EEPORT OF THE INTERDEPARTMENTAL COMMITTEE ON PROPERTY

_—
REPAYMENT SERVICES

You recently endorsed the main Report of the Committee on PRS,
to give departments an increased responsibility for their own
works. Most departments will now take on direct
EEEEEnsibility Eor works up to £5,000 (under the "standard
cption").

The Committee has now produced a second Report on the
cutztanding issue of funding major new works (over £150,000),
Sir Robert Armstrong's covering minute is at Flag A. A
summary of the Report at Flag B, and tha Report itsalf (which
you do not need to read) at Flag C.

The gist of the Report is that departments should have a more
: 3 : R e e
diract responsibility for funding on major projects and that

this should be achieved by attribution for now (ie reguiring
clients to find PES cover in their programmes, while PSA

incurs the expenditure on its vote) with the possibility of a

move to a repayment system in the future, But PSA would

——————

retain responsibility for some projects, in particular those

cutting across déﬁhrtmental boundaries.

The Committee was, however, unable to reach agreement on a way

of changing the present method cf charging for maintenance, so

as to give departments more direct respunsibilIE} for it. The

Committee will consider this further, and report again in

November. I understand from Sir Robert's office that the
Committee is likely, in the end, to agree on a new system
which would give departments more responsibility, though the
practical details are proving difficult to sort out.




Agree

i) to endorse the Committee's recommendaticons on the funding

of major new works and that they should be implemented W

forthwith? (’ILD b e Uit h_uvf"jl 1 St ~ Py D) A ,-wf

ii) to note that the Committee has been unable to reach
agreement on maintenance, but will be reporting again in

Movember? —

s

You will also wish teo note departments' continuing concern
that the PSA programme is under-funded, and that there are,
therefore, likely to be additional bids for 1987/88B.
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—

Mo ftatan

MARK ADDISON
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Ref. A0BG6/1328

FRIME MINISTER
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With my minute of 30 Margh' 1 put forward the main report of

the Interdepartmental Committee on Property Repayment Services,
which you endorsed., The Committee has now produced a second
report which deals mainly with the outstanding issue of the
funding of major new works. A copy of the report, which has

been considered by Permanent Secretaries, is attached.

i The issue is whether changes are needed in the present
system whereby major new works (over £150,000) are funded by the
Property Services Agency (PSA) from its Office and General
programme, The Committee has recommended PES attribution to
Departments for the works needed to support their operational
programmes, whilst PSA retains PES responsibility for works in
progress, for common projects such as the International
conferaence Centre, for estate rationalisation, for the provision
of new offices for multiple occupation and works within them,
and for certain types of structural work also excluded under the
Committee's earlier proposals for the standard option. The
details are set out in recommendation 2 in the opening summary
of the report. Despite the feeling of Departments that the
level of funding of major new works is inadegquate, there is
general agreement that within the overall constraints on public
expenditure, individual Departments are better placed to judge
their operational priorities than PSA. The Committee has also
recommended PES attribution to Departments for PSA's resource
costs (Departmental expenses and consultants' fees) on the works
projects which they and not PSAsgwould fund in future, and in
respect of specialised projects, where there is already PES

attribution to Departments for the works expenditure,
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3. The Committee was not able to resolwve the difficult issue
of whether or not to change the present method of charging for
thaose elements of maintenance and minor new works which will be
retained by PSA under the standard option, but further study of

the opticons has been commissioned,

4, Permanent Secretaries are agreed that the changes
recommended in paragraph 2 (1) to (7) of the report - which are
the changes required to give effect to the recommendation
described in paragraph 2 of this minute - should be made, and
{on.-balance) that they should be made in time for this year's
PES exercise., There remains a general and justified
apprehension that the PSA programme in this area is underfunded
and that the PES transfers to Departments entailed by the change
will be inadegquate for Department's needs. There are therefore
likely to be additional bids for 1987-88, to make good the
inadequacies. The Treasury will consider such bids on their

merits, against the background of the general presumption

against any additianal bids,

i Preliminary discussions are already taking place between
psa and Departments to establish the provision Departments will
need to find to fund works projects in the coming PES round.
Decision will however be needed early in May if we are to take
this change in funding on board and still keep to the timetable
for the survey, 1 therefore hope that you will endorse the
report so that it can be implemented forthwith.
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s I am sending copies of this minute and the report to all

members of Cabinet, Copies of the minute go to all Permanent
Secretaries and Permanent Heads of small Departments, who

already have copies of the report.

|

ROBERT ARMSTRONG
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PRS/IDC (86) 9

MAJOR NEW WORKS AND CHARGING FOR MAINTENANCE: REPORT BY THE INTERDEPARTMENTAL
COMMITTEE ON FR3

Introduction

In our main report on PRS, which Permanent Secretaries considered on 5 February we
indicated that further work was in hand on the funding of major new works and on
charging for maintenance. We were instructed to report further on thess two issues
by end March so that any decisions made could be taken into account in the PES
rounds Section 1 of this report deals with major new works; section 2 with
charging for maintepance. Our conclusions and recommendations are summarised
below.

SUMMARY OF THE REPORT
FUMDING OF MAJOR NEW WORKS

1. We have noted the degree of underfunding of PSA'2 existing baseline {(1.2) and
are agreed on the need for cleser ¢o-coperation between PEA and client departments
in determining requirements and if appropriate mounting the case for additional
bids to Treasury in the course of the survey. Overall gonstraints on publio
expenditure must be cbserved; the Treasury members of the Committee have made it
olear that there will be a presumption against additional bids.

2. Most of the Committee consider however that closer invoclvement will not be
sufficient of itself. At present P3SA has to take a view on the priorities of rival
building projects whose operational priority ls essentially for the sponsoring
department, and nokt F3R, to judze. However glose the co=-operation may be there is
ne adequate substitute for departments choosing their own priorities and laging up
to the PES consequences of their decisionas. We have therefore looked at the
options of FES attributicn and repayment. PES attribution already applies to
specialised accommodation. PSA advise on the estimated costs of major new works
for which clients are required to find the PES cover in their programmes and PSA
then incurs the expenditure on its Vote. Repayment means PSA recouping from
departmenta its actual project expenditure in any one year. These two options are
analysed in detail in seection 1.3 of the report. Our recommendaticons are =set out
balow:

{1) Whnilst oot ruling out the possibility of a move to repayment at some
future date, PES attribution should be introduced for Office and General
{subject to our proposals on the division of responsibility between PSA and
slient departments) and retained for specialised accommodaticn, and P3A
resource costs should be attributed accordingly.

{2) Funding responsibilities for major new works (Office and General)} should
be as follows:

Departments

New construction or acquisitions for scle occupation (including the cost
of purchasing a freshcld).

Work in existing buildings which does not fall into the excluded
categories (set out in Annex 5 of our earlier report) and which, in the
case of multi-oceupied bulldings, does not affect cther occupantsa.




FSA
Estate rationalisation.

schemes undertaken for special reasons, eg to meet government regquire-
ments (Conference Centres) or to ensure suitable development of a key
site (Richmond Yard).

New construction or acquisitions for multi-occupation.

Work in existing buildings whieh falls into the excluded categorlies or
whieh, in the pase of multi-pccupied buildings, affects more than one
oceupant «

In practice these gemeral ground rules will need to be applied with some
degree of flexibility at the margin. In particular a department which wishes
to fund works which would be PSA's responsibility under these proposals should
be able to do 30, and existing funding arrangements for particular programmes
eg UBOa should continue. These ground rules should be reviewed again before
the 1987 round, and furter study will be needed of the PES treatment of
charges in cccupation.

(3) PSA should set out the rules under which the PES attribution system will
pperates, particularly as regards the assessment of copntributions, the

management of expenditure during the Iimancial year and the way in which the
Treasury's end=year flexibility acheme for underapends on capital programmes

applies to the pool.

In 1.8.1 we conaider the application of our proposals to smaller departments.
A uniform system of FES attributien would be simplest to operate, and since it
already applies to specialised we see no strong reasons for recommending any
exemptions, but before decisions are made we feel that the smaller departments
should give their views in respomse to this report.

{4} In respect of the Office and General (OGA) programme, PSA should continue
te fund projects for whieh firm construction contracts have been let by 1
April 1987, and the associated resource costs.

() The residue of PSA's proviesion for OCA (none in 1987/88, £4.3m in 1988/89
and £15.3m in 1989/90) should be surrendered as an offset for additional bids,
leaving each department, including P3A, to make the best case it can for funds

in the coming round.

{(6) PES transfers of the rescurce costs of specialised programmes should be
apportioned pro rata to future works expenditure, as illustrated in Annex B,
and PSA's residual funds for the reacurce costs of the OCA programme should be
surrendered along with the provision for works expenditure to offset
departments® bids.

(7) If the move to PES attribution is to be implemented in the coming PES
round, the decision should be taken by the end of April, as considerable work
will be required to enable dapartments to take account of their additional
responsiblilities. PSA will in the meantime provide departments with details
of the schemes they will be reguired to fund and the eatimated rescurce costs,

so that the Survey materials can he prepared.




