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Executive Summary

Executive Summary

Introduction

The Agri-Food and Biosciences Institute (AFBI) was established as a non-departmental public
body (NDPB) in April 2006. It is the Department of Agriculture and Rural Development’s (the
Department’s) largest arm’s length body (ALB), and carries out analytical and diagnostic
testing for DARD and other public and commercial bodies to satisfy local, national and EU
statutory requirements. AFBI also carries out research and development (R&D) for DARD, and
other clients.

In the 6-year period from 2006-07 and 2011-12, AFBI spent £316 million and received total
income of £321 million; £253 million (79%) of this income was grant-in-aid from DARD.

AFBI’'s work is important in a number of respects. It facilitates diagnosis and control of
animal and plant disease outbreaks, detects changing disease patterns and the emergence
of new diseases, provides assurance on food product safety and helps to maintain healthy
fish stocks. However, as a large and relatively newly created organisation, AFBI carried a high
degree of risk. Also, in May 1995, a Westminster Public Accounts Committee (PAC) report
assessed DARD’s R&D activities which were then delivered by Science Service, and was
critical of the appraisal, oversight and management of this function.

In taking evidence, the Committee examined AFBI’s performance since its establishment in
the following areas:

® financial management;
® performance management;
B management of the DARD-funded R&D programme; and

B corporate governance within AFBI, and oversight of the Institute by DARD.

Overall Conclusions

The creation of a new ALB (particularly one as large as AFBI), requires careful planning and
oversight to ensure that these are suitably structured, resourced and governed to operate
effectively. In the case of AFBI, there was a significant onus on the Department to ensure
that these standards were observed. However, overall, the Committee concludes that until
recently, the Department abdicated its responsibility for proper oversight of the Institute.

AFBI financial management

The Committee is deeply disappointed that proper costing systems were not introduced
within AFBI until almost seven years after its establishment, and believes this delay was
characterised by a lack of foresight and inaction. The absence of these basic systems meant
that AFBI did not have any proper tools for assessing its operational efficiency.

AFBI’s corporate costs between 2006-07 and 2010-11 amounted to almost £96 million, £51
million of which was spent on maintaining and operating the Institute’s estate. Elements of
the estate, particularly the Newforge and Stormont sites, are either superfluous to AFBI's
needs, or in very poor condition. The Committee considers that implementation of more
efficient accommodation solutions have been unacceptably delayed.

Until 2011, AFBI's overheads were calculated using a historical rate, which dated back to at
least 2003. DARD acknowledges that, up to 2011, AFBI had been charging “too low a rate”
for work. The Committee believe that this was due to poor management within AFBI, and is
dismayed and frustrated that up to £3.5 million income was lost as a result.
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Efficiency and effectiveness of scientific testing

Scientific testing for DARD is AFBI’s most significant operational activity. The Committee is
disappointed that there has been limited unit costing and benchmarking of costs for this
testing, and cannot therefore understand how DARD can have any idea whether its significant
investment in this area is delivering value for money. AFBI has also maintained an emergency
response capability to help counter major outbreaks of animal and plant disease. This
function is expensive, and there is a lack of hard information on the specific costs of retaining
this capability. The Committee considers that DARD must assure itself that excessive costs
are not being incurred.

The Committee welcomes AFBI’s success in substantially increasing its level of non-DARD
income. This has been significantly assisted by royalties from patents filed following scientific
discoveries by the former Science Service. However, the Committee was extremely concerned
to learn that 7 employees (or former employees) have received very significant shares of
these royalties. The principal of remunerated public sector employees receiving further
substantial reward simply for discharging their duties does not sit well with the Committee.
The Committee demands all public sector bodies to exercise utmost scrutiny over employee
claims for shares in intellectual property, and to obtain the best deal possible for the public
purse.

Management of the DARD funded R&D Programme

Overall, the Committee considers that management of the DARD-funded programme of
Research and Development (R&D) has been very poor. It is disappointing that recent
shortcomings identified by the C&AG mirror those highlighted in 1995 by the Westminster
PAC. Whilst new arrangements introduced by DARD have significantly strengthened control
over the R&D programme, it is too early to measure the effectiveness of these, and the
Committee considers that the Department abdicated its responsibility in this area for too long
before making improvements.

AFBI has acknowledged that the 125 R&D projects examined by the C&AG did not have
budgets “as such”, and that it did not subject 39 projects to the required full appraisal. The
Committee views this as symptomatic of inadequate project management. The Committee
also considers the extent of overspends and time overruns on these projects to have been
alarming. Total overspends amounted to at least £12.7 million. Projects lasted 5 years,
compared with estimates of 1.5 to 3.5 years.

The significant cost and time overruns are unsurprising, given that the Committee does

not believe that anything approaching an acceptable standard of project management was

in place. For example, AFBI was unable to generate information on ongoing project costs

for review, and specific dates for the expected start and end of projects had not been
established. Furthermore, AFBI’s annual review to determine whether projects should continue
took no consideration of project costs.

The Committee notes that post-project evaluations (PPEs) are well advanced for completed
DARD-funded R&D projects. However, the measurement of outcomes achieved could be
significantly strengthened through assessment of direct benefits delivered to the agri-food
industry, and the extent to which the industry implements AFBI research findings.

In 1995, the Westminster PAC expressed concerns over the poor market success of a seed
potato breeding project which commenced in 1957. This project remains ongoing, and at
least £7.2 million has been spent on it since 1982. This expenditure needs to be justified.
Positively, the project has led to the development of a number of new varieties, but the level
of market success has continued to deteriorate. The Committee welcomes new arrangements
introduced by AFBI, including the appointment of a commercial partner, and an objective to
recover full project costs. However, these steps are belated, and the Committee considers
that DARD should have put the programme on a sounder market led footing much earlier.
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Corporate governance within AFBI and oversight of the Institute by DARD

A range of enhanced governance and oversight arrangements for AFBI were implemented
during and after the C&AG’s investigation, and AFBI also plans to unit cost and benchmark
its scientific testing function. The Committee considers that the Department and AFBI have
been too slow to implement these improvements. It is also vital that the new procedures are
underpinned by strong and pro-active scrutiny by the Department if improved outcomes are to
be achieved in practice.

Until 2011-12, the commissioning of DARD-funded R&D projects was led by AFBI. The
Committee considers that it took far too long for the Department to assume responsibility for
this. Before March 2012, the decision on whether R&D projects should continue was also
taken by AFBI. When DARD finally conducted an overarching review of ongoing work, two-thirds
of projects were immediately terminated. The Committee considers that an effective DARD-led
annual review process would have weeded out a significant number of low priority projects much
sooner. Instead, projects with a total cost of £18.2 million, were allowed to drift for too long.

Overall, the Committee acknowledges recent improvements in financial control and
governance within AFBI, and enhanced oversight of the Institute by DARD. However, the
Committee believes that significantly better value for money would have been achieved

had improvements been made much sooner. The Committee is not yet assured that these
improvements will work effectively in practice or be sustained, particularly given the failure
of the Department to implement the recommendations of the 1995 Westminster PAC report.
Consequently, the Committee will monitor the performance of AFBI and DARD'’s oversight of
the Institute, and examine progress against our recommendations in 12 months time.
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Summary of Recommendations

Recommendation 1

Now that AFBI has developed appropriate costing systems, the Committee recommends

that a clear focus is applied on identifying and implementing efficiency savings. As well as
addressing the high costs of its estate, AFBI should review and benchmark its other corporate
costs to identify further potential efficiencies.

Recommendation 2

The Committee recommends that AFBI annually review its fee setting procedures to ensure
compliance with the principles of full cost recovery. AFBI should also provide an annual
assurance statement on fee setting to the AFBI Board and the Department.

Recommendation 3

A structured and formalised framework of unit costing for scientific testing must be
implemented within AFBI without further delay. Once unit costs have been established, AFBI
must annually benchmark these with other service providers. As a customer, DARD must
stringently review AFBI’s unit costs and benchmarking outcomes to ensure it is receiving value
for money, and also annually confirm that all testing undertaken is necessary to help meet
departmental objectives and statutory requirements.

Recommendation 4

The Committee recommends that formal and robust budgets be prepared for all DARD-
funded R&D projects. Given AFBI’s totally inadequate performance in this area to date,

the Department must carefully review initial budgets, and ensure that projects are re-
appraised, or subject to change control where costs exceed estimates. The Committee also
recommends that DARD undertake regular compliance reviews of the enhanced oversight
measures for R&D to ensure these are functioning effectively in practice. In particular, the
viability of projects which fail to meet key milestones must be decisively reviewed and, where
necessary, closed.

Recommendation 5

The recently introduced improvements in governance must operate effectively in practice if
desired outcomes are to be achieved and the client / customer relationship is to operate
as intended. The Committee recommends that DARD undertake an annual assurance
review of key areas including costing and charging, efficiency measurement and R&D project
management, and report back to us on initial progress after the next 12 months.

Recommendation 6

The Committee believes that its inquiry into AFBI has highlighted important lessons for all
departments faced with the challenge of establishing new arm’s length bodies. Careful and
targeted planning is required to ensure that risks are identified at an early stage, and well
managed thereafter. The appropriate systems, skills and resources must also be put in place
from the outset to ensure that new bodies function effectively, and are properly governed.
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Introduction

The Public Accounts Committee (the Committee) met on 27 November 2013 to consider
the Comptroller and Auditor General’s report 'The Agri-Food and Biosciences Institute (AFBI)*
(12 September 2013). The main witnesses were:

®  Mr Noel Lavery, Accounting Officer, Department of Agriculture and Rural Development
(DARD);

m  Mr Gerry Lavery, Deputy Secretary, DARD;

m Mr Seamus Kennedy, Chief Executive, AFBI;

®  Mr Norman Fulton, Director of Policy and Economics, DARD;
®  Mr Kieran Donnelly, Comptroller and Auditor General; and

®  Ms Fiona Hamill, Treasury Officer of Accounts.

In April 2006, the Department of Agriculture and Rural Development (the Department) moved
one of its largest business functions (in both expenditure and staffing terms) into a new
arm'’s length body (ALB), and established the Agri-Food and Biosciences Institute (AFBI). AFBI
represented an amalgamation of Science Service and the Agricultural Research Institute
Northern Ireland (ARINI). It is the Department’s largest ALB, and carries out analytical and
diagnostic testing for DARD and other public and commercial bodies to satisfy local, national
and EU legislation. AFBI also carries out research and development (R&D) for DARD and other
clients. R&D undertaken for DARD is intended to align with the Department’s strategic goals.

Between 2006-07 and 2011-12, AFBI expenditure totalled £316 million, and the Institute
received total income of £321 million, £253 million (79%) of this income was grant-in-aid
from DARD.

The agri-food sector is a very valuable component of the Northern Ireland economy, and
accounts for 6.5% of local employment, compared to 2.6% in the United Kingdom overall.
AFBI’s work is important to the sector in a number of respects, including:

m facilitating rapid diagnosis and control of animal and plant disease outbreaks, including
those posing a risk to human health;

m  detecting changing animal and plant disease patterns, and the emergence of new
diseases;

B providing assurance on the safety of food products; and

B maintaining healthy fish stocks.

The Committee wish to place on record its support for AFBI’s scientific work, which helps
protect and develop this highly important sector.

In September 2013, the Comptroller and Auditor General (C&AG) published a strategic review
of AFBI’s financial and operational performance since its establishment in April 2006. In
taking evidence, the Committee examined four broad areas:

m financial management;
®  performance management;
B management of the DARD-funded R&D programme; and

B corporate governance within AFBI, and oversight of the Institute by DARD.

As a relatively newly created organisation with a significant budget, AFBI carried a high degree
of risk. Also, in May 1995, the Westminster Public Accounts Committee (PAC) reported
on DARD’s R&D activities which were then delivered by Science Service. PAC criticised
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key aspects of the management of this function, including the lack of strategic planning;
inadequate economic appraisal; lack of reliable costing systems; R&D projects being allowed
to continue indefinitely despite no evidence these were delivering tangible results; and a lack
of performance targets and cost budgets for R&D projects.

7. The creation of a new ALB (particularly one as large as AFBI), requires careful planning and
oversight to ensure that these are suitably structured, resourced and governed to operate
effectively. In the case of AFBI, there was a significant onus on the Department to ensure
that these standards were observed. However, overall, the Committee concludes that until
recently, the Department abdicated its responsibility for proper oversight of the Institute.
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AFBI financial management

The necessary financial and costing systems have only recently been introduced in AFBI

AFBI provides a mix of services to a range of clients. Whilst its principal function is to deliver
statutory testing and a portfolio of R&D projects for DARD, it also manages several hundred
contracts for non-DARD clients.

As far back as 1995, the Westminster PAC expressed concern at the absence of reliable
costing systems within Science Service (AFBI's main predecessor organisation). Given AFBI’s
mix of work, the Committee consider that both the Institute and the Department should have
been alerted to the need, as a matter of priority, to develop a fully functioning costing module
for accurately allocating overheads and calculating the full cost of delivering work. This would
also have facilitated measurement and scrutiny of AFBI’s efficiency, which was very important
given the Institute’s substantial overheads.

However, the Committee was deeply concerned to learn that between 2007-08 and 2009-
10, AFBI missed four different business plan targets for introducing a costing system.

The Committee was told that from 2006, AFBI had used DARD’s accounting system in
anticipation that Account NI would meet its needs. Whilst Account NI went live in July 2009,
the Committee understands that a decision was taken in October 2008 to remove its costing
module. The Committee was told that AFBI left Account NI in 2011, due to its unsuitability for
the Institute’s business needs. In December 2012, a costing module which enabled AFBI to
apportion overheads and accurately identify the cost of its work was finally introduced.

Whilst the Committee acknowledges the challenges associated with establishing an NDPB on
AFBI’s scale, it considers that development of the required costing systems was characterised
by a lack of foresight and inaction. At a much earlier stage than was the case, and certainly
no later than October 2008, it should have been apparent that the solution to AFBI’'s
requirements lay in a tailored bespoke system. In the event, the absence of a costing system
for almost seven years meant that AFBI did not have the proper tools for identifying the full
costs of delivering its work, and for assessing its operational efficiency. The Committee was
astounded to learn that DARD continued to provide over £40 million grant-in-aid annually to
the Institute, without costing, or efficiency of service delivery, being deemed a high priority.

AFBI’s Corporate costs are high, and elements of its estate are very inefficient

The Committee was deeply concerned to learn of AFBI’s extremely high corporate costs,
which, between 2006-07 and 2010-11 amounted to almost £96 million (i.e. 37% of total
spend), and wonders why measures were not taken to manage these costs. The Institute’s
estate has been particularly expensive to maintain and operate, incurring over £51 million of
these costs. The Committee was told that on AFBI’'s establishment in 2006, elements of the
estate inherited were either superfluous to its needs, or in very poor or obsolete condition.
DARD is currently preparing an invest-to-save bid to facilitate re-location from Newforge
(AFBI's Headquarters), which has particularly high overheads. Both AFBI and DARD have also
acknowledged that AFBI’s Stormont site is reaching the end of its life, and that replacing this
will cost between £25 and £30 million.

Whilst the Committee welcomes the proposed re-location from Newforge, it considers that
meaningful action to address AFBI’s high estate costs has been unacceptably delayed and
finds it unbelievable that there has been ten years of inaction since DARD established a
project board to prepare for AFBI’s establishment, and eight years since AFBI commenced
operations. The inefficiency of the Institute’s estate has been evident for many years and the
Committee finds this totally unacceptable.
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AFBI needs to review its procedures for income generation and charging

The Committee welcomes the steady increase in non-DARD income achieved by AFBI since its
establishment. However, it is also essential that fees charged reflect the full cost of service
delivery, and that a level playing field exists with commercial providers. Until 2011, AFBI’s
overheads were calculated using a historical Science Service rate, which dated back to at
least 2003. DARD has acknowledged that, up to this date, AFBI charged “too low a rate”.

The Committee can only form the conclusion that this was attributable to poor management
within AFBI, and is dismayed and frustrated that up to £3.5 million income was lost due to
undercharging.

It is also deeply concerning that, at the time of the C&AG’s audit, AFBI did not reconcile fees
which were agreed with clients “up-front”, with the cost and time taken to actually deliver this
work. The Committee view this as essential management action which would have provided
assurance that AFBI had not been significantly under-charging for this work.

From a governance perspective, the Committee is disappointed at the apparent lack of
scrutiny and challenge by AFBI's Board and senior management over the prolonged failure
to capture full costs for elements of the Institute’s commercial work, and at the lack of
reconciliation between fees derived from estimates and the actual cost of delivering such
work.

Recommendation 1

Now that AFBI has developed appropriate costing systems, the Committee recommends

that a clear focus is applied on identifying and implementing efficiency savings. As well as
addressing the high costs of its estate, AFBI should review and benchmark its other corporate
costs to identify further potential efficiencies.

Recommendation 2

The Committee recommends that AFBI annually review its fee setting procedures to ensure
compliance with the principles of full cost recovery. AFBI should also provide an annual
assurance statement on fee setting to the AFBI Board and the Department.
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Efficiency and effectiveness of scientific testing

The efficiency of AFBI’s scientific testing has not been measured, and arrangements in this
area must be strengthened significantly

Scientific testing undertaken for DARD is AFBI’'s most significant operational activity in both
volume and cost terms. The Committee is therefore disappointed that very few unit costs
have been calculated for the routine statutory testing delivered for DARD, and that there

has only been limited benchmarking of costs with other providers. It is a fundamental tenet
of any commercial relationship that the customer is aware of the cost of the service being
procured and, in the absence of this, the Committee cannot understand how DARD can have
any idea of whether its significant investment in this area is delivering value for money. The
Committee welcomes assurances that DARD now accepts the need for enhanced unit costs
and benchmarking, and wonders why it took a PAC enquiry to secure meaningful action in this
area.

The Committee recognise the importance of AFBI’s work in preventing and eradicating animal
and plant disease, and in countering major disease outbreaks. In taking evidence, the
Committee was repeatedly told of the importance of maintaining an emergency response
capability to help achieve these objectives. Whilst withesses acknowledged that maintaining
this function is expensive, there is a lack of information on the specific costs of this service,
and on how much of the DARD-funded scientific testing budget this accounts for. The
Committee recognises the need for an emergency response function, but also considers AFBI
and the Department must capture and review the costs of provision on an annual basis.

Recommendation 3

A structured and formalised framework of unit costing for scientific testing must be
implemented within AFBI without further delay. Once unit costs have been established, AFBI
must annually benchmark these with other service providers. As a customer, DARD must
stringently review AFBI’s unit costs and benchmarking outcomes to ensure it is receiving value
for money, and also annually confirm that all testing undertaken is necessary to help meet
Departmental objectives and statutory requirements.

The Committee welcomes the significant increase in AFBI’s non-DARD income

The Committee welcomes the substantial increase in non-DARD income secured by AFBI. This
has been significantly assisted by royalties from patents which were filed following scientific
discoveries by the former Science Service, with AFBI receiving over £20 million income from
these between 2008-09 and 2012-13. Whilst these have clearly contributed significantly to
AFBI’s revenue stream, the Committee is concerned that need for increased DARD support
may arise in coming years, as this royalty income, by its nature, begins to subside. This
further highlights the importance of AFBI delivering further efficiencies.

The Committee is also extremely concerned to learn that 7 employees (or former employees)
have been paid very significant amounts from these royalties. The principle of remunerated
public sector employees receiving further substantial reward simply for discharging their
duties does not sit well with the Committee. However, the Committee recognises that current
legislation requires an employer to agree some form of scheme which provides employees
with a “fair share” of commercial benefits derived from intellectual property which they have
developed. The Committee also acknowledges that, prior to making any payments to staff,
AFBI and DARD sought two sets of professional legal advice and obtained DFP approval.

The Committee demands all public bodies to exercise utmost scrutiny over claims from
employees for shares in intellectual property, and to ensure that the best deal possible is
obtained for the public purse. The Committee understands that one claim from a member of
AFBI staff remains outstanding, and demands that the Department reports the final outcome
from this case to it.
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Management of the DARD funded R&D Programme

Management of the DARD-funded programme has been poor, and PAC recommendations from
1995 were not implemented

The Committee is very concerned that project management over the DARD-funded research
and development programme has been unacceptably poor. This is amplified by the fact that,
in 1995, the Westminster PAC highlighted shortcomings and made recommendations for
improvement in this same area.

The Committee acknowledges that DARD has significantly strengthened the project
management framework for the R&D programme, and assumed greater oversight in this
area. However, it is too early to offer any value judgements on the effectiveness of the new
arrangements. DARD must now ensure that future oversight of R&D is sufficient to ensure
that risks to value for money are identified and managed at an early stage.

Forecasting of R&D project costs was inadequate, and many projects were not subject to the
required economic appraisals

Effective project management requires robust cost budgets to be set at the planning stage,
so that a baseline for measuring subsequent outcomes is established, and to ensure the
appropriate level of economic appraisal is undertaken. In the Committee’s view, AFBI’s
acknowledgement that the 125 R&D projects examined by the C&AG did not have budgets
“as such”, but instead had “cost estimates” is symptomatic of the inadequate project
management regime in place at that time. The Committee also found that AFBI had a poor
track record in estimating likely project costs. Whilst estimates for 39 of the 125 projects fell
below the full economic appraisal threshold, actual costs exceeded this, and, in some cases,
by very significant margins. These projects were therefore not subject to the required full
appraisal.

Many projects experienced high overspends, and ran far beyond estimated completion dates

The Committee is very disturbed at the extent of cost overspends on R&D projects identified
by the C&AG. In total, the 125 projects overspent by at least £12.7 million, which represented
an average overrun of £101,000. Projects were also not delivered within target deadlines,
and lasted an average of 5 years, compared with an estimated 1.5 to 3.5 years. The
Committee was repeatedly told that AFBI lived within its overall budget. However, this provides
no assurance or confidence whatsoever on the efficiency or effectiveness achieved by AFBI’s
individual activities and projects.

The standard of project management over the R&D programme fell far short of what was
required

The Committee is not surprised at the extent of cost and time overruns, given the extremely
poor standard of project management which prevailed. The absence of a costing system
meant that information on ongoing costs of individual projects could not be generated

for review. This left AFBI and DARD unsighted on the escalating costs of many projects.
Furthermore, specific dates were not established for the expected start and end of projects.
Whilst AFBI did operate an annual review process to determine whether projects should
continue, this took no consideration of costs to date, or future costs of completing research.
The Committee also regards it as unacceptable within a contractor-customer relationship
that AFBI had autonomy in deciding whether projects should continue. Overall, the Committee
considers that the quality of project management exercised by both DARD and AFBI fell well
below acceptable standards, particularly for an area in which DARD spent over £40 million.

Whilst the Committee considers that the Department abdicated its responsibility in this area
for too long, it also acknowledges that recently introduced improvements have significantly
enhanced the level of control over the commissioning, management and oversight of R&D

10
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projects. However, if successful outcomes are to be achieved, the new procedures will have to
be rigorously applied in practice, and be sustained.

Recommendation 4

The Committee recommends that formal and robust budgets be prepared for all DARD-
funded R&D projects. Given AFBI’s totally inadequate performance in this area to date,

the Department must carefully review initial budgets, and ensure that projects are re-
appraised, or subject to change control where costs exceed estimates. The Committee also
recommends that DARD undertake regular compliance reviews of the enhanced oversight
measures for R&D to ensure these are functioning effectively in practice. In particular, the
viability of projects which fail to meet key milestones must be decisively reviewed and, where
necessary, closed.

Direct benefits delivered to the agri-food industry have not been measured

The Committee notes the fact that Post-Project Evaluations (PPEs) are well advanced

for completed DARD-funded R&D projects, and that the Department has now assumed
responsibility for these. The Committee also recognises the potential value of this research
in a number of respects, including assisting future policy development. However, one of

the Department’s key strategic objectives is to “improve performance in the Marketplace”.
Whilst the Committee acknowledges that AFBI’s work is likely to have delivered benefits

to the agri-food industry, PPEs to date have largely reported academic achievements.
Furthermore, actual direct benefits to the industry have been measured through estimates
and assumptions. Rather than academic outcomes, the Committee believes that the principal
objectives of PPEs should be to measure how the success of the research in contributing to
the Department’s strategic objectives, and to quantify direct benefits delivered to the industry,
and the extent to which the industry implements AFBI research findings in practice.

The viability of a potato breeding project which commenced in 1957 must be decisively
reviewed

In 1995, the Westminster PAC expressed concerns about the lack of market success
achieved by a seed potato breeding project which commenced in 1957. The Westminster
Committee recommended that controls be put in place to prevent long-term projects which
were not achieving results continuing indefinitely. This project remains ongoing, and at least
£7.2 million has been spent on it since 1982. This expenditure needs to be justified.

The Committee endorses the principle of supporting the local seed potato industry, so long
as public money is well managed. It is positive that this project has led to the development
of new potato varieties, with between 20 and 25 per cent of locally produced potatoes being
AFBI developed breeds. However, it is also very disappointing that this research has not
translated into market success. Local seed potato production has declined from 55,400
tonnes in 1994 to 20,200 tonnes in 2010. This lack of market success calls into question
the value for money achieved for the significant public funding committed to the project.

In effect, it appears that at best, this programme has helped sustain the industry on a life
support machine.

Although very belated, the Committee welcomes new arrangements for delivering the
programme. From late 2010, AFBI has appointed a commercial partner to address the lack
of market success, as well as setting an objective for the project to ultimately recover its

full costs. Despite these changes, the Committee believes that DARD bears significant
responsibility for the lack of commercial benefits to date and for not ensuring that the
programme was put on a sounder footing much earlier. Indeed, the Committee is concerned
that a lack of market focus may not have been unique to this project, and that this may have
been exhibited across the DARD-funded R&D programme. In the Committee’s view, the acid
test for this project will now will be the degree of commercial success achieved.
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31.

32.

33.

34.

Corporate governance within AFBI and oversight of
the Institute by DARD

The development of an improved corporate governance framework within AFBI was
considerably delayed

A range of improved governance and oversight arrangements for AFBI were implemented
during and after the C&AG’s investigation. These include the development of a costing
system; enhanced quarterly financial reporting to DARD; improved procedures for
commissioning, appraising and managing R&D projects; and quarterly assurance reporting
by AFBI’s Chief Executive to DARD on R&D expenditure. AFBI also now plans to unit cost
and benchmark its scientific testing. The Committee welcomes such developments, but
considers that it took far too long to put such improvements in place. AFBI is by far DARD’s
largest NDPB, and the Department should have afforded the development of strong control
environment and corporate governance framework much greater priority. Within AFBI, key
developments were also much delayed. For example, only in 2011 was a Board Finance sub-
committee established, and AFBI did not appoint a Corporate Affairs and Finance Director
until January 2013.

Whilst the establishment of systems and procedures to improve governance and oversight
is welcome, there is no guarantee that desired outcomes will actually be achieved. From the
outset, DARD established a sponsor branch to oversee and scrutinise AFBI’'s operations.
However, the sponsor was not alert to key shortcomings within AFBI, including the use of

an outdated overhead calculation and the lack of unit costs for the majority of scientific
tests conducted for DARD. The Committee also found that there was no evidence that the
sponsor was aware of the significant cost and time overruns within so many R&D projects.
The Committee therefore highlights the need for pro-active scrutiny to identify and address
performance shortcomings.

Many R&D projects which did not address DARD’s strategic objectives continued for too long

The Committee was surprised to learn that, until 2011-12, when the Evidence and Innovation
Strategy (EIS) was introduced, the commissioning of DARD-funded R&D projects was heavily
influenced by AFBI. The Committee believes that it took far too long for the Department to
assume lead responsibility for determining the research to be undertaken on its behalf,
particularly given the substantial funding involved. Until March 2012, the decision on whether
R&D projects should continue was also taken solely by AFBI following an annual assessment.
Only then did DARD undertake what the Committee considers to have been a meaningful
review of the relevance of ongoing work. This review resulted in 52 projects (66 per cent of
those examined) being immediately terminated.

Whilst the Committee was told that 80 per cent of terminated projects had completed their
experimental phase, it considers it highly questionable that so many were previously extended
for successive years by AFBI, but suddenly reached completion precisely at the time of DARD’s
overarching review. Whilst some of these projects may have achieved successful outcomes,
the Committee considers it likely that many were either not addressing DARD'’s objectives, or
were performing poorly, and that an effective DARD led annual review process would have
weeded such projects out much sooner. Instead, the Committee believes that these projects,
which had a final total cost of £18.2 million, were allowed to drift for far too long.

Recommendation 5

The recently introduced improvements in governance must operate effectively in practice if
desired outcomes are to be achieved and the client / customer relationship is to operate
as intended. The Committee recommends that DARD undertake an annual assurance

12
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35.

review of key areas including costing and charging, efficiency measurement and R&D project
management , and report back to us on initial progress after the next 12 months.

Overall, the Committee acknowledges the improvements in financial control and governance
within AFBI, and DARD’s enhanced oversight of the Institute, but believes that the measures
introduced were significantly overdue. The mix and nature of AFBI’'s work makes it difficult
to quantify the extent to which better value for money would have been achieved had
improvements been made sooner. However, the extent of shortcomings leads the Committee
to conclude that, until recently best value was clearly not being achieved in the delivery of
AFBI’s operations. The Committee is not yet assured that these improvements will work
effectively in practice or be sustained, particularly given the failure of the Department to
implement the recommendations of the 1995 Westminster PAC report. Consequently, the
Committee will monitor the performance of AFBI and DARD’s oversight of the Institute, and
examine progress against our recommendations in 12 months time.

Recommendation 6

The Committee believes that its inquiry into AFBI has highlighted important lessons for all
Departments’ faced with the challenge of establishing new arm’s length bodies. Careful and
targeted planning is required to ensure that risks are identified at an early stage, and well
managed thereafter. The appropriate systems, skills and resources must also be put in place
from the outset to ensure that new bodies function effectively, and are properly governed.
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Minutes of Proceedings of the Committee Relating to the Report

Wednesday, 13 November 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Alex Easton
Mr Paul Girvan
Mr Chris Hazzard
Mr Daithi McKay
Mr Adrian McQuillan
Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr Ross Hussey

1.42pm The meeting opened in public session
1.43pm Mr Copeland joined the meeting

1.44pm Mr Clarke and Mr Girvan left the meeting
1.47pm Mr Girvan and Mr Clarke re-joined the meeting
1.48pm the meeting moved to closed session

1.49pm Mr Copeland and Mr Clarke left the meeting
1.51pm Mr Clarke and Mr Copeland re-joined the meeting
2.15pm Mr McKay left joined the meeting

2.24pm Mr McKay re-joined the meeting

2.24pm Mr Dallat joined the meeting

2.33pm Mr Copeland left the meeting

2.36pm Mr McKay left the meeting

2.38pm Mr Copeland re-joined the meeting

2.40pm Mr McKay re-joined the meeting

2.59pm Mr Dallat left the meeting

3.00pm Mr Dallat re-joined the meeting

3.12pm the meeting suspended

3.21pm the meeting resumed with the following Members present

Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke

Mr Michael Copeland

Mr Alex Easton

Mr Paul Girvan

Mr Chris Hazzard
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Mr Daithi McKay
Mr Adrian McQuillan
Mr Sean Rogers

3.33pm Mr McKay re-joined the meeting
3.41pm Mr Girvan re-joined the meeting
3.50pm Mr Copeland and Mr Rogers left the meeting
3.51pm Mr Rogers re-joined the meeting
3.52pm Mr Easton left the meeting
3.53pm Mr Clarke left the meeting
3.55pm Mr McKay left the meeting
3.57pm Mr Copeland re-joined the meeting
3.57pm Mr McQuillan left the meeting
3.58pm Mr Girvan re-joined the meeting
7. Inquiry into the Agri-Food and Biosciences Institute (AFBI)
4.10pm Mr Dallat left the meeting
4.16pm Mr Dallat re-joined the meeting
4.18pm Mr Hazzard left the meeting
4.19pm Mr Copeland left the meeting
4.26pm Mr Copeland re-joined the meeting

The Committee received briefing from the C&AG, Eddie Bradley, Paul Turley and Richard
Emerson on the Audit Office’s report on AFBI.

4.28pm Ms Boyle left the meeting; Mr Dallat took the Chair

[EXTRACT]
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Wednesday, 20 November 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Alex Easton
Mr Paul Girvan
Mr Chris Hazzard
Mr Ross Hussey
Mr Adrian McQuillan

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr John Dallat (Deputy Chairperson)
Mr Daithi McKay
Mr Sean Rogers

2:15pm The meeting opened in public session
2:35pm the meeting moved to closed session

Inquiry into the Agri-Food and Biosciences Institute (AFBI) — Preparation Session

The Committee identified and developed core issues arising from the Audit Office report in
preparation for its forthcoming evidence session on 27 November 2013.

2:35pm Mr Girvan left the meeting
2:40pm Mr Girvan re-joined the meeting
2:50pm Mr Hazzard joined the meeting
2:53pm Mr Copeland left the meeting
2:57pm Mr Copeland re-joined the meeting
2:58pm Mr McQuillan left the meeting

[EXTRACT]
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Wednesday, 27 November 2013
Senate Chamber, Parliament Buildings

Present:

In Attendance:

Apologies:

Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke

Mr Alex Easton

Mr Paul Girvan

Mr Chris Hazzard

Mr Daithi McKay

Mr Adrian McQuillan

Mr Sean Rogers

Miss Aoibhinn Treanor (Assembly Clerk)

Ms Lucia Wilson (Assembly Clerk)

Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)

Miss Clare Rice (Bursary Student)

Mr Michael Copeland
Mr Ross Hussey

1:53pm The meeting opened in public session

1:54pm Mr Clarke joined the meeting

2:05pm Mr McKay left the meeting

2:05pm Mr Hazzard joined the meeting

2:06pm Mr Girvan left the meeting

5. Inquiry into the Agri-Food and Biosciences Institute (AFBI) — Evidence Session

The Committee took oral evidence on the above inquiry from:

®  Mr Noel Lavery, Accounting Officer, Department of Agriculture & Rural Development
®  Mr Gerry Lavery, Senior Finance Director, Department of Agriculture & Rural Development

®  Mr Norman Fulton, Director of Policy & Economics, Department of Agriculture & Rural
Development

B Dr Seamus Kennedy, Chief Executive Officer, AFBI

2:20pm Mr Hazzard left the meeting

2:37pm Mr McKay re-joined the meeting

2:43pm Mr Clarke left the meeting

2:46pm Mr Rogers left the meeting

2:49pm Mr Clarke and Mr Rogers re-joined the meeting

2:58pm Mr Hazzard re-joined the meeting

3:12pm Mr McQuillan left the meeting

3:32pm Mr Dallat left the meeting
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3:38pm Mr Clarke left the meeting

3:44pm Mr Dallat re-joined the meeting

3:57pm Mr McKay left the meeting

4:03pm Ms Boyle left the meeting; Mr Dallat took the Chair
4:04pm Mr Clarke re-joined the meeting

4:08pm Ms Boyle re-joined the meeting and resumed the Chair
4:09pm Mr McKay re-joined the meeting

4:43pm Mr Hazzard left the meeting

4:46pm Mr McKay left the meeting

4:51pm Mr Hazzard re-joined the meeting

4:52pm Mr McKay re-joined the meeting

The witnesses answered a number of questions put by the Committee and agreed to provide
additional information in writing.

[EXTRACT]
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Wednesday, 11 December 2013
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Alex Easton
Mr Paul Girvan
Mr Chris Hazzard
Mr Ross Hussey
Mr Daithi McKay
Mr Sean Rogers

In Attendance: Miss Aoibhinn Treanor (Assembly Clerk)
Ms Lucia Wilson (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr Adrian McQuillan
1.46pm The meeting opened in public session
1.50pm Mr Hazzard left the meeting

1.51pm The meeting moved to closed session
2.00pm Mr McKay joined the meeting

2.01pm Mr McKay left the meeting

2.05pm Mr Hazzard re-joined the meeting

2.06pm Mr McKay re-joined the meeting

2.09pm Mr Girvan joined the meeting

2.21pm Mr Girvan left the meeting

2.23pm Mr Girvan re-joined the meeting

2.29pm Mr McKay left the meeting

2.39pm Mr Copeland left the meeting

2.41pm Mr Clarke joined the meeting

2.44pm Mr Copeland re-joined the meeting
2.47pm Mr Clarke and Mr Hazzard left the meeting
2.49pm Mr Clarke and Mr Hazzard re-joined the meeting
3.02pm Mr Copeland left the meeting

3.29pm Mr Hazzard left the meeting

3.30pm Mr Hazzard re-joined the meeting
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3.32pm Mr Girvan left the meeting
3.33pm Mr Girvan re-joined the meeting
3.54pm Mr Girvan left the meeting
3.55pm Mr Clarke left the meeting
3.57pm Mr Hussey left the meeting
4.02pm Mr McKay re-joined the meeting
4.04pm Mr Easton left the meeting
4.20pm Mr McKay left the meeting
4.21pm Mr Girvan re-joined the meeting

4.25pm Mr Clarke re-joined the meeting

Inquiry into the Agri-Food and Biosciences Institute (AFBI): Consideration of Issues Paper

The Committee received briefing from the C&AG, Alan Orme, Paul Turley and Richard Emerson

on the inquiry’s issues paper.

Agreed: The Committee noted the issues paper and agreed that the report on the inquiry

be drafted on this basis.

4.33pm The meeting moved to public session

[EXTRACT]
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Wednesday, 5 February 2014
Room 29, Parliament Buildings

Present: Ms Michaela Boyle (Chairperson)

Mr Trevor Clarke

Mr Alex Easton

Mr Paul Girvan

Mr Ross Hussey

Mr Daithi McKay

Mr Adrian McQuillan

Mr Sean Rogers

In Attendance: Ms Lucia Wilson (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mrs Danielle Saunders (Clerical Supervisor)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Mr John Dallat (Deputy Chairperson)
Mr Michael Copeland
Mr Chris Hazzard

2.07pm The meeting opened in public session
2.09pm Mr Girvan joined the meeting
2.12pm Mr Clarke joined the meeting

2.18pm The meeting moved to closed session

5. Inquiry into the Agri-Foods and Biosciences Institute (AFBI) — Northern Ireland Assembly
Research paper

The Committee received a briefing from Assembly Research and Information Services (RalSe)
on intellectual property rights.

2.23pm Mr Easton left the meeting
2.29pm Mr Easton re-joined the meeting

6. Inquiry into the Agri-Foods and Biosciences Institute (AFBI) — Correspondence

The Committee noted requested correspondence from Mr Noel Lavery, Accounting Officer,
Department of Agriculture and Rural Development, and also noted that additional information
will be provided for consideration by the Committee at its meeting on 19 February 2014.

7. Inquiry into the Agri-Foods and Biosciences Institute (AFBI) — Consideration of Draft Report

The Committee considered the draft report on the inquiry into the Agri-Foods and Biosciences
Institute (AFBI)

Introduction

Paragraphs 1 to 7 read and agreed
AFBI Financial Management
Paragraphs 8 and 9 read and agreed

Paragraphs 10 and 11 read, amended and agreed
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2.37pm Mr Clarke left the meeting

2.50pm Mr Hussey left the meeting

3.02pm Mr McQuillan left the meeting; the meeting became inquorate

3.04pm The meeting suspended

3.15pm The meeting resumed in closed session with the following Members present:

Ms Michaela Boyle (Chairperson)
Mr Alex Easton

Mr Paul Girvan

Mr Daithi McKay

Mr Sean Rogers

Paragraphs 12 to 16 read, amended and agreed

Recommendation 1 read and agreed

Recommendation 2 read, amended and agreed

Efficiency and Effectiveness of Scientific Testing

Paragraphs 17 and 18 read, amended and agreed

Recommendation 3 read, amended and agreed

Paragraph 19 consideration deferred to the meeting of 19 February 2014

Management of the DARD funded R&D Programme

Paragraph 20 read, amended and agreed

Paragraphs 21 and 22 read and agreed

Paragraphs 23 to 25 read, amended and agreed

Recommendation 4 read, amended and agreed

Paragraph 26 read and agreed

Paragraphs 27 and 28 read, amended and agreed

Paragraph 29 read and agreed

Corporate governance within AFBI and oversight of the Institute by DARD

Paragraphs 30 to 32 read and agreed

Paragraph 33 read and agreed

Recommendation 5 read and agreed

Paragraph 34 read and agreed

Recommendation 6 read and agreed
Consideration of the Executive Summary

Executive Summary read agreed, subject to amendment to reflect agreed changes to the
main report.

Consideration of Summary of Recommendations
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Summary of recommendations read, amended and agreed.

Agreed: The Committee agreed to defer final consideration of the report to the meeting
of 19 February 2014.

[EXTRACT]
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Wednesday, 26 February 2014
Room 29, Parliament Buildings

Present: Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke
Mr Michael Copeland
Mr Alex Easton
Mr Paul Girvan
Mr Chris Hazzard
Mr Ross Hussey
Mr Daithi McKay
Mr Adrian McQuillan
Mr Sean Rogers

In Attendance: Ms Lucia Wilson (Assembly Clerk)
Mr Trevor Allen (Assistant Assembly Clerk)
Mr Darren Weir (Clerical Officer)
Miss Clare Rice (Bursary Student)

Apologies: Ms Michaela Boyle (Chairperson)

2.03pm The meeting opened in public session

2.04pm Mr Girvan and Mr Clarke joined the meeting

2.05pm The meeting moved to closed session

Inquiry into Agri-Food and Biosciences Institute (AFBI) — Correspondence
2.40pm Mr Copeland left the meeting

2.51pm Mr Copeland re-joined the meeting

2.52pm Mr Easton left the meeting

2.56pm Mr Easton re-joined the meeting

The Committee noted additional correspondence from Mr Noel Lavery, Accounting Officer,
Department of Agriculture and Rural Development.

Inquiry into Agri-Food and Biosciences Institute (AFBI) — Consideration of Draft Report

The Committee continued its consideration of its report on Agri-Food and Biosciences
Institute AFBI).

Paragraph 19 read and agreed.
Paragraph 20 read, amended and agreed.
Executive Summary

Paragraph 10 read, amended and agreed.

Agreed: The Committee agreed the correspondence to be included within the report
Agreed: The Committee ordered the report to be printed.
[EXTRACT]
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Minutes of Evidence — 27 November 2013

27 November 2013

Members present for all or part of the
proceedings:

Ms Michaela Boyle (Chairperson)
Mr John Dallat (Deputy Chairperson)
Mr Trevor Clarke

Mr Alex Easton

Mr Paul Girvan

Mr Chris Hazzard

Mr Daithi McKay

Mr Adrian McQuillan

Mr Sean Rogers

Witnesses:

Professor Seamus
Kennedy

Agri-Food and
Biosciences Institute

Comptroller and
Auditor General

Mr Kieran Donnelly

Mr Norman Fulton
Mr Noel Lavery
Mr Gerry Lavery

Department of
Agriculture and Rural
Development

Ms Fiona Hamill Treasury Officer of

Accounts

1. The Chairperson: | welcome Mr Noel
Lavery, Mr Gerry Lavery, Professor
Seamus Kennedy and Mr Norman
Fulton. Mr Lavery, | assume that you are
unrelated.

2. Mr Noel Lavery (Department of
Agriculture and Rural Development):
Yes, unrelated.

3. The Chairperson: You are taking the
lead, Noel. Do you want to formally
introduce your team?

4. Mr N Lavery: Yes, thank you, Chair.
Gerry Lavery is the senior finance
director in the Department; Seamus
Kennedy is the chief executive of the
Agri-Food and Biosciences Institute
(AFBI) and is responsible for AFBI’s
functions such as research, supporting
innovation and response to emergencies
and disease control; and Norman Fulton
is head of policy and economics in the
Department, the Department’s head

10.

11.

economist and head of the AFBI sponsor
arrangements.

The Chairperson: Thank you. You are
all very welcome to our meeting. Do you
want to say anything now, Mr Lavery?
Are you OK?

Mr N Lavery: | have a few opening
remarks, if you are happy with that, or |
am happy to go along with whatever you
wish, Chair.

The Chairperson: | have a question, and
then I will let you in again. The report
made odd reading in the sense that the
Department and AFBI put up very feeble
arguments to the Audit Office’s findings.
The Committee Clerk will refer to the
relevant paragraphs in the report.

The Committee Clerk: In paragraph
2.12, AFBI responded to the issue of
potential lost income by stating that that
represented 1-5% of total grant provided
by the Department of Agriculture and
Rural Development (DARD). On the issue
of cost overruns for individual R&D
projects, AFBI’s response in paragraph
4.14 was that it had always lived within
its overall budget. In paragraph 4.25,
DARD pointed out that the longevity of
the 57-year potato breeding programme
was not unique in the context of the
public sector.

The Chairperson: Thank you, Aoibhinn.
Mr Lavery, how can you assure the
Committee that you take the matter very
seriously?

Mr N Lavery: | can give the Committee
an absolute assurance that | take

the governance and value-for-money
responsibilities extremely seriously.

