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Memorandum by the Chief Secretary, Treasury
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I wag asked by the Defence and Oversea Policy Committee on
foy pub]jz'i to arrange for prﬁpﬁs‘alslfﬂr a [-1Ehi-_:mi_," of flexibility between years
We then E:":':E"ik:f.ld‘ltu-rg, . The invitation arose in the c Ontuxt_c_ui'. Eh.[flr.l..llll.n..‘h Vvh:lCh
Ccipated with the defence programme, but the issue affects other
too. The Secretary of State for the Environment subsequently
that we should consider end-year flexibility as a way of encouraging
Uction indl‘l.’:‘.tl‘}’.
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Congiq 90w attach a r eport by officials, As it reminds us, we have
“Ted these questions before.
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“Pendiy _.1?;1 year flexibility would allow Departments to carry over any under-
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g S'«lhs-h into a subsequent year, or to overspend a cash limit in anticipation of
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duent yearig provision, or both,
Allowi : : a
 HHowing oyer spending would be utterly inconsistent with our
10y W Policy that cash limits are a firm and effective control. I do not
®eoy, ,J“’.ru could pos sibly support an arrangement which would appear to
5% Or condone ov erspending of cash limits.

o 1% carry-forward of underspending might be helpful to good
algy & fthr:uu[.;h I think it is possible to exaggerate this ). But it would
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llfhit';-ci total public expenditure. The Treasury view is that the cost of the
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“Tday of “Me described in paragraphs 19 and 20 of the paper would be of the

chumt, £300-450 million a year starting in 98488, More ambitious
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% woulg cost more. 1933 -84
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%8as Policy Committee invited the Chief Secretary on 27 January to
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5 1o be submitted for a scheme of flexibility between years for public

i Prﬂgram
8 In time for possible introduction in 1982-83. Subsequently; the

of State for the

gk Environment suggested that consideration should be given to a
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oy of encouraging the construction industry. This paper; which has
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by an interde

t i Partmental group under Treasury chairmanship, responds to both
'lﬂ.tuﬁs{igs_ th{'.'

':'sdﬁcid main jssues and outlines the main points for decision should
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they wish to implement a scheme of this kind.
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1 :hi.uf een discussed several times in the recent past. In July 1980,
My g SEC’-'Eta_r
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Inksc w: Circulated a paper outlining a scheme which would have permitted
SPF.'I.' Seis “ooeequent year of underspending on capital or equivalent programmes
_\L_‘“*-':.;] a A ll‘ The scheme was discussed with the PAC, who indicated that they
o EU.DI:dF E}Rpﬂriment to provide evidence of its effectiveness (14th Report,

B Bithe, in 198] E.Jm-"ir'.\" last year, however, Ministers decided not to implement the
~£30p mﬂ':“' t?r 1982-83 because the potential cost in terms of additional public
Wi 5 ‘o in the first yvear and £450 million in later years in 1982-83 prices
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scheme was a general one. Arrangements for certain types of
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alreaq i bl
¥ exist within some programmes. In particular, individual local
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Al ealiy, J9Y considerable flexibility for most of their capital expenditure, and
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l es for both current and capital expenditure, within the framework

s subject to the same discipline as any other cash limit.
st s
rent kinds also exist for overseas aid and for nationalised

description of each of these schemes is provided at Annex 2.
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actions to reduce the risk of overspending, especially in situations ¥

pattern of expenditure or receipts cannot be controlled precisely.
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symptomatic of bad management., It cannot, however, be avoided if an

limits for some of the programmes most difficult to control are i
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capital programmes which the Government has stated it
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On the other hand, although not always made explicit a general all d
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underspending is built into the Treasury's assessments of public X
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expected by informed commentators. If this were reduced, pl i
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the same planning total.
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the possibility of underspending becomes apparent, low priority
a short lead-time may be brought forward to reduce it.
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The extent to which waste of this kind does take place is a matter fo
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The evidence is mainly anecdotal. It certainly does happen-
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necessarily follow that items brought forward because of short lea

not desirable in their own right.

to reduce the risk of waste throughout the year, but ;f.sih-ifﬂ'fif’l”?
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managers have to reduce expenditure quickly in whatever way the}

as to avoid or reduce a threatened overspend.

