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10 DOWNING STREET

LONDON SWI1A 1A
Frown the Privale Secretary ; i

+9 March

TN AT

LIC EXPENDITURE
SURVEY

The Prime Minister was grateful for the Chief Secretary's
minute of 26 March. 8he is content that the guidelines for the
1990 Public Expenditure Survey attached to the Chief Secratary's
minute should be formally circulated in the first week of April.

I am copying this letter to the Private Secretaries ta other
members of Cabinet, Martin la Jeune (0ffice of the Minister for
the Arts),; Myles Wickstead (Overseas Development Administration),
Juliet Wheldon (Law Officers' Department), Alan Maxwell (Lard
Advocate's Department) and Sonia Phippard (Cabinet Office).

Miss Carys Evans
Chief Secretary's Office
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FROM: CHIEF SECRETARY
DATE: L& March 1990

PRIME MINISTER

GUIDELINES FOR THE 1990 PUBLIC EXPENDITURE SURVEY

Wa need to agree the arrangements for the early part of this year's
Survay. Accordingly, I attach the draft Guidelines for the 193390
Survey. As you know, the Guidelines contain the ground zrules for
the preparation of the baselines and Survey bids, and set out the
timetable for the preliminary stages of the Survey.

2 The Guidelines follow closaly those circulated at this time

last year. T should, however, draw your attention to the Eullﬂwing

pa——
points.
Baselines

e The baselines for 1991-92 and 19%2-93 will be the plans agreed
in last vyear's Survey. I propose that the departmental tables for
1983-94, the new third year of the Survey, should be calculated on
the basis of an uplift factor of 2% per cent.

EE— e a; o o o

Bids and options | ¥

4. In keeping with past practice, I propose that Ministers should
review priorities within their programmes personally before writing
to me with any propeosals for changes in May. Departments are asked
to co-oparate with the Treasury by producing or costing options for
reductions in expenditure when requested.
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Value for Money

a0 I attach great importance to this aspect of the Survey. The
Guidelines ask departments to produce information on the outputs and
performance expected from planned or proposed expenditure. This
information is reguired to ensure that our Survey negotiations are
informed by as full an understanding as possible of the efficiency

and effectiveness of programmes.

B. I should be grateful for any comments you or other colleaguss
may have by 29 March. Subject to these I propose that the
Guidelines should be formally circulated in the first week of April.

5 2 | am sending copies of this minute to other Cabinet colleagues,
Richard Luce, Lynda Chalkear, Patrick Mayhew, Peter Fraser and

Sir Eobin Butler.
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;-] PESC (90)
~ PESC (WM) (90)
March 1990

Her Majesty's Treasury

Public Expenditure Survey Committee

Guidelines for the 1990 Survey

Notea by the Treasury

Introduction

This paper sets out the Guidelines for tha 1990 Survey. This will
be the second Survey conducted on the basis of the new planning
total, and the main difference from 1989% will be that baselines will
oW axist for the local authority elements of departmental
programmes. The-only major change to' Survey procedures for 19996

affects the handling of departmental running costs (see

paragraphs 7-10 and 25-33).

The paper is divided into the fellewing sections:

Timatable

Basalinas

Demonstrating Value for money

Ministerial proposals for changes to baselines
Haticonalised industries

Eurcpean community expenditure and receipts
Contingent liabilities

Further information




1990 Public Expenditure Survey: key
March-May.

Annex B: Construction of the Baseline.
Annex C: Table to accompany Ministerial letters,
Annex D: Official letters.

Annex E: Information on the economic composition of proposed
changes to the baselina.

Annex F: Contingent liabilities,

Annex G: Handling of local authority components of the
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 3 April,

Information on value for money relating to baseline plans should be
sent to the Treasury by 27 April. The baselines will be set and
agreed by 9 May and circulated on 18 May. Ministerial and official
letters proposing changes to departmental baseline expenditure plans
should reach the Treasury by 24 May. Information on contingent
liabilities should alsc be sent to the Treasury by 24 May.

II

4. The baselines for 1991-92 and 1992-93 will be the figures
agreed in the 1389 Survey and published in the 1990 public
expendliture White Paper, subject to classification changes and
EUROFES adjustments (see paragraph 6 below). For 1993-94, the
baseline will be constructed by the Treasury by adding 24 per cent
to the cash figures for 1952-03. Annex B explains the arrangements
for constructing the baselines in more detail.