CHARGING FOR MAINTENANCE

3. The present system cof charging is that PSA recovers from <¢lient departments its
eatimated expenditure on maintenance and mincr new works for which it retains
functional responsibility. It does this by apportioning its tetal estimated
gxpenditure to clients pro rata to the amount of space they occupy. We set out the
arrangements for and against the present system in 2.2 aof our report. In brief,
the present syatem does not give departments an accurate ooat signal which they
could relate to particular occupations. Indeed the aggregate charge for all their
occupations will seldom coincide with PSA's actual expenditure. On the other hand
the present syatem has the merit of =implicity and the eharge does not fluctuate
once sat other than to reflect changes in occupation.

§, We have looked at a number of alternative approaches:

(1) "Banding™ chargea by age or type of building (see 2.3.1) would be a more
sophisticated method of averaglng than the present system, but could only be
introduced by reverting to manual calculation of the accommodaticn charge and
would still neot present departments with the actual expenditure incurred. In
particular no allowance would be made for major items of expenditure (eg roof
or boiler replacement).

(ii) Actual cost recovery systems (2.3.2 to 2.3.5) would involve PSA
recovering theoctual costs as lnourred but there would be vote management
problems for departments in coping with unforeseen fluctuations in expenditure
unleas mechaniams auch as advance payment and reconciliation in subasquent
financial yeara was introduced. Job by job and property by property repayment
would give the best cost signals but would mean an extra layer of complexity
and additional administrative costs. Improvements would be nesdad in computer

aystems which will take a conaiderable time to implement.

(iii) A return to allied service would mean that PSA would no longer recharge
client departments, and in consequence they would need to transfer PES back to
PSEA. Although there is some logic in not recharging for function responsi=-
bilities which under the standard options will remain with PSA we do not feel
able to recommend such a retrograde step which would imply that eclient
departments had no role to play in considering with PSA the cperaticnal
fitness of their accommodation.

£. We have alan conaldered whether any alternative method ecan be adopted lor
funding the increased delegations proposed under the standard option, other than
the methed we recommended, namely an abatement of the accommodation charge pro rata
to space occcuplied (see 2.5). We have concluded that any alternative would require
the agraemant of all departments on special categeriez of need and, since the total
amount of expenditure is fixed, could only be implemented in favour of one
departments by withdrawing resources from ancther. We can see no prospect of such
agreement being reached, and no possibility of implementing any other method by

1 April 1987 since the financial effects would need to known now so as to be taken
into account in FES.

6. We have been unable to reach agreement on a change to the present system of
charging, and doubt in any event whether there is sufficient time now to work up a
new syatem for implementation in 1987/88. OFf the alternatives we have considered,
actual coat recovery ls the meoat promising option and we feel that further work
should be done on the mechaniecs of such a system. On the timing of any change,
some of us consider that it would be prudent to postpone this until the next major
review of FRS in 1988 - which would imply no change before 1989/90 at the earliest.
Cthers leel strongly that the present system should be replaced as socon a
practicable.




7. In order that further consideration can be given to these unresclved issues, we

recommend that:
The varicus cptiens (and in particular those invelving actual cost

{7)
should be worked up in detail by November 1986.

recovery)

(B) Further consideration should be given then to the options for changing
the preaent charging ayatem, and to whether it would be deairable toe implement
any changes, either in 1988/89, or at a later date which would enable full
account to bea taken of the further review of PRS in the latter part of 1988.

B. We were also asked to look again at our estimate of TT posts to be loat by PEA
on the azsumpticn that the standard option 18 adopted by all PRS clients (see
section 2.7 and Annex D to this report). Having considered a range of alternative
methodologies which all produce a lower estimate, though for the most part only
marginally lower, we consider that the original estimate should stand.




FUNDING OF MAJOR NEW WORKS

Fresent hrranEEmEHta

1s141 At present major new works (projects over £150,000) that are classified
as office and general fall to PSA's PES and Vote. Client departments in
general have no responsibility for funding, although special arrangements have
been made from time to time in respect of certain specifiec programmes such as
the UBD programme and Inland Revenue's raticnalisation programme for tax
offices. By contrast, on specialised accommodation (including programmes like
Prisons and Special Hospitals where the accommodation is held by the client
department and not by PSA) departments provide the PES for major new works,
and the actual expenditure is met on the PSA's Vote.

1.1.2 PSA meets the reacurce coatsa {deparimental expenses and consultanta
fees) assoclated with the design and handling of major new works on both the
office and general and the speclalised programmes. With a few mipor
exceptions, client departments are not required to provide the PES to support
these costs.

The Issues

1.2:1 Secticn 8.7 of the main report set out the conaiderations which argued
in favour of a greater degree of involvement by ¢lient departments. In
particular we noted the concern that departments who had secured PES for
agreed operational pricrities could find thelr programmes Jeopardised by lack
of F5A funds for the accommodation needed, when those departments had not
taken part in the discussions with Treasury on funding the necessary works.

1.2.2 We also noted (in section B.7.5) the relevance of PSA's responsibili-
ties as central manager of the eatate and the practical considerations of
programme management which argued in favour of retaining some degree of
pentral pooling of funds to aven out the peaks and troughs characteristic of
major construction balancing overspending against underspending projects.

1.2.3 Other considerations have been the relavance of the principles
underlying the FMI, the recent study by the Efficiency Unit on capital
projects, the overall effect on departmental budgets and manpower and publiec
expenditure generally of any change in the present arrangements, and the
practicalities of introducing workable new arrangements in time for the coming
FES round.

1.2.4 Those of us who represent client departments and PSA itsell feel
strongly that whether or not changes are introduced in the present runding
arrangements, the overall level of provision for major new works is clearly
inadequate to meet known operaticnal requirements (see 1.3 below and Annex A),
and that this issue will, through whatever process is agreed in the light of
our report, nsed to be addressed very fully in the coming PES round.

1.2.5 Under the present funding arrangements the requirements of one
department for accommodation projects will compete with the requirementa of
others. FPSA may therefore have to make the invidioua decision of whether to
allocate funds to a project needed say for DHSS or to one needed for Inland
Fevenue. Yet the consequences of proceeding or not proceeding with a
particular project impact on the client department. It ¢an be argued that the
present system denies funding decisions to departments and provides no
incentive for them to weigh up the competing claims of their projects.




The OGA programme: level of funding

1.3.1 The provision for PSA's Office and General Accommodation (DGA)
programme for major new works in 1985/B6 is ETém. At Annex A i3 a breakdown
of the provision showing how it has been allocated to the main components of
the programme. (The allocations total E£72m - the difference between the two
figures is due to rounding and the omission of certain items.) The largest
allocations are for the Conference Centre and "Richmond Yard and for computer
buildings. Expenditure on the two London schemes will begin to drop from
15686/87 but computer buildings are likely to continue to require substantial

provision.

1.3.2 PSA's estimates provision for 1986/87 includes a provision of £53m for
Part I work followlng a recent reallocation of money from DOE's Heritage
provision. The baseline for later years shows a further run down as follows:

19B7-88 IEEB—EE

£22..4m £16.5m
1.3.3 There are several reasons for this drop. Expenditure in 1985/86
includes £29.6m for 3 major projects for which the Treasury agreed specilal
funding but whieh have now passed their peak rates of spend and will not
aceount lor much expenditure by 1988/89. 1985/86 also includea a special
allowance of £10m agreed by the Treasury in the 1984 Survey to cover estate
rationalisation work and computer schemes, which was counterbalanced by
reduction of £5m a year in 1987/88 and later years. Special funding by other
departments of programmes like those to relieve overcrowding in UBOs and to
reorganise local tax offices has also been included in the figures for 1985/86
and 1986/87 but not in later years as the funding is dealt with by annual PES
transfers. Finally, within the PSA baseline total agreed by the Trésury in
the 1985 Survey PSA had to make room for a growth in rent payments on the
leased estate which, due to the expiry of old leases at low rents, takes place
at two or three times the PES allowance for the annual roll forward of
provizions. It is estimated that upavoidable expenditure on rents will exceed
the previous PES baseline by E16m in 1986/87, by £30m in 1987/88 and by £35m
in 1988/B89. This is partly offset for the moment by an increase in receipts
from disposals (which cannot however continue at their present level ofl over
E20m a year indefinitely) but the overall result has been to squeeze the major
new works provision (and alao the associated proviasion for resource costs,
ineluding that which though presently included in the PSA baseline relates to
specialised building projects whose works costs are attributed to the relevant
departmental programmes).

1.3.4 PSA's additional bids for the 1985 Survey included £20m for works
services as a whole (excluding the Conference Centre and the Palace of
Westminster). The £3.7m which was made available for 1986/E7 has been devolted
entirely to major new works. This not only leaves maintenance substantially
underfunded but falls well short of compensating for the squesze imposed by

the growth in rent payments.

1.3.5 FSA is at present engaged on forscasting the requirements for new works
expenditure te 1989/90 in preparaticn for the 1986 Survey round. Early signa
are that the expenditure in 1987/88 on projects where a contract has already
been let or which are included in the planned 1986/87 astarts will exceed the
1987/B8 baszeline provision of £22.Um by about £6m, and such works would also
account for some expenditure in later yeras. The existing baseline would not
therefore permit any new programme of works to be undertaken before about the

spring or summer of 1988,
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1.3.6 One of the main characteristics of the Part I OGA programme is its
volatility. The timing and the cost of achemes can be affected by factors
both within and outside the control of PSA and ¢lient departments.
Consequently, forecasting at the level of individual schemes is bound to be
subject to some degree of error. 1t 18 only at the programme level that these
changes begin to balance out. PSA has generally applied to programme
forecasts of expenditure a slippage allowance of 10% for work in progress and
25% for row starts. MAnother aspect of the programme’s volatility is the
tendency for departments' priorities and requirements to vary over the period
from the atart of a PES survey to the end of the first financial year of the
PES period. It is quite common for new and immediately urgent reguirements to
erop up after both PES and Estimates have been zettled and even after the
start of the fimancial year.