Waste of this kind undoubtedly occurs from time to time,
programmes where short-term cash flow can neither be -*-n:‘.ll"";l'?”i
within fine limits. This is true of the roads programme and
programmes, like defence, where it may be impossible to
within an annual timescale. The problem is made worse where
forecasting, monitoring and control are inadequate.
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Ja Against these objectives have to be set the difficulty of cost,
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undermining the basic disciplines of cash planning, particularly if

covered overspending as well as underspending.
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need for some kind of end-year fl exibility if freedom and

=Uir Ty

;I]'T. I'-‘j_r Co
to

sts and expenditure is to be increasingly delegated to line managers.

ACCumulate savings in current expenditure to defray future cost-saving
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dg forward into a future year, The Treasury do not, however, accept this.
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Programmes (following the analogy of the health authorities and local
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ting financial planning and control systems ought to make arrangements of
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2 qung Paragraphs briefly discuss the main issues which need to be decided if a
‘r_j e ‘mplemented - whether it should cover over as well as underspending
QT;UM include current as well as capital expenditure, which spending authorities
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4 and the me chanics of the scheme.
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Sl J given proportion of a subsequent year's allocation, as well as to
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of ¢ 14 11:. 1",_1—'.@' . ; e ; 5
T Dy Would fully meet the objectives set out in paragraph 4. The Treasury
~Eral ’ ]
K H—R‘F]"\-Hr 5 offj

fat th
L [ =
Y ba aY be case in principle for allowing the carry-forward of underspend.
] ‘“llF'_1.r|;.

ice take a different view. Considerations of cost apart, they
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ey af the discipline of cash limits and cash planning. There would also be a
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T'E”‘h as to whether overspending would in practice be fully clawed back.
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al)s lished policy that overspends on a cash limit in one year are
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4 from the cash limit for the following year.
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tig A0t recommend in favour of a scheme which allowed overspending. But
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the Government should consider whether in certain circumstances a
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tude towards occasional breaches in cash limits might be appropriate,
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where this occurred beyond the control of departments. In their reply, the 1

rejected this idea.

Capital and current expenditure
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11. The problems described in paragraph 4 apply mainly {« 1ding ¥
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procurement programmes such as roads, defence procurement and prison
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procurement were described in the memorandum by the Secreta
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circulated as OD(82)3. The difficulties of the roads programme are describe
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12. Similar problems could, however, occur with certain types of cu?t
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services in 1982-83 is planned to be E36 billion.
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may need to be done in a way which meets the spirit of the proposais:
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15. It was left open whether the 1980 scheme should apply t
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be for consideration whether any scheme introduced now should do S5

authorities and local authorities already have a great deal of flexibility

cash limits.

14,
appear to have worked well and to have given the health auth oriti

advantages now sought for central government departments.
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len""ﬁ“d by a moratorium, as proved necessary for housing investment in
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of this kind could be eased by a scheme which allowed for carry-forward at
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Orward to the following year of underspends, subject to a minimum

Mecase.
Cessary to avoid an unmanageable multiplicity of small amounts; the nature
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o be considered further but possibly a combination of a
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© Origina) Capital programme: the 1980 had a maximum of 5 per cent. The
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being debited as soon as the amount carried forward is identified
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Y Bstimateg Increased when required by way of supplementaries.
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H ¥stem woylq probably only be workable if applied to whole cash limits.
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* Many cash limits contain a mixture of current and capital expenditure,
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th ary to consider further the implications of this, including for
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d Ulustration of how such a scheme might operate is given in Annex 4,

n 1982-83, with no credit being allowed for underspending in 1981-82

s5cheme was launched it would be too late for it to produce any
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llamentary authorisation in relation to the overspending, in that it
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supplementaries to be taken. There could also be difficulties in managin
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Reserve, since the possibilities of overspend may not emerge until very late in the ¥¢
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guarantee that flexibility would be allowed, since it would open to Ministers 10 sy

