,499,619 22,115,195 17,615,576
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The DEL baseline for the CSR period is set out below:

£m Baseline 2008-09 2009-10 2010-/11
Resource DEL 16,888 17,649 18,693
Of which:

Administration Budget 70 68 67
Capital DEL 1,990 2,205 2,260
Less Depreciation 145 162 175
Total 18,733 19,692 20,778

END YEAR FLEXIBILITY (EYF)

Within DIUS both programme and administrative budgets are delegated to Board members and the
expectation is that they will normally manage within their allocations. Where this is not possible and subject
to the approval of Ministers the use of EYF will be considered.

End year flexibility take up since the new estimate is detailed below:

£°000 nominal 2007-08 EYF Stocks

Near Cash Non Cash Capital
Opening Stock
RfR1—Admin 4,090 0 0
RfR1—Education Programme 478,673 484,722 180,000
RfR2—Science Programme 187,769 16,303 102,746

Winter Supplementary Take up

RfR1—Admin 0 0 0
RfR1—Education Programme 0 0 0
RfR2—Science Programme 0 10,946 11,969
Spring Supplementary Take up

RfR1—Admin 4,090 0 0
RfR1—Education Programme 0 447,758 89,668
RfR2—Science Programme 0 399 5,489
EYF Carry Forward

RfR1—Admin 0 0 0
RfR1—Education Programme 478,673 36,964 90,332
RfR2—Sciecne Programme 187,769 4,958 85.288

The EYF stocks were inherited from Dfes and DTI on the creation of DIUS.

The draw down of the £4,090k Admin has been made to cover pressures on departmental administration
costs. The use of the £447,758k EYF primarily relates to the in year and prior year non-cash adjustment to
the Student Loan Provision, following review of the provisions for Student Loans based on the output from
the updated student loan provisioning model.

The £95,157 draw down of Capital EYF has been to fund capital investment projects within the FE, HE
and Science sectors.

The remaining EYF stock will be drawn down in accordance with the drawndown limits outlined in the
CSR settlement.

PROVISIONS AND LIABILITIES
The Department has inherited three major provisions from the DCSF all relating to Student Loans. At
1 April 2007 the balance of the three provisions was £3.482 billion.
The student loan provisions relate to:
— the possible write-off of loans issued which in the event will be unrecoverable for various reasons;
— the interest subsidy as the student is only charged interest at the rate of inflation; and

— the debt sale subsidy which covers the contractually due subsidies to the purchaser of the debt.
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Fuller details of these subsidies are given in the Department for Education and Skills Resource Accounts
2006-07 issued as HC 772 on 16 July 2007. Note 20 to the accounts refers.

The Department has inherited 3 quantifiable contingent liabilities from DCSF. They all relate to the
Secretary of State acting as guarantor to take over the responsibility for the leases of properties used by local
Learning and Skills Councils offices because at the time of establishment the LSC was an unknown body to
the landlord. Outstanding liabilities at 1 April 2007 were:

Croydon LLSC £4,037,000
Brighton, Manchester and Coventry LLSCs £30,688,000
Kempston LLSC £386,000

In addition the Department has inherited three unquantifiable contingent liabilities from DBERR:
(i) Liabilities relating to the issue of licences to operators of satellites and other space objects;

(i) European Patent Office: the UK as one of the contracting states has a potential liability under
Atrticle 40 of the European Patent Convention of 1973; and

(i) World Intellectual Property Organisation: the UK, as a contracting state to the Patent
Co-operation Treaty of 1970, has a potential liability under Article 57 of the Treaty.

March 2008

Memorandum 9

Supplementary submission from the Department for Innovation, Universities and Skills

NEw SuppLY ESTIMATE 2007-08

DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS—ESTIMATE
MEMORANDUM

SUMMARY OF NEW ESTIMATE

The Department for Innovation, Universities and Skills (DIUS) was created by the Prime Minister in June
2007 to drive forward delivery of the Government’s long-term vision to make Britain one of the best places
in the world for science, research and innovation, and to deliver the ambition of a world-class skills base.

PSAs
DIUS have the following PSA targets which have transferred from DTI and DFES.

DTI’s PSA 2 “Improve the relative international performance of the UK research base and increase the
overall innovation performance of the UK economy, making continue progress to 2008, including through
effective knowledge transfer amongst universities, research institutions and business”.

DFES’s PSA 13 “Increase the number of adults with skills required for employability and progression to
higher levels of training through:

— improving the basic skill levels of 2.25million adults between the launch of Skills for Life in 2001
and 2010, with a milestone of 1.5million in 2007; and

— reducing by at least 40% the number of adults in the workforce who lack NVQ 2 or equivalent
qualification by 2010. Working towards this, one million adults in the workforce to achieve level
2 between 2003 and 2006”.

DFES’s PSA 14 “By 2010, increase participation in higher education towards 50% of those aged 18 to 30
and also make significant progress year on year toward fair access, and bear down on rates of non-
completion”.

The funds included in this Estimate are being applied to meet these PSA targets.

DETAIL OF THE NEW ESTIMATE SUPPLY SOUGHT

For the purposes of Estimates, we are publishing a Supplementary which (in addition to the usual
Supplementary entries such as End Year Flexibility) takes as its starting point the budgets published in the
Department of Trade and Industry (DTI) Main Estimate in relation to Science and Innovation and the
budgets published in the Department for Education and Skills (DFES) Main Estimate in relation to Higher
Education and Skills.
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Request for Resource (RfR) New Estimate £000
RfR 1—Higher Education, Skills & £13,694,011
Innovation

RfR 2—Science £3,367,253
Total net resource requirement £17,061,264
Net cash requirement £18,892,556

The main element of the New Estimate is based on machinery of government transfers as set out below:

— From DCSF £14,117,019,000 consisting of —£4,753,801,000 Voted provision (—£4,297,101,000
resource and —£456,700,000 capital) and £18,870,820,000 non Voted provision (£17,247,858
resource and £1,622,962 capital).

— From BERR £3,837,175,000 consisting of £354,134,000 voted provision (£334,202,000 resource
and £19,932,000 capital) for RfR 1; £501,104,000 voted provision (£202,104,000 resource and
£299,000,000 capital) for RfR 2; and £2,981,937,000 non voted provision ( £2,586,368,000 resource
and £395,569,000 capital).

In addition the following changes have been made:
— drawdown of EYF on RfR 2 (Science) set out in the EYF section below; and

— a transfer of £26.8m from the DEFRA Business Resource Efficiency & Waste programme
(BREW) for the Technology Strategy Board (TSB) in RfR 1.

— A transfer of £6,270m from the Ministry of Justice for prisoner education costs.
— A transfer of £0.230 million to the Ministry of Justice for PICTA.