Chair, | would like to make a couple

of points. The lost income point was
referred to. The reference to the 1-5%
was to put it into context. | absolutely
recognise the point that lost income is
not a good thing for the public sector.
No doubt we will come on to that. It is
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12.

13.

14.

15.

16.

17.

18.

19.

absolutely regrettable that it happened;
it should not have happened. We can
come to the reasons for that, but it was
to put it into context.

On the cost overruns, we were merely
making the point that AFBI had lived
within its overall budget. | commend
Professor Kennedy for his out-turn last
year, which was 99-7%.

What was the last point?

The Committee Clerk: It was about the
longevity of the 57-year potato breeding
project, as mentioned in paragraph 4.25.

Mr N Lavery: No doubt we will come to
that during the proceedings.

| have a couple of points that relate

to your question about giving you an
assurance on governance. AFBI is

an absolutely vital organisation. Its
scientific work informs DARD'’s policies
and supports innovation in the agrifood
sector. It is absolutely key to our
eradication of brucellosis and has a
vital emergency response capability. It
is also vital on the early recognition of
threats and local access of scientific
facilities. Going back to your point, the
Audit Office concluded, in paragraph 24
of the report:

“the development of a strong and
comprehensive corporate governance
framework for AFBI has been a prolonged
process”.

| absolutely accept that; it has been
too prolonged. The report highlights the
specific concerns, and we will deal with
those.

In paragraph 5.26, the Audit Office
concludes:

“it has taken a considerable time to develop
and embed a strong and comprehensive
performance management and corporate
governance regime”.

| absolutely accept that; it did take a
considerable time. | absolutely take

it seriously, Chair. The Audit Office
highlighted a few points about the use
of a historical overhead rate, the cost
not being part of AFBI’s systematic
review for R&D and the time taken to

20.

21.

22,

23.

implement the fully functioning costing
system. | absolutely accept those
points, and the Department and AFBI
hold up their hands on those.

It has been two years since the
fieldwork was done. The Audit Office
recognises that throughout the report
and, in paragraph 5.11, acknowledges
the further recent improvements in
governance. Paragraph 5.12 states
that we have provided more precise
costings, and paragraph 5.20 mentions
the procedures for commissioning and
managing R&D. | welcome that.

To give you an assurance that you were
looking for at the start, | can say that,
since the Audit Office’s work finished,
AFBI has strengthened its finance

team and has implemented a financial
improvement plan, which has been
monitored closely by the Department;
DARD has carried out a risk assessment
on governance; we are moving to

an enhanced regime of appraisal on
scientific testing; there is enhanced
DARD oversight; and | have placed a
requirement on Professor Kennedy to
provide me with a quarterly assurance
on the management of R&D expenditure.
Furthermore, there is quarterly reporting
on our evidence and innovation R&D
projects. | hope that that gives the
Committee an assurance that we take
these matters absolutely seriously and
that we will be continually on top of them.

The Chairperson: Thank you, Mr Lavery.
You have clearly seen the shortcomings
from the 1995 report until now. We

are facing, in this report, some of the
shortcomings that were identified in the
1995 report. You mentioned a number
of changes that have taken place. |
thank you for the contribution that you
have made thus far in acknowledging
and identifying that there was work that
needed to be done. You mentioned that
AFBI had strengthened its finance team.
What did you actually do?

Mr N Lavery: An additional resource
has been brought into the finance team.
Professor Kennedy, do you want to refer
to that?
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24,

25.

26.

Professor Seamus Kennedy (Agri-Food
and Biosciences Institute): That is
correct. There have been a number of
developments. In 2010, for example,
we reviewed our overall business
planning process and initiated plans

to develop what we refer to as the
strategic cost model. That model in
particular is designed to break down the
corporate overheads, which relates to
one of the legitimate criticisms in the
report. It stated that we were applying
a single corporate overhead rate to

all our business. The development

of that model is well under way. We
have applied it to last year’s annual
work programme from DARD as a trial
exercise, and we are in the process

of applying it to the work programme
for next year. We revised the overhead
rate in 2010 from 59% to 110%. As Mr
Lavery said, we should have done that
earlier, and we accept that. As indicated
in the report, the overall magnitude of
that increase is a 15% increase.

In 2010, we left Account NI because,
having tried it for a period, we found
that it was not suitable for the mixture
of business that we carry out in AFBI:
the mix of work that we carry out for
government plus the commercial side.
The commercial work in AFBI now
accounts for approximately one third of
our total income. We developed our own
in-house accounting system, which took
some time. We now have it well up and
running and are using it as the basis
for the next development, which is the
strategic cost model.

In 2011, | expanded the finance function
in AFBI. | recruited two additional deputy
principal accountants and appointed

an interim head of finance at grade 6
level. That, coupled with the introduction
of a finance improvement plan, which
we have been working on since then,
has resulted in major improvements.
The additional accountancy resource
that we introduced has been used to
adopt a business partner approach so
that our finance branch interacts much
more closely with the scientific divisions
that are carrying out the scientific work.
Those accountants now meet all our

27.

28.

29.

30.

branch heads and the head of division
on a monthly basis. At those meetings,
every line of income and expenditure
is reviewed so that we have very
accurate monitoring of our income and
expenditure.

In 2011, | also commissioned a strategic
review of the organisation and, because
of the importance of AFBI to the local
economy, we received support from the
Strategic Investment Board (SIB) for that
work. That resulted in some changes to
the organisational structure: an
amalgamation of two of the existing
science branches to one in order to help
improve efficiency. We are in the process
of delegating staff budgets to individual
divisions and branches to ensure that
there is more ownership of those
budgets. We also introduced training for
senior finance managers. That is a
selection of some of the improvements
that have taken place.

The Chairperson: | suppose that it is
safe enough to say that, when AFBI was
established, the financial mechanisms
that should have been in place were not
as robust as they should have been. Is it
safe to say that?

Professor S Kennedy: Yes, | think

that we accept that point. Since the
formation of AFBI, we have spent a

lot of effort on developing financial
systems. We were originally using a
system from DARD before AFBI became
a non-departmental public body (NDPB).
We continued to use the DARD system
for a number of years, and that was

in anticipation of Account NI coming

on stream, which it did. We then tried
Account NI, but it was not suitable for
the particular business of AFBI, and then
we developed our own in-house system.

Mr N Lavery: Chair, | will just come in
on that point. Coming in and looking at
this afresh, it seems to me that AFBI
inherited a financial accounting system
that the Department was using, and
some of the criticisms in the report,
which are fair criticisms, are around
costing and the identification of costs
for individual projects, which is fair.
What AFBI did not have was a proper
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costing module. It has taken time to
get that in place; that is now in place.
It was a financial system geared up
with individual cost centres that was
designed more for a Department than
an organisation such as AFBI.

Mr Clarke: That is a good point at which
to come in. | listened to what Professor
Kennedy said about the management

of the organisation. How much has the
Department of Agriculture and Rural
Development been spending annually on
AFBI since it started in 20067

Mr N Lavery: The current budget is
about £58 million.

Mr Clarke: You are on record as saying
that the costing models were not right,

but you have continued to annually fund
it without any proper scrutiny or making
sure that those models are correct.

Mr N Lavery: | have a couple of points
to address that. AFBI has lived within its
overall budget. Its accounts have never
been qualified. It has received internal
audit satisfactory assurance every year.
The point that | was trying to make

was about the costing system and the
costing of individual projects. That is
what needed to be developed. And —

Mr Clarke: Can | just stop you there?

It has been living within its budget of
£58 million, but Professor Kennedy
admitted today that the systems have
not been in place. What worries me, as
a taxpayer, is that that arm’s-length body
gets substantial public money from the
Department yet it is not satisfied that
there are accountable mechanisms in
place for how it manages the funds.
Professor Kennedy said that it was
reviewed in 2010, which was four years
after the start. Was it AFBI’s role to
review that? Given that DARD was a
large subscriber, would it not have been
its role to make sure that the financial
management was in place for an
organisation that it is pumping millions
of pounds into annually?

Mr N Lavery: Again, there are a couple
of points. | want to go back to clarify:
the £58 million that | referred to
includes the commercial income, which

37.

38.

39.

40.

41.

42,

43.

44,

45,

is about £18 million. Our cost to DARD
is currently about £40 million.

Mr Clarke: About £40 million or £50
million? OK.

Mr N Lavery: The point that | am trying —

Mr Clarke: What is £18 million between
friends?

Mr N Lavery: It is the royalty and the
commercial income that the organisation
has earned. AFBI is primarily responsible
for its financial systems, and the Depart-
ment looks for an assurance on that.
AFBI’'s systems were financial systems.
As | said, its accounts were not qualified.
The tenor of your question is absolutely
right: the Department had a role. The
Department set and agreed targets with
AFBI to put those systems in place.
Should the costing systems have been
in place earlier? Yes, they should.

Mr Clarke: So, are you, as the
permanent secretary of DARD, going

to accept responsibility? | appreciate
that you are relatively new to the

post, so | am not going to shoot the
messenger. Are you satisfied with what
your predecessors were doing? You
said that the proper costing model was
not in place. Are you satisfied that the
previous permanent secretaries got it
right?

Mr N Lavery: It has been an evolving
process. | will bring Gerry in to talk
about the systems.

Mr Clarke: Gerry has been acting
permanent secretary and head of
finance, so | am interested to hear what
he has to say about that.

Mr N Lavery: | have just a couple of
points. As | said, there were financial
accounting systems in place. The
organisation has had satisfactory
assurance from its internal audit. Its
accounts have not been qualified. It has
lived within its budget.

As the report rightly highlights, the costing
systems take time to develop, and the
overhead rate should have been used.
The Audit Office identified that as lost
income. That would be the primary
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governance concern. The organisation
has increased its royalty income year on
year, so it is reducing the grant-in-aid that
DARD has had to fund it. That is a positive
thing, and we should recognise that.

52.

You asked me about the finance
systems. The AFBI board put together
a subcommittee in 2011 to address its
finance systems, and the Department

increased its monitoring of AFBI. | give 54

you an assurance that it will continue to

do so. 55.

Mr Clarke: Professor Kennedy, or maybe 56.

it was you, referred to paragraph 5.26,
which is the last part of the report. You
picked one aspect of what was said, but
let us look at the words of the last bullet
point in the context of you saying that it
lived within budget. It states:

“strong and timely oversight is required to
address the financial and operational risks
associated with a new body, and ensure
that measures are put in place to remedy
inadequate performance.”

So, yes, it may have lived within its
budget, but the very last paragraph of
the report sums it for me. There are
obviously huge risks in an organisation
that DARD is pumping millions into,
and the last words are, “inadequate
performance”. That is the end of the
report.

Mr N Lavery: It states:

57.

“There are important lessons to be learnt”.

Mr Clarke: | would assume that, if you
are learning lessons, it is an indication
that something has been going wrong.

Mr N Lavery: Absolutely. | was just
making the point that we have now
embedded a strong and comprehensive
performance management and
corporate governance regime in AFBI.
The report is right: there are lessons
to be learnt. This is a very large NDPB,
and, in establishing that large NDPB,
the Department concentrated on the
financial side. As you said, | had a
fresh look at this. The Department
established it, put a board and an
internal audit together, and ensured that
it had finance systems and an internal

53.

audit function. The costing systems and
a review of the overhead rate to pick up
all the costs of individual R&D projects

were not in place.

Mr Clarke: So, it took you eight years.

Mr N Lavery: The acceleration of the
development of those has been from
2009-2010. | think that is correct.

Can | bring Gerry in?
Mr Clarke: Yes.

Mr Gerry Lavery (Department of
Agriculture and Rural Development):
The case is well put. On the one hand, in
setting up a very large NDPB, you had a
real risk that the organisation would not
be able to account for its expenditure,
and that was dealt with by transferring
to that new NDPB the accounting system
that it had formerly operated in the
Department. So, that risk, which was
the largest risk, was mitigated. There
was a risk then around knowing the full
cost of each project that is funded other
than by DARD grant-in-aid. That risk was
recognised and put in the business

plan as something that AFBI wanted

to tackle. It took a number of years to
do that, partly for the reasons set out
by Professor Kennedy. At the time, it
went through a series of iterations and
a series of changes in the accounting
system and then dealt with that risk.

Mr Clarke: In your own words, “It took

a number of years”. We are talking
about DARD funding to the tune of —
Mr Lavery corrected me on this — £40
million, and, as you admitted, Gerry,

it took a number of years to mitigate
that risk. In your opening comments,
you said — it is like any organisation

— that there will be risks with any new
organisation. Unfortunately, this report
does not focus on, nor should it, the
good work that AFBI does, but we are
looking at the financial management of a
new organisation. On one hand, we have
a very good organisation that a lot in the
agriculture sector look upon as doing
good work, but the good work has been
overshadowed by what is in this report
about the financial management. | put

a lot of the responsibility back on DARD
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because this is a new organisation
that is probably more interested in the
scientific nature of what it wants to do,
but | would have thought, Mr Lavery,
given the two positions that you held,
that you should have had more concern
about the management of the finances
of the organisation, and it should not
have taken eight years to get to the
situation of trying to turn that round.

Mr G Lavery: | suppose that | accept
that it should not have taken eight
years. The progress that we have made
has been too long in coming, but,
arguably, it is not too late to have an
impact now. The mitigation or, if you
like, the explanation for why it took so
long was, as | said, in part because

the accounting systems were changing.
However, it was also in part because

of something else. If you go back to
when we created AFBI, the issues that
surrounded it at the time were in the
nature of separating out agriculture
education. That was one of the key
thrusts of the O’Hare report. Doing that
meant splitting up the assets that were
being used by the science service to
separate out those that belonged to
Queen’s University and those that could
be transferred to AFBI. We had the same
issue when we abolished the Agricultural
Research Institute of Northern Ireland
(ARINI), a former non-departmental
public body (NDPB) and brought its
assets in. We had issues around
staffing, setting up the new financial
and human resources processes and
all the associated policies. There was a
raft of work that had to be done to get
the organisation up and running. That
is why, frankly, we took our eye off this
particular ball for a time and lost the
opportunity to make further progress on
costing when it should have been made.

Mr Clarke: Mr Lavery, | suppose that
the only parallel | could draw is that you
remind me of the old banking sector.
However, you are not very much like the
new banking sector, because there is

an awful lot more caution. It is a wee bit
like the Royal Bank of Scotland (RBS)
story in which public money had to be
used to bail out its mistakes. Public
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money is still bailing out DARD and
its mistakes in allowing AFBI and its
financial controls to run out of its way.

Noel, with reference to part 2 of the
report, how has AFBI gone about
identifying the full cost of its operations
since it was set up in 2006?

Mr N Lavery: Sorry, could you point me
to a particular paragraph?

Mr Clarke: Part 2 of the report deals
with the financial management of AFBI. |
am sure that you briefed yourself on the
report before you came here today. How
have you identified the full cost of the
operation since 20067

Mr N Lavery: The full costs of the
operation would have been reported to
the Department through its financial
reporting system on a monthly basis
and scrutinised by the Department on
a monthly basis. As | said before, those
would be on the financial accounts
system that AFBI inherited from the
Department. The full costs would then
have been reported to the Department
through AFBI's annual accounts. The
accounting officer in the Department
would have received an assurance at
the end of the year on the management
of that money from AFBI’s accounting
officer.

Mr Clarke: | draw you to the report
again. When the Audit Office was
compiling its report, it found that AFBI
was unable to allocate 55% of its spend,
or £143 million, across its operational
activities between 2006 and 2011. How
did that come about if you had monthly
monitoring?

Mr N Lavery: That goes back to the
point about the costing system. This is
about the allocation of overheads, and
the point is that this was a general cost
that was not allocated across AFBI’s
activities. Those costs are now being
identified through AFBI’s strategic cost
model. | think that —

Mr Clarke: With the work that DARD did
with ABFI on its annual accounts, how
did it not identify that 55% of the funding
was lost or unaccounted for?
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Mr N Lavery: To clarify, it was not lost or
unaccounted for—

Mr Clarke: It was not allocated.

Mr N Lavery: It was not allocated to
specific R&D projects. Those financial
costs were picked up in a financial
accounting system.

Mr Clarke: So where were they?

Mr N Lavery: They were treated as
overheads in the same way as they
would have been in a Department or a
non-commercial organisation.

The Chairperson: Mr McQuillan, did you
want to come in earlier?

Mr McQuillan: | wanted to come in on
a point that Mr Kennedy raised. Mr
Kennedy, you said that Account NI was
not suitable for your organisation. Will
you explain why?

Professor S Kennedy: It was largely
because of the mix of business that
AFBI carries out. Unlike a Civil Service
Department, which is mainly involved
in expenditure, AFBI has quite a bit of
income from several hundred different
contracts. As was said earlier, we did
not have a suitable job-costing system
that could conveniently allow us to price
a job or contract. That was one reason.
AFBI —

Mr McQuillan: | will stop you there. Was
it not the fault of AFBI that it had not put
that in place? Was that not your fault?

Professor S Kennedy: We went through
several iterations of attempting to put
an accounting system in place that
would provide those points. In the early
years of AFBI, the expectation was

that Account NI, because it was being
implemented in the Civil Service, would
also provide AFBI's needs. It was only
when we tested it that we found that it
did not. Not only did it not have a job-
costing module, which AFBI needed —

Mr McQuillan: From what you are
saying, it seems that those in AFBI did
not bother to do anything until they saw
that Account NI was not going to do

78.

79.

80.

81.

82.

83.

84.

85.

86.

what they required. They only decided to
put something in place after that.

Professor S Kennedy: After Account NI
did not work for us we put an in-house
solution —

Mr McQuillan: Before you found that
Account NI did not work, | believe that
you more or less sat on your hands and
did not bother to do anything.

Professor S Kennedy: No. Quite a lot of
work was being done in the background.
As well as the job-costing module that
Account NI did not have, there were
special issues that applied to AFBI such
as irrecoverable VAT. We have a partial
VAT exemption because of the mixture
of our business. We pay VAT when we
make purchases or carry out work that
is funded by grant-in-aid, but we cannot
reclaim that VAT from HMRC. There is a
particular mixture, and it took about two
years to agree the appropriate treatment
of VAT with HMRC as it was also new to
it. Account NI does not have a module
that can deal with that, whereas our in-
house system does.

There were other issues such as the
timeliness of sales invoicing and

the ability to manage our cash flow.
Those were areas that Account NI did
not perform for AFBI because of our
particular type of business.

Mr Dallat: Chairperson, | only want to
make a couple of comments at this time.
| understand that | will come in later.

The Chairperson: Yes, you will.

Mr Dallat: Noel, | have listened very
carefully to you and | am greatly
heartened by your commitment to

do things totally differently in the
future. How long do you think this bad
management of resources and money
has been going on for?

Mr N Lavery: Well —

Mr Dallat: | will tell you how long it has
been going on: 20 years. How long
would you have lasted in the private
sector?
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Mr Lavery: | am sorry. | am not with you
on the point about 20 years.

Mr Dallat: | have done a little bit of
research. You have been to Westminster
and you have been before the Public
Accounts Committee here. There are
records in the Library that indicate that
there have been serious concerns about
this type of work for 20 years. That is
fact. This is 2013 and you have given
us an assurance that everything is going
to be rosy in the garden. It has been
Christmas every day with you for 20
years.

Mr N Lavery: | want to make a couple
of points on that. You are obviously
referring to the recommendations

of the Westminster Public Accounts
Committee in 1995. Having looked at
this issue, it seems that internal audit
looked at the implementation of those
recommendations in 1997 and gave
the Department an assurance on that.
One of the major recommendations of
the 1995 Westminster Public Accounts
Committee report was the customer/
contractor split. The creation of AFBI
was the big change in that customer/
contractor split. What the Department
and AFBI underestimated was the
changes that that would bring, with
the need to look at the overhead

rate and have a proper costing
system. | have been through the main
recommendations of the 1995 report
and can go through them all if you wish.

Mr Dallat: Please do not.
Mr N Lavery: Sorry?

Mr Dallat: No, please do not. Just read
them and implement them.

Mr N Lavery: OK, absolutely. You have my
assurance on that. Most of them have
been implemented or fully implemented,
and | will ensure that they are.

Mr Dallat: Can | just ask one other

little question? Professor Kennedy,

did the scientists who worked in your
department have a job sheet, or did they
just do whatever they liked and whatever
they wanted?
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Professor S Kennedy: No, they did not
do just whatever they wanted; they have
a series of objectives.

Mr Dallat: Who decided?

Professor S Kennedy: It is line
management, essentially.

Mr Dallat: Were they responding to the
demands of the industry, or were the
professors just doing what they wanted?

Professor S Kennedy: No. AFBI has a
range of work. A large proportion of our
work is the statutory TB, brucellosis
and BSE testing that we carry out for
the Department, which is maintained all
the time. There is other statutory work
such as veterinary drug residues and
pesticides residue testing in food, all of
which are statutory functions. There is
also the animal disease post-mortem
service, which is an examination of
samples from farmers and private vets,
etc. Staff do not decide what to do.
They test the submissions from the
Department or from private industry, as
the case may be, and then develop tests
to analyse that equipment.

Mr Dallat: In terms of those costings,
how many people in the private sector
do you think you have put out of
business using public money by charging
too low a rate?

Mr N Lavery: There are a couple of
points with regard to, as you say,
charging too low a rate. With the revision
of the overhead rate it was about 15%.
The Audit Office estimates that it may be
up to £3-5 million, which | think is the
wording in the report. | want to point out
that one third of that external income is
public sector. | do not know the answer
to your question. All | can say is that

we should have used the appropriate
overhead rate. We are using it now.

Can | bring Norman Fulton in?

Mr Norman Fulton (Department of
Agriculture and Rural Development):
You talked about the work programme.
For the work that AFBI does for DARD
with regard to the grant-in-aid, we set
out a comprehensive annual work
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programme in which we specify what
we require for the statutory diagnostic
analytical work and what we require
from AFBI with regard to emergency
response and the R&D programme.
That is all carefully specified and
reviewed annually, and there is regular
reporting against the progress of

the work programme. AFBI has other
customers apart from DARD, and they
will specify their requirements. AFBI

has a charging policy that is in keeping
with the management of public money
in Northern Ireland. When operating in
competitive markets, AFBI is required to
set a rate that generates a return to the
business for the use of assets that it
deploys.

Mr Dallat: Norman, that is all very
convincing, but how did you get into this
mess if you did all that correctly?

Mr Fulton: This has been an evolving
and improving process. AFBI was not
launched as an entirely new organisation
in an entirely new work programme;

it was a carry-forward of the existing
programmes from the Department and
from the amalgamation of ARINI. Those
are well-established, long-standing
programmes and, over time, we have
documented the various work streams.
We now have a very tight process for
specifying what AFBI is required to
deliver to us every year.

Mr Dallat: At this stage, Chairman, |
think that the incubation period for this
particular institute was rather long.

The Chairperson: Thank you, Deputy
Chairperson.

Members and Mr Lavery, we will now

go into the detail of the main areas of
the report. Some members have asked
supplementaries to other questions.
However, we have the main area and the
core areas of our report. We will go into
the first area.

Mr McQuillan: My question is about
financial management, which is part 2
of the report. Between 2006 and 2007,
AFBI spent £96 million on corporate
costs. How was that managed?
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Mr N Lavery: | will bring in Professor
Kennedy and Gerry. It is the responsibility
of AFBI to manage its own costs. Again,
the accounting officer would give me, as
an accounting officer, an assurance on
that. They are managed through the
financial reporting system to senior
management in AFBI. We would get
reporting from AFBI into the Department,
and we would report to the departmental
board.

Mr McQuillan: At no stage did the
Department think that it was a high cost
per head? Did alarm bells never go off?

Mr N Lavery: The Audit Office report
highlights that the costs of AFBI are very
high, particularly for its estate. That is
something that we are addressing. The
report analyses the corporate costs;
some relate to AFBI and some to the
estate.

Mr McQuillan: | could see AFBI not
catching on, but | would have thought
that the Department would have
caught on because it should have been
benchmarking AFBI against some other
organisation of similar size to see what
its corporate cost was.

Mr N Lavery: | have a couple of points.
First, when AFBI was set up, its costs
were staff and overheads, including its
estate. That was what was established;
those were the original costs. AFBI has
been set efficiency targets, which it has
delivered and continues to deliver. It has
absorbed inflationary increases, and

all its procurement is subject to public
procurement. Are we seeking to reduce
the costs of AFBI? Absolutely. We will be
setting efficiency targets on AFBI.

As | said, a large element of the
overheads relates to estate. That is a
big issue for us. | will bring in Gerry on
that.

Mr G Lavery: | have two points. First, the
corporate costs include the estate and
staff. Staff is a big element, and they
are on the same terms and conditions
as civil servants. We have control over
the number of staff and over how they
are paid and remunerated. That gives

us an assurance that they are not, by
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any means, being over-remunerated. The
estate is —

Mr McQuillan: How do the royalties tie
into that?

Mr G Lavery: The royalties come in as
an income stream and basically offset
funding that, otherwise, the taxpayer
would have to give.

Mr McQuillan: Do individuals not get
royalties as well?

Mr G Lavery: There is a standard
intellectual property scheme in line

with the arrangements in a number of
public sector bodies. It is on a sliding
scale, depending on how the intellectual
property is exploited. For example,

at the top level, the vast bulk of the
income goes to the organisation. For a
very small piece of intellectual property,
the vast bulk goes to the individual. It is
a standard scheme that is approved by
the Department and the Department of
Finance and Personnel (DFP).

Mr McQuillan: On the management

of your estate, | understand that the
property asset strategy in 2010 said
that the Newforge site was insufficient
and the Stormont site required a major
refurbishment. What is the state of play
today? Where are we at with that?

Mr G Lavery: We are working on having
an estate strategy for AFBI within the
estate framework for the Department
as a whole. When AFBI was set up, it
occupied the buildings and the property
that was being used by the science
service prior to its establishment.

Some of that property was there for a
different purpose. | have mentioned
that education was being hived off. The
Newforge site contains lecture halls, and
its atrium was built to accommodate a
large number of students. That is clearly
redundant. However, it would cost a
significant capital amount to relocate
from Newforge to another site. We need
an invest-to-save initiative in that regard.
Moreover, the AFBI estate has had a
number of investments over the years,
some of which have been significant,
but some buildings are obsolescent.
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For example, the VSD main building at
Stoney Road is reaching the end of its
life and is not a good platform for the
advanced technology applications that
AFBI is required to do. Again, however, it
would cost a significant sum to replace.
Each of those initiatives would require
between £25 million and £30 million,
and we would be very grateful for any
support that the Committee wishes to
give to our bid, which will be an invest-to-
save bid that will reduce running costs
and increase efficiency.

Mr McQuillan: A few years ago, there
was a great emphasis on invest to save.
Did AFBI apply for any of that money?

Mr G Lavery: We applied for several
initiatives and received some funding.
However, we did not apply for those
two particular initiatives because we
were not absolutely ready. As you

can tell, they are significant projects.
For example, we are completing the
business case for the replacement of
the VSD main building. That business
case will be available later this year.

Mr McQuillan: Are you talking about
later this financial year or this calendar
year?

Mr G Lavery: Later this calendar year.

Mr Fulton: We are working on a draft of
the business case; it is nearly final.

Mr McQuillan: Can you give me a
breakdown of the other places where
you have estates or premises such as
Crossnacreevy, Bushmills, Hillsborough,
Loughgall and Omagh? How many staff
members are on each of those premises
and what are they used for?

Mr N Lavery: Professor Kennedy has
those numbers.

Professor S Kennedy: The Omagh
veterinary laboratory provides a service
to vets and farmers in the area and
receives various animal carcasses for
post-mortem examination. There are
about 17 or 18 staff at that site. At
Hillsborough, we have — these are
approximate numbers off the top of my
head — approximately 100 staff. We
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have approximately 270 at the veterinary
sciences division at Stoney Road. We
have a very small number of staff at
Bushmills, where they do work for the
Department of Culture, Arts and Leisure
(DCAL) on the population of salmon.
That is DCAL, not DARD, property.

The other estate is leased by AFBI

from the Department. Crossnacreevy

is essentially a plant-testing station
where they conduct trials mainly on
grass and cereal varieties. Loughgall

is essentially a plant-breeding station.
There is research on mushrooms,
apples and other soft fruit, and research
on potatoes and grass breeding; there
is also a beef facility there. It is an
overflow from the Hillsborough site,
which is mainly involved in sustainable
agricultural research. There is a big
emphasis on the environment at the
minute, such as the production of
greenhouse gases from livestock and
soils and investigating ways of reducing
greenhouse gas emissions. There is
also a big slant on the environment

and looking at the efficiency of nutrient
utilisation and animal production, the
effects on the environment and how to
reduce those.

Mr McQuillan: Maybe you can give that
to the Committee in writing for us to get
a better look at it. It would be better

for us all that way. Could you give us
the sizes of those plants in the square
footage of the building or the acreage
of the whole site just to see the size
compared to the amount of people
working on it? That is what | want to try
to get at.

Did the Department never think that
there would be more value for money

in buying this service in from a private
company rather than going down this
route? It costs £40 million for this
service. Would it be cheaper to go to
the market and see what we can buy out
there rather than do it this way?

Mr N Lavery: That goes to the heart

of whether AFBI is delivering value for
money. To be clear, Ministers have
decided to set up an arm’s-length body,
an NDPB. You asked whether we should
outsource that capacity, and Mr Clarke
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referred earlier to AFBI's good work. This
is absolutely vital to our research —

Mr McQuillan: | am not saying that it is
not; | am just saying that there is a cost.

Mr N Lavery: Absolutely. If you bear with
me, there are three sides to it: cost,
benefits and risk. Page 53 gives a very
small element of some of the excellent
work that AFBI does. Let us not forget
the emergency response capability that
we have in AFBI; it is on our doorstep
and we can call on it immediately.
AFBI’s work on dioxins, bluetongue

and foot-and-mouth disease was vital;
outsourcing it would be a major risk

to our emergency response capability.
The expertise in research capability,
researchers, lab work and testings is

all interlinked. | am sure that Seamus
Kennedy could talk for a long time on that.

Going to your question about costs, in
respect of our evidence and innovation
strategy and the R&D projects that we
commission from AFBI, everyone is now
commissioned by the Department and
has a proper appraisal. That gives us an
assurance on value for money. There is
a recommendation in the report about
where feasible —

Mr McQuillan: You said that everybody
now has an appraisal. When did that
come into play?

Mr N Lavery: It came into play from our
new evidence and innovation strategy in
2011. Those projects were appraised
by AFBI. The Department now accepts
submissions from AFBI. It does an
economic appraisal, it commissions the
work, and, every quarter, it monitors its
own costs and those of AFBI. | can give
the Committee an absolute assurance
on that.

The Audit Office makes a
recommendation on the benchmarking
of unit costs, and that goes into the
statutory and other testing. It talks
about, where feasible, on high volume
and high cost. | absolutely accept the
recommendation that we should do that.
Norman will be able to speak on this
issue, but that will be part of our new
appraisal system. Having the emergency
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response capability costs money,

but that then goes to the risk. The
Department has to accept that there is
a cost in having that, and that has been
of significant benefit to the Department
and to the Northern Ireland industry.

Mr Fulton: It is also important to
recognise the interaction between the
statutory work, the R&D work and the
emergency response capability. They

all mesh very closely together, and one
feeds off the other. The R&D informs
the statutory work. It also ensures the
scientific expertise that is there to be
called upon when we are required to
respond to emergency, and AFBI has
been on the front line of responding to
emergencies on a number of occasions.
It all meshes together very well. If

we were to split little elements off to
market-test them and to put them out
to other providers, we would start to
lose that integration, and the sum of the
parts would not add up to what we have
from AFBI.

Mr McQuillan: | take your assurances
on board, and, hopefully, they will come
to fruition and we will not have you
before us again, and there will not be
another report such as this one.

Mr N Lavery: We accept the Audit
Office’s recommendation on that point.

Mr Clarke: You touched on some of
what | wanted to ask, but, according

to paragraph 3.5, the performance

in generating non-DARD income has
been good. Much of that has been
from royalties. | am trying to ascertain
from Professor Kennedy whether AFBI
research has generated any new royalty
income.

Professor S Kennedy: We have had no
new royalty income in recent years. To
answer your first question, the total royalty
income is about £6-5 million per year.
Our total non-grant-in-aid income is
about £18-8 million or thereabouts per
year. So, the royalty income is about one
third. The non-royalty income has grown
from, | think, around £2 million in the
year before AFBI was formed. It was
around £6 million for the first year of
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AFBI, and it is now up at roughly £12
million.

Mr Clarke: | want to focus on the royalty
as opposed to the non-royalty. Following
on from what my colleague asked you
about, the next question, Noel, is more
for you. It is interesting when you read
the report. Obviously, DARD assisted
AFBI to get it off the ground. However,
AFBI, the scientists or an individual in
the science group had been working on
a particular project, which public money
assisted in getting off the ground.

Was that project on the pig disease
vaccine? Adrian was asking you about
outsourcing work, but scientists were
already working on projects before
DARD pumped money into it. That says
to me that, if DARD had not pumped
that money in, vaccines such as that
were going to be available anyway.
Would it not have been cheaper to buy
the vaccines off them, as opposed to
sharing the royalties with them?

Mr G Lavery: Research was carried

out in the 1990s on pig circovirus. The
objective of that research was to assist
the Northern Ireland pig industry. In the
event, it identified a number of patent
areas. The science service, as it then
was, and Queen’s University took out
patents on those inventions. Those

are the patents that a commercial
company is now exploiting worldwide.
That commercial company then remits
a royalty every year. So, it was not that
we or the scientists set out to create a
commercial income stream.

Mr Clarke: Sorry, Gerry, let me stop you
there. | do not know how you can say
that, because you are not a scientist.
They have to be congratulated on the
field of work that they do, but | suggest
that most people who come up with
something innovative are trying to profit
from it. So, if you are telling me today
that that is not the case, | find that very
difficult to accept. | will not accept that.
The guys or ladies who are involved

in that particular field of work are
professional in what they do. They want
to be world leaders or very innovative in
what they do. However, they are going to
do it as a cost, and you will not convince
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me otherwise, nor would | put them
down for that. However, | do not accept
from you that that was not the purpose
of someone coming up with a particular
invention. You may say something else,
but | do not accept that.

Mr G Lavery: As | said, our objective is
to serve the needs of the local industry.

Mr Clarke: That is different.

Mr G Lavery: That is the research that
we are sponsoring. It may be that some
of that research has, as a consequence,
something that leads to a patent and

an income stream. We believe that a
scheme has been put in place to allow
for a fair division of that intellectual
property.

Mr Clarke: Let us look at the division.
In the research that AFBI is involved in
and the royalties that that generates,
what percentage share does AFBI get,
what percentage share does DARD take
and what percentage share goes to the
scientist who came up with it?

Mr G Lavery: | would have to come back
to you in writing on some of the detail
of the actual figure work. | can say that
any income that AFBI receives goes to
offset costs that would otherwise have
to be borne by DARD and, therefore, the
taxpayer.

Mr Clarke: | would like to see the
breakdown in the royalties showing how
much is received on an annual basis,
what it is for, the distribution of that
royalty and who gets what.

Mr N Lavery: We will write to you about
that.

Mr Clarke: This question is maybe more
for you, Noel, given that you have been

round a few houses. What is the normal
practice with royalties in the public sector?

Mr N Lavery: In the houses that | have
been round, Mr Clarke, that is not
something that arose in the Office of the
First Minister and deputy First Minister.

Mr Clarke: Is that the only place you
were at?
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Mr N Lavery: | was also in the
Department of Enterprise, Trade and
Investment (DETI) and the private sector
before that. | apologise, because |
cannot give you any more detail, but

as Gerry said, there is a scheme for
this that the Department and DFP

have approved. Norman, can you add
anything?

Mr Fulton: Yes. A Baker report in
1987 talked about trying to ensure
that intellectual property and research
findings could make their way into
the economy so that benefit could be
derived from research findings from
public sector research organisations.
So, there has been government policy
on that to ensure that those benefits
are captured. In AFBI, we now have a
rewards scheme —

Mr Clarke: Sorry to cut you off there,
Norman. | do not want you to take from
me that | disagree that this should be
an income generator. When something
is an income generator, the issue is how
that income is dispersed afterwards.
The way that AFBI works reminds me

of the very good health service that we
have. We have some very good qualified
doctors whom the public helped to
qualify; public money helped to put them
into their positions. However, they set
up their own enterprises, and they then
decide that, if you want a little operation,
you will have to wait two years, but if you
ring their private secretary, they will do
that wee job for you privately and could
fit you in next week. On top of that, they
use public hospitals, public nurses and
public beds. There is a conflict in how
the public sector creates those wee
empires within itself. So, if somebody
wants to do something and wants

to educate themselves without the
assistance of public money, that is fair
enough, but once public money comes
into it, it is different. That is why | want
to see the figures. Noel, | want you to
give us the figures and the breakdown of
how it works in AFBI and, given that you
were not in one of those other houses,
how it would work anywhere else in the
public sector. | do not want to see that
we are very generous in this field but not
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equally generous in others. Norman, do
you want to finish your point?

Mr Fulton: It might be helpful if we
provided a copy of AFBI’s rewards-to-
inventors scheme, which has been
approved through the Department and
which is our way of implementing the
Baker recommendations. We operate

a deficit funding model for AFBI, and,
therefore, intellectual property and the
returns from it are effectively a return on
investment to the Department.

Mr Clarke: That is provided that it
comes to the Department.

Mr Fulton: It does, and it is very
significant. It is about £6 million per
annum at the minute, and that offsets
the cost of the work programme that
AFBI conducts by the Department. So,
the Department benefits from that.

The third point concerns the direction
of R&D and its undertaking in AFBI. The
Department specifies the R&D, and

it is largely for public good. It is not a
case of scientists deciding what they
will research; they are responding to a
research agenda that the Department
sets. If there is a spin-off or a by-product
of intellectual property, we certainly
encourage AFBI to make sure that the
benefits of that intellectual property
are captured. That then comes back to
the Department as, effectively, a return
on investment. However, it is not the
purpose of the research.

Mr Clarke: So, when you say that you
are saying to AFBI that you hope that it
is captured, what percentage are you
suggesting that it is captured at?

Mr Fulton: We can provide you with a
copy of the rewards scheme that now
exists in AFBI. If you are talking about
very significant intellectual property, |
can tell you that the vast majority will
come back to the Department. However,
if you are talking about very small
amounts, | can say that it will largely go
to the inventor. We can provide a copy
of the scheme to the Committee so that
you can see the detail.
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Mr Clarke: So, you could see how
someone like me would have a criticism
of that, because, basically, they are
getting paid twice for doing the same
job. Public money is funding them in
their position, and they are working

on the innovative ideas that they are
coming up with. However, they then get
royalties on the back of that.

Mr Fulton: It comes back to the Baker
report and the recommendation that
there needs to be a connection between
the research organisations and the
private sector to ensure that the
benefits of it flow out into the economy.
That is the purpose of this.

Mr Clarke: | asked Noel a question
about getting a comparison with the
public sector. Chair, we could maybe

get our research people to see what
royalties are paid to someone who is
employed in the private sector and who
works in the same field as some of our
larger employers in Northern Ireland. Do
they get royalties for scientific work and,
if so, at what proportion? We want to
see that comparison.

Mr N Lavery: We might be able to
provide you with comparators of
research organisations elsewhere in GB
and of what their schemes were, if that
would be helpful.

Mr Clarke: In the public sector?

Mr N Lavery: Yes; organisations such as
AFBI.

Mr Clarke: | suppose that our research
people could get the figure for how
much Northern Ireland plc — the private
sector — pays. | am glad, Noel, that you
recognised that | value the work that
AFBI has done. | was on the Agriculture
Committee for a period of time. | have
had various meetings with the farming
sector, which also values its work.
People were very nervous about some of
the changes that were proposed in the
past because of the work that is done
in specific areas. That is one side, but
financial management and public money
are involved. We have to be very careful
in how we do it.
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Mr N Lavery: | appreciate those positive
comments.

Mr Dallat: | am trying to get my head
round some of the figures. | am finding
it increasingly difficult to understand
how you get so much money to spend. It
was money bags all over the place, was
it not?

Mr N Lavery: | am not sure what point
you are making, Mr Dallat.

Mr Dallat: The table on page 20 of the
report shows that the total cost went up
from £38-58 million in 2006-07 to
£54-46 million in 2010-11. Over the five
years, the total was £258-28 million,
and you did not even have a basic costing
system for the work that you were doing.
Is that not a bit hard to take?

Mr N Lavery: There are a couple of points
to make. Obviously, the Department bid
for its budgets and was allocated those
budgets. Secondly, as | said, we had a
financial accounting system. The costs
would have been approved by the chief
executive and the Department.

Mr Dallat: Who was the chief executive?
Mr N Lavery: George Mcllroy.

On a point that is related to Mr Clarke’s
earlier one, | think that AFBI stands as
a very strong comparator with other
public bodies in the third-party income
that it has generated. The percentage
of its costs that are funded directly

by the public sector has gone down
significantly since 2006.

Mr Dallat: | can see that the advice and
teaching has definitely gone down, but
the other consumables have rocketed.

Mr N Lavery: | am not sure about the
2006-07 costs. Staff and consumables
went from £22-24 million in 2007-

08 to £24-48 million in 2010-11. We
increased our third-party income, we
achieved our efficiency targets and we
absorbed inflationary increases.
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Mr Dallat: | do not know; | would have
thought that, during a period in which
the private sector was collapsing all over
the place, you did pretty well.
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Mr N Lavery: | think that AFBI has done
well to increase its third-party income —

Mr Dallat: | am sorry; | mean that you
did well getting money.

Mr N Lavery: | will bring Gerry in. | think
that AFBI, like all parts of DARD, and
DARD, like all parts of the public sector,
has had to bid for its money. As | said, |
think that AFBI’s increase in third-party
income stands well in comparison with
the rest of the public sector.

Mr G Lavery: It is a relevant point that,
rather than the private sector collapsing,
the agrifood sector has performed

very well in the teeth of this recession.
The sector contributes £1 billion a

year in value added to our economy. It
supports 50,000 jobs. The strength of
the case to support that sector is what
sustains AFBI. AFBI, in turn, is the major
provider of innovative R&D to assist

the competitiveness of that sector.

In one sense, | am not surprised that
successive Governments, including this
Executive, have decided that that is a
worthwhile investment.

Mr N Lavery: Can | just make a couple
of other points? Mr McQuillan asked us
about the cost of the estate. That is a
significant cost. | absolutely take your
point on that. We would seek to reduce
that cost through investment, Mr Dallat.

Mr Dallat: | am just looking at the
corporate costs for the same period.
The cost for casual staff was £3-7
million. For lease of land, it was £33-6
million. For rates and water, it was
£5-2 million. For electricity, it was £9-6
million. For repairs and maintenance,
it was £2-8 million. They seem to me
to be highly significant figures at a
time when you were still charging the
same rate as your predecessor for

the scientific exercises in which you
were involved. | am sure that that is
something that you would want to tell
me about, Professor Kennedy.

Professor S Kennedy: There are a
number of issues there. The first is that
AFBI’s budget is under continuous and
increasing pressure as funding from the
Department reduces. That means that,
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basically, we have had to work harder
and harder each year to generate the
additional income to maintain the
scientific capacity in the institute. That,
in itself, drives considerable efficiencies,
because it means that there is less money
internally in AFBI to spend, basically.

Mr Dallat: Gerry, can you tell us

how much money was lost through
antiquated costing systems that had no
basic foundation?

Mr G Lavery: This is an agreed report.
In the report, the Audit Office estimate
is that, at a maximum, £3-5 million

was lost. The accounting officer

already pointed out that that maximum
includes services to the rest of the
public sector. It is about one third. So,

it would probably be an overstatement
to talk about £3-5 million. As the report
indicates, that was a lost opportunity to
further reduce our grant to AFBI by about
1-5%, which we would dearly have liked
to do. | think that your point about the
estate, Mr Dallat, is very well made, if

| may say so. It is what is driving us at
the moment in trying to come up with
invest-to-save projects for both VSD and
the Newforge Lane site. The fact is that
those obsolescent buildings lead to very
high utility costs. They lead to rates bills
for space that AFBI cannot use profitably
or productively. They also lead to issues
about the leasing costs between AFBI
and the Department, which owns those
buildings. Those costs are too high, and
we want to reduce them recurrently.

Mr Dallat: | think that your points are
very valid, and | agree with them. Is
it true that there are very substantial
buildings in which only two or three
people work?

Mr G Lavery: | think that that would

be an exaggeration. There is, certainly,
space that is not productive, particularly,
for instance, in the main building at
Newforge Lane. When you walk into it,
you see that it has a very large atrium,
which was built for a large number of
students to come through. We do not
need that, and AFBI does not need it.
We would like to get out of it. However, it
requires a significant capital investment
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to put AFBI on a different site and to
release that space at Newforge Lane.

Mr Dallat: Obviously, | will not be about
in 20 years’ time. Gerry, what will
emerge from this report that will ensure
that those issues that you and Professor
Kennedy addressed will not be hovering
over and haunting some future PAC?

Mr N Lavery: | gave you an assurance
about the points that PAC had raised in
1995.

