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FOREWORD BY THE CHIEF SECRETARY TO

THE TREASURY

As set out in Putting the Frontline First: smarter
government, the government is committed to
improving public services and halving the deficit
within four years. To do this we must bring all of
Whitehall, and public services more widely, up to
the standards of the best. In April 2008 we asked
five experts from both the private and public
sectors to challenge our ambition on efficiency
and help us reduce costs. At Budget 2009 in the
Operational Efficiency Programme Final Report
(OEP) they estimated the government could save
£15bn a year across key areas of operational
spend by 2013-14 and made recommendations to
help drive out these savings.

Central to this was the need for government to

run smarter and leaner back office functions that
enable public services to be delivered efficiently.
Government currently spends about £18bn a year
on back office functions like HR and Finance, but
by managing them in a smarter, more efficient way,
the OEP suggested we could save £4bn, which
could be redirected to Government priorities.

In the current economic climate, the public not
only expect greater efficiency, but also greater
accountability and transparency over the way
government is run. The OEP recognised that
comparable data was key to being able to deliver
the transformational change required to deliver
these savings and therefore made a specific
recommendation to collect benchmarking data
on back office operations to drive improvement.

Now, for the first time we have brought together
and are publishing benchmarking data across
the whole of central government, covering 153
organisations and over 770,000 employees. This
goes further than any Government before.

This exercise has highlighted that some public
sector organisations are performing at levels
consistent with private sector best-practice
benchmarks. However, the variation shows there
is scope to go further and this benchmarking
data can be central to helping us question the
way we currently do business and drive out new
efficiencies. In Putting the Frontline First we have
announced a set of clear comparators and all
departments and their arms length bodies will
aim to improve in line with these levels. Whilst
these will not be appropriate for every function
in every public sector organisation, they are
indicative of our ambition and are a means of
driving open, transparent public debate.

This document represents a step-change in
improving the transparency of government.
However, it is also the first step of a journey and
it is important not to draw sweeping conclusions
about organisations that may have very different
business models, for example large operational
departments, small regulatory bodies and small
grant-giving organisations. There is no definitive
‘right or wrong” answer on much of this, but
having the data allows us to ask the questions.

We will continue to publish this data annually and over
time the quality of the data and metrics will improve,
but more importantly it will show how standards are
improving, while efficiencies are being delivered.

Liam Byrne
Chief Secretary to the Treasury
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CHAPTER ONE: INTRODUCTION

Context

This document publishes the results of the first
annual benchmarking exercise across central
government. This is the largest exercise of its
kind undertaken in central government and was
a recommendation in the Final Report of the
Operational Efficiency Programme (OEP)" review,
published in April 2009.

“All public sector organisations employing more
than 250 people must collect and publish data
using the Audit Agencies’ approved value for
money indicators for back office operations with
effect from June 2009 for central departments,
agencies and NDPBs."?

The OEP estimated £15bn of per annum savings
could be made through improved management
of areas of operational spend. The report made
35 headline recommendations to drive improved
management including around recognising the
need for comparable data across back office
functions in the public sector in line with private
sector practice. These recommendations were
endorsed by Cabinet.

As recommended by OEP, this benchmarking
exercise has been led by the Government Heads
of Professions and has built on their work.

The role of Government Heads of Professions
includes supporting and enabling best practice
within their respective fields. This has included
developing and championing benchmarking to

'See HM Treasury website http:/Avww.hm-treasury.gov.uk/vfm_opera-
tional_efficiency.htm

2 Operational Efficiency Programme: Final Report, p 9

better understand current performance, spend,
and capability. In this report they have each
provided expert commentary.

Benchmarking Data

Data for this exercise has been collected from
all ministerial departments?, except the Scotland
Office and Wales Office which form part of the
Ministry of Justice for adminstration purposes.
The devolved adminstrations in Scotland, Wales,
and Northern Ireland have not been included. A
summary of the information received is given in
Table 1.A.

The current benchmarking data covers five back
office functions: Finance, HR, IT, Procurement
and Property. This data will be gathered and
published annually going forward, increasing the
transparency and accountability of public bodies.
Over time the data set will expand to include
additional detail and other corporate services
functions — for example Communications &
Marketing and the Legal professions.

Why Collect Data?

Government departments and the broader
public sector help vast numbers of people,
process massive amounts of information and
manage millions of transactions every day.
This capability comes at a cost to the taxpayer,

3 Departments: Business Innovation and Skills (BIS), The Chancellor’s
Departments, The Foreign & Commonwealth Office (FCO), Ministry of
Justice (MoJ), Home Office (HO), Environment Food and Rural Affairs
(DEFRA), International Development (DfID), Communities and Local
Government (CLG), Schools Children and Families (DCSF), Energy and
Climate Change (DECC), Health (DH), Northern Ireland Office (NIO),
Cabinet Office (CO), Work and Pensions (DWP), Defence (MoD),
Transport (DfT), and Culture Media and Sport (DCMS).


http://www.hm-treasury.gov.uk/vfm_operational_efficiency.htm
http://www.hm-treasury.gov.uk/vfm_operational_efficiency.htm

Table 1.A: Headline statistics from the benchmarking data set reproduced at Annex A

Type of Body Number!
Ministerial Department® 18
Agency 32
Non-Departmental Public 69
Body

Non-Ministerial 15
Department

Other® 19
Total 153

in the data table at Annex A.

used to derive the key HR ratio published at Annex A.

values.

formed during financial year 2008-09.

Headcount? Total Cost Finance, Total Cost of Property*
HR, IT, & Procurement (£m)

functions? (£m)
431,237 4,504 1,789
120,291 1,507 509
85,118 1,055 353
110,642 1,401 432
26,136 137 112
773,424 8,604 3,195

Source: Analysis of FY 2008-09 benchmarking data returns

All data in this table is calculated from benchmarking data returns submitted, which have not been subject to audit or independent
verification. All data is derived from simple addition of figures submitted, specifically:
1. The number of organisations describing themselves as the “type of body” indicated. Of these, some organisations
submitted nil returns (for instance the Department for Energy and Climate Change (DECC) which did not exist at start of
FY08-09, and for which a meaningful return would not have been possible). Organisations submitting nil returns are listed

2. Each organisation’s benchmarking return included the number of organisation employees (full time equivalents), which was

3. Each organisation’s benchmarking return included the cost of the Finance function, HR function, spend on IT, and
Procurement function — each used to derive the % cost of “function” published at Annex A.

4. Each organisation’s benchmarking return included the cost per full-time-equivalent (FTE) of property. This has been
combined with the number of organisation employees to provide this number, which may be misleading where employees
are not routinely based in an office environment. Consequently, these estimate figures are likely to be above the actual

5. Of the 18 Departments, the Department of Energy & Climate Change (DECC) did not provide information, due to being

6. The 17 bodies describing themselves as “Other” are listed at Annex A with a description. The two organisations listing
themselves as Wider Public Sector Bodies have been included in Other.

ranging from £2.4bn to £4.8bn for Finance and
between £0.9bn and £2.1bn for Procurement?*.
Yet there has not been a comprehensive attempt
previously undertaken to estimate the cost of
operational areas of government. Government
does, however, understand what it spends and
comfirmed its procurement spend® as £22 1bn for
2008/09. This benchmarking exercise provides
the first such opportunity to gather more detailed
cost information on the five areas of back office
operational activity addressed in this work.

4 Operational Efficiency Programme: back office operations and IT,

HM Treasury, May 2009.

>This figure is derived from the estimated outturn figures from the Public
Expenditure Statistical Analysis (PESA) 2009, published by the ONS and
HM Treasury.

Likewise, robust performance and management
data can be hard to obtain across public bodies.
Such data is crucial in being able to compare
the performance of various organisations within
the public sector, and for comparing the public
sector to private sector experiences. This data
can be used to inform potential savings in

the five functions that were examined in this
exercise. Benchmarking can enable increased
innovation and collaboration in the public sector
that should release resources to be used more
effectively and improve public service delivery.
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This benchmarking exercise provides the first
step in gaining the cost and performance
information that will drive future savings and
improve performance across the wider public
sector. While some data sets are incomplete
and improvements can be made, successive
benchmarking exercises will improve the
quality of information available to the public
and will contribute to better management of
operational activities.

Data Quality

As with any data gathering exercise of this
scale, there have been significant challenges.

In particular it has been a complex task to
define a common language and definitions

to capture consistent and comparable data.
This has been achieved in part, but it is clear
that more remains to be done to improve
consistency and comparability of information
and expand the coverage in line with the Public
Audit Forum’s® Audit Agency Indicators’. To this
end, the Government Heads of Professions and
their teams continue to work with the Audit
Agencies to clarify and confirm the data sets and
definitions for future use.

While steps have been taken to validate the
quality of the data, the data has not been

6The Public Audit Forum is comprised of senior representatives of the five
national audit agencies and includes Amyas Morse, Comptroller and Au-
ditor General; Steve Bundred, Chief Executive, Audit Commission; Robert
Black, Auditor General for Scotland; Jeremy Colma, Auditor General for
Wales; and Kieran Donnelly, Northern Ireland Comptroller and Auditor
General. It provides a strategic focus on issues cutting across the work of
the national audit agencies.