As a result of the MOG there is a transfer of resources within RfR 2 from voted to non voted. Prior to
the MOG the DTI vote funded DfES for the Higher Education elements of the SRIF and HEIF (Science)
programmes. Now that Science and Higher Education are in the same Department the vote funding of these
programmes becomes non budget and the related expenditure is non voted within RfR 2.

APPROPRIATIONS IN AID

Appropriations in Aid total £7.7 billion of which 93% (£7.2 billion) is funding by the Department of
Children, Families and Schools (DCSF) for the 14-19 work carried out by the Learning and Skills Council
(LSC). The majority of the remainder is £515 million representing the repayment of interest on student
loans.

ADMINISTRATION COST LiMITS

The administrative costs limit is £71,840,000 consisting of £14,690,000 (RfR1) and £8,500,000 (RfR2)
from BERR and £43,450,000 from DCSF under the machinery of government change. In addition Treasury
has agreed a switch of £5,200,000 from programme to administration in relation to consultancy costs.

DEPARTMENTAL EXPENDITURE LimiTs (DEL)

The DEL requirements of the New Estimate are set out below. The negative voted DEL is the result of
the £7.212 billion receipts from DCSF to support the 14-19 programmes controlled by the Learning and
Skills Council exceeding DIUS voted Resource DEL expenditure.

£m Voted Non-Voted Total Resource
DEL —3,742,948 19,860,165 16,117,217
Of which:

Administration Budget 71,840 0 71,840
Near Cash in RDEL —5,175,121 19,713,429 14,538,308
Capital DEL —93,408 2,064,140 1,970,732

END YEAR FLEXIBILITY (EYF)

Within DIUS both programme and administrative budgets are delegated to Board members and the
expectation is that they will normally manage within their allocations. Where this is not possible and subject
to the approval of Ministers the use of EYF will be considered.
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Following the MOG DIUS had the following 2007-08 EYF stocks.

£m nominal 2007-08 EYF Stocks

Near Cash Non Cash Capital
DIUS Programme 667 501.3 282.7
DIUS Admin 4.09 0 0

In addition to access to drawdown of Science capital EYF in 2007-08, it was agreed that £78 million from
the ex-DTI’s non-science budget (now BERR) would be made available as a loan to the Science ring fence.
This will be paid back to the BERR over the CSR period as required, with, in 2008/09, a maximum
repayment of £50 million.

PROVISIONS AND LIABILITIES

The Department has inherited three major provisions from the DCSF all relating to Student Loans. At
1 April 2007 the balance of the three provisions was £3.482 billion.

The student loan provisions relate to:
— the possible write-off of loans issued which in the event will be unrecoverable for various reasons;
— the interest subsidy as the student is only charged interest at the rate of inflation; and
— the debt sale subsidy which covers the contractually due subsidies to the purchaser of the debt.

Fuller details of these subsidies are given in the Department for Education and Skills Resource Accounts
2006-07 issued as HC 772 on 16 July 2007. Note 20 to the accounts refers.

The Department has inherited three quantifiable contingent liabilities from DCSF. They all relate to the
Secretary of State acting as guarantor to take over the responsibility for the leases of properties used by local
Learning and Skills Councils offices because at the time of establishment the LSC was an unknown body to
the landlord. Outstanding liabilities at 1 April 2007 were:

Croydon LLSC £4,037,000
Brighton, Manchester and Coventry LLSCs £30,688,000
Kempston LLSC £386,000

In addition the Department has inherited 3 unquantifiable contingent liabilities from BERR:
() Liabilities relating to the issue of licences to operators of satellites and other space objects;

(i) European Patent Office: the UK as one of the contracting states has a potential liability under
Atrticle 40 of the European Patent Convention of 1973; and

(iii) World Intellectual Property Organisation: the UK, as a contracting state to the Patent Co-
operation Treaty of 1970, has a potential liability under Article 57 of the Treaty.

November 2007

Memorandum 10
Supplementary submission from the Department for Innovation, Universities and Skills

DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS (DIUS) AUTUMN
PERFORMANCE REPORT 2007

RESPONSE FROM DIUS 1O QUESTIONS OF 3 MARCH 2008° FRoM THE HOUSE OF COMMONS INNOVATION,
UNIVERSITIES, SCIENCE AND SKILLS SELECT COMMITTEE

The National Audit Office review of the DIUS PSA targets assessed that five of the 11 elements
underpinning the targets were not fit for purpose. The Treasury guidance to departments on APR reports
for 2007 stated that “where data systems have been externally validated the results should be summarised
[in the APR] and the department should explain how they have, or are, responding to any negative
conclusions”. What improvements are planned for the five PSA data systems which the National Audit Office
has assessed as “not fit for purpose’’?

6 See Annex.
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1. RESPONSE:
Comments on each of the relevant data systems are given below under the associated measure.

1.1 Measure: Sustainable and financially robust universities and public laboratories across the UK. (DTI
PSA 2)

NAO conclusion December 2007: “RED—not fit for purpose. We have concluded that the data system
for supporting the measurement of this sub-target is not fit for the purpose of measuring and reporting
performance against this sub-target. Whilst the Department has identified data sources, it has not
established robust baselines or set any specific targets or defined success criteria for all aspects of the sub-
target. As a result it will not be possible for the Department to accurately assess whether it has achieved the
sub-target at the end of the PSA period”.

DIUS response: The data systems are well developed for assessing the long term financial sustainability
of universities and public sector research laboratories so that they can deliver high quality scientific research
outputs. Setting a baseline is not appropriate for the following reasons:

1. The metrics have been chosen deliberately to assess quality rather than volume, this aim does not
lend itself to setting a baseline.

2. A baseline would not help in giving information on the depth and breadth of financial
sustainability.

3. Year to year comparisons might not be particularly meaningful. They could for example, miss the
key research intensive universities becoming less financially sustainable whilst most of the others
were judged financially sustainable.

4. The needs of stakeholders can change rapidly which might reduce the relevance of an historic
baseline.

For these reasons DIUS will continue to use the Funding Council’s “trigger metrics” report to assess
progress on university research financial sustainability. This enables DIUS to use a broad range of indicators
for assessing trajectories. Progress will be reported in the Science and Innovation Investment Framework’s
(SITF) Annual Reports with the target being to achieve a positive trajectory on the majority of “trigger
metrics” by the end of the SIIF period (2014). DIUS notes that there was no criticism of the actual data used
which is largely derived from the Higher Education Statistics Agency.