22. The MOD are concerned that an administrative scheme of io
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decide to refuse to agree to the necessary supplementaries (if, for example, they ¢
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view that the Contingency Reserve could not accommodate them). The MOD have B i
flexibility €%

suggested that, now cash limits are now mainly accommodated to votes, thse
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of March '
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also be voted if Parliament voted funds for a longer period than be
]

Underspending could be catered for by allowing funds unspent at the end
utilised during April. Overspending could be dealt with by allowing funds %0

subsequent financial year through the vote on account to be utilised at the i
ote funds

previous financial year, e.g. from 1 March., In short, Parliament would v e
.ard for o

14 months rather than 12. Underspent funds would automatically be carried forw¥

the following o

the cash
whethef a

month without creating a need for Supplementary Estimates in Jimit
I

Overspending would automatically eat up the following year's funds and
discipline would be seen to be biting effectively. It would be for consideration
limit of some kind should be applied to the facility.
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¢3. A fuller description of this alternative, as it might apply to MOD,

would probably require legislation, and could not therefore be introduced iR that
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could involve a number of practical difficulties. Parliament could be expected $
Supply Procedure is already sufficiently flexible to allow the transfer of expEﬂdlt
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one year to another without the need for devices which weaken thel antafy

expenditure; and that the problem is one of public expenditure control, not Parl

authority for the issue of the necessary funds,
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¢4. A third possibility would be to enable the payment of bills to be delayed ©
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to meet developing overspends or underspends. The superficial attraction

shirtinﬁ

o aifl

uld ¥€

payments in this way is that the cash limits of each respective financial year WO pnts
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unaltered; a potential underspend, for example, would be avoided b uld
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rather than adding to the following year's cash limit. Manipulation of bill paymen

in line with much private sector practice, and might be presented as a means

more administrative discretion than the present situation allows.

25.  Such a scheme would, however, require a change in the long-established P

the Government pays its bills as soon as they are presented and the necessary
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completed. They are good reasons for the convention. Deferring payments

and contractors - possibly unevenly - and would inevitably attract criticism.
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outturn conform to cash limits would therefore not be resolved,

Id introducing a scheme of end-year flexibility is very uncertain
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Pon the detail of the scheme adopted. Two effects need to be considered

on ]t -~ . : . . ¥ .
Public expenditure totals and the improvement in efficiency which might
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» expenditure cost of the 'basic' scheme described in paragraph 19
be similar to that of the 1980 scheme, about E300 million to
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whether it should extend to current as well as capital and Equwﬂl

expenditure.

; jta
whether it should cover the expenditure of health authorities and the cap!
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expenditure of local authorities as well as the expenditure of ce®

government.

which of the approaches outlined in paragraphs 18 to 26 they favour.
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X COSTING OF THE 1980 SCHEME FOR CARRYING-FORWARD OF UNDE RSPEND
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of ¥ capital expenditure. The carry-forward was subject to a maximum of 5 per cent
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their views on the scheme at official level and to give the tot: 1]l value of

departments whether it would extend to the capital programmes of the
.nuthnbities or the health authorities. The scheme would not apply to the external

fite nationalised industries about which separate discussions were in progress. It
"'flsam.d that the additional expenditure needed for the scheme would be charged to
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Of this, almost £5 billion was on defence procurement and capital expenditure.
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tion likely carry-forward less the estimated £100 million additional underspend

survey prices. The scheme would have started with a carry-forward
° 1981- 82, the net cost being about E250 million in 1980-81 prices, the rough
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ard would be allowed from 1982-83 to 1983-84. So in 1982-83 there would be a
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authorised in summer Supplementary Estimates, the cost to the Contingency

the scheme is in operation would be £600 million in 1982-83 prices, which would be ° 18
an underspend of £150 million. However, if the debits only take place when dﬂmrtme“.‘a
need the money then the cost to the Contingency Reserve would be smaller, in e r.A”jv
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living within cash limits. So the estimated costs given above may be on th g3

cost might be a third less than the estimates given above ie about £300 millio ol
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prices, so the effect on the Contingency Reserve would be between £300 ks

