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As you know, the Prime Minister holds seminars on value
for money at which the Minister in charge of a Department and
the Permanent Secretary describe the most important
improvements in value for money in the past year and look
forward to planned improvements for the coming year.

The Prime Minister will be continuing these seminars in
the Autumn, and would be grateful if your Minister could
attend a session to discuss the Inland Revenue. I will be
getting in touch with you shortly to arrange a meeting,
probably early next year.

The Prime Minister is anxious to keep the sessions small
but your Minister may want to be accompanied by the Chairman.
These discussions are not to be seen as part of the public
expenditure negotiations and, apart from the Prime Minister,

the only others present will be Sir Robin Ibbs, Sir Robert :
Armstrong and myself. | : ; f

The Prime Minister hopes that your! Secretary of State ) N {
will speak for about 20 minutes, and will ¢over-both“the main ° &
improvements that have been achieved in the past year and what
is going to be achieved in the next year. This would be
followed by about 40 minutes of discussion.

I am sending a copy of this letter to Sir Robin Ibbs and

to Sir Robert Armstrong.
A}od/(j, “/é
N L WICKS
Jeremy Haywood, Esq.

Financial Secretary's Office
H.M. Treasury
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The Rt Hon Nigel Lawson MP 10 July 1987
Chancellor of the Exchequer

._Dfar 'V//(/(/,
VALUE FOR MONEY TARGETS

The Prime Minister has asked me to arrange to see you to discuss the
main targets you have set for improving value for money in your
department. Our meeting will now have to take place after the summer
break. This will enable us to discuss performance so far against the
targets set earlier in the year and any mid year modifications which
have proved necessary. As our meeting will be later than normal, you

.may want to press ahead with scrutinies beforehand; the Efficiency Unit
is always ready to discuss potential subjects. . :

It is important that our discussions should focus on the major areas of
Departmental business. Your Department will already have furnished the
Treasury with a large number of detailed targets for many of its
activites. I should like to suggest that we concentrate on the five or
six key improvements which you are expecting the Department to deliver
during the current year. The Prime Minister is concerned that targets
should include programme and policy areas with large inputs and
substantial scope for improvement.

The other main quality which [ shall be looking for in the targets is
that they put the emphasis on outputs and performance and not simply on
inputs. With quantified targets for outputs and performance you will
be able to measure the progress you make in achieving better value for
money more effectively. s |

So that we can concentrate at the meeting on the key targets for
1987/88 and beyond it would be helpful if your office could provide the
Unit in advance with information on performance against the agreed
targets for 1986/87. It would also be useful to have a list of the
targets for the current year and an assessment of performance against
them. :

‘\
I would also like to discuss your current scrutiny programme and to
discuss new scrutinies to support your value for money targets.

My office will be in touch shortly to arrange a meeting.
/&v’_{ eVer

-

ROBIN 1BBS
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"* PERFORMANCE AGAINST 1986-87 TARGETS ANNEX B

1. Consolidate and build on savings arising from re—organisation in 1985-86

The re-organisation of Home and Overseas Finance has produced a more effect:ve
organisation with an increasing capability to give coherent, knowledgable e-d
authoritative advice across a range of Government responsibilities and intereszs,
especially in relation to the City; a more forceful policy output; and improved

decision-making.

The transfer of equipment and staff from the Central Statistical Office, and zze
merger of separate support units into a centralised IT support group resulted iz
immediate savings in capital (some £200,000) and running costs (£30,000 pa) expen3:
ture; clearer lines of responsibility and budgeting; and the prospect of faszd
implementation of IT strategy, offering increased efficiency and qualis]
improvements. In addition, the integration of IT staff in one group offers mcre
opportunity to improve their efficiency and effectiveness, improved job and career
prospects, a reduced number of expensive specialist IT staff compared with wrss
otherwise would have been needed and a smaller turnover resulting in lower

recruitment, training and agency costs.

2. Achieve further savings by contracting—out of non-furniture portering services
(6 posts) - by 1 January 1987

Achieved. 6 in-house posts abolished; the saving in 1986-87 was £14,000 and tre
projected saving for 1987-88 is £42,000.

3. Achieve savings of 3% on Library's HMSO publications budget

Achieved. Savings in excess of 10%.

CISco

4. Roll forward 1985-86 targets; extend all targets to cover both direct and
managed service units

Direct Unit Targets

1% Increase daily sales per full-time staff equivalent by a further 3% :-

real terms. Achieved - improvement of 3.6%.

ii. Reduce net exchequer cost per £ of sales by a further 3% in real terms.

(Cost per £ of sales replaces the previously used but less quantifiable measure-

ment, cost per transaction). Achieved - reduction of 6.0%.

l‘
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1ii. Reduce HQ cost per £ of sales by a further 3%. Achieved (3.1%).

lh.naged Service Units Targets

1. Increase daily sales per full-time staff equivalent by 3% in real terms.

Improvement of 4.6% achieved.
ii. Reduce net exchequer cost per £ of sales by 3%. Achieved (3.4%).

iii. Reduce HQ cost per £ of sales by 3%. Achieved (3.2%).

CHESSINGTON COMPUTER CENTRE

5 Further increase productivity by achieving an additional 3% improvement in
the payee/pey clerk ratio (1550 payees per clerk by 1 April 198T7).

Achieved - at that date average payees per pay clerk stood at 1563.

CCTA
6. Continue to meet the programme of work set out in the Corporate Plan.

CCTA's main aims are intended to add value to the development and application of
Information Technology in Government. Thus, like central Treasury, the Agency's
objectives are primarily to improve efficiency, economy and effectiveness in depart-
mental programmes. Corporate planning is used to sharpen the focus of CCTA's work
with departments and to refine what CCTA is achieving and how it should be achieved.
The Corporate Plan is in turn broken down into more detailed plans to allow
divisions, branches and individuals to target their work more clearly and produce

a higher quality of output.
Examples of 1986-87 achievements with value for money implications include:

5K Improved guidance to departments about suppliers and the quality of their
products has reduced the need for systems trizls, saving of the order of

£100,000 for a typical major procurement;

ii. The computerised project management tool, ADEPT, was developed by the
Agency and is now marketed by a private sector company. Use of ADEPT in
departments is expected to save £500,000 a year and Government will also receive
a royalty of £300 a copy from sales of the product in the private sector.

2,



iii. Refinement of CCTA targets led to phasing out or reduction in activities
which could no longer be Justified, including winding up the Small Syste=ms
Unit and the Software Information Service at an annual saving of some £175,000
and reduction of direct support to departmental projects with a saving of
10 posts.
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TARGETS FOR 1987-88 AND PROGRESS TO DATE
CENTRAL TREASURY:
Examples from divisions with administrative responsibilities:

Superannuation Division

The divisional plan and annual performance report include many targets and
measures of performance. The intention is to measure performance itself
and in relation to resources used so as to ensure value for money. Main

value for money targets include:

{8 Unit cost of awards: (Average 5 per cent reduction in real terms in
recent years.) Aim for 1987 is to limit the increase in costs that will
result from changes in scheme provisions and enhancement of computerised

awarding process.

25 Computerised awarding: Enhance process to further improve the efficiency
and cost-effectiveness of system, leading to further signilicaunl reductions

in costs for future years.

3 Common output measures: (Recently introduced for all awarding
departments. Treasury monitor performance in terms of relative unit costs
and progress in cost reduction.) Aim is to improve further the efficiency
with which the PCSPS is administered; (departments will be expected to

adopt the enhanced awarding system).

L, Commuinications: To improve all forms of communications with employing

departments and scheme members, thus reducing the volume of casework and

-

enquiries and consequently improving the operational efficiency of

administering the PCSPS.

Progress to date:

gLy Unit costs being maintained at existing levels.
2 Development work progressing well.

3. Encouraging progress in cost reductions has been made.




L, An extended review into communications, as a whole, requiring extra
resources, is underway. Issuing a nev series of explanatory leaflets has

helped in reducing resource demands in employing departments.

Office Services

Do To save £120,000 (net) by reducing dependence on agency typists by
greater effort on recruiting, training and managing in-house typing staff.

(The cost of an agency typist is approximately double that of an in-house

typist.)
Progress to date:

In 1986-87 the Treasury spent £190,000 on agency typists. Spend in first
quarter of 1987-88 was only £8,000. A typewriting teacher has been recruited
in place of one of our typing managers to provide in-house training and
testing tailor-made to Treasury requirements. This will also save against

the £15,000 budget for external typewriting training.
TREASURY BUSINESS

CISCO

6. Increase daily sales per full-time staff equivalent in direct units

by a further 4 per cent in real terms.
7. Reduce exchequer cost per £ of sales in direct units by a further 6%.
8. Reduce HQ cost per £ of sales by a further 5% per cent.

(No specific targets have been set for managed service units as the changes
in the number of units - notably the contractorisation of Rosyth and Devonport
dockyards - have been too great to facilitate year-on-year comparisons.
Value for money performance will, however, be assessed during the year using
the developing common data base and it should be possible to compare

performance in 1988-89 with that of 1987-88. )

Progress to date: In the quarter ending 30 June daily sales increased by

5.7 per cent, exchequer cost per £ of sales decreased by 3.6 per cent and




HQ cost per £ of sales decreased by 7.2%.
CHESSINGTON COMPUTER CENTRE

9. To further increase the average number of payees per pay clerk to 1600
by 1 April 1988.

Progress to date: Between the quarter ending 31 March and 30 June, the
average number of payees per clerk increased from 1563 to 1595.

CCTA

10. TIncrease the number of standing arrangements with suppliers and thus
achieve savings through discounts of up to £37m in departmental programmes.
(£3Tm represents the value of savings considered possible on increased
standing arrangements business sought during 1987/88. This figure equates
to savings discounts of up to 28 per cent; an increase of some 2 per cent

on the discount percentage achieved during 1986/87).

11. Advance the modernisation of the Whitehall Central Branch Exchange
by some 12 months and thus save £170,000 in rental costs of accommodation
for equipment. (This represents an absolute cash saving arising from giving

up accommodation).

12. Negotiate reduced prices for consultancy and development contracts
and thus save £100,000 by 31 March 1988. (This saving represents a cash
target set on overall expenditure to be achieved through post-tender
negotiations and is scored in accordance with Central Unit on purchasing
guidelines. NB: Only a varying proportion of cverall expenditure/number

of contracts, are negotiable during any one year. )

Progress to date:

10. From 1 April to 14 October 1987 the number of standing arrangements
jncreased from 53 to 83. It is not possible to gquantify the savings until

the end of the year.
11. In the quarter ending 30 June, some £45,000 had been saved.

12. Negotiated savings to 30 June were £36,000; representing some 5 per



cent of the value of contracts negotiated at that time.

CENTRAL TREASURY
PROGRAMME EXPENDITURE

13. UK Coinage The Treasury's payments to the Royal Mint are for the
supply of coinage. The main focus of Treasury policy relates to the Mint's
performance as a trading fund raising most of its revenue from overseas
sales and sales of UK collectors coin, in highly competitive markets; it
is set a financial target, expressed as an average current cost rate of
return for a three year period based on a detailed corporate plan. A new
target has Just been set of 10 per cent current cost return on net assets

over the period 1987-88 to 1989-90.

Progress to date: Profits in the first quarter of 1987-88 were above profile,
but some of that may be due to timing differences. It is too early to make

any judgement about the likely final outturn for the 3 year period.



MANAGEMENT IN CONFIDENCE
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ANNEX D

Reviews that might be mentioned for 1987 include:

- annual evaluation of public expenditure policy;

- the effect of the introduction of control of running costs;

- Treasury Security Regulationsj

- performance of the Treasury in administering the Principal Civil

Service Pension Scheme;

- Staff Inspection guidelines.

Other possible review subjects for 1988:

- evalustion of savings from 1987 transfer of MPO functions bearing
on financial management and manpower, pay and financial conditions
of service to the Treasury;

- organisation of Treasury and Cabinet Office support services;

= central CIR forces.
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VALUE FOR MONEY TARGETS

The Prime Minister has asked me to arrange to see you to discuss the
main targets you have set for improving value for money in your
department. Our meeting will now have to take place after the summer
break. This will enable us to discuss performance so far against the
targets set earlier in the year and any mid year modifications which
have proved necessary. As our meeting will be later than normal, you
may want to press ahead with scrutinies beforehand; the Efficiency Unit
is always ready to discuss potential subjects.

It is important that our discussions should focus on the major areas of
Departmental business. _Your Department will already have furnished the
Treasyry with a large number of detailed targets for many of its
activites. I should like to suggest that we concentrate on the five or
six key improvements which you are expecting the Department to deliver
during the current year. The Prime Minister is concerned that targets
should include programme and policy areas with large inputs and
substantial scope for improvement.

The other main quality which I shall be looking for in the targets is
that they put the emphasis on outputs and performance and not simply on
inputs. With quantified targets for outputs and performance you will
be able to measure the progress you make in achieving better value for
money more effectively.

So that we can concentrate at the meeting on the key targets for
1987/88 and beyond it would be helpful if your office could provide the
Unit in advance with information on performance against the agreed
targets for 1986/87. It would also be useful to have a list of the
targets for the current year and an assessment of performance against
them.

I would also Tlike to discuss your current scrutiny programme and to
discuss new scrutinies to support your value for money targets.

My office will be in touch shortly to arrange a meeting.
/)/Q?L//’~r evek,

.

—

ROBIN IBBS
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FROM: R B SAUNDERS
DATE: 16 July 1987

PRINCIPAL PRIVATE SECRETARY cc Mr FER Butler
Mr CD Butler

VALUE FOR MONEY TARGETS

Sir Peter Middleton has seen Sir Robin Ibbs' letter of 10 July.
Mr CD Butler will be providing you with briefing in due course.
Sir Peter Middleton thinks that, +this time round, we should
ask him which is the more important: meeting the output target,

S )
(S

R B SAUNDERS

or sticking to the inputs provided.
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FOREWORD

This Statement was prepared by the Treasury. Thatds
aimed at all users of the financial documents which
are published by Government, and is intended to increase
underétanding of the role and purpose of those

documents, and the principles which underlie them.

Comments on the paper will be welcome and should be
addressed Lo MraR Haneoclk; MA Division, Room 9A/3,

H.M. Treasury, Parliament Street, London, SW1P 3AG.

ANTHONY WILSON
Accountancy Adviser
to the Treasury
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CENTRAL GOVERNMENT: FINANCIAL AND ACCOUNTING FRAMEWORK

(Items or abbreviations which are explained in the glossary
(Annex M) are indicated by an asterisk)

INTRODUCTION

This Statement of the United Kingdom central Government financial

and accounting framework describes:

(a) the principles* underlying the financial and
accounting documents published by central Government

and their supporting systems;

(b) the principal financial documents and accounts
currently published by central Government, their

objectives, and how they inter-relate;

(c) how these documents are prepared and the systems

and sources from which the data in them is compiled.

As far as item (b) is concerned, the Statement does not separately
identify all the financial documents and accounts published by
central Government, but concentrates on the main documents published
by central Government and referred to in Annex K. There are,
of course, a number of other Funds and Accounts maintained by
Departments which reflect transactions between the c¢itizen and
the State. These accounts are maintained outside the Vote system

and are published separately from Appropriation Accounts.

PRINCIPLES, CHARACTERISTICS AND STANDARDS

2 A principle defines the requirements underlying the preparation
of financial and accounting documents and the operation of their
supporting systems. A characteristic describes the properties
which documents and systems may possess depending upon their
purposes. A standard specifies the procedures and forms of

presentation to be used in applying the principles.