The Department has so far carried out two annual monitoring exercises on the long term financial
sustainability of public sector research establishments (PSREs). These are primarily intended to help PSREs
and their parent departments assess their long term sustainability and their ability to deliver high quality
science. This assessment is primarily intended to help PSREs assess their long term sustainability and they
will need to kept under review as the research needs of strategic partners change. It is therefore not
appropriate to set baselines across the community, although the two monitoring exercises note that there
has already been progress in individual PSREs moving towards sustainability. The first monitoring exercise
noted that there were well understood problems effecting the long term sustainability of individual PSREs.
The second of these monitoring exercises has noted that there had been improvement in some of the factors
contributing to PSREs’ long term sustainability and these were especially notable in relation to PSREs
relationships to their strategic partners.

1.2 Measure: A more responsive supply of science, technology, engineering and maths (STEM) skills to the
economy. (DTI PSA 2)

NAO conclusion December 2007: “RED—We have assessed the data system supporting the measurement
of this sub-target as not being fit for the purpose of measuring and reporting performance against the sub-
target. The only live indicator for this sub-target is collected as part of the report used to inform sub-target
(a). Although there are no issues with the quality of data from this source the Department recognises that
this data alone is insufficient to offer a full analysis of success against this sub-target which will be evidenced
by a range of factors. If this sub-target is to be retained, the Department needs to begin work to update the
Technical Note to include additional indicators”.

DIUS response: A wide range of indicators are now published by DIUS which measure the supply of
STEM skills to the economy, and these indicators form part of the annual reporting requirements assessing
progress on the 10-year Framework. DIUS’s indicators for its new PSA includes additional STEM
indicators such as the number of A levels in maths, chemistry, biology and physics, and the number of UK
PhD completers in STEM subjects.
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1.3 Measure: improving the basic skill levels of 2.25 million adults between the launch of Skills for Life in
2001 and 2010, with a milestone of 1.5 million in 2007.(DfES PSA 13)

NAO conclusion December 2006: “While the systems supporting the first part of the target attempt to
address the key risks to data accuracy, they do not distinguish adequately between individuals and the
number of qualifications achieved, nor do they allow for people who achieved comparable qualifications
before 2001 to be removed from the data. Thus the data systems as a whole are not fit for the purpose of
measuring and reporting performance against the target. Improved validation of the data and better data
collection would enhance significantly the accuracy of the data systems”.

DIUS response: the department has addressed the issues raised by NAO on the measurement of the 2010
Skills for Life Target as follows:

— Data collection for learners in the prison service has been brought into the main Learning and
Skills Council collection through the Individualised Learner Record (ILR). This allows repeat
learners in the prison service to be identified which was the main source of the NAQO’s concern in
distinguishing between individuals and numbers of qualifications achieved.

— Data matching between different years of the ILR, which provides most of the data for this
measure, is being undertaken which will improve the estimate of the number of learners achieving
in more than one year. Results of this are expected by end of May 2008.

— The publication of data on Skills for Life is being considered as part of a wider review of Statistical
First Releases of post-16 data. This should be reporting by early summer 2008.

1.4 Measures: . . . make significant progress year-on-year towards fair access and bear down on rates of
non-completion. (DfES PSA 14)

NAO conclusion December 2006: “The Department has data which it can access to indicate progress
against the fair access and non-completion elements of the target. However, the systems are not yet fit for
the purpose of measuring and reporting performance against the target, because there is no baseline for fair
access; the 2002-03 baseline year for non-completion means that progress against that element of the target
can only be measured in future reporting, beginning with the one year’s data that has just become available”.

DIUS response: The Department for Education and Skills (DfES) Public Service Agreement (PSA) target
14 comprised three elements: increasing participation, measured by the Higher Education Initial
Participation Rate (HEIPR); fair access, measured using the relevant Performance Indicators published by
the Higher Education Statistics Agency (HESA), and non-completion, again measured using the relevant
Performance Indicators published by HESA.

The National Audit Office (NAO) reviewed the data systems underpinning the PSA target and reported
the following ratings: Amber (increasing participation), Red (fair access), and Red (non-completion).
Following the NAO report, DfES completed the methodological changes recommended for the HEIPR and
these were reported in a Statistical First Release in March 2007. After a follow-up review, NAO reported a
Green rating. The Red rating for the fair access element was based on the fact that there was no baseline in
the technical note. DfES set the baseline and revised the technical note. After the follow up review, NAO
reported an Amber rating. The Red rating for the non-completion element was based on the baseline figure
not allowing for more than two years’ worth of data at the time of the original review. DfES revised the
baseline figure to be consistent with the HEIPR baseline year. After the follow up review, NAO reported a
Green rating.

PERFORMANCE ON PSA TARGETS

DIUS Public Service Agreements 1 [ Previously DTI PSA 2]

This target has been assessed in the APR as “on course” but there are a number of the underlying measures
on which performance has declined.

— Element 1 [Researchers per 1,000 workforce]

The APR confirms that this measure has a target of 6.3 for 2006 but that performance has declined in
2005 to 5.8 from 5.9 in 2004. Why has performance on this measure declined? Do you expect to achieve the
2006 target? What action is planned to ensure the 2006 target is delivered?

2. RESPONSE:

Performance on this measure has moved very little since 2002, so we do not consider that performance
has declined between 2004 and 2005. Meeting the target of 6.3 for 2006 will prove challenging given the small
amount of movement in this indicator. However, an independent report on this indicator for the former
Office of Science and Innovation concluded that: “The UK’s rank on this measure is at odds with its rank
on other indicators. Historical models of “researchers” may not reflect current employment and work
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patterns. The definition of researchers may need to be revised to take account of the shifting structure of
knowledge-based economies”. DIUS is undertaking development work examining how to improve the
coverage of this indicator.

The Government has a number of policies in place to enhance the attractiveness of researcher careers, and
DIUS works with the Research Councils to fund researchers including doctoral students, research staff in
universities and research institutes and Research Fellows.

— Element 3 [Greater responsiveness of the research base to the needs of the economy and public
services]

The APR confirms that performance has declined on two of the HE measures and four of the PSRE
measures.

HE measures with declining performance:
— Number of patent applications.

— Number of patents granted.

PSRE measures with declining performance:
— Number of patent applications.
— Number of licensing agreements.
— Number of spin outs.

— Income from business consultancy.

Why has performance declined on these measures and what action is being taken to improve performance?

