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SIR ROBIN BUTLER

CHAIRMANSHIF OF STAR CHAMBER

The Prime Minister was grateful for the
thoughts in your minute of 5 May to Andrew Turnbull.

She has noted that she will be having
the first discussion with the Chancellor

and the Chief Secretary about the public
expenditure prospects next week.

PAUL GRAY

B May 1989




CONFIDENTIAL | ? -k
<
el -

KH :ii i la k*x; —

Ref. A089/1154 [ Qe ome

naisd; T ;hifrvLan A " oa wF
MR TURNBULL e & p_f.i-l'..;,- A

A [}F; e 1,rr

Chairmanship of Star Chamber

The public expenditure survey will shortly be with us again,
and the guestion will arise of the chairmanship of the S5tar

Chamber (if it has to operate). In the past, the chairmanship of
e
the Star Chamber has been announced at the time of the July

Publie Expanditure Cabinet.

2. The Prime Minister will remember +that, following Lord
Whitelaw's departure, Mr Cecil Parkinson was chairman of the Star
Chamber last year, but the Star Chamber never had to meet in

sarnest. If the Prime Minister were to appeoint anyone else,

PR

that would stimulate speculation either that Mr Parkinson had
. - - ¥ —_|_-

fallen from grace or about his destination in any reshuffle.

3. If therefore,K the Prime Minister were to appoint anyone as
chairman of the Star Chamber before the Recess, there would be a

m—

strong case for appointing Mr Parkinson again, whatever might

subsegquently happen with a reshuffle. But, élven that the Star
Chamber has not had to operate for the last two years, I wonder
whether There i= any need for the Prime Minister teo take this
defisiun before the Recess. It seems to me that it will be
possible for the Prime Minister to gsay at the Publiec Expenditure
Cabinet in July that, in view of the fact that in the last two
years no Star Chamber has been needed, she hopes that it will be
possible to do without one again this year but that she will be

ready to set one up if it proves neceasary. A similar line could
be taken with any enguiries from the press with the additien
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that, unless or until such a committee had to be established, the
guestion of the chalirmanship deoes not arise.

4. There is no need for the Prime Minister to reach a decision
-, e

about how to handle this yet. But, since the first discussions

with the chancellor of the Excheguer and the Chief ESecretary

about the prospects will soon be taking place, I thought that it

might be useful toc let the Prime Minister have this note now.

lere B

ROBIN BUTLER

CONFIDENTIA
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FPESC (89) 10
PESC (WHM) (89) 14
31 March 1983

Downgrade to Restricted after J years

Her Majesty's Traasury

Public Expenditure Survey Committee

Guidelines for the 1989 Survey

Mote by the Treasurcy

Introduction

This paper sets out the Guidelines for the 1383 Survey. This will
ba the first Survey conducted on the basis of the new Planning

Total, and several significant changes to Survey procedures will be
necessary to take account of this, affecting all departments which
are responsible for grants to local authorities or have an interest

in local authority capital spending.

2. The remainder of this paper is divided into the following

gactions:

Timetable
II Easelines
pemonstrating Value for money
I¥v Ministerial proposals for changes to the baseline
v Nationalised industries
VI Eurcpean community expenditure and receipts
VII Contingent liabilities
VIII Further information




1985 Public Expenditure  Survey: key
March-May.

Construction of the Baseline.
Official letters.

Information on the economic composition of proposed
changes to the baseline.

Contingent liabilities.

Handling of leocal authority components of the New
Planning Total.

Timetable

3. The key dates are shown in Annex A. Departments are asked to
submit running tallies to set up the baseline by 13 April.
Information on value for money relating to baseline plans should be
gent to the Treasury by 28 April. The baselines will be set anc
agreed by 17 May and circulated on 25 May. Ministerial and ocfficial
letters proposing changes to departmental baseline expenditure plans
should reach the Treasury by 25 May. Information on contingent
liabilities should also be sent to the Treasury by iI5 May.

11 Baselines

4. The process of creating the baseline for the 1989 Survey is
complicated by the introduction of new elements for local
authorities as part of the new planning total. The method of
setting baselines for these new elements has been discussed in
PESC(LA) and PESC (NPT), and are recorded in the Chief Secretary's
latters of 31 January {current expenditure) and 10 February (capital
axpenditure). The details of these agreements are set out in

Annex B.

- 3 For the elements of the baseline not affected by the change
to the New Planning Total (central government's own expenditure,




nationalised industries and othar public corporations) the basellines
for 1990-91 and 1991-92 will be the filgures agreed in the 1388
Survey and published in the 1589 public expenditure White Paper
subject to classification changes and EUROPES adjustments (see
paragraph 6 bDbelow). For 1992-93, the baseline for these elements
will be constructed by the Treasury by adding 2% per cent to the
cash figures for 1991-82.

8. Under the BEUROPES system, some departments' baselines will be
reduced to reflect excess spending by the European Communities on
lines of the EC budget which they sponsor. PESC(WM)(B%)13 sets out
the reductions required and the timetable for running tallies. The
reductions should be made in cash limited central governmeni

pProgrammes .

: B The baseline for gross running costs will be conatructed in
the same way as the baselines for other central government spending:
for 1990-91 and 1991-92 the PEWP figures will be used, and for
1992-93 the baseline will be created by applying the uplift factor
of 24 per cent to the 1991-892 figures. Departments have been asked
to provide a breakdown of their running costs baseline, and

consistent manpower figures, on form DRC2Z (see PESC (WM)(B3)11).

B. The baseline figures will be circulated to departments on
25 May, in a similar form to 1987 and 19B88.

I1I Demonstrating Value for Money

9. As in previous years the Treasury will need to be satisfied
that baselines and any additional bids can be justified by output
and performance information and that the expenditure is achieving
the greatest possible value for money. All additional bids must be
accompanied by wvalue for money information in accordance witl]
paragraph 15 and Annex C.

10. For the baseline the general requirement is that departments
should submit for each main element:

{L) & current statement of objectives;




(1i) an assessment of what outputs the plans for future years
will buy and relevant historical information for earlier

years;

(ii1) the moet recent outturn Ainformation relating to
existing agreed value for money targets (whether or
not these have been published).

{iv) information on value for money targets for future year:
including measures of effectiveness and efficiency.