’The Audit Agencies represented at the Public Audit Forum have worked
together since 2007 to attempt to define a common set of value-
for-money indicators (Audit Agency Indicators), with common data
definitions, that can be applied consistently across the UK public sector.
The Government Heads of Professions and their teams, with remits that
extend across the centre of government, have worked closely with the
Audit Agencies to refine and improve the data set and definitions to ap-
ply to central government. It was not possible to agree robust data and
definitions across the full set of indicators in time for use in this exercise.
Work continues towards the objective of a single set of consistent indica-
tors for the whole public sector.

audited and there remain issues of comparability.
In particular, different bodies in central
government have very different business models
to deliver their different services (for example
large operational departments, small regulatory
bodies and small grant-giving organisations).
Interpreting data requires a keen understanding
of that organisation — some business models are
capital intensive, others have significant overseas
demands, while others process large volumes of
low value grants.

Some benchmarked areas can also overlap, for
instance: IT spend and third party procurement
spend and property costs that may include
procured facilities management or utilities costs.

The professions will work to develop a

much better understanding of how to make
comparisons between organisations that are
meaningful and enable managers to target

and drive efficiencies. The data in this report
demonstrates significant variations in the
function, context and business model of

the organisations and professions covered —
impacting the ability to make simple or direct
comparisons. The data in this report enables the
professions to ask better questions. At this stage
caution should be exercised in drawing firm
conclusions.

The full value of benchmarking is realised only
with successive years of data — to be able to
analyse trends and identify the impacts of

past decisions, and understand underlying
causes of data discrepancies to take steps to
address or account for them. Over time this
benchmarking exercise should provide the basis
for such analysis.
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Within the benchmarking data and commentary,
there are comparators with private sector best
practice. There are significant differences in
operating model and the operating environment
between public and private bodies. Care should
be taken in using these comparators to draw
direct comparisons, however, they are a useful
starting point for improving the performance of
the public sector and raising expectations of what
citizens can expect from public bodies.

Findings and Next Steps

Public sector performance varies considerably,
with some instances that excel and others that
lag. Comparison with external benchmarks
demonstrates that public sector performance at
its best can exceed or match private comparators
but that, on average, improvement is needed.
This is consistent with the findings of the
Operational Efficiency Programme, which is
already targeting performance improvement in
the areas covered by this benchmarking.

Each government Head of Profession is already
engaged in activity to improve the performance
and efficiency of their respective corporate
service. These activities will continue, and will
benefit from this benchmarking data as a route
to gauge progress, understand performance, and
improve the management information available
for decision-making. Links to ongoing activities
are made in each section (2-6) by the respective
Head of Profession, and they include:

e ongoing work to develop world class financial
management;

e the “Next Generation HR"” Programme;
e delivering an IT Strategy for Government;
e OGC’s Procurement Capability Review Programme; and

e the High Performing Property initiative, led by OGC,
working with Departments.
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CHAPTER TWO: FINANCE PROFESSION

Commentary from the Head of the
Government Finance Profession, Jon
Thompson.

Finance Data

The programme to develop world-class financial
management uses a combination of financial
benchmarking with a quality assessment
model. It addresses not just cost but also the
effectiveness of the finance function, which
need to be seen together. The Finance function
ran preliminary benchmarking in 2008 and this
new, and more expansive data is an important
further step in developing our understanding

of costs, identifying potential opportunities for
cost efficiency as well as exemplar organisations
which can share best practice.

This important data provides significant and
new information, but should be treated with
some caution, since both the definitions and
data collection approach have yet to bed in. This
information provides a good initial baseline from
which to build — both greater detail, and greater
rigour — for future use.

Three finance indicators were collected,
tracking a subset of the Audit Agency Indicators
for Finance®. These indicators relate to the

three principal perspectives for assessing
finance functions: cost, quality, and capability.
Definitions are given in Annex B, and the
indicators are:

8 Value For Money in public sector corporate services report. A joint
project by the UK Public Sector Audit Agencies, published May 2007

e Cost of Finance This indicator examines the costs
of running the finance function in relation to the
resources that are used by the organisation as a
whole to deliver its responsibilities. It should enable
organisations to explore the potential drivers of the
costs borne by their finance functions, so that they
can manage demand and reduce expenditure. It also
supports analysis into different organisational and
financial operating models, such as the extent of
shared service usage and business partnering.

e Report Cycle Time This indicator measures the
number of days it takes the finance function
to produce meaningful financial information. It
identifies the extent to which boards, Finance and
budget managers can take timely financial decisions.
It provides a measure of the quality of the finance
function, for which provision of useful information
in a timely manner should be a high priority.

e Percentage of Professionally Qualified
Finance Staff This indicator assesses the capacity
and competency of the finance department
by identifying the proportion of staff with a
professional accountancy qualification®in the key
areas of reporting and decision support. It is useful
as a means of gauging organisational capability by
determining the balance of professionally qualified
and unqualified finance staff. Also, it helps to ensure
that qualified professionals are in positions where
their capabilities can provide best value to the
organisation.

Quality of Finance Data

Collecting data about finance operations has
been a very valuable exercise. Data collection
processes have been developed and implemented,

9 Consultative Committee of Accounting Bodies (CCAB) recognised quali-
fications, see: http://Awww.ccab.org.uk/

11
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Table 2:A Size banding for finance analysis

Category Organisation spend, size
bandings (organisation

running costs)

Smallest Less than £50m
Mid/Small More than £50m, less than
£100m

Mid/Large More than £100m, less than
£500m

Largest ‘ More than £500m

while issues about consistency, interpretation and

relevance of the indicators have been identified. A
wider set of indicators beyond the initial three are

being developed for future years.

The finance function is committed to the
publication of meaningful benchmarks and has
worked with representatives from the Audit
Agencies and other technical experts from

across government to clarify issues of interpretation
and improve the consistency of the data collected.

As with other professions, there are issues with
comparability. In particular, cost data about
finance appears to be most variable depending

on how organisations have captured and classified
their running costs, it is also impacted by the

very different nature of the role finance plays
across departments:

e Organisational running cost should capture the spend
needed to operate the business model — the cost of
staff, buildings, stationery, IT, and so forth. The use of
this definition is complicated when applied to different
organisations — some of whom provide direct services,
others are largely providing grants, and others mainly
manage large capital programmes. Further complexities
arise where shared services and outsourcing
arrangements are in place.

e The nature of the finance function varies significantly
according to the primary role of the organisation.
The size of this impact cannot be assessed directly

from the data collected — and is likely to significantly
distort comparison with external benchmarks and
other public bodies.

Data Analysis

Analysis of financial data has used groupings
of organisational type and, where appropriate,
size of organisational spend. Organisations
employing less than 250 staff, and those not
supplying headcount data, have been excluded
from the analysis.' Key charts from the analysis
are shown below. When grouping data by size
of organisational spend, bandwidths have been
applied: as a Table 2.A

Cost of Finance as % of Organisational Spend

This measure enables the costs of an
organisation’s finance function to be compared
over time and, subject to consistency, with other
organisations. This is purely a cost measure, and
does not assess efficiency or effectiveness.

Headline comparators:

e Around 37% of the organisations report that
their finance functions cost less (as a percentage
of expenditure) than the public sector average of
1.27% (2007/08, derived from across the whole
public sector, which includes some local authorities
and NHS bodies).

e The median (50%) for the data in this sample is
1.4%. Lowest quartile (25%) value is 1.0%, and
highest quartile (75%) value is 2.0%.

Chart 2.A indicates the spread of returns
across the data set, and the Audit Agencies’
benchmark average for 2007-08.

19Both FCO Services and the Office of Fair Trading (OFT) have been
included in the ‘Other’ category of organisations throughout the finance
profession’s analysis, both list themselves as a Wider Public Sector Body.
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Chart 2.A: Cumulative frequency plot - illustrating the spread in % cost of the finance
function (x-axis) across 0-100% of the organisations in the finance sample (y-axis)
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The performance of different organisation types, Report Cycle Time

and performance between different sizes of
organisation is given in Chart 2.B. This measure compares the time taken to

produce meaningful financial reports and

These indicate that median spend is broadly provides an indicator of the timeliness of

similar across all types of organisation, but management information and process efficiency.
both NDPBs and Non-Minsterial Departments

are higher. This may reflect the types of activity In most circumstances, organisations should aim
undertaken by these organisations and the to reduce the number of working days taken
level of expenditure they incur. As expected, to produce meaningful financial reports, to a
the organisations with the highest level of level that enables decision-makers to manage
expenditure show the lowest median spend on resources effectively. Comparators:

the finance function and the narrowest range «  The majority of organisations (over 80%) have
from highest to lowest. This is likely to reflect reported report cycle times at or below the public
the relationship between the fixed cost of an sector average for 2007-08 of 10 days.

effective finance function and the variable cost

e The median (50%) for the data in this sample is 8
related to level of spend.

days. Lowest quartile (25%) value is 5 days, and
highest quartile (75%) value is 10 days.