Mr Dallat: | was convinced.

Mr N Lavery: As | said, the Department
has increased its oversight of AFBI.

We have a strong quarterly reporting
system. We have quarterly assurance
and liaison meetings with AFBI reporting
to the board. We now have R&D projects
commissioned by DARD, and we are
developing a strong costing system.
Systems do evolve. Norman referenced
a revolving system on testing. | can give
you an assurance that, as the Audit
Office said, we will benchmark where
appropriate and feasible.

Can | just make one further point, Mr
Dallat, because we talked about costs?

Mr Dallat: Yes.

Mr N Lavery: Very significant benefits
come from AFBI in its research and
supporting innovations, its support

of the Department’s policies and its
emergency response. | do not think that
we should lose that. It comes at a cost,
but those costs are very high because of
the corporate structure of AFBI’s estate.

Mr Dallat: Mr Lavery, your point is

valid, but | am sure that you are not
suggesting to the Committee that,
because you do excellent work that
contributes to the industry, you can have
a cavalier approach to how you spend
public money.

Mr N Lavery: Absolutely not. Again,

it goes to Mr Clarke’s point. It is
disappointing that we are here to
discuss governance issues of an
organisation that has been successful.
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Mr Dallat: | assure you, Mr Lavery, that
the Committee is not shy to give credit
and praise where they are due, but, at
the moment, we are discussing public
money. That is our duty.

Mr N Lavery: Absolutely.

Mr Dallat: And the record has been very
bad.

Mr N Lavery: | understand your point. |
was seeking to give you an assurance
about the enhanced systems and

an assurance that | will make sure
that there is proper oversight by the
Department.

Mr Dallat: This could be the day for the
Laverys.

Mr McKay: Paragraphs 3.10 and 3.11
of the report show that scientific testing
is one of your more significant areas

of business activity, with an estimated
spend of £143 million between 2006-
07 and 2010-11. | suppose that that is
out of a budget, as John referred to, of
£258 million. So, that is quite a sizeable
chunk. However, it is clear from the Audit
Office report that the calculation of unit
costs for that work was very limited.

Can you give us some background
information on how that work is done
and how frequently it is carried out?

Mr N Lavery: | will bring Professor
Kennedy and Norman Fulton in on that.
However, | will make this point again,
Mr McKay: can we just make sure that
we do not forget that, as well as having
the unit costs and doing the tests that
DARD requires, we have an emergency
response capability that is part of
AFBI’s core cost? That is something
that the Department wishes to retain,
and there is a cost to that. It is linked
to the scientific testing and having that
expertise there. However, | just wanted
to make the point that the emergency
response capability is vital and has been
vital to the industry where dioxins and
foot-and-mouth disease are concerned.

Mr Fulton: The Audit Office report
makes recommendations on
benchmarking unit costs. We agree with
those recommendations. Benchmarking
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is a very useful management tool,

and we should be seeking to deploy

it where we can. It is probably most
appropriate to, and more likely to be
possible with, high-volume, standardised
tests. It is much more difficult, as the
report recognises, with bespoke or
low-volume tests where there might be
short turnaround times. Benchmarking
has its place, but it has to be used
appropriately and wisely, so we will
certainly be looking to respond to that
positively. In AFBI, the development of
the strategic cost model will take us
along the path in driving down to a lower
level when working out some of the
detailed costs in the organisation.

Mr McKay: Have any specific
benchmarking actions been taken, or
are any planned?

Mr Fulton: There has been initial work
in the Department, where branches
looked at whether they can identify
appropriate benchmarks against which
to compare AFBI. It is pretty much as we
expected. In some cases, benchmarks
can be identified, and, in other cases,

it is difficult to identify an organisation
that could provide a benchmark for
AFBI. In the limited comparison that we
have done to date, AFBI has, broadly
speaking, compared reasonably well,
particularly when you take on board the
overall package that it delivers. It does
not just do the tests; it also provides the
expert advice and interpretation that we,
as a Department, require.

Mr McKay: Finally, would it be possible
to get something in writing about

the particular areas where there are
problems with benchmarking and where
things are progressing so that the
Committee can have some oversight

of that and the value of public money
that it relates to? Has the Department
considered subjecting any of the testing
work to competitive tender?

Mr Fulton: We have not done so to date.
Again, | think that that goes back to the
earlier point that we get more from AFBI
than simply the value of the test. The
fact that capacity exists in AFBI that is
then available for emergency response
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capability is very important. It is part
of, if you like, our insurance policy. The
integration of the work in AFBI and the
fact that the testing regime is informed
by R&D are also important. If you start
to separate those, you start to lose
some of the benefits that we currently
have. So, that is a major consideration.

Mr Easton: Gerry, you were the senior
finance director.

Mr G Lavery: Yes.
Mr Easton: For how long?

Mr G Lavery: | was the senior finance
director from 2003 and acting
permanent secretary from August 2010
to February 2013.

Mr Easton: Paragraph 4.9 states that
there was no evidence that AFBI or
DARD routinely generated information

on the cost of individual R&D projects
and that that had to be collated
specifically for the C&AG’s audit. How
can you explain such a complete lack

of monitoring and project management
over a research programme that involved
tens of millions of pounds?

Mr G Lavery: The point that we are
trying to bring out is that costs were
assessed on the basis of the direct
costs of staff and consumables. An
overhead rate was applied, but funding
was not ring-fenced for each approved
project, and we did not operate a
hundred separate budgets. So, what
happened was that the management
system operated by division in AFBI to
contain its costs and to put them in the
context of the institute’s overall costs.
That kept the costs under control. The
costs are now actively assessed and
monitored against the original projection,
so there is a much firmer grip today.

| think that it is harsh to say that there
was no project management. | think

that there was project management on
the basis of the annual review process.
There was a detailed review process that
required each project to be submitted to
the head of division. It was documented.
They had to put forward their findings
from the past year and detail the
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progress that they had made, as well as
to put forward proposals for any work to
be done in the forthcoming year. If there
was going to be a delay or a change in
objectives, they had to explain why. The
head of division then put that evidence
forward to a group that the chief
executive chaired. So there was project
management. Its critical weakness —
we are not trying to excuse this in any
way — is that it did not address the
cost. When the time for a project was
extended, people did not look at the
cost. They, therefore, could not have
looked at the additional benefits that
they were getting compared with the
additional costs that they were incurring.
That is the weakness. It is not that there
was no project management; the project
management was not comprehensive
and did not address the cost.

Mr Easton: Why was it not
comprehensive?

Mr G Lavery: Because we did not have
a firm grip on costs, and it was not an
element of that review process. That
was an oversight; it should not have
happened, and we can only agree to
apologise to the Committee for that.

Mr Easton: You said that there was not
a firm grip and there was an oversight.
Who was in charge?

Mr G Lavery: Project management
was, as | have said, remitted to AFBI's
internal management.

Mr Easton: Were you aware of that?

Mr G Lavery: In 2010, | was aware

that we were looking for a further
improvement in AFBI’s financial
management and, at that point, as
Professor Kennedy outlined, we put in
place a number of initiatives to improve
it. Therefore, there was an improved
position with regard to the number of
staff in the finance area. Subsequently,
we undertook a strategic review of AFBI
that put in place a revised management
structure and, for the first time, created
a single corporate affairs and finance
director post at the same level as the
deputy chief scientist post. That post
was filled in January 2013. We also
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improved the overhead rate at that
time. A number of initiatives brought
forward definite improvements in the
management of R&D and finance
generally in AFBI.

Mr Easton: | am delighted that you took
measures to improve things, but you
were in charge of finances from 2003
to 2010, and you did not know anything
about it until 2010. Is that not very
poor?

Mr G Lavery: It would have been, if —

Mr Easton: So you are admitting that it
was very poor.

Mr G Lavery: No, | am not admitting
that. Let me explain. In 2003-04, we did
the preparatory work to set up AFBI, which
came into being on 1 April 2006. One of
the weaknesses that existed at that point
was the need to further develop the
costing system, and that was recognised
in AFBI’s business plans. In some ways,
that shows the system working. It was
recognised as a weakness; it was
surfaced in the business plan; it was not
addressed fully until 2010 with the
strategic cost model.

Mr Easton: Why did you not address it
until 20107?

Mr G Lavery: The very brief answer is
that other issues took priority.

Mr Easton: So this was not important to
you?

Mr G Lavery: This was important and,
with the benefit of hindsight —

Mr Easton: It was not important enough,
because there were other priorities.

Mr G Lavery: At the point when we
established AFBI, as | mentioned earlier,
the issues were multiple in trying to
move around 800 staff. The largest
NDPB in Northern Ireland since the
1970s was created in 2006, with no
additional staff for corporate services in
either AFBI or the Department. In 2006,
we were operating under a policy, which
people may recall, called Fit for Purpose,
which put a cap on the number of civil
servants. Therefore, we did not have the
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242.
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headroom simply to employ additional
people to deal with the additional
workload. That created a pressure in
the Department and AFBI to address
the numerous issues arising from
setting up a new organisation. We had
to absorb the staff from the Agricultural
Research Institute, who had not been
civil servants. Their pensions and their
terms and conditions had to be sorted
out, and all of that fell on the corporate
service team and the finance team in
AFBI, and the sponsor branch in DARD.
| am certainly not trying to minimise
the importance of the costing work, but
that is the context in which people were
working.

Mr N Lavery: May | come in, Mr Easton,
having looked at this afresh? It is a
point that | tried to make earlier. AFBI
was set up with financial systems
similar to the Department; it goes down
to cost centres and individual branches.
The chief executive of AFBI was
assessing the projects, and the Audit
Office quite rightly made the point about
cost overruns on individual projects.
That is because it was being managed
by cost centre and by the budget area.
If a budget area did not have the money,
they could not have taken forward the
project. That was not broken down to
individual project level. That is the point
that we are trying to get across.

AFBI lived within its overall budget.
Individual budget areas within AFBI, on a
functional basis, lived within their overall
budget and would have had to justify
any increase to Professor Kennedy and
his predecessor. The Audit Office quite
rightly made the point that it was not
managed at individual project level. Was
there a loss? | do not know, because
that information was not there. Were
there some benefits to projects that
were continuing? Absolutely.

The report goes into the projects that
were stopped. We now have a system
whereby there is a commission by DARD,
and costs are collected and managed
appropriately by AFBI. As | have said, |
have put an extra measure on Professor
Kennedy to report to me on his
stewardship of R&D expenditure. | think
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that the core problem was not managing
at a project level on R&D but managing
on a financial basis at cost centre level.

Mr Easton: Why were projects not ring-
fenced?

Mr N Lavery: | think that was because

it was managed on a functional

basis. Projects were ring-fenced. As |
understand it, Professor Kennedy and
his predecessor were getting information
on individual projects and the benefits
of those, along with recommendations
on whether that project should continue.
The financial information was at budget
area level, but not at individual project
level. You are quite right that it should
have been at individual project level.

Mr Easton: Were your costs not
spiralling out of control?

Mr N Lavery: No, because, having
looked at it afresh, AFBI had to live and
manage within an overall budget, which
it did.

Mr Easton: OK. Back to you, Gerry. Why
did your Department not request basic
cost information on a regular basis for
R&D projects that you were funding?

It appears that you were writing AFBI a
blank cheque and not carrying out any
basic monitoring to ensure that that
money was being managed effectively.
You monitored it only once a year,
according to what you have said. Why
were you not doing it a lot more than
that?

Mr G Lavery: We were monitoring the
overall expenditure of AFBl —

Mr Easton: Once a year.

Mr G Lavery: No, we were monitoring it
monthly. There was a monthly financial
report to the DARD board, which showed
the overall expenditure in that month
and in the year to date, broken down by
management categories. That showed
us that AFBI was living within the budget
that had been determined at the outset
of the year. What we did not have was a
long list of all of the separate research
projects, their individual costs, and
whether each was proceeding within its
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original budget and the budget for that
year. That was a failure, but we were
managing the overall expenditure of AFBI
within budget. AFBI itself was doing that
too.

Mr Easton: Right, so you were
monitoring it once a month.

Mr G Lavery: Yes.

Mr Easton: So why were you not
requesting basic cost information for the
R&D projects?

Mr G Lavery: We had a commitment in
the business plan that we would make
progress on what we call in finance
systems a costing module — a way of
costing each separate project. What you
have to understand is that it is a large
and complex organisation. Putting a
costing module in place is a matter of
being able to attribute every transaction
in the organisation to a specific code
that will reflect down to that project
level. Today, the basic unit of business
for AFBI is the project, so everything
goes down to one or other project
throughout the organisation, as far as
humanly possible.

Mr N Lavery: If it helps the Committee,

| think that the premise upon the
setting up of AFBI, which goes to the
structure that Gerry has described, was
that the management of R&D projects
was AFBI’s. It was AFBI’s project, and

it was managing it. We were getting

an assurance from AFBI and we were
monitoring the financial information on a
monthly basis, with quarterly monitoring
etc. We have now moved to a system
where we are commissioning projects,
and AFBI is reporting the cost to us on a
project-by-project basis. That is a much
better place. In the customer/contractor
element, we gave all the management
to AFBI. We have now taken part of

that back.

Mr Easton: Things have improved, but
you allowed it go on for quite a long
time.

Mr N Lavery: It did, but whether there
was any loss to public funds is another
point. The issue that the Audit Office

50



Minutes of Evidence — 27 November 2013

259.

260.

261.

262.

263.

264.

265.

266.

267.

268.

identified was about the overhead rate.
Again, we should not forget that a lot of
the projects have delivered significant
benefits.

Mr Easton: Nobody is disputing that.
You talked about a loss of funds. There
could be a loss of funds that you do not
know about, or maybe that Gerry did not
know about.

Mr N Lavery: That goes back to the
point that the Audit Office raised on
using the incorrect overhead rate.

You are right: | do not think that the
Department was aware of that. That has
now been rectified.

Mr Easton: Do you not know how much
was lost?

Mr N Lavery: The Audit Office identified
£3-5 million. That was not on R&D
within DARD. As | said, we think that
about a third of that related to public
sector work.

Mr Easton: So more could have been
lost than you are aware of?

Mr N Lavery: No, we do not believe that
more was lost.

Mr Easton: Are you 100% sure?

270.

Mr N Lavery: We estimate that we
“may” — to use the word of the Audit
Office — have lost up to £3-5 million.
Our view is that it is lower. The point is
that that is income that could have been
used by DARD and AFBI.

Mr Easton: Gerry, paragraphs 4.26 and
4.28 tell us that, until 2011-12, there
was an annual assessment by AFBI of
the ongoing viability of DARD-funded
R&D projects. However, that took no
account of costs to date or likely future
costs. How can you explain such poor
standards of project management?

Mr G Lavery: As | said earlier, | accept
absolutely that, had the assessment
included explicit consideration of costs,
it would have been a better, more
rounded and more comprehensive
assessment. That was not done. It
was too late in coming into being.
However, | do not want the Committee
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to conclude that that represented no
programme or project management. The
continuation of each project was subject
to a rigorous annual assessment, which
went beyond simply scientific merits and
relevance to policy; it went into industry
competitiveness and sustainability. As

| said, they were also subject to the
continuation of staff resource and time
availability against other work priorities,
which were all constrained by the overall
budget. They were working with the
overall budget available to the institute.
Each divisional manager would have
been looking at projects to consider
whether they wanted to continue to
invest in them, compared with the
competing demands for staff time from
elsewhere in their division. There was
project management. As | said, it came
to a head in a documented annual review.

Mr Easton: OK. You are saying that,
because of all the work priorities,

the changes that were going on and

the staff time that had to be put in,
things were not perhaps being done as
effectively as they should. Did you never
to think to discuss that with anybody at
a more level senior to you?

Mr G Lavery: | will not be able to give
you dates, for which | apologise, but
there was close engagement between
the departmental board and the board
of AFBI throughout 2010. That led to
requests from the departmental board
for additional financial information.

It led to an engagement around the
strategic review carried out by KPMG
consultants. It led to our assisting AFBI
with implementing the results of that
strategic review. Therefore, we took
action to improve the overall structure
of and financial management within
AFBI and to ensure that the issue was
properly addressed by both boards. Of
course, it also came up at the annual
accountability meetings between the
chairman and the Minister and the
annual discussion between the chief
executive and me.

Mr Easton: So the Minister was aware
of this?
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272. Mr G Lavery: The Minister would have
been aware that there were areas that
we wanted to improve.

278.

273. Mr Easton: Who was the Minister at the
time?

274. Mr G Lavery: The Minister of the day,
in 2010, was Michelle Gildernew,
and, since 2011, it has been Michelle
O’Neill.

275. Mr N Lavery: On that point, a number
of targets were set in AFBI’s business
plan. On the line of questioning that you
are going down, | repeat my point: a lot
of it is about AFBI’s internal processes.
From the viewpoint of sitting in the
Department, it is absolutely our largest

NDPB, but we take assurance from 279.

AFBI on its systems. | get a proactive
assurance about the effectiveness of its
systems. | just want to make the point
that there is a shared responsibility.

276. Mr Easton: OK. In paragraph 4.26, we
see that the final decision on whether a
project should be extended rested with
AFBI’s chief executive. Do you accept
that that arrangement was completely
inappropriate in that AFBI, as the
contractor, had the final say in approving
extensions to work being funded by the
Department?

277. Mr N Lavery: | will bring Norman in on
how we have amended that process.
| am not sure that | would go so
far as to say that it was completely
inappropriate. In the model that was
operating then, the management of
R&D had been devolved. There are
lots of experiences and systems in the
public sector where something that has
been your responsibility is devolved
to an arm’s-length body. That is right
and appropriate. The Department of
Enterprise, Trade and Investment (DETI)

devolves a lot of its work on industrial 281.

development to Invest NI. There are
systems of delegations and assurances,
and they were in place. We have moved
to a model for the customer/contractor
element that | think is better. AFBI
makes proposals to the Department,
which appraises those and then
commissions the work. | think that that

280.

is a better system. Norman, do you want
to add anything on that?

Mr Fulton: From 2006 to 2010, the
initiation of projects came from AFBI

to the Department. The Department
considered those projects and whether
they met our strategic objectives in
respect of the benefits relating to
innovation that they would generate

for the industry, or policy benefits they
would generate for the Department.
Then a decision was taken on whether
to allow AFBI to proceed with those
projects. Once that permission was
given, the responsibility for the conduct
of the research came back to AFBI, and
that is where it resided.

In 2011, we introduced a new system
whereby the initiation of the project
came from the Department, and AFBI
was asked to respond to that call for
research. It was a different approach.
Under the system that we have currently,
we have a number of policy leads within
the Department. They own the research
that they are commissioning, and they
receive regular reports from the project
lead in AFBI on the progress of that
research and whether it is meeting
milestones, keeping to budget and
keeping to time. There is proactive
management of those individual
projects. So a different system has
been put in place in the Department to
manage its overall R&D portfolio.

Mr Easton: Gerry, in paragraph 4.12 we
learn that, following completion of the
C&AG audit, AFBI informed the NIAO that
its estimate and expenditure figures

for R&D projects had not included

staff overheads. Does that not provide
further evidence of the unreliability

of management information and poor
financial management in AFBI?

Mr G Lavery: The cost estimates in the
table at figure 9 excludes overheads,
and those in figure 10 include them. |
do not want to get engaged in taking
you through the detail of the tables, but
| think that the key point is that those
costs and variances should have been
managed. We have moved on and we
now have a change control process,
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which should result in any change to
the duration of a project, its objectives
or costs being clearly and transparently
discussed between AFBI and the
Department, and an objective decision
reached.

Mr Easton: If | ran an office — | do —
when | added all my bills together, |
would include what | pay my staff, what
they do and all the functions. Why did
AFBI not do that?

Mr G Lavery: Without going too far into
it, as you can see, the source for the
tables is the Audit Office, based on
AFBI records provided in the course of
the audit. | believe that the Audit Office
derived the tables from a number of
sources. AFBI was not asked to provide
the complete costs of R&D projects.
Therefore, the table derived does not
contain the overhead costs, hence the
issue around figure 10 putting those
overhead costs in. The costs were
available, as | understand it, from AFBI
and they were added to give a more
complete picture in figure 10.

Mr Easton: Yes, but they were not added
in at the time.

Mr G Lavery: The request was not
made for information in that form, as |
understand it.

Mr Easton: That should not have to be
requested; that should automatically be
done. Do you not agree?

Mr G Lavery: Unfortunately, the
information was asked for in a particular
format, as | understand it.

Mr Easton: | know but, if you are running
a business, you always have all your
costs. That is common sense. | am not
a businessman, but that is common
sense.

Mr N Lavery: To go back to the general
premise behind your point, which is
that the overheads should have been
included in the project costs, you are
absolutely right.

Mr Easton: Right. That is what | wanted
to know.
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Mr N Lavery: We have absolutely
accepted that point, and the new costing
model will do that in a much more
sophisticated way, breaking it down into
activity areas.

Mr Easton: So why was it not included?

Mr N Lavery: | think that that is really a
question for Professor Kennedy.

Professor S Kennedy: First, | would like
to apologise to the Audit Office and the
Committee for any confusion caused by
AFBI. The Audit Office asked for the
figures used in figure 9, but we did not
actually supply the compliance set of
data that the Audit Office put into that
figure. We informed the Audit Office that
we believed that the figures used in
figure 9 in the draft report were incorrect,
and we formally communicated that to
the Audit Office during the first round of
clearing the first draft of the report. In
the second draft, the Audit Office said
that cost estimate figures did not include
staff overheads, and AFBI again flagged
the incorrect figures. At third draft, the
Audit Office amended paragraph 4.12 to
reflect the correct position, but did not
amend figure 9 to be consistent with
that corrected information. | am not
trying to apportion blame or anything; |
am simply giving the detail of the history
of the communications. Again, |
apologise if any of the confusion was
caused by AFBI.

Mr Easton: Do you know how many of
the projects fell under the full appraisal
threshold under the initial estimates?

Professor S Kennedy: Which projects?
Mr Easton: All of them.

Professor S Kennedy: A number did,

and post-project appraisals have now
been completed for all the R&D projects.
However, at the time of the audit, those
had not been completed for all of them.

Mr Easton: You said “a number”. Do you
know how many?

Professor S Kennedy: | cannot give you
the details of the number off the top of
my head.
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Mr N Lavery: We can write to the
Committee with that. | think that what
was missing was a proper change
control process in the management of
those projects. My understanding was
that the appraisals were done at the
proper threshold, then costs increased,
but that there was not an addendum

or that was not reflected in a proper
change control process. That is how
such projects should be managed and
that is the process that we have in place
now. Is there anything that you want to
add to that to give assurance, Norman?

Mr Fulton: The appraisal is supposed

to be a living document, so any changes
to the project in costs, deliverables, etc
should trigger a reconsideration of the
appraisal and an addendum or a re-
examination of the appraisal to confirm
that the project continues to represent
value for money. That is the process that
we now have in place.

Mr Easton: OK. | am getting to my

last question, you will be glad to hear.
Gerry, paragraph 4.15 tells us that,
before 2011-12, AFBI did not record
specific estimated start and end dates
for projects, which makes it difficult

to quantify the expected duration of
projects and whether they were delivered
against set timescales. Why were your
project management processes so
clearly inadequate?

Mr G Lavery: | think that it is more
appropriate for Professor Kennedy to
answer that.

Professor S Kennedy: It is correct

that, for the individual projects, an
actual date was not specified; it was

a beginning year and an end year. The
end year was always taken as 31 March,
the end of the financial year. From our
time and task recording systems, we
could have identified when work started
on a project, but the actual date was
not recorded in the individual project
evaluation forms.

Mr Easton: Why?

Professor S Kennedy: It should have
been recorded in more detail, but it was
not. Essentially, we continued with the
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system that had been used before in
those years. However, since 2011, the
detail of start dates has been included
in the projects, and there is a specific
schedule for reporting each quarter

on every individual project both on the
scientific achievements or progress of
the project and the financial aspects of
it. We have corrected that.

Mr Easton: Do you accept that it was
very poor practice?

Professor S Kennedy: It certainly was
not best practice.

Mr Easton: Who knew about it when it
was going on?

Professor S Kennedy: All the project
leaders who completed their forms knew
about it, their heads of branch knew
about it, and the senior management
team would have known about it.
However, the actual start date was not
formally recorded on the form.

Mr Easton: Gerry, did you know at the
time?

Mr G Lavery: There would have been no
reason for those forms to be submitted

to the Department at that stage. | do not
think that we would have focused on that.

Mr Easton: Would you not be concerned,
as a Department, that there were no
start dates and end dates?

Mr G Lavery: That is a different question.
Mr Easton: No, it is not.

Mr G Lavery: With respect, the issue is
that, as Professor Kennedy pointed out,
a large number of people completed
the forms, but they did not attach
importance to precisely recording the
start date at that time. Sitting here
today, with the benefit of hindsight and
with a focus on how long projects are
approved for, yes, you would want to
have a precise start date and end date.
As Mr Fulton pointed out, there is also a
requirement for a proper change control
process for moving either of those
dates, particularly the end date. So,
yes, we attach importance to that, and
we should have attached importance
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to it before. | understand that it did not
acquire that importance at the time.

Mr N Lavery: | just want to make a
final point on that, Mr Easton. | have
previously made the point that, for an
NDPB within a large Department, you
take assurance that the organisation
has systems in place through quarterly
and annual assurance statements.
You would expect that sort of thing to
be picked up through an internal audit
system or an assurance. | just wanted to
make that point. | am content with the
system that we have now.

Mr Easton: According to paragraph
4.15, it was not possible to accurately
identify the expected duration of the
125 projects examined by the C&AG.
Can you provide us with more accurate
figures?

Professor S Kennedy: Yes. We can look
at each individual project and send you
whatever information we can about them.

Mr N Lavery: Some of the projects
will have been completed, so we will
be able to give you the finalised date,
and some will have had a post-project
evaluation done. The new projects are
commissioned by DARD.

Mr Easton: OK. You will be glad to hear
that that is the end. Thank you.

Mr Rogers: Mr Lavery, | will look
particularly at the seed potato aspect
and at R&D in that area. First, | should
acknowledge the great work done in

the Loughgall breeding programme. |
acknowledge that it takes over 15 years
for a new seedling to get to market level
and that, perhaps, 26 new varieties
have been registered. It is important

to put these things on record, because
some people will take the comments
and views expressed by the Committee
as a lambasting of the project and

its outcomes. It is important to
acknowledge the good work that people
are doing.

Having said that, | listened to what has
been said today. Why, until fairly recently,
have the recommendations of the
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Westminster PAC report, published in
1995, been largely ignored?

Mr N Lavery: | am not sure that | would
accept that they have been largely
ignored. Can | make a couple of points?
Thank you for your comments about

the work of AFBI in this area. | will bring
Norman in later.

Following the 1995 report and the loss
of a commercial partner, the Department
commissioned an external review — the
Quinn report — in 2005, which made a
number of recommendations, including
that the Department should continue

to support but reduce its contribution
progressively over time. The report also
suggested that the Department should
continue to promote research and plans
for successful marketing. It also made
the point that cessation of the project
would have a traumatic effect on the
sector.

The Department did its own economic
review on the back of that report and
put in place a new scheme with a new
commercial partner. What we have now
is a new scheme with a new commercial
partner. Our objective is for full cost
recovery; that is the key basis. | think
that the premise of your question is
about the success of the project and
the costs. That is why we aim to get to
a position of full cost recovery. Was that
what you were getting at?

Mr Rogers: You can come in later, Mr
Fulton. When | look at the two reports,

| see that, in 1995, there was great
concern that the Department had spent
£45 million on R&D without a strategic
plan. | listened to the answers to many
of the questions today and | do not see
great evidence of a strategic plan.

Another issue is that there was limited
economic appraisal. Page 42 of the
Northern Ireland Audit Office report
gives an analysis of the appraisals and
says that only 21% of full economic
appraisals were completed. You also
touched on the relationship between
customers and contractors, but | am
just not convinced that you have really
taken the recommendations of the 1995
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report on board. A lot of those things
are coming back up again.

330. Mr N Lavery: | want to make sure that
| give you a clear answer, Mr Rogers.
Are you talking about the seed potato
project or the other recommendations in
the 1995 report?

331. Mr Rogers: | am talking about the
potatoes. However, when you look at the
broader picture of economic appraisal —

332. Mr N Lavery: OK. | am content that,

in relation to economic appraisal, 338.

the Department’s appraisal systems
are now robust. | can give you that
assurance. The report talks about
pro-forma and full economic appraisal.
The issue is that there should be a
proper and proportionate appraisal. The
Department undertakes those. | can
give you that assurance.

333. On the seed potato project; Norman,
do you want to talk about the work that
has been done on appraisal and how we
have got to where we are now?

334. Mr Fulton: Yes. The recommendation 340.

connected with this particular project in
the1995 Westminster PAC report urged
the Department to put in place:

“robust controls to prevent long-term research
projects continuing indefinitely where they are
not delivering results”.

335. What was put in place after that was
the annual review process that we
discussed earlier whereby each project
would have been subject to an annual
review that looked at the progress of
work during that year, what was achieved

and the programme for the coming year 343.

etc. Those systems were put in place.
336. On the issue of:
“where they are not delivering results”,

337. you indicated that this project has been

delivering results in producing varieties 344.

of potatoes. It stands up very well in
international comparisons. Since 1999,
on average one new variety has been
registered per annum. From a research
perspective, it has been delivering. The
difficulty and challenge has been in

3309.

341.

342.

taking the research and commercialising
it. That is part of what the Quinn report
was about. However, the Quinn report
pointed out the importance of that
programme. To quote from the report:

“Without the benefits of new varieties from
the breeding programme the seed, ware and
processing sectors would continue to decline.
Cessation of breeding activities would have

a traumatic effect on the sector, including
creating massive problems for packers and
possibly processors in the future.”

Therefore, there was great support

for this programme, and stakeholder
support for the programme continues. It
is the commercialisation that has been
a challenge. That was put in place from
2010 and, hopefully, we will see the full
fruits of that in due course.

Mr Rogers: | acknowledge that you

put robust controls in place. Paragraph
4.20 of the NIAO report suggests that it
took until 2004, nine year after the PAC
report, to put those controls in place.
Why was that?

Mr Fulton: The controls were put in place
very soon after the 1995 PAC report. |
think that our internal audit recorded
that it was fully implemented in 1997.
So, the controls were there for the
research project and there was a
commercial partner in place until | think
2003, 2004 or 2005. Something like that.

Mr G Lavery: It was 2005. It gave notice
of its withdrawal in 2003.

Mr Fulton: Yes. So, the controls were
there for the conduct of the project.

Mr Rogers: | am sure that as well as the
controls there would have been ongoing
evaluations. However, according to the
report, it was 2004 before consultants
were put in place to assess the
“ongoing viability”.

Mr Fulton: They were brought in to have
a slightly broader look. The Quinn report
really looked at the relevance of DARD’s
support to that sector in the round. Of
course, this is one aspect of it. From
then on, a series of actions were taken
to secure a commercial partner to take
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the results from the research project
and start to bring them to the market.

Mr Rogers: This is extremely important
as we try to harness the potential of the
agrifood strategy and everything that is
coming up. However, paragraph 4.24 of
the NIAO report suggests that, despite
that significant investment in the project,
seed potato production in Northern
Ireland decreased from 55,000 tonnes
in 1994 to just over 20,000 tonnes.
Why has the project failed to deliver
tangible market success?

Mr Fulton: | think that we need to

look at what has been achieved and
what has come out of the programme.
Between one fifth and one quarter of
the ware potato sector is served by the
Navan variety, which was a product of
this research programme. That is a very
significant success, and Navan is also
a very important variety in the Republic
of Ireland. Further, about 21% of the
projected variety seed area comes from
varieties from the AFBI programme. So,
it has had success and we hope that it
will have greater success. That is the
important thing in all this.

Mr Rogers: We seem to have missed
the boat on a couple of varieties
with potential in the European or
Mediterranean markets.

Mr Fulton: Yes a couple of varieties
featured in the farming press in recent
weeks where great potential is seen
from the commercial partners in trying to
take those forward into the marketplace,
so that potential is still there.

Mr Rogers: Paragraph 4.24 of the report
mentions a lack of documentation which
means that AFBI is unaware of the total
cost of its project. It states that:

“Available documentation indicates
expenditure of at least £7-2 million on the
programme since 1982”.

Can you provide more clarity on the total
cost of the project?

Mr Fulton: | think that costs can be
provided back to the creation of AFBI.
That is not a difficulty. Currently, the
combined commercial and strategic
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programme cost comes to about
£500,000 per annum. It is difficult for
the Department to go back to the early
1980s and beyond.

Mr Rogers: Paragraph 4.21 states that
consultants identified a need in 2005
for an increased commercial focus

on the potato-breeding programme,
improved marketing and a reduction in
DARD’s funding. However, in reading
paragraphs 4.22 and 4.23, we learn
that delays in appointing commercial
partners meant that DARD continued
to fund the full project cost until
September 2012. Have the new
arrangements helped to deliver improved
performance and value for money?

Mr Fulton: A new commercial partner
was identified and the contract has
been in place since October 2010. That
offers a route to try to take the product
flowing from the research programme to
the market place. That is where the true
value of the research will be reflected in
due course. As | said, there have been
successes from the programme. The
single variety Navan is a very important
variety in our domestic market now.

Mr Rogers: Following publication of

this report, the Committee received
correspondence from representatives of
the seed potato industry. Their particular
concern was the failure to ensure that a
commercial partner was in place to help
promote and market AFBI-bred varieties.
| think that for only 11 years out of

the 56 years of the project there was
delivery on that. How do you respond to
those concerns?

Mr Fulton: | think that a commercial
partner was in place from 1990 through
to 2004. The commercial partner
withdrew at that stage, so there was

a break from 2004 to 2010 until

a new commercial partner was put

in place. So, there have been links

with commercial partners for some
considerable time.

Mr Rogers: Paragraph 4.44 states
that in March 2012, DARD completed
a review of 79 ongoing R&D projects,
which resulted in two thirds of them
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being immediately terminated. Actually,
the figures show that only 20% of
projects continued. What were the
66% of projects that were terminated
costing?

Mr N Lavery: | am not sure. We would
have to write to you and give you the
individual costs because we would need
to ramp all of those up. The point | am
making, and Norman or Seamus may
want to come in, is that at that time

we were developing our evidence and
innovation strategy, so it not surprising
that, having looked at that, we decided
that a number of those projects did not
fit that strategy. Is there anything else
that you want to say on that?

Mr Fulton: If you look at the number of
projects that were ceased at that point,

we brought 52 of the 79 to a conclusion.

Of those 52 projects, 40 had completed
their experimental phase, so they were
given a clear timeline to complete the
write-up and then bring them to a close.
It did not mark massive shift in those
particular projects. When we published
our evidence and innovation strategy

in 2009, we clearly stated that, almost
certainly, we would have to redirect

and refocus our overall R&D agenda,
particularly to increase our focus on
environmental issues and increase our
research evidence base around rural
development. Those were specific areas
in which we stated that we wanted to
increase the research effort. Obviously,
within a finite research budget, that
would require a refocusing and a
reprioritisation. We always recognised
that that would have to take place.

Mr Rogers: Was it not quite drastic
action to close down two thirds of the
projects at that stage?

Mr Fulton: As | indicated, 80% of
those that ceased had completed their
experimental phase. Nothing was lost
from that work. We simply asked AFBI
to complete the write-up, which brought
them to a close at that point.

Mr Rogers: What happened to the staff
involved in the research work at that
stage?
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Mr Fulton: Effectively, they were
redirected to the new evidence and
innovation programme and the research
projects that were commissioned under
that programme.

Mr Rogers: | have one more question
for Gerry. Something jumped out at me
about project management when you
were answering Mr Easton. You said
something along the lines that it was not
that there was no project management.
That is a scary statement. Who was the
project manager at that stage, and who
was his or her superior?

Mr G Lavery: That would be for Dr
Kennedy to respond to.

Professor S Kennedy: Each project

had a project leader, as we call them

in AFBI. They were the project manager
for each individual project. The project
leader was responsible for producing
an annual progress report on each
project. The projects in a particular
branch were approved or commented
on by the branch head. There would
have been comments about whether
the achievements were good during the
year and whether a project was behind
in its timescale etc. The various projects
from the individual branches were
submitted to the head of division, who
again reviewed them and commented.
Finally, there was an annual research
review with the chief executive, who,
with the head of division, and, very
often, the project leader depending on
the circumstances, looked at the detail,
such as whether the milestones that
were set out to be achieved during the
year were achieved and the prospect
for future progress in the following year.
On the basis of that assessment, a
decision was made to allow the project
to continue for another year or to allow
it to stop the experimental stage and
move into what we call the writing-up
phase. That is simply a phase in which
no work is carried out; it is the period in
which technology transfer to the industry
would be carried out. Perhaps popular
articles or scientific articles would be
written and sent off to journals etc. That
was the basic process.
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Mr Rogers: Were any concerns
expressed about the oversight process?
Who was monitoring it? Was it just the
project leader?

Professor S Kennedy: Do you mean —

Mr Rogers: Take, for example, the seed
potato. Do we have one project manager
over that thing completely?

Professor S Kennedy: Yes. In general,
there is one potato expert. They are
basically an expert breeder. As you
indicated earlier, the scientific output
from that programme has been very
good. In terms of international rankings,
it has averaged about one new variety
per year. Mr Fulton has referred to
some of the figures for Navan and other
varieties in the industry.

Mr Rogers: Even taking something

like the marketing of the product into
account, the concern is that 20,000
tons are being produced now as
opposed to 50,000 tons. How did that
raise its head in the system and what is
being done about it?

Professor S Kennedy: That leads into
the commercialisation aspect, because,
essentially, AFBI has been producing
the potatoes. Norman Fulton described
the process and the various stages

of commercialisation with various
companies. There were a number of
periods when there was no commercial
partner, some periods when there were,
leading up the Quinn report, and there is
the current contract with Potato Partners
Northern Ireland.

Mr Rogers: Why are we losing out to
Europe on that? Why are we not still up
there as a major seed potato producer?

Professor S Kennedy: As an economist,
Norman could probably answer that
better than me.

Mr Fulton: It is because of the broader
developments in the industry. In
Northern Ireland agriculture generally
over the past 20-odd years and more,
we have moved increasingly towards
grassland agriculture and more
specialised units and away from the
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small-scale seed potato enterprises on
individual farms that you had 20 or 30
years ago. The cropping sector more
generally has contracted compared to
what it was 20-odd years ago. These
underlying trends are happening,

and there are particular difficulties

in the seed potato sector. It always
had difficulties, as was pointed out

in the Quinn report, with small-scale
fragmentation and lack of marketing
expertise. So, you had those underlying
difficulties as well. A research
programme would not necessarily halt
the decline of the seed potato sector,
nor would it lead to a resurgence in the
sector. However, it was one important
aspect that would contribute to a
future in seed potato production. The
important strategic advantage that
Northern Ireland has is that it is one of
the few high-grade seed potato areas
in Europe because of the plant health
status here. There is potential for the
sector, and that was recognised in the
Quinn report.

Mr Hazzard: Thanks, guys, for the
information to date. | will pick up on
an area that Sean was getting into: the
projects that were axed. You said that
they were maybe in the experimental
stage anyway. Is it not fair to suggest
that one of the reasons why they were
axed was because, for so many years,
R&D was not linked to the strategic
and long-term aims of DARD and that
the projects were simply not important
enough to go on?

Mr N Lavery: | take your point, and that
is why | referenced the evidence and
innovation strategy. It is probably going
too far to say that they were not linked
to DARD’s aims and objectives, and the
report raises issues with the corporate
planning. That is too far. When we
brought in the evidence and innovation
strategy, we had a look at the individual
projects. Norman, do you want to add
anything to that?

Mr Fulton: Yes. It might help the
Committee if | explain the processes
that existed from 2005. From then,
the initiation of project proposals
came from AFBI, but they came to the

59



Report on The Agri-Food and Biosciences Institute (AFBI)

378.

379.

380.

381.

382.

383.

Department and went to the relevant
policy lead in the Department, who
considered them in the context of
DARD’s strategic priorities and the
potential benefits to either the industry
or to DARD from a policy development
implementation review perspective. That
person looked at the costs and made a
recommendation, which then went to the
DARD strategy board, which was headed
by the permanent secretary, and it took
a decision on the conduct and either
approved that project or did not.

I will give you some context. In the
period from 2006 to 2010 when we
changed to a different process, about
90 projects came forward from AFBI.
Of those, only 54 were approved by
the Department. So, there was strong
scrutiny of the proposals coming from
AFBI, and they were very much tested
against the DARD strategic priorities.
That process was very firmly in place.

Mr Hazzard: What criteria did DARD use
to judge the projects as being either
strategic or non-strategic?

Mr Fulton: There was, if you like, a
scoring mechanism in place to help
policy leads decide on a proposal
coming forward. It looked at the
proposal’s relevance to DARD’s strategic
priorities, to the industry and to policy
development implementation. So, there
was a scoring mechanism to try to guide
the policy leads through the process.

Mr Hazzard: So, for any project to get
through, it must be part of DARD’s
strategic vision?

Mr Fulton: Yes, it had to be linked to
strategic priorities for the Department.

Mr Hazzard: So, 52 projects that were
part of DARD’s strategic vision were
binned. | do not see the correlation. To
me, it highlights the fact that too many
projects were not aligned to DARD’s
strategic vision. They were low priority
and did not fit into the bigger picture;
so it was cost-effective to bin them at a
certain stage.
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Mr Fulton: As | say, 80% of the projects
that were ceased had completed their
experimental phase and were only then —

Mr Hazzard: What does that mean in
cost terms? Is that the most expensive
stage?

Mr Fulton: It is.

Mr Hazzard: So most of the money had
been spent already.

Mr Fulton: That is right. Effectively, they
had completed the experimental stage,
and it was then a case of giving them

a firm timeline to complete the write-up
process and move on. That certainly
was in place.

Mr Hazzard: Do we know the value of
those 52 projects and the money spent?

Mr N Lavery: As | said earlier, we will have
to write to the Committee about that.

Mr Fulton: Moving on to the system that
we put in place from 2011 —

Mr Hazzard: Before you do so, | am
perturbed that, for many years, these
low-priority projects went through. What
role did Queen’s have in the project
management or oversight of any of
those projects?

Mr Fulton: They were AFBI projects.

Mr Hazzard: They were strictly AFBI
projects, so DARD had overall oversight
then.

We talked briefly about project
management today. Can somebody
break down the team for me? Who
was at the top? What level was
underneath that? Who was ultimately
responsible? You might argue that
project management was in place, but
if that was the case, those involved

— and this is how it looks to many of
us and the Audit Office — must have
been sleeping at the wheel, because
for so many projects to go through and
then, inevitably, not go anywhere was a
serious waste of public money. | would
like to get a good picture of what that
project management looked like.

Mr Fulton: In AFBI?
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Mr Hazzard: Yes. Who was responsible
for the DARD-funded R&D projects going
through?

Mr Fulton: During the operation of the
old process, a project was initiated
following proposals from the AFBI project
leader. That then came to the policy
lead in the Department to be considered
and scored. It then went to the strategy
board, and a decision was taken there
on whether to approve it. It then went
back to AFBI, which had responsibility
for delivery of the project. | will hand
over to Seamus, who can describe the
internal processes in AFBI.

Professor S Kennedy: As | mentioned
earlier, for each project, there was a
project leader, who was essentially the
project manager. They had a number

of staff, depending on the size of the
project, who carried out the practical
work. Going back to your earlier point,
40 of those 52 projects were stopped
because they had come to the end of
the road anyway; they were finished. The
practical work had all been done. The
main expense had been incurred at that
stage.

Mr Hazzard: They had no value, then,
going forward?

Professor S Kennedy: No. Those
projects had gone through the
beginning, the middle and the end. The
experimental work was complete. They
were normal projects.

410.

Mr Hazzard: That is what | am saying:
going forward, they were of no value to
DARD.

Professor S Kennedy: No. The work
covered by many of those projects would
have been taken forward under new
projects with, for example, a slightly
different focus. Take, for example,
tuberculosis: that is a long-running
issue, and we have a longstanding
programme of TB research. A project
would typically run for three years, and
then there would be another project,
depending on the results coming out of
the first project. So, | do not think that
it is true to say that they had no value;
they had a value.
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Mr Hazzard: | take your point. Perhaps
that is not reflected in what we thought.
| am still getting my head around the
fact that the projects were going through
the project management process and
annual reviews always in the belief that
they would get to the writing-up stage.

Professor S Kennedy: Yes.

Mr Hazzard: So, for some reason, it
was decided that there was no point in
sending those projects through because
there was no value in doing so.

Professor S Kennedy: It depended a lot
on the individual projects. It depended
on the nature of the work and when
results that were worth writing up
arrived, because it was not the case that
you would always wait until completion
of the experimental phase and only then
start to write up.

Mr Hazzard: It may be helpful if the
Committee received a list of any of
those 52 projects that you are talking
about that fed into a different project or
was worthwhile. | do not think that the
public would see it that way unless they
saw that a particular project fed into a
particular line of investigation. That may
be helpful.