1L In 10({iv) abovae particular emphasis should be placed on high
level aggregate indicators and unit cests covering full Iinput costs
and outputs. Departments should alsc indicate what plans they have
for extending the range of such measures. valua for money
information will also need to cover specific grants to local
authorities (see FESC{LA)(B88)8).

12. Expenditure Divisions will need this information by 28 April
so that thay can discuss the baseline with departments. For some
programmes Expenditure divisions may already have the most up to
date information; for others they may not need the full range listed
above because they may wish to concentrate on areas of particulas
concern. Departments should therefore contact their Expenditure
Division as scon as possible to discuss the precise requirements,
thus avoiding the risk that information will be produced which is
not golng to be used.

13. Departments will also need to supply information derived from
policy evaluations, scrutinies and reviews completed in the last
year where this is not already available; and should set out their
plans for further evaluations etc for 1989-90, taking account of
cases where the Treasury has given notice of its wish to discuss the
performance of a particular programme and of its intention to
request evaluation information.

14. wWhere HNext Steps agencies are created or proposed, after
discussion with OMCSs and the Treaasury, the department's




value-for-money material or their running costs management plan
(paragraph 21 below) as appropriate should identify the higher
efficiency and effectiveness targets expected in conseguence and
their effects on expenditure. Where, excepticnally, a Minister
geeks additional resources for an agency or proposed agency he
should explain in his letter to the Chief Secretary (paragraph 15
below) why its needs cannot be met from improved pericrmance.

IV Ministerial proposals for changes to the baseline

15. Ministers are asked to write to the Chief Secretary by
25 May, copying to the Prime Minister and other Ministers with an
interest, to report the outcome of their personal scrutiny of
priorities within their programmes. These letters should contain:

(i) any reduced requirements on their programmes.

(ii) any proposals to reallocate baseline provision to
accommodate changing priorities, listing proposed
increases and offsetting savings (specifying whether
they result from policy or estimating changes);

if, exceptionally, the Minister proposes to seek
increases for which offsetting savings are nol
offared, a 1list of his bids in order of pricrity,
and the reasons why the proposals are thought to be
aessential and cannot ba offset elsewhere by
reducing outputs, if necessary, or by improved
efficiency. In the case of new local authority
glements of the baseline, a full Justification of
proposed changes will still be regquired.

it is wvery helpful for the Treasury if all bids and proposed
reductions are also set out in tabular form, showing the amounts
involved for each of the Survey years as additions to or reductions

from the baseline.




(iv) an outline of the cost implications of bids for other
departments, where relevant, which should have been
discussed with the departments concerned, and of the
understandings reached on responaibility for funding the
costs involved (see PESC(88)3, which also makes clear
that subsequent modifications of such propesals, whether
arising in the course of the Survey or otherwise, should
be cleared with the other departmente involved);

a summary of the objectives for each bid (what is to be
achieved, by when, at what cost);

a summary of proposed changes in running costs provision
and civil service manpower where appropriate (see
paragraphs 21-28 below) identifying separately changes
relating to Next Steps agencies. The Ministerial letter
should enclose the department 's management plan,
incorporating clear commitments to efficiency gains.

(vii) a summary of any proposed new or increased
contingent liabilities (ses paragraphs 37 and 38
below) .

16. Increases or reductions for 1989-90 should not be proposed as
part of the Survey: any such proposals will be dealt with separately
as they arise through the year.

| 5 47 Supporting cfficial lettars including more detailed
information will also be needed: guidance is at Annex C. Thay
should explain, for each proposed increase, how effectiveness and
efficiency will be evaluated, including the main performance
measures and indicators.

Options for reductions

18. In #areas where the Treasury believes that there are or ought
to be options which could be used to offset requests for additicnal

resources or to produce savings and these have not been identified
by departments, departments may be asked for costings of these




options. In some cases it may be more appropriate for departments
to set out how they could achieve a given level of savings in an
arsa of spending. In either case departments should, as in previous
years, provide the Treasury with the necessary information.

Local authority current grants

19. The new planning total includes central government grants to
local authorities. These grants have been identified and baselines
for them will be constructed (see paragraph 4). Ministers' letters
in May should not cover proposals for RSG or NNDR, which will be
datermined separately. FProposals for variations from baseline for
specific grants should be included in Ministers' lettars on the
basis set out in paragraph 15 above. (See Annex F).

Local Authority Capltal

20. Basalines for credit approvals and capital grants to local
authorities will alsoc be constructed (see paragraph 4). Ministers'
letters should include any proposale for changes from these
baselines, again on the basis set out in paragraph 15 above. There
will be no baselines for gross or net LA capital expenditure or fo:
annual capital guidelines (as agreed in response to the Chief
Secretary's letters of 13 January and 10 February). (See Annex F).

Gross Running costs and agsociated manpowar

21. During the 1988 Survey the majority of departments negotiated
firm 3 year running cost settlements with commitments tc deliver
agreed efficiency gains. As stressed in PESC(B89)3, the presumption
is that these agreements will not be re-opened, although the
Treasury will need to be satisfied that the efficiency gains wlll be
achieved. All such departments will be expected to submit in the
coming Survey new running cost Management Plans +that reflect, or
improve upon, targets agreed in the 1988 Survey and are rollad
forward, showing how the extra efficiency gains will be delivered
in 1992-%3.




27 . In accordance with Mr Luce'\m letter to PFOs of 20 July 1988,
bids to increase gross running costs provision on the promise of
additional receipts can be considered from departments with 3-year
ranning cost settlements without formally re-opening those
gattlements. Bids in support of relocation proposals identified and
pat forward since the 1988 Survey may similarly be considered
without formally reopening 3 year running cost settlements.

23. Departments that did not reach 3 year running cost
gsettlements on the basis of their Management Plans in the 1988
Survey will ba expected to offer acceptable plans in the
1989 Burvey.

24, Where appropriate to assist the negotiation of a 31 year
settlement, the Treasury Expenditure Division may ask to see a
department's planning material in draft before it is formally
submitted by the Minister. All departments' Management Plans should
be discussed in detail between officials in advance of Ministerial
bilaterals. These discussions will also take account of the stages
reached in departments' relocation reviews and market taesting
programmes .