B ’Accounting principles and characteristics provide an orderly
and consistent framework for Government financial plans and the
periodic reporting of results and the financial position in a
fair, unbiased and objective way. The principles apply to all
financial documents and financial and accounting systems except
that auditability relates only to accounts and the systems from
which they are produced. The characteristics, on the other hand,
differ in emphasis depending upon the nature and purpose of the
document or the system and their application will depend on the
materiality of the information concerned to the purpose for which
it is intended. The characteristics thus adopted then become

the accounting policies of the department or organisation concerned.

4. The main principles underlying central Government financial

documents and the systems from which they are derived are propriety,

prudence, accountability, materiality, and auditability. These
are defined and described in Annexes A to E. The characteristics
are matching, consistency, timeliness, completeness and

cost-effectiveness as defined and described in Annexes F to J.

5 Standards are the means by which principles are translated
into practical working methodology for ©processing data and
presenting specific types of information in financial and accounting
documents. Such standards exist in a detailed form for most cash
planning and accounting documents in all central Government
organisations and for the trading accounts of services for which

charges and fees are levied.

63 Guidelines governing various aspects of management accounting
have been issued to departments by the Treasury and the Cabinet
Office (MPO). These have been supplemented in some departments
by their own manuals. Management accounting is still developing
in departments and the preparation of central guidelines must
therefore be an evolutionary process, taking account of best
practice as it emerges and achieves an overall consensus and of

the complexity and diverse nature of central Government activities.



PUBLISHED DOCUMENTS AND THEIR PREPARATION

7 The Statement is intended to help Members of Parliament and
other users to understand: the range of published financial and
accounting information that is available; the documents in which
it may be found and how they fit into the cycle of planning control
and accountability; and the principles that govern the form and
content of published documents and the systems and procedures
for preparing them. The Statement also provides a useful point
of reference to those involved in central Government and guidelines*
for those introducing new accounting systems or developing existing

ones.

85 The Government's published financial documents consist of

a linked series designed to:

(a) describe its medium-term strategy for the economy
and, in particular, explain how revenue projections,
forecasts of borrowing intentions and expenditure plans

fit together within that strategy;

(b) set out the Government's proposed changes in
taxation and its public expenditure plans in a form
suitable for Parliamentary scrutiny and in a way which
enhances both Parliamentary and public understanding

of what is expected to be achieved;

te)d provide an analysis of expenditure incurred, and
what has been achieved as a result: of revenue received

and of sources of borrowing;

(d) set out the income and expenditure of central
Government, local authorities, and the rest of the public
sector and show the relationship between these and the

public expenditure planning total;

(e) describe economic activity in the economy as a

whole.



9 The purposes and coverage of the separate published documents
are summarised in tabular format in Annex K. Together, the series
covers four separate but linked and overlapping phases: formation

of the economic strategy, planning, monitoring and control, and
accountability. Within these phases individual documents play

more than one reporting role.

10. As can be seen from Annex K, with the exception of the
Appropriation Accounts, all the documents relate to more than
one phase and are therefore multi-purpose. The Financial Statement
and Budget Report (FSBR), Autumn Statement and Public Expenditure
White Paper (PEWP) are primarily planning documents but they do
also record summary figures showing forecast outturn* for the
year in which they are published and/or actual outturn for earlier
years. The documents that fulfil a purely accounting purpose
are the Appropriation Accounts, Consolidated Fund, National Loans
Fund and National Insurance Fund accounts. The National Accounts
are not formal accountability documents but rather an analysis,
in the form of an account, which is designed to serve the wider
economic and international purposes of analysts of the whole UK
economy . They are not therefore formally rendered to Parliament

in the same sense as the other documents.

Economic Strategy

1l1. The Financial Statement and Budget Report(FSBR), published
on Budget Day, describes the strategy which underpins the
Government's monetary and fiscal policy and sets the framework
for the public expenditure plans and other macro-economic decisions.
It sets out the monetary policy, taxation measures, borrowing
and revenue for the coming year, and projects borrowing, revenue
and public expenditure over the next three years. The FSBR also
reviews the past performance of the economy and sets out the
prospects for the year ahead; it publishes information to provide
the basis of planning and control and shows summarised revenue
and expenditure for the last completed year and the latest estimate

for the current year.



Planning

12. The Public Expenditure Survey (PES)* 1is conducted against
the background for the medium-term described in the FSBR, published
previously in the Spring. Its outcome is first announced, in
outline form, in the Autumn Statement, which 1is published in
November. The Autumn Statement gives overall planning totals
for the three forward years covered by the Survey and a departmental
breakdown of those totals, describing changes in priorities where
these have led to changes in expenditure plans since the previous
year's Survey. It also updates the Government's revenue and
borrowing forecasts for the current year and gives a forecast

of economic prospects for the coming year.

13. Between November and January individual programmes within
the departmental totals are decided. These detailed figures are
then set out in the Public Expenditure White Paper (PEWP) which
is published in January. Most large departments are the subject
of ' separate <chapters in the PEWP describing their specific
expenditure plans in the context of overall departmental policies.
There is, in addition, a series of analyses of public expenditure,
showing trends in cash and real terms, and providing breakdowns,
for example by spending authority (eg central Government, local
government and public corporations) and by economic category
(eg current and capital expenditure on goods and services, or

current or capital transfers).

14. The PEWP summarises the overall aims and main objectives
of departmental expenditure programmes and in its departmental
chapters gives more details of plans and some specific targets
together with quantified measures of output expected to be achieved.
Particular priority areas within the general ambit of a programme
are also spelt out where appropriate. Some departments may provide
further commentaries during the Spring for their Select Committees,
expanding on the statement of aims and priorities and giving more

detail about objectives and plans for the year to come.

Monitoring and Control
15. The process of setting cash control totals for a financial
year develops from the Public Expenditure Survey during the

preceding financial year. The financial regime for local authority



current expenditure - ie the levels of planned expenditure and
grant - are set out provisionally in July and finalised in December.
External Financing Limits (EFLs) for the nationalised industries
are announced in the Autumn Statement. For the appropriate
expenditure of Government departments, Supply Estimates for the
financial year ahead are normally published on Budget Day. These
set out, in a form which is designed specifically to meet their
constitutional purpose of seeking Parliamentary authority for
issues of cash from the Consolidated Fund, the details of
departments' planned expenditure which is to be financed in that
way. Estimates are prepared by each department in consultation
with the Treasury and submitted to Parliament by the Chief Secretary
to the Treasury; each one explains the relationship of the Estimate
with the planning figures contained -in' the relevant chapter of
the Public Expenditure White Paper. About 60 per cent of Supply
expenditure is subject to cash 1limits. In addition, there are
limits for each department's running costs agreed by the Treasury.
Cash limits for non-voted expenditure are also normally announced

on Budget Day.

16. Also published on Budget Day is a Summary and Guide which
describes the relationship between the planning total in the White
Paper and the Estimates and also brings together the cash limits
and running costs limits on which control will be based in the
coming year. The FSBR, as well as providing a summary of the
public expenditure plans, sets out the Government's tax proposals

and revenue and borrowing forecasts for the year ahead.

17. Each department has its own arrangements for the allocation
and re-allocation of cash resources to parts of its organisation
and functions. Departmental management accounting systems enable
the full cost of the resources used to be planned and controlled
in relation to the 1level and standard of service required and
the resulting level of efficiency to be assessed. Alternatively,
they enable the service to be tailored to the resources that can

be made available.



18. Throughout the year, expenditure is monitored on a monthly
and quarterly basis through the Analysis of Public Expenditure
system (APEX) operated by the Paymaster General's Office (PGO)
and the Treasury's Financial Information System (FIS). Where
the "expenditure is forecast to exceed plans, action is taken to
bring expenditure back to plan, or to find off-setting savings.
If this is not possible, bids are made for the excesses to be
charged against the public expenditure Reserve. This is an
unallocated amount within the planning total designed to absorb
unforeseen and unavoidable public expenditure which cannot be
contained within the initial departmental control totals. The
state of the Reserve is monitored throughout the year. Revenue
receipts and borrowing are also monitored on a monthly and quarterly

basis.

19. The monthly and quarterly information on revenue receipts,
borrowing and expenditure is published in various documents - in
particular, Trecvathe Centfal Statistical - Office publications
"Financial Statistics" and "Economic Trends" and in the joint
CSO*/Treasury monthly Press Notice on the PSBR. If additional
Supply expenditure 1is proposed, or if the voted purposes are
changed, Supplementary Estimates are submitted for approval,
conventionally, in June, November and February. The November
Supplementary Estimates booklet also shows the provisional outturn
for voted expenditure, by vote, for the first six months of the

financial year.

20. "Financial Statistics" shows inter alia Supply expenditure
on a monthly basis, and information on the broader public
expenditure aggregates, particularly the planning total, every
quarter. In the Autumn Statement the first forecast of outturn
for the current financial year is published, showing a departmental
breakdown; and an updated forecast 1is published in January in
the Public Expenditure White Paper. The White Paper also gives
an estimate of the outturn of the running costs of departments

within total public expenditure.
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21. The FSBR, published on Budget Day, gives a further estimate
of the outturn of the year just coming to a close, together with
an analysis of revenue and expenditure by economic category, and
summarised estimated accounts of the Consolidated Fund and National

Loans Fund.

22. Most Government expenditure is financed out of revenue. The
rest 1is financed by borrowing. Central Government finances its
borrowing by issuing a variety of debt instruments. Raising finance
is a continuous process. Decisions on composition and terms are
taken by the Treasury in consultation with the Bank of England

and the Department for National Savings.

23. Both monthly and quarterly analyses of Government financing
operations are published, as are annual estimates of the total

outstanding stock of Government debt.

Accountability

24. Accountability is defined in Annex C. Once the financial
year 1is complete on 31 March, provisional and unaudited final
figures for the Consolidated Fund and the National Loans Fund
are published in "Financial Statistics". By October, departments'
detailed accounts of expenditure and receipts (authorised in Supply
Estimates eighteen months earlier), have been audited by the
National Audit Office and published in the Appropriation Accounts
for each department. The Appropriation Accounts are accountability
documents designed to demonstrate to Parliament that expenditure
was actually incurred for the purposes approved by Parliament
in the Supply Estimates and only for those purposes. Audit reports
are submitted by the Comptroller and Auditor General to the Public
Accounts Committee of the House of Commons which takes evidence
from departmental officials and issues its own findings in reports
to Parliament. This is not often necessary, however, and most
PAC inquiries are based on the Controller and Auditor General's
value for money reports under the National Audit Act 1983, which

are not related to particular accounts or particular years.

25. The Cash Limits Outturn White Paper, published in July, gives
details, as its name implies, of actual expenditure against each
of the cash 1limits which were finally agreed for the previous

financial year.



26. In December the audited Accounts of the Consolidated Fund,
National Loans Fund and the National Insurance Fund are published
showing the receipts, payments and balances relating to these
Funds for the financial year ended in the previous March. In
the same month Supplementary Statements are published showing
further details of the transactions on the Consolidated Fund;
the assets and 1liabilities of the Consolidated Fund and of the
National Loans Fund at the beginning and the end of the financial
year; and the contingent liabilities arising under various statutes
attaching to the Consolidated Fund. At about the same time the
National Audit Office publishes detailed accounts relating to
issues from and payments to the National Loans Fund in respect
of loans to Nationalised Industries, Public Corporations, local

authorities and certain other bodies.

27. The PEWP is not a formal accountability document but, as
well as setting out the Government's expenditure plans, it is
the main document for communicating the achievements of Government
expenditure. The PEWP also gives the outturn for public expenditure
over a run of years and provides a number of analyses of public
expenditure trends. Departmental programmes are illustrated with
indicators of output and performance in recent years, insofar
as the current development of financial information systems allows.
Where targets for the 1last complete year have been stated in
previous PEWPs, actual achievements against these targets may

be shown, mainly in the departmental chapters.

28. In some cases departments also produce separate retrospective
reports, normally in the Autumn, setting out in detail the outputs
and performance achieved and how these compare with the original
plans. The great diversity of activities and departmental
structures 1leads to variety in the content and format of such

departmental reports.

29. The accounts of the more commercially oriented Government
bodies, such as Trading Funds are normally published in White
Papers. These match income to the <cost of sales through
accruals-based accounting systems and include information on levels

and standards of service. For individual services within



departments for which charges are made or fees levied, the full‘
resource costs are calculated in a similar way and matched with
the level of output produced in internal working documents called
Memorandum Trading Accounts (MTA) as the basis for calculating
and accounting for the fees and charges and the income they

generate. These are not published but a report on them is made

annually to the PAC.*

30. The Public Expenditure White Paper and the departmental reports
provide information on value for money and efficiency, and include
some quantitative measures such as unit costs of output. Accounts

published in White Papers provide a number of performance measures.

THE NATIONAL ACCOUNTS

31. The Central Statistical Office publishes the National Accounts,
of which the main publication is the annual "National Income Blue
Book". This aims to bring together, within a comprehensive and
detailed framework, information on the economic activity on UK
domestic territory and of UK residents at home and abroad. The
National Accounts, therefore, have a much wider scope than the
accounts for revenue, expenditure, and borrowing by the Government,
but the latter are broadly consistent with national accounts
definitions. The National Accounts follow, as far as possible,
recommended international reporting principles. Annex L, gives
the information which appears in the National Accounts' summary
account for central Government (Taple 7.1:%0f the< Blue °Book),
together with an indication of the main sources from which it

is drawn.

325 : The accounts provide a basis for analysing the
inter-relationships between different aspects of economic activity,
such as profits and capital expenditure, or personal disposable
income and consumers' expenditure. When used with other major
economic variables, they provide the cornerstone of macro-economic
forecasting. One important feature of the framework of the National
Accounts is the compilation of accounts for broad institutional
sectors of the economy - for example, Central Government or
Financial Institutions, and for industrial groups such as

manufacturing, distribution and public administration. The National



Accounts thus provide information on the transactions or transfers
taking place between sectors of the economy and between industries.
The primary source of information about the Central Government
sector within the National Accounts is the Analysis of Public

Expenditure system (APEX).

SYSTEMS INTER-RELATIONSHIPS

Economic, financial and operational

33. There are close inter-relationships between the planning
and outturn aspects of economic planning, financial and operational
systems. The financial information systems of central Government,
like those of any other organisation, must be appropriate to the
environment in which they operate. Both the systems themselves
and the documentation produced from them must be flexible enough
to accept the fact that the general state of the economy, forecasts
of future trends, and economic policies will affect the amount
of public expenditure that can be afforded, the 1level of revenue
that can be collected and the amount of necessary borrowing. Actual
financial performance will affect perceptions of the economy and,
in turn, influence economic activity which may require adjustments
to the means of achieving the aims of economic policy. The systems
and documents therefore need to feed back data that informs

decisions about such adjustments.

Output, resource use, and cash spend

34. Government accounting systems are predominantly cash based
although certain transactions particularly on the receipts side
are accounted for both on a cash and on an accruals basis. In
trading organisations which publish their accounts, accruals
accounting systems provide for sales, output, resources used,
the stocks of resources held and other balances, cash expenditure
and liabilities to be accounted for in an integrated and
commercially orthodox fashion. Elsewhere, those management
accounting systems that exist are run in parallel with cash
accounting systems, but efforts are being made to integrate the
two types of system. This will improve the quality of information
on precisely what central Government has achieved and at what

coOSt,
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ANNEX A

PROPRIETY: Statement of Principle

Definition

The principle of propriety in relation to central Government
income and expenditure is that public funds should be applied
strictly to the -extent and for the purposes authorised by

Parliament and be financed by methods of raising revenue approved

by Parliament.