3. RESPONSE:

We assess performance against a basket of indicators as we expect there to be year on year fluctuations
on individual indicators. In relation to the two HEI indicators mentioned, number of patent applications
and number of patents granted, although there has been a reduction in the numbers between 2004-05 and
2005-06, there has been an overall upward trend on both of these indicators over the last five years, with
an increase in numbers of patent applications and patents granted of, respectively, 60% and 190%. On the
indicators for Public Sector Research Establishments, we recognise that the level of commercialisation
across the community should be increased. As the annual surveys on knowledge transfer http:/www.
berr.gov.uk/dius/science/knowledge-transfer/psre/page12062.html note, the majority of commercialisation
activity is generated by a relatively small number of PSREs. As a result we are trying to increase the number
of PSREs with effective commercialisation programmes. In the latest round of the Public Sector Research
Exploitation Fund—which will provide £29 million from July 2008 onwards—we are increasing the
proportion of the fund which will be available to PSREs with research which is capable of being
commercialised, but do not yet have a track record of commercialisation.

— Element 4 [Increasing business investment in R&D and increased business engagement]

One of the measures for this target is business research and development expenditure as a percentage of
GDP. The APR shows that performance on this indicator has declined between 1999 and 2005 from 1.23
to 1.08.

The Delivery Agreement for the 2007 Comprehensive Spending Review PSA 4 [Promote world class
science and innovation in the UK], states that “the 10-year Science and Innovation framework set out the
Government’s overall ambition to raise investment in R&D to 2.5% of GDP by 2014”. Why was research
and development as a percentage of GDP not included as an indicator for performance on the new PSA?

4. RESPONSE:

The overall ambition to raise Research and Development by 2.5% includes all research development in
both the Government and private sectors and covers a longer period than the period covered by PSAs. A
range of policies managed in other Departments, have a major bearing on business investment in research
and Development, notably the R&D Tax credits scheme.

As noted in the Science and Innovation White Paper and the supporting evidence document, close
analysis of the industrial structure of the UK vis a vis other major economies shows that lower shares of
UK activity are in R&D intensive sectors. Accordingly, for the new PSA target we are taking a more
sectorally focused, but still demanding indicator of the R&D intensity of the most R&D intensive sectors.
These sectors together contribute the majority of UK Business R&D spending, so that the DIUS PSA
indicator is consistent with the longer term ambition to raise investment in R&D to 2.5 per cent of GDP.
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In measuring innovation in the economy to assess policy impacts, DIUS supplement the Research and
Development based indicator with other evidence:

— A Departmental Strategic Objective included an indicator of the share of firms who are innovation
active, measured across all business sectors.

— DIUS works with BERR and others to understand innovation in non-Research and Development
based sectors such as retail and financial services.

— The Science and Innovation White Paper “Innovation Nation” includes commitments to work
with partners to develop an innovation index, that takes a broad view of the subject and to
establish an innovation research centre to improve the measurement and understanding of
innovation in its widest sense.

— Element 5 [A more responsive supply of science, technology, engineering and maths skills to the
economy]

Why has the indicator “to increase the number of science students receiving enterprise training” not been
updated since the 2002 data?

5. RESPONSE:

This information was collected as part of the reporting on projects funded through the Science Enterprise
Challenge, which has now been completed. This indicator was in some ways unsatisfactory as it only covered
the number of science students receiving training without assessing the depth of the training provided or its
effectiveness. The indicator has also been partly overtaken by developments as enterprise training is now
not limited to science students and is available to other disciplines as well. It should also be noted that the
National Council for Graduate Entrepreneurship has started to publish a survey of entrepreneurship and
enterprise in higher education which provides a more comprehensive picture than the indicator previously
collected in relation to this PSA.

DIUS Public Service Agreement 3 [ Previously DfES PSA target 14]
— Element 1 [Participation]

The target for this element is to increase participation towards 50% by 2010. Given the 4% increase in
performance over the six years reported, how is the Department planning to accelerate its delivery to ensure
the required 7% increase over the final four years to 2010?

The Delivery Agreement for the comparable target for the 2007 Comprehensive Spending Review period
[2007 CSR PSA 2: indicator 6] is to “increase participation in higher education towards 50 per cent of those
aged 18 to 30 with a growth of at least a percentage point every two years to the academic year 2010-11.

The new target will therefore be achieved if performance has increased to just 45.5% from 43% in 2005-06.
Why has the performance expectation for this target been reduced to below 50% for the next Spending
Review period?

6. RESPONSE:

The target in PSA 3 is to increase participation towards 50% by 2010. That 50% figure was, and remains,
an important signal of our aspirations for participation in higher education, and we expect to continue to
make progress towards it over the next CSR period. However, the target does not suggest we would reach
50% by 2010. The target figure is sensitive to changes in the number of 18-30 year olds in the population—
between now and 2011 these numbers will continue to increase. Under this demographic pressure, we believe
it is realistic to aim for growth in the participation rate of at least a percentage point every two years to the
academic year 2010-11, as specified in the delivery agreement for the Comprehensive Spending Review.

Recently released figures for 2006-07 show the latest actual rate is 40%, a drop of 2.7 percentage points
from the previous year. However, both the high rate for 2005-06 and the low for 2006-07 are
unrepresentative of the long term trend, due to the short term effect of the introduction of variable fees. We
know that application numbers recovered significantly in 2007-08, and applications are up again
substantially for 2008-09, and the participation rate for that year will be a better indicator of progress
against the PSA.

In terms of numbers, the increases in funding over the CSR period to 201011 will support at least 40,000
additional students by the end of that period. Additionally, the Higher Education Funding Council for
England (HEFCE) have been directed to redeploy, by 201011, about £100 million of teaching grant that
would have gone to support the costs of teaching students who already hold a qualification at or above their
proposed level of study. The policy will allow over 20,000 additional students without an existing
qualification to enter HE for the first time or progress to a higher level qualification by 201011, taking the
total number of additional places to some 60,000.
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— Elements 2 and 3 [Fair access and non-completion]

Reporting against both of these elements of the PSA show improved performance. However the
Committee notes that neither of the measures has been retained for the new 2007 CSR PSA 2 [Improve the
skills of the population on the way to ensuring a world-class skills base by 2020]. Why were the fair access
and non-completion measures not considered sufficiently important to warrant a performance measure under
the new 2007 PSA?

7. RESPONSE:

Fair access to higher education remains a priority for the Government. This is reflected in PSA 11, which is
about narrowing the gap in educational achievement between children from low income and disadvantaged
backgrounds and their peers. A key indicator for this PSA is to narrow the gap between the initial
participation in full time higher education rates for young people aged 18, 19 and 20 from the top three and
bottom four socio-economic classes.

Non-completion also remains a priority for the Government. It is not included as one of the key indicators
for the new Skills PSA (2007 CSR PSA 2), because this PSA now contains an output measure, in the form
of increasing the proportion of the workforce with higher level skills from under 30% now, to over 40%. The
target to increase participation towards 50% is an input target. As such, the non-completion element was
needed as a counterbalance, to avoid any temptation to pursue the target by packing courses with students
who would not complete them. As we now have an overarching output target, the separate focus on non-
completion within the PSA isn’t needed—because students who do not complete will not count towards the
target’s achievement. We will, however, continue to calculate and publish non-completion rates as one of a
number of performance measures that do not form part of the PSA.

