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End-Year Flexibility on Capital Programmes

I agree with Tom King (his letter of 9 May to your predecessor)
that the inflexibility of the present system is a major cause of
underspending on most local authority capital programmes. Local
authorities are discouraged from full and effective use of the
power to vire between services because of the risk of being
unable to meet committed expenditure in later years and also
because of fears about the revenue consequences of capital
expenditure. Furthermore, the present system does not allow
local authorities to take full advantage of higher than forecast
receipts. Some form of end-year flexibility is essential if we
are to avoid a repetition of the damagingly large underspending
of £1.5 billion in the last two years - underspending indeed that
doubled between 1981-82 and 1982-83.

Unlike other service blocks, the education sector has not been
subject to large underspends. Final figures for 1981-87show a
net underspend OFf ONIY Z£15m and a small overspend is forecast

for 1982-83, even after allowing for the additional £45m approved
last autumn. Provision is well below need and we have clear
evidence of the willingness of some education authorities to
remedy deficiencies in their capital provision. If the
Government's targets for the removal of surplus school places and
for the rationalisation of polytechnics and other local authority
colleges are to be met (and both will serve to reduce subsequent
revenue expenditure) and if the present backlog of repairs and
maintenance is to be reduced (thereby cutting future maintenance
costs), I believe that a substantial addition to the present
planned level of local authority capital expenditure on education
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is needed both this year and next.

.I am not clear whether Tom King envisaged that the 1982-83
underspend in a particular service block would be added to the
same block for 1983-84 and 1984-85, or that the 1982-83
underspend on all services should be carried forward and then
redistributed between the services according to need and
willingness to spend. I would prefer the second course since it
would enable authorities to make the best use of resources.

I am sure that we should make progress on these issues in time
for our decisions to be effective in the current financial year.
Perhaps we can discuss them when those of us directly concerned
meet in the next few weeks to consider local authority current
expenditure in 1984-85.

I should also like to see end-year flexibility extended in some
form to other educational capital programmes. Voluntary aided
schools are part of the maintained sector; but because capital
grant is paid from my Vote, DES is denied the power of virement
between years available to local authorities on a limited scale.
We are statutorily required to pay legitimate “grant claims, and
controlling the incidence of this expenditure is very difficult,
not least because the expertise of individual schools is almost
invariably less than that of local authorities when it comes to
managing building work. I believe that the Department should be
allowed to permit the carrying over to the following year of

10 per cent of the Estimate if projects are shown to be slipping,
and similarly to permit anticipation of 10 per cent of the next
year's Estimate if legitimate claims are materialising earlier
than expected. On present figures this would mean plus or minus
£4m. Such a change would simply place voluntary aided schools on
the same footing as the remainder of the maintained sector.
Similar considerations apply to some of the directly funded
colleges within the higher education system and to the Research
Councils. I hope you will agree that officials here should work
out with the Treasury some detailed proposals which you and I can
consider.

I am copying this letter to the Prime Minister, other members of
the Cabinet, the Minister for the Arts and Sir Robert Armstrong.

Cyn ,
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