Purpose
22 The purpose is to preserve Parliament's constitutional right
to control the amount and purposes of all expenditure from public

funds and the ways in which revenue is raised.

Description

3% In the case of expenditure voted annually, all payments
must fall within the ambit and amount of the Vote for which
Parliamentary approval has been given (and which acquire statutory
authority via an Appropriation Act). In other cases, financial
transactions must be proper to the purposes set out in the relevant
statutory authority (including subordinate legislation) for making
them.

4. Where payments are made without Parliamentary authority,
or in cases of impropriety, Parliament's attention must be drawn
to them by suitable notation of the appropriate accounts. Such
matters may then be followed up by Parliament (normally through
the Public Accounts Committee of the House of Commons) if it

wishes to do so.

Requirements for Securing Propriety

5% Securing the propriety of income and expenditure requires:

(a) the existence of statutory authorities, financial
memoranda, or accounts directions which cover the
intended purposes and nature of the expenditure and,

where appropriate, related income;

(b) an understanding of the scope of the authorities;



(c) the means to establish new authorities and review

them as necessary;

(d) the setting up and maintenance of effective systems

of internal control and their periodic review;

(e) adequate machinery for the processing and bringing
to account in due form of all income and expenditure

and, where appropriate, assets and liabilities;

(E) subsequent audit of accounts and the processes
leading to their production, publication and submission

to Parliament.
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ANNEX B

PRUDENCE: Statement of Principle
Definition

prudence in the recording of revenue and expenditure of public
money is exercising care and caution at all stages. Thus, in
planning documents, it is the reasonable assessment of prospective
income, what can be achieved and at what cost. In accounts it
is, on the one hand, not anticipating revenue, income or, where
appropriate, profits, but including them only when they are
identified and the value of cash and assets can be assessed with
reasonable certainty:; and, on the other hand, taking account
of or disclosing all known 1liabilities (expenses and losses),
whether the amount of these is known with certainty or is a best

estimate in the light of the information available.

Purpose

25 The purpose of adopting the principle of prudence in the
presentation of planning and accounting documents is to ensure
that they do not mislead.

Requirements of the Concept of Prudence

3% The concept requires:
(a) adequate forecasting data and methodology;
(b) an appreciation by those who prepare and use

accounts of likely degrees of risk and uncertainty;
(c) accounting systems that record income and
expenditure when it is identified and can be valued

with reasonable certainty:

(d) means of assessing the timing and amount to be

expected from the realisation of non-cash assets;

(e) the identification, recording and appropriate

reporting of liabilities;

{£E) disclosure of the quality of the assessment of

values and likelihood of realisation;

(g) the provision of adequate reserves.
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ANNEX C

ACCOUNTABILITY: Statement of Principle

Definition

Accountability is the duty of those responsible for the development
and implementation of policy and/or managing affairs and resources
to demonstrate not only propriety but also how economic, efficient
and effective their policies and/or management have been over

a period of time.

Purpose of Accountability

25 Accountability enables the individual or body of people
who hold overall responsibility for a policy, operation, set
of procedures or area of public expenditure to satisfy themselves
that those to whom they have delegated authority are exercising
that authority in a proper manner and in the most economical,

efficient and effective way possible.

3ie Accountability therefore follows from the receipt of delegated
authority. Such authority may encompass the development and
delivery of policies and their objectives, the stewardship of
funds, the management of specified operations, activities, projects
or tasks, the management of programmes of expenditure, decisions
about methods of working and alternative uses of resources and
the associated spending of money, acquisition, maintenance and

disposal of assets, and setting of charges and fees.

Levels of Accountability
4. Accountability operates at a number of different levels

in different waye:

(a) Ministers to Parliament and the electorate at
large for their policies, their effectiveness and cost

and for effective control of public expenditure;

(b) Accounting Officers to their Ministers and
Parliament for the effective, efficient and economic
implementation of Government policy, and the proper

expenditure of public funds;



lci senior line managers within departments to the
top management of the department for the delivery of
departmental policies, operational management and
conformity with departmental systems of management

and control;

(a) subordinate line managers to senior line managers

as at (c) above;

(e) moreover, in exercising its <responsibility to
promote value for money, the Treasury must be able
to look to departments to demonstrate the economic,
efficient and effective exercise of powers of spending
delegated to them, justifying new and continuing levels
of expenditure, monitoring expenditure against plans,
and developing and maintaining effective systems of

public expenditure control and financial management.

Requirements of Accountability
5 The effective exercise of accountability requires:

(a) a clear definition of responsibilities and their

associated authorities;

(b) clear lines of accountability so that both those
ultimately responsible and those to whom authority
is delegated know who is accountable to whom for what

and in what circumstances;

{’c) agreed and clearly stated objectives and agreement
about the appropriate level of resources to achieve

them;

(d) a regular flow of information from the organisation
or person exercising a delegated authority to the
organisation or person with overall responsibility

which will enable the latter to assess:

(i) the cost effectiveness of new and continuing

policies and operations;



(ii) to what extent objectives are being achieved;
(iii) the level and nature of the resources used;

(iv) the economy, efficiency and effectiveness
with which policies and operations are being

carried out;

(v) the effectiveness of departmental controls,
particularly those relating to expenditure outturn;
the 1level and quality of activity or service;

the acquisition, maintenance, utilisation and

disposal of fixed assets; stocks and
work-in-progress; consumption of resources;
commitments and liabilities; cash flow and

debtors.
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ANNEX D
MATERIALITY: Statement of Principle

Definition

An item is material if its omission, non-disclosure or misstatement
in financial statements <could 1lead to a distortion of the
information given to users such that their judgement would be
likely to be influenced if that item were disclosed or more

accurately stated.

Purpose

2% The purpose of the concept of materiality is to aid the
preparers of accounts in forming a judgement as to what should
be disclosed in financial statements, and the degree of accuracy

which should be achieved in disclosing financial data.

Description

s Materiality is a concept which derives from the premise that
financial statements cannot always be precisely accurate but that
this need not detract from the view shown. A degree of tolerance
is permitted in the measurement or disclosure of information,
which must be judged in relation to the other information given

in the statements, and the needs of users of that information.

4. Materiality thus has both quantitative and qualitative aspects.
An item may be material if its more accurate calculation would
affect the view of the user; it may also be material if its

disclosure or more detailed explanation would affect that view.

5. Both preparers and wusers are interested in materiality,
although preparers of information are normally concerned that
information is prepared to the greatest degree of accuracy which
is reasonably achievable. Materiality should be related to
cost-effectiveness: is the item sufficiently important to devote
extra resources to obtaining the information or improving its
accuracy? Materiality should also be related to clarity. The
message given by information may be obscured by too much detail

or rendered clearer by simplification.



6. Materiality cannot be determined on the basis of absolute

Requirements to meet the principle

measures. Quantitative appraisal must be based on relating any

given amount to a base figure. Suggested bases might include:
Total expenditure or receipts

Items within total expenditure, where sub items are

involved
Balance sheet totals such as total reserves or net assets

Balance sheet subtotals such as current assets, total

lending or net book amount of fixed assets

In some circumstances it may be appropriate to determine the base
by calculating an average figure covering, say, the last three

to five years.

7 Because of the wide range in size of figures for public
expenditure, revenue and borrowing, and the purposes for which
they are used, it is not possible to lay down in specific percentage
terms what may be material in relation to the base figures. This
would have to be applied to each item in relation to its particular
use. In assessing individual items, an assessment of all known
errors would need to be made in arriving at a cumulative total
figure which might be considered for adjustment in relation to

any base figure.

8. Factors taken into account in assessing the materiality of

particular items of information include:
(a) the needs of users of the information;

(b) the environment, including the economy, business

practice and customs and the law;

§3) the entity, its characteristics and size and

the nature of its operations;



(a) the accounting policies;

(e) the circumstances and nature of the information

itself and its relationship with normal operations;

(£) its magnitude in relation to government as a

whole, the entity, its cumulative effect and relevant

trends.
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ANNEX E
AUDITABILITY: Statement of Principle
Definition

Auditability means that information has attributes which enable
an auditor to assemble sufficient relevant reliable evidence to
establish that the item reported has been properly and accurately

dealt with and presented.

Purpose

2. The purpose of the auditability of information is to enable
accounting data to be audited as required by the Exchequer and
Audit Departments Act of 1866, and subsequent Acts.

Description

3 Auditability means providing evidence to demonstrate that
transactions relating to expenditure and income are recorded,
have occurred (ie are valid), are authorised, correctly valued
‘and properly disclosed; and that systems ensure that records

of assets and liabilities are adeqguate.

Different types of evidence may be required to back up the

transactions recorded in the accounts.

Requirements
4. The requirement for auditability may be met if evidence can
be provided after the transaction has occurred to demonstrate

the attributes described above.
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ANNEX F

MATCHING: Characteristic

Definition

Matching is the process by which, where appropriate, outputs and
income are related in the same time period to the cost of the
‘resources used in producing or generating them insofar as these
are material and identifiable. In the absence of quantified outputs
or income, the cost of the resources is related to the time period

which benefits from their use.

The Purpose of Matching

25 Matching enables:

(a) the full cost of an activity or service to be

determined;

(b) the relative effects of wusing different mixes
of resources particularly those involving capital and

current expenditure to be compared;

{c) efficiency to be measured - eg by calculating

unit costs;
(d) fees and charges to be set;
(e) value for money to be judged.

Requirements of Matching

3% Matching requires:

(a) the collection of the full cost of resources in
relation to each time period which benefits from their

use;

(b) as far as possible the measurement of output whether

fully or partially completed in the time period;

(c) the allocation and apportionment of full cost
to output partially completed as well as that completed

during the time period;



(d) the knowledge, understanding and use of techniques
for the allocation and apportionment of costs to parts
of a department, the activities they wundertake, and

the outputs they produce.
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ANNEX G
CONSISTENCY: Characteristic
Definition

Consistency is the adoption of common definitions, classifications,
methodologies, processes and forms of presentatioﬁ in accordance
with clearly stated and accepted principles applied in relation
to different reporting entities or to different years for a

particular entity.

Purpose of Consistency

2. Consistency of information and its presentation is essential
for:

(a) decision taking, control and accountability;

(b) synthesising data, for making comparisons and

explaining contrasts, identifying trends and aggregating
data;

(c) clarity and understanding of plans, budgets,

reports and accounts.

Decisions Control and Accountability

Si Information used for decision taking, control and
accountability will be wunreliable if there are no clearly
understood rules for ensuring that the data is consistent within
itself and processed and manipulated in a consistent manner from
year to year.

Coverage

4. To meet the above needs data must be consistent between
(a) past, current and future periods;
(b’ different 1levels of management and parts of the

same business;

(c) different businesses within one department;

(d) different departments;



(e) departments or their businesses and comparable

outside organisations;

(£) PES, Supply Estimates, top management, operational,
management and Vote accounting, programme and

administrative expenditure systems.

REQUIREMENTS OF CONSISTENCY

Consistency of Data
5. Data itself needs to be consistent. To achieve this it

is necessary to:

(a) agree common data sets and to define their coverage

and the individual data items within them;

(b) ensure that data is collected at an agreed time

for identical periods;

(c) use common conventions and techniques for
manipulating and processing data such as in the choices
between current and historic costs, expressing manpower

costs in average or actual terms, or methods of

allocation and apportionment;

(d) base data on common assumptions and take account

of the same relevant factors;

(e) change prior periods' reported results to accord

with any change in principle or convention.

Consistency of Presentation
6. To aid clarity and understandability plans, reports, budgets

and accounts should wherever possible:

(a) retain the same format between one period and
another;
(b) follow the same format between different parts

of a business, between businesses 1in departments and

between departments;



) contain commen information in the same order

under identical headings;

(d) be supported by notes using common terminology

and covering a minimum set of previously agreed aspects;

(e) explain in notes any changes in the definition
of data, its collection and preparation, or in its
presentation and change prior periods' figures to accord

with the new definitions.

Disclosure
7% The supporting notes to any plan, budget, report or account
should always draw attention to any departures from previous

practice or similar presentations.
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ANNEX H

TIMELINESS: Characteristic

Definition

Timeliness is the production of information when its recipient
can make effective use of it, taking account of the purpose for
which it is to be used, the cost of producing it at that time,

and the degree of accuracy required for the relevant purpose.

Purpose
2.5 The purposes of timely presentation of information are:

(a) Plans and projections: to enable
(i) the authorities responsible for delivering
the plans to set in hand the necessary preparatory
work; and
(ii} Parliament  and . ‘the “public: to ‘examine the
plans and supporting information and comment
on them at the earliest opportunity;

(b) Monitoring progress against plan: to allow
corrective action to be taken where that 1is
considered necessary;

(c) Accounting for performance: to give
(i) Parliament and the public the opportunity
to comment on performance; and
(ii) the authorities time, where appropriate,
to take account of past events or performance
and the ohservations of Parliament and the public,
when setting future plans, objectives or
projections.

Description
Bie Timeliness is not Jjust a matter of speed of presentation.

If information is presented too eadarly iL may not bc accurate
enough for the use that is to be made of it or' ‘it mays-be
incomplete. If it is not seen as immediately relevant, information

may be disregarded by the recipient.



On the other hand, if information is delayed pending confirmation
of its total accuracy and completeness, it may be presented too

late to affect decisions or control.

Requirements to meet timeliness

4. Timeliness requires:
(a) a clear understanding of the purposes of the

information and the needs of the recipient;

(b) a Jjudgement of the appropriate balance between
speed of presentation and the degree of accuracy and

completeness which is required and can be achieved;

(c) an appreciation of the environment in which the
information will be used and of the speed with which

circumstances might change;

(d) an assessment of the extent to which the

information is crucial to the success of a policy or

operation.
Sl Thus:
(a) for plans and projections sufficient time must

be allowed for recipients to comment and prepare for
implementing action, provided it is not so early that

the information may be overtaken by events;

(b) for moﬁitoring progress speed 1is essential and

must be balanced against the need for accuracy;

(ic) for accounting for past events and performance,
information should be presented as quickly as possible,
bearing in mind the need for accuracy which may be

more important, particularly if the document 1is to

be audited.



v2717.01
ANNEX I

COMPLETENESS: Characteristic

Definition

Completéness is a characteristic of information signifying that
the range of documents and the information they contain are
sufficient and reliable for the purposes for which = they -are

provided.

Purpose of completeness
2% Completeness enables the user of information to rely on the
fact that the requirements of the purpose for which it has been

provided are met.

Description of completeness

3 Completeness does not imply comprehensiveness. Since
unfettered completeness would often require too much information,
reports must be limited by defining the requirements for information
and the degree of reliability required to meet a given purpose.
Complete reports will thus sometimes imply a summarisation of

and selection from available data.

Requirements for operation

4. The definition of need may not be entirely clear. The provider
of information may thus have to interpret subjectively and extend
the defined framework in the 1light of the presumed purposes for
which information is provided in order for it to be complete.
In such cases the user should always be informed by the provider

about any significant changes made.
5 In order for information to be complete, there must be:
- an assessment of the purposes for which it is required
and a definition of the consequent requirements, made
by the user and interpreted by the provider of information;

- a judgement as to what is material to the requirement;

- a selection from the data available so as to fulfil . .the

requirements.
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ANNEX J

COST-EFFECTIVENESS: Characteristic

Definition
The cost-effectiveness of providing information is the extent
to which its expected benefits to the user outweigh the cost

of its preparation and presentation.