- 1 Transfers of PES provision to reflect transfers of functions

between departments (where already agreed) should be made in setting
up the baseline, The relevant amounts ghould be agreed between the
departments concerned and the Treasury. The presumption is that
sufficient PES and running cost provision should be transferred to
cover the appropriate share of departmental central services as well
ag the direct costs of tha function concerned. These principles

also apply to any transfers made during the Survey.

6. Under the EUROPES system, some departments' baselines will be
reduced to reflect excess spending by the European Communities on
linee of the EC budget which they sponsor. PEBC{WM){90)5 sets out
the reductions required and the timetable for running tallies. The
reductions should be made in cash limited central government

programmes .

e The baseline for running costs controlled gross will be

constructed in the same way as for other central government
spending; for 1951-92 and 1992-93 the PEWP figures will be used, and
for 19%3-94 the baseline will be created by applying the uplift
factor of 2% per cent to the 1992-93 figquras.

B. PESC(WM)(90)(2) commissioned completion of DRC1 forms and
explained that baselines reflecting botlh gross provision' and
receipts need to be established this year for running costs

from gross control). It also drew attention te the fact that the
costs of locally-engaged civilians employed abroad will be
classified as other current axpenditura and fall outside running
cost coverage from 1991-%2. This will be reflected in the Survey
baselines. (Applications by departments for transfer to net control
to be considered in this Survey should be registered by 24 May, and
supporting data made available to the Treasury in time for a
decision in principle to be taken before the end of July).

9. Departments have bean asked to provide a breakdown of their
running cost baseline (or baselines if part is under net control) on
form DRC2 (sea PESC(WM)(90)2).




&

10. An  agreed starting point for capital expenditure for

departmental administration is alsoc reguired for this Survey, as
described in PESC(WM)(90)(4).

11. The baseline figures will be circulated to departments on
18 HMay. Departments will be sent their own baseline figures only,
together with the set of summary tables. Should departments require
other departments' baseline figures, then these will be available on
reguest from the secretaries.

III Demonstrating Value for Money

12, 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 i{s achieving
the greatest possible value for money. All additicnal bids must be

accompanied by wvalue for money information in accordance with
paragraph 20 and Annex D.

13- For the baseline the general requirement is that departments
ghould submit for each main element:

(i) a current statement of objectives;

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

for earlier years;

the most recent outturn information relating to
existing agreed value for money targets (whether or
not thesa have bean published);

information on wvalue for money targets for future
years including measures of effectivencss and

efficiency.

14. In compiling figures as in paragraph 13 above; the aim should
be that, as far as reasonably practicable, key indicators should be
provided for all the major activities of a department, so that past




and intended performance across the board cgn be assessed from year
to year on a stable basis. Unit costs, calculated on a full cost
bazis, should be guoted where possible. Departments should also
indicate what plans they have to extend the range of such measures.
Departments are reminded that walue for money information must also
cover specific grants to local authorities (see PESC(LA)(88)8).

15 Expenditure Divieions will need this information by 27 April
50 that they 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 becaunse they may wish to concentrate on areas of particular
concern. Departments should therefore contact their Expenditure
Division as soon as possible to discuss the precise requirements,
thus avoiding the risk that information will be produced which is
not going to be used.

16. Departments will also need to supply information derived from
policy evaluations, scrutinies and reviews completed in the last
yvear where this is not already available; and should set out theair
plans for further evaluations etc for 1990-91, 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.

