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LOCAL AUTHORITY CURRENT EXPENDITURE: 1980-81
pravious references E(80) 2ith Meeting, Ttem 1

3 deittee considered memoranda by the Secretary of étate for th

e ¥ s
mv—ironment (E(Bo) 93) and the Secretary of State for Scotland (E(80) 94)

pout the revised budgets submitted by
0

. local authorities for their current
gt guring the financial year 1980-81 and the steps which might b
e

taken 10 eliminate overspending.

1 SECRETARY OF STATE FOR THE ENVIRONMENT said that the original budgets
submitted by local authorities in England and Wales in April had forecast
expenditure at a level 5.6 per cent over the provision made in thefGovemment's
public expenditure plans. » Following his call for revised budgets, the forecast
excess now totalled only 2.6 per cent (£350 million). Local authorities
treated their budgets as cash limits, and on past experience actual expenditure
vould be somewhat lower than this, perhaps to the point of eliminating the
vhole of the excess. That experience related mainly, however to periods when
there was an expansion of services, and further savings on the scale required
vould demand a reduction in local authority manpower of 90,000 by the end of
L kit 0 i e b o et
PRy w;u 1Hh::lance he thought it would be.prudfnt to as{sume that local
i ye‘.u‘ ;Lla e to.-be overspent by about £200 million by the end °f the
Saitg ﬂvm :ﬂ be recommended that the Government should now take action on
expectation. He did not favour cuts in capital programmes,

but recy
m
ek ended that the transitional arrangements for reducing the grant
b able to hj the urban programme
T 198182 shio
"*luctant, 44 r

th
e total of Rate Su b Ag £ the ye
1980-g¢ pport Grant (RSG) payable to all authorities for 4

The adjustment to the RSG should' be made on & conditional basis, by
200 million at the first Increase Order stage in November o

el "8 that the payment could be reinstated in the second Increase Order
o 1981 erialise. This

Provige & ek further economies
efforts to

gh-spending authorities should be used; that
uld be re-ordered, so as to penalise the authorities who were

educe their spending, and that there should be an adjustment to
ar

"ithhol ding
 Udertqyy
Nov,
\lo“l d
“thou

» if the budgeted excess did not in fact mat
assive incentive for local authoritied to e

Dece.
o ss
"Ry Vith arily damaging those authorities who had made strong
the Goye
rnment '

s wishes.
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THE SECRETARY OF STATE
statements of intent s
the original crude pl
ultimately reduce to

The powers available
and Wales, in’ that he was

individual authorities had jncurred excessive or unreasonable expéﬂiii;u,

although this could only be done on the basis of out-turn figures, " e
therefore proposed that at the first Increase Order stage £40 milljon -
be withheld from the grant to Scottish authorities, and the second Increg,
Order stage some oT all of this grant would be paid over, depending on the
actual overspend which occurred, and that the grant adjustment would be mg

a selective basis between authorities.

In discussion the following main points were made -

[CONFIDENTIAL

FOR SCOTLAND said that the revised buges,
S

ubmitted by Scottish authorities, conving d» or Othey
e

hi
anned excess on current expenditure of 4,9 0 thyy
9 pe

T ceny
-5 per cent (g4 Voy)

to him in Scotland differed from those in 4. mlliw,
able to reduce RSG sel}z_ctively' e ang

an expenditure excess of about 2

a. The size of the residual excess of expenditure was difficult
to predict. The great majority of anthorities were making efforts
to achieve reductions. The manpower figures available so far were
not a conclusive indicator, since they would not include the change
in numbers of teachers and other educational staffs occurring at the
beginning of the academic year. Even if the Government no¥ took 10
action, there might in the event be no overspend; and withholding RS
on the lines proposed would be a blunt instrument, hitting those

authorities who had used best endeavours to comply with the Govex
on pr

nment'?
—~ 5111
wishes as hard as those who had not. On the other hand it Y8
inf, i k

ormation, the latter group who would be hit hardest by the blo¢

grant in future years,

T - . e

s nd: vas arguable that, if the adjustment to RSG va® *° L’
conditi 0

ional basis, the sum to be withheld should cover b the

budgeted exc ends
ess. If authorities collectively did not avensF hes

whole "
of the money would be released to them in due courser > 4

would hav: :
e suffered no penalty, (apart from the 1088 of %

8
ntel‘est 4 rwﬁ‘
e 0%
On de{eﬂd‘
0

for which
< ‘b“ma suitable adjustment might be considered)-
nt of the whole budgeted excess SoaTAbE di

: t
picul gt
in the 1i eﬂdz

9 ght of the known tendency for some shortfall of e—xP

2 2
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compared to budgets.

excessive: These were matters of judgement and the
back represented a defensible middle position Proposed cut-

To wi i e
thhold £350 million would therefore b

A local election, or referend
Ce ’ um, on the issue of budgets
’

a5 discussed in Annex C of E(80) 93, could wel
1 lead to
perverse

results, since industrial ratepayers would not be represent.
: sented
supporters of greater spending might well achieve a high s and the
er turnout at

the polls than the representatives of rate
Payers' interests
« These

proposals should not be further pursued

[EE PRIME MINISTER, summing up the discussion said that the Committ

that the proposals in paragraphs 8 iv. and 8 v, of E(80) 93 dealinge:i:hgreed
transitional arrangements and the re-ordering of the urban programmes, shoul
be imp}emented. They also agreed that the RSG for 1980-81 would be ;batoz :
a conditional basis at the first Increase Order stage, by £200 million ine 5
Ingland and Wales, and by £40 million in Scotland, with an undertaking that
further grant would be released at the second Increase Order stage, if this

the; . :
1,98:/;:emed appropriate in the light of the actual out-turn of expenditure in
. I 5
between thn Scotland the adjustment of grant would be on a selective basis
au iti
orities, as proposed in E(80) 94. Announcements of the decision

should be mag
it e on Thursday 18 September by the Secretaries of State for the
hment and for Scotland.