Purpose of cost-effectiveness

205 The purpose of a criterion of cost-effectiveness igtvEe
encourage those requesting or producing information to consider
whether the benefits in terms of improved decision-making, scrutiny

and control justify the cost of making it available.

Description

35 The effectiveness of information depends upon the value
that is placed upon its use and this, in turn, depends upon an
assessment of its impact and of the degree of its acceptable
reliability, accuracy, and timeliness. The level of effectiveness
may be messurable if the use of the information results in actions
which themselves produce quantifiable benefits. Otherwise, the
degree of effectiveness is likely to be based on a qualitative
judgement about which the provider and prospective recipient

may differ and which may change as circumstances change.

4. The costs to be considered include not only those of
gathering, processing and publishing information, but also the
compliance costs of those from whom information is gathered.
Additional costs may be incurred by accelerating thc release
of information, improving its intrinsic quality, improving its
presentation or changing the way it is published. On the other
hand, costs may be reduced in the longer term if these improvements

result from the use of modern technology.

5a Cost-effectiveness is not itself a necessary or sufficient

condition for justifying the production of information.



Requirements of cost-effectiveness

B

The proper assessment of the cost-effectiveness of presenting

information requires:

(a) a Jjudgement about the wvalue of the purpose for

which the information is to be used;

(b) the ability to assess the effect on that value
of changes in the speed, form, means and accuracy. of

the presented information;

(uc) knowledge of the costs of presenting the

information and the effect on them of changes as in (b)

above;

(a) the provision of data to support the above.
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Purposes

Macro-Economic Strategy
(Phase 1)

Framework of Macro-economic
decisions

Planning
(Phase 2)

Public expenditure plans
and objectives

Monitoring and contrgl
(Phase 3)

Detailed expenditure
limits requiring Parlia-
mentary approval

Title

FSBR

Autumn Statement

PEWP

Main Supply
Estimates and Summary
and Guide

Supplementary
Estimates

CENTRAL GOVERNMENT
Financial and Accounting Framework

Summary of Publications

Month

March

November

January

March

June/November
and February

Prepared by

HMT*

HMT

HMT

HMT

HMT

Providing

Summary figures relating to

Medium-term financial
strategy

Recent economic indicators

Economic forecasts

Overall public expenditure
figures

Detailed public expenditure
figures and main cbjectives

Detailed analysis of
expenditure to be voted
for departments

Detailed analysis of
additional(in-year)
departmental require-

ments

ANNEX K

Coverage

Output;

Monetary targets and borrowing
objectives;

Revenue projections;

Public expenditure totals;
Revenue and expenditure accounts
for a cycle of years;
Inflation;

Balance of payments.

Overall expenditure planning totals;
Departmental analysis;

Economic prospects;

National Insurance rates.

Departments' specific expenditure
plans;

Overall aims and main objectives;
Specific targets;

Analyses by spending authority
and economic category.

Purpose of expenditure;
Detailed figures;

Links with PEWP;

Cash and running cost limits.

Purpose of expenditure;

Detailed figures;

Cash limit; running cost
limit



Purposes

Control of public

expenditure, cash flows

and borrowing

Accountability
(Phase 4)

Reporting of achieve-

ments, payments and
receipts

Title

Economic Trends

Financial
Statistics

Autumn Statement

PEWP

FSBR

Financial
Statistics

Appropriation
Accounts

Cash Limits Outturn
White Paper

PEWP

Month

monthly

monthly

November

January

March

Monthly

pctober

July

January

Prepared by

€S0

Cso

HMT

HMT

HMT

€SO -

Departments

HMT

HMT

Providing

Monthly/quarterly
outturn estimates

Monthly/quarterly
outturn estimates

Forecast of outturn of
current year's revenue
and expenditure

Updated forecast of
current year's outturn

Estimate of outturn
for current year

Monthly outturns

Audited Supply expenditure

Cash limit outturn to
31 March

Analysis of achieve-
ments against objectives
and targets

Expenditure outturn

ANNEX K (page 2)

Coverage

Broad estimates of general
Government receipts and
expenditure;

Borrowing requirement;

Central government current, capital
and financial accounts;

Borrowing requirement;

Supply expenditure;

Public expenditure planning total.
(Using National Accounts data).

Departmental analysis;

Overall and departmental figures;
Estimate of outturn of running costs.

Overall public expenditure figures;
Analysis of revenue and expenditure
by economic category;
Summary of estimated accounts of
Consolidated and National Loans Funds.

Consolidated Fund;
National Loans Fund.

Expenditure voted and appro-
priated by Parliament.

Comparison of outturn with final limits;

Overall and by departments;



Purposes Title

Departmental
reports

National Income Blue
Book

Consolidated Fund
and National Loans
Fund Accounts

Accounts relating to
Issues from the
National Loars Fund

National Insurance
Fund Account

Month

September

December

December

December

Prepared by

Departments

CSo

HMT

HMT

DHSS

Providing

Report of performance

National outturn
estimates(annual)

Payments into and out of
the Consolidated Fund and
National Loans Fund

Sums received by Ministers
and others and disposal
of those sums

Receipts, payments and
balances

ANNEX K (page 3)

Coverage

Departmental results & expenditure.
Central Government current,

capital & financial accounts.

Consolidated Fund;
National Loans Fund

Loans from the National Loans Fund.

National Insurance Fund.
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ANNEX L
NATIONAL ACCOUNTS:
CENTRAL GOVERNMENT SUMMARY ACCOUNT ***
COMPONENT SOURCE
Current Receipts
Taxes on income Inland Revenue
Taxes on expenditure Customs and Excise, Inland Revenue, Departmental returns
Social security contributions Government Actuary's Department
Gross trading surplus Apex*
Rent, dividends and interest, etc Apex, National Loans Fund, Departmental returns
Miscellaneous current transfers Apex
Imputed charge for consumption of non-trading capital CSO estimate
Total:
Current Expenditure
Final consumption Departmental returns, Apex
Subsidies Apex, Departmental and Public Corporation returns
Current grants to personal sector Apex, Government Actuary's Department
Current grants to local authorities Apex
Current grants paid abroad (net) : Departmental returns
Debt interest Apex, National Loans Fund, Departmental returns
Total current expenditure
Balance: current surplus/deficit
Total:
Capital Receipts
Current surplus
Taxes on capital and other capital receipts Inland Revenue
Total:
Capital Expenditure
Gross domestic fixed capital formation Apex, Departmental returns
Value of physical increase in stocks Apex
Grants and transfers to other sectors Apex
Total capital expenditure
Balance: financial surplus or deficit
Total:
Financial Account
Transactions in financial liabilities Bank of England and other sources

Transactions in financial assets Apex, National Loans Fund
Net total financial transactions

Balancing Item

(*** Table 7.1 - National Accounts Blue Book)
(* Government accounting information from the Paymaster General's Office)
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. ANNEX L (Page 2)

Other National Accounts Statistics

Other principal statistics are:

(a) aggregate information on total final consumption
and capital expenditure at constant 1980 prices

(Blue Book Table 9.3);

(b) a functional analysis of general Government -
(ie both central and 1local government) expenditure

(Blue Book Table 9.4);

{e, the financial year analysis of general Government
"expenditure on social services and housing (Annual

Abstract of Statistics Tables 3.1 to 3.6);

(d) estimates of central Government capital consumption

and capital stock (Blue Book Tables 11.5 and 11.7);

(e) the quarterly derivation of the public expenditure
planning total using national accounts data (Financial

Statistics Table 2.4).
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ANNEX M

Glossary of Terms and Abbreviations

Aim

APEX

Control totals

CSO
DHSS

Efficiency

FSBR

Guideline

HMT
IMF

Objective

OECD

Outcome,Outturn

Outputs

Performance

PEWP

Plan

Planning total

Principle

PAC

The purposes for which an organisation exists

Analysis of Public Expenditure,
Paymaster General's Office

produced Dby

Public expenditure totals wused for planning
purposes as published in the Public Expenditure
White Paper

Central Statistical Office

Department of Health and Social Security

The ratio, of ' the “output  of an activity to. the
resources used to produce that output

Financial Statement and Budget Report

Document or statement advice on

appropriate procedures

providing

Her Majesty's Treasury
International Monetary Fund

Statement of what is achieved

and by when

planned to be

Organisation for Economic

Development

Co-operation and

What actually happened

Goods, services or conditions produced by an
organisation
Output, generally measured against criteria

such as economy, effectiveness and efficiency
Public Expenditure White Paper

A projected course of action designed to 1lead
to desired results

Aggregate of planned public expenditure used

by Government for control purposes

Central rule wunderlying the preparation and
presentation of financial documents

Public Accounts Committee



PES The Public Expenditure Survey - The annual process
by which Government reviews its public expenditure
plans for the forthcoming three years

PSBR Public Sector Borrowing Requirement

Running Costs
(Departmental) Total current expenditure on services directly
managed by a department, including pay and other
staff costs, accommodation and office services

Standard A recommended method to be followed by
practitioners
Trading Fund Public trading body as defined under the Trading

Funds Act 1974 (currently HMSO, Royal Mint,
Crown Suppliers)

White Paper
Organisation Non-departmental Public Body, or other public
body, whose accounts are published in Government
White Paper
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Treasury
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Treasury
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Department of Health and Social Security
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HM Treasury
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Simulations on the Treasury Model
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S J Dunn

Department of Industry

April 1979
May 1979

September 1979

September 1979

August 1979

August 1979

January 1980

February 1980
February 1980
(OUT OF PRINT)
July 1980

October 1980

October 1980

November 1980



229/4

No 37

No 38

No 39

No 40 (16)

No 41 (17)

No 42 (18)

No 43

No 44 (19)

No 45 (20)

No 46

No 47

No 48
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Mrs V Imber

HM Treasury

Money and Prices: A Simulation

Study using the Treasury Macro Economic Model
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HM Treasury
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A Reduced Form Approach

S Wren-Lewis

HM Treasury

The Effect of Road Investment on Economic
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HM Treasury
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HM Treasury
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Survey Findings

F Herron

Department of Industry

A Model to Forecast Payments from the Redundancy Fund
R G Bushell
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Inequalities in Health: Analysis
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MANAGEMENT IN CONFIDENCE |

FROM: C D BUTLER, EOG
DATE: 23 November 1987
i SIR PETER MIDDLETON
2s CHANCELLOR

VALUE FOR MONEY TARGETS IN THE TREASURY

Sir Robin Ibbs is calling on you at 10am on 27 November to discuss the

Treasury's value for money targets.

25 Sir Robin's letter of 10 July (enclosed at Annex A) sets out the
background. You are meeting Sir Robin in your capacity as Minister in charge
of the domestic Treasury and this brief concentrates on that. If it follows
past form, however, the discussion could range over value for money in the

public sector as & whole.

3% Sir Robin's letter says he wishes to cover particularly:
-3 performance against the 1986-8T7 targets;
i targets for 1987-88 with an assessment of performance to date

(concentrating on major areas - five or six key improvements); and

mid. the current scrutiny programme and possible new scrutinies to

support our value for money targets.
1986-8T Targets

L. Sir Robin asked for information on performance against the agreed 1986-
8T targets to be sent in advance to the Efficiency Unit. A copy of the
paper we sent them is at Annex B. It tells a successful story. The Treasury
made good progress in meeting its main value for money targets in 1986-

87. The targets set were achieved and in many cases exceeded.
1987-88 Targets
5. The Efficiency Unit also havs a copy* of the targets for 1987-88 at

Annex C. TFor the businesses the targets will be that much harder to achieve

given the progress in 1986-8T.

s Kic

b

5

5
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6. We have for the first time included one of the main areas of programme
expenditure for which Treasury is responsible: the UK Coinage Vote (£1k.6m
in 1987-88). We should also include the Bank of England (£86.5m  in 1987-
88) as the largest item. But we assume that you would not wish to discuss

this with Sir Robin Ibbs.

i Sir Robin may suggest that the targets included for the central Treasury
should be extended to cover policy work. There are two answers to this.
First, a range of monetary, borrowing and expenditure objectives and targets
are set and published in the Autumn Statement, the PEWP and the FSBR. These
documents not only state objectives but also quantitative indicators against
which to measure achievement. A twice yearly economic forecast is published
as well as statistics and analysis on public expenditure and Civil Service
manpower. These published objectives and reports provide the framework
within which the Central Treasury's performance on policy formulation and
implementation may be Jjudged. Second, policies and programmes of work are
under continuous review as part of the normal activities of the department.
The focus is the annual planning round in which line management and the
Treasury's Planning Board reviews past performance, sets forward objectives
and work programmes within budgets which reflect the resources required
to do the work. It is a continuing task to make these objectives as clear
and definite as possible. For a privatisation exercise for example an

objective could be to secure a successful outcome by a specific date.

8 It might be worth mentioning the restructuring at NEDO as an example
of tough Treasury value for money action (though not declared originally
as a target). No savings in 1987-88, but we hope for savings rising to

£2.5m p.a. in the following year.
Efficiency Savings

9. We have not formally conducted an Efficiency Scrutiny (under the Unit's
definition) since the Freeman Review of CCTA in 1984. But we have carried
forward our own reviews as part of the normal policy and management process
in the department and we have participated in the multi-departmental reviews
(eg Budgeting, Consultancy Inspection and Review capabilities). Annex D

gives examples of such reviews.

C D BUTLER
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2.  CHANCELLOR OF THE EXCHEQUER | ,,ﬁw-p‘.. Luolond

VALUE FOR MONEY TARGETS IN THE TREASURY

I have Jjust heard from the Efficiency Unit about one other subject which

Sir Robin Ibbs may raise on 27 November.

This is on the subject of Scrutinies. The line we recommend you to take
in the main brief is that, though we do not have any reviews specifically
categorised as Scrutinies, the Treasury's work naturally invclves processes
which are close to scrutinies. Annex D gives a list of reviews for 1987,
and suggests possible subjects for 1988. [An additional thought, not
mentioned in that brief, is that, if the Next Steps initiative gets off
the ground, we shall be engaged in a process very like a series of scrutinies,

to see which of the Treasury's activities appear ripe for Agency status. )

To the Efficiency Unit that response might not appear adequate. They like
to have things which can be identified as Scrutinies, so as to keep up
appearances. They have indicated that Sir Robin Ibbs might suggest that
one example of a scrutiny in 1988 might be to look at the Treasury's role
in relation to public service pensions (not Jjust the civil service pension
scheme). If raised, I suggest you respond by saying that the idea has merits

but the time is not right to do a scrutiny in 1988.

In more detail you might speak as follows. The Government's policies towards
improving competition and encouraging mobility are Jjust beginning to bear
fruit in the pensions sector. Measures to encourage portability, transfer
payments, the purchase of Additional Voluntary Contributions, personal
pensions and equal survivor benefits have all been implemented in DHSS
legislation. The consequences for civil service and other public service
pensions are either Jjust beginning or about to start. In principle (and
in fact) all this is going to have a profound effect on the way in which
the Treasury and other departments administer the award and payment of
pensions to public service employees. So the area might be suitable for

review.

=
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But in practice it is Jjust the wrong time. To implement all these changes
to a tight timetable we are making heavy demands upon a scarce resource
(those experienced in pensions administration) in our rather unglamorous
superannuation divisions. The time to conduct a review of processes and
procedures would be when that did not put at risk the achievement of those
deadlines. We might, however, flag up the thought of a review for Ilater

treatment, if other priorities permit.