SPENDING REVIEW 2004 EFFICIENCY TARGET

The APR stated that you are “on course” to achieve the financial savings target by 2007-08 and that “a
contribution of £787.7 million of efficiency gains has been recorded by the end of September 2007 in those
areas for which DIUS is now responsible”.

(1) What is the Department’s financial efficiency savings target for the SR2004 period?
8.1 RESPONSE:

The Department has agreed an indicative target of £622.2 million with HM Treasury, DCSF and
BERR. This reflects the contribution DIUS is expected to make to the DfES and DTI legacy targets.

(i1) Please provide a breakdown of the target to show how much the Research Councils, Further
Education, and Skills sector will be contributing to the target and which elements of their expenditure
are to be targeted.

8.2 RESPONSE:
DIUS’s total indicative target of £622.2 million is attributed to the individual areas as follows:
Higher Education, Further Education and Skills—£437.2 million

These gains are to be derived from areas such as improved procurement practice, improved use of
capital assets and estate modernisation, improved efficiency in corporate services, reduced
administration costs and improved use of ICT.

Science and Innovation—£185 million (including the Research Councils)

These gains are to be achieved through the Research Council efficiency programme, improved use of
capital assets and reduced administration costs.

All these gains represent genuine improvements in efficiency and are not simply cuts in expenditure.

(ii1) Please confirm which element of the £787.4 million reported efficiency savings has been classified by
the Office of Government Commerce as “final”, “interim” or “provisional,” preferably showing the
figures broken down by the Research Councils, Further Education and Skills sector contributions.

8.3 RESPONSE:

The Department has classified its total reported gains figure of £784.7m as follows in reporting to HM
Treasury, in accordance with the standard categorisation:

Preliminary Interim Final

Higher Education, Further Education and Skills ~ £156.7 million £182.9 million £128.7 million
Science and Innovation £4.2 million  £72.5 million £239.7 million




Ev 106 Innovation, Universities, Science and Skills Committee: Evidence

COMPREHENSIVE SPENDING REVIEW 2007 EFFICIENCY TARGET

For the 2007 Comprehensive Spending Review you have a target to achieve £1,543 million annual
efficiency savings by 2010-11. The Committee welcomes the information on the new target in the Value for
Money Delivery Agreement but would like clarification on the following areas.

With nearly half of the planned efficiency savings target still to be finalised when the Value for Money
Delivery Agreement was published, please would the Department confirm:

(1)  The final breakdown of the total planned efficiency target and work streams.

(i1) A profile for each work stream showing the expected delivery programme for each financial year
between 2008-09 and 2010 — 11.

(iit) Confirmation of the key risks to the efficiency programme and how these will be managed by the
Corporate Board.

9. RESPONSE:

A breakdown of how the Department currently plans to achieve the value for money (VfM) gains agreed
with the Treasury is shown below. This gives the expected profile of gains by year in the CSR period.

BREAKDOWN OF CURRENT PLANS TO ACHIEVE THE VALUE FOR

MONEY GAINS TARGET

2008-09 2009-10 2010-11

£m £m £m

Research Councils UK VfM delivery project package 81 162 243
Other innovation reprioritisation/efficiency gains 26 31 38
Science and Research Infrastructure Fund reprioritisation 108 77 110
FE Train to Gain efficiency gains 223 208 170
FE reprioritisation gains 70 190 270
FE Local Initiatives Fund reprioritisation 48 48 48
FE procurement/estates/NDPB efficiencies 29 50 72
HE reprioritisation, co-funding including ELQ 63 152 256
HE procurement/shared services/estates efficiencies 90 145 200
Departmental administrative costs 4 8 12
(Contingency)/still in development —74 =51 124
Total target agreed as part of the CSR07 668 1,020 1,543

Key risks to the Department’s value for money programme remain those set out in the Value for Money
Delivery Agreement:

— inertia across an extensive and autonomous delivery chain. This applies in all sectors particularly
in HE and Further Education and Skills (FES) and will need to be addressed through sector
specific strategies, for instance to establish strong networks of good practice;

— the preparedness of partner bodies, including the private sector, to increase the level of partnership
funding. For instance, more difficult than expected market conditions might reduce employers’
willingness to contribute to or release staff for training programmes, or reduce organisations’
willingness to invest in joint research programmes. Explaining well the benefits of partnership
funding to bodies making contributions will be key to ensuring targets are achievable.

Responsibility for management of these risks at corporate Board level lies with the relevant Board
members responsible for delivery of the value for money gains within their commands. Performance of the
Value for Money programme will be reported to the Board monthly, with more detailed review being
undertaken by a sub-group of the corporate Board, the Performance Board.

April 2008

Annex
Letter of 3 March to DIUS

DEPARTMENTAL AUTUMN PERFORMANCE REPORT 2007

The Committee has now had an opportunity to consider the Department’s Autumn Performance Report
2007. There are a number of questions on which the Committee would appreciate a response.

The National Audit Office review of the DIUS PSA targets assessed that five of the eleven elements
underpinning the targets were not fit for purpose. The Treasury guidance to departments on APR reports
for 2007 stated that “where data systems have been externally validated the results should be summarised
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[in the APR] and the department should explain how they have, or are, responding to any negative
conclusions”. What improvements are planned for the five PSA data systems which the National Audit Office
has assessed as “not fit for purpose’’?

PERFORMANCE ON PSA TARGETS

DIUS Public Service Agreements 1 [ Previously DTI PSA 2]
This target has been assessed in the APR as “on course” but there are a number of the underlying measures
on which performance has declined.

— Element 1 [Researchers per 1,000 workforce]

The APR confirms that this measure has a target of 6.3 for 2006 but that performance has declined in
2005 to 5.8 from 5.9 in 2004. Why has performance on this measure declined? Do you expect to achieve the
2006 target? What action is planned to ensure the 2006 target is delivered?

— Element 3 [Greater responsiveness of the research base to the needs of the economy and public
services|

The APR confirms that performance has declined on two of the HE measures and four of the PSRE
measures.

HE measures with declining performance:
— Number of patent applications.

— Number of patents granted.

PSRE measures with declining performance:
— Number of patent applications.
— Number of licensing agreements.
— Number of spin outs.

— Income from business consultancy.

Why has performance declined on these measures and what action is being taken to improve performance?
— Element 4 [Increasing business investment in R&D and increased business engagement]

One of the measures for this target is business research and development expenditure as a percentage of
GDP. The APR shows that performance on this indicator has declined between 1999 and 2005 from 1.23
to 1.08.