DELiunz for change

1.4.1 (A) Closer involvement by departments in FSA's PES and Estimates

We are agreed that ecloser invelvement by departments 15 essential in any
event. In that sense this 1s not an option. The option would be to go no
further than is proposed here, and therefore leave funding responsibility for
OGA major new works with PSA.

1.4.2 Closer involvement would be secured by PSA formally agreeing with
elient departments individually the schemes to be included in the proposed 0GA
programme and on which PSA's bids for funds would be based. The case lor each
proposad new scheme would be agreed with the department congerned and put to
the Treasury in support of PSA's PES submission. This would ensure that
departments were directly involved in demonstrating te Treasury the relevance
of' major new works proposals to their cperaticnal needs. Departments would
know what requirements they might expect to be met, other things being egual,
if PSA's bids were accepted and equally what would be at risk if they were

not «

1.4.3 For its part PSA will need to identify very carefully what =chemesa it
could not expect to fund within its existing baseline, and to enter
negotiations directly with the departments concerned with the aim of
establishing an agreed case for an additionmal bid. This will need to be
completed in good time for bids to be entered by Ministers in May as indicated
by the Treasury timetable for the coming survey and PSA is already urgently
engaged in drawing up the necessary list of achemes. For their part
departmenta must acoept the diseipline of ensuring that all nev requirements
which will require expenditure in the survey periocd are notified to P3A as
agon as possible so that properly supported bids can be entered within Chis
timescale. They must also let PSA know promptly of any change in requirements
bearing in mind that there will be no scope for taking on board in estimates
any significant additional expenditure commitments after PES has been settled
unless there are offsetting reductions.

1.4.4 We have also considered whether there should be some kind of
multilateral forum at which the proposed programme could be considered. As
noted in 1.3.6 above the programme is volatile and far from immutable partly
bacause of changes in departmental requirements and partly because of the
vicissitudes of major construction expenditura, in particular the difficulty
of making reliable initial forecasts before a project haz beéeen deaigned in
datail. Some flexibility would therefore have to be maintained and any forum
in which the programme as a whole was considered would therefore need to
temper its judgements accordingly. Secondly, it is difficult to see how




members of such a forum could usefully contribute te the consideration of
projects in which other departments were concerned or judge competing
operaticnal requirements. Moreover there is no ready mechanisam which could be
devised for linking such a multilateral approach into the series of bilaterals
with Treasury by which in practice bids are examined and decisicnz on
expenditure priorities made.

1.3.5 We would therefore recommend against setting up a multi-lateral forum
as a standing feature of the survey process. If however circumstances did
oceur exceptionally whare Ministera collectively judged it appropriate for
officials to examine the programme on an inter-departmental basis the IDC
itself, suitably augmented to include any other departments such as Home
Office with a major interest, might provide an appropriate vehicle.

1.4.6 (B) PES attribution

We are agreed that the improved procedures set out in 1+8.2 and 1.U.3 above
are needed inm any event. Some of us can see difficulties in going no further
than that, having in mind the problems that PES funding by departments might
cause PSA in its central management role by encouraging departments to
conalider that they had a proprietory interest in the accommodation thus
provided, and also taking into aceount the volatility of the programme, which
might result in preasures on departments' PES that could not easily be
anticipated or coped with, and particularly not by smaller departments wWith a
very infrequent call for major works expenditure.

1.4.7 On the other hand, whilst recognising thease difficulties, which will
peed careful attention as indicated later in this report, the Committee as a
whole haz a olear preference for a change in funding reaponsibilities to
enable departmental Ministers to argue with Treasury the case for all
expenditure aspects of their operational priorities, ineluding accommodaticn.

1.4.8 PES attribution already applies to speclalised accommodation, provision
for which in 1985/86 was £130m. P3A advises on the estimated costs of major
new works for which client departmentsa are required to find the PES cover in
their programmes and PSA then incurs the expenditure on its Vote. We have had
the benefit of additional contributions to our discussicna from
representatives from the Home Office, Lord Chanceller's Department and DH33
whoe have direct experienca of running such a system in respect of Prisona,
Courts and Spealal Hospitals respectively. They have pointed out the merits
of this method of funding in terms of colocating PES responsibility for
accommodation with main programme expenditure without imposing on client
departments the additional strain of coping with in-year fluctuations in
project expenditure, but maximising the benefits of a common pool of funding

for major projects.

1.4.9 We have considered whethar PES attribution would increase the pressurs
on the public expenditure planning total. On the one hand major new works
would be the subject of separate bids from individual departments and thi= in
iteelf might increase the pressure. Moreover at present the nacessary
allowance can be made in PES for slippage (up to 25% per annum) within the one
PSA programme, and this could not s¢ readily be done when that pool of funding
is =plit up between several departmental programmes. On the other hand the
overall presumption against additions to public expenditure programmes would
be maintained by Treasury, and under the new arrangements it could be sasier
for inoreases in major works expenditure to be offset against savings in
departments other programme exp_enditore. The actual amounts spent on
projects should not be any greater under PES attribution, but if there is




1ikely to be a problem of over provision there may well need to be a
presumption that exceptional additicns to departments' programmes for ma jor
capital projects were not used for other purposes if in the event they were
not needed in that year beacause of slippage.

1.4.10 (C) Repayment

This cption, whereby PSA would recoup from departments its actual project
expenditure in any one year it cccurred would give elient departments a
greater degree of financial responsibility than FES attribution since the
actual expenditure, no more and no less, would comas directly from their owWn
Votes, Under FES attribution a department may have overprovided for a project
which slips or underspends and the PES is lost to it {(eonversely it can of
course "gain" if the project overspends and can be funded from the pool)s It
can be argued that repayment provides for better financial management DY
giving client departments a direct incentive to monitor closely the
expenditure by PSA on their projects and perhaps might help to reduce
slippage+

1.4.11 ©On the other hand there are drawbacks to a repayment system. It is
not self-evident that other financial pressures on a department's vote would
necezsarily lead it always to wlsh to exert pressure on PSA to reduce
slippage. In a tight year slippage might positively be welcomed. Moreover
slippage is not infrequently due to factora which are quite beyonc the control
either of PSA or the client department. The converse situation where projects
overspend might be altogether less welcome; fluctuations either way would be
difficult to predict and would exacerbate the task of Vote management. The
extension of carry forward under the end-year [lexibility scheme to 3% of
eligible expenditure or £2 million, whichever is the greater, would help with
the slippage problem, but that would not deal with a situation where work
proceeded more quickly than expected. Much would also depend on the degree af
virement that Treasury was prepared to allow. There would be a clear risk of
the aggregate provision in Departments' estimates exceeding the level of
provisions that PSA could have made under the existing arrangements. To the
extent that any other provisicn had been coversd by cffsetting savings there
would be no inecrease in public expenditure. But if additions had been allowed
and Departments were free to reallocate any over-prevision to other parts of
their votes, there would be an increase. In these circumstances the Treasury
would be likely to examine very critieally proposals from Departments for
virement due to underspend on major new Works, albeit allowing each case to be
considered on its merits.

1.4¢12 There might alsc be a real risk of a wasteful duplication of effort if
departments tcok the view that their Vote responsibilities went beyond cloze
liaison with PSR and regular flows of management information of project
expenditure to developing a capacity to second guess PSA on its design and
control of the project. That would not only have significant manpower
implications but would risk blurring the linea of responaibility for the
control of the project. PSA has the direct legal responsibility for paying
the contractors the bills it has incurred and under any repayment syatem has
no option but to recharge all its actual expenditure as lncurred whatever its
clients wishea may be in the matter. Whilst defaulting deslgners or
contractors can be pursued in the Courts the sums recovered often fall short
of the full cost of remedial action. FPSA has no reserve funds and would have
to look to the elient to pay. Some claims are not settled for some years
after a project is completed and the cost has to be charged to the client who
has to retain the liability to pay longer after the bullding has beén brought
into use. Indeed it can be argued that PES attributicn is in this case closer




to the principles of the FMI because the Vote responsibilities thus lie with
PSA and in reality it is eonly PSA that can properly control and be accountable
for tha expenditure on the project.