C D BUTLER
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FROM: P J CROPPER
DATE: 2 December 1987

FINANCIAL SECRETARY cc Chancellor

VALUE FOR MONEY

Having sat in on your recent meetings, particularly that
with Sir Robin Ibbs last week, I have been confirmed in my
original view that "Value for Money" is a rather odd yardstick
to apply to a revenue department. I would have thought the
Prime Minister might sooner or later come to the same view,
and that her questioning at your meeting in January might
take off in a very different direction from that for which
briefing has been prepared.

21 In the case of a spending department, the concept of
"Value for Money" 1is straightforward and meaningful. The
Department of Transport spends a certain amount of money;
value 1is obtained by the community; some of that wvalue,
such as safety on the railways, may not be easy to quantify

in money terms, but it is there nonetheless.

3% In the case of a revenue department there are not one,

but three elements in the assessment of "Value":

150 The efficicncy and economy exercised in c¢ollection

of that amount of tax that actually is collected.

e The inconvenience and waste of resources imposed

on the taxpayer (compliance costs).

3. An assessment of the amount of tax that is authorised
by law, but does not actually get collected (another
aspect of efficiency).

. ¥
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4, Most of the work being done by the Inland Revenue seems

to be concentrated on section 1. That is fine as far as
it goes. Speed of collection determines how much tax is
outstanding, and that has an interest cost. The efficiency

with which some tax offices are run, and others are not,
is clearly important. The monitoring of progress in the
reduction of unit cost is vital (although I sense too much
concentration on the head count, and not enough consideration
given to "capital"™ as a factor of production, i.e. money

invested in the past in technology and skills).

5. Equally important, however, from the point of view of
the national economy, is the trend in the cost of compliance.
What about the inconvenience cost to employers of being unable
to get replies out of the Superannuation Funds Office in
under a year? What about the cost of engaging expensive
professionals to explain the complexities of the law on Profit
Sharing Schemes, BES, PRP? That is completely outside the
Inland Revenue's assessment of "Value for Money": the law
is ordained by Parliament. Compliance costs of this sort
are left to Professor Sandford to work out, in his own good
time, at Bath. And who knows what the trends are? I suspect

that, Jjust at present, they are firmly upward.

6. Then again, what about the tax that goes uncollected?
The law provides for a whole lot of people to pay a whole
lot of taxes. It is patently clear that many of those people
are not paying all that is due from them. Apart altogether
from Black Economy estimates of £7-£10 billion, one has the

Inland Revenue itself saying, in a recent paper:

"In our compliance work, with a planned small increase

in resources and better selection procedures we are

)K looking to increase yields by more than 15% over the

next three years. This is pretty ambitious. And because
of our continuing loss of trained Inspectors to the
private sector we may not quite succeed. But if we

do it”Will mean over those years an extrq5£b5% tax for



' the Exchequer. And the benefit in terms of better
compliance should increase that figure to something

over f£b8."
Mr Battishill to FST: 20 Nov. Para. 45.

Should this not be one of the objects of a "Value for Money"
investigation? May it not be a more important item than
any of those so assiduously calculated by Mr Rogers and
Mr Crawley? And what about the cost of the very task in
which they are engaged? We are told that sizeable resources
are going into the development of sophisticated performance
indicators for Sir Robin Ibbs. If the marginal return to
compliance work, using top Revenue staff, is running at 10:1
and 15:1 - as we are told.— then should we not be multiplying
by ten or fifteen the apparent "cost" of the time being devoted
by Messrs Rogers, Crawley & Co. to all this work? The

opportunity cost is the amount of revenuc foregone.

7. I sense a breakdown in logic in our management of the
Inland Revenue. By concentrating on such a narrow definition
of "Value for Money", and by ignoring most of the commercial
principles that would have to be taken into account by a
business, are we not missing the whole point? 1f /1 were
the Prime Minister I would want to pursue a quite different
line of questioning. Time will tell whether that happens
in January or not. But might it not be wise to be ready
with a "line to take" before going round to No 10? The strong
likelihood is that the Prime Minister will not actually quiz
you on "Value for Money", but on "Cost of Collection", with

a dash of the recent Oliver Stanley article thrown in.

@Z,

P J CROPPER
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FROM: P J CROPPER
DATE: 2 December 1987

FINANCIAL SECRETARY cc Chancellor&———

You and the Chancellor will' no doubt decide whether this
is helpful, or whether it should be consigned to the waste-

paper basket - or both.
I3 :
e o )
~ /ﬂA@” ‘?+3 y)‘ﬁ'




2 ‘ PH1/205

”

MANAGEMENT IN CONFIDENCE
(
\' /

FROM: MISS M P WALLACE
A\ Y) DATE: 3 DECEMBER 1987

NOTE FOR THE RECORD cc PS/Chief Secretary
Sir P Middleton
Mr Anson
Mr C D Butler

VALUE FOR MONEY TARGETS IN THE TREASURY

Sir Robin Ibbs and Ms Kate Jenkins called on the Chancellor at
v
10.00am on 27 November at No.ll. Sir P Middleton and Mr C D Butler

were also present.

2, Sir Robin Ibbs said he would not take up the Chancellor's time

discussing details of targets for CCTA, or CISCO. He would prefer

to concentrate on the progress that was being made in developing

Departments' use of output and performance measures.

Chancellor said that this was of course primarily a matter for the

Chief Secretary, but he emphasised that the search for better value

for money was an essential element of the Government's public

expenditure strategy. Sir Peter Middleton added that the

system had been refined so that it took more account of available

information on output and performance. Value for money questions

were an important part of every Survey bilateral, and the quality

and quantity of output and performance measures in the public

expenditure White Paper had greatly increased in the last few

years. The Chancellor said he thought the Treasury was in a unique

position to keep up the pressure in this field - this was why it was

important to preserve the Treasury's role in approving expenditure

proposals.

3% Sir Robin Ibbs asked if it was true that Departments' chances of

securing additional resource in the Survey were greater if they

could demonstrate the output and performance they expected

achieve. The Chancellor said this was a factor, but not the only

one. Sir Peter Middleton said that the progress the Treasury could
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make was constrained by the need to make sure that pressure for
better value for money did not increase public expenditure

overall - for example, in social security spending. The Chancellor

pointed out that performance measures could sometimes be
misleading. For example, the cost of collecting each £1 of income
tax could be reduced by raising the rate of tax, but this was

obviously not the Government's ambition.

4. Sir Robin Ibbs asked what plans the Treasury had for ways of

increasing the pressure for better value for money.
Sir Peter Middleton said that there was still scope for develop{ng

budgeting and financial information systems within the FMI. At the
same time, it would be important to try and make the pay system more
flexible, and the Treasury was anxious to avoid being centralist

and heavy handed.

5. Within the Treasury itself, Sir Peter Middleton said he was

still considering the implications of the transfer from the MPO.
There might- well be scope for savings, or improvements in
capability. The Chancellor also mentioned the savings that had

been achieved by slimming down the number of EDCs, and reducing the

number of NEDC meetings. Sir Robin Ibbs asked if the integration

of MPO divisions in the Treasury would be a candidate for a
scrutiny. Sir Peter Middleton said he thought it could probably be
handled internally, and Mr Butler suggested that it could be dealt

with at the management board.

6. Otherwise, Sir Peter Middleton said he was very pleased with the

performance of CISCO against its targets, in what was now a very
competitive field. He still wished to consider whether the CCTA
corporate plan was demanding enough. Both Sir Peter Middleton and

the Chancellor felt that the Chessington Computer Centre was

performing well in an area where recruitment was very difficult.
There were of course problems in assessing the success of the

central Treasury against its work programming targets, as its
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outputs were not under its direct control. But Sir Peter Middleton

felt that the reorganisation of the finance side a year ago had
certainly paid off.

NP

MOIRA WALLACE
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VALUE FOR MONEY TARGETS

When we met on 20 November we discussed the importance of output "ezarjr
measures and the means by which Treasury was encouraging Departments
to make greater use of such measures. I fully share your objective
of ensuring that output measures improve in both quality and
quantity, and have been somewhat encouraged in my discussions on
1987/88 targets with Ministers in charge of Departments to find that
targets are being defined to cover a broader spread of both
administrative and programme expenditure. You are no doubt
considering how the concept can be extended within the Treasury so
that all the main areas of your expenditure are so far as possible
covered. I would be glad if we can discuss your 1988/89 targets
early in the new financial year, and if these can be sent to the Unit
before the end of March.

We also discussed the integration of the MPO sections which have been
absorbed into the Treasury, and I will be interested to hear how you

decide to handle this. Treasury has not undertaken a scrutiny for
some years, and this might well provide a fruitful area.

[/.ﬂur Cure

-

ROBIN IBBS
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VALUE FOR MONEY

The Chancellor has seen Mr Cropper's minutes of 2 December to the

Financial Secretary.

2 He has commented that Mr Cropper has a good point. There is
clearly scope for raising more revenue at existing tax rates by

devoting additional resources to reducing tax evasion.

3 However, we need to know precisely what this would mean in
practice - the who/whom question. Nor would he want this to be
part of an Ibbs-type VFM investigation. It is something to be
looked at by ourselves outside the Ibbs process: 1ie a proposal by
the Inland Revenue to be scrutinised by FP, and considered by the

Financial Secretary.

A% Meanwhile, the Chancellor would be grateful for a note on the
latest state of play on the Revenue's targets of increasing yields
by more than 15 per cent over the next three years, through a
planned small increase in resources and better selection procedures

for compliance work.

Cﬂ%

J M G TAYLOR
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DATE:. 21 June 1988

PRIME MINISTER

BUDGETING IN DEPARTMENTS

When I sent you on 16 February the second progress report
on budgeting following the 1986 Multi-Department Review I

said that I would consult you again about publication.

2 The further action plans for the work still to be done
by those departments that have not yet met all four principles
have now been settled with the departments concerned and have
been added to Volume I of the report at Appendix 1. This

is attached.

3 In that minute of 16 February I mentioned the difficulties
departments were having in devising suitable output and
performance measurement systems in some areas of programme
expenditure. For the most part, the further action plans
concentrate on this area. Within the resources available
for public expenditure, it remains important that we maximise
outputs and set keen targets for improved performance. We
have therefore reinforced this message by again asking
departments to provide plans for output and performance
measures, with particular emphasis on measures of efficiency
and effectiveness, in the running costs management plans and
other value for money information submitted for this vyear's
public expenditure Survey. Output and performance measures
will also feature prominently in developing the policy and
resource frameworks and associated targets for agencies under
Next Steps. That will give the work on budgeting a helpful
impetus. But we must look to colleagues to ensure that they
use this informatioq in the internal management of their

programmes.



4 I propose that the report should be made public by way

of an arranged PQ. A draft question and answer are attached.

5 I am copying this minute to members of the Cabinet, to
Richard Luce, Christopher Patten, Patrick Mayhew, Kenny Cameron

and Sir Robin Butler and Sir Robin Ibbs.

JOHN MAJOR



4

1010/39

DRAFT PQ

Question

Answer

FOR WRITTEN ANSWER

To ask Mr Chancellor of the Exchequer what progress
has been made in implementing the recommendations
of the Multi-Department Review of Budgeting following
the then Chief Secretary's announcement of
29 April 1986 (OR Col 371).

Departments were asked to draw up action plans for
achieving the four principl!es highlighted by my
predecessorsand by the Prime Minister in her foreword
to the 1986 Report. A report has been prepared which
shows that overall departments have made good progress
in implementing its recommendations. 13 departments
have arrangements in place which meet all four of
the principles in respect of all or nearly all of
their running costs and programme expenditure.
Another 16 have satisfactory arrangements for at
least two of .the four principles. In a number of
departments further work needs to be done, particularly
in the field  of, output< .and performance measures,
as a contribution to the continuing drive to improve
financial management. This work will provide an
important contribution to the development of policy
and resource frameworks for executive agencies under
the arrangements announced by the Prime Minister
on 18 February 1988 (OR Col 1149).

I am today arranging for copies of the Second Report
on ‘the Implementation of the Recommendations of the
Multi-Department Review of Budgeting to be placed

in the Library of the House.
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SUMMARY
Introduction
Section 1. This is the second progress report on  the

implementation of the multi-departmental review of budgeting.
Its purpose is to report the action taken by the 34 departments
covered by the first report of December 1986 against the
4 main principles of budgeting endorsed by the Prime Minister
and to describe the results achieved. It also examines the
work done in departments to improve their consultancy,
inspection and review (CIR) services; and it summarises the
work carried out by the 2 central departments in support

of the recommendations in the first progress report.

Progress by departments on their 1986 action plans

Section 2. Good progress has been made by almost all

departments in carrying out the plans of action reproduced
in the first progress report. Some adjustments to the original
plans have had to be made to reflect changing priorities
or unforeseen developments; but in most of the key areas
substantial improvements have been achieved. Examples of
progress are shown in Section 2 and, for each department,

progress is summarised in Annex A (Volume II).

Where we are now

Section 3. An analysis of departments' progress reports

on budgeting has been carried out in order to assess their

current standing against the 4 key principles for budgeting.

Of the 34 departments, 13 have met all 4 principles in respect
of all or nearly all of their running costs and programmes,
and another 16 have satisfactory arrangements for at least

2 of the 4 principles. Where a department still has work



to do to meet any principle the Treasury asked the department

to produce a further plan.

Examples of improvements

Section 4. A wide range of examples of improvements is given
in this section as an 1illustration of the achievements
resulting from better management, budgeting, etc. More are

set out, department by department, in Annex B (Volume II).

Progress on consultancy, inspection and review services.

Section 5. The progress reported in this section, and in
Annex C (Volume II), leads us to conclude that the need for
central oversight of progress in implementing the Efficiency
Unit report on CIR is no longer necessary. The top management
of departments are fully involved in controlling and deploying
CIR forces to best advantage, and in the context of CIR,

internal audit arrangements are satisfactory.

Progress by the central departments

Section 6. This section summarises the work carried out

by the central departments in support of the initiative for
better financial management in departments. The subject

is covered in more detail in Annex D (Volume II).
The way ahead

Section 7. We conclude that there is no need for another
central progress report covering all departments. Work is
well in hand in departments who are at different stages in
developing their systems. Departments' plans for further
work are summarised in Appendix 1. These developments should
be followed up and supported individually by Treasury
expenditure divisions as part of their normal contact with

departments. More work needs to be done in developing output



and performance measures and linking these with input measures
which incorporate the full costs of operations. The Treasury
will need to keep abreast of techniques in the private sector
to ensure that the Service takes advantage of best current

practice.



L 4t INTRODUCTION

&l The first report .on fhe progress of  budgeting in
government departments was 1issued by the Joint Management
Unit, now the Financial Management Group in HM Treasury,
in December 1986. This followed the multi-departmental review
(MDR) of budgeting.*¥ As in 1986, the present report looks
at the progress made by the 34 departments listed in Annex
A (Volume 1I). It has been prepared by a multi-disciplinary
team which included a private sector consultant, under the
leadership of the Treasury's Financial Management Group.
The team worked in consultation with Treasury expenditure
divisions, with whom the assessments of departments' progress

were agreed.

a2 The progress report in 1986 analysed departmental
responses in relation to the 4 key principles of budgeting
as endorsed by the Prime Minister, and a number of related
yardsticks set out by ithe Chief  Secretary to . the. Treasury.
It found that, although progress had been made, there was
still some way to go before departments could satisfy the
4 principles. These are that:-

(1) all managers, from the top right through the
management line, should Dbe responsible for setting

and reviewing budgets;

(ii) budgets must be 1linked with the government's
annual review of public spending, and turn those plans

into actieny

(1iii) budgets should include output and performance
indicators, and there should be regular evaluation
of what has been achieved compared with the objectives

that have been set;

-¥MDR of budgeting; Executive Summary, HM Treasury, March
1986
(ISBN 0 947819 06 1)



(iv) top managers must organise their own work and
that of their departments so as to make clear the
responsibilities for setting priorities, managing

resources and reviewing performance.

s The Prime Minister endorsed the recommendations 10!

the 1986 progress report. These were that:-

(i) departments should, in October 1987, explain
their further progress against the 4 principles, with
particular emphasis on the changes in budgeting aimed
at getting results;

(ii) departments should say what had been done to
improve further the use made of their consultancy,

inspection and review (CIR) services;

(iii) departments should report examples of improvements,

not necessarily stemming from budgeting; and

(iv) further supporting work 1listed in the report

should be undertaken by the central departments.