Professor S Kennedy: | just to want to
add that post-project evaluations have
been completed on all those projects
showing their value.

Mr N Lavery: That is the point that | was
going to make.

Mr Hazzard: AFBI was established in
2006, but it was only in 2010 that

the call for research was issued and
designed to ensure that the R&D
programme was driven by DARD. Was
that call for research restricted to AFBI?

Mr Fulton: Yes.

Mr Hazzard: Why not put it out to the
wider market?

Mr Fulton: We have a requirement to set
a work programme for AFBI. It is setting
the part of the work programme that is
associated with R&D. The other part is
obviously the diagnostic analytical work
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that AFBI would carry out for us. This is
one part of the overall equation, if you
like, for setting a work programme for
AFBI going forward.

Mr Hazzard: OK. No problem.

Again, given that it was implemented
only in 2011-12, why did it take

DARD so long to assume the lead in
commissioning that R&D work from AFBI
despite the fact that DARD was paying
millions of pounds annually for it?

Mr Fulton: It was a different system
that we introduced. That is not to say
that the previous system was wrong

per se; it just had a different way

of managing the research. So, we
moved to a system whereby, under the
evidence and innovation strategy, we
wanted to be in the driving seat when

it came to shaping the overall research
programme to ensure that it was policy-
led and policy-directed, and also that
there was appropriate coverage of the
research, right across all our strategic
interests, so that, rather than reacting
to proposals that came to us, we would
steer the research agenda. That was
something that we envisaged coming out
of the evidence and innovation strategy.
As | mentioned earlier, we recognised
that it would probably mean increasing
our research efforts in certain areas,
such as environmental issues and the
broader rural development and rural
agenda. Those areas may not have
received sufficient research efforts when
we were reacting to proposals because
we were not steering the overall agenda.

Mr Hazzard: OK. Looking at it now, it is
obvious that DARD must take a much
stricter line on that. Projects that go
through must tie in with the strategic
long-term aims of DARD. Again, | wonder
what particular lessons were learned
from that period. What are the standout
changes or evolution that is has
acquired so that we can have confidence
going forward?

Mr Fulton: We now have in place quite a
sophisticated architecture to guide our
annual commissioning process. We have
four programme management boards,
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which are each linked to one of the four
strategic pillars of the Department.
There is an annual process by which
PMBs sit and consider evidence gaps.
They also have a very strong stakeholder
engagement process. We have an
annual stakeholder conference to
consider proposals that come forward
from the PMBs. In some ways, it is

a competitive process because each

of the PMBs would probably like to
commission more research than we can
afford. So, overall prioritisation takes
place in an overarching evidence and
innovation priorities group. The four
PMBs feed their proposals into that. We
seek a response to our annual call from
AFBI. Effectively, we pose the research
question. AFBI comes forward with its
proposed way to address that question.
That is then considered by the policy
leads and is subject to an appraisal
etc. The overall final shape of the
commission each year is decided on by
the overarching evidence and innovation
priorities group, which seeks to achieve
a balance across the four PMBs and the
strategic priorities for the Department.

Mr Hazzard: Who does that group
consist of?

Mr Fulton: It is chaired by the head of
policy group in the Department. The
four PMB chairs are members of that
evidence and innovation priorities group.
Our science advisory branch and the
departmental scientific adviser all sit on
that group.

Professor S Kennedy: | just want to add
the point that, when DARD approves
R&D projects to be carried out in AFBI,
very often, that allows us to go to other
funding bodies, such as the European
Union, and pull in additional funding so
that we leverage in more money, which
really stretches or adds value to the
R&D spend that DARD invests in AFBI.
That is a very important part of our work.

Mr Hazzard: What has been AFBI’s
record in doing that?

Professor S Kennedy: It has been
quite good. We talked earlier about the
growth in external income. Recently, the
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Department funded a Northern Ireland
contact person for agrifood to assist

the industry. Not only AFBI but the
universities increased their share of the
forthcoming Horizon 2020 programme.
So, we are gearing up to increase our
drawdown of that source of funding quite
substantially.

Mr N Lavery: We have targets for that
under the Barroso task force initiative.

Mr Hazzard, you made the point

about lessons that have been learnt.
Initially, the Department’s model for
commissioning research was quite
devolved. Norman talked about two
different models. In essence, the arm’s
length has got shorter. You could take a
completely different approach, which is
to devolve it completely and put it out to
a third party. We have chosen not to do
that. We have quite strong governance
control. | think that that is right at the
moment. My view is to let us see how
that goes.

Mr Hazzard: | think that you are right to

talk about the arm being made shorter. |
think that that is the case for a reason.

| am trying to get at why it needed to be
made shorter.

Mr N Lavery: | will bring Norman in
shortly. Some of the issues that were
raised about governance are part of the
reason why we have done that. We also
wanted to have a closer link between
policy and innovation. The point that

| was trying to make was that other
jurisdictions may be looking at different
models, one of which is to completely
outsource all that research to a
commercial sector. That is not a route
that we have gone down.

Mr Fulton: We changed that approach
for those strategic reasons to ensure
that we achieved a balance of R&D
across all our interests and that it was
a policy-driven agenda. So, that was the
prime driver for changing the model. As
Noel said, Teagasc, for example, down
South, is much more at arm’s length.
The research agenda is effectively set
by Teagasc after discussing it with its
stakeholders. The Department there
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takes more of a back seat. It is a
different model. All models have their
values and drawbacks. There is no one
perfect model, that is for sure.

Mr Hazzard: It sounds as though this
has been remedied going forward, but
what about the contention that there
was not the expertise in whatever
project management was in place
previously to ensure that R&D was part
of DARD’s strategic vision? Would you
accept or contest that?

Mr Fulton: There were two different
models. Both were based on the
premise that any R&D that was approved
was in line with a departmental policy
objective and strategy. It is just that,
under the old model, research was
initiated by AFBI. Now, it is initiated in
the Department. However, in both cases,
it had to be policy-relevant before it was
approved.

Mr N Lavery: | will just add that the
Department did put in place the post of
departmental scientific adviser to add
its strength.

The Chairperson: OK. Mr Lavery, the
C&AG'’s report clearly highlighted

the shortcomings with the financial
management, oversight and control of
the R&D programme and governance
in AFBI. Did the AFBI board actively
challenge any of the issues identified by
the C&AG, and has the board included
members with the sufficient financial
expertise to assist AFBI in achieving
the required standard of financial
management and governance? What is
your assessment of the board?

Mr N Lavery: | will break that down

into a couple of points. | know that the
board set up a finance subcommittee

in 2010-11 to deal with its oversight

of this, and | suspect that that was
based on internal audit reports and
concerns and discussions with the
Department. The financial reporting has
improved significantly, and we now have
a financial implementation improvement
plan in place. The board has a finance
subcommittee and an audit committee
with individual chairs.
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The Chairperson: Who chairs the board?

Mr N Lavery: The chair of the board at
the minute is Sean Hogan, the chair
of the finance committee is Hilary
McCartan and the chair of the audit
committee is Bob McCann.

The Chairperson: What is the make-up
of the members on the board?

450.

Mr N Lavery: | do not want to give you
the wrong answer, so | will pass that
over to Professor Kennedy.

Professor S Kennedy: The finance
committee comprises Seamus
McCaffrey, who, like the chair, Hilary
McCartan, is an accountant, and

Hilda Stewart. The chair of the audit
committee is Bob McCann, and the
other members are Trevor Hinds

and Sarah Havlin. Trevor has an HR
background, Sarah is a qualified solicitor
and Bob is an accountant.

The Chairperson: Thank you.

Mr N Lavery: | have been involved in one
board assessment with the chair, and
the chair has been active in seeking a
resolution to these issues. | would also
add that the Department meets the
board. Gerry, how often is that? Is it half
yearly or quarterly?

Mr G Lavery: | think that it is half yearly.

Mr N Lavery: The departmental board
meets the AFBI board. | can give the
Committee an assurance that matters of
finance and governance are very high on
my agenda for that meeting.

The Chairperson: Who sits on the
departmental board?

Mr N Lavery: Me, the deputy
secretaries, the departmental finance
director, the HR director and two
independent members.

The Chairperson: Who are they?

Mr N Lavery: The two independent
members are —

The Chairperson: Who are all the
departmental board members?
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Mr N Lavery: Sorry, | will run down the
table for you. Me; Gerry; John Speers,
who is currently head of policy; David
Small from service delivery group; the
Chief Veterinary Officer Robert Huey;
the finance director Graeme Wilkinson;
and corporate services director Tracey
Teague. The two independent members
are David Russell and Frank Caddy.

The Chairperson: That is good to know.

Going back to the 1995 Westminster
report — some of the issues have been
covered — the problems that arose
from that report are similar to those

we are dealing with here today. Given
that the 1995 report recommendations
were slow to be implemented, | suppose
that, in a sense, there is no point in

us being here today to discuss this

if the Committee’s recommendations
are not implemented. We will look at
the memoranda of reply that you will
respond to with a view to review those
in 12 months. | think that it is fair to say
that we will be doing that.

Finally, Mr Lavery, what corporate
governance arrangements are in
place for AFBI? How have those been
strengthened in response to the Audit
Office findings?

Mr N Lavery: There are a couple of
points, Chair. | recognise that, a number
of times in the report, the Audit Office
refers to the improved governance
arrangements already put in place.
Paragraph 5.11 refers to further recent
improvements in governance, and
paragraph 5.12 refers to the costing
systems. Paragraph 5.20 states:

“DARD’s procedures for commissioning and
managing the research and development

it procures from AFBI were substantially
strengthened in 2011-12".

Paragraph 3.7 is about positive
developments regarding business plan
targets.

| can give the Committee an assurance
that those improvements are already
in place. | can give the Committee
additional assurances on a couple of
points. | said that the finance team
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has been strengthened, and there is

a finance improvement plan in AFBI.
Norman referred earlier to an enhanced
regime of appraisal and scientific
testing. There is enhanced DARD
oversight, and | have requested a report
to the departmental board on the back
of Norman’s quarterly meetings with
AFBI on the governance and budgetary
issues arising in AFBI.

Only last month, the departmental
board received a report on AFBI’s
performance against its business plan
targets, and it will continue to do that
quarterly. As | said, | have requested
that Professor Kennedy, in addition to
the other assurances that he gives me,
gives a specific assurance quarterly on
his management of R&D expenditure.
Also, in the new regime on the evidence
and innovation strategy, Norman’s team
and the team within policy are getting
quarterly costs for those R&D projects.
| believe that that is a comprehensive
regime, in addition to the other controls
that the Department has.

| would like to point out that last year
AFBI achieved unqualified accounts and
a 99:7% out-turn on its budget. That is
the comment that | would like to close
those remarks with.

The Chairperson: Thank you. | think that
Mr Clarke wants in on that comment.

Mr Clarke: | just want to take a bit of
wind out of your sails, Noel. You are very
quick to tell us what you are going to do
about AFBI, but what are you going to do
about your own Department? It was its
lack of a grasp of the finances of AFBI

in the first place that brought us here
today. You are quick to tell us what you
are going to do to bring AFBI into line,
but | did not hear what you are going to
do within your own organisation, unless |
missed that bit.

Mr N Lavery: There are a couple

of points on that. First, on the
Department’s oversight of AFBI,

which is where you are going, | said
the departmental board will look at
any issues arising from the sponsor
branch’s oversight of AFBI. That is the

461.

462.

463.

464.

departmental board in Norman’s area
of the Department and its oversight

of AFBI. | am getting assurances from
AFBI, and | will be testing those. |

will get internal audit to look at our
sponsorship of AFBI and will look at
AFBI’s performance against its targets.
There are a couple of points to make
on the Department’s oversight role.
First, we have changed our system of
commissioning research. That is an
absolutely core part of what we are
doing. Regarding statutory testing, we
accepted the recommendation to look at
benchmarking.

Mr Clarke: That is fine, because you
are relatively new in post, but I will ask
your colleague Gerry. This came to
light in 2012, and you were the acting
permanent secretary in 2010. Why had
you not done something prior to 20127

Mr G Lavery: We had a number of
initiatives at the time, and they are
reflected in the report.

Mr Clarke: Sorry, it was on the basis

of a 1995 House of Commons report.
You accepted the report from the Audit
Office. If you have accepted that, you
will accept the Audit Office’s criticisms
suggesting that those things did not
change until, | think, April 2012. | think
you told someone earlier that you came
into post in March 2010. So, when

you came into post in March 2010, |
am sure that you knew that there was

a particular document floating about
regarding references to AFBI in the past.
Has it taken Noel Lavery to come into
post to fix this, or what were you doing
from 2010 to 20127

Mr G Lavery: There are two issues
there. One is around the financial
management from 2010. We took
initiatives, reflected in the Audit Office
report, which we have agreed. Our
board indicated that the financial
reports coming to us were insufficient.
We wanted a consistent format, and

we wanted them drawn from the
accounting system and official returns.
We recognised that AFBI was attempting
to meet the needs of our board by
producing ad hoc material, which meant
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that every month you got the issue of
the month dealt with, but you did not
get that consistent financial information
that you could compare month on month
drawn off the accounting system. We
wanted it timeously, and we wanted

it to be the same data going to both
boards. We did not want a report coming
to us that the AFBI board did not see.
Those were the issues that we were
dealing with. We wanted a narrative
commentary, and we have dealt with all
that. That is the material that the Audit
Office reflect has been the improvement
in the financial relationship between

the two boards. It is the effort that

we made to support AFBI in getting

its strategic review under way with

the assistance of KPMG consultants.
That review, which was undertaken in,

| think, 2012 while | was still acting
permanent secretary, addressed the
vision, the challenges, the priorities

and the operating model for AFBI. It
recommended that AFBI remain an
NDPB. It was the recommendation for a
revised organisational structure whereby
we reduce from three scientific divisions
to two and create space at the table,
without additional cost, for a deputy
chief post to deal with finance and
corporate affairs. That post was filled in
January 2013 while | was still in post.
So, | did take action on that.

Regarding the 1995 report —

Mr Clarke: That was two years after you
came into post.

Mr G Lavery: If | may. The key issue

in the 1995 report, which, | must
admit, | read with great admiration,
was the contractor/customer split. The
recommendation then, because it was
a report of its day, was around creating
the science service as a Next Steps
agency. We did not do that, but, in
2004, we brought in legislation to make
AFBI a non-departmental public body,
putting it at a more significant distance
to create that customer/provider split.
In doing that, we did tee up a number
of problems for ourselves to get those
systems in place. | accept that it took
too long to get them in place, but

the intention was there to meet the

468.

469.

470.

471.

472.

473.

474.

475.

requirements set out in the 1995 PAC
report. Today, we are in a very good
position vis-a-vis the 1995 report.

Mr N Lavery: | fully understand the
Committee’s concerns, having had

the 1995 report and having this
hearing today. That is why | have given
the Committee an assurance on my
oversight of these matters. As Gerry
said, the majority of concerns identified
in the 1995 report have now been
addressed.

Mr Clarke: Sorry, Noel, but most of
those were not addressed until 2012.

Mr N Lavery: Absolutely. | am just
making the point —

Mr Clarke: So, there was an awful time
lapse between 1995 and 2012.

Mr N Lavery: | understand the point; |
put my hand up early on, and the Audit
Office said that it was too prolonged.
The Department and AFBI will accept
that, Mr Clarke, but, in fairness
regarding the comments made earlier,
the positive comments made by the
Audit Office all precede me joining the
Department. That sounded better in my
head than the way that it came out. The
Department has also put together an
ALB sponsor manual, which preceded
me, and the commissioning regime
preceded me. | have asked internal audit
to have a look at that. | added the extra
quarterly reporting, and | added the R&D
requirement on Professor Kennedy.

Chair, my view is that we now have a
robust regime. Time will tell, but | can
assure the Committee that we take the
governance of AFBI extremely seriously.
Again, | welcome the Committee’s
positive comments about AFBI’s
performance.

The Chairperson: Thank you, Mr Lavery.
We can only take you at your word.

Mr Rogers: It is great to get that
reassurance. | go back to the 52
projects that were scuppered after the
special DARD review. Surely, if there had
been effective monitoring and
evaluation, and if there had been an
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effective annual review and forward work
plan for each one of those projects, there
would not have been any need for the
review. The projects that had come to
the end of their lifetime would have been
closed down when they were supposed
to have been closed down. You would
not have needed the other review.

Mr N Lavery: | go back to the point
that Norman made. That was when we
introduced our evidence and innovation
strategy. So, we were concerned about
the balance of the programme at that
stage.

Mr Fulton: It was always envisaged that
we would review the entire portfolio

of research that was being conducted
to ensure that it aligned with the new
strategic direction that was set out in
the strategy, and we stated that in the
evidence and innovation strategy, which
we published in 2009.

485.

Mr Rogers: Surely, if the first review was
effective enough, there would not have
been any need for a review of the review.

Mr Fulton: Yes, but the reviews that
were taking place in AFBI did not

have the benefit of the evidence and
innovation strategy. You have to have the
strategy in place before you can review
against that strategy.

Mr Rogers: | acknowledge what Mr
Lavery just said about lessons being
learned regarding the monitoring and
evaluation and the effective review.

Mr N Lavery: We have put our hands up.
The weakness in those reviews was that
they looked only at benefits and did not
take account of the costs, and the costs
were being managed at a functional
level and AFBI level. The system that

we have now is very different from and
much stronger than that.

The Chairperson: As | said, we can only
take you at your word, and the proof
will be in the pudding. We will keep the
memoranda of reply that you will be
responding to on review.

483.

484.

The Committee has explored deeply
today. We have dug deep into the

earth in order to do our research going
forward with our report. We explored
and tried to understand the example of
poor stewardship. We will consider the
evidence and produce our report in due
course. There have been issues around
some of the lines of questioning on the
further information that your office will
provide to the Committee for its report.

As has been said by all our members,
we appreciate the good work that exists
within AFBI. As you said, Mr Lavery, it
provides significant benefits not only to
the economy but to the farming world
here. We appreciate the work that

you do and continue to do, but, going
forward, we will monitor the way in which
the corporate governance is adhered
to. As | said, we will do that through our
review in 12 months.

On behalf of the Committee, | thank you
for attending our session.
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Intellectual Property

What is Intellectual Property?

Intellectual property (IP) is something an individual/business/organisation creates that'’s
uniquel. Its value, and potential commercial value, lies in its appeal to others who might wish
to use it or the goods it describes?. Intellectual property (IP) generally refers to:

m creations of the mind, such as inventions;

literary and artistic works;
m  designs; and

B symbols, names and images used in commerce.

National and international laws and conventions recognise the product of a person’s mental
efforts as an intellectual property right (IPR). An individual’s creativity and innovation can be
owned in the same way that they can own physical property.

Protecting Intellectual Property Rights

Legal systems recognise that dissemination of creative endeavours can benefit society and
stimulate further creative activity. IPRs therefore allow originators to control access by others
to the products of their creativity and benefit from it. It will often not be possible to control
this access and benefit from it unless the IPRs have been applied for and granted, but some
IP protection such as copyright arises automatically, without any registration, as soon as there
is a record in some form of what has been created.®

UK Government. On-line guide: https://www.gov.uk/intellectual-property-an-overview
Irish Patents Office About Intellectual Property : http://www.patentsoffice.ie/en/about_intellectual.aspx

As cited above.
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The main statutory intellectual property rights cover two main areas:

®m industrial property, concerning patents for inventions, trademarks and industrial designs;
and

®  copyright.

The type of protection required depends on what has been created. For example, artistic
works are protected by copyright, while inventions are protected by patents. More than one
type of protection can be utilised for the same product. For example, you can patent your
product and register its name as a trademark.*

Copyright

Copyright applies to work that is recorded in some way; rights exist in items such as literary,
artistic, musical and dramatic work as well as films, sound recordings and typographical
arrangements. It gives the author specific rights in relation to the work, prohibits
unauthorised actions, and allows the author to take legal action against instances of
infringement or plagiarism.®

Copyright is an automatic international right. To protect the work, the author should mark it
with the copyright symbol (©), the copyright holder’s name and the year the work was created.
This protects the work, as it shows others that it's covered by copyright and who owns it.

To be protected by copyright, the work must be original and physically exist (it can’t be just an
idea). Copyright in the UK lasts for the rest of the creator’s life plus 70 years. UK copyright is
automatically valid in countries who have signed the Berne Convention.

Design Rights
Designs may be subject to three types of protection,

B copyright;
B unregistered design rights; and

B registered designs which may be registered nationally.

Design rights cover the appearance of a product, in particular, the shape, texture, colour,
materials used, contours and ornamentation. A design right does not cover any two-
dimensional elements of a design, e.g. a pattern on a product’s surface. To qualify as a

new design, the overall impression should be different from any existing design. Typically
the creator of the design owns any rights in it, except where the work was commissioned or
created during the course of employment, in which case the rights belong to the employer or
party that commissioned the work.®

Unregistered design rights protect the shape or configuration of a marketable (or potentially
marketable) product, and are used to prevent unauthorised copying of an original design.
Design rights can also be bought, sold or licensed in a similar manner to copyright.”

A unique design created in the UK will automatically become an ‘unregistered community
design’. Unregistered community designs are protected across the EU for up to 3 years after
you make the design public.®

UK Government. On-line guide: https://www.gov.uk/intellectual-property-an-overview

The UK Copyright Service Summary of intellectual property rights: http://www.copyrightservice.co.uk/copyright/
intellectual_property

As cited above.
As cited above.

8 UK Government. On-line guide: https://www.gov.uk/intellectual-property-an-overview
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Patents

Patents are concerned with inventions producing a technical result - of new and improved
products, processes and uses that are capable of industrial application. Patents are grants
made by national governments that give the creator of an invention, for a limited period, an
exclusive right to use, sell or manufacture the invention. After a patent has been granted, the
creator can licence it to other people or defend it against infringements.

Like trademarks, patents are registered at a national or territory level with an appointed
government body.®

Patent registrations can be complicated and are often handled by patent attorneys. It can
take more than 4 years for a patent to be granted. A patent can last for 20 years from the
date it was applied for. After a patent has been held for 4 years, it must be renewed every
year.'®

Trademarks

A trademark can be a name, word, slogan, design, symbol or other unique device that
identifies a product or organisation. To register a trademark, it must be clearly different from
any trademarks already registered for the same type of products or services.

A trademark registration lasts 10 years and is only valid in the country of registration. It can
be renewed every 10 years.'?

Who owns intellectual property?

You or your business usually own the intellectual property if you create something.

If someone employed or subcontracted by an organisation creates something for it, their
contract with the organisation should clarify who owns the intellectual property.

Application and Implications

A 2011 report by Professor lan Hargreaves, Digital Opportunity: A review of Intellectual
Property and Growth, identified that IP policy is an increasingly important tool for stimulating
economic growth'2. Income generated through the commercial use of Intellectual Property
rights can be worth millions of pounds.

Within this context there has been a growing recognition from various government, academic
and commercial organisations of the need to effectively manage and exploit the Intellectual
Property that they and their staff hold.

The UK’s universities are at the forefront of such moves and in May 2013 the Intellectual
Property Office launched a new strategy guide called, Intellectual Asset Management for
Universities®. This guide provides advice and information to universities to help them
understand how they can best use their institution’s IR

In order to create the best environment for IP to be produced and transferred to practical
use, a university must have a suite of IP policies and practices that reflect the university’s
mission. The policies have to sit in a complementary way with the core objective of knowledge

The UK Copyright Service Summary of intellectual property rights:
http://www.copyrightservice.co.uk/copyright/intellectual_property

UK Government. On-line guide: https://www.gov.uk/intellectual-property-an-overview
As cited above.

Professor lan Hargreaves, Digital Opportunity: A review of Intellectual Property and Growth (2011)
http://www.ipo.gov.uk/ipreview-finalreport.pdf

Intellectual Property Office, New guide for Universities to manage Intellectual Property
http://www.ipo.gov.uk/about/press/press-release/press-release-2011/press-release-20110519.htm
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creation, scholarship and learning. An IP policy should at the very least ensure that there are
arrangements in place for sharing any commercial returns from commercialisation of IR that
recognizes the range of IP activities of the university, and that displays a balance of engaging
in IP work for reputational benefit, for positive social and economic impact, and for fiscal
returns.'*

Universities often find it advantageous to work in collaboration with industrial partners or
other universities in order to exploit their research. In order to do this they need to have
IP agreements in place that ensure that they secure the rights to continue to use existing
IP and to exploit the IP that arises from research, whilst also balancing this with working
collaboratively with other institutions, public or private.

Many people may have been involved in the work that leads up to IP creation and the work
that subsequently reduces it to practice, such as staff, students or collaborators from
elsewhere; many of these will not actually own any of the IP that is eventually generated. The
legal rules of IP ownership are different for university employees and non-employees such

as students, consultants, clinicians, honorary academics and employees of other bodies. It
is an important responsibility to ensure that any arrangements which researchers have with
others about IP they have created do not conflict with their obligations to the university under
the IP policy. This will apply in particular to consultancy agreements and sub-contracting
arrangements with other institutions and to any arrangements that an institution makes with
third party publishers.*®

Almost all universities now claim ownership of IP generated by their fixed-term and tenured
staff, whether funded internally or by major public sources, such as the Research Councils.
This is consistent with the general provisions in IP laws which give broad ownership rights

to employers. There are a few exceptions, but these typically reflect situations where, for
historical reasons, there are variations in the terms of employment; some staff may possess
contracts entitling them to retain IP they generate. It is essential that employment contracts
are updated or at least reviewed to ensure that they are consistent with the policies of the
university on staff

One example of an institution which demonstrates how effective policies can underpin the
commercialisation of intellectual property is Cardiff University, which has generated around
£7 million in licence fees and royalties over the last five years through implementing its
Innovation and Engagement Strategy. The University’s research has been developed into

a number of commercial ventures such as MedaPhor Limited, an ultrasound simulation
business which specialises in the development and sale of advanced virtual ultrasound
training systems for the healthcare service.

Since 2004 MedaPhor has benefited from over £1.3 million of investment and new product
development grants. It has also created more than 40 high tech jobs in the local area. Its
ScanTrainer which provides fast and effective ultrasound training has now been sold to 11
hospitals and academic institutions in the UK. The company is now expanding its distribution
to Europe, the US, the Far East and the Gulf.¢

Conclusions
B The management of Intellectual Property and the commercial exploitation of this resource

for economic benefit at an individual, organisational and national level is becoming
increasingly significant;

Intellectual Property Office, Intellectual Asset Management for universities (2013)
http://www.ipo.gov.uk/ipasset-management.pdf

As cited above.

Intellectual Property Office, New guide for Universities to manage Intellectual Property
http://www.ipo.gov.uk/about/press/press-release/press-release-2011/press-release-20110519.htm
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m  The exertion of Intellectual Property rights is likely to continue to be a key challenge for
government, academic and commercial organisations and their staff

B Based on the evidence presented within this briefing note, which largely focusses on
the university sector, the management and exploitation of Intellectual Property relies
heavily upon policies and procedures relating to contracts of employment. Anecdotal
evidence would suggest that this convention may also apply within other sectors including
commercial business and government/publically funded bodies, but this information has
proven impossible to confirm within the timeframe for completing this briefing note.
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Intellectual Property Rights

Introduction

Intellectual property (IP) is the term used to describe intangible assets resulting from creative
work carried out by an individual or a provider. IP can be traded in the same way as physical
assets such as buildings, materials and stock and can be extremely valuable.!

IP can include:?

B an invention or new product

B g product’s design or appearance

B 3 brand or logo

B written work, like content on a website or in a brochure
B artistic work, like photography or illustrations

m  film recordings or musical compositions

®m computer software

Intellectual property rights (IPRs) recognise ownership of IP and provide legal protection
against imitation, theft or unauthorised reproduction and allow the owner to control what
is done with the material they have created.® IPRs can take the form of patents, copyright,
trademarks, or design rights:

B Patents protect technical features and processes, i.e. inventions. They reserve to the
patent owner the right to make, use, import or sell the invention. They last up to 20 years,
subject to payment of an annual renewal fee.

Health & Safety Executive - http://www.hse.gov.uk/research/iprights.pdf
UK Government. On-line guide: https://www.gov.uk/intellectual-property-an-overview

Health & Safety Executive - http://www.hse.gov.uk/research/iprights.pdf
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®  Copyright gives automatic protection (i.e. registration is not necessary) to original written,
dramatic, musical and artistic works, published editions of works, sound recordings, films
and broadcasts. Creator’s copyright generally lasts until 70 years after death.

B Trademarks protect any sign that distinguishes goods and services from competitors’.
They can be maintained indefinitely subject to renewal every 10 years.

m  Design rights protect the physical appearance and visual appeal of products. Registered
designs can be maintained up to 25 years subject to the payment of a renewal fee
every five years. Design rights are automatic (i.e. do not need to be registered) for three
dimensional aspects of a design. Unregistered design rights last for up to 15 years.*

IP Ownership

The law on IPRs is governed by the Patents Act, 1977 (as amended) and the Copyright,
Designs and Patents Act, 1988 (as amended). Section 39 of the Patents Act makes it clear
that intellectual property produced by an employee in the course of their duties becomes the
property of the employer.®

39.<(1) Notwithstanding anything in any rule of law, an invention made by an employee shall,
as between him and his employer, be taken to belong to his employer for the purposes of
this Act and all other purposes if -

(a) it was made in the course of the normal duties of the employee or in the

course of duties falling outside his normal duties, but specifically assigned to him, and the
circumstances in either case were such that an invention might reasonably be expected to
result from the carrying out of his duties; or

(b) the invention was made in the course of the duties of the employee and, at the time of
making the invention, because of the nature of his duties and the particular responsibilities
arising from the nature of his duties he had a special obligation to further the interests of
the employer’s undertaking.

(2) Any other invention made by an employee shall, as between him and his employer, be
taken for those purposes to belong to the employee.

The basic legal situation is that anything created by an employee in the course of his or her
employee duties automatically belongs to the employer unless there is some contract to the
contrary. In the case of patentable inventions, the law also requires that should the patent
result in income for the employer, then some equitable income-sharing scheme be set up with
the employee.®

Sections 40 and 41 of the Act recognise that employees have a right to a fair share of
the benefit derived by the employer from the employee’s effort and skill in producing the
intellectual property.”

41.<(1) An award of compensation to an employee under section 40(1) or (2) above shall be
such as will secure for the employee a fair share (having regard to all the circumstances) of
the benefit which the employer has derived, or may reasonably be expected to derive, from
any of the following -

Hargeaves Report, ‘Digital Opportunity: A Review of Intellectual Property and Growth’, May 2011 -
http://www.ipo.gov.uk/ipreview-finalreport.pdf

See Intellectual Property Office’s amended version of the Patents Act, 1977 (unofficial consolidation produced by
Patents Legal Section, 1 October 2013) - http://www.ipo.gov.uk/pro-types/pro-patent/p-law/ p-legislation.htm
Draft Institutional IPR Policy Statement for SCA Members and Other Organisations

across the Public Sector, Naomi Korn and Professor Charles Oppenheim, March 2009 -
http://sca.jiscinvolve.org/wp/files/2012/02/3.1-Draft-Institutioanl-IPR-Policy-Statement.pdf

See Intellectual Property Office’s amended version of The Patents Act, 1977 (unofficial consolidation produced by
Patents Legal Section, 1 October 2013) - http://www.ipo.gov.uk/pro-types/pro-patent/p-law/p-legislation.htm
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(a) the invention in question;

(b) the patent for the invention;

(c) the assignment, assignation or grant of -

(i) the property or any right in the invention, or

(i) the property in, or any right in or under, an application for the patent,
to a person connected with the employer.

(4) In determining the fair share of the benefit to be secured for an employee in respect of
an invention which has always belonged to an employer, the court or the comptroller shall,
among other things, take the following matters into account, that is to say -

(a) the nature of the employee’s duties, his remuneration and the other advantages he
derives or has derived from his employment or has derived in relation to the invention under
this Act;

(b) the effort and skill which the employee has devoted to making the invention;

(c) the effort and skill which any other person has devoted to making the invention jointly
with the employee concerned, and the advice and other assistance contributed by any other
employee who is not a joint inventor of the invention; and

(d) the contribution made by the employer to the making, developing and working of the
invention by the provision of advice, facilities and other assistance, by the provision of
opportunities and by his managerial and commercial skill and activities.

Value and Sources of IPRs

The recent review of IP carried out by Hargreaves concludes that IP related spending has
come to dominate firms’ investment across the developed world. According to the report,
UK firms spent £137 billion on intangible investment, or investment in IR compared to £104
billion on fixed assets in 2008. Global trade in patent and creative industry licences is how
estimated to be worth more than £600 billion a year (over 5% of all world trade).®

A survey of European inventors conducted in 2003, although now a bit out of date, gives
some indication of the main sources of patent applications.® Most of the UK inventors (about
90%) were employed by companies (about 30% of these were SMEs). About 28% of the UK
inventors received some monetary compensation for their innovations.

The survey report also noted that not all patents are commercially exploited - about 36% of
the European patents in the sample were never used for industrial or commercial purposes.
Some innovations are patented for strategic reasons (i.e. blocking rivals). Some are licensed
out to other parties, and others are not used for commercial purposes because of strategic
reasons or because the owners lack the assets to exploit them.*°

The number of patent applications from Northern Ireland (relative to population size) tend
to be among the lowest in the UK and lower than in the Republic of Ireland and most other
regions in Western Europe (see Figure 1 and Eurostat data).'*

Hargeaves Report, ‘Digital Opportunity: A Review of Intellectual Property and Growth’, May 2011 -
http://www.ipo.gov.uk/ipreview-finalreport.pdf

Final Report of the Patval EU Project, ‘The Value of European Patents: Evidence from a Survey of European Inventors’,
January 2005 - http://ec.europa.eu/invest-in-research/pdf/download_en/patval_mainreportandannexes.pdf

Final Report of the Patval EU Project, ‘The Value of European Patents: Evidence from a Survey of European Inventors’,
January 2005 - http://ec.europa.eu/invest-in-research/pdf/download_en/patval_mainreportandannexes.pdf

Eurostat patent statistics - http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Patent_statistics
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Figure 1. Patent Applications to the European Patent Office in 2010 by NUTS 2 Regions
(Source: Eurostat)

The Intellectual Property Office (IPO) provides advice for businesses on IP and has produced
guidelines on agreeing royalties or a price for IPRs.*? The guidelines are aimed at those who
are:

m  selling or buying IPRs;

®  selling or buying any asset protected by IPRs;

m selling or buying any business in which IPRs are significant assets;
B granting or taking a licence of any IPR; or

B appointing a franchisee, distributor or reseller.

For buyers and licensees, the value of IPRs will depend on factors such as whether the IPR
allows them to:

B increase sales;

® price their products at a premium;

® reduce production costs;

B increase the speed of production;

B improve the quality of their products;
B create customer following;

B gvoid or reduce development costs; or

B erect a barrier against competition.

The advice states that unless IPRs help to create, maintain or increase cash flow, they may
have no real value. Their value will depend on their ability to generate revenue in future, or

Eurostat patent statistics - http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Patent_statistics
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their ability to help the owner or licensee to increase or maintain market share by acting as a
barrier to competition. The value of the IPR will change over time.?

The IPO describes a number of different approaches to valuing IPRs:#

B The cost method involves looking at the costs incurred in developing or creating the IPR,
or what it might cost to develop a similar product or service. This method assumes that
a potential buyer can avoid these costs by buying the IPRs. It appeals to sellers because
it seems fair to them that they should receive at least as much as they have spent.
However, it is an unsatisfactory method for the buyer as the costs incurred in the creation
of the IPRs have no bearing on the income which the IPRs might generate in future or the
amount which the buyer will have to spend to get the product to market. The method may
be more appropriate when valuing IPRs which are in the early stages of development or
when equivalent IPRs may easily be developed.

B The market value method involves looking at sales or licences of similar IPRs in the same
industry sector. However, it is often difficult to use this method because it may be difficult
to identify or obtain information about other transactions involving similar IPRs. The
method is unlikely to be used to value patents as the value of a patent depends on its
novelty, and that novelty means that comparable information is unlikely to be available.

B The income method involves looking at the future income which the IPRs might generate
and the costs of generating that income over the economic life of the IPR. It is difficult,
however, to estimate the economic life of the IPR and the potential market in order to
forecast future income. The way in which the IPR is exploited, the costs involved, the time
it will take to get to market, and the risks involved will also vary from business to business.

B The relief from royalty method is a sub-method of the income method. The thinking behind
this is that if the buyer did not own the IPR, it would need to buy or take a licence of it.
Therefore, the value of the IPR should be equal to the present value of the royalties which
the owner does not have to pay to use the IPR.

B Rules of thumb - In the 1970s, Goldscheider and colleagues found that companies were
paying a median royalty rate of 27% of operating profit.*®> This gave rise to a 25% rule of
thumb being used by many businesses as a starting point to calculate royalty rates. Degan
and Horton found that, when asked what financial measures they used in determining
royalty amounts, more than half of the companies surveyed listed discounted cash flow or
profit sharing analysis, while nearly a quarter used the 25% rule as a starting point.*¢ In
many negotiations the royalty rate actually agreed for a patent turns out to be somewhere
between 25% and 33.3% of the licensee’s anticipated gross profits (before tax) on sales
of products which use the patent. For a trade mark the royalty rate is more likely to be
between 10% and 15%. Most royalties are on net sales, so the 25% rule is adapted to
give a rate on net sales. In many sectors the average royalty rate based on net sales turns
out to be in the region of 5%. This is an average and the figures which underlie it vary
widely. All rules of thumb ignore important factors such as the investment needed, the
risks involved and the circumstances of the parties and should therefore be no more than
a starting point for negotiation.*’

Intellectual Property Office, ‘Agreeing a price for IP rights’ (IP Health Check 2) -
http://www.ipo.gov.uk/whyuse/business/iphealthcheck.htm

Intellectual Property Office, ‘Agreeing a price for IP rights’ (IP Health Check 2) -
http://www.ipo.gov.uk/whyuse/business/iphealthcheck.htm

KPMG Report (2012), ‘Profitability and royalty rates across industries: some preliminary evidence’ -
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Documents/gvi-profitability-v3.pdf
KPMG Report (2012), ‘Profitability and royalty rates across industries: some preliminary evidence’ -
http://www.kpmg.com/Global/en/IssuesAndinsights/ArticlesPublications/Documents/gvi-profitability-v3.pdf
Intellectual Property Office, ‘Agreeing a price for IP rights’ (IP Health Check 2) -
http://www.ipo.gov.uk/whyuse/business/iphealthcheck.htm
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Correspondence relating to Potato Partners NI Ltd.

From the Assembly Liaison Officer

To: Michaela Boyle, Chair, Public Accounts Committee
From: Richard Emerson, NIAO

Date: 18th October 2013

Re: Potato Partners NI Ltd

Potato Partners NI Ltd (PPNI) wrote to NIAO on 27th September 2013 putting forward their
views in relation to the recently published NIAO report on the Agri-Food and Biosciences
Institute.

The C&AG replied to PPNI on 18th October. In his reply, the C&AG explained that he would
copy PPNI’s letter together with his reply to the Chair of the Public Accounts Committee. This
was to ensure that the views expressed by PPNI are available to the Committee in advance
of their forthcoming evidence session on the AFBI report. Accordingly, | have attached these
documents for your information.

If you have any queries please do not hesitate to contact me.
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NIIA[O Northern Ireland Audit Office

Kieran Donnelly 106 University Street
Comptroller & Auditor General Belfast BT7 1EU
Direct Line : (028) 9025 1107
FAX + (028) 9025 1051
E-mail : kieran.donnelly@niauditoffice.gov.uk

webaddress : www.niauditoffice.gov.uk

Mr Geoffrey Conn
Chairman PPNI
58 Tober Road
Ballymoney

Co Antrim

BT53 8NY

i3 October 2013
Dear Mr Conn
The Agri-Food and Biosciences Institute (AFBI)
Thank you for your letter of 27 September regarding the above report.

Firstly, | am grateful for the support of your sector for the work of NIAO in trying to ensure
that value for money is achieved for the taxpayer, and for our scrutiny of Government bodies
to this effect.

I note your concerns around NIAO’s analysis of the potato breeding project within the
recently published report on AFBI. | welcome the opportunity to explain the context to this
report, and why | consider the analysis of this project within this report to have been
accurate, and the conclusions reached to be justified.

Firstly, it is important to highlight that this was a very wide ranging strategic review of AFBI
since its establishment in 2006. The report considered the areas of:

¢ financial and performance management;
¢ management and oversight of the DARD-funded R&D programme; and
e corporate governance within AFBI and oversight of the Institute by DARD.

As such, the study involved a very comprehensive programme of fieldwork, and in such
circumstances the case studies were chosen to be illustrative of wider, more strategic and
thematic issues rather than to represent detailed individual evaluations.

Within our review of the DARD-funded R&D programme delivered by AFBI, it was important
for NIAO to assess the potato breeding programme. This was due to the amount of funding
committed to the programme and the fact that, in 1995, the Public Accounts Committee had
specifically highlighted both the lack of market success achieved by it, and its longevity. As
Comptroller and Auditor General, | determined that my primary focus in assessing value for
money from this project should be based on:

Office of the Comptroller and Auditor General for Northern Ireland
Promoting accountability and best use of public money
Telephone (028) 9025 1100 GTN 440
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o total project costs;

e the extent to which meaningful and ongoing action had been taken by DARD and
AFBI to review the viability of the project; and

o the strength of performance outcomes achieved by the project, and the steps
taken to improve programme effectiveness.

In this respect, | consider that the report captures the relevant information and data, and it is
important to note the facts around this case study were agreed with DARD through a very
detailed clearance process prior to publication. The case study does not purport to be a
comprehensive evaluation of the project nor does it make any value judgments about AFBI’s
scientific work on this project. Furthermore, given that the facts were agreed fully with
DARD and AFBI, | do not accept that the presentation of these facts is ill-informed,
misconceived or superficial.

Nonetheless, | would like to thank you for bringing your comments on the programme to my
attention. In particular, it is evident that you have strong views around the success of the
programme in developing new seed potato varieties, as well as concerns over the failure to
maximise the commercial potential of such varieties over a considerable period.

Consequently, | am copying your letter together with my response to the Chair of the Public
Accounts Committee to ensure that your views are available to the Committee in advance of
their forthcoming evidence session on the AFBI report.

Should you wish to discuss this matter further, please do not hesitate to contact me.

Yours sincerely

Karen Dionnth

Kieran Donnelly
Comptroller and Auditor General
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Potato Partners NI Ltd,
o s 58 Tober Road,
g"&h’@ BALLYMONEY

; Co Antrim

wﬁﬁg BT53 8NY
: T ATO Tel:  +44 28 2764 1737
Fax:  +44 28 9002 0467

pa rtnel‘s e-mail:  ppni@pbsni.co.uk

0.
The Comptroller and Auditor General.

Northern Ireland Audit Office,
106 University Street,
Belfast BT7 1EU.

Dear Mr Dony%y,

The Agri-Food and Bioscience Institute (AFBI).

27 September 2013

I enclose a paper submitted on behalf of the major organisations involved with the potato sector
in Northern Ireland. This has been compiled in response to the references to the Potato Breeding

programme in your recent report on the work of AFBI.

We felt it was important to put on record the facts relevant to this work and in particular its
commercial exploitation. These did not appear to be adequately recognised in the Report which
in our view underestimated the excellence of the breeding work itself and the recent efforts made
by AFBI management to resolve the issues, which for many years impeded successful

commercial exploitation of new varieties.

We are copying this response to the Chairs of the NI Executives Audit and Agriculture and Rural

Development Committees.
Should you wish to discuss or require any additional information please feel free to contact me.

Yours sincerely,

0 4. Oy

Geoffrey Conn Chairman PPNI

Potato Partners (NI) Reg. No. N143500
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Seed Potato Industry Responds to NI Audit Office report on AFBI

To the Comptroller and Auditor General and Chairs of the Agriculture and Rural
Development and Audit Committees.

In responding to the Report by the NI Audit Office on the Agri-Food and Biosciences
Institute, representatives of the potato industry have come together to urge the
Executive to look beyond the ill-informed and superficial comments made in the report

relating to the Potato Breeding work carried out by AFBI.

The various industry organisations are making this submission to Comptroller and
Auditor General and the Chairs of the Agriculture and Rural Development and Audit
Committees of the NI Assembly, to correct some of the misconceptions about the potato

breeding programme which the report perpetuates.

First of all, as business owners and managers we fully support the work of the Audit
Office in scrutinising the work of AFBI and other Government agencies, to ensure that
taxpayers achieve value for money. We note and share the concern expressed about
the need, within AFBI, for robust financial procedures which allow strong budgetary
control to be exercised and effective project management and evaluation procedures to

be adopted.

The common thread throughout the Report is the need for decision making within the
organisation to be based on valid factual information. It is therefore surprising and very
disappointing that the same rigor was not applied to “analysis” of the potato breeding
programme in the Audit Office Report. Had this been done, the unhelpful and superficial
comments on the excellent work being undertaken by AFBI on potato breeding would

have been avoided.
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The objection of the Audit Office to this breeding programme appears to be based on
two issues — i) the duration of the programme and ii) the “lack of significant market

success’.