25. If any Minister feels it is necessary to re-open an existing
agreement because of a significant change in the declared
assumptions underlying the agreed Management Plan, he will neec to
write explaining why the rescurce needs cannot be met by a
ra-ordering of existing prilorities as set out in paragraph 3 of
PESC(87)23. In such circumstances, other figures in the earlier
settlement may be challenged anew by the Treasury.

26. Details of the measures of output and performance relating to
each bid, and of any offsetting savings or reduced regquirements
elsewhere within gross running costs, should be provided in the
parallel official letters (see Annex C), which should also attach a
separate DRC3 form for each proposed change to the baseline. It is
important that the manpower implications of any proposed change to
cash provision are identified when the proposal is offered for
consideration.




7. Where satisfactory output and performance data have already
been supplied, as at paragraphs 9 and 10 above, and do not reguire
updating at the time the management plan is submitted, it i=
adequate for that plan simply to identify the earlier material; it
does not need to ba resubmitted.

28. The implications for accommodation costs of the changes in
responsibilities for paying for maintenance and the division of the
civil estate and the accompanying charging arrangements ara set out
in PESC(89)11.

Civil Service Manpower cutside gross running costs

29. Proposed changes to manpower plans for areas not covered by
gross running costs control must be identified clearly in the
material supplied with official letters, and if significant should
be referred to in Ministerial letters.

Economic composition of proposed changes to baseline

30. Annex D gives details of the information the Treasury needns
to collect about the composition of proposed changas te th
baseline. This information should be forwarded, on copies of th
forms attached to Annex D, with the official letter sent to th

Treasury. Information on economic category analysis of bids is an
important contribution to the Treasury's econcmic forecasts, and
departments' co-operation in submitting these forms premptly will be
appreciated.

Tarritorial implications of proposed changes to baseline

31. Some changes to the operation of the territorial formulae
have been agreed to take account of the new planning total (see
Annex F). Information on territorial implications of proposed
changes to baseline should be included in official latters.
Departments are asked to keep the territorial departments informed
of possibla changes affecting the territorial blocks throughout the
1989 survey by copying relavant Ministerial and official
correspondence to the respective Secretaries of State. 8T3 division




in the Treasury will advise in any case of doubt - Teresa Burnhams
(270-5057) on HNorthern Ireland or Libby Wiseman (270-3064) on
Scotland and Wales.

Science and technology

32. The Treasury will again be monitoring the changes to science
and technology spending through the Survey, and the Chief Secretary
will report the outcome to the Prime Minister. A table showing the
baseline provision for science and technology spending will be
included in the baseline working document. Any proposed changes
from these baselines should be set out in official letters.

Surplus Land and Bulldings

33. Departments will also be asked to supply information on their
plans for disposal of surplus land and buildings. Expenditure
divisions will be writing separately toc departments about this.

Economic assumptions

34. Where they are needed, revisions to specific economic
assumptions will be issued to the Departments concerned.

v Mationalised Industries

3s. The external f£finance of the nationalised industries, and
related expenditure as agreed by the Treasury and gponsor
Departments (including redundancy provision), will be separately
considered in the Investment and Financing Review. Arrangements for
this are being notified to sponsor departments. The Arrangements
for reporting on contingent liabilities in respect of nationalisad
industries are covered in paragraphs 37 and 38 below.

VI European Community Expenditure

36. PESC(EC) will consider spending allocated to programme 2.7.
Departments should provide EC division in the Treasury with details
of their latest forecast outturn for EC receipts for 1988-8B5 and




their estimates for 1989-90 by 3 April. This information should be
consistent with the provisions contained in the 1989-9%90 malin
Estimates, but set out on the basis of receipts by sub-programme
within programme 2.7. EC division will write separately to
departments to confirm the outturn for earlier years and to seek
their wviews on UK percentage shares and level of EC receipts for
future years.

VII Contingent Liabilities

37. Departments are reminded of the Prime Minister's requiremeni
that they review all contingent 1liabilities at least annually.
These reviews should also cover the contingent liabilities of bodie:
they sponsor. As 1in previous vyears, a further review should be
carried out concurrently with the initial stages of the Survey.
Further advice on the coverage and conduct of the review is given in
Annex E. The review should check that all contingent 1liabilities
have been identified; that all available steps are being taken to
minimise the risk of payments being required and their amounts; and
that the gquidelines set out in Government Accounting, including
those on the notification to Parliament of new and outstanding
liabilities, are being scrupulously observed. Departments should
report the results of the reviews, which should be approved by
Ministers, to their Treasury Expenditure Division by 25 May 1383

Departments should also confirm that their Accounting Officer 1is
satisfied that all the Department’'s contingent liabilities have been
reviewed and that all those over £100,000 reported.

38. 1f a department expects that they or any of their eponsored
bodies will take on any new contingent liability, or expects any
increase in the size of an existing contingent liability during the
period covered by the 198% Survey, the departmental Minister gshould
mention this in his letter to the Chief Secretary, and detalls
should be included in the official letter, so that the matter can be
considered in the context of the Survey.




VIII

39.

Further Information

The papers listed below are relevant:

PESC{EB8} 3
PESC(89)3

PESC(B9)8

PESC(B9)3

PESC(689)11

PESC(WM) (89)3

PESC(WM) (89)6
PESC{WM) (89)11

PESC(WM) (89)13

PESC(WM) (8] 15

PESC(LA) (88)8

PESC(LA) (89)7

PESC(WM) (LA)(83)5

Rezouwcing Policy Change Across Departments

The 1989 Survey: Departmental Running Costs
Management Plans

The 1989
Reviews
Payments by Government Departments in Lieu of

Survey: Deparmental Relocation

Community Charges.

Departments' expenditure on accommodation
arrangements for PES 1389 (to follow).

The 1989 Survey:
Management plans
Central Government Grants to Local Authorities
The 1989 Survey: Running
Information - DRC forms
1989 Survey Baseline:
tallies

198% Survey Baseline: Submission of EURQPESE
running tallies (to follow)
The of Output
Measures Specific
Authorities

Treatment of authority
expenditure in the 1989 Survey

198% Survey Baseline: Submission of Running
Tallies

Departmental Running Coste

Costs

Submission of running

and Performance

Grants

Development
for te Local

local current

Treatment of local capital

expenditure in the 1389 Survey (to follow)

PESC(NPT)(B9)1 authority

General questions arising from this paper should be addressed to the
secretaries, Sarah Walker (270-5522) or Justin Wray (270-5523).
questions on departmental running costs should be addressed to
Graham Binns (270-4996) or Tony Davis (270-45%97), on manpower to

Ron Carpenter (270-4865), on contingent liabilities to Dick Meadows
{270-5363), and on EC expenditure to John Addison (270-4425).