Loy The 1986 report expected that departments' reports
in October 1987 would show further advances in budgeting
systems and improvements in performance. It recognised however
that not every department would have achieved all the goals
of budgeting during 1987. In a number of cases, departments'
action plans extended well beyond 1987. The Prime Minister
asked that the 1987 progress report should indicate which
departments had arrangements which allowed them to apply
the principles to all, or nearly all, of their running costs
and programmes. For other departments there should be an’
action plan and a specific date by which they would have
implemented budgetary controls meeting the 4 principles and

the Chief Secretary's yardsticks.



2 PROGRESS BY DEPARTMENTS ON THEIR 1986 ACTION PLANS

2okl A summary of the progress made by departments on the
main tasks in their 1986 budgeting action plans, and which
departments agreed to implement in 1987 and beyond, 1is
contained in Annex A (Volume II).

2.2 This shows that real progress has been made by most
departments 1n key areas. Either most of the work planned
for 1987 has been fully implemented, or work is well advanced
to achieve this.

2 5 Adjustments have had to be made to the original timetable
by some departments to reflect changing priorities or
unforeseen circumstances, or because the original action

plan proved over—ambitious. For example:

Cabinet Office. A number of new target dates have
been set to complete the extensive programme of 18
action points because some aspects have proved more

complex and time consuming than originally envisaged;

Manpower Services Commission. The ' size, shape. .and
funding of the Community Programme has been under review
and the development of the funding system has therefore
been held back. Improvements are being made 1in the

funding systems of its successor.

Welsh Office. The suppliers of the department's
computerised accounting and financial management system
failed. to" produce  1i%t. The Office has reconsidered
what it needs to do to implement the principles, both
in the short and medium terms, and has producéd a revised

action plan.

2.4 Every one of the actions implemented by departments
represents a successful stepping-stone towards fully integrated
budgetary systems. Some examples of the progress made are

as follows:-—



Department of Employment, as a condition of its grantss,
reguires. Local 'Enterprise Agencies: to. . prodice.  3I~-year
business plans. These must include performance measures
which both help the Agencies measure their success
and the department Jjudge their achievements. The grant
scheme's primary aim 1is to increase private sector
sponsorship of agencies and a target of a further
increase of £1 million to a total of £3.8 million has

beenEset’;

Foreign and Commonwealth Office has run a successful
pilot scheme in manpower budgeting  in posts in the
United States and another in full resource management

in the communications field;

Home Office has built on work already‘ done 1n parts
of the department to develop a plan for budgeting for
running cCOSES and programmes to cover the whole
department from April 1988;

Inland Revenue has increased the number of budget holders
firom: - 15050 fcovering 2. yper eent. . of  Weumhing costs,

to 1,326, covering 92 per cent.



3i2 WHERE WE ARE NOW

3l This section sets out our assessment of where departments
stand now under the 4 principles after a further year of
progress. It is based on the departmental responses to a
detailed questionnaire and supporting documents, as well
as on discussions with action managers and other officials.
These responses were followed up in the course of the Treasury
expenditure divisions' winter round of discussions with
departments about general progress in improving financial

management.

389 On this basis, of the 34 departments listed in Annex
A, we consider that the following 13 have met all 4 principles

in respect of all or nearly all of their running costs and

programmes :

Cabinet Office Ordnance Survey

Crown Prosecution Service Paymaster General's Office

Customs and Excise Office of Population
Censuses and Surveys

Department of Employment Her Majesty's Stationery
Office

Manpower Services Commission Department of Transport

Central Office of Information Her Majesty's Treasury

Land Registry

353 Another 10 departments have met 3 of the principles,
6 more have met 2 principles, and a further 3 have met 18
principle. This is not out of 1line with the expectations
in the 1986 report, bearing in mind the amount of work some
departments had to do and the number of actions extending
beyond 1987. In looking at the position that individual
departments have now reached, account must be taken of the
point from which they started and also the varying complexity
of their programmes. As the following paragraphs show, the
overall results referred to above mask the progress that
has been made generally by departments and in meeting each

individual principle.



Principle 1: All managers, from the top right through the

management line, should be responsible for setting and

reviewing budgets.

Budgets for running costs

3.4 Principle .1 1s: split into punning costs and programmes ;
for running costs we 1looked at three interrelated aspects
in accordance with the yardsticks 1laid down by the Chief
Secretary in 1986:

= the proportion of departmental running costs in
line managers' budgets

= the level to which budgets were delegated;

= ‘“the flexibildty which managers had to switch

expenditure between budget headings.

To meet this principle a department must satisfy all of these.
There ds' no point . in hawving: g “high ‘proportion: ofi running
costs delegated 1f the 1level of delegation is maintained
at too high a grade, or if managers do not have the authority
to switch expenditure between items as the demands of the
work dictate. Conversely, a high degree of flexibility coupled
with a low proportion of delegated costs is also of 1little

U5 E

Proportion of running costs under line managers' control

R o 26 departments delegate a satisfactory proportion of
thelr running costs. Particularly good examples are:

Crown Prosecution Service. 96 per cent of departmental
running costs are within line managers' budgets;

Customs and Excise. Over 87 per cent of running costs
are in 1line managers' budgets. In the outfield where
75 per cent of costs are incurred, local managers control



96 per cent of their running costs;

Her Majesty's Stationery Office. All the department's

running costs are delegated to about 300 line managers;

Department of Trade and Industry. 550 cost-centres
have budgets attributed to them covering 81 per cent
of departmental running costs, all within line managers'
budgets.

Delegation of budgets.

3.6 The 1level of delegation varies between and within
departments according to the sort of work being done.
Delegation is greatest where there are large numbers of s taid
in local offices and 1least 1in headquarters where there are
fewer staff and less scope to take full advantage of budgeting.
Of the 34 departments, 25 are satisfactory in this respect.
An overall indication of the extent of delegation 1is that
there are now 11,000 budget holders in the 34 departments.

Particular examples include:

Department of Employment. Budgets are delegated to
HEO level in the Unemployment Benefit Service, with
over 1,000 budget holders responsible for most running

costs;

Department of Health and Social Security. There are
about 1,100 budget holders responsible for running
costs at all levels from Grade 3 fo HEO;

Land Registry. 85 per cent of running costs are in
line managers' budgets which are held as low as EO
level. The department has delegated manpower budgets
further than non-staff costs.

Flexibility within budgets

i In assessing flexibility we considered expenditure

L Y e



in two blocks, manpower related and other costs. As a minimum
we looked for the authority to switch expenditure within
both blocks (for example, between permanent staff, casuals
and overtime in the manpower block) but not necessarily between
them. With this level of flexibility we also required budget
holders to have the authority to vary grade mix. 29
departments have satisfactory arrangements. Examples are:

Cabinet Office. Budget holders have full flexibility
between budget headings, allowing for switching between
all cost elements, and can regrade, create and abolish
posts up to Grade 7 level;

Manpower Services Commission. A flexible system allows
switching between most budget groups at varying grades,
mostly 7 and above. This 1includes switching within
and between salaries and other general administrative
expenditure. It also "allows yvariation in Grade mix
and staff numbers, eg with authority to regrade posts
up to Grade 6 level with top management approval;

Central Office of Information. Managers may switch
expenditure within budgets subject only to the
appropriate 1levels of delegated manpower authority.
Managers down to Grade 7 can vary grade mix within

overall cost and numbers ceilings;
Paymaster General's Office. There 1is a high degree
of flexibility to switch within and between manpower

and other elements of budgets.

Non-financial costs

3.8 As part of this principle, we also asked departments
about their arrangements for non-cash costs such as stocks,
depreciation and superannuation but did not use the responses
as part of the assessment. Generally, non—-cash costs were
recorded by organisations which operate memorandum trading

accounts but were not necessarily included in budgets.

- 11 -



29 This is an area where more work needs to be done in
future because in 1linking inputs with outputs and assessing
alternative courses of action, managers need to be aware
ofi’ the full costs of stheir oeperations. Full costs are also

required for the calculation of unit costs.
Budgets for programmes

3.10 For programme expenditure there is a much wider diversity
of arrangements reflecting the nature of different programmes.
One indicator of budgeting for programmes is the number of
managers with delegated responsibility for programme
expenditure. Across the 23 departments which have programmes
there are 2,550 programme managers. Of -the ' 23. deparntments;
20 have satisfactory arrangements. Examples of departments

with good arrangements are:

Manpower Services Commission. Programme expenditure
is devolved down the 1line from 25 Grade 5 managers
to some 1,000 regional and local office programme sub-
budget holders;

Department of Health and Social Security. Despite
the difficulties of applying budgetary control to demand-
led programmes like social security, a budget will
be given to each 1local office manager for grants or
loans to be paid out of the new Social Fund. There
are also many thousands of budget holders at regional,
district and unit 1levels responsible for hospitals

and community health service budgets;
Overseas Development Administration. Delegation is

extensive, with expenditure authorised as low as head
of section (Grade 7 or SEO level).

- 12 -



Principle 2. Budgets must be 1linked with the Government's

annual review of public spending, and turn those plans into

action.

3.11 In assessing where departments stood 1in relation to
this’ principle; ‘wei considered, ‘tWo i aspeetss = the sbudlid—Up to
the Public Expenditure Survey bid and the distribution of
the resources available.

Build=up (te BES bids

3.12 For the build-up to the bid we were looking for a system
that involved managers contributing to internal bids against
a background of agreed aims and objectives embodied 1in a
departmental plan. Satisfactory arrangements were 1n place

in 28 departments. Good examples are provided by:

Foreign and Commonwealth Office. An annual top
management ‘round, fieovering . la- heyearwperiod,  irequires
postsiifan@ “departments  to { bid feor . changes 7in “resource
allocation, to identify the effect of potential
reductions in budgets and to report variations from
targets. 'The results -of .thils .review,. together with
a related review of performance and objectives, determine
PES 'bids;

Lord Chancellor's Department. The planning processes
leading up to PES are underpinned by an overall strategic
plan for the department and are informed by the previous

year's budgeting and objective-setting exercises.

Distribution of resources

3.13 The process of distributing resources shoqld result
in clear budgets being allocated to 1line managers in good
time. for. the 'start ofi the finaneial =year. 31 departments
met this requirement. Departments which have good arrangements

for this proeess¥ineclude:

- 13 -



Department of the Environment. The central finance
division issues provisional allocations to each budget
group and service centre in November. In" the " ldght
of discussions with budget groups 1in January, central
finance division negotiates appropriate allocations
with central service managers 1in February. Final
allocations are issued to budget and service centres
in March;

Department of Trade and Industry. A¥loeationd 'of
resources are made to Grade 2s in April after Ministers
have decided on the results of the planning and bidding
round and the following year's PES submission. Any
changes in the allocations will lead to an update in
the formal plans at Grade 3 level and a consequential
review of targets and performance measures. The change
then works down the line management chain through revised

branch and section plans.

_.14_



Principle 3: Budgets should include output and performance

indicators, and there should be regular evaluation of what

has been achieved compared with the objectives that have

been set.

3.14 For this principle we were looking for bids supported
by objectives and targets, quantified options for increases
and decreases, and budgets agreed and issued with a clear
linking of resource allocations with output and performance
targets. Only 19 departments have met this principle so
far. Good examples of the application of the principle are:

Running costs

Customs and Excise. The department has developed
quantitative output and performance measures. The
new operational planning systems will enable results
to be monitored at the same time as expenditure;

Her Majesty's Stationery Office. Budgets 1include all
resource coSt S including capital expenditure, and
the output and performance targets, including financial
objectives. Monitoring arrangements during the year

are good and include an on-line interrogation facility;

Department of Transport. The department uses a variety
of different types of output measures and performance
indicators ranging from activity measures for marine
and coastguard services, through detailed productivity
measures 1in DVLC, ¢to overall cost—-benefit ratios on

highways.

Programme expenditure

Department of Employment. Performance or output
measures are generally included 1in bids for programme
coshs A good system of output and performance

indicators is in place at appropriate levels.

_15_



Scottish Office. Programme narratives submitted with
PES bids contain a good spread of output and performance
targets with more being developed. Programme managers
offer options for increases or decreases 1n budget
bid.

Fiavilb In part, the difficulties departments have in meeting
this principle demonstrate the problems that are still to
be overcome in devising output and performance measurement
systems in many parts of the public sector. Difficudties
occur mainly with programme expenditure and are generally
greatest where final expenditure is incurred by agencies
outside the department. For the purposes of budgeting and
other day to day management controls, i1t is .net realistic
in many cases to look beyond intermediate output measures,
with final output being tested less frequently in detailed
studies. On this basis many other departments are now close
to :.achieving .Principle 3. Departments are now collecting
a good deal of information. For many of them, the requirement
now 1is to marshal this with corresponding information on
inputs to Jjustify given levels of expenditure and to monitor
performance. In: "DHSS for example, the information now
becoming available as a result of the "Korner" exercise 1in
the health service, together with improved monitoring
arrangements will enable the Department to improve the way
it relates its expenditure bids to the outputs which the
Government is seeking to achieve, and to obtain 'betger

information about how that link is developing.



Principle 4: Top managers must organise their own work and

that - oF their departments so as to make clear the

responsibilities for setting priorities, managing resources

and reviewing performance.

3.16 Although there 1is a wide range of different systems
and arrangements within departments, 29 departments are

satisfactory. Some good examples include the following:

Cabinet Office. There is a high 1level of commitment
by top management to information systems. Progress

against plans 1is regularly reviewed, usually 3 times

a year, with a formal end-of-year review. A
"communications <co-ordinator" has been appointed by
OMCS:

Crown Prosecution Service. As a new department, the

Service has adopted a structure which emphasises the
role of the regions, with a supporting secretariat,
and good systems of reporting and communicating

decisions;

Inland Revenue. The Board has good, regular and
effective means of communicating with staff (for example,
Chairman's newsletters, the Revenue Record and the
house magazine, Network) and takes an active part in
setting priorities, and directing and reviewing the
work of CIR services. It receives regular monthly
reports of progress against plans and of departmental

expenditure.
Summary

3.17 The extent to which departments have met the 4 principles
individually is shown in the table below. Departments which
have not met the requirements of any principle were asked
to produce an action plan for improvement, if only for a

single principle, following discussions with departments in



the winter round of meetings held by Treasury expenditure
divisions covering improvements in financial management.
The resultant further action plans are summarised in Appendix
ll

TABLE 3.1 SUMMARY OF ASSESSMENTS OF THE 34 DEPARTMENTS
AGAINST THE FOUR PRINCIPLES
Assessment Principle 1 Principle 2 Principle 3 Principle 4

Satis-

factory 2 28 19 29
Further

work 13 6 14, 5
needed



b, EXAMPLES OF IMPROVEMENTS

4.7 As  part. .ef their progress ©report on Dbudgeting,
departments were asked to place emphasis on their results
by identifying their 10 best examples of improvements in
1986-87 or subsequently. These examples might come from
improvements made in the budgeting system, or from a CIR
study, a scrutiny or an initiative by top management etc,
the key factor being that the end result was the better
management of programmes or running costs, and better value
for money. We asked for quantification of the examples

wherever possible.