Chart 2.B: Analysis of % cost of finance (FY2008-09 across different types of organisation,
and by size of organisation)
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Working Days

Chart 2.C: Finance Report Cycle Time (working days) FY2008-09, by organisation type
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Significant improvements in report cycle times
have already been delivered as part of the
drive to modernise and professionalise finance
functions in government, including the Faster
Closing initiative.

Chart 2.C shows cycle time by type of
organisation. The range of medians from 7 to
10 days, depending on organisational type, is
broadly similar but there is significant spread
from highest to lowest, 1 to 21 days, that needs
to be better understood.

Percentage of Professionally Qualified Staff

This measures the proportion of finance staff,
excluding those in transaction processing,
that hold a recognised finance qualification.
Organisational business models drive different

resource profiles — with large numbers of

complex programmes, procurement activity, and/
or change likely to increase the need for higher-
skilled staff.

In most cases, organisations would expect this

percentage to increase over time, as the finance
functions takes on a more strategic value-adding
role. Comparators:

The overall average number of finance staff with a
professional finance qualification is approximately
24%."" This is less than the public sector average for
2007-08 of 34%.

The median (50%) for the data in this sample is
29% qualified. Lowest quartile (25%) value is
20% qualified, and highest quartile (75%) value is
40% qualified. The figures do not, however, reflect

" Average excludes bodies with less than 250 staff (total) and less than
10 staff in the finance function.

15
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the full range of professionally qualified staff in
finance; for example, many larger finance functions
are supported by professional economists and
statisticians. Chart 2.D illustrates variations.

Strong progress has already been made: In

July 2004, the Chancellor announced in the
SR04 White Paper that “all departments will
have professional finance directors reporting
to the Permanent Secretary, with a seat on the
departmental board, at a level equivalent to
other board members, by December 2006.” At
the time, only 39% of departmental finance
directors held a recognised finance qualification
whereas today all major departments have

a professionally qualified finance director.
There has also been a successful drive to build

professional capability at all levels within
finance functions.

Further work needs to be undertaken to
determine if there is an optimal ratio and

to understand the functional structures

or customer demands, which drive the
requirement for qualified finance professionals.

Key Trends and Observations

Significant variations occur for all indicators
at the extremes. These will need to be
further investigated and understood by
those organisations’ management teams

and by individual departments assessing the
performance of their Departmental family of
organisations. The ability to compare like-for-

80.0%

Chart2.D: Professional finance qualified staff (FY2008-09) by organisation type (excluding
organisations with fewer than 250 staff, or fewer than 10 finance staff)
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like is limited. There is however, a range of
strong performers who could provide a basis to
learn from.

Increasing size correlates with reducing finance
function costs. This might be expected as

the fixed costs more greatly impact smaller
organisations. It provides some evidence to
support the more widespread use of shared
services — when larger organisations or groups
of organisations share elements of the finance
functions to drive down unit costs.

Grant funding and capital expenditure
programmes have an impact on the cost of
the finance function — and further work will be
needed to understand the extent of this.

Next Steps

The Finance Leadership Group will develop this
benchmarking further and use it to help inform
improvement activity. It will:

e commission further work to better understand the

reasons for variations, focusing on:

e variations within similar types of organisations
where less divergence might be expected,;

e variations in the cost and performance of different
activities within the finance function; and

e the relationship between these indicators and
organisational performance.

e use the results of this further work to support an
improvement plan for the central government

finance function;

® encourage organisations to use this and other
benchmark information to inform their own
development and improvement programmes; and,

e work closely with the Audit Agencies and other
experts, to further develop the indicators, supporting
definitions and associated guidance and expand the
number which can be published.

Robust, consistent and comparable benchmark
information can be an important management
tool, particularly when coupled with findings
from other diagnostic tools such as the Financial
Management Excellence Model'? and peer
reviews. The Government Finance Profession will
use this process to support its drive to improve
performance, reduce costs and measure real
efficiencies over time.

Finance directors will maintain a business-
focused approach to benchmarking, ensuring
that resources are targeted towards value-
adding areas and that safeguards against wasted
effort or meaningless comparisons are put in
place. What might be best for one organisation
may not be appropriate for another. Finance
directors are, therefore, keen to build a strong
network, where organisations can learn from
the experiences of others — continuing to build a
network where best practice can be shared and
the benefits of benchmarking exploited. Finance
will continue to drive down costs and add value.
In addition to benchmarking, the profession will
continue to deliver efficiencies, by collaborating
and taking forward a range of cross government
initiatives. For example, by sharing in recruitment
activities, economies of scale will be realised,
whilst promoting opportunities to a wider and
more diverse range of potential recruits.

12The CIPFA Financial Management model was launched by CIPFA in
2004 as a self assessment tool to help public service organisations better
apply their financial resources to achieve their goals.

17
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CHAPTER THREE: HUMAN RESOURCES

(HR) PROFESSION

Commentary from the Head of the
Government HR Profession, Gill Rider.

HR Data

There is an opportunity for Civil Service HR

to embrace the OEP challenge in a way that
improves services, meets rising demands and
achieves significant efficiencies. The use of
performance and benchmarking information is
seen as key to the success of this.

This benchmarking report complements and
informs other ongoing work.

The HR Leaders’ Council brings together leaders
from large and small departments and their
agencies. Since its formation two years ago it
has created a more “joined-up” HR profession.
In May 2008, the Council launched the Civil
Service People Framework (see adjacent
diagram). The Framework provides a focus for
collaboration that has led to the delivery of a
number of cross-government HR actions such
as the introduction of a single, Civil Service-
wide employee engagement survey. The
Framework created the environment for greater
collaboration and led to the launch of “Next
Generation HR” in June 2009.

Whilst many HR departments have already been
streamlined to achieve greater efficiency, more is
required. Simply further reducing individual HR
functions, particularly in smaller organisations,
will have a detrimental effect on the service
provided. The HR Leaders’ Council has worked
together to identify where the efficiency of core

Leadership
Confident, visible and
collaborative leaders who
get the best out of all our
talent

The Civil Service
People
Framework

Performance
Management
High performing
individuals and

departments delivering
excellent services

Competencies
and Skills

A skilled and professional
workforce

Employee
Engagement

and Wellbeing

A fully engaged, diverse
workforce which goes the
extra mile

HR services must improve.“Next Generation HR"
is a cross-department programme launched to
implement these improvements.

Quality of HR Data

The 2008/09 data presented in this report
follows a previous 2007/08 performance
measurement exercise initiated by the HR
Leaders’ Council. Evidence from that exercise
shows that a number of departments,
particularly the smaller ones, lack the data
systems and capability necessary to produce
quick, accurate management information. Next
Generation HR will address this.

Without an in-depth qualification of the returns
from each department, it is only possible to
provide evidence of data quality on the basis

of comparison with the 2007/08 measurement
exercise and data gathered to support the Next
Generation HR Programme.
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Where there is comparative data the results are
largely consistent. For organisations that were
not included in previous exercises, the extreme
data ranges suggest that quality and reliability
are questionable.

In addition to improving the systems and human
capability to deliver accurate management
information it is essential that we work with
Audit Agencies, the professions and the
departments to develop a robust and meaningful
indicator set.

Data Analysis
The three benchmark indicators for HR are:

e Cost of HR this indicator examines the cost of
running the HR function as a percentage of total
cost of running the organisation as a whole.

¢ The Ratio of HR Staff to Full-Time Employees
this indicator shows the number of HR staff relative
to the number of full-time-equivalent employees
(FTE). Although this is the standard Audit Agency
definition, it should be noted that using FTE rather
than actual headcount does disadvantage larger
departments such as DWP and HRMC that have
high numbers of part-time staff.

e Average Working Days Lost to Sickness
this is one of the indicators of organisational
performance. High levels of absence due to sickness
can be an indicator of wider issues of staff morale,
engagement, workload and management.

Table 3.A provides a summary of the data
collected. This summary includes data points at
the extreme end of each indicator range. Table
3.B provides the median values of key measures
by organisation type.

Cost of the HR function as a percentage of
the organisational running costs gives widely
varying results at the extremes of the range.
This is in part due to anomalies in the
calculation of organisational running costs.

However, at the median point the ministerial
departments show better results than their
agencies and the NDPBs and non-ministerial
departments. This is likely to be due to
economies of scale. This result is reflected

in an alternative calculation, Cost of HR per
FTE, which shows typically larger departments
with established shared services comparing
favourably to a median cost of ~ £1,750 per

Table 3.A: HR data quartiles, mean and highest/lowest values

Data % Cost of HR  No. Organisation
Function Employees
Mean 1.9% 5,371
Minimum value 0.0% 15
First quartile (25%) 1.1% 361
value
Median (50%) value 1.8% 880
Third quartile (75%) 2.5% 2,457
value
Maximum value 5.8% 280,314
Source: Analysis of benchmarking returns

No. HR Staff Ratio of Average Working
employees (FTE) Days Lost to

to HR staff sickness (AWDL)

154 51 7.1

0 16 0.5

8 34 5.2

17 44 7.1

55 57 8.8

11,164 363 20.0
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Table 3.B: Median Performance against HR indicators, by organisation type

Median % Cost of HR Function Ratio of employees (FTE) to  Average Working Days Lost

HR staff to sickness (AWDL)
Ministerial Department 1.4% 34 5.5
Agency 1.8% 43 7.6
Non-Departmental Public Body 1.7% 44 6.3
Non-Ministerial Department 1.9% 43 7.1
Other 1.1% 48 4.8
Wider Public Sector Body 4.4% 37 7.0

Source: Analysis of benchmarking returns

head: DWP ~ £1,000 and MoJ £1,265. The
industry average is £1,800."