MISS 5 P B WALEER
MR J G WRAY
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1989 PUBLIC EXPENDITURE SURVEY: EEY DATES MARCH-MAY

MARCH

Friday 17 March Last date for departments to comment oI
formats of main departmental baseline tables.

Thursday 23 March PESC(WM} paper seeking running
tallies to amend PES database issued.

Monday 3 April Last date for forecasts of outturn for
1988-89 and 1989-90 EC receipts to be sent to EC
division.

Thursday 13 April Last date for departments to submil
running tallies to amend PES database for years up i«
1991-92, and for DRC2 forms (1930-31 to IQEE—EEl whert
departments are unlikely to submit running tallies to
amend the PES database for 1992-93.

Thursday 20 April deadlinae for return of EUROPE!
running tallies.

Friday 28 April Last date for departments to submit
value for money information on baseline plans

Wednesday 10 May GEP Data Unit c¢irculate draft survey
tables =showling Survey baseline including new third year
(with separately identified running cost baselines and
manpower plans), and more detailed PES standard reports

to expenditure divisions and departments. Draft Ttexts
explaining changes since White Paper figures circulated.

Friday 12 HMa Last date for departments to submit
running tally forms to amend PES database for 1992-93
including EUROPES adjustments, and where appropriate
DRC2 forms for 1990-91 to 1992-93 to provide breakdown:
of running cost baselines and manpower plans.

Wednesday 17 Ma Last date for final comments on
departmental tables. Last date for comments on textual
axplanations of changes since White Paper figures.

Thursday 25 May Working document circulated to PESC and
Ministers.

Thursday 25 May Last date for Ministerial and official
atters an management lans to be sent te the Chief
Secretary and expenditure diviegions. Last date for DRC3
forme to support each proposed change for gross running
costs and aggsociated manpower. Last date for
information on contingent 1liabilities to be sent to
expenditure divisions.




CONSTROCTION OF THE BASELINE

The arrangements for constructing the departmental Survey baseline
tables for the 1989 Survey will need to reflect the introduction
of the new daefinition of the planning total. The purpose of this
annex is to explain how the figures in the baseline tables will be
constructed.

Figures for 1990-91 and 1991-92

2. The starting point for those elements of the new planning
total which were also included in the planning total used in the
1988 Survey - central government's own expenditure and most public
corporations = will be the same as in previous Surveys, ie the
cash plans published in tha 13892 public expenditure White Paper
(Cm 601-621) adjusted for classification changes. This year
sevaral substantial classification changes are being made to
coincide with the introduction of the new planning total - the
departments affected are already aware of this and have been
involved in providing baseline figures. Manpower plans fo
1990-91 and 1991-92 are as published in Cm 601-621 except whert
subsequently amended by agreement with the Treasury.

3. The arrangements for dealing with the elements which weres not
previously included in the planning total which have been agreed
in Ministerial correspondence (Chief Secretary's letters of 3l
January (current) and 10 February (capital)) are:

a. Current grants to local authorities. Data for these
grante for the years up to 1989-30 have been extracted from
the Treasury's Estimates database and checked with
departments. Figures for 1930-91 and 1991-92 have been
produced by applying the uplift factor of 24 per cent usaed
for both tha two previous Surveys to the previous years'
figures for grants expected to exist in those years.




b. Capital grants to local authorities (other than EC). A
similar approach has been adopted to that for current grants.
The baselines for those few capital grants referred to in the
third sentence of paragraph 27 of Annex F will be as set out
in John Adams' (DOE) letter of 7 March to John Kidman (HMT),
and John Kidman's raeply of 4 April. (Note that European
Community capital grants (other than for HNorthern Ireland)
are excluded from the new planning total - they will be
treated as financing grants not conveying additional spending
power to local authorities. EC capital grants to Northern
Ireland district councils are included in the planning
total.)

C. NMaticonal non-domestic rates. Proxy figures for NNDR

payments and figures for non-domestic rates in Scotland for
the years from 1984-85 to 1989-90 have been calculated from
data on the yields and incomes of existing non-domestic rates
in Great Britain. As with grants to local authorities the
figures for 1990-91 and 1991-32 have been calculated by
applying the uplift factor of 2% per cent used for both of
the two previous Surveys.

d. Credit approvals. Proxy figures for Cis for the years
from 1984-B5 to 1989-90 have been calculated based on capital
allocations for those years. For 1%90-91, for England and
Wales, the baseline for CAs has been calculated from grosa
provision taking into account the various sources of spanding
availabla tc LAs. Por 1951-92 the figures for CAs have been
darived by applying the uplift factor of 2% per cent te the
1990-91 figures. For Scotland, whose capital control regime
remains unchanged, baseline figures for the equivalent of
credit approvals have been derived from existing provision.

Figqures for 1992-93

4. Figures for the new third Survey year (1992-33) for programme
expaenditure, finance for local authorities and gross running costs
will be calculated by the Treasury by adding 24§ per cent to the
cash baseline figures for 1991-52, Baseline manpower plans for
1992-93 ghould be consistent with the baseline figures for gross
running costs calculated as above.

1




Adjustments to the PES database

L Apart from the classification changes mentioned in paragraph
2, on which the Treasury will be taking the lead, there are a few
areas where other changes to the database may be made in advance
of the production of the Survey baseline tables. They are as

follows:

a. Coding errors that need correcting. For example,
departments may have identified data that are wrongly coded
and needed to be corrected by switching money between sub-
programmes, economic categories, territorial areas, spending
gectors or accounting authorities;

b. Any minor and non-contentious amendments to figures for
central government spending beyond 1989-9%0 as a result of the
Estimates scrutiny for 1989=-20. PESC(WM) (89)13 asked
departments to align PES and Estimates for 19835-90. In some,
but not all, cases changes in 1989-90 might have implications
for later years involving switches between sub-programmes,
economic categories or spending authorities and these may be
reflected in the database. Increases in expenditure (oI
switches from programme expenditure into gro2s running costs)
should not be included, even where policy agreements have
already been reached as these will be dealt with as part of
the Survey itself and recorded on the database aftar the
SUrvey.