The Delivery Agreement for the 2007 Comprehensive Spending Review PSA 4 [Promote world class
science and innovation in the UK], states that “the 10-year Science and Innovation framework set out the
Government’s overall ambition to raise investment in R&D to 2.5% of GDP by 2014”. Why was research
and development as a percentage of GDP not included as an indicator for performance on the new PSA?

— Element 5 [A more responsive supply of science, technology, engineering and maths skills to the
economy|

Why has the indicator “to increase the number of science students receiving enterprise training” not been
updated since the 2002 data?

DIUS Public Service Agreement 3 [ Previously DfES PSA target 14]
— Element 1 [Participation]

The target for this element is to increase participation towards 50% by 2010. Given the 4% increase in
performance over the six years reported, how is the Department planning to accelerate its delivery to ensure
the required 7% increase over the final four years to 2010?

The Delivery Agreement for the comparable target for the 2007 Comprehensive Spending Review period
[2007 CSR PSA 2: indicator 6] is to “increase participation in higher education towards 50% of those aged
18 to 30 with a growth of at least a percentage point every two years to the academic year 2010-11.

The new target will therefore be achieved if performance has increased to just 45.5% from 43% in 2005-06.
Why has the performance expectation for this target been reduced to below 50% for the next Spending
Review period?
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— Elements 2 and 3 [Fair access and non-completion]

Reporting against both of these elements of the PSA show improved performance. However the
Committee notes that neither of the measures has been retained for the new 2007 CSR PSA 2 [Improve the
skills of the population on the way to ensuring a world-class skills base by 2020]. Why were the fair access
and non-completion measures not considered sufficiently important to warrant a performance measure under
the new 2007 PSA?

SPENDING REVIEW 2004 EFFICIENCY TARGET

The APR stated that you are “on course” to achieve the financial savings target by 2007-08 and that “a
contribution of £787.7 million of efficiency gains has been recorded by the end of September 2007 in those
areas for which DIUS is now responsible”.

(iv) What is the Department’s financial efficiency savings target for the SR2004 period?

(v) Please provide a breakdown of the target to show how much the Research Councils, Further
Education, and Skills sector will be contributing to the target and which elements of their expenditure
are to be targeted.

(vi) Please confirm which element of the £787.4 million reported efficiency savings has been classified by
the Office of Government Commerce as “final”, “interim” or “provisional,” preferably showing the
figures broken down by the Research Councils, Further Education and Skills sector contributions.

COMPREHENSIVE SPENDING REVIEW 2007 EFFICIENCY TARGET

For the 2007 Comprehensive Spending Review you have a target to achieve £1,543 million annual
efficiency savings by 2010-11. The Committee welcomes the information on the new target in the Value for
Money Delivery Agreement but would like clarification on the following areas.

With nearly half of the planned efficiency savings target still to be finalised when the Value for Money
Delivery Agreement was published, please would the Department confirm:

(iv) The final breakdown of the total planned efficiency target and work streams.

(v) A profile for each work stream showing the expected delivery programme for each financial year
between 2008—09 and 2010—11.

(vi) Confirmation of the key risks to the efficiency programme and how these will be managed by the
Corporate Board.

Memorandum 11

Submission from the Department for Innovation, Universities and Skills

MAIN SuPPLY ESTIMATE 2008-09

DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS—ESTIMATE
MEMORANDUM

SUMMARY OF MAIN ESTIMATE

1. Subject to Parliamentary approval of any necessary Main Estimate, the Department for Innovation,
Universities and Skills resource budget will be £18,495,646,000.

Request for Resource (RfR) Main Estimate
RfR 1—DIUS £14,693,465,000
RfR 2—Science £3,802,181,000
Total net resource requirement £18,495,646,000
Net cash requirement £21,003,978,000

SUMMARY OF MAIN ESTIMATE SUPPLY SOUGHT COMPARED TO FINAL 2007-08 ESTIMATE COVER

2. The main areas of change to the 2008-09 Estimate are as follows:
— Increase in total net resource requirement of £547.0 million to £18,495.6 million.
— Increase in the total appropriation in aid of £265.9 million to £8,482.1 million.
— Increase in the net cash requirement of £1,567.8 million to £21,004.0 million.
— Decrease in the administration cost limit of £5.9 million to £70.0 million.
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DETAILED EXPLANATION OF THE CHANGES TO THE PROVISIONS

3. The increase in the total net resource requirement of £547.0 million results mainly from:
— An increase of £157.9 million in the Higher, Further education and Skills programmes.

— An increase of £389.1 million in the Science Research Councils.

APPROPRIATIONS IN AID:

4. The increased appropriations in aid of £265.9 million results mainly from:

— The increase in receipts of £215.3 million from the Department for Children, Schools and Families
for 16-19 programmes through the Learning and Skills Council.

— The increase in receipts of £50.6 million for Higher, Further Education, Skills and Science
programmes.

DEPARTMENTAL EXPENDITURE LimiTs (DEL)

5. The Main Estimate will increase the DIUS resource DEL by £704.8 million to £16,378.5 million and
decrease the capital DEL by £76.0 million to £1,989.9 million.

6. The tables below provide details of DEL resource and capital totals for the previous and current
financial years. DEL totals set out in the tables below are drawn from the relevant Spring Supplementary.
The forecast outturn figures for the 2007-08 are taken from the latest forecasts supplied to Treasury.

EXPENDITURE AGAINST DEPARTMENTAL EXPENDITURE LIMITS 2007-08

£°000
Forecast
Year Voted Non-Voted Total DEL Outturn Variance
Resource —4,415,296 20,089,015 15,673,719 15,538,776 134,943 0.86
2007-08
Capital —179,756 2,145,645 2,065,889 2,028,556 37,333 1.81
2007-08

DEPARTMENTAL EXPENDITURE LIMIT 2008-09

£000

Voted Non-Voted Total

Resource DEL —4,033,349 20,411,860 16,378,511
of which:t

Administration budged 70,265 — 70,265

Near-cash in RDEL — 5,235,620 20,256,126 15,020,506

Capital DELTY 72,842 1,917,026 1,989,868

Less Depreciationt 7 —3,205 — 141,753 — 144,958

Total DEL —3,963,712 22,187,133 18,223,421

t  The total of the “Administration Budget” and “Near-cash in Resource DEL*
figures may well be greater than total resource DEL, due to the definitions
overlapping.

11 Capital DEL indicates items treated as resource in Estimates and accounts but
which are treated as Capital DEL in budgets.