The “Other” organisational type (wider public
sector or not classified) shows lower spend and
better HR to FTE ratios. Outsourcing core services,
such as transactional processing to the parent
ministerial departments may account for this.

Table 3.B shows the differences in the number of
average working days lost across the range

of organisations. The reasons for variations are
not currently known. Chart 3.A shows some
expected results such the correlations of poor
ratio/high cost (bottom right) and good ratio/low
cost (top left). However it also shows that some
organisations have relatively low costs and a poor
HR to FTE ratio. These are typically agencies and
non-ministerial bodies and the anomaly may be
accounted for because these organisations take
their services from their parent ministerial

120

Chart 3.A: The relationship between % cost of HR and HR headcount
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department at minimal or no cost. Analysis of

the data gathered as part of the Next Generation

HR Programme shows that typically the parent
ministerial departments have higher costs and
less favourable ratios because they are providing
single corporate functions such as HR strategy
and planning, policy development and shared
services to the whole departmental family.

For the bulk of organisations, irrespective of size
or type, headcount and costs fall within similar
ranges with costs between 1% and 3% and
headcount ratios between 1:30 and 1:60. Table
3.B compares the range of headcount ratios
against the industry median for HR in external
organisations (1:70) and against the upper
quartile external comparator of 1:100.™

Absence due to sickness (measured as
average working days lost) is a key measure of
organisational performance.

The prevention and management of sick
absence is a significant part of the work of
Human Resources and of line managers. In 2006
standard data definitions and detailed guidance
were introduced across the Civil Service. Sick
absence results are reported to Permanent
Secretaries on a quarterly basis.

Chart 3.C identifies some correlation between
reducing headcount ratios (more HR staff) and
decreased absence due to sickness. However, it
should be noted that sickness absence may also
be indicator of wider performance and

100%

Chart 3.B Cumulative frequency plot - illustrating the spread in HR headcount ratios
(x-axis) across 0-100% of the organisations in sample (y-axis)
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Chart 3.C The relationship between HR headcount ratio and absence due to sickness

20

*

Chartered Institute of Personnel and Development
2008 AWDL data:

9.8 days lost (public sector)

7.2 days lost (private sector) 1

AWDL
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Ratio of employees (FTE) to HR staff

Source: Analysis of benchmarking returns and Chartered Institute of Personnel and Development

motivation issues affected by a broad range of
factors such as job design, line management,
engagement, etc.”™

Public sector sickness absence remains
significantly above private sector comparators,
though many organisations in this sample
perform strongly.

Key Trends and Observations

These results show examples of excellent and
poor performance across the full range of

large and small organisations. Although size

is not a determinant of good performance,
results indicate that larger departments typically
operate more cost effectively. This is likely to

> Understanding the People and Performance Link: Unlocking the black
box. CIPD Research 2003

be a function of economies of scale rather
than specifically an indicator of performance
excellence.

From analysis we know that there are
two underlying reasons of the variation in
performance data:

e Organisational needs — some departments require
additional and specialist support from HR, for
example MoD, FCO and DfID support international
operations, or departments that support large
numbers of NDPBs

e The extent to which the organisation has
already made improvements. For instance some
departments such as DWP and the Home Office
have focused on HR improvements over several
years whilst others such as HMRC and DfT are just
beginning to do so.
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Some departments have made good progress
in improving HR performance through applying
lean processes and increased sharing but there
is still a gap between current and desired HR
performance.

To deliver significant cost reductions and improve
HR professionalism, service and efficiency, HR
operating models will need to be rationalised
and there will need to be some sharing of HR
services and expertise across the Civil Service.

Whilst the aim of the Next Generation HR
Programme is to improve professionalism

and service delivery, efficiency is also a key
driver. Early analysis of current performance,
underpinned by 2008/09 data has identified
initial efficiencies in excess of £118m, delivering
a headcount ratio of 1:56. Some of these
benefits may have already been achieved. The
initial work is now continuing to assess the
feasibility of achieving these savings and identify
further efficiencies during the next six months.

Departmental transformation programmes will
result in improvements in the HR to FTE ratio
and the consequent reduction in numbers within
the HR function. However, through the Next
Generation HR Programme, Civil Service HR is
taking a cross-government, researched and well-
planned approach to efficiency savings that will
enable it to maintain and improve the services
required by departments especially during the
next few years when the demand for HR services
is likely to increase.

Next steps

Based on both the evidence gathered as part of the
Next Generation HR Programme and through this
exercise the following actions will be taken forward:

e Maintain the HR Performance Measurement
Network to improve the capability and processes for
data collection and analysis;

e Continue the strategy agreed with HR Leaders to
undertake an annual performance measurement
exercise that combines the HM Treasury and HR
professionalism reporting requirements;

e Work with the other corporate professions, the
Audit Agencies and the HR Directors to develop a
consistent and meaningful data indicator set; and

e Continue the work already defined within the
Next Generation HR Programme to improve the
effectiveness, efficiency and professionalism of the
HR function. To request further information about
this programme please e-mail
hrprofession@cabinet-office.x.gsi.gov.uk.
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CHAPTER FOUR: INFORMATION
TECHNOLOGY (IT) PROFESSION

Commentary from the Government’s Chief
Information Officer, John Suffolk.

IT Data

The IT profession is focused on delivering
greater value for money from the Government’s
spend on IT as well as improving the delivery
performance of IT-enabled change programmes.
By using benchmark data our aim is to raise

the quality of the business decisions on which
IT-enabled business change projects are made
which will, in turn, improve cost control

and crucially ensure departments deliver the
outcomes and outputs the projects set out

to achieve.

Overall UK Government spend on IT is estimated
at £16bn,'® 4.6% of overall UK Government
expenditure which is estimated at £345 bn."”
This benchmarking exercise has captured £6.1bn
of IT expenditure, which represents 35-40%'® of
the total estimated UK Government spend on

IT, covering central government departments,
agencies, non-departmental public bodies
(NDPBs), but not the wider public sector.

Our aim is to improve the value achieved for
every pound spent by departments on their

IT infrastructure, hardware and software. This
benchmarking data provides a common starting
point for a more detailed examination on a
case-by-case basis. The nature of government

'®Source, Operational Efficiency Programme: Final Report
7Source of figures,Treasury 2007/08 Public Expenditure statistical Analy-

sis plan. 2007-08 is the baseline year for OEP, and is used for comparison.

8 Benchmarking data relates to 2008-09, so is not directly comparable
with 2007-08 baselines, hence the data range,.

business is varied and complex. This makes

a straight comparison between departments
problematic as, for example, the business and

IT needs of HM Revenue & Customs are vastly
different from those required by the Department
of Culture, Media and Sport and a direct
comparison between the two would probably
be meaningless. Instead we have taken an
approach that uses self-selected peer groups'® of
organisations with similar operational needs and
size from the Gartner benchmarking database.

The benchmark indicators for IT are:

e Cost of IT this indicator examines the cost of IT
operational ‘run and maintain’ costs as a percentage
of the total cost of running the organisation as a
whole. Transformation costs have been separated
out to maintain consistency with industry standard
measures.

e User Confidence this indicator is the aggregate
value of survey responses from members of each
organisation: board, management, and front-line
staff. These questions have been derived from work
previously undertaken, and reflect priorities for
public sector IT. There are no external comparators
for this data set.

e Capability senior IT professionals were asked to
provide information on their skills (Capability),
in line with the Skills for the Information Age
(SFIA) framework?®. This has been analysed and
aggregated to provide the capability profile for an
organisation.

9Source: Gartner Inc.
20See http://www.sfia.org.uk/
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Quality of IT Data

This is the first large-scale data collection
exercise in support of IT expenditure, stakeholder
confidence and capability and the exercise
started in 2008. Collecting data on IT spend has
proved to be problematic as costs are usually
recorded by individual business units against
their own running costs or held as programme
or project expenditure, in the interests of
accountability. The complexity is compounded as
unlike all other professions, much of central IT is
outsourced to the private sector. This has made
it difficult to disaggregate the IT spend from
other costs across the organisation. Equally some
parent departments provide IT services across the
family group to agencies and NDPBs, which will
inflate the relative cost to the main department.

The cost of IT as a percentage of departmental
running costs has also been affected by the
treatment of capital expenditure. Whilst the total
cost of IT for each department can include a
significant proportion of capital expenditure, the
organisational running costs figure, by definition
in this benchmarking, does not include capital
expenditure. This has had the effect of inflating
the percentage cost of IT for departments, in
particular for HM Revenue & Customs and

the Ministry of Defence. We have taken this
approach to ensure we get an accurate figure
for the amount of money being spent on IT and
also to compare to external benchmarks.