The Committee —

T _
Under th:t:g th? §ecretm of State for the Enviromment to take action
and for re.omsr.bmnal arrangements for Rate Support Grant allocation,
Proposeq j rdering the urban programme in 1980-82, on the basis

in his Memorandum.

Agreed that Increase Order in
i Byt ated by £200 million
lilt the su:nd Wales, and £40 million in Scotland, with an undertaking
adght of act:a:u!ht be reinstated at second Increase Order stage, in the
tiustaengy jo! SxPenditure performance; OEed RO s

® Secret, cotland should make use of the selective powers

ary of State for Scotland.

the sums payable under the first

T
i;spect of 1980-8
Eng) 1 Rate Support Grant should be ab

3

i :
18 Oteq . ¥ <
!o,septe :hat announcements of theae,dnciaiql_l!_ weuld be nde“on'. =
~-desa '“;h‘“ parallel with the publication of the latest figure

L a
oTrity manpower.

3
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_grrsE NATIONAL OTL CORPORATION: ~REVENUE BONDS SCHRME

2 previous reference: E(80) 29th Meeting, Item 3

T

Co}{MITTEE considered a memorandum by the Secretary of State for Bies

; ; &y

(E(BO) 95) about possible scheme for the issue of revenue bonds on which
> interest would be linked to the level of specified oil revenues of the
gritish National 0il Corporation (BNOC).
ri

THE SECRETARY OF STATE FOR ENERGY said that of the scheme discussed in the
report BY officials annexed to E(80) 95 he recommended, with the agreement
of the Chancellor of the Exchequer, Scheme A which was specifically aimed
at the small investor. £500 million revenue bonds would be sold by the
Department of National Savings (DNS), probably in the second half of 1981
and with a limit on the amount available to any one purchaser. The capital
sun would be risk-free and there would be a floating rate of return linked
to revenue from specified BNOC fields. Subject to further examination

of the practicalities, the bonds would be tradeable on the Stock Exchange:
this would give savers the opportunity of cashing their bonds at a better
price than the guaranteed redemption price of par plus interest accumulated.
He considered this scheme preferable to the alternative schemes Bond C,
vhich provided for the sale of marketable stock to professional and institutional
investors and which would probably attract investment by overseas residents.
Although he had no present plans for the issue of equity shares in BNOC's
Upstream operations, he had considered further the case for taking powers,
in the BNOC legislation already planned for the next Session, to enable

*ch issues to be made later if it were so wished. The disadvantage of

8 course vas that it might be criticised both by those opposed to Public
Participation in BNOC and by those who would wish the powers to be used soon.

On K
the other hand he would be ready to argue that, while i iomig
es in the

arrangements,
of privati sation

Cage sargs
0i] = eXercising the powers now because of the uncertainti
e ".lpply Situation and the nature of current participation
Situatjop could change, and an opportunity for a measure

Ught aps
Arise at some later date and should be provided for.
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discussion the following main points were made -
In dis

The proposal for revenue bonds did not provide fop equi

a.
participation in BNOC as

re in effect a new form of national savings with BNQg:
we >

ty

had been originally envisageq T
. e B‘"lda

erving as the yardstick for the interest payments,
8 . erty
whether this would be a more or less expensive form of b"rrowin aiy

It was nevertheless a way of offering th!‘hﬂn
¢ )

By,

present instruments.
investor an attractive form of savings linked to the fortunes of

b, If enabling powers were to be taken so that equity shares i, Ny
could be issued when opportunity arose, there might be a cage “

shares ‘came to be issued for redeeming the revenue bondsy in g, iy
work on the details of the scheme, consideration should be given

to whether the legislation should provide for this possibility,

¢. If the revenue bonds scheme were managed by the DNS they would
need, in addition to the temporary staff necessary for the
launching, around 100 permanent staff to administer it. The DNS vere
already planning substantial reductioms. in their staff numbers
but there was a strong case for them absorbing in addition the increast

in staff needed for the present proposal.

THE PRIME MINISTER, summing up the discussion, said that the Comittef
agreed that Scheme A for revenue bonds should be introduced and enabl 128
povers for equity participation taken. The Secretary of State for Berd
should not announce the Government's decision until he had established
vhether it was practicable for the revenue bonds to be traded of il
Stock Exchange, but his aim should be to announce the outcom® at;n::lor

& : chi
coming Party Conference. The Committee very strongly urged the i Jofe

en
of the Exchequer to arrange for the staff who would be perman Jducidh

s . i i r
on the administration of the scheme to be absorbed within i that ¥
manpower totals at present planned by the DNS. They ootg e

staff would need to be employed to launch the scheme.
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The Committee —

1 Agreed to the implementation of

Tevenue bond
out in paragraph 9 of E(80) 95. ox

Scheme A ag get,

2. Agreed to the taking of enabling powers for e

and to the legislative proposals in E(80) 95, quity participation

35, Invited the Secretary of State for Energy -

i, in consultation with the Chancellor
to arrange for further work on the d. of the Exchequer,

. . etails of th
taking into account the points made in discussio:.SCheme,
il

ii. to consult the Chancellor of the Duchy of Lancaster
on the legislative proposals approved;

iii. to announce the Government's proposals after he had
established whether the revenue bonds could be traded on the

Stock Exchange and, if possible, at the Party Conference
beginning on 7 October.

4 TInvited the Chancellor of the Exchequer to arrange for the
Department of National Savings to absorb, as far as possible, within
Fheir Present manpower plans the permanent staff who would be employed
in administering the revenue bond scheme.

Cabinet 0f#jce
11 Septembey 1980
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