1.%.13 Mozt of us econslder that either an attribution or a repayment basis
would be in 1ine with the broad thrust of the recommendations in Sir Robin
Ibba' memorandum of advice on Capital Expenditure Contracts. Under an
attribution system the department which holds the PES provision does
effectively "own" the project, since it must provide the funds for it. This
gives it a direct interest in seeing that its projects are fully (and
economically) specified and proceed as far as posaible within the planned
expenditure totals and profiles and to the agreed timetables. The "owning"
department under an attribution system is required to carry out the appraisal
of the need and justifieation for the requirement leaving PSA to appriase
alternative ways of meeting it: Where there are alternatives and decisions
peed to be taken which will affect coats and timetables the owning depariment
is consulted over the effect on their PES funding and their reasponsibility for
appraising and justifying their schemes, and with all major programmes of work
there is a network of permanent liaison arrangements to ensure that PSA and
the department proceed in conjunction. This includes close contact between
the PSA's project managers who are responsible for the design and supervision
of the construction work and the staff in departments who are responsible for
preparing briefs, taking decisiona on requirements costs and timetable and
whére necessary co-ordinating the FSA work and delivery of equipment and
changes in departmental operationa. 3Such staff fulfil the role of project
managers for that part of the function which falls to department not to F3A.
In appropriate cases there can be joint PSA/Departmental Planning or Froject
Teams.

1.4.7% We also consider that whether under PES attribution or repayment PSA's
rezource costa should inm future be recovered from the sponsoring department.
In addition to PSA's own overheaded departmental expenses theae cover the cost
of ponsultants fees and can be a signifieant element of expenditure on major
projects. PSA should be prepared to provide reasonable substantiation for the
estimates it puts forward to clients.

Fecommended method of funding

1.5.1 We have noted that those departments with a major programme of Part I
works on specialised accommodaticn and with extensive experience of PES
attribution have expressed the strongest preferences for retaining that
system, and would resist any move to repayment. Whilst some of use aould see
attractions in moving te repayment for office and general accommodation, it
would be difficult to see the logic or justification of thus moving in one
step stralght from PSA funding to repayment particularly when the major
specialised clients are content to stay with PES attributicn.

1.5.2 Whilst mot ruling out the possibility of a move to repayment al some
future date, we recommend (recommendation 1) that PES attribution should be
introduced for office and general (subject to one proposals below on the
division of responsibility between PSA and client departments) and retained
for specialised accommodation , and that PSA resource ecosts should be

attributed accordingly.

Division of responsibilities under PE3 attribution

1.6.1 Certain work will remain PSA's responsibility. P3SA will thus continue
te sponsor estate rationalisation works and schemes, such as the Conference




Centre and Richmond Yard, which are undertaken for wider reasons. It follows
that PSA itself should hold the FES for these functions.

1.6.2 For the rest it might be argued that all operational requirements
should be funded by departments, but we foresee major practiecal difficulties
in applying such an approach without exception. The moat straightforward case
is new bullding or acquisition for a sole cccupation by one department, and
there PES attribution should clearly apply. Similarly where major new works
in existing multi-occupied buildings do not affect other occupants or ralse
significant property management issues the sponsoring department should
provide the PES.

1.6.3 There would be greater problems however if other clients are involved.
A new bullding or acquisition may well be for more than one client, justified
on that basis by investment appraisal, but frustrated by the reluctance or
inability of one or cother party to provide the PES. PSA could not compel the
parties ko agree and there is a prospect of long drawn-out wrangles over
funding, shares, specification and timing, themselves costly of scarce
resources, and a strong risk of lost investment opportunities. Much the same
problems could arise with major new works within existing multi-occcupied
offices where the gueation of who derives the most benafit could bedevil
negotiationas on funding and worthwhile improvements could easily be delayed or
frustrated entirely. One approach might be to say that the major occupier
should provide all the funding required but that would be percelved as
manifestly inequitable where that department was only marginally the major
occupier, where other departments were getting greater benefits from the work
or where moves of ataff in the loreseeable future were likely to make that
department a minor occupier. I however PSA retained the funding
reaponsibility in such cames these problems would not arise and that therefore
seem= to us to be the most workable approach.

1.6.4 There is alsc the question of functional responsibility for certain
kinds of major new works within existing buildings. Under our preposals for
minor new works in the standard option for PRS (Annex 5 of our main report) a
dvision is made broadly between those internal works which are likely to arise
directly cut of client departments' operational requirements (eg partitioning,
occupation and fitting out works and general refurbishment) and thoae which
Fall within PSA'as role as the property manager concerned with the overall
structure, serviceability and value of the building as property asset (eg
1ifts, roofing, alteration of external walls). The former category falls to
clients tec commissaion from PSA on a repayment basis. The latter is reserved
to PSA who retain full financial responaibility. It would be both logical and
conaistent to maintain this distinction for major new works, since it can be
argued that the eriterion for determining financial responsibility should be
the nature of the works.

1+6.5 Taking all these factors into account we recommend (recommendation 2}
that funding responsibilities for major new works should be as follows:

DeEarbmenta

New construction or acquisition for sole cccupation (including the cost
of purchasing a freehold).

Work in existing buildings which dces not fall into the excluded
categories and which, in the case of multi-oeccupied bulldings, does not
affest other oceupants.




PSA

Eastate raticnalisation. Schemes undertaken for special reasons, eg to
meet government requirements (Conference Centre) or to ensure sultable
development of a key site (Richmond Yard).

New construcktion or acguisitiens Ffor multi-occcupation.

Work in existing buildings which falls into the excluded categories or
which, in the case of multi-occupied buildings, affects more than one
occupant .

1.6.6 The division of responsibilities needs to be straightforward,
particularly if funding is to be transferred to departments in the current PES
round. There will however need to be some flexibility at the margin in those
praposed arrangements. For example the reservation of excluded works to PSA
could give rise to distorted investment decisions in those cases where there
was a choice between new building and major structural work to a property
which would otherwise soon be unsuitable for further operational use.
Although this would make the arrangements more complex, it would be
appropriate to provide that, where investment appraisal had shown excluded
major works te an existing sole occupation to be the optimal solution to
meeting a specific operational requirement from a cllent, then the funding
responsibility should properly be that of the client.

1.6.7 Equally if a department wished to fund works which would normally be
PSA's responsibility and for which PSA did not have funds, agreement eould be
reached accordingly. It would also seem inappropriate to unscramble existing
funding arrangements for particular programmes eg UBOs where the client is
already responsible for the funding. However, it will in these cases now be

necessary for the client to find the resource costs which hitherto PSA haa
carried. We conaider that these should continue as at present. Given the
overall objective of removing obstacles to the achievement of agreed
operational priorities, a department which was prepared to fund work from
which other client departments would derive benefit without seeking a PES
contribution from them need not of course be prevented from doing so if the
proposed acheme were otherwise acceptable.

Changes of occupation and disposals

1.7.1 When major new works have been funded by a department under the
arrangecents set out in 1.6 above the question then arises of what happens
when there is a change in cccupation or the property is reallocated or
disposed of. In principle it can be argued that the value of the works
poverad by the PES funding should be repaid. Thia can and should be done in
respect of specialised, including transfers between specialised and office &
general. There are however formidable practical problems about transfer
within the common user office estate. First, departmental requirements change
overtime and particularly with the impetus of occupancy audits departments
will want to maximise the release of any space which becomes surplus. Other
departments then take up occupation as the space iz reallocated. It is not
uncommen te find an office originally built or acquired for one client to be
in multi-cccupation after a few years. Sometimes the original oecupant will
ne longer be the major cccuplier, Or may even eventually move out altogether.
It is in the interests of all that surplus space should be reallocated as and
when it is found and whole units thus released for disposal. Otherwise there
would be little prospect of achieving the substantial savings envisaged in the
Multi Department Review of Accommodation.




1=T-2 It is doubtful whether any system of refunding the original sponsoring
department could be devised effectively to keep track of this sort of creeping
tranafer of occupation betuween one department and another which would not be
disproportionately complex and expensive to administer. Moreover any system
which interposed a transfer of funds between departments before space could be
reallocated would socon "freeze" the estate in its present form with all the
attendent diseconomies.

1.7-3 There are also problems with the apparently simpler proposition that
transfers of whole properties should be accocmpanied by PES transfers. A
department which foresaw a substantial receipt occourrlng on a transfer of its
whole occupation and was uncertain about its future aocommodation requirements
might well decide to hang on to surplus space for a conaiderable perlod rather
than permitting the property to become multi-occupied and foregoing a
potential receipt. Moreover it is at least arguable whether in prineciple
tranafers between departments on a common user office eatate should attract
FES penalties or rewards. A department whieh successfully reduces ita space
gets the advantage of a lower accommodation charge and hence lower running
costss Any lncoming department will still have to pay the opportunity cost
for the space it occupies. Since reallocation will often be the most economic
option rather than a new build it seems unreasonable to waive the transfer fee
in such cases.

1.7T«4 Real reductions in cost to the estate as a whole are measured by
outright disposals to the private sector and it is here that the case is
strongest for the client department to get the PES benedit of e&ny receipt.
However for the reasons given above changes in departmental occupation are
likely over time to obfuscate the original agurce of funding and render any
"~ompensation™ to the epartment in occupation immediately pricr to disposal
singularly arbitrary in its incidenece. Records would need to be kept in
perpetuity if the original funding department or its functional successor in
title were to be the receipient. One approach might be to adeopt a strict Lime
limit. Thus cone might provide that where a department which had supplied the
PES for a new build or acquisition of office and general accommodation
released the whole property for disposal within 3 years of the year in which
the final tranche of PES was provided then the receipt would accrue to its
PES. Even so it is arguable that departments who have incurred substantial
inveatment by government should not be "rewarded™ by a FES receipt for such a
major change in requirements in such a comparatively short time. Yet to
introduce a merit system by which a judgment had to be made on how readily the
move could have been foreseen would scarcely be easy or uncontenticus. There
is no immediate peed to take a decision on this, and it should be given
further study.