Cs Adjustments to figures for grants to local authorities
for the years 1989-90 to 1991-92 arising from differences
between the figures for 1989-90 on the Treasury's databasze at
the end of January and the final main Estimates figures for
1985-90.

In all cases these adjustments can only be implemented by prior
agreement with Treasury expenditure divisions. Any changes
resulting from re-assessment of priorities should be part of the
Survey and not reflected in the baseline. In particular, switches




into gross running costs from other expenditure should not be made

{except where already made in Estimates or by prior agreament with
the Treasury). This will apply to the three Survey years 1390-31
to 1992-33.

6. Running tallies for any agreed changes to the baseline
covering all years of the Survey (ie 1984-85 to 1391-32), or just
the first two forward years as appropriate, should be sent to the
Treasury by 13 April. Running tallies for agreed changes to the
baseline for 1992-93 should be sent in, after the baseline fo

that year has been created, by 11 May.

7. Adjustments will also need to be made to some cells as &
result of the EUROPES arrangements (see paragraph 6 of the main
paper). PESC({WM)(B89)15, requesting departments to submit tallies

for thesa adjustments, will be issued in early April.

Supplementary analyses

B. In addition to the departmental tables a series of additional
analyses tables will be circulated to PFOs. These tables give
summarias of the planning total by spending authority and
departmant and analyses of public sector capital spending,
expenditure on science and technology, running costs and manpower
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OFFICIAL LETTERS

8 Official letters should list proposed bids and reductiona in
order of priority as in the Ministerial letter. They should also
include any further detailed explanation which Departments wish to
put forward or which the Treasury may regquest. For example, if
additional provision is propesed the letters should explain more
fully how the need for it arises. They should alsc give full
datails of reduced regquirements for provision already in the
baseline indicating whether they result from an estimating change,
revieed economic or demographic assumptions, or proposed policy
changes. In the case of proposed changes to demand led
programmes, the Treasury will in due course seek agreement with
Departments on an analysis of outturn for the relevant programme
for at least the past two years, and an estimate of outturn for
the current year (1983-30).

2. The letters should provide any additional details that may be
necessary of the improvements in output and performance which
would be achieved by any bide put forward, and how effectiveness
and efficiency will be evaluated, including specific performance
measures and indicators.

3. These letters should clearly indicate which elemente of the
total proposed changes to baselines relate to running cost
proposals or involve manpower changes. In addition they should
separately identify running cost proposals which do not involve
changes to expenditure baselines. Capital expenditure proposals
and major items of maintenance expenditure of a similar nature, ie
with benefits running into future years, should be supported by a
full summary of the information Jjustifying them. This will
normally include details in each case of: a clear statement of
objectives; the expected return (eg NPV, and/or other measures of
net benefit: details of a new Treasury discount rate are likely to
be anncunced shortly after Easter); alternatives considered; the
material factors 4in the proposed decision, including risks; the
coste of foregoing or postponing the expenditure; and the impact
on maintenance or other current expenditure.




4. The official letters should indicate whether the change
requires amendment to proposed or existing legislation or
regulations.

5. For any proposed change affecting other departments, the
letters should set out the details of agreements reached with
thoge departments on the responsibility for funding the costs
involved.

6. Official letters should alse give information on thi
territorial consequences of proposed changes to the baseline, and

of proposed changes in science and technology spending, and
details of proposed new or increased contingent liabilities.

7. Annex D gives details of pgupplementary information on
proposed changes to the baseline needed by the Treasury. Copies
of the forms attached to Annex D should be returnad to the
Treasury with the official letrters.

B. All letters and supporting information (egq DRC3 forms for
gross running costs and related manpower) should be sent to the

Treasury by 25 May. official letters should be sent by the
Principal Finance Officer to the appropriate Head of Treasury

Expenditure Group (or division in the case of small departments),
with coples to other departmeants affected.
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INFORMATION ON ECONOMIC COMPOSITION

The Treasury needs to collect information about proposed changes to
the baseline by economic categories. This information is used by the
Treasury forecasters in preparing the forecasts for the July Cabinet
and the Autumn Statement. Departments are therafore asked to split
their bids and reduced reguirements by the economic categories shown
in the attached table. The first ten columns refer to central
government expenditure, the next three to finance for local
authorities, and the final column covers all planning total items in
the spending sector: "other public corporations” (le excluding
nationalised industries).

The definitions of economic categories are given in Section 2J of the
FIS Handbook. In case of difficulty please consult David Deaton
(270 5337).

Departments should provide the basic informaticn needed by completing
copies of the form attached to this Annex (one; or more if necessary,
for each year of the Survey) and forwarding them to expenditure
divisions with their official letter by 25 May. Divisions will checl
the information, and will forward it to the Secretaries.

Capital Spending

The Autumn Statement generally includes a statement, in broad terms,

of the change in public sector capital spending as a result of Survey
decigions, using a definition consistent with Table 2.1.11 of the
1989 PEWP. To help compile this figure, it would be helpful if
departments would complete the second form attached to this annex,
listing the bids and reduced requirements for central governmenl
expenditure falling within ECs E20, E30, E40, G10, and G20, and
return it at the same time.
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Capital ependin (ECs E20, E30, E40, G10, G20: payments only

receipts)

Please list central government bids only

Department:

£E millien

1991=52

Description of bid

1952=-93

———

Name of originator:

Telephone number:

net
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CONTINGENT LIABILITIES

Introduction

The purpose of this annex is to give advice on the coverage and
conduct of the reviews of contingent liabllities referred to in
paragraphs 37 and 38 of the covering PESC paper and to set out
details of the action to be taken by departments in reporting the
results of the reviews to the Treasury.

Coverage of the review

2. The review should consider all contingent liabilities and
should seek to identify any liabilities of an hitharto
unrecognised nature (including those which arise as a result of a
department's staff acting in an ex-officio capacity, advice on
which was ecirculated to Departments last year). Departments
should satisfy themselves that the contingent liabilities they
have are necessary and that every effort has been made to minimise
the risks of payments being required. Departments should also
ensure that they have scrupulously followed the requirements of
Government Accounting, Saection O paragraphs 26-57, on the
assumption and control of all contingent liabilities, and
particularly, in appropriate cases, the requirements for reporting
to Parliament new and changed liabilities and the regular
reporting of outstanding exposure on continuing liabilities.