4.2 A selection of the main examples of improvements 1is
given at Annex B (Volume II). Some of these are reproduced
below, chosen more to illustrate the wide variety of
improvements taking place in departments than their individual
value:

Cabinet Office — Civil Service College income

Improved utilisation of accommodation by the College
has (i) increased income from outside 1lettings from
£169,000 in 1984-85 to £224,000 in 1985-86 and to
£254,000 in 1986-87, and (ii) reduced outhousing costs
(arising from accommodating course members 1in hotels
when Sunningdale is full up) from £156,500 in 1984-85
to £80,000 in 1985-86 and to £64,000 in 1986-87;

Department of Education and Science - Financial
management survey of Council for National Academic
Awards (CNAA)

As a result of a new computer system and increased
dclegation to institutions the CNAA has agreed to reduce
its running costs by 1989 from £5.8 million to
£4.3 million;
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Department of Employment - Quality control review

Quality control checks in 1local benefit offices have
been reviewed and the volume reduced by applying a
more selective approach to match cost-effectiveness.
Savings of £1.75 million (250 staff years) have resulted;

Property Services Agency - Reducing expenditure on

utilities

One region has reduced water bills by systematic checking
for leaks and close monitoring of bills against actual
consumption (to identify faulty meters, double-billing
etc). This has already led to actual savings of £900,000
plus. reeceipts of £150,000. Other regions are being

asked to take similar action;
Home Office - Police national computer

Despite increased access to the computer, staffing
was cut by 10 per ‘cent during :1986-87, eguivalent to
g’ saving of 2400000 (in -a fall ‘year, A  further. eut

of. . 15 per cent, equivalent to £600,000 in a full year,
was planned for 1987-88;

Inland Revenue — Reducing accommodation costs

A review of the Valuation Office led to decisions in
1986-87 on the closure of 23 offices and the reduction
of & eofflces to sub-office status. Some 8,948 square
metres of accommodation have been given up, with a
consequential saving of £678,000 in annual accommodation

charges;

Department for National Savings — Premium bond accounting

systems

Using the Girobanks' "Transcash" system has saved about

£1.3 million in agency charges in 1987-88;
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Paymaster General's Office - Bulk mail discounts

The sorting of computer-printed overseas mail into
postal zones prior to printing qualified the Office
for "Airstream" discount, saving approximately
£30,000 per annum;

Department of Transport — Microfilm retrieval

DVLC has a very large microfilm library with three-
quarters of a billion driver and vehicle documents
stored on a quarter of a million cartridges. Replacement
of the existing electrostatic microfilm reader/printer
by new plain paper microfilm copiers has resulted in
costs being reduced from Tp to lp per copy. Total

savings are running at over £300,000 per annum.
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B PROGRESS ON CONSULTANCY, INSPECTION AND REVIEW SERVICES

Bl We recorded in the December 1986 report on budgeting
the suggestion made in Chapter 4 of the Joint Management
Unit's Report on Consultancy, Inspection and Review Services
in October 1986 that departments should say in their 1987
progress reports on budgeting:

- what top management had done to focus better the
work of their CIR services;

= what further multi-disciplinary assignments had

been done, and with what results;

—: ‘what. further ‘training' in CIRrskilils they ‘have given
their line managers, and what experience they had

of managers putting those skills into practice;

- the outcome of their reviews of the organisational

arrangements for Internal Audit.

Dot We have set out 1in greater detail in Annex C the good
progress in all respects reported by departments. All
departments have established well defined, and 1in many cases
formal, procedures by which top management can effectively
direet  ‘the wepk of CIR "“staffs 'to take' "account of | thedr

assessment of needs and priorities.

) A number of multi-disciplinary assignments 1involving
different combinations of CIR specialisms have been undertaken
by departments. These assignments have been a qualified
success, and the lessons learned will be put 1into practice
in future assignments. The ' benefits .of . bringing a range
of expertise to bear upon a problem, and of engendering a
greater awareness of what different specialists can offer
have been confirmed by departments' experience.

5.4 The majority of departments have taken steps to improve
the CIR skills of line managers through training opportunities
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and/or provision of guidance. Experience of applying these
skills is so far limited, but all the evidence suggests that
a good harvest 1is in prospect from the seeds which have been
sown.

) The' reports .dndicate "that, in. welation te: CIR.. the
organisational arrangements for internal audit are generally

satisfactory.

5.0 In' the < 3° .years simce the Efficiency Unit's report on
CIR in 1984, departments' arrangements have improved to the
extent that they can be fairly described as satisfactory.
The momentum for further improvements in value for money
in the use of CIR services is now firmly established in all
departments, and we therefore conclude that continued oversight
by the central departments of the implementation of the

Efficiency Unit's report is no longer necessary.
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6. PROGRESS BY THE CENTRAL DEPARTMENTS
6rel. The progress report in 1986 set out the Treasury's
and OMCS's plans for further work in 1987. Progress has

been made on the following fronts:

- delegated authorities have been revised for 6

departments; and, in addition to continuing work,
there are plans to review delegations in another
e The basis of delegated authority for IT has
been redefined and 1linked to the preparation by
departments of IT strategies. Work. +1s. - in.. hand;,
or has been completed, on IT delegations for 7
departments. Expenditure delegations for each
department will be codified by July 1988 where this

has not already been done;

- a personnel management handbook was published in
April 1988;

- for running costs the main emphasis in control and

planning of departments' use of resources will from
1988-89 be on their ~cash provision rather than
manpower numbers. By 1 April 1988 6 areas of activity
had met the criteria £for exemption from gross
running costs control. A number of flexibilities
on pay have been introduced; and 1long term pay
agreements cover Grades 5-7 and grades represented

by two major unions, the IPCS and IRSF;

- in the Public Expenditure Survey departments have

been asked to submit three year management plans

for running costs with annual efficiency gains;

- the review of the Treasury staff inspection guidelines

is proceeding with the aim of introducing changes
1N L L9988 Representatives from a selection of

departments are being included in this work;
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- case studies in 6 departments on budgeting for

programmes are in progress and will be completed

in 1988 as a basis for a report by the Treasury;

- guidance notes on output and performance measurement

for managers and specialists in departments will
be circulated in 1988;

- a revised document setting out the responsibilities

of Principal Establishment Officers and Principal

Finance Officers was sent to Permanent Secretaries

in November 1987:

- a report for departments of progress in giving 1line
managers more flexibility within budgets was issued
in August 1987;

- a guide  and progress report on policy evaluation

was published in April 1988;

= sla,report i for didiscussion: within:- the. Treasury " on

performance indicators for the management of vehicles

-~ as an example of a service wide function - was

completed in November 1987;

- a leaflet for staff setting out the main messages

from the MDR of budgeting and subsequent developments
was circulated to departments in July 1987.

A more detailed account of progress is contained in Annex
D (Volume II).
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7. THE WAY AHEAD

Tl We have considered what further work needs to be done
to reinforce the progress already achieved. In relation

to departments and the contribution that budgeting makes

to the wider objective of better management in the civil
service, we think that a period of stability is required
to enable departments to complete the work in hand, consolidate
the improvements already made and decide for themselves,
in the light of their own circumstances, what further progress
is possible. We do not therefore recommend any new service-
wide initiatives; nor has the need for any emerged from
departments' progress reports and our discussions with them.

This still leaves a significant programme of work:

(i) those departments which have yet to achieve
the four principles have development work to do to
complete their systems: Appendix 1 summarises the

specific work to which they are committed;

(ii) departments have had to apply the principles
in ways which best meet the needs of their many
individual businesses - often very different even within
departments. It would be optimistic to assume that
every department has got its systems entirely right
first time. A number of departments have been making
adjustments or considering modifications to the systems
installed immediately after the launching of the FMI.
Realistically, we expect that most departments will
need to continue the process of fine~tuning their
budgeting arrangements. This mirrors private 'sector
experience. It is a healthy sign that the systems
are being used by departments and that 'departmentai

management is anxious to get them right;
(iii) some departments have been affected by

organisational changes which will call for unforeseen

modifications to their budgeting arrangements. The
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Department of Employment, for example, has to consider
the needs of the new Employment Service against the
background of the different systems operating hitherto
in the Unemployment Benefit Service and Manpower Services

Commission;

(iv) managers at all 1levels 1in departments need
to continue the process of familiarisation with the
new working methods created by greater decentralisation
of resource management. Private sector experience
again suggests that it will take two or three annual
cycles Dbefore departmental managements adjust fully
to the new methods of working and the benefits of the
new arrangements are maximised. This means continuing
theiishift " towards ‘control 'of inputs: and  outputs on
the basis of 1linked targets for both, at successive
levels of management, with the overall objective of
improving value for money. In o relation=to ' Bunning
costs in particular, the new emphasis on three-year
management plans with target efficiency savings should
provide a considerable boost to this process and
therefore help to embed the 4 Dbudgeting principles
as part of day to day working methods;

(v) organisational and other changes arising from
the Prime Minister's statement on 18 February 1988
about the Efficiency Unit's Report "Improving Management
in Government: the Next Steps" are 1likely to have
practical implications for existing budgetary
arrangements in a number of departments. The systems
required may have to be unravelled from existing
departmental-wide systems, and possibly adapted to
focus them better on the discrete functions concerned.
We expect the implementation of "Next Steps" to both

reinforce and add impetus to the work on budgeting.

For the central departments the first need is to complete

the specific actions recommended in the first progress report

set out 1in section 6 above. Second, within the overall

framework of public expenditure control, there is a need

to continue to develop the emphasis on outputs, to incorporate
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full costs in inputs and, through the process of 1linking
outputs and inputs, to set forward value for money targets.
This will encourage the process of change within departments
and ensure a consistent approach throughout the expenditure

control chain.

733 The Treasury will need to continue to keep abreast
both of progress in departments and of particular developments
in techniques outside the Civil Service to ensure thatiithe

service keeps up to date.

7.4 The Treasury will also be discussing with the Cabinet
Office (OMCS) and the Civil Service College whether existing
training courses need to be adapted to meet departments'

needs.
Future monitoring

7-e5 Now that most departments have reached the stage of
consolidation and fine tuning, we think that the time has
come for a different approach to monitoring from the centre.
A further centrally produced report covering all departments
would be of only limited value, and would make unproductive
demands on the time of those in departments who should be
concentrating on running and improving the new systems. Many
of the departments who have yet to comply fully with the
4 principles will do so during 1988, while others may require
a good deal longer. Future monitoring needs to be tailored
more closely to the circumstances of individual departments,
and could best be carried out on a bilateral basis between
Treasury expenditure divisions (with specialist back-up and
further guidance as necessary) and departments. This would
be consistent with the Treasury's existing arrangements for
monitoring progress on financial management, would place
the minimum additional burden on departments, and would ensure
that departmental systems responded both to their needs and
those of the Treasury. We therefore recommend that no further

reports in the present form should be commissioned.
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APPENDIX 1

FURTHER ACTION PLANNED BY DEPARTMENTS

ll

10.
11.
12.
<5 1A
14.
5%,
16.
dlaf7 /R
18.
19.
20.

2]_.

Ministry of Agriculture, Fisheries and Food
Intervention Board for Agricultural Produce.
Ministry of Defence.

Department of Education and Science.

Health and Safety Executive.

Department of Energy.

Department of the Environment.

Department of the Environment (Property Services
Export Credits Guarantee Department.
Foreign and Commonwealth Office.

Office of Fair Trading.

Department of Health and Social Security.
Home Office.

Inland Revenue.

Lord Chancellor's Department.

Department for National Savings.

Northern Ireland Office.

Overseas Development Administration.
Scottish Office.

Department of Trade and Industry.

Welsh Office.

Note: The number in the left hand margin on each

action plan indicates the principle on which
further work is required.
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1010/35

‘MINISTRY OF AGRICULTURE FISHERIES AND ¥OOD

Carry out policy evaluations on capital grants,
R & D and ADAS charging.

Examine key measures of achievement recorded in

MINIM 1988 during Ministerial review meetings.

Develop and extend output measures £For: « :main
programmes included in MAFF management plan for

both running costs and programme expenditure.

Develop performance indicators for work of Farm

and Countryside Service in ADAS.

Extend information provided by policy Under
Secretaries to Senior Budget Centre Managers 1in
MINIM "Job to be Done" form to include overall

programme targets and measures of achievement.

Require targets and performance measures to be

included as part of 1989-90 DBC budget submissions.

Evaluate pilot budgetary system for Animal Health

Group.

In light of above, take stock and bring
recommendations to Management Board for future

work.

July 1988

June 1988

July 1988

June 1988

May 1988

November 1988

October 1988

October 1988



1010/21

INTERVENTION BOARD FOR AGRICULTURAL PRODUCE

(3)

Senior management approval of divisional management
plans and the objectives and performance measures

included therein.

Senior Managers will regularly review resource
use against objectives using performance data
and "~ xe-order agcordingly including setting ''of
new targets. They will make periodic reports
to the Senior Management Group for any decisions
on movement of resources across divisional

boundaries.

Consider the case for recruitment of a specialist
to help the Board develop consistent and comparable

performance measures across differing work areas.

Performance measures and indicators to be drawn
up for all the Board's activities 'in the 1light

of progress on pilot schemes.

Specific efficiency targets for the Board's main
activities to be drawn up when enough information
has been gathered and in the light of experience

gained from appliction of targets in pilot areas.

Complete training of staff on performance

measurement.

May 1988

Summer 1988
(and quarterly
thereafter)

June 1988

December 1988

March 1989

December 1988
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1008/26

MINISTRY OF DEFENCE

(1]

(2)
and
(4)

Complete development work on new budgetary

and vote management arrangements
Finalise structure of top level budget holders

Begin introduction of Unit Identity Numbers
into payment system

Introduce further  higher level Executive

Responsibility Budgets for senior managers

Finalise arrangements for integration of
new budgetary system with resource allocation

process (Long Term Costing).

Complete implementation of Unit Identity

Number system

Re-allocate vote management responsibilities

to align with budgets

Complete introduction of higher level

Executive Responsibility Budgets

Complete implementation of hierarchical
budgetary system as vehicle for in-year

cash management.

Inaugurate initial pilot round of objective

setting and performance review process (PROSE)

Complete adaptation of defence planning
procedures to conform with new management

strategy.

Complete development of Top Management
Information System (TOPMIS)

1988

1988

1988

1989

1989

1990

1990

1990

1990

1989

1590

1991



Continue work, as a matter of high priority,
on refining of objectives and development
of performance indicators for Executive

Responsibility Budget purposes.

Develop and introduce macro-type performance
indicators for TOPMIS and new budgetary
regime in accordance with timescales specified

above.



1010/32

. DEPARTMENT OF EDUCATION AND SCIENCE

(1)

(i2:).=and, {(3.)

Complete specification for new Financial

and Management Information System (FMIS).

New personnel information system goes
live.
Formulate initial proposals £FOF cost

centre and delegated budgets arrangements
in 1990-91.

Select hardware and software For

FMIS.

new

Top management decides on allocated staff
budgets, total
branch budgets for 1989-90.

cost centre budgets and

Top management decides on new arrangements

for cost centres and delegated budgets.

Development of payroll modelling system.