In a similar manner, and as noted elsewhere,

we suspect that not all organisations have
excluded monies for grants, administered by
that organisation, from their running costs
figure. Similarly, departments who have included
grants in their running costs understate their

benchmark ratios. Where we have spotted this
we have sought to correct it.

We have not conducted an in-depth validation
with departments of the data they have
supplied, although we have challenged some
departments — which has led to them revising
their IT percentage costs upwards to a more
realistic figure. In-depth validation of data
with departments has been an issue; however,
central government departments have already
undertaken IT benchmarking supported by
Gartner Inc, and where it would be sensible
to do so we have used this data that has been
validated.

Data beyond central government departments
has not been subject to this validation process,
and is published in Annex A for the first

time. Some outlier values suggest that future
investigation and revised data and definitions
may be needed.

Data Analysis

Data analysis for the IT Profession is focused

on central government departments and does
not include non-ministerial departments,
agencies, NDPBs or the wider public sector. The
Government CIO cannot comment on the IT
performance of different organisations across
the wider public sector where we are not
sighted on the different business needs and
operating models.

This assessment is summarised in Chart 4.A,
showing relative departmental performance
(% cost of IT) with reference to external
benchmark values and types of business
model. Please note that due to the
variability in project costs, ‘Transformation’
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Chart 4.A Percentage costs of IT ‘run and maintain’ costs across Central Government, with

peer group comparisons
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® HMG data April 2009
@ Operational Efficiency programme May 2009
® Gartner Inc. (The Gartner figure does include project costs.)

Source: Government IT Profession (see notes in chart for other references)

costs are excluded from the government
benchmarking figures.

Consistent with other commentaries, Chart
4.B plots the full benchmarking data set
performance against external benchmarks.

Capability -v- Confidence Levels: whilst cost
is crucially important it only details a single
dimension. In this exercise we have taken
the opportunity to ask departments to assess
whether the IT function fulfils their business
needs (the Confidence level). Alongside the
published information in Annex A, senior

IT professionals across central government
were asked to provide information on their

skills (Capability), in line with the Skills for the
Information Age (SFIA) framework?!. This has
been analysed and aggregated to provide the
capability profile for an organisation. This is

plotted against measures of user confidence for
departments and agencies at Chart 4.C.

There is a correlation between capability and
confidence, which is to be expected. The
assessment of both capability and confidence
has been self-assessed by each organisation,
and not subject to external validation. At this
time there are no external references as the
IT Profession within the UK Government are
leading in this aspect of the capability agenda

21 See http://www.sfia.org.uk/
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100%

Chart 4.B Cumulative frequency plot - illustrating the spread in total % IT costs (‘run and
maintain’ plus IT project costs) from 0 to 100% of the organisations in the sample
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for IT professionals globally. Notably, the
perception of confidence is generally high.
When capability is reassessed, the expectation
we have is that all organisations will be using
standardised role profiles and that the capability
of senior IT professionals will have been verified
by the IT Profession team.

Key trends and observations

The cost of IT services across central government
is broadly within the range expected and this is
encouraging although clearly some departments
have work to do to reengineer their IT to

reduce their run and maintain costs whilst still
delivering against the requirements of their
department. When reading the benchmark cost
data the reader should note that many of the IT
departments are outsourced, so this also reflects
the performance of the private sector providers.

The Government does not currently fully

exploit its economies of scale in purchasing
and provision of IT services. Whilst the
benchmark data looks encouraging it hides

a plethora of duplication of systems, services
and infrastructure. There is likely to be
substantial room for economies of scale and
this is documented within the ICT strategy for
Government.

What the capability data shows us is that boards
are generally content with the service they are
receiving and that IT provision is fulfilling the
needs of their department.

The measurement of IT confidence and capability
is a new area of work and not advanced. This
work is being developed by the IT Profession and
is an innovative new approach to measure the
effectiveness of IT professionals and the benefit
they bring to their organisation. It has been
initiated as a self-assessment exercise and there
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Chart 4.C: the relationship between IT profession capability index and user confidence in IT

Source: Analysis of enchmarking returns
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Stakeholder Confidence Levels

has been a tendency to over-classify. We will
work on improving this over the coming period.

There is more work to be done to capture better
and more consistent measures of IT spend across
the public sector. This should be co-ordinated
with the Chief Information Officers, the Audit
Agencies and other professions to ensure a
joined-up approach to data collection and
analysis. Specifically the IT Profession has sought
to ensure that all costs for IT are included (capital
and operating expense) and ensured that items
such as grants, that have the impact of inflating
the operating expense and therefore deflating
the IT cost percentage, have been removed from
the figures used in this section.

Next steps

Citizens will continue to demand services
that best fulfil their needs, and generally the

most cost effective way of delivering services

will include the strategic use of IT. To be able

to deliver these services in the considerably
constrained financial period we have entered
must mean that the provision of IT must become
more standardised, commoditised, and provided
on a utility basis.

As detailed in the Transformational Government
Strategy”” we believe there is an opportunity

for substantial savings to be made and this was
confirmed when the OEP recommendations
agreed with the CIO Council approach of
reducing the cost of running and maintaining IT
by around 20%.

The UK public sector has built an IT
infrastructure that in many instances duplicates

22 www.cabinetoffice.gov.uk/cio/transformational_government/strategy.
aspx
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Data Centre Strategy

® 130+ centres in central
government reduced to 9-12

® £900m saving over 5 years

¢ £300m pa saving thereafter

¢ Extend to Local
Authorities & Police

e Currently c£1.5bn spend pa

* £500m pa saving from the 1.5bn

¢ A “Network of Networks”

¢ Converged voice and data capability
¢ Will be extended to mobile

benchmarking/OEP & Benefits Realisation

Public Sector Network Strategy

Delivering better projects with greater certainty of delivery
and benefits - Portofolio Management, Programme Assurance,

Source Office of the Government CIO

Chart 4.D: A pictorial representation of the Government ICT Strategy
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Open Source, Standards, Reuse

¢ Purchasing at Crown level
* No repurchase of our IPR
o Level playing field

® “Flex”, "OSCT Flex 2.0 (DWP)"

e Ultra Thin - RPA, DSTL

® TCO benchmark £1k/pa
£100pa saving = £400m pa.
Oct 2005 median cost £2,300

Common Desktop Strategy
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solutions across different areas of government
and public service delivery due to the ‘silo’
nature of working. The CIO Council has
developed an updated ICT strategy which will
ensure that the public sector IT infrastructure
will now go through a process of standardisation
and simplification based on the premise of a
common shared infrastructure designed to
enable local delivery suited to local needs and
with this delivering savings in excess of £3bn per
annum. This strategy, summarised in chart 4.D,
will build on the following principles and OEP
recommendations:

reuse, not reinvent assets to maximise return on

investment;

ensure when investments are made in IT-enabled
business change Finance Directors and Accounting
Officers seek to ensure the benefits (cashable and
service outcome) are accounted for in their financial
settlements, performance objectives and audit
oversight arrangements;

achieve greater standardisation and simplification of
IT systems, desktops, infrastructure and applications
across the public sector ensuring common
infrastructure is bought once with the Crown as the
purchasing agent;

deliver secure and efficient services in a consistent
manner; and
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e take account of evolving risks from global threats
such as climate change, economic instability and
cyber-security.

Based on this vision and this benchmarking
exercise, these actions will be taken forward,
and the Government CIO and

CIO Council are working towards
Government agreement of the strategy by
31 December 2009.

In implementing these next steps we should
not underestimate the cultural, process and
accountability changes that will be required to
ensure their successful implementation.
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CHAPTER FIVE: PROCUREMENT

PROFESSION

Commentary from the Government’s Head
of the Procurement Profession, Nigel Smith.

Procurement Function Data

The cost of the back office procurement
function in 2007/08 ranged between £0.9bn
and £2.1bn.?3 This is dwarfed by the total
expenditure on public procurement which in
2008-09 stood at £221bn.?* There is therefore,
potential for greater savings through better
management of third party spend compared
with the possible efficiency savings from the
procurement back office function.

The OEP report confirmed that there is a lack of
robust and consistent management information
on public sector spending on back office
operations and this presents a challenge to
government to:

e identify accurate costs;
e benchmark performance against others; and

e deliver proven improvements in procurement.

The lack of robust and consistent management
information on departmental procurement
operations is also a finding from the OGC's*»
Procurement Capability Review Programme
(PCR) that identified this as a cross-government
theme arising out of its review of the 16 highest

23 Operational Programme Back office and IT HM Treasury, May 2009

24 Source: Public Expenditure Statistical Analyses 2009. This figure is
derived from the estimated outturn figures from the Public Expenditure
Statistical Analysis (PESA) 2009, published by the ONS and HMT.

The previously quoted figure of £175bn (for instance as published in
the Operational Efficiency Programme Final Report) was derived from
PESA 2008.

250GC (‘Office of Government Commerce’)

spending departments. The PCR also identified
that a lack of capable procurement resource
across government was a risk to delivery of
both outcomes and the delivery of VFM savings.
Improved procurement capability and better
management of the procurement landscape
across the whole public sector should drive
delivery of further savings and the OEP’s back
office operations recommendations.