Programme Duration

Breeding programmes for crops such as potatoes are inherently long term. Even in the
very best breeding programmes, and AFBI is one of those, it takes at least 10 years
from a breeding cross produces a new seedling, until that “variety” is tested for
uniqueness and registered with the EU authorities. Without such testing to prove its
difference and obtain official registration, it can not be marketed in the EU.

It will then take a further 5 or so years of multiplication before it reaches volumes

sufficient to start generating commercial returns.

In short, plant breeding is a long term process and needs to be funded on that basis —
by both the public and private sector organisations involved.

Lack of Significant Market Success
We fully agree with the thrust of the Audit Office argument that the ultimate measures of
research success must have an output / outcome focus with evidence of commercial

benefit to the industry.

| However in the case of a breeding programme, that commercial success can only be
delivered through effective marketing of the new varieties — an activity which clearly is
one for commercial organisations with the infrastructure and expertise to do this
effectively in today’s global markets. The role of the owner of the varieties, as protected
by Plant Breeders Rights, in this case DANI / DARD and now AFBI, is to build
arrangements which ensure effective exploitation of the innovation (the new varieties).

In short, the success of the potato breeding programme depends on two interlinked and

interdependent activities -- breeding and commercial exploitation.
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Breeding

During the period since the breeding work started in 1957 no less than 26 varieties have
been registered through the activities of the Loughgall breeding programme. The
release has been accelerating in recent years, with sixteen of these having been
released since the Westminster PAC report of 1995.

A number of these varieties, including Navan, Carlingford and Sunset, have been
recognised by growers throughout Europe and Morocco as having considerable
commercial potential. Had their commercial value been realised through effective
marketing, the royalty payments earned would have ensured that the breeding
programme was now self supporting, or at the very least was well on the way to that

ideal.

Commercialisation
So why has this not happened? Essentially the commercial failure is down to a series of
commercial decisions by DARD and its predecessors, which were at best unfortunate

and at worst inept.

In 1987 all state bred varieties produced throughout the UK were sold to “Plant
Breeders International” (PBI) — a part of Unilever PLC. This company (PBI) then
became the owners of the varieties which would have been the main money earners for
DARD / Loughgall for many years to come. PBI were granted the rights to all royalty
income on these varieties, including successful varieties such as Navan, Carlingford
and Nieta, for 25 years. This decision effectively cut DARD / Loughgall off from the

income stream from all its breeding activities up to that time.

Although breeding then continued at Loughgall there was no means of marketing these
varieties until a new commercial partner was appointed by DARD in 1995. This
arrangement broke down in 2003; again leaving no commercial partner to market the
new varieties still emanating from the Loughgall breeding programme.
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Despite multiple representations from local growers, breeders, and merchants asking
DARD to resolve the situation quickly, it was only in 2010 with the direct involvement of
AFBI Senior Management and the arrival of staff in DARD prepared to address the

sensitive issues involved, that a new commercial partner was appointed.

This summary indicates that in the 56 years since breeding work commenced, in
only11 of those years has there been an active commercial partner involved in
promoting and marketing the varieties bred at Loughgall and who could deliver a return
to DARD / AFBI for their breeding investment.

The situation is summed up succinctly in the independent report of the “Support
Arrangements and Mechanisms for the Potato Sector” completed for DARD in 2005 by
Peter Quinn Consultancy Services which stated —

“In recent years Loughgall has been successful in breeding a considerable number of
new varieties which were accepted for the National List and from which significant
royalties would have accrued to NIHPBS (AFBI) under a different legislative framework.
At present Loughgall is producing new varieties for the National List more regularly than
is happening in the Netherlands, which is one of the world’s major potato producers”.

The situation has been exacerbated in the 7 years between effective commercial
arrangements (2003 — 2010) when, not only was commercialisation stalled, but stock
levels of varieties were kept to a minimum. This meant that when the contract was
signed in 2010 the new commercial partner was starting to multiply up from a zero stock

base.

Current Situation

Despite this prolonged period of commercial turmoil it says a lot for the excellence of the
AFBI staff that they have continued to work with enthusiasm and diligence — resulting in
10 new varieties being released since the failure of the commercial arrangements in
2003.
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Indeed, confirmation of this is obtained through an analysis of the seed potatoes
registered in NI in 2013 which shows that 21% of the protected varieties grown here had
their origins in the AFBI breeding programme. The figure rises, to almost 30% of the
high grade protected variety pre-basic seed grown.

The new commercial partner, selected in 2010 through a competitive process, was
Potato Partners NI Ltd. This Company incorporates both local breeders and merchants
as well as a large European company with active marketing arrangements in more than
60 countries across the world. This arrangement now provides exciting new
opportunities to commercialise the Loughgall varieties through involvement of a
professional marketing organisation which is active outside areas such as the
Mediterranean Basin, traditionally serviced by Northern Ireland merchants. The facility
also still exists for other NI breeders to avail of the expertise within AFBI, as a

commercial service.

In Conclusion

We believe that the simplistic statements in the NI Audit Office Report on AFBI which
relate to the potato breeding programme have been based on an incomplete
understanding of the complex issues involved and inadequately reflect both the strong
commercial focus of the breeding team at AFBI Loughgall and the effectiveness of their
work. It also fails to recognise the recent actions taken by AFBI management who, once
they had the delegated responsibility for the programme, took resolute action, supported
by DARD, to ensure that the programme becomes financially sustainable and meets the
needs of the industry in the future.

Signed: ~ Date........N.¢""~

Geoffrey Conn.  Chairman PPNI 02% @(AA&‘V ..................
Robin Cherry. Chairman NIPMA ﬁw&déém ...................

Adrian Jamison. Chairman UFU Potato Committee . daLr—wn W
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Correspondence of 22 November 2013 from DARD

Department of

( Agriculture and
¢ Rural Development

www.dardni.gov.uk

From the Permanent Secretary
Noel Lavery

Dundonald House
Upper Newtownards Road

Ballymiscaw
Belfast BT4 3SB

Tel: 028 9052 4608
Fax: 028 9054 4813
Email: noel.lavery@dardni.gov.uk

Aoibhinn Treanor

Committee Clerk

Public Accounts Committee

Northern Ireland Assembly

R.371 Parliament Buildings

Ballymiscaw, Stormont

Belfast BT4 3XX Date: 22 November 2013

Dear Aoibhinn

NIAO Report: The Agri-Food and Bio-Sciences Institute: 12 September 2013

My Department has been in discussions with the NIAO regarding some minor factual errors
that we have identified in our preparation for the evidence session on the above NIAO report.
Eddie Bradley of NIAO has asked that | write to you outlining these errors so that you may
inform the Committee before the hearing on 27 November 2013.

The minor errors which we have agreed need to be amended in this report are as follows:

® Para 3.4 (2nd last sentence): The 2005-06 date referred to in this sentence should read
2006-07.

m  Appendix 1 (text under the heading 2010-11): The line of text in this Appendix “AFBI did
not have formal BP targets for scientific testing” is not factually correct.

| would be grateful if you could notify the Committee of these minor errors.

Yours sincerely
Noel Lavery

Permanent Secretary

cc Eddie Bradley, Gerry Lavery, Norman Fulton, Lisa-Jane Mcllveen, Professor Seamus Kennedy
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INVESTOR IN PEOPLE
If you have a hearing difficulty you can contact An Roinn Talmhaiochta agus Forbartha Tuaithe
the Department via the textphone on 028 9052 4420 Mannystrie o Fairms an Kintra Fordérin
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Correspondence of 3 December 2013 to DARD

Public Accounts Committee

Room 371
Parliament Buildings

Ballymiscaw
BELFAST BT4 3XX

Tel: (028) 9052 1208
Fax: (028) 9052 0366
E: pac.committee@niassembly.gov.uk
aoibhinn.treanor@niassembly.gov.uk

Noel Lavery

Accounting Officer

Department of Agriculture & Rural Development

Dundonald House

Upper Newtownards Road

Ballymiscaw

Belfast BT4 3SB 03 December 2013

Dear Noel,

Public Accounts Committee Inquiry into the Agri-Food and Biosciences Institute (AFBI)

Thank you for participating in the meeting of the Public Accounts Committee on 27 November
2013, and for the evidence you provided in relation to the above inquiry.

During the meeting you agreed to provide additional information about a number of issues
raised to assist the Committee with its deliberations. | would ask that you provide the
following information.

® |n relation to all of the AFBI sites, a breakdown of their functions, purpose, area, running
costs and staffing numbers.

B |n relation to the generation of royalties, officials in attendance undertook to provide the
Committee with a breakdown of the royalties received per annum; what those royalties
relate to; information on the distribution of those royalties in terms of the percentage
share to AFBI, to DARD and to the scientist(s) whose work led to the generation of the
royalties; and elaboration of the argument relied upon at the hearing that royalties offset
running costs that would otherwise have to be paid by DARD.

m  The Baker report of 1987 was discussed in terms of intellectual property and research
findings making their way into the economy and driving benefits from research findings
out of public sector organisations. The Committee requests a breakdown, with associated
figures, of how a return on intellectual property to the inventor works within AFBI, and
elsewhere in the public sector.

® A copy of AFBI’s rewards to inventors scheme.

®  Comparative data on the schemes run by similar research organisations in other
jurisdictions.

®  An overview of problems the Department has encountered with benchmarking of AFBI,
how and in which areas benchmarking is progressing and the order of associated public
expenditure. Also, please provide information in relation to where benchmarking is
delivering results;

m  (Clarification of how many of the R&D projects referred to in the NIAO report were
completed under full appraisal threshold and under the initial estimates.
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® The Committee was informed that Post Project Appraisals have now been completed for all
the R&D projects and that a proper change control process is how in place, where it was
previously missing. The Committee would request information on when the process was
introduced and the impact that it has had on projects since its introduction.

m The Committee was puzzled that it had not been possible to establish the expected
duration of the 125 projects examined by the NIAO. Witnesses submitted that from the
information retained in relation to the projects it might be possible to provide the finalised
date for those projects that are completed and those that have had PPEs carried out.
Please provide the Committee with more accurate information in relation to each individual
project and indicate why it is possible to provide this information at this stage but it was
not possible when the NIAO conducted its fieldwork.

B |n March 2012, a DARD review of AFBI's R&D projects resulted in two thirds of the projects
being immediately terminated. Please provide a breakdown of the cost that had been
incurred by each project at the time of termination. Witnesses submitted that value was
retained by the public sector as research from these projects was diverted into other
subsequent bodies of work. Please elaborate on how this learning was captured, which
of the 52 terminated projects fed into other projects, how the Department measures the
value of this work and the progress and lessons learned from the Post Project Evaluations
of those projects.

| should be grateful if you would reply with the information requested to the email
addresses above by Tuesday 17 December 2013. If you have any data handling concerns
about the content of your reply, please state and explain them clearly for the Committee’s
consideration.

Yours sincerely,

bk £l

Michaela Boyle

Chairperson
Public Accounts Committee
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Correspondence of 17 December 2013 from DARD

Department of From the Permanent Secretary

( Agriculture and Noel Lavery
' Rural Development Permanent Secretary’s Office
www.dardni.gov.uk Room 636, Dundonald House
Upper Newtownards Road

Ballymiscaw

Belfast BT4 3SB

Telephone: 028 9052 4608
Fax: 028 9052 4170
noel.lavery@dardni.gov.uk

Ms Michaela Boyle MLA

Chairperson

Public Accounts Committee

Room 371

Parliament Buildings

Stormont

Belfast Date: 17 December 2013

Dear Michaela

Public Accounts Committee inquiry into the Agri-Food and Biosciences Institute (AFBI)

Thank you for your letter of 3 December in which you requested additional information

in relation to a number of issues that were discussed at the Public Accounts Committee
hearing on 27 November. | have attached to this letter detailed responses to all save one
of your requests, and | hope that the responses are clear and assist the Committee with its
deliberations.

The only outstanding issue, | believe, relates to royalties. The following is intended as a
partial response to the Committee’s request:

“In relation to the generation of royalties, officials in attendance undertook to provide the
Committee with a breakdown of the royalties received per annum; what those royalties relate
to; information on the distribution of those royalties in terms of the percentage share to
AFBI, to DARD and to the scientist(s) whose work led to the generation of the royalties and
elaboration of the argument relied upon at the hearing that royalties offset running costs that
would otherwise have to be paid by DARD.”

Breakdown of royalties received by AFBI

AFBI receives royalty income from patents which are licensed to animal health companies.
These include royalties in relation to sales of a salmon pancreatic disease vaccine and a
vaccine against post-weaning multi-systemic wasting syndrome in pigs. The first is by far
the less significant of the two, e.g. of the £6.3m gross income from royalties recorded in
2012/13, £347k was received in respect of the Salmon pancreatic disease patent.
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INVESTOR IN PEOPLE
If you have a hearing difficulty you can contact An Roinn Talmhaiochta agus Forbartha Tuaithe
the Department via the textphone on 028 9052 4420 Mannystrie o Fairms an Kintra Fordérin
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The table below has been drawn from AFBI’s accounts. From 2008/09 royalties received were
reported as a distinct income stream.

Year Gross Royalty Income

2008/09 £2.375m
2009/10 £2.857Tm
2010/11 £4.056m
2011/12 £5.248m
2012/13 £6.30m

The 2011/12 accounts indicate that “Royalty income is received gross of a 10%
administration fee”.

In addition scientists received a share of 10% of royalties in relation to the first patent, inline
with AFBI’s Rewards to Inventors Policy. This policy was approved by DFP in 2010 and is
attached for your reference.

In relation to the second royalty income stream, a proportion was also paid to scientists.
These payments were made as a result of claims brought against DARD/AFBI under the
1977 Patents Act. The claims were brought prior to the approval of AFBI’s Rewards to Staff
Policy. Whilst most of these cases were settled out of court, one remains outstanding. Both
DARD and AFBI have obtained legal advice in relation to the disclosure to the Committee of
the percentage share of royalties to the scientists for this second royalty income stream.
The advice received is subject to further consideration and clarification and, as a result, | am
unfortunately unable to provide you with the breakdown requested by the Committee at this
point in time. | apologise sincerely for this and would like to assure you that | am seeking to
resolve the issue urgently.

The contribution that AFBI’s royalty income makes to running costs

AFBI’s net royalty income for 2012/13 exceeded £5m; this was after deductions for costs
and payments to scientists. AFBI’'s gross expenditure for this year was £58.8m (excluding
taxation). DARD provided £40.0m of resource and depreciation budget, with the balance of
funding, some £18.8m, derived from AFBI’s external income. Included within this external
income was a gross royalty receipt of £6.3m. As noted previously, the net benefit to AFBI of
the royalty income, after taking into account deductions, exceeded £5m. Without this income,
AFBI would have been forced to ask DARD to reduce its Assigned Work Programme or to
provide additional funding to meet this cost.

Please let me know if you require any further information or clarification on any of the
responses provided to the Committee’s information requests. | will write to you again at the
very earliest opportunity in relation to the breakdown of royalty income request.

Yours sincerely

Noel Lavery
Permanent Secretary
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Enc:

B Annex 1- AFBI site information

B Annex 2 — Baker Report 1999

®  Annex 3- Intellectual Property within AFBI, in the public sector and in other jurisdictions
B Annex 4- AFBI's Rewards to Inventors Policy

B Annex 5 - Benchmarking

B Annex 6 — Projects completed under threshold and below estimates
B Annex 7- R&D change control process

B Annex 8A - R&D project duration (narrative)

B Annex 8B — R&D project duration (spreadsheet)

B Annex 9A — Terminated projects (narrative)

® Annex 9B - Costs incurred on terminated projects at point of cessation
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Annex 1: A breakdown of the functions, purpose, area, running costs
and staffing numbers for each AFBI site

Newforge Lane

Agri-Environment Branch

This Branch is based at Newforge Lane and uses facilities and land at Hillsborough for its
field work. Agri-Environment Branch activities are focussed on assessing the environmental
impacts of agriculture, with the overall objective being to develop an integrated research
programme addressing land and nutrient management issues. This includes DARD funded
research on greenhouse gas emissions, water quality, soil quality and sustainable nutrient
management. The Branch provides a sound scientific basis for government policy on
agriculture and the environment and helps Northern Ireland comply with a range of EU
legislative measures e.g. the Nitrates Action Plan. The Branch is participating in a number of
cross-border and EU research projects in these areas.

Plant Health and Environmental Protection Branch

The Branch has two main activity areas: Plant Health and Biodiversity and Plant Diagnostics
and Biomaterials. The Plant Health and Biodiversity programme includes the study and
control of fungal, bacterial and viral diseases; vertebrate and invertebrate pests and weeds of
arable, horticultural, grass, forestry and sustainable energy crops. This is linked to the Plant
Diagnostics and Biomaterials programme which includes expertise in identifying plant, pest
and microbial pathogens. For example, the unit confirmed the first cases of Chalara fraxinea,
the cause of Ash Dieback in autumn 2012 and it currently provides a diagnostic service for
DARD and DAFM with thousands of tests carried out on suspect ash samples during the

last year.

Fisheries and Aquatic Ecosystems Branch

This Branch is located primarily at AFBI Newforge with a smaller station based at Bushmills.
The key programmes within the Branch focus on marine ecosystems, coastal zone
management, biological oceanography and freshwater fisheries. One of the important
resources within this Branch is its marine research vessel, the Croystes. This ship is used to
carry out projects in the Irish Sea, including fish stock assessments and sea bed mapping.

Much of the Branch activity is carried out to provide scientific evidence to support policy for
DARD and other Government Departments, such as DCAL. The Branch, in collaboration with
Agri-Environment Branch, is also involved in providing advice on sustainable management of
Lough Neagh commercial and recreational fisheries.

Food Science Branch

The Branch has core expertise in food chemistry and microbiology and underpins AFBI'’s
statutory analytical work and emergency response capability on chemical, bacterial and
radionuclear contaminants. Food Science Branch also provides specialist advice to
Government and the private sector. This capability is underpinned by research which the
Branch conducts on behalf of DARD and other Government departments, including the Food
Standards Agency, and food businesses. Collaboration with other AFBI branches allows this
research to encompass the entire food supply chain through to the quality and safety of
the food produced. The Branch is also UK National Reference Laboratory for Milk and Milk
Products.

Agricultural and Food Economics Branch

The Branch has an established national and international reputation for providing high
quality socio-economic research to support decision making in DARD and other Government
Departments, Non Governmental Organisations and the private sector. The research
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programme encompasses sustainability of agri-food systems, environment and climate
change and rural development and policy impact analysis and includes projects on the dairy,
beef, sheep meat, pigs, poultry, cereals, oilseed and liquid biofuel sectors as well as the rural
environment and rural society. This provides an evidence base in relevant and accessible
formats for stakeholders via policy and practice briefs, reports, research papers, seminars
and tailored knowledge transfer events.

Hillsborough

Agriculture Branch

The Branch is based primarily at the 310-hectare AFBI farm at Hillsborough with a smaller
unit conducting research at a monogastric research facility and endocrinology laboratory at
AFBI Newforge. The Hillsborough site also includes the Renewable Energy Centre.

AFBI Hillsborough, with its specialised experimental facilities, is used in multi-disciplinary
research programmes with the analytical services laboratory providing a commercial forage
analysis service for the dairy, beef and sheep sectors. Branch resources are focused on the
development of research programmes on climate change (measuring agricultural greenhouse
gas emissions; renewable energy generation and use), sustainable livestock systems (dairy,
beef, sheep and pigs & poultry) and knowledge exchange. Much of this research activity is
carried out on behalf of DARD but the Branch also undertakes research for other funding
bodies including EU, farmer research levy boards (AgriSearch and PigRegen Ltd) and a range
of commercial companies.

Loughgall

Crops, Grassland and Ecology Branch.

This Branch is centred at the Loughgall and Crossnacreevy sites, with a small number of staff
also based at Newforge.

The key objective of work within the Branch is to exploit the diversity and range of crop plants
which can be successfully and economically grown in Northern Ireland while considering
options and adaptations to cope with predicted climate change. The Horticulture, Plant
Breeding and Land Use programme is centred AFBI Loughgall. The horticulture research
programmes are aimed at meeting the needs of industry and focus on mushrooms and top
fruit. Plant breeding programmes also provide the research base for the breeding of new
varieties’ of grass and potatoes. The land use programme includes research on short rotation
willow coppice as a renewable energy option.

Crossnacreevy

Crops, Grassland and Ecology Branch.

The Plant Testing and Agronomy programme within the Branch is based at AFBI Crossnacreevy
and includes the Official Seed Testing Station where the annual recommended list of grass
and clover varieties is a key tool for advisers and the seed industry.

Bushmills

Fisheries and Aquatic Ecosystems Branch

Part of the Branch is located at AFBI Bushmills, based at the River Bush where there

is longterm research into the ecology and population dynamics of Atlantic salmon. Its
experimental facilities allow trapping and counting of wild salmon smolts (juveniles) migrating
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to sea and adults returning to freshwater to spawn. This site is not owned by AFBI. It is
owned and operated by DCAL.

Stormont Site & Omagh

Four of AFBI’s five Veterinary Science Division (VSD) Branches (i.e. Bacteriology, Chemical
Surveillance, Immunodiagnostic and Virology) are located entirely on the VSD Stormont site.
Disease Surveillance and Investigation Branch is predominantly based on the Stormont site
but also operates from a smaller satellite Veterinary Investigation Centre in Omagh. This
laboratory in Omagh is essential in providing disease surveillance coverage (including large
animal post-mortem facilities) to the west of the province.

The main areas of work of the 5 VSD Branches include:

Bacteriology Branch

The Bacteriology Branch is located in a modern building which houses suites of laboratories
at biocontainment categories 2 and 3. The work programme includes statutory, analytical and
research work, on the major bacterial pathogens of animal and public health significance.
Much of this work underpins important DARD animal disease control programmes in areas
such as bovine tuberculosis and brucellosis. Other work areas include food-borne zoonoses,
paratuberculosis, botulism and mycoplasmosis. The skill base within the Branch spans

from traditional bacterial culture methods, through molecular diagnostics, test development,
experimental models, immunology and genetics, to experimental design and epidemiology.
Bovine tuberculosis is currently a major research focus of the Branch.

Chemical Surveillance Branch (CSB)

The Branch encompasses an EU National Reference Laboratory for veterinary drug residues
that provides screening and confirmatory analysis for a wide range of veterinary drug residues
and marine biotoxins. Tests are carried out for residues of licensed veterinary drugs and
illegal compounds in meat products from cattle, sheep, pigs, poultry and fish, milk and eggs,
and animal feedingstuffs. This work is supported by basic and strategic research that has
resulted in the development of novel analytical methods for a wide range of compounds.

Disease Surveillance and Investigation Branch (DSIB)

The animal disease diagnostic services provided by the AFBI Stormont and Omagh
laboratories safeguards animal and public health by identifying the causes of disease in
submitted material and promote the competitiveness of the agri-food industry. Surveillance
for notifiable, zoonotic (transmissible to humans) and emerging diseases forms an important
part of this work.

A comprehensive range of laboratory tests is available to assist in the diagnosis of animal
disease and provide detailed information on the health status of herds and flocks. Specialist
advice on animal diseases is given to the agricultural industry and veterinary profession.

A high throughput of diagnostic work allows AFBI to identify outbreaks of notifiable diseases,
new or emerging diseases, changes in patterns of endemic diseases and conditions
appropriate for further research. These activities help underpin the animal health status of
Northern Ireland.

DSIB also operated the AFBI Cattle Health Scheme in Northern Ireland. Benefits of this
scheme include improved disease control, improved profitability, advice on biosecurity and
certification of cattle health status with regard to BVDV, IBR, L.hardjo and Johne’s disease.
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Immunodiagnostic Branch (IDB)

A large volume of serological testing is carried out in IDB on behalf of DARD and industry
customers. This work includes serological testing in support of DARD’s brucellosis eradication
programme, surveillance for exotic diseases such as enzootic bovine leucosis and highly
pathogenic avian influenza, equine viral serology, avian viral and Mycoplasma serology, and
tests required for the export/import of animals. The Branch also maintains contingency plans
for outbreaks of major epizootic diseases and encompasses a transmissible spongiform
encephalopathy (TSE) testing unit.

Virology Branch

Research and development is carried out on the detection, control and early pathogenesis
of viral diseases of economic importance in farm animals, poultry and fish, vaccinology,
molecular virology, development of novel diagnostics and the immunopathogenesis of
viral diseases. The Branch is also responsible for molecular confirmation of incidences of
epizootic disease.
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External links
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a DTl's Research and

"Creating knowledge creating wealth" Realising Development
the economic potential of public sector research website
establishments

A report by John Baker to the Minister for Science
and the Financial Secretary to the Treasury

Contents

Executive summary
introduction and background to the study
Current practice, the scale of the knowledge transfer
opportunity and principles for this study

4. Culture and commitment: the knowledge transfer
mission

5. PSRE/Sponsor relationships: Control of IP and financial
freedoms
Incentives for PSRE staff
Access to commercialisation expertise

1. Executive summary

2. Introduction and background to the study

Remit
1.1. I have been tasked by the Treasury and DT Ministers to:

investigate the commercialisation of research in the Government's
public sector research establishments ("PSREs") - focussing in
particular on issues of good practice, barriers to successful
commercialisation, culture, management and the PSRE-sponsor
body relationship.

make recommendations for increasing the rate at which their
research is successfully commercialised, consistent with other
Government objectives for PSREs.

The full terms of reference are at paragraph 2.4.

Context

1.2. PSREs are a diverse collection of public bodies carrying out
research in pursuit of various Government objectives, including
improving quality of life and economic development through

advances in hasic science and informing Government policy making
and statutory and regulatory functions.

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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1.3. In machinery of Government terms, PSREs fall broadly into two
groups: those that are part of, or directly sponsored by, Government
departments; and those which are sponsored by the UK Research
Councils. A list of PSREs considered in this study are at Annex 1.

1.4. This study is a contribution to the Government's policy objective
of improving the contribution of publicly funded science to wealth
creation, and of ensuring the productive use of Government assets.
it fulfils a commitment made in last year's Competitiveness White
Paper which addressed the importance of translating research from
both the university and Government sectors into jobs and prosperity.
PSREs generate large bodies of knowledge predominantly at the
taxpayer's expense, and there is a moral and economic imperative
to ensure not only the advancement of knowledge but, where
possible, the exploitation of that knowiedge for the benefit of the
nation. .

1.5. In carrying out the study | noted that many PSREs are already
active in commercialisation, and that Government policy has for
some time encouraged this. | therefore saw my role as helping to
give fresh impetus to efforts already in train, rather than suggesting
totally new departures for Government. | was also clear that my task
was not to review the continuing status of PSREs as public sector
bodies, which is the function of the Prior Options Reviews.

Methodology

1.6. Between February and June 1899 | gathered data for my study
by means of questionnaires issued to over 40 PSREs and meetings
with key individuals in PSRES, their sponsor Government
departments and Research Councils, and other interested bodies. |
also chaired a relevant conference. | was supported by a small team
of officials from the Treasury and the Office of Science Technology
("OST") within DTI. There is a description of the data gathering
process in chapter two. It is important to note that my coverage of
PSREs was not exhaustive.

Current practice, the scale of the knowledge transfer
opportunity and principles fot this study

The current state of play

1.7. Many PSREs are engaged in commercialising their research
and expertise.

1.8. PSREs' commercialisation activities take a variety of forms,
Common routes are collaboration with industry to solve problems
(often in the context of contract research for industry), and the
licensing of technology to industry users, either directly or through
intermediaries like BTG. Many PSREs are also engaged in the sale
of services, data and software to the business sector. The formation
of joint ventures and spin-out companies is rarer, and where is does
oceur is usually associated with PSREs which have links with
industry where there is a strang demand for the output of research,
in particular the biosciences and defence industries. In some
instances, PSREs see the free dissemination of their research
outputs as the most effective means of knowledge transfer, with
economic benefits accruing to an industry as a whole, rather than to
individual players.

1.9. Collectively, | have adopted the term "knowledge transfer” to
encompass these different routes for exploiting research outputs. 1
see no reason to doubt that all these routes, including free
dissemination of research outputs, have their place, provided that
there are systems in place for ensuring that the most appropriate is
chosen.

The scale of the opportunity for knowledge transfer

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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1.10. Itis generally perceived in Government and in PSRESs, and it
was a theme of the conference | chaired in April, that the
Government sector taken as a whole is not as advanced in the
knowledge transfer arena as the best of the university sector - or as
the Government sector in the US. My study did not aliow a direct
comparison of these sectors. Nevertheless | was anxious to
determine to what extent any under performance of PSREs was a
reflection of the opportunities for commercialising PSRE research
(as distinct from the capabilities for commercialising).

1.11. t found that the scale of the opportunity varies greatly
depending on the size and mission of the PSRE, the kind of science
it does and the nature of the industry sectors for which the science
is most relevant. Only a minority of the intellectual property
generated in PSRESs is likely to have large commercial potential.
Nonetheless, much more could economically be done to ensure that
opportunities for franslating research into jobs and prosperity are
identified and exploited.

back to top

1.12. The strength of the demand from industry is probably the
single biggest determinant of the commercialisation opportunity. An
industry dominated by large successful companies, for example
pharmaceuticals, has the resources to seek out and exploit PSRE
research effectively. Small, fragmented, or low margin industries like
sections of the UK engineering sector provides little "industry pull". If
the Government wants to address PSRE commercialisation in the
round, it will need to consider how to maximise industry pull, as well
as "PSRE push”.

1.13. | found that some PSREs questioned the relevance or
appropriateness of the commercialisation agenda to their institution.
| recognise that it will not be productive for all PSREs to engage with
this agenda, and that the biggest advances are likely to be the result
of existing players getting better at the knowledge transfer game.
Nenetheless, | believe the presumption should be for all PSREs to
engage.

Principles for the study

1.14. In seeking to frame recommendations for action, | found it
necessary to be explicit about the principles or "ground rules”
governing the form and extent of a sensible and effective
Government agenda. These are as follows:

| take it as read that the first priority of each PSRE continues to be
the advancement of knowledge in pursuit of the Government
objectives which it serves. Commercialisation of research outputs is
a second priority. Nothing | advocate in this report is intended to
undermine the capacity of PSREs to deliver their primary outputs.

That said, the presumption should be in favour of pursuing
knowledge transfer where possible. Government and PSREs should
ask "why not?" not "why?". Where there are potential conflicts of
interest (between different PSRE objectives, or for individual
scientists) the aim should be to manage the conflict. The potential
for conflict should not in itself be a reason not to engage in
knowledge transfer.

| take it as read that the main reason for pursuing knowledge
transfer is to create economic benefit for the nation, rather than
generate additional revenue for the Government. Nonetheless,
PSREs need the incentive to generate revenue in order to engage
in wealth creation activities.

Knowledge transfer is a difficult and complex process. Government

should be realistic about what is needed to do it properly:
commitment, resources, skills and proper management systems. In

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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particular, Government must recognise that effective knowledge
transfer costs money. Even the proactive management of IP, a
prerequisite to commercialisation, is expensive.

PSREs are not a homogeneous universe of bodies. They
encompass a very broad diversity of size, mission, types of science
and constitution. There can be no question of a "one size fits all"
solution for boosting the levei of knowledge transfer. Nor does
central Government have the means of prescribing in detail the
solution for each PSRE. it should concentrate on creating, and if
necessary policing, a supportive framework of rules and incentives
within which the right people can make sensible decisions about
commercialisation

In particular, it seems to me impossible for central Government to
favour particular routes to market over others. The best route to
market will depend on a host of factors concerning the nature of the
PSRE, its science and its potential markets. What Government must
seek to ensure is a commitment to knowledge transfer, buttressed
by systems for making the best choice of route to market, after a full
cansideration of the options.

If Government is keen to see industry demand for PSRE outputs
maximised, it must accept that industry is global and that some
commercialisation deals will entail the export of UK-generated
intellectuat property as well as the import of foreign generated IP.
This is considered further in chapter 3.

back to top
Cuiture and commitment: the knowledge transfer mission

1.15. i found that technology transfer is most effectively pursued in
those PSREs which see it as an explicit part of their mission and
culture, and where it is enthusiastically led by senior management,
and supported by the sponsor department or Research Council.
These are critica! success factors, but are far from universal. There
is considerable scope for imbuing PSREs and their sponsors with a
greater sense of mission in relation to technology transfer,

1.16. PSREs need not only commitment to knowledge transfer, but
permission to pursue it whole-heartedly. Knowledge transfer is
currently pursued in a public sector climate which is predominantly
risk-averse. This culture is inimical to the robust pursuit of
commercial opportunities and one that Government must tackle as a
priority.

1.17. A more mature and less punitive attitude to risk is needed,
which recognises the inevitability of failures and which promotes risk
management, not risk avoidance. This is starting to be recognised in
the wider context of the Modernising Government agenda, but more
needs to be done, and specifically in relation to PSRE knowledge
transfer. PSREs should not have to live in fear of punishment for
failure after the event, but rather be obliged to have proper risk
management systems before the event. The bodies who supervise
and audit PSREs shouid be encouraged to take a portfolio approach
to risk, recognising there will be winners and losers.

Recommendations

1.18. | welcome the movement in Government towards a more
mature understanding and handling of risk. Treasury and OST
should work with the NAQ and the PAC to promulgate an
accountability framework for commercialising public sector research
which emphasises portfolio risk management and transparency of
operation rather than incentivising risk avoidance.

1.19. A key challenge for Government is to ensure that leadership in

the PSREs is committed to drive commercialisation as an explicit
part of their mission. To that end and where such practice is not

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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already current:

All Government purchasers of PSRE research should have as part
of their research mission the explicit objective of transferring PSRE
research outputs to the wider economy; this should be explicitly
reflected in all contracts between sponsors (and other Government
purchasers of research) and PSREs.

PSREs themselves should have knowledge transfer as an explicit
part of their mission

The knowledge transfer objective should be embodied in the job
description and personal objectives of the PSRE chief executive and
be seen as his or her personal responsibility. it should be cascaded
through the personal objectives of senior management and scientific
staff.

PSRE chief executives should be required to develop, implement
and secure staff support for a strategy for identifying and realising
opportunities for translating research outputs into wealth creating
products and processes. In particular these strategies must address
the management systems that will support the commercialisation”
effort, acquisition of the necessary market knowledge and the
management of conflicts of interest.

PSRE chief executives should develop performance measures and
targets against which their knowledge transfer efforts can be
assessed.

As and when vacancies for PSRE chief executive posts arise, the
ability to lead and motivate a PSRE's knowledge transfer activities
should be an explicit recruitment criterion.

PSRE/Sponsor relationships: Contro! of IP and financial
freedoms

1.20. | found that a number of key barriers to knowledge transfer
arose in the context of the relationship between PSREs on the one
hand and their sponsor bodies and other Government funders of
research.

Managing intellectual property

1.21. Managing intellectual property - identifying, protecting and
exploiting it - is a difficult and complex process. Some PSREs
choose to outsource much of this work. This may be an appropriate
route particularly for smaller PSREs who cannot support internal
expertise. But the responsibility for managing IP still clearly lies with
the PSRE chief executive, who must have the ability to exercise that
responsibility as effectively as possible. In several instances | have
found that this ability is seriously compromised by the insistence of
the parent body {(or other Government funder) on retaining the
ownership of the [P and the authority to assign it to third parties. The
result can be critical delay in negotiating licensing deals, especially
if the parent wishes to have case by case involvement in decisions
about the assignment of IP. | was cited instances of deals falling
through altogether because of this. Worse problems arise when the
PSRE receives funding from several bodies all with different policies
on JP ownership and control.

Financing problems
1.22. PSREs face problems finding:

e development or pre-seed finance - typically for demonstrating the
commercial feasibility of prototype products or processes. This is
beyond the stage that is funded by research income, but usually
before the stage at which business investors or venture
capitalists are prepared to step in.

& resources for administering knowledge transfer activities - for

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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example the cost of the necessary advice, skills, expertise,
patenting costs etc.

1.23. The problem is seriously exacerbated for those PSRESs, mostly
departmental PSRESs, which fack the freedom to maintain and
deploy surpluses. This arises when parent bodies maintain strict
cash controls over their PSREs, preventing them carrying over end-
year surpluses, or retaining the proceeds of commercialisation
deals. The result is that the PSREs neither can afford nor have the
incentive to engage in commercialisation. This is despite the
Treasury's guidance on Wider Markets that public bodies shoulid be
altowed fo retain their receipts from commercialisation activities.

1.24. Similar problems can arise for some Research Council
institutes not all of which are content with the arrangements for
dividing the proceeds of commercialisation between themselves and
their parent Research Councils. Such arrangements should err on
the side of generosity and provide proper incentives for the
institutes. Research Councils should not and should not be seen to
use these arrangements as a means of clawing back grant.

1.25. A number of PSREs also highlighted that they were not
eligible to compete in their own rigit for Government funds available
through various Government schemes aimed at promoting closer
university/business links, for example University Challenge.

Recommendations

1.26. There is a pressing need to remove the bureaucratic hurdles
relating to IP and financial controls. They are a particular problem
for those departmental PSREs which do not have ownership and
contro! of the [P they generate, and which are subject to tight
financial and managerial controls by the parent department. These
PSRESs are further constrained by the civil service management
code, discussed below. They are, in short, too close to central
Government to have the freedoms necessary to pursue commercial
objectives effectively. Their position is in contrast to that of the
Research Council institutes, which are more at arm's length from
Government.

1.27. | strongly recommend that the departmental PSREs be put at
greater arm's length from Government departments. Ministers
should consider how this should best be done for each of these
PSREs, with the presumption in favour of a move to less central
control - except where there is an overwhelming case to the
contrary.

1.28. Such a move would improve their capacity to engage in
knowledge transfer, and by underlining the purchase/provider split
might be expected to deliver wider benefits. At the same time it
would not, as far as | can ascertain, undermine their capacity to
deliver their primary outputs. Indeed, | have encountered no good
reasons why any of the departmental PSREs should remain as such
(except in the case of the very smallest, for which the administrative
costs of such a change of status might be disproportionate). The
Non-Departmental Public Bodies {"NDPB") model would seem to be
a good one, but other options might be appropriate in some cases.

1.29. Whether or not Ministers wish to pursue this course of action,
there is an overwhelming case for requiring that:

IP generated by a PSRE be owned by the PSRE and assigned by
authority of the chief executive, unless effective alternative
arrangements already exist (they do so in the case of the MRC, but
in no other instances that | have been able to find). The case by
case involvement by public sector funders of research in decisions
about the assignation of intellectual property - uniess they have
specific expertise and support to bring to the table - does not
generally seem to add value and can be harmfut.

http://www.hm-treasury.gov.uk/documents/enterprise_and productivity/research_and... 19/12/2007
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Parent organisations should allow their PSRESs the full freedoms to
carry forward surpluses and retain receipts and other financial
freedoms which are available under the Treasury's recent Wider
Markets guidance. Arrangements for dividing commercialisation
receipts between sponsors/funders and PSREs should err on the
side of generosity to the PSRE.

1.30. Other action is needed to address the difficulty of financing the
costs of knowledge transfer

Ministers should examine the scope for extending the eligibility
criteria of initiatives for promoting knowledge transfer, in particular
University Challenge, to include PSRESs, where these are not
already eligible.

Given.the importance of industry demand as a driver of knowledge
transfer, Government should look at the scope for drawing PSREs
into current schemes which incentivise business to participate in
knowledge transfer,

In agreeing future income streams with parent bodies and other
purchasers, PSREs should be explicit about the costs associated
with implementing a knowledge transfer strategy. Government must
be prepared to meet these costs if it wants to give parity of esteem
to the knowledge transfer mission.

Government should consider earmarking some funds to meet the
costs of knowledge transfer in the PSREs,

back to top
Incentives for PSRE staff

1.31. Scientists are predominantly motivated by the conduct of
research and by the esteem that derives from publication and peer
review, If greater emphasis is to be placed on knowledge transfer at
the Governmental and institutional level, this needs to be reflected
by a rebalancing of incentives for scientists, so that there are
rewards not only for doing science but also for exploiting it. This
need is increasingly being recognised. Schemes for rewarding and
incentivising PSRE staff for participating in technology transfer are
now widespread within the Research Council Institutes and are
regarded as an integral part of the process of promoting
commercialisation and an entrepreneurial culture. Government
should support this trend, ensuring that such incentive schemes
become universal and helping to promote best practice.

1.32. It should be a requirement for PSRE chief executives that they
have in place effective schemes for encouraging and rewarding the
participation of scientists in knowledge transfer activities.

1.33. OST should help to exemplify and promote best practice in
this area including in respect of equity and share options.

1.34. But such schemes cannot be applied in those PSREs which
are part of a Government department. Here staff are debarred from
gaining personally from involvement in commercialisation as a resuit
of the way the civil service management code is applied. So the
ability of a public sector scientist to participate in incentive schemes
is determined by a bureaucratic "accident of birth" ie whether the
body he or she works for is an NDPB (for example Research
Council institute's are not covered by the code) or part of the civil
service. This is an illogical and indefensible anomaly. It inhibits the
pursuit of the knowledge transfer objective, ensures an inconsistent
approach across the public sector and incentivises entrepreneurial
scientists to take their talents out of the Government sector. The
best long-term way to remove this anomaly is to put PSREs at arm's
length from Government, for example as NDPBs, so that they are
no longer caught by the Code. But this will take time. Therefore:
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1.35. As an immediate priority Ministers should review the
application of the civil service management code to the special
circumstances of science commercialisation. The effective bar on
certain forms of direct participation by serving Government
scientists in the commercial exploitation of their research - in
particular receiving equity or share options - should be removed.
The principles that apply should be the same as the business
appointment rules for civil servants: personal gain should not be
outlawed; rather it should be permitted subject to having proper
systems in place for ensuring the probity of the proposed
commercialisation arrangements.

Access to commercialisation expertise

1.36. The commercialisation of scientific research is a complex
business, requiring the skills of those who understand business and
finance, those who understand science, and those who can
effectively bridge the gap between the two. PSREs don't just require
advice and encouragement but also deep private sector skills
associated with originating the prospects, helping to develop the
business case for potential relationships and providing hands-on
commercial support during the negotiating phase. This is not easy
since the right combination of such people is generally hard to find,
not just for PSREs but also for universities and the private sector
itself.

1.37. Just as there is no one model of technology transfer, so there
is no one approach for accessing and deploying the necessary
range of skills to make it happen. This is a case of horses for
courses. Some PSREs effectively contract out the entire process to
a third party. Other bodies, most notably the MRC, seek to retain all
necessary expertise in-house, but can have difficulty recruiting good
talent. Larger PSREs (or consortia of PSREs) might be able to
justify recruiting in-house specialist teams, but in most cases the
costs of doing so are likely to be disproportionate to the scale of the
commercialisation opportunities.

1.38. Government's main concern should be to ensure that PSREs
are able to access the expertise they need. There is a particular
need to ensure that PSREs are not reinventing the wheel and that
those which are too small to engage specialist in-house teams or
buy in expensive advice, are able to, and encouraged to, network
effectively to learn about existing good practice. On the other hand
the PSREs which need in-house expertise should have the flexibility
{o attract and retain the people they need. A number of PSREs find
the current public sector pay arrangementsconstrain them in this
regard.

back to top
Recommendations

1.39. Sponsors of PSREs should encourage the development of
networks among PSREs for the sharing of best practice in
knowledge transfer, and to promote synergies.

1.40. PSRE chief executives must ensure that they have access to
the skills and experience they need for knowledge transfer.

1.41. Sponsor departments and Research Councils must where
necessary support their PSREs in gaining access to relevant
expertise, and they should promote a consortium approach to
knowledge transfer where this is most likely to achieve critical mass
of activity and economies of scale.

1.42. Ministers should consider creating a small expert unit within
central Government to drive forward the knowledge transfer agenda
- and provide advice, help and encouragement to PSREs and their
sponsors on knowledge transfer - particularly in relation to larger
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and more complex deals. Such a unit could initially be given a life of
say two years, after which time its value would be reviewed.

1.43. Government should seek to improve the flexibility of PSREs to
pay market rates to attract and retain people with commercialisation
expertise.

2. Introduction and background to the study

2.1. Treasury and DTI Ministers asked me to investigate the
commercialisation of research in the Government's Public Sector
Research Establishments ("PSREs") and to make recommendation
for increasing the rate at which scientific knowledge is successfully
transferred to the private sector.

2.2. This follows the DTI's Competitiveness White Paper published
in December 1998 in which the Government announced its intention
to analyse the potential of PSREs:

"The Government is determined that the Public Sector Research
Establishments make the most of the commercial potential of their
research outputs. The Government will investigate existing practice
and make recommendations in 1999".

2.3. This study, and my leadership of it, was announced on 10th
February by the Financial Secretary Barbara Roche and the Minister
for Science Lord Sainsbury in a response to written questions asked
in both Houses of Parliament.