FMIS Software design and installation
and FMIS testing and training.
FMIS goes live with new arrangements

for cost centres and delegated budgets.

Assess budget © needs for selected

expenditure by reference to objectives,
quantified where possible, and performance

indicators for three year Survey period.

Autumn 1988

December 1988

December 1988

February 1989

March 1989

June 1989

December 1989

December 1989
to March 1990

April 1990

Summer 1988



Budgets agreed by Ministers.

Information prepared on objectives,
quantified where possible, and performance
indicators for all expenditure
sub-programmes of more than £10m annually
including evaluation of outputs achieved
in 1988,

Assess budget needs for three year Survey
period for these sub-programmes and set
priorities by reference to the information

on output and performance.

Budgets agreed by Ministers on the basis

of assessment.

November 1988 .

April 1989

May 1989

November 1989



716/7

&

HEALTH AND SAFETY EXECUTIVE

(1)

(3)

Senior staff to be allocated budgets covering
divisional plans of work and manpower ceilings,
coupled with flexibility to vire between running
costs within Dbudgets. Budgeting responsibility
to be devolved further down the line as considered

appropriate by Heads of Divisions.

Review scope for further delegation within budgets.

Implement recommendations of above review.

Submit HSE Plan of Work for 1988-89 onwards to

Ministers.

First draft of 1989-90 Plan.

Produce annual efficiency report, including range

of output and performance measures (OPM) .

Initiate pilot exercise to test work recording
in policy divisions; examine scope for extending
system to other areas to provide managers with

better information to formulate OPMs.

Develop method of expressing resource projections
in cash terms; complete evaluation of detailed

costing system for future plans.

Introduce costing system into divisional planning
for 1990-91 - depending on outcome of above

evaluation.

Implemented

Autumn 1988
1l April 1989

June 1988
March 1989

April-August
1988

May-June 1988

October 1988

March 1989



(4)

Evaluate work recording pilot in policy divisions.

Introduce extended work recording system - depending
on Executive decisions on pilot - and recording

of any additional information to support OPM.

Management Board to discuss new arrangements for

devolved budgeting.

Executive and Management Board to review new

arrangements and consider future options.

Brief Planning Officers and Senior Managers on

new planning systems.

August/
November 1988
April 1989

Implemented

October 1988

December 1988



1010/12

.EPARTMENT OF ENERGY

(1)

1

Prepare evaluation report, with recommendations,
on the first year of the manpower budgeting
experiment and on the process of setting budgets
for the second year for submission to the Management

Board.

Final evaluation of manpower budgeting experiment.

In conjunction with Treasury specialists, complete
a study programme of the problems of applying
output and performance measures to specific areas,
in particular R & D programme expenditure and
safety inspection work, and methods of overcoming
them.

Prepare joint progress report.

Review with certain divisions their objectives,
tasks, targets and indicators and translate lessons
learned into proposals for improving Divisional

Returns for consideration by the Management Board.

By October 1988

June 1989

Ongoing

July 1988

By November 1988



1008/35

DEPARTMENT OF THE ENVIRONMENT

(3)

Decide priorities for the use of central
economic expertise to help improve output

and performance measures 1in certain areas
of departmental activity, eg executive and

service areas.

Develop rolling programme of improvements in

in output and performance measures for
departmental activities. Include improved
measures in 1989 MINIS round.

Expand coverage and improve existing measures
of output and performance measures in respect

of programme expenditure.

June 1988

January 1989

March 1989



1010/24

%ROPERTY SERVICES AGENCY

(1)

133

Complete delegation of resource cost budgets to
all appropriate levels of management and increase

number of items included in budgets.

Improve linkages between existing planning and
control systems for programme expenditure, workload

and resource cost budgets.

Complete integration of budgeting systems for
the planning and control of programme expenditure,

workload and resource costs.

Prepare quarterly memorandum trading account for
Civil major works by directorate for quarter ended
30 June 1988.

Complete design study of strategic IT systems
requirements stemming from introduction of

commercial accounts.

Extend payment and untying to further PSA services

and introduce MTAs to match.

Extend payment and untying to remaining PSA service

functions and introduce MTAs to cover all services.

April 1989

April 1989

April 1990

July 1988

July 1988

April 1989

April 1990
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1008/34

EXPORT

(1)

(3)

CREDIT GUARANTEE DEPARTMENT

For the 1989 Business planning round,

cost centres will bid for all resources
(except certain central services, Wwhere
the Department's small size requires central
allocation) needed to achieve their agreed
Business Plan objectives. The resources
made available to service groups will
be determined by the needs of the business

groups.

Cost centres will be provided with monthly
outturn statements of direct and indirect

costs as an aid to budgetary control.

Budget managers are to be given departmental
guidance on controlling and monitoring
budgets. Training on budgetary management
and general ledger systems to be given
to all budget holders.

Budgets stem from the business planning

process and in turn feed into PES
submissions. Procedure to be enhanced
to carry linkage through to Estimates
submission and next business planning

round.

The general ledger will provide a single

source of financial information for cost
centres. This will allow progress -oOn
divisional objectives to be measﬁred against

costs.

The overhead allocation system will allow

support group costs to Dbe apportioned
to the business groups. The departmental
objectives can then be measured against

costs.

Septcmber 1988

May 1988

September 198¢

December 1988

September 198¢

September 198¢



Introduce an accompanying set of performance September 1988 .
and workload indicators at group and divisional

level.

Chief Executives division to co=-ordinate May 1988
planning process, establish priorities,

and review performance, to enhance top

management control.
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1010/023

FOREIGN AND COMMONWEALTH OFFICE

(3) Extend to Information Technology Department
two-year experiment in budgeting in the

Hanslope Park (communications) administrative

departments.

Extend Posts' localz:rbudgets k0. cover

local staff pay, some residential

and other items recommended by

Efficiency Scrutiny of Local Budgets.

Local budgets to cover 45% of running

costs and 80% of local costs
LeApril 11989

Extend manpower budgeting to additional

multi-Post countries if review
experimental scheme in us Posts

favourable.

rents

April 1988

April 1989

January 1990



1010/4

OFFICE OF FAIR TRADING

(1) Include staff costs in line manager's delegated April 1988
budgets.



1010/29

‘DEPARTMENT OF HEALTH AND SOCIAL SECURITY

(3)

1988 (and subsequent) PES bids to include

output/performance indicators and forecasts.

Key performance standards for social security
administration to be set for 1988-89 and annually

thereafter.

Completion of trials of performance-based system
(PBS) for complementing LOs and the Whole Unit
Concept (WUC) approach to assessing LO processing

rates.

Following trials to begin the introduction of

new complementing system.

Assessment of pilot unit cost scheme for War Pension
and Mobility Allowance Branches and extension
of the scheme to other areas in NFCO and a pilot
introduced to NCO.

Social Security reforms to be evaluated against

objectives.

Health authorities performance against agreed
objectives to be monitored in year and at the

year end using Korner and other regular returns.

Specific output measures to be developed for
expenditure plans from 1989-90 onwards. Results

to be monitored in year and at the year end.

Subject to evaluation of existing pilot schemes,

to start extending the resource management

May 1988

October 1988

September 1988

April 1989

March 1989

End 1988-89

April 1988

May 1988

End 1989



initiative to all acute hospitals, providing
clinicians with detailed patient information and

involving them in the management of budgets.

Following trial, develop and extend package of

performance measures for HQ divisions.

Continue development of output and performance

measures for programmes, including:

(a) key indicators for the Personal Social

Services to be put into use;

(b) existing performance indicators 1{che
Family Practitioner Services to be refined
for use in the General Medical, Dental and

Pharmaceutical Services.

On going

December 1988

December 1988



1010/14

L

HOME OFFICE

{2

(3)

Review levels to which budgets have been delegated
and, in the 1light of experience, consider scope

for further formal sub-delegations.

Complete further work on the implications for
existing Annual Performance Review and strategy
exercises of budget holders bidding for resources
for the full Survey period in the context of agreed

objectives, targets and performance measures.

Extend and improve output and performance
indicators for Magistrates' Courts, Probation
Service, Prisons, Fire Service, Civil Defence

and police.

Introduce aggregated indicators of national

performance for Magistrates' Courts.

Finalise specification for Probation Service
Financial Management Information System. Phased

introduction into probation area services.

In Prison Service, evaluate regime monitoring
system and develop improved arrangements for
putting accurate staff costs to activities within

establishments.

In the 1light of decisions about the extent of
further sub-delegation of budgets, improve the
gquality of financial data to functional managers
within establishments by (a) determining the
proper alignment of financial management systems;
(b) providing more soundly-based manpower costs
for functions; and (c) implementing the necessary

changes to data bases

Autumn 1988

[Autumn 1988]

December 1988

Autumn 1989

Spring:. 1989

Summer 1989

1992



1010/19

INLAND REVENUE

Develop a wider range of efficiency (input/output)
indicators for use in departmental planning and

budgeting:

v develop & "series’ of . unit ‘costs: covering

main blocks of department's work.
Following pilot scheme, introduce Clerical Resource
Allocation Guide (CRAG) throughout Taxes network
to improve allocation of manpower resources and
monitoring of their use:

- issue District complements under new system.
Following pilot scheme, implement nationally
new points system fOT content/targeting of
Inspector investigation work:

- to monitor 1988-89 results;

- extend to include targeting for 1989-90.

Further develop Finance Division database.

Autumn 1988

Autumn 1988

Autumn 1988
April 1989

Spring 1989



1010/022

‘ LORD CHANCELLOR'S DEPARTMENT

(1)

(4)

Agree the residual details and nominate
Courts Administrators as budget holders

in the Court Service;

DPefine  ‘thosél:.costs «to -be’ inecluded “ih
budgets and the required supporting
activity planning, resource bidding and

expenditure monitoring procedures;

Issue central guidance which ensures
uniformity of practice and defines the
authority to switch expenditure between
budget heads;

Train Courts Administrators in the concept
of delcgated budgetary control and
effective resources management and the
practical implications of both for their

jobs.

Develop a management information system
for budget holders based on a defined
uniform management information requirement

agreed with Resources Division.

Develop a comprehensive management
information system for the Management

Board and Resources Committee.

Agree and promulgate a business related
Departmental strategy with defined
objectives straddling organisational
boundaries which sets the parameters
for the planning, objectives setting

and control cycle.

October 1988

March 1989

March 1989

Continuous

programme

October 1989

Framcwork:
October 1988

Final:
October 1989

May 1988



1010/18

DEPARTMENT FOR NATIONAL SAVINGS

(3)

DNS are including information on workload and
linking this in their Resource Management Budget
for 1988-89 'for the first.time o units of  work
per head achieved in the past year and assumed
for the budget year. The Resource Management
Budget was issued in April 1988. From May 1988
the Management Board will monitor both the workload
and the units of work achieved by staff on major

product workstreams.

May 1988



1010/8

& XORTHERN IRELAND OFFICE

(3)

Review the existing arrangements for delegated
budgetary control with a view to extending the
formal delegation to reallocate budgets in-year
below Responsibility Centre manager (Grade 3)

level.

Review and implement improvements in the output
and performance measures used for the police and

the probation service.

December 1988

December 1988



1010/13

OVERSEAS DEVELOPMENT ADMINISTRATION

(1)

Prepare detailed proposals, including as full
an assessment as possible of 1likely costs and
benefits, for the further delegation of running
costs (and, in particular, manpower) from the
centre to line managers. The bidding/resource
allocation process should be 1linked with Aid

Framework procedures.

Take decisions on implementation of proposals
by 31 March 1989.

December 1988

March 1989



1010/26

& scorrisa oFFicE

(4)

Introduce procedures for
decisions on priorities
Management plans, and in
constraints on expenditure.

obtaining
in the

response

Ministerial

Departmental

to

in

year

May 1988



1010/34

DEPARTMENT OF TRADE AND INDUSTRY

(3)

To develop ©proposals for further output and
performance measurement for major programme

expenditure.

To reach agreement with HM Treasury on our proposals
and, where necessary, on an action plan for the

introduction of specific measures.

July 1988

October 1988



1010/31

‘\WELSH OFFICE

€17

(2)

Further extend budgeting to cover
telecommunications, training, accommodation costs
not previously delegated, some capital expenditure

and all remaining delegatable office services.

Commence extending responsibility for budgeting

to Grade 5 and where practicable to Grade 7 level.

Increase flexibility in budgets by allowing budget

managers to transfer funds within their delegated

budgets, to adjust complement and ins “the' scase .

of Grade 5 officers to regrade posts up to SEO

level.

Install +the enhanced management and financial

accounting system.

Trial pilot scheme for recharging in order to
make managers aware of the total cost of their

functions.

Commence extension to middle management of

involvement in the budget setting process.

Integrate group plans into the internal public
expenditure Survey in order to further improve
the information available to top management and

Ministers as a basis for determining priorities.

Introduce three-yearly departmental management

plans, the plans to be approved by Ministers.

1990=81

1988-89

1988-89

1:9910:=92

1989-90

1988-89

1989-90

1988-89



(3) Introduce divisional planning systems based on 1988-89
objectives and incorporating —resource targets,

output measures/measures of achievement.

Improve the relationship between objectives and 1988-89

performance targets.
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| | 10 DOWNING STREET
M LONDON SWIA 2AA

From the Private Secretary 24 June 1988

-

BUDGETING IN DEPARTMENTS

The Prime Minister has seen the Chief
Secretary's minute of 21 June on this
subject. She is content that the report
should be made public, and she is also
content with the draft PQ which the Chief
Secretary set out.

I am copying this letter to the Private
Secretaries to members of the Cabinet,
the Minister for the Civil Service, the
Minister for Overseas Development, the
Attorney General, the Lord Advocate, Sir
Robin Butler and Sir Robin Ibbs.

T

B i ¢

Dominic Morris

Miss Jill Rutter,
Chief Secretary's Office.



1010/27

UNCLASSIFIED \
A
FROM: D J MCSHARRY
DATE: 29 JUNE 1988 |
PS/CHIEF SECRETARY ——e® PS/Chancellor 12 /72

PS/Paymaster General
Mr Anson

Sir Anthony Wilson
Mr Phillips

Mr Harris

Mr Welsh

Mr Gieve

Mr Dyer

Mr Flitton

PUBLICATION OF THE 1988 REPORT ON BUDGETING

As you know the Prime Minister has agreed to the publication
of the second progress report on the MDR of Budgeting (see her

private secretary's letter to you of 24 June).

2% Subject to the Chief Secretary's approval, the written
PQ which he submitted to the Prime Minister with the report
on 21 June will be tabled for answer on Thursday 7 July. IDT
(Mr Flitton) has confirmed that this 1is an acceptable date
from their point of view: the Prime Minister's press office
are also content for the announcement to be made on this date.
Copies of the report will be placed in the 1libraries of the
House of Commons and House of Lords. Further copies of the
report will be made available through the Treasury's Publishing

Unith
3 We do not expect the report to create a great deal of press

interest. However, we are preparing some briefing for our press

office which will be copied to FMI contacts in departments.

N

LG ATROTE (0 I

D McSHARRY
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FROM: S I KOSKY
DATE: 4 July 1988

Q

MR D J McSHARRY

ccs
PS/Chancellor
Paymaster General
Mr Anson

Sir Anthony Wilson
Mr Phillips

Mr Harris

Mr Welsh

Mr Gieve

Mr Dyer

Mr Flitton

PUBLICATION OF THE 1988 REPORT ON BUDGETING

The Chief Secretary has read your submission of 29 June and
has given his approval to the written PQ being submitted

to the Prime Minister.

0. e

S I M KOSKY