Types of liability to be reported

3. Departments are again asked to report all their coutstanding
contingent liabilities and those of the bodies which they sponsor
whera the potential risk to their programmes exceeds £100,000
except those which fall into the following categories:-

a. Those which arise in the normal course of business (see
paragraph 4 balow).




b. Those which may arise as a result of tha Government's
general practice of non-insurance.

2 Thosa which may arise as a result of department's
sponsorship of the nationalised industries; these are
monltored in the context of EFL reviews.

4. In deciding whether a contingent liability has arisen oI
will arise in the normal course of business, departments should
consider whether:-

a. the activity which gives rise to the liability is an
unavoidable feature of their essential responsibilities o
statutory duties; and

b. Parliament could reasonably be assumed to have
envisaged the activity when it passed the statute or, for
the activities resting on the sole authority of the
Appropriation Act, voted the supply expenditure.

. Indemnities given for the loan of articles for exhibition
should be reported. Although exhibitions are part of the every
day business of museums and galleries, the borrowing of exhibits
is discretionary and the associated indemnities are reported to
Parliament at the PAC's regquest.

6. Departments will still need to send a separatae return to the
Accountant, HM Treasury, by the end of June each year, setting out
detalls of contingent liabilities resulting from statutory
guarantees; this 18 reguired for inclusion in the annual
Supplementary Statement to the Consolidated Fund and National
Loana Fund Accounts but any such liabilities in this category
should alse be included in departments' reports to expenditure
divisions if the risk exceeds £100,000. Departments are also
reminded of the need to report liabilitiss on outstanding
non-statutory contingent liabilities in the introduction to the
relevant supply Estimate.




Format of reports

7. It would be helpful if, in reporting contingent liabilities
to the Treasury, departments could fellow the format attached. In
completing this the following should be notedi-

A. Column 1 should clearly indicate whether the liability
arises from the department's activities or from those of a
sponsored body (giving the name of the body);

b. Column 2 should set out details of the statutory
authority or, in the case of non-statutory contingent
liabilities, the reference of the departmental minute, whex:
geither of these exists. Departments should consider whethel
existing reports to Parliament <remain sufficiently
up-to-date, taking account of any significant change in the
nature or increase in the size of the contingent liahility,
or change in material circumstances since it was accepted or
last reaffirmed. Departments should confirm here that they
have followed the relevant reguirements for reporting
outstanding liabilities to Parliament.

2. Column 3 should be completed to compare this year's
figure with last year's: if this year's figure is not fully

available by 25 May and estimated figure should be inserted.

d. Column 4 should include a brief description of the
action departments are taking to minimise the risks.

Submiseion of reports

B. The reports should be approved by the department's Ministe:
and sent to the Treasury by 25 May. The reports should ceonfirm
that the department's Accounting Officer was satisified that all
the department's contingent liabilities have been reviewed and
that all those over E£100,000 were reported.

Planned new contingent liabilities

9. Proposals for new or increased contingent liabilities to be
taken on during tha Survey period should bs summarised in the
Ministerial letters and details given in official letters.
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1988 PES: SIMMARY OF REVIEW OF OONTTNGENT LIARILITTES
TO BE RETURNED TO HM TREASURY BY 25 MAY 1983

(Separate return using the
same format for planned new
or increasod liabilities)

Rature of Ot ingent Statutory Athority or Amount at Risk at 31.3.89 Department 's Comments

Liability I:qt:_nrtlm.a.l Mirute Em To cover action to minimise
Reference the risk of payment,
(If either exist) restgons for any significant

changes in amount at risk

2 4

S

Liabhilities in existence at 31.3.68 (Show in brackets immediately
(To includs any not previously reported) below this year's figure the
amamt reported last year)

e

Liahilities arising or entered into between
1.4.88 and 31.3.89
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ANMEX |

HANDLING OF LOCAL AUTHORITY COMPONENTS OF NEW PLANNING TOTAL

The operation of the public expenditure Survey will raflect the
reform of local government finance and the introduction of the new

planning total.

2. For local authority current in GB, the new planning total
will include the following components:

(a) Revenue Support Grant [(R3G);

National mnon-domestic rate (NNDR) payments (and the
eguivalent in Scotland);

Specific current grants (including grants covering
community charge benefits, and European Community
current grants to local authorities).

ITtems (a) and (b) will be included in DOE, Scottish Office and
Welsh Dffice departmental programmes; item (c) will be included in
the appropriate departmental programmes .

3. For local authority capital in GB, the new planning total
will include:

(a) Domestic (non-EC) capital grants;

(b) Cradit approvals (or their equivalent in Scotland)
issued by central government authorising local
authorities to borrow or raise other forms of credit
for capital expenditure.

4. The coverage of the new planning total in N Ireland reflect:
the diffearent arrangements there.

L3 The capital and current expenditure which local authorities
in effect determine and finance for themselves, from the community
charge, the use of capital receipts, or from other income, will be
cutside the new planning total.




5. The Survey will determine local authority components of the
new planning total identified above; the Autumn Statement will
also include within the figures for GGE, projections for the self
financed expenditure of local authorities throughout the UK. This
Annex describes in more detail how the individual components will
be handled in the 1985 Survey. The attached appendices summarise
the timetabla.

LOCAL AUTHORITY CURRENT

England

T Ministers have agreed to the proposals in the Chiei
Secretary's letters of 31 January and 2 March for the conduct of
the Survey. The baselines for the relevant components of local
authority current will be constructed by applying to the
corresponding 1989-90 figures uplift factors of 2% per cent to
creata figures for 1990-91 and 1991-5%2. Figures for 1392-33 will
be created by applying the same uplift factor of 2% per cent as
used elsewhere in the Survey.

8. Ministerlal letters, and supporting official letters, due by
25 May will need to cover any proposals for changes from the
baseline for individual specific grants. Departments will be

axpacted to provide supporting information as in Annex C. As with
other proposed increases departments should say what priority they
attach to these bids and set out the reductions which are proposed
to offset these increases.