For the first OEP data collection round the Head
of Procurement in Government?® opted to use
the following metrics:

e Economy metric: The cost of the procurement
function as a percentage of organisational running
cost (expenditure); and

e Efficiency metric: The ratio of the organisation’s
procurement related savings as a proportion of its
third party spend;

e Effectiveness metric: The number of professionally
qualified procurement employees (FTEs) as a
percentage of the total number of procurement
employees.

These indicators are based on the Audit
Agencies procurement metrics, and central
government bodies were required to submit data
for the 2008-09 financial year for the first time.
Full definitions of the metrics collected can be
found at Annex B.

260GC's Chief Executive who oversees procurement in all Government
Departments and their respective Agencies and Non-Departmental Public
Bodies (‘NDPBs’)
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Table 5.A: Procurement size bands used in
this analysis

Total Third Party Spend

Small Less than £26,031,000
Mid/Small More than £26,031,000 and
less than £61,320,000
Mid/Large More than £61,320,000 and
less than £171,650,000
Largest More than £171,650,000

Note: size banding determined by quartile values of the data set
analysed in this section which is: departments, agencies and NPDBs of
more than 250 employees that supplied procurement benchmarking
information.

Source: Analysis of benchmarking returns

Quality of Procurement Data

This analysis was conducted on the departments,
agencies and NDPBs in the sample that employ
more than 250 staff and that have provided a
return against the procurement metrics.

A total of 99 organisations provided the required
benchmark data. Data was collected on each
organisation’s procurement related savings but
the quality of this information was poor and
inconsistent. Further work is needed before
savings result are included in future publications.

The Head of Profession has not verified or
independently audited the data and — as this

is the first time that this exercise has been
carried out across central government — the
data can only provide an initial baseline. The
Head of Profession is committed to supporting
benchmarking across government and will work
with the Audit Agencies and other experts
across government to ensure that indicators are
relevant and that definitions are clear in order to
improve data consistency.

Data Analysis

Making comparisons between organisations
(either comparing departments with

departments or agencies or between
departments and agencies) has the potential
to deliver misleading results for the following
reasons:

e the wide range in size and magnitude of third party
spend; and

e the wide range in the scale and complexity of the
work undertaken by the procurement function; and
the difference in the type of organisation and type
of procurement function whether that be large and
centralised or small and decentralised (with a large
extended network of agencies and NDPBs).

Of the 99 departments, agencies and NDPBs
that have been included in this analysis:

® 3% are managing spend of over £3bn;

Chart 5.A: Average cost of the
procurement function as a percentage of
organisational running costs, by size of

procurement spend.
0.60%

0.54%

0.50%

0.45%

0.34%
0.31%

0.40%

0.30%

0.20%

Percentage cost of the procurement function

0.10%

0.00%

Smallest
Mid / Small
Mid / Large

Largest

Source: Analysis of benchmarking returns
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Chart 5.B: Average cost of the procuremnt
function as a percentage of organisational
running costs (expenditure), by type of
organisation

0.60%

0.52%

0.47%

0.50%

0.36%

0.40%

0.27%

0.30%

0.20%

Percentage cost of the procurement function

0.10%

0.00%

Ministerial
Departments.

Agency Non-Departmental ~ Non-Ministerial

Public Body Departments

Source: Analysis of benchmarking returns

e 2% are managing spend between £1bn and £3bn;
e 52% are managing spend between £50m and £1bn;

® 43% are managing spend of less than £50m.

Graphs 5A - D illustrate the economy and
effectiveness metrics by size of organisation (third
party spend) and organisation type. \WWhen grouping
by third party spend the ranges shown in Table

5.A have been applied. It should be noted that the
largest group is very wide ranging, with some of
the larger organisations reporting third party spend
of over £1 bn.

Key Trends and Observations

The ratio of an organisation’s procurement
related savings as a proportion of its third party
spend (%): we have not included an analysis
of the data returns against this metric because
the returns were inconsistent and immature
and because they are currently being looked at
within other processes.

The cost of the procurement function as a
percentage of organisational running cost
(expenditure):

e there are 2 of the 99 organisations that have not
reported against this metric;

e the range of percentage cost of those who have
reported is 3.05; the highest being 3.06% and the
lowest 0.01%;

*  90% of the organisations that provided data
against this metric report a percentage cost of the
procurement function below 1%;

e 77% are reporting a percentage cost below 0.50%; and

e there are however nine organisations reporting a
percentage cost of over 1%, of which two report a
percentage cost of over 2%.

Chart 5.C: Average proportion of
professional qualified procurement
employees (FTEs) as a percentage of the
total number of procurement employees
by size of procurement spend

70%

64%

60%

50%

40%

30%

20%

10%

0%

Smallest
Largest

Percentage number of professionally qualified procurement employee
44%

Source: Analysis of benchmarking returns
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Chart 5.D: Average proportion of
professional qualified procurement
employees (FTEs) as a percentage of the
total number of procurement employees by
type of organisation

70%
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50%
N
3
40%
30%
20%
10%
0% T T T

Ministerial  Non-Departmental Non-Ministerial
Departments Public Body Departments

56%

Percentage number of professionally qualified procurement employees

Agency

Source: Analysis of benchmarking returns

In order to enable a comparison with private
sector benchmarks we have calculated the cost
of the procurement function as a percentage
of third party spend. On the basis of Hackett
Group data “world class” (top ten performers)
percentage cost of 0.60% with a “peer group”
average of 0.80%, Chart 5.E shows how
government compares to this benchmark.

It is clear from this that the smallest

organisations have proportionately higher costs.

Although this suggests that there is scope for
improvement, readers of this report should
recognise that this may not be a like-for-like
comparison. Public sector delivery models are
by their very nature different to private sector

profit—driven models, further work will be done
to ensure that benchmark comparisons are on a
consistent basis.

The number of professionally qualified
procurement employees (FTEs) as a percentage
of the total number of procurement employees:

e there are five organisations reporting third party
spend with no procurement staff at all;

e the remaining organisations range in size based on
number of procurement staff from 1 to 3,053; and

e there are three organisations with more than 250
procurement staff: one of these has 825 which,
this is three times bigger than the next in size and
another, with 3,053, is nearly four times as big
again. However, the size of spend being managed
in these organisations bears some correlation to
their size.

There is not an appropriate benchmark for
external comparision, however of those
organisations with procurement staff:

e 59% have between 1 and 10 procurement staff;
e 23% more than 10 but less than 50;
e 14% more than 50 but less than 250;

*  11% of organisations have all their procurement
staff professionally qualified and 10% have no
professionally qualified staff; and

e 59% of organisations have at least half of their
procurement staff professionally qualified.
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Chart 5.E: Average cost of the procurement
function as a percentage of Third Party
Spend, by band of third party spend

1.40%

1.28%

1.20%

1.08%

Hackett Group private sector
benchmarks (Oct 2009)
0.8% median performance
0.6% top performers
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1.00%

0.72%

0.62%

0.20%

Cost of the Procurement Function as a Percentage of Third Party Spend

0.00%

Smallest
Mid / Small
Mid / Large

Largest

Source: Analysis of benchmarking returns

Progress in Improving Economy and
Effectiveness

Organisations across government are already
actively responding to ongoing drivers for
efficiency such as Comprehensive Spending
Review 2007 (CSRO7) Value for Money Savings
and the Operational Efficiency Programme, and
they will need to continue to do so in order to
meet challenging savings targets.

Box 5.A overleaf captures a few examples of
departments’ responses to the challenge of
reducing back office costs and to continue to
build procurement capability across government.

Next steps

It is worth highlighting again that there has
been no assurance of the data provided. There
are a number of incomplete returns, the data
could contain errors and it is probable that data
has been reported inconsistently with different
interpretations of the definitions. The data on
procurement Value for Money returns has not
been published for these reasons. In addition
any comparison to external benchmarks must be
treated with high levels of caution until further
work has been done to ensure that comparisons
are on a consistent and meaningful basis.

This exercise has highlighted that there

are wide distributions against each of the
metrics suggesting there is potential scope

for improvements and also reinforcing the
message that there are still a large number of
organisations across the public sector managing
significant amounts of third party spend.

This exercise has also raised further questions
including:

e What impact is the use of shared services having on
departmental performance?

e What further potential is there for shared services
arrangements based on the ratio of procurement
staff to third party spend?

e What should good performance look like in the
wide range of procurement functions that exist in
government?

e Are the definitions for each of the procurement
metrics right?

e Are the procurement metrics the right metrics
and can they be used in comparisons with the
private sector?
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Box 5.A: Departments’ responses to the challenge

In May 2009 the Department of Health launched a new Commercial Strategy and Operating
Model for the Department and the NHS in consultation with key stakeholders and experts. The
new strategy and model acknowledges that the commercial/procurement landscape showed
insufficient coherence, with overlaps between different centres of expertise and it supports the
Department of Health to respond to the challenge of creating a robust and coherent commercial
landscape.

In April 2009 the Cabinet Office migrated all of their transactional procurement to the Department
for Work and Pensions as part of a shared services arrangement.