2.4. The written answer also contained the following terms of
reference for the study which were agreed by both the Treasury and
the Office of Science and Technology. These are:

"To investigate the commercialisation of research in the
Government's public sector research establishments ("PSRE"s) and
make recommendations for increasing the rate at which PSRE
research outputs are successfully commercialised, consistent with
other Government objectives for PSREs, with reference in particular
to:

= the role of sponsor departments/Research Councils in promoting
the exploitation of research in the PSRESs;

m progress in improving the culture of entrepreneurship within
PSRESs - particularly through the adoption of new guidance on
exploiting Government assets;

s the organisational capacity and expertise for managing and
exploiting Government |P effectively;

& specific institutional barriers, and possible new incentives;

n spreading best practice;

s the scope for closer co-operation with the private sector.”

Public sector research establishments

2.5. Public Sector Research Establishments are a diverse range of
public bodies that perform scientific research in pursuit of a range of
Government objectives. The main objectives include:

= Improving quality of life

For example, the MRC research establishments all have an
objective to develop medical products and services which improve
the quality of life for society.

s Economic development through advances in basic science

For example, some of the developments at the Institute of Arable

Crop Research have led to improvements in the efficiency of arable
production in the UK and across the world.
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m Informing Government policy making

Perhaps the most topical example of this is the John Innes Centre's
role in advising the Government on the impact of genetically
modified crops.

= Statutory scientific testing and regulatory functions

As an example the Veterinary Laboratory Agency is responsible for
testing animals for BSE and Tuberculosis.

back to top

2.6. In the main each research establishment focuses on a fairly
tightly defined aspect of science. The nature of the science
undertaken ranges from basic and fundamental research to more
applied work aimed at developing new and innovative products. it
also covers a large range of scientific disciplines. These range from
plant genetics and animal production to electronics and defence.
Annex 1 has a list of all the PSRESs considered in this study.

2.7. There is a huge range in the size of the research
establishments. By far the largest PSRE is the Defence Evaluation
and Research Agency ("DERA") which has over 10,000 employees
and a budget of over £1 billion per year. At the other end of the
scale several research establishments run by the Medical Research
Council ("MRC") look into a specific aspect of medical science and
have fewer than 20 people. Three quarters of the PSRESs replying to
our survey had between 100 and 1,000 employees and a research
budget of between £5m and £28m.

2.8. There is also variety in how the PSREs are formally constituted
in machinery of Government terms. The main distinction is between
departmental bodies responsible to central Government
Departments and research council institutes.

Departmental bodies

2.9. Excluding the very small MRC institutes, roughly haif the
PSREs are departmental bodies. Some of these are executive
agencies of a department and some are part of the department. (A
few, such as the Scottish Office's five agricultural PSREs, are Non
Departmental Public Bodies ("NDPBs") which have more autonomy
from Departmental control on issues relating to day to day activities
but remain accountable to the relevant Secretary of State).

Research council institutes

2.10. These institutes are sponsored by and accountable to the
Research Councils. Consequently, although each research council
is accountable to the Office of Science and Technology, research
council institutes are at more arms length. Here too there is some
complexity. One PSRE (CCLRC) essentially comprises the whole of
the research council, others (BBSRC & NERC) have institutes which
are legally distinct entities and the MRC has research
establishments which are internal departments of the council.

Charitable status

2.11. Several PSRES, including all the BBSRC institutes and many
of the agricultural research institutes in Scotland, are registered
charities. For most of these PSREs charitable status is a historical
legacy which confers benefits, the main one being exemption from
most forms of direct taxation.

2.12. Several PSREs we met during the study raised concerns that
their charitable status inhibits their ability to commercialise research.
Some PSREs also felt that they were at a disadvantage to
universities which are exempt charities not regulated by the Charity
Commission.
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2.13. In general charities are unable to trade unless either the trade
is for the public benefit consistent with their charitable objectives or
exploiting a financial gain allows the charity to pursue its objectives.
Charities can legitimately establish trading subsidiaries which are
outside charity regulation and which therefore have commercial
freedoms similar to conventional companies. However the additional
time and effort required to establish and maintain these separate
legal entities can be time and resource intensive. PSREs must
determine whether the economic benefit of the commercialisation
can support the resources and time required to establish a trading
arm.

2.14. ltis not clear that this is an issue on which | can assist further
as part of my study. This is however a matter the new expert unit |
recommend in chapter 7 could take forward with the Charity
Commission involving the Treasury and the Office of Science and
Technology as necessary.

back to top
Focus on high quality research

2.15. All PSREs have a common purpose to undertake high quality
scientific research to meet the requirements of their sponsor
department or research council ("sponsor”). It is important that this
remains the primary goal of each of the PSREs. None of the
conclusions or recommendations arising from this report seeks to
detract or divert research establishments from seeking to fulfif the
scientific objectives set by their respective sponsors and the goal of
producing high quality scientific research.

2.16. in the course of fulfilling their primary objective, Government
policy as outlined is the Treasury's guidance "Selling Services into
Wider Markets", requires all research establishments to ensure that
they maximise the economic benefit'of their physical and non-
physical assets. All PSREs have a duty to put measures in place to
identify research with commercial potential, and to ensure the
effective transfer of knowledge into the private sector.

2.17. The purpose of this study is to help PSREs to improve the
contribution of publicly funded science to wealth creation and to
ensure the productive use of Government assets. Given that PSREs
predominantly generate their knowledge at the taxpayers expense,
there is @ moral and an economic imperative to ensure not only the
advancement of knowledge but, where possible, the exploitation of
that knowledge for the wider economic benefit of the nation.

2.18, It was immediately clear from my investigation that many
PSREs are already active in knowledge transfer and seems to have
achieved a degree of success. Given this success and the support
the Government has already shown to in this area | saw my role as
helping to provide fresh impetus to efforts already in train.

2.19. ltis also worth emphasising that my task was not to consider
the merits or value for money of the research undertaken by each of
the PSREs nor was it to consider whether any of the PSREs should
be transferred to the private sector; that is a function of other
reviews such as the Prior Option Review and does not fall within the
remit | have been set.

Methodology

2.20. During the course of this study | have been supported by a
small team of officials from the Treasury and the Office of Science
and Technology within the DTI. To establish a base of knowledge
for my study | issued a questionnaire to all PSREs with over 50
employees, of which there are over forty. A blank copy of this
questionnaire can be found in annex 3.
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2.21. | followed up the issues raised in the returned questionnaires
by holding a series of meetings with individuals in PSREs, their
sponsor department or research council and other interested
bodies. The study however does not claim to be comprehensive. It
would not have been practical to have met all interested parties and
{ cannot claim to have done so. My study represents a snap shot of
the situation between March and June 1999 based on the
responses from questionnaires and meetings. A full list of the
organisations met as part of this work is held in annex 2.

2.22. In April | also chaired a conference organised by the Treasury
and Arthur Andersen called "Creating Knowledge: Creating Wealth"
which looked at exploiting the commercial potential of Government

Intellectual Property. This also helped to inform my findings.

2.23. To encourage a frank exchange of views | assured
respondents to the questionnaire and those who | met personally
that the information they provided me would be treated as
confidential. As a result examples referred to in this report have
been anonymised unless the information is available publicly
already.

back to top

3. Current practice, the scale of exploitation
opportunity and principles for this study

Current state of play

3.1. There are many forms in which establishments can transfer
knowledge to the private sector, These include:

s coltaboration with industry to solve problems (often in the context
of contract research for industry)

w the free dissemination of information, normally by way of
publication

& licencing of technology to industry users

a provision of paid consultancy advice

s the sale of data

& the creation and sale of software

m the formation of spin out companies

w joint ventures with industry

= the interchange of staff between the public and private sector.

3.2. Licencing, including the licencing of computer software is by far
the most common form of formal technology transfer amongst
PSREs; over 80% of PSREs who responded to the questionnaire
had experience of licencing new technology. Although there are
several examples of informal collaborations with industry, formal
joint ventures are less common with just under half of respondents
registering experience of an industrial joint venture.

3.3. The formation of spin-out companies often grabs the headlines,
but these are rarer than the publicity surrounding them would
suggest. Spin-outs are commonly associated with industry sectors
where the demand for the research outputs is large enough to
sustain new companies, such as the biosciences and the defence
industries.

3.4, On the other hand several PSRESs see the free dissemination of
their research outputs as the most effective means of knowledge
transfer. This can be an effective way of transferring research
knowledge with all the economic benefit accruing to an industry as a
whole rather than captured by a small number of individual players.
Free dissemination of information is particularly relevant for PSREs
in industries where the demand pull is weak or where there is a
strong public interest in the wide dissemination of results. For
example the Health and Safety Executive firmly believes that the
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value to quality of life of its research on safety would'be
substantially reduced if the release of the information were
controlled for commercial benefit.

3.5. 1 see no reason to question the role that each of these routes,
including free dissemination of research outputs, can play in the
exploitation of research. Moreover it is not difficuit to envisage
situations where each of these routes should be applied. What is
important is that PSREs have the systems in place for ensuring that
the most appropriate route is chosen in given circumstances.

The scale of the opportunity for knowledge transfer

3.6. It is generally perceived in Government and PSREs that the
Government sector is not as advanced in the transfer of knowledge
as the university sector, or Government sector in the US, Indeed
this was a theme at the joint Arthur Andersen/HM Treasury
conference that | chaired in April. My study did not aliow a direct
comparison of the two sectors. Nevertheless during the course of
the study | was keen to determine the extent any relative under
performance among PSRESs was a reflection of the opportunities
PSRE research provides for knowledge transfer rather than the
capability and effort PSREs devote in this area.

3.7. From the questionnaire responses it is clear that significant
efforts are already in place to increase knowledge transfer. Over
sixty percent of respondents who are active in knowledge transfer
anticipate growth of at least 20% from commercialisation activities
over the next year.

3.8. Perhaps unsurprisingly, the wide variety of research undertaken
by PSREs results in large disparities in the potential for
commercialising research. Only a minority of the science generated
by PSREs is likely to be highly valuable, although in my view a
much greater percentage is likely to have the potential for
knowledge transfer.

3.9. The scale of opportunity for commercialising research is
determined in large part by the nature of the industry sector to which
the research relates and the nature of the science being
undertaken.

Nature of the relevant industry sectors.

3.10. The strength of the demand from an industry is probably the
single biggest determinant of the commercial opportunity.
Successful industries with large, innovative players will generate a
strong demand for the results of the relevant science. Large players
also help to forge pathways between scientists and companies and
may ultimately acquire small spin out companies, providing an exit
route for financiers such as venture capitalists.

3.11. This provides an explanation why those aspects of
biomolecular science which have large pharmaceutical companies
as the end-user, seems to offer large commercial potential. On the
other hand, there are far fewer commercial opportunities for PSREs
operating in more fragmented industries where the demand for
research is weak. This is not a reflection on the quality of the
research undertaken or the willingness of the PSREs to engage in
knowledge transfer. industries such as sections of the UK
engineering industry are simply too small, too fragmented and too
fragile to have the industry pull to generate large numbers of such
exploitation opportunities.

Nature of the science being undertaken.
3.12. The nature of the science has an impact. Research which is
results in revolutionary advances in products and processes,

particutarly biomolecular science, offers potentially large returns on
investment. Meanwhile the commercial potential of research which
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results in incremental improvements in products is more limited.
There is of course a strong relationship between the nature of the
science and the level of industry demand.

3.13. As the study progressed | found that some PSREs questioned
the relevance and appropriateness of commercialisation to their
establishment. t recognise that for some PSREs the commercial
potential may be more limited and for others their research outputs
are closely tied to other Government objectives such as policy
advice or the regulatory system. The biggest advances are therefore
likely to be the result of existing players improving their ability to
transfer knowledge. Nonetheless, | believe the presumption should
be for all PSREs to engage.

Principles for this study

3.14. In seeking to frame recommendations for action, | found it
necessary to be explicit about the principles or "ground rules"
governing the form and extent of a sensible and effective
Government agenda, These are as follows:

| take it as read that the first priority of each PSRE continues to be
the advancement of knowledge in pursuit of the Government
objectives which it serves. Commercialisation of research outputs is
a second priority. Nothing | advocate in this report is intended to
undermine the capacity of PSREs to deliver their primary oufputs.

That said, the presumption should be in favour of pursuing
knowledge transfer where possible. Government and PSREs should
ask "why not?" not "why?". Where there are potential conflicts of
interest (between different PSRE objectives, or for individual
scientists) the aim should be to manage the conflict. The potential
for conflict should not in itself be a reason ot to engage in
knowledge transfer.

| take it as read that the main reason for pursuing knowledge
transfer is to create economic benefit for the nation, rather than
generate additional revenue for the Government. Nonetheless, in
the majority of cases PSREs need the incentive to generate
revenue in order to engage in wealth creation activities.

Knowledge transfer is a difficult and complex process. Government
should be realistic about what is needed to do it properly:
commitment, resources, skills and proper management systems. In
particular, Government must recognise that effective knowledge
transfer costs money.

back to top

PSREs are not a homogeneous universe of bodies. They
encompass a very broad diversity of size, mission, types of science
and constitution. There can be no question of a "one size fits all"
solution for boosting the tevel of knowledge transfer. Nor does
central Government have the means of prescribing in detail the
solution for each PSRE. It should concentrate on creating, and if
necessary policing, a supportive framework of rules and incentives
within which the right people can make sensible decisions about
commercialisation

In particular, it seems to me impossible for central Government to
favour particular routes to market over others. The best route to
market will depend on a host of factors concerning the nature of the
PSRE, its science and its potential markets. What Government must
seek to ensure is a commitment to knowledge transfer, buttressed
by systems for making the best choice of route to market, after a fult
consideration of the options. :

Conflicts of interest

" 3.15. Some PSREs have statutory or regulatory duties to fulfill.
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Examples include the John Innes Centre's role in advising on
genetically modified organisms and the Veterinary Laboratory
Agencies role in testing for diseases such as BSE and T8. For
these organisations, commercialisation of research raises potential
conflicts of interest with the PSRESs duties.

3.16. In order to maintain their credibility and avoid their judgement
being called into question, PSRESs advising Government or fulfilling
a regulatory role need to be, and to be seen to be, impartial.
Therefore before entering into deals to commercialise research,
PSREs must ensure that they have proper measures in place for
identifying and addressing conflicts of interest. At the extreme, these
measures may include identifying organisations a research
establishment should not enter deals with where they result in
economic benefit for the PSRE.

Benefits for the UK Economy

3.17. | have received suggestions that to reward the taxpayer for its
investment in research, deals should be restricted to ensure that the
UK receives the economic benefit from the commercialisation of
research rather than international competitors. While | can
appreciate the sentiment behind these suggestions | believe that
they overlook the increasingly global nature of industry.

3.18. If the Government is keen to see industry led demand for
PSRE research it must accept that industry is global. Some
commercialisation deals will entail the export of UK-generated
intellectual property but conversely many UK companies benefit
from importing the results of research performed overseas. It seems
to me that the Government cannot sensibly resist overseas industry
demand for UK Government research. On the other hand it does
seem legitimate for the Government to consider ways of protecting
UK interests in such deals. In particular striving to ensure:

= PSRE research capabilities are not weakened
a proceeds to the tax payer are maximised and wherever possible
ploughed back into research.

There is also scope for seeking to build measures to protect the
UK's interests into contracts with overseas partners, for example,
the rapid distribution of the final product in the UK and where
possible manufacturing of the final product is in the UK.

4. Culture and commitment: the knowledge transfer
mission

4.1. As | discussed in the previous chapter of this report there is a
wide variation in the extent of PSREs involvement in and
commitment to commercialisation of their research.

4.2. In those PSREs which make the most of their
commercialisation opportunities senior management and scientists
working aft the bench share a belief in the knowledge transfer
agenda. As an example, | was impressed by the determination and
vision for knowledge transfer demonstrated by senior managers at
the Roslin Institute. Although they have the advantage of working in
an industry which is responsive to new development, the team at
Roslin appear committed to ensuring that the benefits of their
research reach the wider world.

4.3. At the other end of the scale, some PSRESs recognise that their
research should be commerciatised wherever possible, but feel that
their work lacks the potential for knowledge transfer.

4.4, Whitst | recognise the wide variation in the commercial potential
of research undertaken by PSREs which | discussed in the previous
chapter of this report, there is scope for a much more ambitious can
do approach to knowledge transfer. This is fundamentally about
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! embedding a knowledge transfer mission in PSRE's institutional
culture.

4.5, Because of the tight constraints many funders have placed on
their research budgets it is clear that some PSREs are highly
motivated to seek opportunities to augment their research income.
Several PSREs cited this as a key driver in their commercialisation
activities. One body told me that vital areas of research have been
saved through their ability to raise meney from commercialisation of
their research. The lesson | draw from this is that financial
incentives cannot be overlooked as part of fostering a pro-
knowledge transfer culture. This theme is developed in chapters 5
and 6.

The knowledge transfer mission

4.6. To create a clear mission for knowledge transfer and to ensure
that scientists and PSREfunders clearly recognise the importance of
this agenda, expioitation needs to become a transparent and
integral part of the objectives of the establishment and it's sponsor.

4.7, Each of the Research Councils already have the
commercialisation of research as one of their key objectives. But
this objective needs to be applied across the PSRE universe to
include departmental bodies. Therefore Government Depariments
need to ensure that as part of their mission statement they have an
explicit objective of transferring PSRE research outputs to the wider
economy,

4.8. This objective also needs to be passed down to become an
integral part of each PSRE's mission. Sponsor departments and
Research Councils should ensure that each PSRE has knowledge
transfer as an explicit objective. Moreover knowledge transfer needs
to be explicitly reflected in all research contracts hetween public
sector funders of research and PSRESs, whether or not those
funders sponsor the PSRE in question.

All Government purchasers of PSRE research (whether or not from
the sponsors of the PSRE) should have as part of their research
mission the explicit objective of transferring PSRE research outputs
to the wider economy; this should be explicitly reflected in all
contracts with PSREs.

PSREs themselves should have knowledge transfer as an explicit
part of their mission

The role of PSRE managers

4.9. As with all management chalienges, the drive for greater
knowledge transfer needs to be led from the top. Knowledge
transfer is best pursued in an environment that encourages and
supports scientists in their efforts to commercialise their research.
PSRE managers have a crucial role here. They are in a unique
position to lead by example, to instil in their organisation a strong
culture that encourages and rewards commercialisation and to put
formal processes in place to encourage knowledge transfer. Even
where much of the effort is outsourced to a third party, responsibility
must lie with PSRE Chief Executives.

4.10. The formal processes that PSRE management need to put in
place include:

® ensuring procedures are in place for identifying, proactively
managing and pretecting 1P (which may include outsourcing
these activities);

m recognising commercialisation efforts in both the remuneration
and the promotion processes;

m recruiting individuals with commercialisation expertise into the
organisation or ensuring PSRE staff have access to
commercialisation expertise;
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u developing performance measures and targets against which
their knowledge transfer efforts will be assessed; and

m ensuring there is training on IP protection and commercial
opportunities for PSRE staff.

4.11. PSRE managers are also the public face of the establishment.
It is through the promotion of the PSRE to third parties that an
institute can attract potential collaborators and identify potential
“areas for commercialisation. It is also management's responsibility
to form the contacts with industry and other research establishments
that form the building blocks for potential future collaboration.

e A key challenge for Government is {o ensure that leadership in
the PSRESs is committed to drive forward commercialisation as an
explicit part of their mission.

s The knowledge transfer objective should be embodied in the job
description and personal objectives of the PSRE chief executive
and be seen as his or her personal responsibility. It should be
cascaded through the personal objectives of senior management
and scientific staff. )

m PSRE chief executives should be required to develop, implement
and secure staff support for a strategy for identifying and realising
opportunities for translating research outputs into wealth creating
products and processes. In particular these strategies must
address the management systems that will support the
commercialisation effort, acquisition of the necessary market
knowledge and the management of confiicts of interest.

m PSRE chief executives should develop performance measures
and targets against which their knowledge transfer efforts can be
assessed.

s As and when vacancies for PSRE chief executive posts arise, the
ability to lead and motivate a PSRE's knowledge transfer
activities should be an explicit recruitment criterion.

Reduce risk aversion

4.12. PSRESs need not only a commitment to knowledge transfer,
but also permission to pursue it whole-heartedly. However,
knowledge transfer is currently undertaken in a climate which is
predominantly risk-averse. As not all attempts at commercialisation
of research are going to be successful, this culture can inhibit the
robust pursuit of commercial opportunities.

back to top

4.13. PSRE managers, their sponsors and funders need to be able
to accept an element of risk in an attempt to transfer knowledge
from the public to the private sector. Given the uncertainty of
generating a return on the upfront costs of commercialisation, PSRE
managers should carefully evaluate risk and balance this with the
scale of the opportunity. This is difficult in the prevailing culture of
accountability for public spending which incentivises risk avoidance
rather than risk management.

4.14. The Government should encourage well thought through risk
taking as an integral part of the knowledge transfer process. What is
required is an environment that encourages PSRE managers to
take decisions where the outcome, although uncertain, provides
substantial potential upside for the wider economy and the
possibility of significant returns to the PSRE itself whilst explicitly
recognising that there is also a chance of failure.

Risk assessment and public expenditure

4.15. During the course of our study, several PSREs raised
questions over the level of risk the public accountability framework
permits them to take. At issue is a fear among some PSREs of
falling foul of the National Audit Office and the Public Accounts
Committee for investing public funds in projects to commercialise
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research where the outcome is uncertain. if a commercialisation
project fails there is a fear of being criticised for misappropriating
public funds in that particular case since auditing is not conducted
against a portfolio of projects. :

4.16. The problems of risk management in the public sector goes
wider than the scope of this review. | was encouraged to see that in
the Modernising Government White Paper, the Government has
outlined a more positive approach to risk. It states:

"The Government is also determined to encourage innovation and
share good practice. To do this;

& we are working closely with the Public Audit Forum - which
represents all the national audit agencies - to find ways of
encouraging more modern and effective forms of service delivery
at local as well as central level. Auditors are rightly interested in
whether organisations obtain value for money. We want them to
be critical of opportunities missed by sticking with the old ways,
and to support innovation and risk-taking when it is well thought
through. We welcome the Forum's statement that the national
audit agencies will respond positively and constructively to our
Modernising Government initiative. In future, people will no longer
be able to use audit as an excuse for not delivering more co-
ordinated and efficient services.

4.17. The Modernising Government White Paper also includes a
useful statement from the Public Audit Forum on their approach to
auditing risks incurred to advance innovation.

"Modernising Government represents a significant change in the
public service environment, and its successful implementation witl
require new ways of working. The goal of achieving more efficient
and effective delivery of public programmes is one that is shared
between public sector managers and auditors, and the Public Audit
Forum do not want fear of the risks of change to stifle worthwhite
innovation designed to lead to improvements. So we encourage
auditors to respond constructively and positively to Modernising
Government initiatives and support worthwhile change.

“Public sector managers are of course responsible, as stewards of
public resources, for assessing and managing the risks associated
with innovation and increased flexibility, and for ensuring the proper
conduct of public business and the honest handling of public money
while pursuing innovative ways of securing improvements in public
services. It remains important to ensure proper accountability but
this must not be approached in a rigid way that might mean missing
opportunities to deliver better value for money. And auditors will
respond to this new environment positively and constructively by:

s adopting an open-minded and supportive approach to innovation
(including the use of techniques tried elsewhere), examining how
the innovation has worked in practice and the extent to which
value for money has been achieved.

= in the process, supporting well thought through risk-taking and
experimentation.

a consistent with their independent role, providing advice and
encouragement to managers implementing Modernising
Government initiatives by drawing on their audit work in this area,
seeking to identify and promote good practice so that experience
can be shared and risks minimised.

"In these ways, we believe auditors can support and encourage
worthwhile change, while providing independent scrutiny and
assurance, and fulfilling effectively their statutory and professional
responsibilities.”

4.18. There is more to be done in developing a less risk-averse

culture, The National Audit Office and the Public Accounts
Committee are a key part of the risk culture. | welcome the
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statement of Government Policy Quoted above, but there is a clear
need to develop these general principles in the specific case of
knowledge transfer.

| welcome the movement in Government towards a more mature
understanding and handling of risk. Treasury and OST should work
with the NAO and the PAC to promulgate a accountability
framework for commercialising public sector research that
emphasises portfolio risk management and transparency of
operation rather than incentivising risk avoidance.

back to top

5. PSRE/Sponsor relationships: management and
control of IP and financial freedoms )

Management of intellectual property

5.1. Given the large volume of knowledge generated by research
establishments, and the rapid pace of technological development in
the market place, it is clear that organisations seeking to maximise
the economic potential of their research need to have an active
policy for managing and controliing their intellectual property.

5.2. The value of the knowledge produced is heavily time
dependent. The value of scientific discoveries, no matter how
innovative or well protected, if left undeveloped for too fong will be
severely depleted and may be overtaken by the market.

5.3. The management of intellectual property is a complex task that
can be broken down into three steps, identification of ideas with
commercial potential; the protection and defence of these ideas and
their exploitation..

ldentification of ideas with commercial potential

5.4, All organisations need to have processes in place for identifying
research that has commercial potential. During the study | came
across telling instances in which research institutes had failed to
identify innovative ideas as commercial opportunities which were
subsequently exploited by other organisations. Amongst these are
the liquid crystal display developed at what is now the Defence
Evaluation and Research Agency and the monoclonal antibody
technology developed in the MRC's Laboratory of Molecular Biology
in Cambridge. | have no doubt there are also instances of potentially
exploitable ideas the value of which has never been realised or
even identified.

5.5, Highly motivated staff who recognise the importance of
commercialisation are one, very effective, means of ensuring that
research with exploitation potential is identified and brought to the
attention of the PSRE's management. The need to motivate and
incentivise research staff is considered in more detail in chapter 6 of
this report. But, to support this effort PSREs also need formal
procedures for identifying ideas with commercial potential.

back to top

5.6. It is for PSRE management to determine the most appropriate
procedures for their establishments. | have encountered a range of
possible mechanisms that have been adopted, these include:

= ensuring scientists, when reporting on the progress of their
research, evaluate its commercial potential

B ensuring supervisors regularly review the commercial potential of
their scientists’ research

s arranging for technology transfer experts or specialist externat
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reviewers to consider applications for commercial exploitation
m ensuring that all articles and presentations of research are
submitted to research supervisors or the technology transfer
section prior to being made public
® outsourcing the identification of IP to a third party.

Protection and defence of intellectual property

5.7. 1t is well known that once research establishments have
identified research which may have commercial potential they need
to ensure that they have adequate protection for that innovation. All
the research establishments visited during the course of our study
were well aware of the importance of adequate IP protection.

5.8. IP protection is rarely straightforward. When determining how to
protect their knowledge base, PSREs need to think strategically
about current developments, potential competitors, and the potentiai
the research provides for new products or services. PSREs often
need to find a balance between protecting their rights over a
discovery and maximising their flexibility to develop the technology
into a range of products and services.

5.9. Protecting P, and where necessary enforcing legal rights is
also expensive. The costs of maintaining a patent are considerable,
and once taken out a patent is only of value if the patent holder is
prepared to defend their property through the courts. There is little
benefit in protecting research outputs where there is no possibility of
deriving revenues from the work streams either now or in the future.
PSREs need to balance the costs and potential economic benefits
to determine the most appropriate |P protection for their research
outputs.

back to top
Exploiting IP - Control of intellectual property

5.10. There are several factors which favour PSRE managers to
retain and control their PSREs [P:

s They have a unique understanding of the scientific field in which
the establishment works.

m They have direct access to the establishment's employees, many
of whom have experience of knowledge transfer in the relevant
markets (albeit sometimes limited).

u They usually have links to relevant industries through various
stakeholder relationship, and in some cases their PSREs will be
positioned as a research base responding to industry needs.

5.11. Most if not all PSRESs contract out some or ail of these
functions. The use of private sector patent agents to advise on the
technical legal matters is widespread but some PSREs manage
everything else internally. At the other exireme some PSRESs rely
almost entirely on outside assistance from organisations such as
BTG plc, while others have not found this approach satisfactory.
Provided the reviewer takes all opportunities to transfer the PSRE's
accumulated knowledge, | see no reason to recommend one
approach over others, the choice depends very much on the three
way fit between the PSRE, the commercial partners and the
exploitation market. There are of course also financial
considerations because these partners may be the most practical
means of meeting the costs of managing and protecting IP.
Whoever carried out this function responsibility for managing the IP
must still rest with PSRE management.

5.12. Yet in several instances | have found that the ability to
manage the 1P is seriously compromised. Some PSRE sponsors
and other funders of research stipulate that they should retain title of
the intellectual property and require PSREs to seek their approval
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during negotiations with potential collaborators. This can severely
hamper knowledge transfer activities, most notably by causing a
delay in negotiating licensing deals especially if the parent wishes to
have a case by case involvement. This can be further complicated
where PSREs need to receive approval from two or more funding
organisations. .

5.13. During the study | uncovered at least once instance in which
managers of a PSRE reported that the prolonged approval process
had resulted in a commercial opportunity not going ahead. In
another case a sponsor took so long to consider the licencing of a
new technology that the management of a PSRE decided to
proceed without approval to avoid jeopardising the project.

5.14. Negotiating terms for commercialising research is complex. A
PSRE needs to ensure that the potential of the science is
maximised, and that the establishment is adequately rewarded for
its contribution. The possibility of a large number of potential
partners or a wide choice of potential routes to collaboration mean
an establishment needs to have maximum flexibility and the ability
to react quickly to proposals from potential partners.

5.15. Yet the benefits of sponsors' intervention on each transaction
are unclear. | was not convinced that in general sponsors have
sufficient expertise or resources to add significant value in reviewing
a PSRE's deal by deal commercialisation plans, or indeed to justify
this degree of involvement. .

back to top

5:16. In forming my recommendations in this area, | recognise that
the Medical Research Council seems to be a case apart. The MRC
has over 35 units researching into medical sciences, many of which
have fewer than 20 employees. Given this diffuse structure, the
MRC has formed a central team to lead and manage the knowledge
transfer process. The technology transfer group in the MRC appears
to fulfill this central role well, and provides its institutes with effective
interventions in commercialisation cases.

5.17. 1 accept the need to ensure that PSREs remain aligned to their
core objectives and to satisfy themselves that the requirements of
accountability for public spending are properly met. But | question
whether this requires detailed approval of each individual
transaction during negotiations. There is an overwhelming case for
sponsors to cede control of the intellectual property to their PSREs
and forgo their power of veto over commercialisation decisions.
Instead PSRESs should be regularly asked to account for their
performance against their commercialisation objectives. Sponsors
have an important role in supporting PSRE commercialisation
efforts and ensuring these are conducted properly. But this is
entirely consistent with vesting contro} of IP with the PSRE itself.

There is an overwhelming case for requiring that IP generated by a
PSRE be owned by the PSRE and assigned by authority of the chief
executive - unless effective alternative arrangements afready exist
(they do in the case of the MRC - but in no other instances that |
have been able to find). The case by case involvement by public
sector funders of decisions about the assignation of intellectual
property - unless they have specific expertise and support to bring
to the table - does not generally seem to add value and can be

" harmful.

Financing knowledge transfer

5.18. The typical R&D cycle means that once research has been
identified as having commercial potential it needs considerable
effort to turn the ideas into marketable products and services. At this
stage in the research cycle financing is often required to
demonstrate the commercial feasibility of prototype products or
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processes.

5.19. If a research establishment is unable to raise the funds to
invest the initial development then there is a risk that the economic
benefit of the research will be lost. This gap in funding is sometimes
called the "development gap". It is beyond the stage which is funded
by research income, but usually before the point at which business
inventors or venture capitalists are prepared to invest. The
development gap is a general probiem faced by all resgarch
organisations. For PSRE's however the problem can be more acute
because of the tight budgetary constraints and operating rules under
which they operate.

5.20. In addition to the development costs, a PSRE also has to face
the administrative costs of protecting commercialisable research,
negotiating deals, and monitoring the licencing once an agreement
has been reached. As a result many PSREs see the financing of
knowledge transfer as a key constraint. Clearly there is some scope
for PSREs to lever more funds from private sector partners to meet
these costs, but there is more the Government can do.

back to top

Financial flexibility

5.21. Although | recognise that the nature of science funding means
that these budgets invariably allow little room for manoeuvre. Jt may
be in an institute's interests to invest a small amount of their own
money in ideas or research which thy believe have particular merit,
rather than lose the commercial potential of the research.

5.22, Funders of research should also examine carefully the
knowledge transfer strategy of the PSRESs they support. To uniock
the value of the research they have invested in may require funding
to be explicitly directed at knowledge transfer.

In agreeing future income streams with parent bodies and other
purchasers, PSREs should be explicit about the costs associated
with implementing a knowledge transfer strategy. Government must
be prepared to meet these costs if it wants to give parity of esteem
to the knowledge transfer mission.

5.23. The financing problem is seriously exacerbated for those
PSRESs, mostly departmental PSREs, which lack the freedom to
maintain and deploy surpluses. This arises when parent bodies
impose strict cash controls over their PSRESs, preventing them
carrying over end-year surpluses, or retaining the proceeds of
commercialisation deals. As a result of such controls PSREs neither
can afford nor have the incentive to engage in commercialisation.

5.24. | identified several PSREs whose financial controls meant they
were effectively unable to benefit from receipts from their
commercialisation activities. This is despite the Treasury's Wider
Market guidance which allows departments and non-departmental
public bodies to retain receipts from commercialisation projects. It is
important that these freedoms are cascaded down to provide
incentives to individual PSREs.

5.25. Method of dividing the proceeds from commercialisation
between sponsors/funders and their PSRE should err on the side of
generosity and provide a proper an incentive for the PSRE at all
levels of income. Sponsors should not use these arrangements as a
means of clawing back a grant. ’

5.26. Some of the most effective schemes for allocating proceeds
have predetermined rates which allocate income between the PSRE
and the sponsor according to the size of the income. These
maximise the incentives for the PSREs by allowing them to retain
the majority of - if not all - revenue for relatively modest projects,
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with the proportional falling as the size of the income increases.
These sirikes me as the right approach. Indeed | see no reason
why, for moderate levels of income, a PSRE is not allowed {o retain
all the proceeds.

5.27. To avoid creating disincentives to commercialisation it is
important to provide incentives at all leveis of income. For example
one research council maintain the right to retain all proceeds where
they exceed 10% of a PSRE's recurring income. Although this rule
has not yet been used in practice, it runs the risk of inhibiting very
large commercialisation projects, despite these being the ones that
can have the largest impact.

Parent organisations should allow their PSRES the full freedoms to
catry forward surpluses and retain receipts and other financial
freedoms which are available under the Treasury's recent Wider
Markets guidance. Arrangements for dividing commercialisation
receipts between sponsors/funders and PSREs should err on the
side of generosity to the PSRE.

University Challenge Fund and other Government
schemes

5.28. To help address the development gap in universities the
Chancellor announced in the 1998 budget, a challenge fund called
University Challenge. This provided £45m of development finance to
be shared by competing universities who could demonstrate their
potential to take their research closer to market. Funds for a further
round were announced in the 1999 Budget.

5.29. In the first round Public Sector Research Establishments were
able to bid in consortia led by a University, but they were unable to
bid in their own right. | see no reason why PSREs should continue
to be excluded from University Challenge as lead bidder. | believe
that research institutes should be given the opportunity to compete
on merit for access to development finance. The Government
should also consider the scope for allowing PSREs access to other
Government support schemes where this is not already possible.
Similarly, given the importance of demand from industry in
facilitating knowledge transfer, Government should look at plugging
PSREs into current schemes which incentivise industry to exploit
research.

Ministers should examine the scope for extending the eligibility
criteria of initiatives for promoting knowledge transfer, in particular
University Challenge, to include PSRESs, where these are not
already eligible.

Given the importance of industry demand as a driver of knowledge
transfer, Government should look at the scope for drawing PSREs
into schemes which incentivise business to participate in knowledge
transfer.

back to top

5.30. It may be that issues on financing knowledge transfer can be
addressed from within existing budgets based on the
recommendations above. However | believe there is the potential for
modest additiona! investment in this areas to reap greater rewards.
Therefore | believe the Government should consider earmarking
some additional funds to meet the costs of knowledge transfer in the
PSREs.

The Government should consider earmarking some additional funds
to meet the costs of knowledge transfer tin the PSREs.

The need for greater autonomy

5.31. In conducting this study | was struck by the contrast between
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the regimes governing departmental PSREs and Research Council
Institutes. In the case of the former, the financial controls imposed
by the department, coupled with constraining IP policies, seem to
unduly limit the scope and motivation of the PSREs to engage fully
in knowledge transfer. The rules on the civil service management
code (see next chapter) create an additional barrier for departmental
PSREs.

5.32. During my study | have encountered no good reason why
departmental PSREs should remain under such close control of
their departmental sponsors, except possibly for the very smallest
ones. | firmly believe that if these PSREs were put a greater arm's
length from Government departments it would remove them from
unnecessary constrains and improve their capacity to engage in
knowledge transfer.

5.33. Providing PSREs with greater autonomy, for example as
NDPBs, would not inhibit their capacity to deliver their primary
outputs since it would merely be putting them in an equivalent
position to research council PSREs and might make create benefits
by making the distinction between purchaser and provider clearer.

5.34. Giving departmental PSRESs the status of Non Departmental
Public Bodies ("NDPB") would provide PSREs with the necessary
level of autonomy, however | accept that there are other options
which might be appropriate in some cases.

I strongly recommend that the departmental PSREs be put at
greater arm's length from Government departments. Ministers
should consider how this should best be done for each of these
PSREs, with the presumption in favour of a move to less central
control - except where there is an overwhelming case to the
contrary.

back to top
6. Incentives for PSRE staff

6.1. Many scientists enter the scientific profession motivated by their
passion for science and their desire to push forward the boundaries
of human understanding. | have been impressed by the commitment
demonstrated by the scientists | have met during the course of my
study. For most scientists the greatest reward comes from the
prospect of their work leading to discoveries which benefit the public
(and from the peer recognition so derived).

6.2. Scientists’ career progression is largely dependent on peer
review and the prestige associated with publication. As already
mentioned in this report, collaborating with the private sector doesn't
always come naturally. The complexities and frustrations of working
with the commercial sector can act as a deterrent to
commercialisation, particularly if the potential rewards are perceived
as being insignificant in comparison with the professional rewards
attendant on advancing human knowledge.

6.3. In order to level the playing field and encourage scientists to
overcome the frustrations of collaboration the Government needs to
ensure that the emphasis it now places on knowledge transfer is
translated into incentives for scientists to ensure that they are
recognised not just for conducting excellent science but for
exploiting it.

6.4. There is a broad range of rewards which PSREs can offer their
employees. As well as highlighting and proclaiming strong
performances internally, PSREs are able to provide tangible
rewards for commercialisation by recognising it in their promotion
processes and by providing financial incentives.

6.5. Rewarding and incentivising staff to commercialise research
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should be regarded as an integral part of the process of promoting
commercialisation and an entrepreneurial culture. In the private
sector and in many of the research council's institutes incentive
schemes are now widespread.

It should be a requirement for PSRE chief executives that they have
in place effective schemes for encouraging and rewarding the
participation of scientists in knowledge transfer activities.

6.6. During the course of my review | found several examples of
schemes in which the PSRESs share with scientists the financial
income from commercialisation work. Below is a table of an award
to inventors scheme operated by one of the research councils which
provides the inventor with a proportion of the receipts. The scheme
operates on a sliding scale, designed so that the proportion paid to
inventors falls as the level of income rises as shown below.

Income from commercialisation Proportion paid to inventor
® Gross receipts - the first £1,000 100%

from £1k to £50k 20%

Net receipts - from £50k to £500k 10%

& from £500k to £1m 5%
s over £1m 2.5%

6.7. This scale cannot be universally applied to all PSREs as the
income ranges and the incentives given fo scientists would need to
take account of each PSREs potential to commercialise research.
But the key features of the scheme have broader applicability. it
provides significant incentives, even for relatively small
commercialisation projects, while ensuring, for highly lucrative
commercialisation projects, that there is an incremental incentive for
scientists to generate additional profit,

6.8. Selecting a financial incentive scheme for each PSRE is not
straightforward. There is a balance to be struck between on the one
hand providing scientists with insufficient reward to encourage
knowledge transfer and on the other hand distorting PSRE's
behaviour to the detriment of the PSRE's mission or research
programme.

6.9. Central Government has a part to play in this. The Cffice of
Science and Technology's oversight of science expenditure in the
UK and its close contacts with the scientific community make it well
placed to gather information on the incentive schemes currently
operated in Universities, PSREs and the private sector and to
develop an understanding of good practice.

OST should help to exemplify and promote best practice in
providing scientists with incentives for knowledge transfer including
in respect of equity and share options.

The civil service management guide

6.10. For staff of departmental PSRESs, arrangements which offer
financial incentives as a reward for commercialisation work can
constitute a breach of their conditions of employment. At issue is
clause 4.3.8 of the Civil Service Management Code which stiputates
that civil servants "must not use information acquired in the course
of their work to advance their private financial interests”.

6.11. The current interpretation of the code tends more towards a
position that civil servants must not under any circumstances make
profit from private ventures deriving from their Government work
while they remain in its employment. This effectively rules out
certain forms of direct participation by serving Government
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scientists in the commercial exploitation of their research, in
particular receiving equity or share options.

6.12. 1 believe the application of the code needs to be revised in the
interests of furthering the Government's objective of encouraging
knowiedge transfer from PSREs to business. As currently applied,
the code misunderstands the nature of intellectual property and
perpetuates an inconsistent approach to knowledge transfer across
the public sector.

back to top
The Nature of Intellectual Property

6.13. It is clearly important that civil service propriety is maintained
and is seen to be maintained. Civil servants should not henefit
privately by virtue of their position, by trading inside information for
example. This is what the code, in my reading, seeks to prevent. But
entrepreneurial scientists are not exploiting their position. They are
exploiting their own skills, experience and know-how as applied to
and gained from their work. Where this is the case, and where there
are wider benefits to be secured, such activity should be
encouraged. it seems to me that scientists exploiting their know-how
are a distinct category that should be recognised by the code.

6.14. It seems to me that there is some precedent for this in
legistation. The rights of employees to be compensated for
inventions of outstanding benefit to their employer were recognised
in the Patent Act 1977. Under section 40 of the Act, employees may
appeal for compensation to be paid by the employer, In addition
section 42 states that the rights for employees' apply equally to
Crown employees and cannot be diminished by terms of a contract.

Inconsistency

6.15. Universities play a key role in innovation and technology
transfer, Many now recognise academic freedom to exploit
intellectual property and in some institutions, the individual
ownership of IP. Now, because of the close links which exist
between universities and agencies such as NHS Trusts and
Research Council-funded institutes, these arrangements are being
replicated to some extent in these public sector bodies.

6.16. Underpinning this development in policy is a recognition that
creating incentives for knowledge transfer is beneficial both for the
advancement of science and for the economy. The current position
in departmentally funded institutes covered by the civil service
management code is inconsistent with the approach permitted in
PSREs (often pursuing similar kinds of science in furtherance of
similar Government objectives) which are NDPBs. This anomaly is
difficult to defend. It alsc seems unlikely to lend itself towards the
retention, in the public sector, of the best and most commercially
oriented scientists.

6.17. The Government has started to recognise the need for
change. In the Modernising Government White Paper 1998 it refers
to the need to take a "more creative approach to financial and other
incentives for public service staff, including a commitment to explore
the scope for financial reward for staff who identify financial savings
or service improvements."

6.18. It goes on: "Government departments and agencies will
introduce schemes which reward staff with a sliding scale
percentage of any savings or improvements made as a result of
their suggestions. We will create positive incentives for success at
all organisational level too. So we will look for new ways of
rewarding organisation performance and success-sharing, for
example by using team bonuses or by linking pay, bonuses or other
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rewards to the achievement of performance or efficiency
improvements.”

6.19. For departmental PSRESs putting this into practice in the
knowledge transfer context requires clarification of the Civil Service
Management Code.

Implementing Change

6.20. The current approach effectively rules out Government
scientists’ personal participation in commercialisation acfivities. A
more mature approach would be one which allows such behaviour
subject to defined conditions which protect the public interest. The
Civil Service business appointments rules provide a good model
here. These rules do not forbid civil servants to take business
appointments - they provide guidance on the circumstances in
which civil servants are required to obtain approval and how this
should be sought. In a similar vein, civil servants should not be
forbidden from making personal gain from commercialising
research, but be able to gain approval subject to defined conditions
being met, including the requirement for propriety.

6.21. The relaxation of the code need not compromise existing
standards of propriety. On the contrary, it could help to clarify the
required standards by putting a greater onus on research
establishments to put in place active approval mechanisms. In
universities and other public sector institutions not bound by the
code, | already have practical examples of how this can be
achieved.