Managing the programme

1.8.1 Whilst the pooling of provisionas for expenditure on major new works
offers advantages for the flexible management of bullding programmes this
involves FSA setting underspends on some departments' programmes against
overspends on othersa. In order to ensure that this proceas is as equitable as
possible a= betuween contributers to the pool we recommend (recommendation 3)
that PSA set out in writing the rules under which the PES attribution system
will operate, particularly as regards the assessment of contributiona, the
management of expenditure during the financial year and the way in which the
Treasury's end-year flexibility scheme for underspends on capital programmes
appliea to the pool.




1.8 Application to smaller departmentsa

1.9:1 0Our recommended option - PES attribution - should have no signifiecant
manpower implications for departments over and above the exiating level of
liaison with PSA which is required for any major project. Moreover smaller
departments are already required to put up the funding for major new works
which are categorised as specialised and it does not therefore seem
unreasonable that they should be asked to de the same in future for office and
general. MNavertheless whilst any new expenditure places burdens on all
departments, a new office might be within the margins of PES for a department
of the =size of DHSS would at the cther extreme be a very major item for a
smaller department of the size of the Paymaster Ceneral's Office, and one of
such infrequence that no provision could reasonably be made for it. It is
therefore for consideration whether an exemption should be allowed for those
clients who elect for the traditional option, or alternatively whether
sufficient flexibility can be built into PES to allew for bids for major works
expenditure by such clients to be considered specifically, notwithstanding
their size relative to the normal baseline. It should of course be noted that
some such degree of flexibility will be needed even if PSR retains
responaibility since PSA will have no hidden reserves of funding for such
purposes.

1.9.2 A uniform system of PES attribution would be simpleat to cperakte and
aince it already applies to specialised we see no strong reasons for
recommencling any exemptions, but before declsions are made we feel that the
smaller departments should give thelr views in response to this report.

Basis and level of PES transfers

1.10.1 It would seem inappropriate and inequitable to expect departments to
assume PES responsibility for projects whiech are already committed and we
therefore recommend (recommendation 4) that PSA should continue to fund
committed projects and the asscciated resgurce Costs.

1.9.2 This will leave the following estimated provision for works expenditure
for new atarts:

1987 /BB 1988789 19849,/90
* £4.3m £15.3m

fFor 1987/B88 there is an estimated shortfall of E£6.1m.

1.9:3 There iz no very equitable method for distributing these residual
amounts which will need not only to contribute to those new starts for which
departments will in future be responsible but also P3A's expenditure on
retained major new works, and if smaller departments are to be able to opt
out, provision for meeting their needs also as they may arise. It might ba
possible to distribute on a pro rata basis depending on the size of each
departments' occupation of the estate but that would produce Some very odd
results which would bear no relation at all to the likely incidence of
expenditure, which is characteristically lumpy and mostly takem up by larger
departments. Moreover this approach would give no basis on which P3A's share
for its retained expenditure could be determined. An alternative would be to
divide the funds according to the incidence of past expenditure. That,
however, would give departments like Inland Revenue with the peak of their
expenditure now behind them a disproporticnate share. A distribution based on
future demands for expenditure would be highly speculative, and each
department would have a vested interest in inflating its demands. The most
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equitable option, particularly since the funds are likely to be well short of
demand in 1987/B8B and 1988/89, would seem to be to surrender the residue as an
affaet for additicnal bids and to leave each department, inocluding PSA, to
make the best case it can to Treasury for the limited funds available in the
coming PES round. We therefore recommend accordingly (recommendation 5).

1.10.4 It has not proved possible to identify a part of PSA's present
baseline for administraticon costs as specifically set aside for deaigning and
gupervising major new works project=, as the provision has not previously been
analysed in this way. Inastead the Agency's resource costing system has been
used te identify the total costs actually incurred on such work in 1984-85 and
to relate them to the works expenditure on the same group of projects in that
year. Excluding the projects te which attribution of resource costs already
appliea the rescurce coata in 1984-B5 represented 21% of the corresponding
works expenditure in that year. If this ratio applied throughout the Survey
period the resource costs which would correspond to the present Survey
baseline provisions for works expenditure would be as follows:

£ million
1987-88 19868-89 1989-490
231 220 220

{ ITnoeludes In-house costs on prisons; prison fees are already attributed)

Annex B shows how, using the same ratio, these totals might be apportioned
between the Department programmes concerned.

1.10.5 A distribution of monay between departments using the figures in Annex
B would not be entirely =atisfactory, since resource costs are not direotly
relared to works expenditure in the same year (more than half the rescurce
poats are usually incurred before construction starts) and within the average
figure of 21% there could be considerable variations between projects (for
examples on large projects resource costs as a percentage of works expenditure
may be only half the level spent on small projects). It 1ls howsever unlikely
that a better method could be worked out and agreed in time for use in the
1986 Survey.

1.10.6 1In this case 3 distribution seems appropriate, because the aums at
stake are aignificant in all years and because the distribution in respect of
the apecialised programmes would match the existing arrangements for
attribution of works expenditure. For the office programme the treatment of
resource costs should match the arrangements for works expenditure proposed in
para 1.10.3 above. We recommend therefore (recommendation 6) that PES
tranaferas of the resource costs of specialised programmes should be
apportioned as described in 1.10.4 and 1.10.5 abeve, and as illustrated in
Annex B: and that PSA's residual funds for the resource costs of the OGA
programme should be surrendered along with the provision for works expenditure
to offsat departments bids.

1.10.7 We recommend (recommendation T) that if the move to PES attribution is
to be implemented in the coming PES round the decision should be taken by the
and of April, a3 considerable work will be required to enable departments to
take account of their additional responsibiliites. PSA will in the meantime
provide departments with details of the schemes they will be required to fund
and the estimated resource coatsa, 80 that the survey material can be prepared.




CHARGING FOR MAINTENANCE AND MINCR NEW WORKS

The present system; the "club subseription®

2«1+1 At present PSA charges departments on the basis of the area of
accommodation they cacupy in order to recover the co=ts of:

= all Part II (minor new works) amd Part III (maintenance) works over
£1,000 in office and storage accommodation:

= Part III works over £1,000 in specialised accommodation:

- works under E£1,000 falling outside the FRES delegaticn to departments
(ineluding works of any type in DEL-serviced buildings).

After 1 April 1987, ir Miniaters endorse the Committee's recommendations on
the standard option, the costs in queation will be those of:

= all Part III works over £5,000, except internal decorations:

- exoluded Part IIT works under £5,000 and Part I1 works owver ES5,000
excluded from the repayment arrangements;

- for properties ocoupied by departments electing to remain on the
traditional option, all Part TI and Part III works in office and storage
acoommodation costing between £1,000 and £5,000 and all Part III works
between £1,000 and £5,000 in specialised accommodation.

2.1.2 Tt is estimated that in 1987/B8 these costs will amount to
approximately £78m; it is not yet known by how much this figure will be
increased by departments electing to remain on the traditicnal cption. This
expenditure represents the functional responsibilities for maintenance and
minor new works which we recommended in our main report should be retained by
PEA in their role as the Governments property manager and are not therefore to
be delegated to departments under the standard options Treasury controls the
total amount of expenditure over the estate as a whole. PSA does not simply
fix the sum itself. The present charging system merely allocates the total
expenditure to departments pro rata to the space they occupy on the estate and
recovers it accordingly. The total recovered (which represents scme 14% of
PRS recelpts) cannot exceed the provision PSA has agreed with Treasury.

Critieisms of the present system

2+2+1 There are two principal objections to the present "club subseription®
system:

i. 1t provides inadequate or distorted management information for client
departments about the cost of their accommodation:

ii. because charges bear no necessary relationships to expenditure on a
property or even on departmental basis, departments are unable to make
meaningful judgments about the value for money they get from F3A.

2+2+2 Some departments feel that they receive a poor deal from the olub
subscription arrangements, and are concerned that they are unable to exercise
proper accountability over a significant proportien of their expenditure on
accommodation. The provision of better information about actual expenditure
by PSA may only make it more difficult for departments to continue to Justifry




retention of the present system, in which mismatohes between charge and
expenditure in any given year - and even over a period of yeara - are
inevitable.

2.2.3 On the other hand the ¢club subscription, which was deliberately
dezigned by Rayner to be a simple and cheap to operate form of repayment, dces
enable PSA to recover its expenditure across the estate as a whole through a
relatively straightforward mechanism which demands relatively little effort
either in PSA or in client departments. It also has the effect of levelling
out expenditure which is naturally uneven from year to year for individual
properties, and providing for which in Estimates would be particularly
difficult for departments with small areas of occupation. The point 1s
illustrated by the tables at Annex C, which show that expenditure on, lor
example, COI's ocoupations was 46% greater in 1984785 than in 1983/B4, though
the PAS charge showed a reduction of 6%; simllarly, expenditure on OPCS
increased by 259%, though the charge increased by less than 2%.