The Department for Culture, Media and Sport has developed a Procurement Management
Framework via a special interest group consisting of their largest NDPBs. This framework sets out
the key objectives, principles and behaviours across the DCMS community and aims to improve
procurement performance and efficiency.

The Department for Transport has established a People Strategy Working Group across the DfT
family to raise staff skills and capability. It has also initiated a training programme to ensure that all
relevant DfT employees are trained in commercial awareness.

OGC and the Procurement Profession recognise
the importance of management information and
performance assessment. The OGC Procurement
Capability Reviews (PCR) process has already
been applied to the 16 biggest spending
departments, and recently moved into ‘wave 2.
A self-assessment against 38 quantitative and 42
qualitative indicators is being used to improve
understanding of current performance, support
the transfer knowledge and leading practice,
and identify further areas for improvement.

The PCR self-assessment approach will be

used to inform future benchmarking, and with
departments’ support is starting to be rolled-out
to arms length bodies.
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CHAPTER SIX: PROPERTY & ESTATES
MANAGEMENT PROFESSION

Commentary from the Government Head of
the Property Asset Management Profession,
Vice Admiral Tim Laurence.

Property data

Objective assessment of the performance of the
Property Profession in government presents a
wide range of complex challenges, but is critical
to the assessment of the efficiency of estates
management across government.

Robust and comparable data on property
performance is difficult to collect. There is a
wide range of types of property, property sizes
and property uses, as well as different models
of asset ownership: freehold, leasehold, long-
term PFI contracts. Outsourcing of property and
facilities management functions is increasingly
the norm.

Complexities of property asset ownership

and use led the reviewers of the Operational
Efficiency Programme to recommend
establishing a Central Property Unit to have
strategic oversight of estates. This Unit will

be based in the Shareholder Executive,?” and
will work with and build on the existing High
Performing Property Programme which applies
to the government’s central civil estate, and
which will continue to be run by OGC.

Building from the High Performing Property
Programme, the focus of this benchmarking
exercise has been towards the performance of

27 As announced in Building Britain’s Future by the Prime Minister, June
2009. http://www.hmg.gov.uk/media/27749/full_document.pdf

the estate itself, not on the performance of the
estates management function. Further detail is
available in the “ State of the Estate” report,?®
published in line with the provisions of the
Climate Change Act (2008). The data collected
here aligns with the key metrics of that report.
The three key metrics selected describe the
efficiency performance of administrative office
buildings (only), and are:

e Total average property cost per person (full-time-
equivalent);

e Netinternal area per person (full-time-equivalent); and

e Cost per square metre of net internal area.

A de minimis value was set of 500 square
metres for the smallest buildings included in this
analysis.

The selected indicators are consistent with

the three main efficiency metrics used by the
OGC Property Benchmarking Service — the
government’s annual analysis of office buildings
on the central government Civil Estate. The
parameters, definitions and basis for these
metrics and their underlying data elements are
common to approaches in use in the private
sector. For this analysis a de minimis has also
been set at those buildings where individual
office occupations exceed 500 square metres.
OGC will report on progress against these and
benchmarks annually in future reports.?®

28 State of the Estate Report, Office of Government Commerce:
http://www.ogc.gov.uk/documents/State_of_the_Estate_in_2008.pdf

2% The State of the Estate in 2008, Office of Government Commerce
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Quality of Property Data

The 2009 version of the annual State of the
Estate report to Parliament is currently in
preparation; as part of this work there is the
potential for the data clarification process to
lead to revised figures when this is published in
spring 2010.

Data Analysis

The efficiency of offices can be effectively
analysed using a small number of key metrics.
Primarily the cost-per-FTE has been used to
assess overall estates efficiency (incorporating
aspects of both cost and space efficiency) and
in this review, costs are based on a commonly
available subset of the total costs of building
occupation (see Data Definitions at Annex B).
However, in reviewing performance across

an estate it is important that the individual

performances of buildings are also considered
— a favourable overall performance score at an
organisation level can often mask a diversity of
performances and opportunities at individual
building level.

The most effective way of strategically reducing
or managing cost is through careful space
management. Space and its location are primary
drivers of cost performance. Costs will be
higher where there is more space allocated per
person, so organisations need to manage their
occupation density in order to be efficient. The
spread of all organisations in sample (including
outliers) is summarised in Chart 6.A. The median
space density per full time worker is 13.8 sqg m
(including outliers); excluding outliers however,
the weighted mean space density per full time
worker is 13.4 sg m but there is wide variation.

100%

Chart 6.A: Cumulative frequency plot: showing performance of all organisations (0 to
100%) in sample against office space use (sq m / FTE), and the public sector benchmark
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Workspace efficiency standards for offices on
the government estate were introduced from

1 April 2008. The workspace standards are

10sg m per person (net internal area) for all
new office buildings and major refurbishments.
Standards between 10-sq m and 12-sgq m per
person (net internal area) apply for workspace
improvement opportunities arising from all other
refurbishments. Chart 6.A shows that, including
outliers, around 66% of organisations currently
sit above the public sector benchmark (10 to12
sq M/FTE), representing significant opportunities
for improvement. These may take time to
change, depending on lease length and national
/ regional / local property strategies.

From comparison of average property costs
against space efficiency, it is apparent that

the largest organisations (either by headcount
or running cost) are the most cost effective

and show the lowest cost per square metre.
Significantly higher costs are shown by the
smallest organisations; whilst in contrast those
judged smallest by headcount exhibit the highest
levels of space efficiency (Chart 6.B and Chart
6.D). This would suggest that whilst they do not
benefit from the same economies of scale and
market leverage as larger organisations, they
are possibly better equipped to match space
requirements to market availability and are
therefore better able to cope with changes in
staffing patterns.

Larger organisations also score well in terms
of their space usage. These organisations

have been the focus for delivering efficiencies
in recent years. They have also been at the
forefront of exploiting the opportunities to use
property to reengineer the workplace through
co-locating operations in single buildings

and deploying new technology to support a
distributed and increasingly mobile workforce.
Typically this has been the move away from 1:1
desk provision; with 7:10 or 8:10 ratios now
becoming the norm.

In comparing the position of a range of
organisation types the cost per FTE is consistent
across all types with the exception of Agencies
whose costs are significantly less at 15% below
that of NDPBs, the next lowest and 30% less
than “other’ organisations (Chart 6.E). Although
beyond the scope of this analysis, it is very
probable that there is a correlation between
the significant presence in London and the
South East of certain organisational types —

in particular Ministerial and Non-Ministerial
Department HQs and NDPBs. The Office of
Government Commerce estimates that the cost
of providing office space in London is between
two and three times more compared to other
regions. Agencies in contrast are more likely

to have their HQ buildings and significant
administration facilities located outside London.
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Chart 6.B: Property cost compared with space utilisation, by size of organisation

500
] Smallest
Smallest
& 450
g
@
>
I
©
>
g 400
g * Mid/Large
o Mi Il
S Mid/Large @ d/sma =
M Mid/Small
350 |
*
Largest
Largest
300 L
11.5 12.0 12.5 13.0 13.5 14.0 14.5 15.0
Square metres per FTE
# Size of Organisation by Running Costs B Sjze of Organisation by Headcount

Source: Analysis of benchmarking returns

Chart 6.C: Property cost compared with space utilisation, by type of organisation
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Chart 6.D: Property cost per full-time equivalent, by size of organisation
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Chart 6.E: Property cost per full-time equivalent, by type of organisation
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Key trends and observations

Government continues to make progress
through the High Performing Property initiative:
a major change programme challenging
government to deliver a significantly smaller,
more sustainable and increasingly agile central
civil estate creating value for the citizen. Its
emphasis has been on the development of
objective performance data to measure and
drive improvement as a critical component

in understanding and shaping the future
government estate. Continuous improvements in
the quality and ability of organisations to provide
this data has been significantly strengthened
through engagement in the OGC Property
Benchmarking programme. The systems that
have been implemented provide consistent

tools to help organisations understand and
report the performance of their buildings. This
approach provides an understanding of the
landscape of cost and space usage; critically it
facilitates access to, and comparison with, cross
sector data including equivalent property held by
the private sector.

The analysis presented here represents a
snapshot of the current position. Trend analysis
based on data from previous years shows

that implementation of workplace standards

is already having a measurable impact on
average usage densities on the estate. In 2007
the NAO reported an average density for main
departments of 17.5 sq m / FTE.?° The property
strand of the Operational Efficiency Programme

sector benchmarks

Chart 6.F: Percentage variance (+ or -) of public sector perfomance against private
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Source: OGC Property Benchmarking Service / Investment Property Databank

3% Improving the Efficiency of Central Government's Office Property,
National Audit Office, November 2007
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reported a figure of 14.5 sq m/FTE in 2008. The
weighted average mean space density per full
time worker is currently 13.4 sq m (excluding
outliers) but some organisations manage with
less, while others have considerably more. By
comparison the 2009 aggregate private sector
benchmark for density across all office types is
13sqm.3

Chart 6.F presents the performance over

the last two years on the government office
estate for the three selected indicators; scored
relative to the private sector benchmark index
of 100 and shows the percentage variation
against this. This indicates that for financial
year 2008-09 government is performing better
than benchmark on Cost per FTE (+18%) and
on Cost per Square Metre (+19%) and at just
under benchmark (-1%) for Space per FTE. All
three indicators show a marked improvement
on the financial year 2007-08. Benchmark
performance does not itself imply success

and a benchmark average simply represents a
typical and quantifiable level of performance.
Benchmarks will also vary from year to year and
economic conditions will be a factor, impacting
in particular on the private sector’s performance
over the last 12 months. Nevertheless this
underlines the progress being made to deliver
efficiencies on the estate.