L4350 million, depending on when the debits for carry-forward are made.
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capital expenditure, individual authorities may carry forward an unspent allo o
10 per cent of the total to a subsequent year or anticipate a subsequent ‘}.FE-'H'EI allﬂcaﬂ_uﬂw;
up to the same amount. Other features of the scheme give further flexibility: It if o
early to judge whether the scheme is compatible with maintenance of strict control &

national cash limit.
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THE ROAD PROGRAMME

!"E'::llq_n

by the Departme

nt of Transport
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*els out the
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LY varticular problems in the _-_-,l|J-.'_1.L-_;-:L.-|;L| of an annual cash limit to the
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v . . " .
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E j"ll"l:'E_l.-'l"r-a_{ ion
il

and supervision. Two-thirds of the rest is on structural maintenance,
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: urren I .
15 Necessarily a 'u”,!,..ll_lm programime, Schemes making up the programme
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Years. Up to 90 per cent of prospective expenditure in any individual
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: h in LK
industry's annual wage settlement generally takes place in July. This is early enoug

. . . : reeds
financial year significantly to disturb costs if an unexpectedly high increase 18 ag

too late to allow significant changes to commitments for the year,

patter? of

5. The Department constantly refines its techniques for predicting the ., 8
- - g owﬂvc !
payment on contracts and relating these to commitments. There remains, B any
: . - : : ; ns on
substantial random element which can cause major deviations from the projectio

one scheme.

pad puildivé

6. The weather is a major cause of these random changes. Large-scale I . oarlf
entails moving large volumes of earth, in some cases to clear the way for a mad'l li.l ns will
all cases to use after compaction as the base for the carriageway. Weather ‘:D“d]tmnnding‘
have a marked effect on such operations, and can cause substantial variations 12 Epeu:a.b]e

favo
Other operations are delayed by unseasonably cold weather. In unusually Jarge’
to
conditions contractors can improve on expected progress and become entitled nt to ®
roug
progress payments than forecast. In poor conditions work can be delayed, even 5

halt, and the projected scale of payments then becomes an overestimate.

i in
jation®

7. Another uncertainty arises from the timing of claims arising from V& ictably

contract or unforeseeable difficulties of terrain. Sometimes contractors aré Ui 25 de
slow in submitting claims: at other times, claims are prompt or applications are W°
them to be made more frequently than is usual. Problems can also
programming of large construction schemes where local or even national OPPDE::E time
8

cause postponement at short notice. This can radically alter prospects in a VerY B
jus

i : 4 dju
and, if it occurs well into the year, there is no prospect of offsetting delays by & .

programme. Large schemes especially cannot be replaced or rescheduled quickl}l’-

un the

not T
8. Within the constraint of an inflexible annual cash limit, the Depﬂrtm'ﬂ“t cas the

mmodate

risk of deliberately aiming high in its plans, because it could not acc® A yedr
n ?

possibility of an overspend. The scope for then using up the headroom latef ,-educ*—’
d to
should it not be required is however very restricted: contracts cannot be releas® i
: u
It as they would not generate significant expenditure in time - and they W¢

over-commit the programme for the following year.

ect of al

9. Flexibility between years would provide a way nfaﬂ‘amouthmg out the eff

impro¥
unpredictable short-run variations in the cost and rate of road building and thus

efficiency of management of the programme,
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EKAMPLE OF HOW END YEAR FLEXIBILITY SCHEME MIGHT OPERATE

all
1 l']".irlng Eltnpl..