17 Whara HNext §Steps agencies are created or proposed, after
discussion with OMCS and the Treasury, the department's running
costs management plan (paragraph 25 below) should identify the
higher efficiency and effectiveness targets expected in consequence
and their effects on expenditure. Where, exceptionally, a Minister

secks addicional resources for an agency or proposed agency he

should explain in his letter to the Chief Secretary (paragraph 18
balow) why its needs cannot be met from improved performance,

Iv Ministerial proposals for changes to the baseline

18. Ministers are asked to write to the Chief Secretary by
24 May, copying to the Prime Minister and octher Ministers with an
intereat, to report the outcome of their personal scrutiny of




priorities within their prognammes. A table in the format shown at

Annex C should be attached to every Ministerial letter. These

letters should contalne

(1) any reduced requirements on their programmes;

any proposals to reallocate baseline provision to

accommodate changing priorities, listing proposed
increases and cffsetting savings (and specifying
whether they result from policy or estimating
changes] ;

if, exceptionally, the ¥inister proposes to saeak
increases for which offsetting savings Aare not
aoffered, a list of his bids in order of priority, and
the reasons why the proposals are thought to be
essential and cannot be offset elsewhare by reducing
outputs, if necessary, or by improved afficiency.

an outline of the cost implicatione of bide for other

departments, where relevant (which should have been

discussed with the departments concerned) and of the
understandings reached on responsibility for funding
the costs involved (ses PESC(88)3, which also makes
clear that eubsaquent modifications of such
proposals, whether arising in the course of tha
Survey or otharwise, should be cleared with the other
departments involved);

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

a summary of proposed changes 1in running costs

provision and civil service manpower (&ee paragraphs
25-32 below) identifying separately changes relating
to Mext Steps agencies. Any applications for moves
to nat control must be identified in this letter and




the area concerned clearly distinguished in the

department's management plan, which it should
enclose.

& summary of any proposed new or increased contingent
liabilities (see paragraphs 41 and 42 below).

1%, Increases or reductions for 19%0-91 should not be proposed as
part of the Survey: any such proposals will be dealt with separately
as they arise through the year.

20. Supporting official latters including more detailed
information will also be needed: guidance is at Annex D. They
should explain, for each proposed increase, how effectivensss and
efficiency will be evaluated, including the main parformance

measures and 1ndicators.

Uptions for reductions

21, In areas where the Treasury believes that there are or cught
to be options which could be used to offset requests for additional
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
tc set out how they could achieve a given level of savings in an
area of spending. In either case departments should, as in previcus
years, provide the Treasury with the necessary information,

Local authority current grants (see Annex G)

22, Froposals for variations from baseline for epecific grants
(including NKDR collection costs and the City offzet), together with
estimates of the cost of residual payments of Rate Support Grant and
Rate Rebate grants left over from previous years, should be included
in Ministers' letters on the basis set out in paragraph 18 above.
Ministers' letters in May should not cover proposals for aggregate
external finance (AEF), the distributable amount of the National
Non-Domestic Rate (NNDR) and the Non-Domestic Rate income in




‘ Sgotland, or Revenue Support Grant ([(R5G), which will be discussed:
collectively, as last year.

23. Further aspects of the handling of the Survey with regard to
Scotland and Wales are being considered separately (ARlun White's

lettar of 15 February to John Craig (Welsh Dffice)).

Local Authority Capital (see Annex G)

24. Ministers' letters should include any proposals for changes

from baseline for credit approvals and capital grants, again on the
basis set out in paragraph 18 above.

Gross Running costs and assoclated manpower

25. During the 1985 Survey the majority of departments negotiated
firm 3 year running cost settlements with commitments to deliver
agreed efficiency gains. As stressed in PESC(8%9)3, the presumption
is that these agreements will not be reopened, although the Treasury
will need to be satisfied that the efficiency gains will 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 1989 Survey and are zrolled
forward, showing how the extra efficiency gains will be delivered
in 1993-94: the minimum target of 1% per cent will remain, but
higher figures will ba expected from many departments - especially
those with large executive operations. The plang must also make
clear how the eafficiency gains previocusly agreed for 19B5=30 were
actually achieved.

26 . In accordance with Mr Luce's letter to PFOs of 20 July 1588,
bids for a marginal increase in running costs provision (controlled
gross) in order to deliver extra receipts which more than cover the
cost of the increase can be considered from departments with
three-year running cost settlements, without formally reopening
those sattlemants. Bids in support of relocation proposals
identified and put forward since the 1989 Survey may similarly be
congidered without formally reopening 3 wyear running cost
settlements.




27. The principal purpose of running cost management plans is not
to support the bidding process, but to guide management action over
the PES peried. They are submitted tc the Treasury in draft in

sufficient (but not excessive)] detail to inform Survey negotiations.