2.2.4 A further aspect of the present arrangements, that stands out clearly
from the tables in the Annex, is that in both 198B3/84 and 1984/B85 departments
have in aggregate benefitted from more expendlture than is recovered through
the PRS charge. Moreover, although there are gainera and losers in each af
the years shown, in both years more departments benefitted from the system
than disbenefitted. There are a number of reasons for this, as indicated in
the notes to the tables, but one Faastor is that PSA was able to divert
potential underspending from elsewhere in its programmes to maintenance, where
expenditure to absorb it can be initiated relatively quickly. However if our
recommendations earlier in this report are accepted and PES attribution is
adopted for major new works, there will be little scope in future for this
form of internal virement.

Alternative system

2+3.1 (A) Banding

Under this approach, charges could be based on a graduated series of unit
rates, reflecting expected levels of expenditure on different types of
property. It is possible that banded unit rates of this kKind might be derived
from the work that has been done in P3A on maintenance unit costa, though the
methodology to do so is as yet undeveloped. The advantage of such a system is
that it would represzent an undoubted advance in the usefulness ol the
Accommodation Charge as a signal of cost. The main objection to it would be
its complexity of operation. A system of zoned and banded PRS rents, yielding
g categories of property, has been applied in London Region under the regional
average rent arrangements that are now being superseded by individual
assessments, and has been a constant source of error and fricticn with
clients. Extending banding for works charges would make the setting of the
unit rates vastly more difficult (involving predicting changes in area of
pccupation for each category, in order to recover Lhe correct total), and
would require the manual calculation of all accommodation charges until a
major re-deaign of the computerised system could be accomplished. All these
factors would adversely affect the promptness and accuracy of the charge.
Moreover such a system would only be a more sophisticated method of averaging
out expenditure. It would not tell departments the actual costs being

incurred on their cccupations.




2.3.2 (b) Actual cost recovery

An alternative approach is to seek to recover actual costs incurred. Under
the traditional repayment system this is done for maintenance in sole
occupations and minor new works in all typesa of occupation by making each job
a repayment service. (However, in jointly occupied bulldings it has been
found impracticable to charge on this bazsis, and maintenance ac3bs are
recovered by service charges on an individual building basis, the charge being
rixed se as to recover PSA's costs shown in its expenditure records and
apportioned amongst the occupants.) This system ensures that occupants only
pay for work done for their benefit, and provides for the cost to be broken
down betwean buildings as well as between occupants on an individual cost
basias. It also provides in the billing for the amounts spenit on individual
(large) jobs to be separately listed, but this information is not of courae
available in respect of costs covered by the service charge.

2.3.3 In the traditional job by job repayment system the customers concerned
commission the work from PSA. But under the standard option, the intention is
that PSA should retain commissioning responsibility for work above the limits
to be delegated to departments. It would still in theory be possible to use
the normal repayment arrangement for charging ocoupants ewven though PEA, not
the occupants, commissioned the works in question. But it is arguable whether
coccupants ought to be asked to pay bills fer individual jobs which they had
nat themaelves ordered and for which they would not neceasarily have budzet
provision. In addition to this drawback such a recovery method has the
additional disadvantage of being expensive to cperate, both in PSA and in
departments, and also means that there can be very big (and not always
foresesable) annual Fluctuations in the costs of maintaining individual
buildings when for example a roof or a boiler haa to be completely replaced.
On the other hand it might give departments better cost signals and enable
them to set up a mora comprehensive and accurate internal budget ing system in
accordance with the FMI.

2.3.4 Tt would be possible, instead of job by job charges, to adopt a service
charge approach, where costs are recovered 1n resjpect of individual buildings
or, even simpler, where they are recovered in bulk by department. Such a
system might be feasible, although the technicalities have not been explored,
and the existing service charge system has given rise to considerable workload
problems in PSA.

2.3.5 In order to allow actual costs to be recovered, such a system must
either operate in arrears or contalin a provision for retrospective
adjustments., If adjustments were made two years in arrears rather than only
one it would be possible to make each year's charges coinclde with the
estimate provision taken teo pay them. They would, however, still be subject
te Tluctuations from vear to year which might cause longer term budgeting
problems, and would only belatedly provide an accurate reflection of the costs
incurred on a departments cccupaticons.

2«3.6 f(C) Allied Service

At the opposite extreme is the possibility of a return to the provision of
ratained works on an allied service basis by PSA. The main cobjections to this
arrangement are presentational in their nature. There must necessarily be
doubts as to whether a return to allied service could be countenanced at a
time when the thrust of public sector management developments is towards
greater delegation of budgeting and greater accountability for costs. There
are also, more substantively, questions of the desirability of reducing the




paerceived eost to managers of the accommodation resource, when preasure is
being exerted to reduce the size of the Government estate.

2.3.7 However, it can be argued that allied service provision would in this
inatance be more in keeping with the principles of the FMI. On the one hand
departments would be funded to carry out works for which they are responsible
and on which they are accountable lor their expenditure and performance; on
the other hand PSA would retain both-Fipnancial and functicnal responsibility
For the executicn of those works which it has not been appropriate to delegate
to departments. There would be no reduction in the availability of management
information on minor works expenditure. Efforts would continue, notably
through the medium of joint planning and liaiscon, to improve the flow of data
about costs in use to occupying departments, without attempting te unite in
one system the dual functions of management information and recovery of cost,
and without confusing the lines of accountability for expenditure.

2.3.8 Some concern has been expressed that remeving the works element from
the Accommodation Charge would distort the cost =ignals. The club
subszeription provides absolutely no information about the coats of particular
properties; as a cost signal 1t merely expresses the area occupied, and this
rfunction together with an indication of the age, condition and location of the
property is alsc fulfilled by the individually assessed rent. Duplication of
this indicator does not affect judgments of the relative desirability aof
different properties, and it must pecessarily be disregarded for inveatment
appralsal purposeas. For such exerclses expressions of actual costs in use are
neaded, and this information would continue to be available - indeed should in
future be more widely available to managers than it is at present. It can
also be argued that sufficient pressures would be exerted on departments to
reduce areas of ococoupation by the rent and rates elements alone, particularly
as PES cover for the present works charge would have to be returned te PSA. A
significant point of friction between PSA and its cllents would disappear if
the recovery of these costs was abandoned.

£.3.9 On the other hand, the virtue of any charging system is that when
departments have to pay they are more directly involved in the problems aof
maintaining the estate and in the issues of whether the funding is or is not
adequate. It can also be argued that although the prime responsibility lor
retained maintenance and minor works must necessarily remain with P3A as we
have previously recommended in our main report, departments nevertheless have
an operational interest which a charging system would reflect, and a return to

allied service would nct.

Timing Constraints

2.4.1 If any changes in the method of recovery are to be introduced in
1987/B8 the conseguential adjustments to PESC provisions would need toc be made
in April if they are to be incorporated in the 1986 Survey from the outset.
There are only two methods of dealing with the adjustments which would fit
inte this timetable. One would be not to make any adjustments; this would
leave departments to face whatever any new aystem produced by way of a
different pattern of charges (within an unchanged total) with their existing
PES provision based on areas occupieds The second, available only in respect
of a switeh to an actual cost recovery system would be to assume that the
pattern of future charges would correspond to the pattern of recorded
expenditure in the last available year (1984/85) and redistribute the existing
departmental PES provisions pro rate to it.




2.l.2 No system of caleulating future needs or adjustments based on age and
type of building, assuming one could be agreed, is likely to be ready for use
in time for the next PES round. The PES adjustments to implement & return to
allied serviee provision could, however, probably be implemented quite quickly
once the methodology had been agreed by departments.

2.5 Alternative methods of funding the standard option

3,5,1 We were asked to look again at the method of funding the increased
delegations proposed under the standard option to take effect in 1986/87« The
method recommended in section 11 of our main report was a pro rata abatement
of the accommodation charge on the basis of space oocupieds We have
considered whether means could be devised of directing more resources to
departments with particular needs. That would in theory be possible, although
the criteria of need would have to be universally agreed and the complexities
of operating such a system could be aonsiderable. The major drawback however
is that no system of meeting special needs could operate in any other way than
by robbing Feter to pay Paul since the total amount avallable for diatribution
remains the same.

2.5.2 We are unable to see any basis on which criteria could be devised which
would be acceptable to all departments and which would not favour scme at the
expense of othera. Morecver we could see no prospect whatever of agreement on
an alternative system being reacH in time for any resulting adjustments to be
taken into account in PES. We therefore conclude that, a3 previocusly
recommended, the pro rata method of abating the accommodation charge should be
followed.

Conclusions on the charging system

2.6.1 Some of us would be content to continue with the present system ®the
club subsapription™ in spite of its drawbacks bDecause we remain unconvinoed
that the virtues of those alternative systems which are more geared to actual
costs would outweight the extra complexity they would import into a aystem
which is already appreciably lesss atraignhtforward than the original concept af
PRS. There is also some concern over the implications for departments of
coping with additional finmancial uncertainties, arising from the unpredictable
nature and incidence of maintenance expenditures

2,6.2 Although one department expressed the view that any alternative would
be preferable to the present system, we do not as a Committee feel able at
this stage to recommend a return to allied service for the reasons set out in
2.3.9 above.

2.6.3 A number of the Committee are attracted to alternative systems based on
repayment of actual costs, because they consider that the benefits of being
ahle to perceive in detail what expenditure P3A is incurring on departments
behalf outweigh the complexities involved and the possible difficulties in
terms of Vote management.