Principles

6.22. Relaxing the Civil Service Management Code will be possible
only if the important issues set out above can be squared with the
requirements of propriety. It will require a set of workable rules or
institutional arrangements. | suggest the following:

6.23. Serving Government scientists can participate in commercial
activity provided that:

= itis reasonably clear that the activity will contribute to the aim of
developing and exploiting intellectual property, to the wider
benefit of the economy;

u the Crown has an appropriate share of the ownership of the IP,
reflecting its investment in creating and developing the asset;

m the scientist concerned had a key involvement in the underlying
research and their continuing involvement is important to the
likely success of the commercial venture;

= others who played a significant role are appropriately rewarded;

a aninformed view has been taken on the most appropriate route
to market for the product/process in question;

& the PSRE has taken a collective view of the probity of the
arrangements.

As an immediate priority Ministers should review the application of
the civil service management code to the special circumstances of
science commercialisation. The effective bar on certain forms of
direct participation by serving Government scientists in the
commercial exploitation of their résearch - in particular receiving
equity or share options - should be removed. The principles that
apply should be the same as the business appointment rules for civil
servants: personal gain should not be outlawed; rather it should be
permitted subject to having proper systems in place for ensuring the
probity of the proposed commercialisation arrangements.

7. Access to commercialisation expertise

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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7.1. | have aiready recommended that PSREs be given ownership
and control of their intellectual property and greater financial
freedoms to commercialise their research. But PSREs also need
expertise in commercialisation. Although there are several cases
where PSREs have successfully managed to commercialise
research without access to commercialisation expertise, such
expertise can often prove invaluable. The benefit of experience can
often help develop coherent strategies and avoid potentially costly
mistakes. This was a clear theme that emerged in my study.

7.2. Lack of experience has meant several PSREs have had to
learn lessons the hard way. Cases of publishing research findings
before the potential for commercialisation had been explored are
common, and most PSREs have learned from this. In a more recent
case a PSRE licenced some of its technology, but regretted not
taking a more strategic approach to technology transfer when it
established a spin-out company in direct competition to the licence
holder of its technolagy.

7.3. Commercial pressures from third parties increase the need to
avoid mistakes. In recent negotiation over a consultancy agreement
for a small proportion of a scientist's time, experience helped a
PSRE identify and remove an unreasonable clause in the
agreement. Had it not been spotted it would have resulted in the
commercial partner having ownership rights to all the intellectual
property produced during the lifetime of the scientist.

7.4. Organisations in the public and private sector are increasingly
recognising the value of commercialisation expertise and there is
strong demand for individuals who have a scientific background and
practical experience in commercialising research. It isn't simply
advice and encouragement that is required but also deep private
sector skills associated with originating the prospects, helping to
develop the business case for potential relationships and providing
hands-on commercial support during the negotiating phase. Such
individuals are however in short supply. For PSREs which tend to
perform unigue research in specialist scientific fields this skills
shortage can be particularly acute.

7.5. The specialist nature of many research establishments and the
considerable knowiedge and experience of all PSRE managers
means they are in the best position to determine the appropriate
level and source of commercialisation expertise that their institute
requires. | see the prime responsibility for ensuring that the PSREs
have access to appropriate knowledge transfer expertise lies with
the PSRE's CEO.

PSRE chief executives must ensure that they have access to the
skills and experience they need for knowledge transfer.

7.8. This is not to say that PSREs have to do everything in-house.
As noted in Chapter 5 there is no one approach for accessing and
deploying the necessary range of skills for knowledge transfer.
Some bodies, most notably the MRC, seek to retain all necessary
expertise in-house, but have difficulty retaining staff once they have
developed commercialisation expertise. Larger PSREs (or consortia
of PSREs) might be able to justify recruiting in-house specialist
teams, but in most cases the costs of doing are likely to be
disproportionate to the scale of the commercialisation opportunities.
Government's main concern should be to ensure that PSREs are
able to get access to the expertise they need, whether or not this is
retained in-house.

7.7. One consequence of the strong demand for commercialisation
expertise is that individuals with relevant experience command high
salaries. Public sector pay constraints, however, can mean that
neither PSRESs nor their sponsors are able to aitract and retain the
most skilled individuals, This is despite the considerable impact the
expertise could have on those institutes with considerable potential

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/1 2/2007
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to generate income from their research. As the costs of employing
commercialisation expertise comes from within their budgets,
PSREs already have a strong incentive to ensure that recruited
expertise achieves value for money. Given the potential impact that
such experience could provide the Government should consider
improving flexibility of PSREs to attract and retain commercialisation
expertise. This may include greater use of short term and part time
contracts.

Government should seek to improve the flexibility of PSRESs to pay
market rates to attract and retain people with commercialisation
expertise.

Partnerships

7.8. The shortage of relevant skills and the difficulties associated
with recruiting and retaining expertise means there are substantial
benefits to be achieved from partnerships which allow PSRESs to
share knowledge transfer resources. In particular where research
establishments (including higher education institutes) have
experience of commercialisation there is clearly scope for sharing
skills which are common to most commercialisation activities such
as legal advice, understanding of commercialisation routes and
generic business and marketing advice. Where skills and
experience are more specifically tailored to discrete areas of
science or industry, partnerships are more difficult, but by no means
impossible.

Support from sponsors and central Government

7.9. As the bodies coordinating severai research organisations
sponsor departments and research councils should where
necessary ensure that PSREs have access as necessary to the
commercialisation expertise they require. There is a broad range of
measures that sponsors can take to ensure access to
commercialisation expertise. These include:

& establishing networks for their institutes and other research
organisations to share experience and best practice on
commercialisation activities :

m providing regular training courses to increase awareness and
knowledge of the most appropriate commercialisation techniques
for their institutes

e where sponsors have several smaller research establishments,
or where the nature of the skiils required is common across many
of the institutes it may be appropriate to establish a central
commercialisation capability that is able to advise and support on
issues which are generic to all their research institutes. As noted
earlier, this model has worked in MRC. Elsewhere | have not
been convinced that sponsors have the same degree of expertise
{0 allow them to act other in the same way as MRC does. But
nonetheless there is considerable scope for them to actin a
broadly facifitating capacity.

Sponsor departments and research councils must where necessary
support their PSREs in gaining access to relevant expertise, and
they should promote a consortium approach to knowledge transfer
where this is most likely to achieve critical mass of activity and
economies of scale.

7.10. Central Government could also have a role to play in ensuring
PSRESs have access to relevant expertise. Clearly it would be
impractical for the Government to attempt to provide detailed
commercialisation expertise which is directly relevant to all the
areas of science and industrial applications covered by the PSREs.
But | see a role for a small central expert unit, perhaps located in the
Treasury, which is capable of providing advice and expertise in
defined circumstances for example for larger and more complex
deals. This unit couid help drive forward and monitor progress with
PSRE knowledge transfer more generally. Such a unit could initially

hitp://www.hm-treasury.gov.uk/documents/enterprise_and | productivity/research_and... 19/12/2007
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be given a life of say two years, after which time its value is
reviewed.

Ministers should consider creating a smat! expert unit within central
Government to drive forward the knowledge transfer agenda - and
provide advice, help and encouragement to PSREs and their
sponsors on knowledge transfer - particularly in relation to larger
and more complex deals.

back to top
Networks

7.11. Networks are perhaps one of the most effective methods for
establishing contacts and exchanging information. They bring
together institutes and individuals with a common interest and
provide an excellent forum for sharing best practice and making
introductions to people who can be later called on for advice. A
network may also provide the opportunity for two establishments to
gain synergistic benefits from working together.

7.12. A strong example of this is the Biosciences Network which
brings together on a regutar basis the eight BBSRC institutes and
the Horticultural Research Institute. This provides a good forum to
learn the experiences of others and benefit from their expertise.

7.13. | would urge more networks to be established among PSREs
and with the broader academic community. These could be based
around industrial groups, organisations with similar science interests
or common funders of their research. It seems to me that PSRE
sponsors, particularly those which support a family of PSREs, are
best placed to take the initiative here.

Sponsors of PSREs should encourage the development of networks
among PSREs for sharing best practice in knowledge transfer and
to promote synergies.

back fo top
Research and Enterprise index page

http://www.hm-treasury.gov.uk/documents/enterprise_and_productivity/research_and... 19/12/2007
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Annex 3: Intellectual property in AFBI, in the public sector and in
other jurisdictions

The Committee requests a breakdown, with associated figures, of how a return on
intellectual property to the inventor works within AFBI, and elsewhere in the public sector.

1. Intellectual property that is exploited commercially and which generates a royalty income
stream is distributed to the inventor in accordance with AFBI's Rewards to Inventors
scheme. This scheme is firmly in line with government policy and takes account of the
recommendations arising from the Baker Report. Those recommendations focussed on
ensuring that intellectual property and research findings made their way into the economy
so that benefit could be derived from public sector research organisations. AFBI’s Reward to
Inventors Scheme was approved by DFP in 2010.

2. Net revenues to AFBI are cumulative, indicating net revenue accrued during the whole life
exploitation of any IR for example any patent family derived from a single parent filing. The
table below outlines how net revenue received by AFBI is shared between the inventor and

AFBI.
Net Revenue Received By Inventor/Project
AFBI (£) Team Share % AFBI Share %
(a) 0-1,000 100% gross 0%
(b) 1,000 - 101,000 25% net 75%
(c) >101,000 10% net 90%
3. This sharing scheme is designed to optimise the motivation of staff to identify and

commercialise their research. Inventors are paid all of the first £1,000 (gross), 25% of the
next £100,000 (net of costs) and 10% of monies in excess of £100,000 (net of costs).

4, As an example, an IPR-related income of £241,000 which cost £40,000 to achieve would be
shared as follows:

£40,000 deducted to cover AFBI expenses, then:

Net Revenue Received By Inventor/Project

AFBI (£) Team Share £ AFBI Share £

(a) 0-1,000 1,000 0
(b) 1,000 - 101,000 25,000 75,000
(c) >101,000 10,000 90,000
Totals 36,000 165,000

Comparative data on the schemes run by similar research organisations in other
jurisdictions.

1. In 2009, when preparing its Rewards to Inventors scheme for presentation to DFR AFBI
gathered details of comparative schemes in place in similar organisations in Northern Ireland
and elsewhere in the UK. The proposed terms of AFBI’'s scheme were benchmarked with
those schemes in operation elsewhere. A summary of the terms of each of the schemes is
provided in the following paragraphs.

2. Queen’s University operates a scheme whereby inventors in exploited IP are entitled to a 50%
split of net royalties received from their invention. The remaining 50% is split equally between
the host department and the university.
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The University of Ulster operates a scheme whereby net royalty income is split equally 3-ways
between the university, the host department and the inventor group.

The Department of Health, Social Services and Public Safety’s “Supporting Innovation in
Health and Social Care in Northern Ireland — Innovation Policy (2008)” outlines the approach
to revenue sharing with inventors within Health and Social Care bodies. The initial (gross)
£1000 from any revenue generation will be distributed to the inventor(s) without any
deduction of any protection or exploitation costs. Revenue in excess of £1000 is distributed
net of those costs and as follows:

Inventor’s
Cumulative Net Income Inventor(s) Department HSC Body
£1000 to £10,000 80% 10% 10%
Over £10,000 34% 33% 33£

AFBI also carried out benchmarking against schemes that were in operation in scientific
institutes and government bodies in Great Britain including the Biotechnology and Biological
Sciences Research Council (BBSRC), the Central Laboratory of the Research Councils (CLRC),
the Medical Research Council (MRC), the Central Science Laboratory (CSL, now FERA), and
the Ministry of Agriculture, Fisheries and Food (MAFF, now DEFRA).

The table below compares the benefit that would be passed to inventors at each of these
organisations based on a royalty income of £241k with £40k costs. This table shows that the
AFBI scheme offers a benefit below the average of the comparator schemes.

Reward to Staff Assuming £241,000
royalty income and £40,000 costs
BBSRC £53,130
CLRC £32,500
MRC £57,824
FERA £25,200
MAFF (DEFRA) £25,550
Average £38,841
AFBI Scheme £36,000
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Agri-Food and Biosciences Institute

Rewards to Staff Scheme

Rewards to Inventors Policy

Introduction

This Rewards to Inventors Policy is being introduced in recognition of AFBI’s mission to
develop and exploit Intellectual Property (IP) arising from its science and research base, as
part of its response to government policy objectives stemming from the Baker Report.

The aim of the Rewards to Inventors Policy is to provide incentives to staff to identify IP with
commercial potential arising from their work and to give rewards where these opportunities
realise an income stream for AFBI. This will ensure that AFBI staff have incentives to identify
and commercialise IR as is the case with their counterparts in the Universities and other
Public Sector Research Establishments (PSREs) throughout the rest of the UK and Europe.

The arrangements set out in this Rewards to Inventors Policy will have effect from 1 April
2006, the date AFBI was established, to bring it into line with other PSREs and Institutions
that have been operating within this Government policy for several years prior to the creation
of AFBI.

These arrangements apply to all income derived from the commercial exploitation of AFBI
Intellectual Property Rights (IPR).

Eligibility and Definitions
For the purposes of this Rewards to Inventors Policy, a member of staff will be eligible for

a reward where Intellectual Property Rights (IPR), are commercially exploited, resulting in
payment to AFBI by way of royalty, subject to eligibility under section 3.

Definitions:

IP - includes patents, registered designs, design rights, plant breeders rights, trademarks,
confidential information, copyright, database rights, novel application of existing technology
and designs, novel materials, use of data, software, training materials, a new device, a
new management system and the use of applications and rights in confidential information
(including know-how and trade secrets).

Commercial Development or Exploitation - any sale, transfer, assignment, licence or other
dealing in the IP and/or the supply, sale or licence of goods or services involving the use of IP
which generates revenue as defined below.

Exploitation Agreement - an agreement setting out the agreed form of exploitation to be
applied to IP by way of an assignment, licence etc.

Revenue - any income received or receivable in respect of Exploitation of IR received by AFBI
from external partners and sources, as a payment for intellectual property by way of licence
fees and/or royalties.

Staff Covered by the Rewards to Inventors Policy

The Rewards to Inventors Policy covers AFBI staff who are actively engaged in the origination
of Intellectual Property Rights (IPR) or other scientific development or output which has
resulted in Commercial Exploitation generating Revenue as follows:

Inventor/Promoter — Inventor as defined in the context of the UK Patents Act (1977) or lead
promoter in the development of the commercially exploitable IP
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Contributor - providing demonstrable creative assistance to the Inventor in the development
of the innovation or novel application thereof.

Staff who are clearly dedicated to the project team but not necessarily making a personal
contribution to the innovation or novel application, e.g. facilitating data recording, technical
operations, administration are not entitled to a reward unless they can be demonstrated as
either Inventors or Contributors.

Where IP is created in a new invention, it is the responsibility of the inventors to formally
disclose the invention to AFBI Innovations at the earliest stage possible so that the invention
can be evaluated and protected. An AFBI Technology Disclosure Form should be used for the
purpose. The disclosure process requires inventors to identify inventors and contributors
and agree their percentage contribution to the invention; AFBI Innovations can advise on this
process.

The proposed share allocation for a specific project team will be reviewed and signed-off by
the CEO in advance of any commercial exploitation. AFBI will distribute the net income from
IPR to the project team in line with Revenue Sharing as outlined in Section 5.

Where IP is exploited and royalties are earned by AFBI, inventors shares under this Rewards
to Inventors Policy will be honoured if they are no longer employed by AFBI. In the event of a
researcher’s death, the entitlement shall continue for the benefit of his or her estate.

4. Calculation of Net Income

AFBI will calculate the net revenue available for distribution by offsetting any costs or
expenses it incurs in the process of obtaining and maintaining exploitation that are not
externally funded or otherwise recoverable including:

B costs associated with the protection of the Invention/IPR etc;

B costs associated with marketing the Invention/IPR etc;

B costs of legal work and agreements associated with the Invention/IPR etc;
B overheads in carrying out the exploitation of the Invention/IPR etc;

B costs associated with the administration of the Rewards to Inventors Policy.

All such costs will be captured, identified and calculated within AFBI’'s computerised cost
management system wherein all staff time (and costs) and associated resource costs
(consumables, overheads) and capital costs are recorded and tracked against specific, coded
activities. Historical research costs will not be recovered from the royalty income. AFBI's
systems will record staff time, patent costs, legal costs etc. It is highly unlikely that capital
costs will need to be tracked for cost recovery purposes.

5. Revenue Sharing

The net revenue will be distributed in accordance with the Revenue Sharing table below.
Net revenues to AFBI are cumulative, indicating net revenue accrued during the whole life
exploitation of any IR for example any patent family derived from a single parent filing.

Net Revenue Received By
AFBI (£)

Inventor/ Project
Team Share %

AFBI Share %

(a) 0-1,000 100% gross 0%
(b) 1,000 - 101,000 25% net 75%
(c) >101,000 10% net 90%
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This Revenue Sharing is designed to optimise the motivation of staff to identify and
commercialise their research. All of the first £1,000 will be paid to staff (gross), 25% of the
next £100,000 (net of costs) and 10% of monies in excess of £100,000 (net of costs).

As an example, an IPR-related income of £241,000 which cost £40,000 to achieve would be

shared as follows:

£40,000 deducted to cover AFBI expenses, then:

Net Revenue Received By

Inventor/ Project

AFBI (£) Team Share £ AFBI Share £

(a) 0-1,000 1,000 0]

(b) 1,001 - 100,001 25,000 75,000

(c) >100,001 10,000 90,000

Totals: 36,000 165,000
Payment

Staff will be paid within three months of the end of the financial year in which AFBI receives
the IPR income. Payment will be due to staff while they remain in the employment of AFBI and
also after they have ceased to be AFBI employees.

Payment to staff will be subject to prevailing statutory deductions and will be paid with salary.

Appeals

Appeals will be dealt with as outlined in AFBI Innovations guide to Relationship Management

and Conflict Resolution.

Review

The operation of this policy will be reviewed annually.

139




Report on The Agri-Food and Biosciences Institute (AFBI)

Annex 5 — An overview of the problems the Department has
encountered with benchmarking of AFBI, how and in what areas
benchmarking is progressing and the order of associated expenditure.
Also, please provide information in relation to where benchmarking is
delivering results.

1. Some initial benchmarking work has been carried out in the Department. A number of
commissioning branches have benchmarked AFBI's costs with alternative providers or
comparator organisations. Benchmarking has been carried out for milk diagnostic testing,
silage analysis, analytical testing in relation to food technology and Transmissible spongiform
encephalopathy (TSE) testing.

2. The total annual expenditure associated with these areas and which has been subjected to
benchmarking is approximately £560Kk.

3. Depending on the nature of the tests, branches have been able to make a direct price
comparison with other suppliers (mainly private sector laboratories), although this has not
been the case across the board and some branches have been unable to obtain a direct price
comparison.

4, The main obstacle to benchmarking is being able to make a like for like comparison of the
service which DARD demands in addition to routine testing. DARD requires and is reliant on
AFBI to maintain its capability to respond appropriately in the event of an emergency which
poses a threat to the agri-food economy, animal / plant health or welfare, or to public health.
In these circumstances an appropriate response would include immediate availability of
suitable local specialist scientific expertise, advise and resources; rapid scientific, technical
and analytical support, and where necessary the redeployment of personnel, equipment and
work activities to facilitate a rapid and often sustained response.

5. Without access to this local response capability DARD would have to send samples to either
GB (transport difficulties) or the south (potential difficulties moving hazardous / potentially
hazardous material into another Member State). Both options would also result in longer
time for testing to be completed. In addition a significant concern is that there would not be
the same guaranteed rapid access to scientific expertise which must be deployed on site or
be immediately available to assist decision making as part of the emergency command in a
crisis situation.

6. In some cases, branches reported that AFBI's costs have been more competitive than
those of other providers. For others, AFBI has been more expensive when considering cost
alone however when other non-monetary factors are also taken into account (expertise,
ability to meet full contract specification, delivery costs, speed of results and risk), AFBI has
demonstrated better value for money overall.
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Annex 6: how many projects referred to in the NIAO report were
completed under full appraisal threshold and under the initial estimates

m  Of the 125 projects referred to in the NIAO report, 52 were completed under the full
appraisal threshold of £150k and 50 were completed under their initially estimated costs.
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Annex 7:

Information on when DARD’s Research and Development change control process was
introduced and the impact it has had on projects since its introduction

1. Since the introduction of the Evidence and Innovation (E&I) process in 2011, change
control procedures have been in place. DARD has continually reviewed the monitoring
arrangements to ensure that projects are carefully managed and that any changes in relation
to deliverables, timescales or budget are notified quickly and that appropriate approvals for
such changes are provided. The process to do that is set out below.

2. E&I projects undergo review on a quarterly basis and comprehensive annual reports are also
provided by AFBI to DARD. Quarterly reports are due with DARD six weeks after the end of the
quarter and annual reports are required to be submitted by AFBI eight weeks after the year
end.

3. The quarterly monitoring reports submitted by AFBI provide a mechanism for DARD Policy
Leads to consider the progress of the project against the research timetable, milestones,
deliverables and costs, as outlined in the agreed Full Format Proposal (FFP) and provide an
opportunity for the Project Lead in AFBI to identify and highlight any particular areas where the
research work or outcomes are diverging from the expected pathway.

4. This provides a mechanism for determining the viability of the project both by the Project Lead
and by the Policy Lead in DARD. If preliminary findings mean that the outcomes expected from
the work will vary significantly from those projected in the FFR the Project Lead and the Policy
Lead discuss the implications.

5. If the DARD Policy Lead is content with the proposed change to the project’s timescales,
deliverables or cost, they alert the relevant Programme Management Board (PMB) Chair
and Science, Evidence and Innovation Policy Division (SEIPD) to the change. SEIPD reviews
the change in light of both scientific considerations and budget restrictions. The FFP and
appraisal are then revisited and updated as appropriate and in that review, if there is a
significant variance, or DARD decides to amend a project or amend its objectives, the project
is escalated to the relevant PMB and if necessary to Evidence and Innovation Priorities Group
(EIPG) for consideration. All parties must agree to the change before it is affected.

6. The nature of research itself means that the scope and direction of a project often has
to be reconsidered as interim results become available. The process in place allows
information that becomes available at each stage to be fed into the review of the project and,
if necessary, it allows necessary adjustments to be made to maximize the benefits of the
project, the outputs it delivers and, as a result, the value for the Department.

7. This process has been in place since 2011 and allows for regular consideration of projects.
However, we do keep our procedures under review and during 2014 we will update our change
control process. This will take account of our experience in operating the existing process
over the last three years with the anticipated main difference being that AFBI Project Leads
will be able to alert their DARD Policy Leads to changes to projects without having to wait for
a formal quarterly monitoring return.
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Annex 8A: information in relation to the duration of the 125 projects
examined by the NIAO and an explanation as to why it is possible to
provide this information at this stage but it was not possible when the
NIAO conducted its fieldwork

At the time of the NIAO’s fieldwork, 80 of the 125 projects examined were ongoing and 45
were completed.

The expected duration of the 80 ongoing projects was provided to the NIAO on the basis

of start year and estimated end year, as specified in the original project proposals. It was
not possible to provide the NIAO with the final duration of the ongoing projects given their
continuing status at the time of the NIAO’s fieldwork. However, the status of those projects
has since moved on following their review by DARD in March 2012 and it is now possible to
calculate their actual duration. This information is provided at Annex 8B.

The expected duration of the 45 completed projects was provided to NIAO based on their
start year and end year as specified in the original project proposals. Actual start and end
dates for the completed projects were provided to NIAO which enabled their duration to be
calculated.
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Note: Out-turn duration calculated from Outturn StartDate (i.e. Earliest date costed to project
on TTRS) and Out-turn End (i.e. Final Report Date or LatestDate on TTRS if Final Report not

submitted)
Annex 8 B - R&D project duration
Proposal
Expected Out-turns PPE
Project Title Duration StartDate EndDate Duration completed?
The economic implications of agricultural policy and market reforms in
0096 transition economies. 4 01/02/01 25/09/07 6.6 Yes
The influence of Low Voltage Electrical Stimulation (LVES) on red meat
0011 quality. 4 01/07/00 03/08/07 7.1 Yes
0021 Factors affecting the sensory quality of potatoes. 3 01/09/01 01/07/09 7.8 Yes
Development of near infrared reflectance spectroscopy (NIRS) calibrations
0099 to predict the in vivo digestibility of grass. 3 01/07/00 23/09/10 10.2 Yes
The formation of social relationships in pigs: implications for housing and
0101 management practices. 4 01/07/02 22/06/11 9.0 Due 2014
An examination of the potential contribution of cross breeding to improve
0114 the profitability of dairying in Northern Ireland. 6 01/04/01 24/08/12 11.4 Due 2015
An investigation of the effect of protozoan engulfment of verotoxigenic,
necrotoxigenic Escherichia coli and Campylobacter jejuni on their
0260 subsequent resistance to food processing operations. 4 01/10/04 28/07/09 4.8 Yes
Developing management strategies to improve the welfare, health and
0269 performance of dairy herd replacements. 5 01/02/04 23/06/11 7.4 Due 2014
0290 An investigation into factors affecting voluntary feed intake in pigs. 5 01/07/04 05/07/10 6.0 Yes
0303 Hydrological charactersisation of a typical drained grassland soil. 3 01/04/04 16/07/12 8.3 Due 2015
0304 Strategies for reducing lameness in Northern Ireland dairy herds. 5 01/04/04 23/06/11 7.2 Due 2015
Surface applied soil conditioners and soil water relations - influence on P
0310 loss from grassland 3 01/04/04 31/03/10 6.0 Due 2013
0311 The existence and extent of bypass flow conduits in NI soils 3 01/04/04 23/08/12 8.4 Due 2015
Influence of slurry management upon soil biomass, biodiversity and carbon
0313 and mineral cycling. 3 01/01/05 02/06/10 5.4 Yes
The application of novel processing technologies for the preservation of
0338 foods. 3 01/04/06 05/10/10 4.5 Due 2013
An intensive genetic study of Atlantic salmon populations of the N.Ireland
system, including assessment of population contribution to mixed stock
0350 fisheries. 2 01/09/03 14/09/10 7.0 Due 2013
Interactions between the phosphorus content of cattle manure and losses
0351 of phosphorus in surface runoff following manure applications to grassland. 3 01/11/05 23/09/08 2.9 Yes
0383 Management and nutrition of calves during the neonatal period 3 01/02/04 21/06/07 3.4 Yes
The effect of compensatory growth during the rearing period on
0384 performance of dairy heifers. 3 01/10/03 19/08/08 4.9 Yes
0391 Factors affecting pig performance 3 17/03/08 16/06/11 3.2 Yes
0402 Low input forages for ruminant production systems. 5 01/03/05 16/06/11 6.3 Due 2014
Developing novel supplementation strategies for dairy cows to improve
0427 nutrient efficiency and animal health and welfare. 3 29/05/06 11/06/10 4.0 Yes
0440 Alternatives to antibiotic growth promoters for broilers 3 04/06/07 06/10/10 3.3 Due 2014
0454 Forest impacts on upland lakes 3 29/10/07 10/07/09 1.7 Yes
0458 Improving heifer rearing regimes on farms in Northern Ireland 3 21/05/07 14/06/11 4.1 Yes
0516 Efficient and safe use of nutrients in animal manures 3 11/06/07 15/06/11 4.0 Due 2014
The effects of curtailing P fertiliser inputs on the P status of soils and P
0517 losses to surface runoff and land drainage water. 3 01/04/06 07/07/10 4.3 Due 2013
0530 Impact of clover sward on milk fat composition and properties 2 04/09/06 25/05/10 3.7 Due 2014
A comparison of three contrasting systems of milk production for spring
0542 calving dairy cows 4 13/10/08 09/07/13 4.7 Due 2015
Measurement of grass growth & utilisation & herd performance to enable
the development & implementation of decision support systems to optimise
0544 performance in different regions of NI 5 07/04/08 08/08/12 4.3 Due 2015
0549 Maximising returns from beef progeny sourced from the dairy herd 4 04/09/06 16/06/11 4.8 Yes
0604 High pressure processing of foods to improve quality and safety 3 16/07/07 13/08/12 5.1 Due 2015
Irish Sea ecosystems health: delivering the science to underpin an
0612 ecosystem approach to sustainable management 5 31/03/08 12/09/12 4.4 Due 2016
0615 Measures to improve nitrogen efficiency in Northern Ireland 3 04/06/07 23/08/12 5.2 Due 2015
0617 Monitoring soil quality in Northern Ireland 3 04/06/07 13/06/12 5.0 Due 2015
Monitoring the effectiveness of the nitrates action programme for Northern
0618 Ireland 3 04/06/07 25/11/13 6.5 Due 2016
The effect of increasing levels of carbon dioxide in the atmosphere on
0620 carbon and nitrogen dynamics in temperate grassland soils 3 21/01/08 29/08/12 4.6 Due 2016
0622 Low input forages for beef production 3 25/02/08 16/06/11 33 Due 2014
0625 On-farm methods to improve pig meat quality 3 24/03/08 20/08/12 4.4 Due 2015
0626 Recruitment process & stock dynamics of Irish Sea fin-fish populations 5 07/04/08 01/08/13 5.3 Due 2016
0649 Anaerobic Digestion 3 03/09/07 02/04/12 4.6 Due 2015
0655 Evaluation of a constructed wetland treatment of farmyard dirty water 3 29/09/08 22/06/11 2.7 Due 2014
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Interactions between the phosphorus content of cattle manure and losses
of phosphorus in surface runoff following manure applications to grassland.
Management and nutrition of calves during the neonatal period

The effect of compensatory growth during the rearing period on
performance of dairy heifers.

Factors affecting pig performance

Low input forages for ruminant production systems.

Developing novel supplementation strategies for dairy cows to improve
nutrient efficiency and animal health and welfare.

Alternatives to antibiotic growth promoters for broilers

Forest impacts on upland lakes

Improving heifer rearing regimes on farms in Northern Ireland

Efficient and safe use of nutrients in animal manures

The effects of curtailing P fertiliser inputs on the P status of soils and P
losses to surface runoff and land drainage water.

Impact of clover sward on milk fat composition and properties

A comparison of three contrasting systems of milk production for spring
calving dairy cows

Measurement of grass growth & utilisation & herd performance to enable
the development & implementation of decision support systems to optimise
performance in different regions of NI

Maximising returns from beef progeny sourced from the dairy herd

High pressure processing of foods to improve quality and safety

Irish Sea ecosystems health: delivering the science to underpin an
ecosystem approach to sustainable management

Measures to improve nitrogen efficiency in Northern Ireland

Monitoring soil quality in Northern Ireland

Monitoring the effectiveness of the nitrates action programme for Northern
Ireland

The effect of increasing levels of carbon dioxide in the atmosphere on
carbon and nitrogen dynamics in temperate grassland soils

Low input forages for beef production

On-farm methods to improve pig meat quality

Recruitment process & stock dynamics of Irish Sea fin-fish populations

Optimising control of potato late blight with effective use of fungicides and
cultivars for conventional and reduced input systems.

An integrated approach to the control of Megaselia halterata during
mushroom cultivatiomn

Development of a management information system for grass/white clover
swards (CloverCheck) for use in low input grassland production

Adaptation of a herbage growth model to predict herbage and legume
content in swards containing grass or red clover

New molecular tools for rapid detection of viral pathogens of threat to plant
health & NI agri-food sector

Evaluation of Armagh Orchard Trust Apple Gene Bank for potential cultivars
suitable for organic apple production

Evaluation of tunnel spraying on Bramley apples grown in a hedge system
for potential reduction of agrochemicals

Management tools for agri-environment schemes

Enhancing legume performance: molecular genetics of high efficiency
nitrogen fixing legume symbiosis

Improvements in nutrient utilisation, feeding value & climate change impact
of forage grasses - development of rapid tools to assess herbage quality

Optimising management of N nutrition in winter wheat in relation to RB 209
Weed management in organic arable & horticultural crops

Use of Short Rotation Coppice (SRC) Willow for the bioremediation of farm
wastewater

Monitoring arthropod-vectors of bluetongue & other animal disease
Application of high-resolution M. Bovis strain typing to pathogenesis and
control of bovine TB

Diagnosis of emerging bacterial pathogens of zoonotic significance

Development & application of a panel of molecular diagnostic assays for the
detection of bluetongue virus & other insect vector-borne virus diseases
Epidemiological Study of Salmonella Infections in Farm Animals

An Economic Study of the Northern Ireland Land Market.

Investigation into the pathogen / host relationship in the development of
lesions in Mycoplasma bovis calf pneumonia.

The influence of Low Voltage Electrical Stimulation (LVES) on red meat
quality.
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Importance of raw meat composition for the flavour of cooked beef
Factors affecting the sensory quality of potatoes

Investigation of the incidence and persistence of Mycobacterium avium

susp. paratuberculosis (MAP) in food and its possible role in Crohns disease.

An investigation of some factors influencing herd response to standard lipid
supplemented diets designed to optimise milk fat composition

An investigation of quorum sensing and nutritional triggers of extracellular
enzymes by psychrotrophs of milk origin.

Nutrient balances on grazed grassland.

The Nature, Causes and Management of Spatial Variability in Forage Grass
Production.

Measurement, Modelling and Management of Nutrient Fluxes in Grass-
based Agriculture.

Lough Melvin lake and catchment study

Role of orchard hygiene in the potential reduction of fungicide use for
control of apple scab (Venturia inaequalis).

The economic implications of agricultural policy and market reforms in
transition economies

A comparison of poultry meat Campylobacter spp. with those isolated from
human disease.

Microbiology of Agaricus mushroom casing

Improving the genetic potential of hill ewes through crossbreeding

The development of protocols for the microbiological assessment of red
meat carcasses, in the context of HACCP.

Nutrient profiling of potatoes growing in hydroponics

Investigation and quantification of the effects of environmental factors on
grass growth and development.

Production and evaluation of advanced molecular and non-molecular
reagents and techniques for diagnosis of exotic virus diseases

Early pathogenesis and control of porcine circovirus disease

A Socio-Economic Investigation of Farmer Retirement and Farm Succession
in Northern Ireland

Developing easy-care systems of lowland sheep production
Astrovirus-associated enteritis and growth retardation in Northern Ireland
poultry

Defining the nutritive value of cereals for pigs and poultry

Modelling and monitoring the impact of potential NVZ designations on
surface water quality and farm management practices.

Soil quality indicators for sustainable agriculture and the aquatic
environment in Northern Ireland

Management of diseases and weeds of cereal crops grown under organic
conditions

Control of invasive weeds of grassland in environmentally sensitive areas

Improving the detection and control of fungal and bacterial pathogens of
potato tubers

Interactions between the phosphorus content of cattle manure and losses
of phosphorus in surface runoff following manure applications to grassland
Disease resistance markers in forage grasses.

The use of high hydrostatic pressure for the preservation of foods

To develop robust visible and near infrared calibrations for assessing fibre
and yarn quality.

The effect of compensatory growth during the rearing period on
performance of dairy heifers

Improving the nitrogen use efficiency of fertiliser urea

Evaluation of Smart Fresh (1-MCP) as a growth regulator for enhancing the
quality of Bramley apples in long term storage

The Sensitivity of Benthic Habitats in NW Irish and Malin Shelf

Forest impacts on upland lakes

Ecological impacts of Zebra Mussels in NI waterways

The identification, status and potential damage of root-knot nematodes
Meloidogyne spp. in Northern Ireland

Diagnostic scheme for the identification of European potato cyst nematode
(PCN) populations

Mycobacterium bovis antigens in bovine tuberculosis.
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Annex 9A: Please provide a breakdown of the cost that had been
incurred by each project at the time of termination. Witnesses
submitted that value was retained by the public sector as research from
these projects was diverted into other subsequent bodies of work.
Please elaborate on how learning was captured from these projects,
which of the 52 projects fed into other projects, how the Department
measures the value of this work and the progress and lessons learned
from the Post Project Evaluations of those projects.

The cost breakdown is provided at Annex 9B.
How was learning captured from the 52 projects?

The learning was captured in a number of ways. Firstly, information and results were fed back
to DARD Policy Leads through both formal reporting and through oneto-one interaction. The
latter included scientific advice and input to decision making, and when required, scientific
advice in relation to emergency situations. The knowhow generated through research helped
to build a substantial knowledge base within AFBI that has also been used for follow-on
research. Peer reviewed scientific publications share important scientific information and help
AFBI to attract national and international research funding.

The outputs from these projects were transferred to the local industry through technology
transfer events which are delivered in association with CAFRE. Technology transfer articles
are also published in the local farming press.

Which of the 52 projects fed into other projects?

In 40 cases the research element had already finished and the project leader was asked

to write up the project and bring it to a conclusion. In 11 cases, when reviewed against
current policy objectives, the projects were considered to be less pressing than those coming
forward under the Evidence and Innovation (E&I) process and so they were brought to an early
conclusion. Given that the E&I Strategy was the start of the process to ensure that research
and development was policy initiated and in keeping with DARD’s strategic aims and priorities,
it is not surprising that projects assessed against this new framework were considered of
less priority. One project was stopped because of insufficient progress. However, the projects
that stopped had significant value and indeed some were refocused and included in the E&I
programme. Examples of such projects include:

m  Application of high resolution M bovis strain tying to pathogenesis and control of bovine
TB. While this specific project was brought to an early conclusion, TB research was of
ongoing importance to DARD and the Department has continued to commission TB
projects within the E&l Programme.

B Monitoring arthrop-vectors of bluetongue and other animal diseases. This project was
brought to a conclusion but similar work was commissioned within the E&I programme.
This work was important in providing evidence in relation to the vector free period when
Bluetongue was detected on a farm in Northern Ireland.

How does DARD measure the value of this work?

In addition to considering monetary value / return, the value of the work can also be measured
in relation to its support for policy development and innovation and its contribution to the
provision of an emergency response capacity. By way of example, the following projects were
formally stopped as part of the review process in 2012 and their value is summarised below:

Supporting Policy
m  Efficient and safe use of nutrients in animal manures - AFBI research demonstrated that,
due to local management and feed, dairy cows in NI produced 9% less manure than cows
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in England. This was used to negotiate a higher stocking rate of dairy cattle for NI than
was allowed for England. Result is that NI dairy farms can produce 9% more milk per ha,
equating to a potential benefit estimated at £6.24m between 2006 and 2012. Research
cost was £650k.

Recruitment process and stock dynamics of Irish Sea fin-fish populations and DARD
project 0612: Irish Sea ecosystem health: delivering the science to underpin an
ecosystem approach to sustainable management. Data gathered by AFBI’'s marine

fish stock assessments allow negotiation of best outcomes for NI fishing sector in EU
Fisheries Negotiations. For example, in 2013, EU proposed cutting the NI TAC (total
allowable catch) for nephrops by 12%. AFBI data helped reverse the cut and deliver a net
6% increase in TAC, worth more than £1.5m pa. Research cost £340k pa.

Supporting Innovation

Development of near infrared reflectance spectroscopy (NIRS) calibrations to predict the
in vivo digestibility of grass. AFBI led research developed new systems for predicting the
feeding value of silage. Now used across UK/Ireland. Estimated benefits to NI of £1.25m
pa. Research cost £511k. Further research with UK partners developed the UK Feed into
Milk Rationing System now adopted across UK can improve efficiency by 10%. Assuming
20% adoption across NI gives a return of £3.35m pa. Research cost £360Kk.

Improving heifer rearing regimes on farms in Northern Ireland. Funded by DARD &
AgriSearch. Developed blueprint for heifer rearing that can save 1p per litre of milk
produced. Assuming adopted by 5% of producers (recent survey suggests this is modest),
saving to industry of £990k pa. Research cost £320k.

Emergency Response

Monitoring arthrop-vectors of blue tongue and other animal diseases and

Development and application of panel of molecular diagnostic assays for the detection

of blue tounge virus and other insect vector-borne diseases. AFBI was able to show that
BTV positive animals detected at post import testing within NI had not infected the local
midge population and thus ensured that NI's BTV free status was maintained. The work
undertaken by AFBI demonstrated transplacental spread of this diseases for the first time
and informed the EU policy on control measures.

5. Progress and lessons learned from PPEs

A total of 14 PPEs have been completed from the 52 projects stopped in 2012. The
remainder are scheduled for completion but have not yet fallen due. Whilst section 4
above highlights examples of the impact delivered from a selection of these projects, the
points below summarise additional lessons learnt from the PPEs completed to date. Those
lessons have been primarily in relation to research management and the importance of the
dissemination of research results.

There was a tendency to underestimate the resources required for projects in terms of
staff time, consumables, maintenance etc. This made completing the project within the
initial budget very difficult.

The number of outputs tended to be underestimated. Most projects over delivered e.g. in
number of referred publications, Technology Transfer events etc.

On several occasions, the results from research provided information that impacted upon
the work of other government agencies, for example, evidence of a decline in water quality
which had severe implications on fish stocks. This highlighted the importance of engaging
with other government bodies and stakeholders such as DOE and industry so that they
could act on results.
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Annex 9B — Costs (£) incurred on terminated projects at point of cessation

PMB1 -
# Title
Cost
0011 |The influence of Low Voltage Electrical Stimulation (LVES) on red meat 160,304
quality
0020 [Importance of raw meat composition for the flavour of cooked beef 481,285
0021 [Factors affecting the sensory quality of potatoes 17,164
0099 |Development of near infrared reflectance spectroscopy (NIRS) 305,242
calibrations to predict the in vivo digestibility of grass
0134 |Epidemiology and control of apple canker caused by Nectria galligena 144,094
0289 |Defining the nutritive value of cereals for pigs and poultry 1,246,481
0384 | The effect of compensatory growth during the rearing period on 101,392
performance of dairy heifers
0391 |Factors affecting pig performance 594,637
0417 |Anintegrated approach to the control of Megasella halterata during 407,506
mushroom cultivation
0419 |Development of a management information system for grass/white clover | 326,631
swards (CloverCheck) for use in low input grassland production
0445 |Adaptation of a herbage growth model to predict herbage growth and 40,398
legume content in swards containing grass and white or red clover
0458 |Improving heifer rearing regimes on farms in Northern Ireland 340,660
0530 |Impact of clover sward on milk fat composition and properties 367,781
0542 | A comparison of three contrasting systems of milk production for spring 249,944
calving dairy cows
0549 [Maximising returns from beef progeny sourced from the dairy herd 766,869
604 High pressure processing of foods to improve quality and safety 1,114,766
0615 [Measures to improve nitrogen use efficiency in Northern Ireland 448,362
0622 |Low input forages for beef production 179,347
0716 |Development of a phenotypic database for the Northern Ireland beef 133,105
industry
0721 |Interactive effects of palletised lime and fertiliser N on sward productivity 45,738
0809 |Developing breeding strategies for sustainable sheep production systems| 584,040
in Northern Ireland
9920 |To assess the potential of the Norwegian Dairy Cattle breed (NRF)as an | 395,528
alternative to Holstein Friesian breed for NI
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PMB 2

# Title

0101 | The formation of social relationships in pigs:implications for
housing and management practices

0808 |Evaluation of the factors influencing rates of adoption of sheep
research in NI

Cost

357,455

299
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PMB 3
# Title
Cost
0162 |Forest Insect Pests - Management and Quarantine Diagnostics 57,630
0269 |Developing management strategies to improve the welfare, health and 0
performance of dairy herd replacements
0290 |Aninvestigation into factors affecting voluntary feed intake in pigs. 0
0304 |Strategies for reducing lameness in Northern Ireland dairy herds 293,544
0383 [Management and nutrition of calves during the neonatal period 232,992
0393 |Optimising control of potato late blight with effective use of fungicides and | 790,318
cultivars for conventional and reduced input systems
0407 |Application of high-resolution M. bovis strain typing to pathogenesis and | 1,172,054
control of bovine TB
0440 |Alternatives to antibiotic growth promoters for broilers 625,955
0501 [New molecular tools for rapid detection of viral pathogens of threat to Plant | 311,280
Health and Nl agri-food sector
0510 |Evaluation of Armagh Orchard Trust Apple Gene Bank for potential 197,815
cultivars suitable of organic apple production in Northern Ireland (.
Establishment Phase)
0511 |Evaluation of tunnel spraying on Bramley trees grown in a hedge system 123,379
for potential reduction of agrochemicals
0539 |Diagnosis of Emerging Bacterial Pathogens of Zoonotic Significance 218,360
0714 |Effectiveness of different footbath solutions in the treatment of digital 77,172
dermatitis in dairy cows
0717 |Developing breeding and management strategies to reduce lameness in 121,088
the Northern Ireland sheep industry
0729 [Monitoring arthrop-vectors of bluetongue and other animal diseases 588,619
0747 |Development and application of panel of molecular diagnostic assays for 371,524
the detection of bluetongue virus and other insect vector-borne diseases
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PMB 4
# Title
Cost
0158 |Interactions of willow varities grown in mixtures contributing to 1,106,082
sustainability
0282 |Sustainability of trees in woodland and farmland ecosystems 452,957
0303 [Hydrological characterisation of a typical drained grassland soil 304,861
0310 |[Surface applied soil conditioners and soil water relations - 123,294
influence on P loss from grassland
0311 |The existence and extent of bypass flow conduits in Nl soils 308,809
0514 [Management tools for agri-environment schemes 699,439
0516 |Efficient and safe use of nutrients in animal manures 259,565
0620 |The effect of increasing levels of CO2 in the atmosphere on 61,566
carbon and nitrogen dynamics in temperate grassland soils
0649 |Anaerobic Digestion 296,294
0655 |Evaluation of a constructed wetland for treatment of farmyard dirty | 137,142
water
0700 |Nutritional strategies to reduce methane and nitrogen emissions | 310,111
of dairy cows
0708 |Harvesting and utilisation of forest brash as biomass material 111,787
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DARD Support for the Potato Sector

Review of Support Arrangements and Mechanisms - Report

1.0

1.1

1.2

1.2.1

EXECUTIVE SUMMARY

This report was commissioned by the Department of Agriculture and Rural
Development (DARD), with a view to undertaking an assessment of the value
and relevance of the support mechanisms, including the internal departmental
arrangements for those supports, currently being provided by the Department
to the potato sector in Northern Ireland. It was undertaken in accordance with

the Terms of Reference reproduced in Appendix 1.