' example illustrates how the .scheme might work.
Ftupe

The essential
dare
Creg; carry-forward of underspending up to a maximum, starting in 1982-83, but with
It allow
Whep, wed for underspending in 1981-82. The scheme is compared with the situation
theys is ng end y

H-r'

ear flexibility ie the "do nothing" situation. In the example "surge” is
%hurtHﬂud to de

L
1 tbp
Year to )
ll‘r Y re

Bk |-|-].1_'|_=:|+

scribe low priority expenditure which may be brought forward at the

duce underspending on a cash limit. The numbers in the example are
Tativa . i .
Ve and are not intended to show the possible cost of the scheme.

Emillion
1983-84 1984-85

~Enq ,,
B ——Loar f
""E‘ih: IFKI'IH]_”:l
]"i..-1.r:|5:|]{:|
E:"l'.ln
b fiteq Prov;
e tin, 1sign

) 1020
1 "h':'rtfat]

1000

3k o ' 10
SUFEE
rJ']t"lf'T:

Wiy
1&1‘3];4—3“.:1 2
-arry forward

[ hr T-h prﬂlidlt'llrll‘

Compared
g Sltuation, &

T ,_l};].a -8
Qg 3, the exXmaple
th 1ty
g ation, This ig
Cap tray nsfay

assumes that total underspend is E10m more than in the "do

attributed to the lack of end year surge, as the department knows
Its underspending to 1983-84. The cost in 1982-83 is therefore -£10m.
GH3=81

the

example assumes that actual spending is £1000m, and that

drg ti:l
ha 1984-85 exactly balances what was brought forward from 1982-83, at

“ost of
the scheme is therefore £10m, the amount of the normal shortfall. In




principle, there would be no need for the department to claim on the contingency rEEE,H::
since its actual spending equals its basic provision. But in practice, the dEPﬂ:tment i
think part way through the year that it will spend the £20m it had brought Forwﬂd ¢
1982-83, and claim it from the reserve. In this case the £10m costs of the schem® waui
made up of £20m from the reserve offset by an additional £10m underspﬁ'nd (£20m msteﬂ

£10m in the "do nothing" situation).

je tha!
q83-8%

s the

4. In 1984-85, the example assumes that actual spending is £1010m,

carry-forward to 1985-86 is £10m less than the underspend brought forward from :
The cost of the scheme is therefore £20m. Again, the department might claim the ful
from the reserve part way through the year; in this case the £20m cost exactly matcoe g
drawing from the reserve, because total underspend is the same as in the a8 i
situation.

. l?ﬁgaﬂﬂ

5. The example shows that the cost of the scheme in any one year atts

depends on two elements.

(i) the amount of normal shortfall without flexibility

- . E a
{ii)  the balance between the amount of underspend brought forward, and th

carried forward.

ce out ?

The second element can be positive or negative, and might be expected to balan i
o usé

time. The two elements are not independent, however: if a department plans : ple 10
] ab

the underspend it has brought forward from the previous year, it will probably aok 3 te
= bﬂﬂlu

eliminate all its normal shortfall, as the augmented provision will act a8 e
constraint in the same way as cash limits in the current system.

W aIJ.]':

?-fﬂrwa’rd

6. An optional feature of the scheme might be that any second year carr the

_ ment.
not be automatic, but would be reserved for Ministrial discussion and agreem® P
4.3 1

awe
1 . revie
actual spending matches basic provision. This £20m carry-forward would b€

example, in 1983-84, there would be no automatic carry-forward of £20m tO 198

before being added to the basic provision for 1984-85,
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HOW A 'VOTED' FLEXIBILITY SCHEME MIGHT OPERATE IN MOD

“bY the Mg

8 g

Pita] @ :
i ‘te. Sxpenditures and receipts which are difficult to estimate and control with
ision 4y

B E

*Pread throughout MOD cash limited votes. Subheads covering expenditures of

1,500
m and receipts of nearly £1,200m might be included within a flexibility scheme.