It is clear that significant opportunities for
continued improvement exist; in particular in
respect of the property portfolios of smaller
organisations which are more expensive. This
points the way to a more corporate approach
to the management of the estate through
exploiting opportunities for co-location and
the establishment of shared service operations

3 nvestment Property Databank

supported by better facilities management
arrangements. The increased focus on estates
rationalisation programmes, the emergence

of regional strategies and better integration
across the wider public sector required by the
Operational Efficiency Programme provide strong
drivers to deliver this. Organisations should
analyse their data, identify areas of high cost or
space per FTE and develop strategies to reduce
cost and/or improve effective use of space.

Next steps

Efficient management is dependent on the
availability of good information and the ability to
interpret it meaningfully. It is common practice
for property management analysis to be built

up from varied sources of data held throughout
an organisation. Property costs however are
often not clearly identifiable in accounts, and
are recorded differently between organisations,
with variations in how costs are defined and
analysed. Targeting and achieving improvements
in the quality and accuracy of these varied
sources, which themselves may have dispersed
ownership, presents a resourcing and technical
challenge for many property management
teams. Work is already ongoing, and should be
continued, to improve and capture this data.
This includes the central government’s property
database (e-PIMS) and the OGC Property
Benchmarking Service.?? An aspiration remains
to link this data to government finance systems.

It will be important to assess capability and
maturity of the Property Asset Management
function. Work currently underway by the
OGC and the National Audit Office through
the Property Asset Management Capability

32 See: http://www.ogc.gov.uk/better_asset_management_property_per-
formance_measurement.asp
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Assessment Model (PAMCAM) should provide a
good basis for future assessment of capability.

Performance data should be collected and
reviewed for all office space. Analysis has
exposed a tendency for smaller offices (those
accommodating less than 50 FTEs) towards cost
and space inefficiency and these critically will
often fall outside the scope of the OGC Property
Benchmarking Service. Organisations need to
ensure they maintain relevant data to be able to
demonstrate the efficiency and effectiveness of
the estate.

In the future, property data and benchmarking
will need to be extended to other types
and classes of property, beyond the larger

administrative office buildings. This is a
significant challenge due to the range of types
of property and operating models used by the
public sector: including sea and airports, and
ranges (MoD); high-street property (eg, Job
Centre Plus); museum and exhibition space,
laboratories; storage space (such as the National
Archives) and infrastructure (including transport).
Progress in this area will depend on creating a
standard property taxonomy, which does not
exist at present.

The new ‘Central Property Function’
recommended in the OEP and established
through Building Britain’s Future will have a key
role in shaping and driving improved property
performance.
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Note 1: organisational running cost per full-time equivalent (FTE) staff member exceeds £150,000. Based on tracking and projecting staff
salaries, on-costs, and supporting activity (excluding pass-through spend) this seems extremely high. It may be correct where there is large-scale
outsourcing, significant temporary staffing, or there are very high average salaries. See also ‘data quality” in section 1.

Note 2: LSC did not submit data due to its transition to the Skills Funding Agency and Young People’s Learning Agency. UK AEA divested the
decommissioning business and conducted restructuring during 08-09, so was excluded from data collection.

Note 3: significant portions of the back offices of these Agencies are provided by the parent Department - data has been supplied aggregated with
the parent Department.

Note 4: DECC was formed during the financial year 2008-09, and has not provided full-year benchmarking information on this basis.

Note 5: these organisations may have included non-office space into the property data fields (for office space). These property figures have been
excluded from the analysis in the property section. In the time available it has not been possible to conclude analysis with these organisations to
confirm either that the data is correct, or needs revision to omit operational estate (eg, museums exhibition space or scientific laboratories). This
will be addressed in future data, as the definitions / categorisation and data quality improves.

Note 6: MoD HR data includes both civilian and military HR. The nature of military HR is necessarily different and includes a greater level of support
provided to military personnel from the front-line to the genuine back office. The combined military and civilian ratio of 25:1 combines a civilian
ratio of 53:1 and a military ratio of 22:1. Absence data (AWDL) is for civilians only.

Note 7: company in start-up therefore costs and ratios unlikely to represent “business as usual”.

Note 8: the Maritime Coastguard agency HR team supports 3,500 Coastguard Rescue Officers (CROs), equating to 1,750 FTEs. The HR ratio
reflects this (51:1) instead of 21:1 if CROs were not taken into account.

Note 9: HM Treasury provides shared services within the Treasury Group and to wider service partners.
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ANNEX B: DATA DEFINITIONS

More detailed definitions to most indicators are available from the Public Audit Forum Audit Agency

Indicators: http://www.public-audit-forum.gov.uk/publicat.htm

Table B.1: Finance Definitions

Metric name
% Cost of HR Function

Report cycle time

qualified)

Definition
Total cost of the HR function as a percentage of organisational
running costs (expenditure).

Cycle time in working days from period-end closure to the
distribution of routine financial reports to all budget managers
and overseeing boards and committees

Percentage of professionally qualified finance staff (% finance Professionally qualified finance staff as a percentage of total

finance staff (FTEs) undertaking reporting, controls and
decision support processes (i.e. excludes those staff involved in
transactional processes).

Table B.2: HR Definitions

Metric name
% Cost of HR Function

Ratio of employees (FTE) to HR staff

Average working days lost due to sickness (AWDL)

Definition
Total cost of the HR function as a percentage of organisational running costs
(expenditure).

Full time equivalent (FTE) organisation employees divided by the number of staff
in the HR function, where:

Organisation employees includes permanent staff only. Staff on fixed-term
contracts and temporary staff that have been employed by the organisation for
over a year should be considered permanent.

Staff in the HR function includes all staff (professional and non professional
including support staff), whether centralised or decentralised. Where HR staff
are devolved in the organisation, include the total time of those staff who spend
more than 50 per cent of their time on HR activities. The calculation of HR staff
is based on full-time equivalents.

This is an industry standard indicator to record the time lost due to absence. This
information is normalised to account for

part-time workers, and expressed as the average days lost per

full-time equivalent.
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Table B.3: IT Definitions

Metric name
% Cost of IT

Overall Stakeholder Perspective

Definition
Total cost of IT spend as a percentage of organisational running costs (expenditure). IT spend is
combined from the total ‘run and maintain’ IT expenditure and the spend on IT projects.

IT run and maintain’ expenditure includes the total IT capital expenditure during the year and the
total for IT operating expenses during the year.

The spend on IT projects covers IT capital projects where this is for: ‘business as usual’ or enhancing
existing systems; IT infrastructure and operations; IT applications development, purchase and running
costs; IT consultancy and contractors where they directly relate to carrying out IT activities; (examples
include applications development, management of IT service providers). This excludes the capital
expenditure on future one-off major transformation projects that could lead to distortion of the
figures.

The compound average score from surveys by each organisation of its stakeholders views of IT.

Stakeholders: board members, senior managers, front-line users
Questions follow, scored 1 (low) to 5 (high):

1. How dependent are you on IT to achieve the objectives of your part of the organisation?
(7 = not dependent, 5 — extremely dependent)

2. How confident are you that IT will help you achieve the objectives?
(7 — not confident, 5 — extremely confiden?)

3. How successful has IT been in helping you achieve your objectives in the last 3 years?
(7 — not successtul, 5 — extremely successful)

4. In your opinion, how well does the IT organisation understand your strategic requirement?
(7 — does not understand, 5 — fully understands)

5. How well is the IT Strategy aligned with your strategic business requirements?
(7 — not aligned, 5 — fully alignea)
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Table B.4: Procurement Definitions

Metric name
% cost of Procurement function

% procurement qualified

| Definition

Total cost of the procurement function as a percentage of organisational

running costs

Professionally qualified procurement staff as a percentage of total procurement

staff (FTEs)

Table B.5: Property Definitions

Metric name
Total average property cost per FTE

Net internal area per FTE
Cost per square metre of net internal area

Definition
Total average property cost divided by Full Time Equivalent
staff (FTEs).
Total property cost is the sum of the following items:
e Service charges;
e Internal repair and maintenance costs;
e Security costs;
e (Cleaning costs;
e Water and sewerage costs;
e Total energy costs;
¢ Net rent, rates, unitary charges / facilities price.

FTE staff based in office accommodation (this is not the same as #
organisation employees)

Net Internal Area (sq metres) divided by FTEs

Total average property cost divided by Net Internal Area
(sq metres)

Source: International Total Occupancy Cost Code (IPD) / OGC Property Benchmarking Service
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