9. Decisions on local authority current for 1990-91 will be
taken in two stages. In July Ministers will declde in E(LF) on an
aggregate amount of Exchequer support and the aggregate need to
spend. In September/October Ministers will take final decisions
on the distribution of the aggregate need to spend amongst
departments and the split between RSG, NNDR payments and specific
grants (to the extent that the latter are not decided in July).




The July decisions

10. Ministers have agreed that, in July, there should be an
announcement covering, for 1990-31:

(a) an envelope of "Aggregate Exchequer Finance" (AEF),
including the NNDR payments, RSG and certain specific
grants;

the aggregate need to spend;
() the community charge for spending at need.

Once decided, the AEF figures would remain fixed for the rest ol
the Survey.

11. It has already been broadly agreed which specific grants
should be included within AEF [see attachment to Chief Secretary’s
letter of 31 January). Final details will be agreed as soon as
possible, and circulated in a PESC(LA) paper.

12, In order that proper decisions on AEF can be taken by E(LF
in July bilateral discussions on specific grants within AEF will
take place before the E(LF) meetings. E(LF) will then be in
position to agree figures for most if not all of the specific
grants within AEF.

13. In addition Ministers will consider the AEF envelope for
1991-92 and 1992-33 though no announcement will be made in July

about the later years.

The Autumn decisions

14. 1In September/October Ministers will take final decisions or
the distribution amongst services of the aggregate need to spend
agreed in July. In addition they will agree the RSG and NNDR
payments figures within the AEF total in the light of the final
forecast of the yield from the NNDR.




15. Specific grants outside AEF will be considered in the
bilaterals. Decisions on these grants will be taken as part of the
normal bilateral discussions on Departmental programmes.

16. Ministers will announce in the Autumn Statement, or around
the same tima, provision for RSG, NNDR payments, and specific
grants for each of the three forward years and the assessment of
service needs for the year ahead.

Scotland

17. In Scotland, the local authority current expenditure regime
will be different in certain respects from that in England and
Wales. Baselines for Revenue Support Grant, estimated
non-domestic rate income and specific grants will be =get in a
broadly similar way to the provision in England. Following the
decisions in July on AEF for English local authorities for
1990-91, there will be bilateral discussions between the Chief
Secretary and the Scottish Secretary on the corresponding
aggregate for Scotland and hence on Revenue Support Grant and
those specific grants which make up AEG for Scotland. AEG for
1990-51 will be announced in July. Provision for the aggregate
corresponding to AEF in 1991-92 and 1992-83 will be considered in
July. In October the BSecretary of State for Scotland will
announce provision for RSG, projected non-domestic rate income and
gpecific grants for at least the year ahead. Figures for all 3
years will be included in the Autumn Statement.

18. The provision for these components of local authority current
will not be covered by the Scottish block formula. Specific
grants outside AEG which are the responsibilities of other
Sacrataries of State will be handled as part of the appropriate
programme bilaterals. These which are included in the block will
be determined by the Secretary of State within the overall change
agread for the block as a whole. These arrangements are set out
in Barry Potter's letter to Godfrey Robson of 15 March.




Wales

19. Baselines for Revenue Support Grant, NNDR payments and
gspecific grants will be set in a broadly similar way to that in
England. Following the decisions in July on Aggregate Exchequer
Finance for English local authorities there will be bilateral
discussions between the Chief Secretary and the Welsh Secretary,
to settle AEF, assessed nesd to spend and the community charge for
spending at need for Wales for 1990-91 in the light of the English
settlement. These figures will be announced in July. Provision
for those specific grants within AEF which are the responsibility
of the Sacretary of State for Wales will also be settled in July.
Provision for AEF for 1991-92 and 1992-93 will also be considered
in July. In October /November the split between HNNDR and RSG
will be determined and announced at least for the year ahead.

20. The provision for these components of local authority current
will not be covered by the Welsh block formula. Specific grants
outside AEF which are the responsibilities of othar Secretaries of
State will be handled as part of the appropriate programme

bilaterals. Those which are included in the block will b
determined by the Secretary of State within the overall changs
agreed for the block as a whole. These arrangements are describe:
in Barry Potter's letter of 21 March to Colin Jones.

Northern Ireland

21. For district council current, the new planning total will
include only current grants - DOE(NI)'s general grant and specific
grants. These items will be included in the NI block. Basalines
for current grants will be set in the light of the corresponding
figures for England. Provision in the NI block will be adjusted
to reflect the formula consequentials of changes to comparable
English figures, as described in Max Sharratt's latter of
20 Decembar to Andrew McCormick.

92. Further information on all local authority current itams
covering all four territories can be found in PESC(LA)(89)7.




LOCAL AUTHORITY CAPITAL

23, There are 6 main blocks of local authority capital
expenditure within the new planning total.

(i) English Local Authority Block (ELAR)

24, The method for setting baselines for credit approvals anc
capital grants within ELAB was set out in the Chief Secretary's
letter of 10 Pebruary. (See also Annex B). Figures already on
the database for capital grants will be adjusted to reflect
changes made in 1989-90 Main Estimates. The baselines for credii
approvals will be finalised by early April, in the light of
further information only about the volume of accumulated and
in-year receipts. Baselines for 1992-83 will be created by the
Treasury by adding 2% per cent to the cash figures for 1331-32.

25, The baselines are set by department. For this purpose, the
credit approvals for “other services block" within ELAB will be
allocated between departments.

26. Departments are asked to cover any proposals for changes fron
these basalines in the Ministerial and official letters due to be
sent to the Treasury by 25 May. These letters should set out
comparable information to that requested in paragraphs 15-17 of
the main Guidelines, and should be accompanied by official letters
setting out information as requested in Annex C.

27. Provision for credit approvals and capltal grants for each
department will be discussed in the Ministerial bilaterals in the
Autumn.

28. The Survey will determine, for each department, credit
approvals (and the Annual Capital Guidelines issued by departments
to the relevant local authorities) for 1990-91, as well as credit
approvals for the 2 later years. To form the ACGs, the credit
approvals for 1990-91 will be added to figures for receipts taken




into account. The receipts taken into acccount for 1990-21 will be
fixed in mid-July; once fixed, the figures will not be changed
during the Survey, so that any additions or subtractions 1o
basaline credit approvals agreed in the bilaterals for 1330-31
will add or subtract £ for £ to Annual Capital Guidelines.