The combined output of ware and seed potatoes in Northemn Ireland has
declined steadily over more than a century - to the point where it is now a very
small proportion of the Furopean Union total (which increased as a result of
the accession of Poland, Hungary and other smaller producers) and the future
sustainability of both the seed and the ware sectors is becoming progressively
and rapidly more questionable. In recent years, the number of potato farmers
in Northern Ireland has decreased (as it has in several other European
countries), with no indication of any change in that trend. The overall sector’s
output is now heavily dependent on the 5%-10% of biggest farmers, who,
between them, produce between 45% and 60% of total output, at present, the
biggest 1% of farmers (ten farmers) produce 16% of Northern Ireland’s total
output of potatoes and the total value of the sector’s output in 2003 was £22.6

million (within 4% of the mean value of £23.5 million over the past six years).

By comparison, Scotland’s overall output has remained relativély steady,
though its seed production hés shown indications of a slight decline, despite
the fact that most of the multiplication of the Republic of Ireland’s new
varieties is now undertaken there. Similarly in the Republic of Ireland, while
the number of potato farmers is decreasing at a rate broadly comparable to that
in Northern Ireland, overall production was, until recently, increasing slightly;
however, it has now started to decline, partly because of the growing of Irish
varieties in Scotland, but also largely because of encouragement from the Irish
Farmers Association and Teagasc’s Advisory Service, both of whom have
been advocating rationalisation in order to avoid price-cutting and, thereby,

secure the sustainability of the sector.
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1.3

14

1.5

1.6

Northern Ireland has a high, disease-free, health status for its potatoes, but
there is little evidence that such a theoretically important and valuable
advantage has been exploited in securing overseas sales, or even in protecting
the domestic market; logically, that should be a major asset in selling
potatoes - especially seed potatoes - into foreign markets. Instead, Northern
Ireland has been losing its former strong position in its export markets, whilst

Scotland has been maintaining, or increasing, its sales in those same markets.

One issue which clearly impacts on the potato sector in Northern Ireland is the
extensive use of ‘free’ varieties i.e. those varieties on which royalties are no
longer payable to the breeders. While the cultivation of such varieties reduces
short-term costs to the producers, it normally results in lower yields (about
50% lower, or even less, of that for protected varieties) and it also implies that
much of the output being produced in Northern Ireland is from ‘out-dated’

varieties, which are, frequently, inappropriate to changing market demands.

The potato sector in Northern Ireland is currently dominated by relatively
small producers; 70% of growers farm less than five hectares, at an average
of 1.51 hectares per farmer; most of these are not dependent on potato
growing for their livelihoods. All the indications are that, in the future, units
will have to be bigger and more specialised, if they are to be viable, and it is
clear that that process has already started. Therefore, it can be predicted with
confidence that, in the near future, any potato farmer with significantly less
than fifty hectares under cultivation is unlikely to sustain a viable potato-

farming operation.

Because of the ‘commodity’ nature of its output, with major fluctuations in
selling prices, potato farming is a risky business, demanding very effective
cost control. Pressure, especially from Britain, where prices are significantly
lower, will dictate that Northern Ireland’s potato farmers will have to find

ways of reducing their costs, by benchmarking them against ‘best practice’

and emerging problems, if they are to compete effectively and reduce their

exposure to the risk of losses, or, for some, to financial disaster.
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1.7

1.8

1.9

1.10

1.11

Internationally, potato farming is becoming more mobile. Already the
Republic of Ireland, through one of its main potato organisations, is
multiplying its home-bred varieties in Scotland and doing so very effectively
and successfully; the yields being achieved there are between two and four
times those being achieved in Ireland, depending on the variety. Other major
companies in the potato sector, including some with investments in Northern
Ireland, are also multiplying their seed in several countries and have created

vast networks of growers in those countries.

Potato selling and marketing is governed, in large part, by European Union
regulations and directives, though there are no E.U. quality standards
specifically applicable to potatoes. There are, however, specific regulations
designed to protect against so-called ‘quarantine discases’ and indigenous
governments are required to install appropriate inspection procedures to

identify any occurrence of such viruses and pathogens.

In Northern Ireland, DARD’s Quality Assurance Branch is responsible for the
implementation of plant health and sced certification legislation with scientific
support from Applied Plant Science Division (APSD); its certification
procedures are acknowledged internationally as being of a particularly high
standard. Through its facility at Newforge Lane, APSD is satisfied that no

symptoms of any quarantine disease have been found in Northern Ireland.

The crossihg and breeding of new varieties is undertaken by another wunit,
currently within APSD, at the Northern Ireland Horticulture and Plant
Breeding Station (NIHPBS) at Loughgall. Its breeding programme involves a
combination of commercial contracts with a variety of local and international
interests involving a market focus, and a strategic breeding programme for the
prevention / control of diseases and the inculcation of new characteristics into
the final pofato product. Trials on all potentially viable varieties are

conducted at the Northern Ireland Testing Station (NITS) at Crossnacreevy.

A broad consultation process was conducted with a wide range of interests,

including growers, merchants, packers, processors, representative bodies and
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DARD staff. During the consultations, the following principal issues were

raised:

¢ Northern Ireland’s advantages of good soil, suitable climate, high health
and disease-free status, and long experience in the sector, should be
enough to create a successful potato industry, but it continues to lose
market share in both its ware and its seed sectors; the lack of new varieties
and the use of non-certified seed have eroded its credibility in its former
markets.

e This sector’s development has suffered from an inadequate focus on
market needs and the overall supply chain, little investment in marketing
infrastructure, a low level of vertical linkages and a shortage of skills in
marketing; consequently, aspects such as quality, service, after-sales
support (especially for its seed, which requires more such support than the
ware sector) and innovation have never received adequate attention or
investment from the farmers themselves; realistically, these issues can be
resolved only by direct interface between the farmers and their customers
(and, ideally, with consumers of their products — though that is likely to be
more difficult), rather than by relying on intermediaries who have not
fulfilled this role successfully in the past and are unlikely to do so in the
future. And, there is a need for more, stronger contractual arrangements
between those who grow seed and ware growers.

e Poor husbandry has a hugely negative impact on this industry’s
performance; there has been a failure to address some fundamental

- agronomic issues, including inadequate fallowing, the use of small ware
and several generations of seed, the lack of soil sampling and of adequate
blight protocols, and the failure to segregate seed from ware, to benchmark
costs, to apply the necessary phytosanitary protocols and tob remove
‘rogue’ vaﬁéties from the crops during growth.

e The maintenance of its high health and disease-free status and the
continuing cultivation of new varieties are crucial to the future of this
sector; that high health status must apply to the Island as a whole and any
new varieties should come from market-driven breeding rather than

agronomically-driven crossing.
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1.12

The inadequacy of the infrastructural support available has affected the
performance of this sector; that infrastructure includes: post harvesting
and cold storage facilities, grading and weighing facilities, washing and
packing facilities etc. as well as non-physical supports such as benchmark
data, marketing support, models of best practice etc.; comparison with the
Republic of Ireland indicates that the potato sector in Northern freland has
secured less-than-adequate investment in these areas; at the same time,
there is clear evidence that some of the supports, which are available, have
not been used by growers — especially the non-physical supports.

The high level of fragmentation in the sector and the failure to co-operate
in solving problems in the way in which Dutch farmers do, have militated
against the progress of potato farming in Northern Ireland; this has been
augmented by dependence on merchants who sell on a ‘commodity’ basis,
with no contractual relationships with the growers.

There has been a failure to harness the expertise which exists in Noﬁhem
Ireland in crossing and breeding to produce new varietics and the emphasis
on agronomy, at the expense of changes in market preferences for types of
potato, has not been helpful; the multiplication of Northern-Ireland-bred
varieties in Scotland, Holland etc. is a source of annoyance to growers.
There has been a continuing decline in potato consumption, with a
consequent need to increase the range of value-added potato products, to
maximise cost-competitiveness and to co-operate at all levels in the sector.
Any potential for growth in Northern Ireland’s potato sector is in the seed

sector and opportunities to service nearby markets are being missed.

A number of issues emanated from the combination of a literature survey and

the consultations, together with the subsequent analyses. Four issues were

clearly of particular significance, viz.:

>

The need to protect Northern Ireland’s disease-free status and that involves
ensuring that the Republic also remains free from potato-based diseases.
The need to have on-going access to new varieties.

The need for improved agronomy.

The need for better marketing of Northern Ireland’s potato output.
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They, together with the options available in respect of each issue, were
analysed into three groups: those which are essentially strategic; those which

are statutory; and those which are largely, or entirely, discretionary.

In terms of the strategic dimensions to potato farming, three main aspects were

identified, as follows:

(i) The Need for New Varieties: This is currently one of the main
determinants of Departmental expenditure on this sector. In strategic
terms, this was deemed to be critical to the sector’s future and a total of six
options (including retention of the status quo) were identified and
analysed;  the six were reduced to the following three, realistically
feasible alternatives: |

e a phased reduction of public funding for the potato breeding
programme;

o the funding by DARD of ‘strategic bomponents’ only, with
‘commercial breeding’ being funded through contractual
agreements; and '

o allowing Northern Ireland to become purely a location for the

propagation of varieties bred elsewhere.

(i) Links with Other Potato-growing Countries: Four options were identified
and, following analysis, they were reduced to three viz. the establishment

of formal links with the Republic of Ireland, or with a mainland-European

country, or both.

(ii1)Whether to Focus DARD’s Support on a Smaller Number of Bigﬁef

Operators: Bigger operators were identified as being more amenable to
implementing better agronomy and marketing protocols and as having a

bigger stake in the future success of the sector.

Specific recommendations in relation to each of these three dimensions are

provided below.
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1.13

In relation to the various statutory activities, it was accepted that the only real
options related to their scale and cost. The recommended changes in respect

of these clements are set out below.

Similarly, the costs of research and other non-statutory activities provided at

Newforge were considered, with the conclusions indicated below.

The sixteen recommendations arising from the conclusions to the analyses of

the potentially feasible options are as follows:

Recommendation 1: The NIHPBS at Loughgall (through Environmental
Policy Branch) should negotiate commercially-focussed contracts with a
number of organisations (instead of a single main contract) and should
divide the overall quantum of its crossing and breeding work over those
contracts, adjusting ‘reduction rates’ so that a realistically Sfeasible number
of varieties is produced for potential commercial multiplication under each

contract, by the seventh or eighth year after initial crossing,

Recommendation 2: In negotiating contracts with potential commercial
partners, NIHPBS (through Environmental Policy Branch) should ensure
that most of its breeding work will be focussed on the British, Irish and

European markets.

Recommendation 3: As part of its contract negotiations with any pateritial
partner, NIHPBS (through Environmental Policy Branch) should try to
ensure that such a partner has sufficient networks and resources to exploit
JSully the potential of any new variety and to support it with the necessary
marketing investment; it should also try to ensure that the possibility of
multiplication in Northern Ireland was not being precluded by the
commercial partner, even if any particular variety was to be made available

to a select number of trusted growers only.

Recommendation 4: DARD should continue to support an element of
strategic breeding at Loughgall, to be undertaken to DARD’s specifications,
Jfollowing agreement with NIHPBS, but DARD’s contribution to any

strategic component of Loughgall’s potato-breeding activities should reduce
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progressively over time, starting at 80% of the cost of Loughgall’s potato-
breeding programme in 2006, and reducing by 10% per annum over the
Jollowing five years; if by the end of 2010, the programme is not generating
enough commercial revenue to cover at least 45% of its costs, the
programme’s performance and future, and the contributions (both monetary
and non-monetary) of the individual commercial partners should be
reviewed afresh by DARD. '

Recommendation 5: DARD should pursue with the Department of Food and
Agriculture in the Republic, the potential for mutual co-operation and
economies of operation in the areas of inspection, certification, research,
marketing and promotion, variety development and cross-border trade, for

both seed and ware, in the potato sector.

Recommendation 6: DARD should pursue with the Department of Food and
Agriculture the potential for co-operation and joint operations between An
Bord Bia and relevant agencies in Northern Ireland (INI efc.) in creating an
Island-wide approach to the promotion and marketing of potatoes and their
related down-stream, value-added products, in both local and international

markets.

Recommendation 7: The Northern Ireland potato sector should, in
conjunction with DARD, develop marketing and distribution partnerships
with major European players (especially European companies, with which it
negotiates breeding contracts) who could secure sales for Northern Ireland
seed potatoes in parts of Europe and outside Europe, under such an
arrangement that some propagation would occur in Northern Ireland, with
carefully selected and trusted growers, and that commission on varieties
bred in Northern Ireland would be returned to the breeder in Northern
Ireland.

Recommendation 8: DARD should concentrate its resources and its support
for the potato sector on:
e the one hundred (or so) farmers who currently plant at least forty

hectares of potatoes annually, or who could be persuaded to increase

their propagation to that level,
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o the top quartile of seed producers, and

e any strategically-important specialist operators,
whilst maintaining, among all growers, the inspection, certification and
marketing standards devolved to it by European Union directives and

national legislation.

Recommendation 9: DARD should now undertake a zero-based analysis of
the current levy scheme, with a view to abolishing it entirely, or fo
establishing a new levy system for the farmers who continue fto receive
support under whatever new dispensation is implemented, following

consideration of this report.

Recommendation 10: In light of the continuing decrease in the sector,
Quality Assurance Branch should reduce the staffing cohort devoted to the
potato sector by 20% of its current level (i.e. to eight person-years) by the
end of 2007, whilst maintaining the standards it currently applies to its

inspection and certification activities.

Recommendation 11: DARD should review, from zero-base, with Newforge
the need for, and cost of, the services currently being provided from there,
with a view to effecting economies which would reflect the changed level of
activity in the sector, whilst taking due cognisance of the statutory need to

protect Northern Ireland’s health status in relation to potato farming.

Recommendation 12: DARD, through its staff who are in direct contact with
potato growers (especially those at CAFRE’s Greenmount Campus and
those in Supply Chain Management), should encourage increased use of the
Department’s expertise in agronomy, bench-marking, supply chain
management, marketing and technology transfer, by the cohort of growers
on which it proposes to concentrate its support, through making courses and
advice available to those growers; it should also promote the néed for
growers to reduce their costs to levels which will make them competitive with
growers elsewhere; and DARD should set five-year performance targets for
these activities, so that failure to achieve reasonably feasible improvements

will result in reductions in the resources allocated to those activities.
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Recommendation 13: DARD, through its contacts with educational and
research bodies, should promote and support the concept of research into

how the shelf-life of potatoes and potato-based products could be extended.

Recommendation 14: DARD should prepare plans to ensure that any
potentially successful new varieties emanating from the strategic breeding
programme, which it supports, will be compleménted by adequate
marketing, even if that were to involve the sale of some specific varieties to
private sector businesses with the requisite marketing skills and financial

resources.

Recommendation 15: DARD’s strategy for the marketing of Northern
Ireland’s potato output and for the marketing of any down-stream products
from potatoes, should involve co-operation with the sector in the Republic of
Ireland, and the implementation of such a strategy should be facilitated and

supported through appropriate cross-border entities.

Recommendation 16: Farm Policy Branch should immediately undertake an
assessment of the organisational implications of appointing a person to co-
ordinate the delivery of its statutory responsibilities to the potato sector and
its overall support for that sector, and, in the absence of seriously negative

implications, should make such an appointment.

While these recommendations may not be exactly what potato growers, or
those who currently market Northern Ireland’s potato output, would prefer,
they represent what is deemed to be the best short and medium term approach
to making this a viable sector, with some potential for selective expansion in

the near future.
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2.0

2.1

2.1.1

INTRO[I;UCTION AND BACKGROUND

The Department of Agriculture and Rural Development (DARD) currently

provides support to the potato sector in Northern Ireland (some of which is

indirect) and, in the process, incurs costs under the following six headings:

policy development, co-ordination and implementation, and technical

advice on plant health, research, development, marketing and promotion;

management of potato breeding contractual arrangements (under

Environmental Policy Branch);

delivery of various services including education, business development
advice, technology transfer, statutory plant health, seed certification etc. to
producers, processors {on product development, factory design, labelling
and packaging etc.) and to other elements of the supply chain, as well as to

funders (including those supporting processing and marketing initiatives);

science services, including research, testing, diagnosis of pests and
diseases and the provision of such services to growers;

research into, and breeding of, new varieties;

the co-ordination of statistical and quantitative data and related analyses.

An organisation chart, summarising the reporting relationships and roles

within DARD, is provided in Appendix 2 to this report, but the following is an

abbreviated indication of the core role(s) of some of the more important sub-

sections of that Department, as they relate to potato farming:

> Farm Policy Branch (FPB) has overall responsibility for the development,

implementation and evaluation of policy, relating to the production of
potatoes both seed and ware. (Note: It is responsible for policy in relation
to other sectors of farming as well.) ‘

Quality Assurance Branch (QAB) has responsibility for the
implementation of national and European Union policies, principally in the
areas of inspection, certification and sampling. (A more detailed analysis
of its roles and responsibilities is provided in Appendix 3 and that
Appendix indicates that this facility’s services and activities are not

restricted to the potato sector, nor are they discretionary, in the main.)
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> Applied Plant Science Division (APSD) provides a range of advice,
sample analyses and other essential diagnostic services to the potato sector
(and to other sectors of farming too); it encompasses the activities at;
¢ Newforge Lane (Newforge), where most of the Department’s
statutory testing and scientific advice is provided — much of its role is
mandatory under European Unijon regulations (c/f paragraphs 2.17.2
and 2.17.3);
¢ Loughgall (the Northern Ireland Horticulture and Plant Breeding
Station — NIHPBS), where the crossing for, and breeding of, new
seed, germplasm and varieties, are undertaken; this includes the
introduction of new (sometimes ‘wild”) species, the use/crossing of
parental lines which have specific attributes, the development of
varicties with specific immunities and the selection of new varieties
of potatoes for commercial exploitation, or for strategic breeding; it
also crosses for, and breeds new grasses, mushrooms etc.;
¢ Crossnacreevy (the Northern Ireland Plant Testing Station —
NIHPTS), where the trialling of new varicties (including of crops
other than potatoes) is undertaken (c/f paragraph 2.22); and
¢ Agricultural Economics Division, which collates and publishes data
on the levels and values of agricultural outputs and costs across all
sub-sectors of farming, as well as other relevant statistics (some of
which are gathered by other units within DARD).
> Supply Chain Development Branch provides advice on markets
and marketing, customer service, networking support and contacts,
as well as providing significant support on a wide range of ‘supply
chain’ activities, for both exporters and those involved in supplying
the domestic markets, and for both ware and seed producers.
> College of Agriculture, Food and Rural Enterprise (CAFRE),
mainly through its Greenmount campus, provides potato farmers
with training, benchmarking, facilitation, support and commercial
education, on aspects such as the adoption and transfer of new
technology, on growing and agronomy, and on the optimisation of

use of productive assets etc.; it serves all arable crops, using three
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2.1.2

2.2

2.2.1

advisors, and concentrates on those who are most amenable to any
necessary, or appropriate, change.
> Environmental Policy Branch (EPB) is responsible for the finalisation of
any contractual elements of breeding arrangements with private sector
potato merchants, growers, packers or other companies (and it is similarly
responsible for such contracts for other sectors of farming).
> Food Policy Branch (FPB) has responsibility for food marketing policy

and liaison with Invest Northern Ireland.

Most of the Department’s expenditure in support of the potato sector is
personnel related and pre-assignment estimates of the current annual figure
ranged from £1.1 million to £1.4 million. This assignment relates to assessing
the effects of that expenditure, to examining the return from it, in either social
or economic terms, and to identifying the strategic implications of both current

and future cxpenditure.

The potato sector generates gross revenues to the Northern Ireland economy of
over £20 million per annum on average; between 1998 and 2003, the highest
revenue in any year was £33 million (in 1999), whilst, in 2000, it generated
only £17.3 miilion. Between 2001 and 2003, the figure was generally close to
£22 million, with ware potatoes (i.e. those which arc consumed) accounting
for between 80% and 87% of total revenue. In addition, further value is added
by processors, but this could equally be added using imported potatoes;

therefore, it is not directly attributable to farming per se.

As is emphasised later in this report, Northern Ireland once held a very strong
position in the world market for seed potatoes, exporting mainly to Britain, but
also to a variety of Southern European and North African countries, especially
to those on both sides of the Mediterranean Sea, and to the Spanish Islands in
the Atlantic. For a variety of reasons — mainly the use of ‘inappropriate’ seed,
little choice of varieties, deterioration during transportation and poor
marketing - those markets have been lost to Irish suppliers and have never

been replaced; that has impacted negatively on the overall potato sector here.
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2.3.1

With the reduction in the overall area being planted (see below), the export of
ware has also reduced - to the point where ware production is now geared

almost exclusively towards the domestic market.

THE CURRENT POSITION AND MAIN TRENDS IN NORTHERN IRELAND

The growing of potatoes in Northern Ireland, as reflected in thé land-area
devoted to that activity, has been in decline for more than a century and a half,
as the following summarised figures (in Table 2.1) demonstrate; the pre-1921

figures are for the six counties of what is now Northern Ireland:

TABLEZ.
'AREA DEVOTED TO GROWING POTATOES

Year 1853 | 1903 | 1953 | 1993 | 20
Area Devoted to )
Potatoes (‘000 ha) 84 70 56 9.2 6.0 55

Source: DARD (The Agricultural Census in Northern Ireland  Results for June 2003)

The table shows that the area currently being planted is less than 10% of what
was devoted to potato production fifty years ago and only 6.5% of the area
planted one hundred and fifty years ago.

While the amount of land devoted to potato growing stabilised in the late
1980’s and early 1990°s (it actually increased in some of those years), the
overall trend for the past fifteen years has continued downward, and the value
of that production has fluctuated significantly over more recent years. Table
2.2 provides data on the changing area devoted to growing potatoes, with

comparisons for the value of the output achieved.

AREAS DEVOTED TO POTATO’-GROWING’X&?’%@S PRODUCED:ANNUALLY (for Selected Years
Year 1989 | 1991 | 1992 | 1993 | 1995 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003
Area (‘000 ha) | 104 | 109 | 11.1 | 92 9.0 7.8 75 7.5 6.8 6.7 | 6.7 6.0
Qutput (‘000 n.a. p.a. | na. | na n.a. ma. | 279 | 320 294 264 238 | 218
tonnes)

Value (£ M) na. | n.a. | na. | na | ona | na | 254 | 33.0 | 17.3 | 21.2 | 21.5 | 22.6

Source: DARD (The Agricultural Census in Northern Ireland — Results for June 2003)
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2.3.1.1

232

2321

2.3.2.2

The most recent estimate for 2004 (from DARD) suggests a further decline in
both the area used for the cultivation of potatoes and in the revenue generated,
the total area devoted to potato production was down to less than 5,500
hectares (half the area farmed in either 1991 or 1992), of which an estimated
875 hectares (much less than half the area used in any of the years 1994-1996)
were devoted to seed production and 4,586 hectares were for ware production.
In relative terms, production of ware potatoes has proved more resilient than
production of seed. The 2004 figures also suggest a very dramatic decline in
the revenue generated by Northern Ireland’s potato sector, because of the
significant reduction in the average price per tonme, across Europe.
Furthermore, the area planted in seed, in 2005, is expected to be about 20%
less than the 2004 figure; this will give the lowest proportion for the arca

devoted to seed, as a percentage of total potato growing, since records began.

Not only is the aggregate arca under potatoes decreasing, but so too is the
number of potato farmers - from 1007 in 2002, to 977 in 2003 (a reduction of
3% in one year) down to an estimated 953 in 2004 (a further reduction of 2.5%
in a single year); of the 2004 total, only 9% (84 growers) produced seed
potatoes exclusively, whereas 82% produced ware only and another 9% (87
farmers) produced both. Of the ware growers, about one in every fourteen is
involved in some form of integrated supply chain, mainly throﬁgh growing on
contract for either a packer or a processor; the balance of almost 800 are

growing potatoes on a purely speculative basis.

However, the rate of decline in farmer numbers is slowing down: in 1980,
there were almost 8,000 potato growers in Northern Ireiand; that had reduced
by about 75%, to less than 2,000, within fifteen years (i.e. by 1995) and the
past nine years have witnessed a further reduction of about 50%. Whilst the
overall number of farmers in Northern Ireland has also been reducing over
recent decades, the general decline has been significantly less rapid than that

applicable to potato farming.

In recent years, the average area devoted to potatoes by each farmer has been

falling - from 6.7 hectares in 2002, to 6.2 hectares in 2003 (a reduction of
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2.3.2.3

233

2331

7.5% in a single year) and down to 5.7 hectares in 2004 - though the longer
term trend (i.e. over the previous twenty-five years) had seen a slight increase
in the average area being cultivated for this crop, as smaller producers exited
the business. (Source: DARD: Statistical Review of Northern Ireland Agriculture
2003). ’

The most rapid decline in the number of potato farmers over the past two
decades has occurred among those who had been farming less than one hectare
— from over 4,800 to less than 300 - whereas the proportion of farmers
planting more than fifteen hectares quadrupled, albeit from a small base, but
the reduction in the absolute number has been less than one-third, in a period
in which the overall reduction exceeded 85%. On that basis, there is an almost
inexorable trend of increasing scale of operations among the cohort of farmers
who continue to produce potatoes. Nevertheless, a continuation of reductions
of the order identified above would have dramatic implications for the future
of this sector in Northern Ireland; it is highly probable that the aggregate area
devoted to potato growing would reduce to less than 4000 hectares, and
possibly to between 3,000 and 3,500 hectares, within ten years. Based on
examples from other sectors, trends of this order are classic symptoms of an

industry, or sector, in terminal decline.

Output of potatoes (as with any other crop) is determined by a combination of
the area under cultivation and the yield per hectare; potato yields are
seriously affected by weather conditions at certain crucial periods of the
growing season, and are therefore prone to fluctuations. Over the past six
years (1998-2003 inclusive), the yield from potato crops in Northern Ireland
has averaged somewhat less than forty tonnes per hectare (39.2 t.p.h.), with a
range from a low of 35.4 tonnes per hectare (in 2002) to a high of 43.4 tonnes
per hectare (in 2000).

While, in relative terms, these do not represent huge fluctuations (i.e. an
average of just under 40 tonnes = 10%), the overall result is a declining sector,
with fluctuating profitability, which will continue to decline, in the absence of

significant increases in either yields or the average price per tonne. It has
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traditionally been accepted (and many Northern Ireland farmers still bélieve)
that most of the costs of potato production are ‘fixed’. That is only partly true
and there is now an increasing competitive imperative to reduce costs, by
adopting new solutions and improved growing protocols, if Northern Ireland’s
potato farmers are to withstand the consolidation,v which has been, and still is,

occurring in supermarkets’ supply base.

Thercfore, given that prices are not expected to rise, the realistic expectation
has to be that the value of the output of potatoes in Northern Ireland will
continue to decline for the foreseeable future - unless local producers can
create and exploit some unique advantage, such as its high health status, which
clearly has not been exploited to maximum effect heretofore; alternatively,

there could be better prospects for success, by adding greater value to the

potatoes grown in Northern Ireland through further processing — though the

market for added-value potato products is particularly competitive at present.
In reality, therefore, there is a high likelihood that the profitability of growing
potatoes may decline to the point where many more current producers will

leave the sector.

Although there were almost one thousand producers of potatoes in Northern
Ireland, in June 2003 (DARD: The Agricultural Census in Northern Ireland —
Results for June 2003), the majority allocated very little land to this activity.
Almost 30% had less than one hectare under cultivation, whilst just over 70%
of potato growers (692 growers) had less than five hectares under cultivation,
at an average of 1.51 hectares per grower. By comparison, the 163 farmers
(16.7% of the total) who cultivated more than ten hectares, accounted for 67%
of the area devoted to potatoes and the 62 farmers (6.3 % of /the total) with
over twenty hectares devoted to potatoes, accounted for 43.7% of the total and
averéged almost 43 hectares per grower; clearly, this latter group comprises
some very serious growers, the top ten of whom grew an average of nearly one

hundred hectares each in 2003 and accounted for one-sixth of the total area

devoted to potatoes.
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The geographic distribution of potato farmers is also heavily skewed, due, in
part at least, to differences in soil types across Northern Ireland - 70% of
potato farming is undertaken in ‘non-Less-Favoured-Areas’ i.e. in areas where
land is of a beiter quality. Consequently, the counties to the South and South-
West of Northern Ireland contain relatively few potato farmers and account for
only a small proportion of the land devoted to this activity. For example, the
combined total for counties Armagh, Tyrone and Fermanagh is 183 growers
(19.2% of the total), very few of whom grow more than ten hectares, and, in
total, they account for only 9% of the total area devoted to growing this crop,
in Northern Treland. Even in the other three counties, potato growing tends to
oceur inﬁghtly defined areas, with Down (mainly South Down) accounting
for 37% of both the farmers and the land area involved in growing this crop.

One source of potential problems for the commercialisation of a product like
potatoes is the capacity of producers to identify changes in consumer tastes
and to re-act positively and quickly to such changes i.e. to see themselves as
part of a co-ordinated and integrated supply chain, with a strongly market-
based focus, instead of identifying themselves as simply growers of a
commodity. The following table (Table 2.3, overleaf), which provides a
summary of the areas of land devoted to the growing of certified seed of the
‘top eleven’ varieties in 2004 (i.e. those to which more than twenty hectares
were devoted), analysed in accordance with relevant E.U. seed classifications
(with Northern Ireland classifications in parenthesis), indirectly points to some
of the issues, which need to be addressed — specifically, the extent to which

new varieties are being planted.

Some of the varieties in Table 2.3 (e.g. Cara, Cultra, Dundrod, Fianna, Navan,
Paramount, Premiere and Sante, as well as some others, which are produced in
much smaller quantities) are grown by only a single producer, including some
who have been (or still are) involved in developing new varieties or who have
secured the rights to grow specific varieties. None of the varieties in the table

are ‘Loughgall” varieties, aithough Dundrod was bred in Northern Ireland.
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esiree 1.1 240.4
Kerr’s Pink 8.2 125.8
British Queen (Non- 4.2 67.8 ' -
Immune)
Dunbar Standard 2.0 43.7 -
Nicola 1.0 30.1 -
Arran Banner 0.4 29.7 0.8
Dundrod 0.9 27.3 -
Cara - 18.7
Up-to-Date (Non-Immune)
Maris Piper

2.6.1.1

2.6.2

* Less Than 0.05 hectare
Source: DARD — Northern Ireland register of Pre-Basic and Basic Seed Potato Crops 2004

It is widely believed, within the indusiry, that sales of Navan (a protected
variety, which is the most successful of Loughgali’s current varieties, even
though it competes directly with Rooster in the Republic) far exceed what
could be grown from the certified seed being planted officially; that suggests
that, in the case of this variety, farmers are making considerable use of small
ware — probably for more than one generation. Support for the theory that
some farmers continue to use small ware, after the one year official limit, is
provided by the dramatic growth in the planting of certified seed of Maris
Piper (a variety in considerable demand by both packers and processors, even
though its ‘shelf-life’ is relatively short in the absence of cold storage), when

that variety became a ‘free’ variety.

Based on Table 2.3, some of the biggest areas of land were devoted to the
growing of varieties, which have been in circulation for several decades (e.g.
Kerr’s Pinks, which have been grown in Ireland for about eighty years);
while some of these varieties continue to be popular in rural communities in
Ireland, there is no guarantee that they are popular in the wider market — in
fact, it is clear that the main consumer markets (and, by definition, the related

intermediary markets) are no longer demanding these varieties. This reflects
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a serious lack of congruence between what is being grown in Northern Ireland
and what the main consumer markets currently demand.  Listening to
customer feedback on whaf they want, having the channels through which to
receive such feedback and reacting positively to such feedback are now
critical dimensions of marketing consumer products, but many potato growers

in Northem Ireland have no mechanisms for doing this.

It is unlikely to be pure coincidence that the top three varieties in Table 2.3
(which between them accounted for 52.3% of the land devoted to the
production of seed potatoes in 2003), as well as a number of the other éight,
are now ‘free’ varieties i.e. they no longer involve payment to breeders for the
‘right’ to grow those varieties. This emphasis on cost-saving in respect of
seed, possibly at the expense of what the market prefers to buy, or of yields
from the seed planted, is likely to be short-sighted and that was confirmed by

the potato packers (see comments in Section 3).

A studyr conducted in the Republic, at the Department of Agriculture and
Food’s ‘TOPS’> Centre, and. reported in that Department’s ‘Expenditure.
Review Initiative’ of 2002/2003, demonstrated the scale of the differentials in
output from using certified seed from ‘controlled’ varieties, as compared with
the corresponding figures from ‘free’ varieties (when certified seed was also
used). While the study is not scientifically robust (even though the sample
sizé was quite large — approximately 20,000 tonnes), in that it was based on
two ‘controlled’ varieties (Rooster and Cara) and seven ‘free’ varietics and
included no imported varieties, it showed that, for pre-basic material, the
‘propagating efficiency’ of ‘controlled’ varieties was between two and four
times that for ‘free” varieties, with the differentials being greater (in relative

terms) when growing seed potatoes than it was when growing ware.

Analysis of this sector’s future potential is complicated by the different irends
in both output levels and price in its two main sub-sectors i.e. ware potatoes
{for consumption) and seed potatoes (for planting). Overall, the aggregate
outpﬁt and its value reflect the reduced area of land devoted to potato

production, and each of the sub-sectors has shown a significant decline in both
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the longer term and the recent past. In 2003, of the (approximately) six
thousand hectares of land devoted to the cultivation of potatoes, only 874
hectares (about 15%) were used for growing ‘certified’ seed potatoes, though
it has to be recognised that some other potatoes were used as seed on farms,
without any certification (and the proportion planted for seed is even lower in

2005 — see paragraph 23.1.1 above) .

Table 2.4 provides data on the different categories of potato produced over the
past six years (seed, ware and stock-feed) and on the aggregate sales revenue
achieved at producer level for those categories of production; the figures

exclude in-store losses, where those are relevant.

Output of Ware (‘000 tonnes) 201.7 | 203.3 | 229.4 | 187.8 | 208.2 | 168.4

Value of Ware Produced (£ M) 23.1 | 24.8 | 17.1 | 18.5 | 20.6 | 18.2
Output of Seed (‘000 tonnes) 444 | 37.8 | 31.2 | 31.2 | 371 | 283
Value of Seed Produced (£ M) 45 | 63 | 21 | 27 | 58 | 3.6

Output of Stock-feed (‘000 tonnes) | 30.8 | 29.7 | 33.7 | 29.2 | 305 | 25.6

Value of Stockfeed Produced (£M) | 0.3 | 0.3 | 0.3 | 0.3 | 0.3 0.3

TOTAL OUTPUT (‘000 tonnes) | 276.9 | 270.7 | 294.2 | 248.2 | 275.8 | 222.3

TOTAL VALUE (£ M) 254 (33.0 | 17.3 | 212 | 21.5 | 22.6

Source: DARD (Statistical Review of Northern Ireland Agriculture - 2003)

The figures in Table 2.4 demonstrate three main aspects of what has been
happening in this sector. Firstly, there is the (relatively) steady decline in
output of seed potatoes -~ a 36% reduction between 1998 and 2003 (with a
further reduction in 2004, though the final figure has not yet been confirmed);
those figures can be compared with the 150,000-200,000 tonnes, which were
produced annually during the 1950°s. That has, in turn, produced huge

declines in the quantities being exported.

For’example, during the 1950’s, about 80,000 tonnes of seed per annum, were

being sold into Britain alone, with nearly as much again being exported to
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other countries; by 2003, sales to Britain had reduced to 850 tonnes (almost
entirely supplied by one producer), with the British market being supplied
primarily from Scotland, together with much smaller amounts from The
Netherlands and other countries (Canada and France especially);
furthermore, by 2003, other exports had reduced to less than 10,000 tonnes,
half of which went to Morocco, with most of the balance, apart from about
1,300 tonnes to the Republic of Ireland, being sold to other countrics along the
Mediterranean Rim. As a comparison, The Netherlands, in 2003, exported an
estimated 650,000-700,000 tonnes, whilst exports of seed from Britain were
close to 100,000 tonnes.

Secondly, the decline in the production of ware potatoes has been much less
dramatic and less consistent, though relative to the middle of the last century,
it is still very significant. Of 2003’s production of 168,400 tonnes, about
50,000 tonnes (30%) were used by packers supplying supermarkets, multiples
and ‘symbols’ (as well as a further 15,000 tonnes of imported potatoes), while
about 17,000 tonnes (10%) were used by local processors (who also imported
about 12,000 tonnes); the balance was sold by merchants, or through
farm/roadside shops, or used by ‘peelers’ and the catering trade, with about

15% being used as animal feed.

Indirectly, the level of imports is partially a reflection of the inadequacy of the
dedicated storage provision for potatoes in Northern Ireland. Without good
quality cold storage, the life of potatoes is shortened and, for some varieties,
deterioration in quality can start quite quickly. In addition, this is also a factor
in securing and retaining sales of seed potatoes, which must be delivered at

very specific times of the year, and have to be stored until that time.

Thirdly, there has been significant volatility in producer prices over recent
years, for both main categories of potato. (Stock-feed production has
remained relatively constant, as has its value.) In three of the past six years,
the average producer price for seed potatoes exceeded that for ware, despite
the fact that the production and husBandry requirements for seed production ,

are even more stringent than those for ware produce. There was also a major
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difference between the highest average annual price for seed potatoes and the
lowest one — from £66.35 in 2000 to £167.26 in 1999, or a price differential of
152% (using the lowest figure - that for 2000 - as the base). By comparison,
prices for ware potatoes were significantly more consistent, with the
maximum differential (computed on the same basis as for seed) being only
63%; in part, this reflects the fact that local packers and processors buy
almost 40% of current total Northern Ireland ware production. However,
unlike the packers who buy on contracts with dedicated growers, merchants,
through whom most of the seed exports are routed, do not negotiate contracts
with growers and this has the indirect effect of restricting the agronomic input

of those growers and the quality of the seed product being made available.

On the basis of the above figures, there is a considerable level of financial risk
inherent in potato cultivation, in both main segments of the sector; with a
high proportion of fixed and largely predictable input costs, the smaller source
of that risk derives from fluctuations in the yields achieved, whereas the
primary source of risk is the prices received by producers (i.e. it contains a
much higher level of variability). By the same token, the greater variations in
output prices for seed potatoes add more risk to that sub-sector, than exists in
the ware sector. But Northern Ireland’s superior health status, if properly
exploited, should provide greater protection against price volatility in the seed

sector than it is ever likely to achieve in the ware sector.

The implications of such risk appear not to have been lost on the farmers
themselves; partly as a result of those who exited from the sector (paragraph
2.3.2 above), though they account for only a small proportion of the overall
reduction, output of ware potatoes fell by 16.5% over the five years 1998 to
2003 (with the latter year showing a particularly high reduction), whilst
production of seed fell more than twice as rapidly — by 36.3% over the same
period. Failure to arrest this trend will result in only a skeletal segment for
seed potatoes, within a decade — almost certainly less than 20,000 tonnes per
annum, producing between £2.0 and £2.5 million, and even less in any year
when prices are particularly low (with the consequent possibility that the

decline could be even more rapid). While ware production will continue to be
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higher, it could fall to around 120,000 tonnes per annum, or less, within a
decade, with aggregate revenue falling to about £13.5 million on average.
One clear result of this would be a significant increase in the level of imports
of ware potatoes, given local demand for this product — especially that from

those who pack potatoes for the retail trade and that from local processoré.

It is difficult to quantify precisely what constitutes the ‘critical mass’ for these
two segments, but the projected figures would clearly have major implications
for both segments’ capacity to invest in maintaining health standards, in
marketing their output, in securing economies of production and, ultimately, in
remaining economically and financially sustainable; in all probability, current
output is unlikely to exceed the critical mass by much, if at all — in which
circumstance, it must be necessary to re-assess the scale and cost of whatever

support structures are being provided.

It is clear that, in a European context, Northern Ireland is a very small
producer of potatoes; effectively, it is unlikely to be in a position to compete
on a ‘commodity’ basis with the bigger producers in other parts of Europe. Tt
suffers from predictable problems associated with a surfeit of ‘small-scale’
operations and a lack of specialisation among producers. But more
importantly (as identified later in this report), it suffers from the absence of
clear, vertical links between consumers and growers and between ware
producers and seed producers. The result has been a huge reduction in seed

production and the loss of export markets.

In Northern Ireland, most seed potatoes are sold using a “fixed price system’,
which frequently results in losses to either the buyer or the seller, as market
prices fluctuate. By comparison, 60% of Scottish seed production and virtually
all seed production in The Netherlands, is sold through a ‘pooling system; in
Holland, that is complemented by an independent (government based)
certification scheme; the pre-agreed specifications determine whether the
potatoes are suitable for seed, and the standards are applied on a ‘per variety’
basis. Precisely the same standards are used for grading seed for export

markets and all exported seed is marketed under the same brand/label abroad,
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as is used in the domestic market. The organiser of the “pool” then becomes
responsible for all sales and marketing and for the division of the proceeds

from whatever amount is sold, in each market.

It is not quite as easy to monitor standards for ware; there are no government
specifications for ware potatoes and different packing houses apply different
specifications for the produce they buy (and pay different prices too).
Accordingly, a pooling system would not and, by and large, does not work as
well in the ware scctor. As a result, packers such as Wilson’s Couniry have to
‘bar code’ every box, in order to maintain a record of the identity of the
producer and to ensure that what is delivered by each individual farmer is
consistent with the specifications agreed in advance; but that involves
considerable investment in both buildings and LT. systems on the part of the

packer.

Tn most places where the ‘pooling’ model is used for seed potatoes, it is
accompanied by the payment of an annual subscription for membership of the

‘pool’ and a guaranteed share of the proceeds of whatever is sold.

The payment to any individual seed-potato farmer is a function of the quantity
of seed supplied by that farmer relative to the aggregate proceeds realised
from the potatoes sold; on that basis, each farmer, who produces seed
potatoes to the pre-agreed specification, is guaranteed that he/she will receive
a reasonable share of the proceeds of the pool and will not be forced to under-
cut other suppliers in order to generate some income (be it large or small),
however low the price may be; that protects the prices paid to farmers, to

some extent, at least.

Under the system normally used in Northern Ireland, many farmers are
primarily concerned with reducing losses, where making a profit becomes an
unrealistic aspiration. Therefore, Northern Ireland’s potato farmers will either
have to adopt a very imaginative approach to cost-efficiency in their
production and in the marketing of their output, or adopt some form of

“‘pooling’ system for their seed produce, if the seed sector is to remain viable.
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THE POSITION IN EUROPEAN TERMS

Northern Ireland’s potato output is small in European Union terms, accounting
for approximately 0.5% of the total production within the E.U., before the
accession of the ten new states in 2004 i.e. about forty-five million tonnes
(including both ware and seed). Following the accession of several low-cost
producer countries in 2004, Northern Treland’s output has now become an
even lower percentage of the European Union’s potato output — estimated at
about 0.3%. However, none of those countries has the same high ‘health

status” as Northern Ireland, in terms of potato cultivation.

In reality, the quality of potato produced in most of the European countries
newly accepted into the Union, is considerably inferior to thzﬁ produced in
Northern Ireland and much of that production is usable only as stock-feed, or
for the production of starch-based products. For example, the biggest of the
additional producers, Poland, on its own, had about 700,000 hectares under
potato cultivation in 2003 (about 70% of the total land devoted to potatoes in
the fifteen E.U. states, prior to the 2004 accessions), producing about fourteen
million tonnes per annum - about one-third of total E.U. output prior to the
accession of the ten new states. But much of Poland’s output is used as starch
and, realistically, it does not compete with Northern Ireland’s potato output.
Similarly, Hungary is a major potato-producing country, but like Poland, it
cannot compete with Northern [reland in terms of health status, freedom from
disease or the quality of its product.

Nevertheless, with the amount of potatoes being produced in Europe and with
demand for potato-based products declining, Northern Ireland’s potential to
influence prices (see paragraphs 2.3.3.1 and 2.3.4 above) is likely to be very
low and the probability of price increases for any ‘mainstream’ agricultural
product, in the short-to-medium term, is also very low; at besf, it might have
some influence over the value of its seed output, given its significantly better
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