I-;n t]'lr_é

".':'-'J:fiﬂl:t Lhzssumptmn that expenditure would in normal circumstances be evenly EPW:'T':I
-iir‘i-ztiﬂn}lear’ 2 14 month year would allow about E500m of funds to l‘:IP moved in
Prodyceq 4cross the 31 March barrier. As far as MOD is concerned this would not
Ry . " 30y increage in total expenditure over the last 5 years, because outturn has
";'n"jh E;}:iia to the cash limit over that period. The practical problem is that when a
oy, Ct:-rrf._m?verspending or underspending is identified there is inadequate f]ITIL" to take
.,._,__I;t:“;& = V€ action to the programme in-year, and the knock-on effect of such

;Un 1 L
In future years needs to be taken into account.
Mty

s

Ovepr spending.

fl‘x:aumﬁ
a ik
“ontinuing annyal budget of £1,200m ie £100m per month.

By
" Bnd.y
ul . i o

Hey ¥ the trend is 10 per cent too high. There is a 3 month lag in payments.

ey acti

timg 'on cannot effectively influence cash flow before end-Oectober. By that

Ex E i = =

-1-:';';,”. Penditure = E770m, leaving £430m to be spent in the remaining 5 months.

“Clive Corrective

Py, action within the year would imply monthly expenditure by March
18 at aboyt £80

m ie well below the monthly level r:j:quired for the following year.
If a

"JE:I'S I I . .
= Pend of up to £100m were permissible, it would be possible to limit the
) “Hon of aurgragt‘-

..-JZ'}-_;:,“:
TOLENt o
ot wit

“®Ctive the

monthly expenditure in the last five months of the year to a level
b a budget of about £1,100m in the second year. If restraint were too

inderspend facility would operate at the end of the second year.

.I'&1|‘.

“tipg
und“”P*ﬂuding.

J‘S.‘=1'I.:|'|__r asg
1p Umea

! Dap 4 budget of £1,200m ie £100m per month. By end-July the trend is
= QEnt tﬂﬂ

low. By end-October, total expenditure = £630m leaving £570m to be




ply 8 jevel of

spent in 5 months. Effective corrective action within yEear would im ;
- s l-:: 1“
monthly expenditure in excess of £120m by March, with consequent Proh]em

following year.

1 5 . ! ate
If the facility existed to carry forward £100m, a long term monthly 1Z‘F‘IIZ'E"V]"EHtll'urﬂr

; in the
of about £100m could be arrived at ie consistent with a budget of £1,300ms i

second year.

end of ¢

If the expansion were overdone, the overspend facility would operate at the
second year.

mit+ i
sed 10

uuld

3.  The defence cash limit is treated in practice as a single, overall cash x
flexibility is to be limited to defined categories of capital expenditure, there migh[ "
¥ s o ¥ : w
be some modification of this concept. The question of virement between subheads

also need to be examined.

would
y
pedt®

4. An important feature of this scheme is that overspends and underspends

carried forward automatically. This would facilitate the delegation of authori!
inevitably ©

responsibility for cash flow to managers without the fear that this would
g F § i I'Ek
large underspending. Taut estimating necessarily involves a s}rmmet”cal g

overspending/underspending.

o ender

5. Under a 'voted' flexibility scheme it would perhaps not be necessary 0 °

excess receipts at 31 March (as cfers).

- . deal
b. Current accounting procedures might be reviewed. At present 2 grea!

. ot o i 5 sttt ¥
attention is directed to determining the exact sums to be booked to vote in 2 I:"E“.tlm11
ectio™

and long after a year has ended there is uncertainty, within £50m in either dir d
r]appe :

the total will be. Precision may be less necessary if succeeding financial years one