2.6.0 We are however agreed that in practice there 15 no alternative Lo
continuing with the present system for 1987788 since there is now insufficient
time to take account of the financial effect of any alternative approach in
the coming PE® round. We bhave not in fact reached agreement on an alternative
and even if agreement were to be reached there would be very little time to
work up the details for implementation on 1 April 1987.




5,6.5 We are also agreed that there would be merit in doing further work in
exploring the practicalities of the varicus repayment systems so that il it
were decided to change the charging system in 1988/89 or subsequently the
neceasary groundwork would have been done. We therefore recommend
{recommendation B8) that the various options (and in particular those involving
actual cost recovery) should be worked up in detail by November 1986.

2.6.6 Careful consideration needs to be given to the timing of any change in
the ayatem. On the one hand, the present system has acknowledged
inadequacies, and to delay changing it (perhaps until 1989/90 or later) might
be difficult to justify and would not be acceptable by all departments. On
the other hand, one of the problems which emerges from considering the basis
for a charging system 1s the gquestion of whether financial responalbility
should be linked to functional reaponsibility for maintenance. As a further
view will have to be taken in 1988 on the balance of responaibilities between
PSA and Departments it might be preferable not to act in advance of that
review. There are also arguments in favour of a period of stability in which
departments can gain experience of the subatantial changes already involved in
the standard option. That would also point to leaving over any change until
the review of PRS in 1988.

2«6.T7 We tharefore recommend {recommendation 9) that further consideraticn
should be given in November 1986 to the options for changing the present
charging system and to whether it would be desirable to implemant any changes
in either 1988/89, or at a later date which would enable full account to be
taken of the further review of PRS in the latter part of 1088.

Reductions in PSA manpower

2.T+1 We were asked to look again at the estimate in 11.6 of one main report
af the manpower effects on PSA of the delegations preoposed under the standard
option. The estimate was that if all eclients adopted the standard option some
77 posts might be saved. We have considered a number of different
methodologies for caleulating the link between loas of expenditure and
reductions of staff sc as to test the criginal estimate. All produce lower
figures, but in all but one case only marginally lower we therefore consider
the eatimate of T7 posts should stand. The details of the calculations and a
distribution ef the posts between departments are to be found in Annex D.




THE PART I OGA PROGRAMME: BREAKDOWN
OF PROVISION FOR 19B85/86

England, Wales and Northern Ireland

London - Departments' HQ requirements.
Regional Offices

Mew construction and extensions

Qocupational services and adaptations
Local Offices

New construction and extensions

Occupational services and adaptations

Computer buildings.

London - major schemes sponsored by PSA (Conference
Centre and Richmond Yard).

scotland

MNew construction and extensions..
Occupational services and adaptationa.
Computer buildings.

Dispersal buildings.

UK Programmes - Part I Element (1)

DE - Relief of overcrowding in UB0s (2)
Inland Revenue

Local office reorganisation (3)
COP/CODA Local office conversion
CISCO0 - Restaurant improvement (a)

Spend to Save Estate Rationalisation

Notes

{1) These programmes include both major and minor new works.
{2) Largely funded by DE.
(3] Funded by Inland Revenue.

(4} Funds provided by Treasury specifically for this purpose
over S5-year period.
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PRS - PART II/III SERVICES
Comparlson of PRS Charges and Recorded Expenditure

1963/ 84

Recorded Expenditure (a)
£'000 (1)-(iv) (i)-Civ)
L1000 %

Apportioned

(151)

MAFF 565
Cabinet Office 2494 7
Lol LL¥ 3
Charity Comars 57 [
Costoms & Cxcise 6350 300
Crown Estate Commrs 21 .
Crown Office Scotland (b) - -
wap 7921 BEB
DES (e) h53 295
DErp 9631 675
DEnergy a58 i8
POE 3095 &30
ECGD 1 ki
FCO 2265 85
Feg friendly Socs ] -
bowlt AcCuary 118 8
DHSS 15206 2186
Home 0fFice 4535 723
1RO 14639 2532
TBAP 132 -
LD 7921 h35
MFO b56
KAD 55
nEDo () - -
NILQ 20 LY}
NS 947 B10
Nth Ireland Office 14 230
QAL (c) - -
ObA 523 910
OFl 125% 85
OPCA A 148
OPCS S6d 250
0 el (e) - =
FGo 15¢ 152
P54 hz3h (1) 5526
Frivy Council 10 20 21
FRQ G662 bbb
Reglstrar Scotland (b) - - -
GRY Scotland (b) - -
Scottish 0ffice (b) 3120 2954 3300
Scot Courts Admin (b) - -
0TI 5940 6316 6988
Dip 3882 5024 5356
Treasury (d) 584 135 1305
1 50l (d) = = -
Welsh Offlce 969 581 754
Vacaat 2374 5650 (g) NB5H
Totals (h) 102835 100008 (1) 123933




PRS = PART TTJIIT SERVICES
Lg.i},\,:. of PRS Charges and Recarded Fxpenditure

1984 /85

Recorded Expenditure (a)
PRS ecorde ‘:FIIEI u L3)-( 1) (i)=(iv)
2 £'gon
Charge L'000 A
L1004
|

F ]

Apportioned

(ii) (iii) (iv)

LU &34 5T 4077
Labinet Office 213 18 291
ol 500 3 503
Eharily Lomars L2 [ LE
Customs and Excise 3 b25 304 bS5 E
Crown Estate Commrs 58 2 1]
Crown Office Seatland 334 25 354
M 7570 835 2409
UES : 470 290 760
OEmp 8166 b Bas 0
Uinargy 690 5 128
(it 2193 k5o 7049
ELGD : 636 §2 o748
Fot 2511 Bh2 3353
Reg friendly Socs . 15 - 15
Govt Rgtuary LT 4 G
DH:S 14835 2215 17054
Home Office 4516 733 SENS
1] 17041 2565 19608
[HAP Pl 184 . 186
LT 491 9360
i) 658 07 g
b T4
i 134 ] 151
é3 bk iy
L] 207 11 bh
i lreland Offica 170 FL T | 29
£7 16 25

10 57 bEC nEs
ukl 125 - 1 89
urca j2 136 138
JPLS 578 1014 1060
fel i4 &3 L]
Fa | 154 128 128
FiA ' L203 (1) 5hb2 5836
Frivy Lownci] 2% 20 b |
FRED 531 2313 25?2 +197 .5
eegistrar Scotland l 112 28 ; 5 = 70.2
LEd Seetiand 73 79 151 Fi +106.8
Scottish Office | 152 1110 1787 : = k0
otk Rourls Adein 78 YBE 1162 4 e 57.5
Dii 5594 b58% 727a by 0.0
Lk Y9498 Eh Ok 33k SE30 1b.6
ireasury 857 B&2 1005 17.3
150l 2ab ] 115 ; b5
weish Office 21T BTk 1059 0.9
facant (ml 7Y75 ha52 : 37.6
Totals | (n 107623 (o) 126352 Y 17.4

*
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a. fecorded expenditure ineludes both expenditure directly attributed to a client
department (col ii) and that which is recorded by property and apportioned to the

gccupying departments by area of cccupation (cel iii).

In 1983784 the entry for Scottish Office includes the Crown Office, Registers

jcotland, General Register Dffice (Scorland) and Scottish Courts Administration.

In 1983784 DES includes OAL.
In 1963/84 Treasury includes NEDO and T/S5ol.
Hew client in 1984785,

T includes comts of services carried out for the estate as a whole but not
apportioned to departments [eg water sampling and testing by the Laboratory of the

Government Chemist] and certain end-of-year adjustments on DEL overheads.

q. noludes expenditure on Vacant areas for which PSA did not bear the

accommodation Charge in 1983/84.

h. In calculating the amount to be recovered through the Accommodation Charge
Fh.Em was netted off from projected Part III expenditure, representing the

raintenance slement in service charges received from non=-°PRS clients.

i Includas expenditure of E3.2m on collective services not recovered from

clients, £31.5m of expenditure against funds transferred from elsewhere in PSA's

Vote, and £5.1m of overspend.

pifference would have been — £3,000 if QAL still included.

bifferepce would have been + (445,000 if Crown Office, Registers cf Scotland,

GEO (Scotland) and SCA still included.
i flerence would have been + £74,000 if NEDO and T/80l1 still included.

Includes charges raised on all cateqories pf Vacant accommodation.




. In calculating the amount to be recovered through the Accommodation Charge,
f6.9m was netted off from projected expenditucse to reflect the maintenance element

' service charges received from non-PRE clignts, and £2.7m to reflect miscellaneous

receipts. It was also assumed, in line with PES aszsumptions for the PRS system as

a whole, that the za the civil estate would decrease by 2% between September
1983 and September 1984, In the event ALA decreased by only 0.042%, resulting in

higher receipts than anticipated,

f, Includes PES transfers of £1,.8m, £9.2m on cocllective senvies not recovered

From clients, andfl.7m of expenditure against funds transferred from elsewhere in

PSA's Vote. This total represents an underspend of £2.3m against provision,




PRS/IDC (86) &

INTER-DEPARTMENTAL COMMITTEE ON PRS

MANFOWER IMPLICATIONS OF THE STANDARD OFTION

Hote by PSA

Introduction

| It was estimated in PRS/IDC (85) 14 that the transfer of rezources
from FSA te departments to implement the standard option would be inthe
region of £13.2n at 1985/66 prices, exclidding experxditere on Part II services to be
provided on a repaymwent basis, and assuming that all departments elected to move on to
that option. An attempt was also made in that paper to exemplify the

manpower effects for PSA of this increase in delegation.