111 Depreciation, which forms part of resource DEL, is excluded from total DEL
since Capital DEL includes capital spending and to include depreciation of those
assets would lead to double counting.

EnD YEAR FLExIBILITY (EYF)

7. Within DIUS both programme and administrative budgets are delegated to Board members and the
expectation is that they will normally manage within their allocations. Where this is not possible and subject
to the approval of Ministers the use of EYF will be considered.

8. The following table sets out the current balance of EYF available to the department in 2008-09 which
has not changed since the 2007-08 Spring Supplementary Memoranda.
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END YEAR FLEXIBILITY

£000
Admin Costs  Other Resource Capital Total

Current EYF position
DIUS — 459,637 90,332 549,969
Science Ringfence — 192,727 85,288 278,015
Totals — 652,364 175,620 827,984

ADMIN CosT LiMITS

9. The Department continues to manage its administrative costs in an effective and efficient manner. The
outturn figures for 2006-07 have been taken from the latest forecast outturn supplied to Treasury.

ADMINISTRATIVE COST LIMITS

(PREVIOUS YEARYS)
Year Limit
2007-08 75,930
2008-09 70,265

PROVISIONS AND LIABILITIES

10. The Department has seven key provisions. The three relating to Student Loans represent about 98%
of the total.

The student loan provisions relate to:
— the possible write-off of loans issued which in the event will be unrecoverable for various reasons;
— the interest subsidy as the student is only charged interest at the rate of inflation; and

— the debt sale subsidy which covers the contractually due subsidies to the purchaser of the debt.

11. Fuller details of these subsidies are given in the DCSF Departments Resource Accounts 2006-07
issued as HC 772 on 16 July 2007. Note 20 to the accounts refers.

NOTES TO THE ESTIMATE

Treasury have agreed to £4.0 million contingency fund borrowing in line C RfR 1, subject to the passage
of the Sale of Student Loans Bill 2008, which has passed third reading in the House of Commons and is
currently in the House of Lords.

April 2008

Memorandum 12

Supplementary submission from the Department for Innovation, Universities and Skills

MaAIN SurpLY ESTIMATE 200809

DEPARTMENT FOR INNOVATION, UNIVERSITIES AND SKILLS—ESTIMATE
MEMORANDUM

1. INTRODUCTION

The purpose this Memorandum is to provide the Select Committee with additional information regarding
the content of the Department’s Main Estimate for 2008-09. Included is information on variations in the
Estimate from the closing 2007-08 position, information on the departmental DSO’s and PSA’s and an
overview of the Departmental EYF stock. An explanation of key terms used in the Memorandum is
provided in Annex A.
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2. OVERVIEW OF MAIN ESTIMATE

The published estimate shows planned spending over each Request for Resource (RfR) for voted
provision and for Annually Managed Expenditure (AME)

(1) Subject to Parliamentary approval of the Main Estimate, the Department for Innovation, Universities
and Skills resource DEL budget will be £18,495,646,000 for 2008-09. This splits out into the 2 RfR’s as
shown in the table below.

Regquest for Resource (RfR) Main Estimate
RfR 1—DIUS £14,693,465,000
RfR 2—Science £3,802,181,000
Total net resource requirement £18,495,646,000
Net cash requirement £21,003,978,000

(i) The Departmental Capital budget is £4,769,587,000 (Expenditure of £5,929,837,000 less anticipated
capital income of £1,160,250,000). Capital expenditure relates only to RfR 1, there is no capital budget for
RfR 2.

(iii)) The DEL funding within the Main Estimate is based on the Department’s 2007 Comprehensive
Spending Review Settlement. It should be noted that this Estimates does not include any draw down of End
of Year Flexibility. Any changes to Departmental funding of this nature will be dealt with in the Winter
and/or Spring Supplementary Estimates.

(iv) The Net Cash Requirement included within the Estimate is £21,003,978,000, which is in accordance
with the approved DEL and AME budgets adjusted for non-cash items and forecast working capital
movements.

3. EXPLANATION OF CHANGES MADE SINCE THE ESTIMATE FOR 2007-08

(1) As stated above the Main Estimate for 2008-09 is based on the settlement provided to DIUS within
CSR 07. This settlement provided the department with 2.2% real increases on programme expenditure and
a 5% real decrease in administrative expenditure. These overall changes are reflected in the changes to the
key control totals as shown below. These changes will differ from the percentage movements set within the
CSR 07 settlement as the final 2007-08 position included draw down of EYF in addition to the baseline
figures.

— Increase in total net resource requirement of £966.8 million to £18,495.6 million.
— Increase in the net cash requirement of £1,567.8 million to £21,004.0 million.

— Decrease in the administration cost limit of £6.1 million to £70.0 million.

(i1) The increase in the total net resource requirement of £966.8 million breaks down into an increase of
£567.6 million in the Higher, Further education and Skills programmes and an increase of £399.2 million
in the Science Research Councils.

(iii)) The key changes on HE spending were a £336 million increase in student support expenditure
resulting from the roll out of the 2006-07 reforms to student support levels fully within 2008-09 and the
introduction of variable fees. In 2007-08 there were two cohorts eligible for fees loans and higher
maintenance grants, in 2008-09 there are three cohorts of students that will be eligible for the new packages
reflected in the increased level of expenditure.

(iv) The Grant in Aid payment to HEFCE has increased by £196 million representing an inflationary
increase to keep the teaching and learning unit of funding uprated in line with inflation and to increase the
research gran in line with real terms GDP growth.

(v) In FE and Skills the grant to the LSC has increased by £222 million to cover increased expenditure
on participation programmes, in particular 16-18 further education, apprenticeships and work-based
learning and Train to Gain.

(vi) There has been a change to the FE and Skills Estimate format. Resources for further education
improvement were previously included under the Quality Improvement Agency (QIA) in Line N have now
been included in Line D. This reflects the creation of a new sector owned organisation incorporating QIA
and the Centre for Excellence in Leadership. The new organisation will take a comprehensive approach to
whole organisation improvement, based on the leading edge practice and building on the work of the QIA
and CEL. This has had no overall net effect on the funding for this element of FE expenditure.

(vii) The key changes to the Science Research Councils reflect technical changes to the Estimate
presentation and not overall funding changes. The £85 million HEIF and the £163 million of SRIF/RCIF
programme grants have been moved into non-voted expenditure.
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(viii) The increase in the Net Cash Requirement reflects the overall increase in resource expenditure and
a correction of a classification error within previous Estimates. In previous estimates the classification of
non-cash income was netted within the NCR calculation, thus understating the overall cash requirement of
the department.

(ix) The Departmental Administration cost limit has fallen in line with the 5% real budgetary reductions
within the CSRO7 settlement. The total difference from 2007-08 also reflects that fact that an additional
£4.09 million EYF was draw down within the Spring Supplementary.