29, BAall domestic (non-BEC) capital grants toc local authorities
that represent a source of finance directly available for spending
ara included in the new planning total, and will be determined in
the Survey. A list of these grants is attached to PESC(MPT)(83)1.
They include a small number of DOE capital grants, previously paid
as specific grants towards loan charges incurred on borrowlng <
finance capital projects, but in future to be paid as lump sun
contributions to project capital costs. (Payments to local
authorities capitalising sums that would otherwise have been paid
in support of loan charges on projects already started will not be
included within the new planning total. Any residual specific
grants on loan charges which have not been capitalised will alsc
not score in the new planning total.)

30. Provision for EC capital grants to local authorities will nof
be sattled in the bilaterals. These grants will be financing
grants. They will substitute for the use of credit approvals, and
local authority expenditure financed by them will be covered by
the total of ecredit approvals agreed in the Survey. Thay will
therafore not score in the new planning total.

31. PFurther information can be found in PESC(NPT)(8%)1.

(ii} urban Block ({DOE/UAl)

32. The urban block (DOE/UAl) at present includes expenditure of
central government, local authorities, and public corporations

It is included within the cother environmental services programm:
of DOE. The central government and public corporations elaments
will continue te be handled in the Survey as normal. All the
local authority elements covered at present will be included
within the new planning total, as there is deemed to ba no local
authority expenditure on this bleock financed from receipts or




revenue contributions. The total baseline provision for the local
authority elements for the 1989 Survey will therefore be as in the
1989 PEWP. Any changes to this provision which the department
wishes to propose should be included in the Ministerial and
official letters submitted to the Treasury by 25 May and
accompanied by supporting information as requested in paragraphs
15-17 of the Main Guidelines and in Annex C. Provision will be
discussed in the bilateral meeting with the Secretary of State for
the Environment as has been tha case in the past. These
arrangements are as set out in Mark Betenson's letter of 1 March
to John Adams and John EKidman's letter to HNigel Ledgerwood
31 March.

(iii) Home Office (HO/LAl)

331. Arrangements for Home Office services (police, magistrates’
courts, probation and civil defence) will be similar to those for
the English local authority block, subject to certain additional
controls. (S5ee Mr Hurd'se letter of 15 February, and the Chief
Secretary's reply of 6 March). The new planning total will
include provisicn for credit approvals and capital grants from
central government . Any proposals for changes from these
baselines should be covered in the letters due to be sent to the
Treasury by 25 May and supported by the information reguested in
paragraphs 15-17 of the Main Guidelines and in Annex C. Provision
for credit approvals and capital grants will then be discussed in
bilaterals between the Chief Secretary and the Home Secretary.
Credit approvals will be distributed by the Home Office as
Supplementary Credit Approvals on the basis of the project
approvals issued by the Home Office.

{iv) Welsh Office Local Authorities Block (WOLAB)

34. Welsh local authority capital iteme within the new planning
total are covered by the Welsh Office Local Authority Block
(WOLAR) . This includes credit approvals and capital grants.
Bagelines for these iteme have been set, (ses Barry PFolLter's
latter of 15 March 1989 to Colin Jones). The provision for WOLAB
is included within the Welsh block. Total provision within the
Walsh block will be alterad in 1line with the formula
consequentials of any changes to the credit approvals and capital
grants included within ELAB.

3%




(v] BScottish Office Local Authorities (50/LAl and SO/LA2)

i

35. BScottish local authority capital iteme within the new
planning total are covered by the Scottish Office Local Authority
Blocks 1 and 2. These will cover capital allocations (the broad
egquivalent in Scotland of credit approvals and capital grants).
Baselines will be established following the method set out in
Barry Potter's letter of 1 February 1989 to Teny Camercn. The
timetable for setting the baselines will be similar to that
proposed for ELAB., Provision for SO/LAl and SO/LA2 is included
within the Scottish block. Total provision within the Scottish
block will be altered in line with the formula consequentials oif
any changes to the capital grants and credit approvals within

ELAB.
(vi) N Ireland

36. The new planning total will include central government and EL
capital grants to Northern Ireland district councils. Baselines
for these will ba set in early April on the basis of the figure:
underlying the 1989 PEWP. Provision for thesa items, which fall
within the N Ireland block, will be altered at the discretion of
the Secretary of State for HNorthern Ireland, within the block
total which will be altered by, inter alia, the formula
conseguentials of the changes agreed to the comparable programmes

in GB.
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TREATMENT OF LA CURRENT EXPENDITURE IN THE 198% SURVEY: OUTLINE
TIMETABLE

- Basaline tables finaligsed, including
1992-83.

- Ministerial latters, and supporting
official letters, with proposals for
variations from the baseline for individual
specific grants.

June=July - Bilateral Ministerial consideration aof
individual specific grants within AET.

July - E(LF):

(a) settles for 1990-91, an envelope of
"Aggregate Exchequer Finance", the
aggregate need to spend, the community
charge for spending at need, and most if
not all specific grants within AEF.

(B) congiders AEF for 1931-52
1992-913.

= Announcement of Governmant decision on (&)
above .

- Bilateral discussions and announcements of
(a) above where relevant for Scotland and
Wales.

September/October - Discussion of any ospecific grants withis
AEF not finalised in July.

- Bilateral discussion of specific grant:
outside AEF, as part of discussion of
departmental programmes.




RESTRICTED
B

- Final decisions on:

{a) split of AEF for 15%30-91 into RSG,
HNMDR payments, and specific grants;

(b) distribution of aggregate need to
spand batween services for 1390-31.

October /November - Announcement of split of AEF for 1530-31
and distribution of total needs by service.
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TIMETAELE FOR LA CAPITAL
BASELINES
February i set baselines for domestic capital grants and
credit approvals for 1990-%1 and 15921-92 en

provisional assumptions about recelpts;

set provisional assumptions about RTIA
1990=-91;

(iii) finalise baselines in the light of latest
on receipts:

(iv) create baseline for 1992-83;

VARIATIONS FRCM THE BASELINE

End-May (V) deadlines for any Departmental bids
and capital grants;

July {vi) RTIA by department for 19%0-891 fixed;

BILATERALS

September / (vii) bilateral negotiations on CAs and capital
Octobex grants for all three years;

(wviii} ACGs for 1990-91 formed by adding CAs to
for each service block.