2. At the meeting of Fermanent Secretaries on 5 February the IDC was
remitted to look again at this issue. This paper accordingly sets out

a Murther analyais of the data available.

PRS/IDC (85) 14

3. Information derived from PSA's PATOCAP management information
aystem showed that ir responsaibility for all maintenance and minor new
works expenditure on the PRE estate were transferred to departments
the result would be a reduction in PSA's manpower requirement of some
1,100 posts, once allowance had been made for proportionate reductions
in supeérvisory aupport, contracta and eatablishmenta staff. Thia
implied a ratio of manpower to works expenditure of ons post for
every £95,000 of expenditure. However, it was evident that in reality
amaller increases in delegation would not be translated inte ataflfrl
savings on this scale, as marginal reductions in works expenditure
would not give rise to significant charges in workload outside the
District and Area Works Offices. ©On the other hand, PATOCAP data
also indicated that the time devoted to operational duties directly
related to Part II and Part IIT expenditure for PRS gclients waa
equivalent to about 600 posts, from which it could be inferred that

at the margln every reduction of £175,000 in works expenditure could

be expected to result in a saving of one post.
(1)




4. The Committee accepted the proposition in PRS/IDC (85) 14 that
in practical terms the consequences of an increased PRS delegation ol
the magnitude being conaidered would 1lie somewhere between the
marginal and average rates of change in PSA's manpower requirements
suggested by these figures. It was further accepted that the movemnent
from one rate to the other mgiht be by regular step-wise gradations,
with a rate of one post for every £155,000 applying in the £10m =
i20m range. This yielded a possible manpower saving of TM4 posts, as

follows;

£10.0m

£0.175m

£3.2m
—— 20.6
EQ, 155m

T7.7, say T7% posts (rounded to 77 in main report)

5. If, alternatively, it had been assumed that the increased delega-
tion would have no effect outside the leocal works organisation, then
applying the marginal rate derived from PATOCAP to the whole tranche

of expenditure would yiald:

£13.2m
S = T5.4, say 75 posta.
£ 0.175m

Other Methodologles

6. A number of other techniques have been used in PSA to determine
for internal management purposes the relationahip between works expen-
diture and the deployment of manpower. These can be applied to the
estimated £13.2m of the standard option delegation, and in each case

produce figures which are breadly comparable with the 77 above.

1. Bristol Yardsticks

T- When PSA's District Works Offices were first sat up in the
early 1970's, the "Bristol yardsticks" were devised to define optimum




workloada and staffing levels both at Distriet and at Area Works
Offices. The updated yardsticks recommend normal loads for Part II

and Part III work, at January 1985 prices,of:

PTO 1 £5.53m
PTO 2 £1.33m

PTO 3 )

Applying these loadings gives:

PTO 1s 13.2

3.33
13.2

1.33

13.2

0.32
53.6
say 53} posts

DW0 Expenditure Model

g. An alternative method of assessment Is to be found in the UKTO
StaflTing Models developed more recently by the PSA ataff inapectors;
these "fair share yardsticks" deo not distinguish between grades of
staff. The DWO Expenditure Model provides, in addition to a factor
te convert total apnual Part ITI and Part IIT expenditure to total
District PTO staff, a rurther weighting to be applied to ecivil Part
IIlexpenditure to allow for tﬁe acknowledged special demanda of that
work. The Part III element of the £13.2m, including internal decora-
tion, is £10.4m,and the result of applying this method is as follows:

£13.2m X 4.1 = 5h.1

£10.4mn x 2.0 = 20.8

TH.9, say T4: posts




iii. MINIS 6

9. The sixth round of PS5A's management informaticn system for
Ministers, MINIS, showed that at 1 April 1985 the Agency had 4 249
PTO staff at District and Area level. Total Part II and Part III
expenditure in 1985/86, including Defence work and work for British
Telecom and civil repayment clients, will amount te sanme ETE0.5m,
giving an expenditure ratio of £0.179m per PTO post. This implies
that the effect of the standard option delegation would be as follow:

£13.2nm
73.7, say 731 posts

£0.179m -

iv. Proportion of Expenditure

10. A further check on the MINIS 6 ligures is provided by a simple
propertional assessment of the manpower fexpenditure relationship.
If £13.2m is 1.74% of total Part II and Part IIT expenditure, then

the reduction in manpower requirement could be aasumed g be:

o243 x 1.74% 73.9, say 73k posts

Summary of Resulta

11. In the preceding paragraphs the various methodologies examined

have yielded the following results:

PRS/IDC (85) 14 ' 7% posta
PATOCAP marginal rate 15 posta
Bristel yardsticks 534 poats
DWO expenditure model T4 poats
MINIS 6 73} posts

Proportion of expenditure T3} posts

12. Apart from the Britol yardsticks, all these techniques produce
very aimilar results. The procedure adopted in the earlier IDC
paper gives a higher figure than any of the alterpative approaches,
cecause it assumes thaﬁ at the level of delegation proposed some
efTects will be felt in parts of PSA's organisation othe:» than the

District and Area Works Offices.




13. There are thus no grounds for believipng that the figure put
forward in the IDC report underestimates the cangess to PSA's man-
power requirement arising from the standard option. It may, 1in
fact, overeatimate the effect of this increased delegation, [or it
was aasumed that putting Part II werks in office and storage proper-
ties onto a repayment basis would be neutral in manpower terms. It
is not wunlikely, however, that the more elaborate procedures
associated with repayment will lead to increased effeort both in
works offices and in PSA Accounts; it is also possible that depart-
ments will take advantage of the new arrangements to commission a
higher volume of Part II works than can currently be funded by PEA.
It was alsc asaumed that the effort devoted to advisory Nnctions in
relation to PRS clients, which at present amounts teo some 120 man-
yeara, Wwould remain conatant. However, it is likely that the further
increase in delegation will lead to an increased demand From depart-

ments for advice and assistance, principally from DWOs but also

perhaps from central parts of the crganisation on issuea auch aa

Building Regulations and fire certification, and that this will to
some extent offset the reduction in worklead on operational functicona.
If anythlng, therefore, the estimate of TT posts which the IDC waa
charged to reconsider ia an cver - rather than under estimate of the

resources that P3A will be able to surrendep.

Diastribution of Reacurces

14, On the assumption that an acceptable ligure for PSA's surrender
of posts in connection with the standard option can be agreed with
Treasury, the guestion remains of how these resgurces can be redia-
tributed to departmenta. The IDC agreed, in discussion of PRS/ILC
(86) 5, that it would not be feasible to distribute PES cover for
the Increased delegation to departments by any other means than a
uniform reduction of the club subscription. In other worda, funds
would be distributed pro rata to space occupied rather than in
relation to any special needs, Departments who wished to make a
case to Treasury for additional funds were of course at liberty to

do so.




15. Similar argumenta apply te the distributien ef manpawer. It
is suggested that the only practicable basis for the allocation to
departments of the posta surrendered by P3A would be pro rata to
space pccupied and hence to the additional funds being made available
for delegated works. An 1illustration of the effects of such an
allocation, following the percentage ocoupationa of the civil estate
shown in Annex I of the main report, is set ouk at Annex A. All
1985/86 PRS elients, with the exception of Vacant, are shown; the
percentagea have been adjusted to reflect the excluslen of Vacant.
This method diatributes less than T7% posta, because of the effect
of allocaticns of lesa than half a post, whiech [or realism have not
bemn shown. The distribution has not been re-weighted to allocate
the rull 77% poats, as some of the fractiona of man-years attributed
to smaller departments will be retained by PSA when the number of
departments chocsing the traditional optien is finally known, and
cannot therefore be allocated to larger departments at this stage.

16. It 15 proposed that a proporticnal distribution, akin to that
shown in Annex A, would be an appropriate basis for re-allocating
manpower in connection with the standard option. Departments wishing
to bid to Treasury for additional posts over and above this shares of

current rescurces would be free to do so. A3 was indicated in the

main report, PSA will undertake to reduce 1ts_manpouer ceiling by a

given number of posats, and a comparable number of posts will in
consequence hbe awvailable for distribution to other departments.
There i no presumption that stalflf will be avallable lor transler;
any proposal to btranafer stallf would have te be considered on its
merita, in the light of PSA's current recruitment and staffing
position, and be discussed with the TUS. In any case, the intention
of the IDC has been that the standard option delegations should be
capable of belng exercised by non-technical accommodation ataff in
departments, whereas the consequential reductions in workload in PSA

will lall generally on FTO grades.

Concluaiona

17 In conclusion, the IDC ia invited to conaider the alternative
methodologies for assessing the manpower effects on P3A of the

standard option, and to agree that there ia no possibility of more




posts being made avallable for re-allecation te departments than the
774 indicated in earlier discussions. The Committee is alac asked

to agree that, in. accordance with its findings on the distributien

of funds, the allocation ol posts to departments should be based in

the first instance on their areas of occupation of the civil estate,

PSA
March 1986
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