(x) The Departmental Appropriations in Aid has increased primarily as a result of an increase in receipts
of £215.3 million from the Department for Children, Schools and Families for 16-19 programmes paid to
the Learning and Skills Council.

4. DEPARTMENTAL EXPENDITURE LimiTs (DEL)

(1) The Main Estimate will increase the DIUS resource DEL by £704.8 million to £16,378.5 million and
decrease the capital DEL by £76.0 million to £1,989.9 million.

(i1) The tables below provide details of DEL resource and capital totals for the previous and current
financial years. DEL totals set out in the tables below are drawn from the relevant Spring Supplementary.
The forecast outturn figures for the 2007-08 are taken from the latest forecasts supplied to Treasury.

EXPENDITURE AGAINST DEPARTMENTAL EXPENDITURE LIMITS 2007-08

£000
Forecast
Year Voted Non-Voted Total DEL Outturn Variance
Resource —4,415,296 20,089,015 15,673,719 15,538,776 134,943 0.86
2007-08
Capital —179,756 2,145,645 2,065,889 2,028,556 37,333 1.81
2007-08

DEPARTMENTAL EXPENDITURE LIMIT 2008-09

£000

Voted Non-Voted Total

Resource DEL —4,033,349 20,411,860 16,378,511
of which:t

Administration budged 70,265 — 70,265

Near-cash in RDEL — 5,235,620 20,256,126 15,020,506

Capital DELTT 72,842 1,917,026 1,989,868

Less Depreciationt 7 —3,205 — 141,753 — 144,958

Total DEL —3,963,712 22,187,133 18,223,421

T  The total of the “Administration Budget” and “Near-cash in Resource DEL*
figures may well be greater than total resource DEL, due to the definitions
overlapping.

1 Capital DEL indicates items treated as resource in Estimates and accounts but
which are treated as Capital DEL in budgets. This figure excludes expenditure in
relation to Student Loans and hence does not agree with paragraph 2(ii).

111 Depreciation, which forms part of resource DEL, is excluded from total DEL
since Capital DEL includes capital spending and to include depreciation of those
assets would lead to double counting.

5. END OF YEAR FLEXIBILITY (EYF)

(1) The table below shows a summary position of the Department’s current EYF stock, which totals £652
million Resource and £176 million capital following the draw down in the Spring Supplementary.

(i1)) The Department’s EYF stock will be recalculated once the 2006-07 provisional outturn figures are
available and published in the Public Expenditure Outturn White Paper.

(iii) The following table sets out the current balance of EYF available to the department in 2008-09 which
has not changed since the 2007-08 Spring Supplementary Memorandum.
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END YEAR FLEXIBILITY

£°000
Admin Costs  Other Resource Capital Total

Current EYF position
DIUS — 459,637 90,332 549,969
Science Ringfence — 192,727 85,288 278,015
Totals — 652,364 175,620 827,984

6. ADMINISTRATION COST LIMITS

(1) The Department continues to manage its administrative costs in an effective and efficient manner. The
outturn figures for 2006-07 will be available for the PEOWP following the review of the full year end
outturn. The outturn is expected to be within the limits set within the 2007-08 and Spring Supplementary
Estimate.

ADMINISTRATIVE COST LIMIT

Year Limit

£°000
2007-08 75,930
2008-09 70,265

7. PROVISIONS AND LIABILITIES

(1) The Department has seven provisions. The three key provisions relating to Student Loans represent
about 98% of the total.
The student loan provision relates to:
— the possible write-off of loans issued which in the event will be unrecoverable for various reasons;
— the interest subsidy as the student is only charged interest at the rate of inflation; and
— the debt sale subsidy which covers the contractually due subsidies to the purchaser of the debt.

8. PUBLIC SERVICE AGREEMENTS

(1) The Government Public Service Agreements (PSA’s) published in the October 2007 Comprehensive
Spending Review (CSR07) set out the key priority outcomes the Government wants to achieve in the next
spending period (2008 — 11). DIUS leads on two of these PSA’s:

(i1)) PSA 2: Improve the skills of the population, on the way to ensuring a world class skills base by 2020.
(iii) PSA 4: Promote world class science and innovation in the UK.

9. DEPARTMENTAL STRATEGIC OBJECTIVES

(1) Supporting the achievement of our PSA objectives, six Departmental Strategic Objectives (DSOs) set
out in greater detail the actions DIUS will take over the CSRO7 period:

(i) DSO 1: Accelerate the commercial exploitation of creativity and knowledge, through innovation and
research, to create wealth, grow the economy, build successful businesses and improve quality of life.

(iii)) DSO 2: Improve the skills of the population throughout their working lives to create a workforce
capable of sustaining economic competitiveness, and enable individuals to thrive in the knowledge economy.

(iv) DSO 3: Build social and community cohesion through improved social justice, civic participation and
economic opportunity by raising aspirations and broadening participation, progression and achievement in
learning and skills.

(v) DSO 4: Pursue global excellence in research and knowledge, promote the benefits of science and
society, and deliver science, technology, engineering and mathematics skills in line with employer demand.

(vi) DSO 5: Strengthen the capacity, quality and reputation of the further and higher education systems
and institutions to support national economic and social needs.

(vii) DSO 6: Encourage better use of science in Government, foster public service innovation, and
support other Government objectives which depend on DIUS expertise and remit.
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10. NOTES TO THE ESTIMATE

Treasury have agreed to £4.0 million contingency fund borrowing in line C RfR1, subject to the passage
of the Sale of Student Loans Bill 2008, which has passed third reading in the House of Commons and is
currently in the House of Lords. The expenditure cannot form part of the departmental estimate until the
legislation has been passed.

May 2008

Annex A

EXPLANATION OF KEY TERMS USED IN THE MEMORANDUM

Departmental Expenditure Limit (DEL)

This is spending within the Department’s direct control and which can therefore be planned over an
extended period, such as the costs of its own administration and payments to third parties.

Annually Managed Expenditure (AME)

In DIUS, AME is primarily demand led expenditure on student loan payments. It is generally less
predictable and controllable than expenditure in DEL. AME spending does not fall within the
Departmental Expenditure Limits.

Request for Resources

DIUS has 2 RfR’s. The second covers the ring fenced Science Expenditure. Expenditure within this area
cannot be reallocated across to other areas of expenditure. RfR 1 contains expenditure on all other
departmental activities.

End of Year Flexibility (EYF)

A mechanism that enable the Department to plan the use of resources over Spending Review years and
therefore carry forward unspent provision in the Departmental Expenditure Limit in one year to
subsequent years.
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