AS socon as the Survey cutcome is known, however, they should be
finalised as fully operational documents and issued internally to
garve A an effective management tool.

28. Departments whose Management Plans did not provide a basis
for three year running cost settlements in the 1989 Survey are asked
to offer improved plans in the 1930 Survey. Whers appropriate to
agssist the negotiation of a 3 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.

29. All departments' Management Plans should be discussed in
datail between officials in advance of Ministerial bilaterals.
These discussions will also take account of the stages reached in
departments' relocation reviews and market testing programmes.

30. If any Minister feels it is necessary to recpen an existing
agresmant because of a significant change in the declared
assumptions underlying the agreed Management Plan, he will need to
write explaining why the resource needs cannot be met by a
reordering of existing priorities as set out in paragraph 3 of
PESC(87)23, In =such circumstances, other figures in the earlier
sattlement may be challenged anew by the Treasury.

3l. Details of the measures of output and performance relating to
each bid, and of any offsetting savings or reduced requirements
elsevhere within grose running costs, should be provided in the
parallal official letters (see Annex D), which should alsoc attach
one DRC1 form for changes to the baseline involving areas controlled
groga and another for each area controlled net. It is important
that the full manpower implications of any proposed change to cash
provision are  identified when the proposal is offered for
consideration. Any bids invelving extra manpower will need to be




‘justlfied against actual ataff in post,’not just against previously
published plans.

32. Where satisfactory output and performance data have already
been supplied, as at paragraphs 12 and 13 above, and do not require
updating at the time the management plan is submitted, it i=
adequate for that plan simply to identify the earlier material; it
doas not need to be resobmitted.

31. In evidence to the Treasury and Civil Service Committee
(published as Appendix 1 to their first report of the 1989-30
Session) the Treasury said they aimed to increase progressively the
amount of information publizhed at the time of the Autumn Statement.

One of the examples quoted of further information which it might be

practicable to providae was provisional aggregate information on
ranning costs, To make it pessible o publish such Ainformaticon -in
the 1990 Autumn Statement, it will be important that the running
cost aspects of late Survey decisions are finalised at the same time
as the final PES figures.

Economic composition of proposed changes to baseline

34, The Treasury neads to collect information about the economic
composition of any propoged individual changes to the baseline which
excead £1d million in one ysasar. This information should be
forwarded, on copies of the forms attached to Annex E, with the
official letter sent to the Treasury. Information on economic
category analysis of bids 1s an important contribution to the
Treasury's econcmic forecasts, and departments' cooperation in
submitting these forms promptly will be appreciated.

Territorial implications of proposed changes to basaline

5. Information on territorial implications of proposed changes
to baseline ghould always be included in official letters.
Departments are asked to keep the territorial departments informed
of possible changes affecting the territorial blocks throughout the
1950 -Survey by Copying relevant Hinisterial and official
corraspondence to the respective Secretaries of State. ST3 division




.En the Treasury will advise in any case of doubt - Teresa Burmhams

(270-5057) on Morthern Ireland or Jim Toller (270-5064) on Scotland
and Wales.

S-ience and technology

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

Surplus Land and Fuildings

37. Departments will also be asked to supply information on their
holdings of surplus land and buildings, and their past achievements
and future plans for disposing of such property. A PESC paper will
be circulated in April.

Economic assumptions

38. Where they are needed, revisions to specific aeconomic
assumptions will be issued to the Department:s concerned.

Mationalized Industries

39. The external finance of the mnaticnalised industries, and
related expenditure as agreed by the Treasury and SpONSOr
Departments (including redundancy provision), will be separately
congidered in the Investment and Financing Review. Arrangementa for
this are being notified to spansor départments. The arrangements
for reporting on contingent liabilities in respect of nationalised
industries are covered in paragraphs 41 and 42 below, Departments
are reminded of the arrangements for raviewing HNationalised
Industries and certain other trading bodies under section 11 of tha
Competition Act 1980, as set out in PESC(5%9)3l.




‘W’I European Community Expenditure

40. PESC({EC) will consider spending allocated to programme 2.7.
Departments have been asked to provide EC division in the Treasury
with details of their latest forecast outturn for EC receipts for
1989-90 and their estimates for 1990-91 by 4 April. This
information should be consistent with the provisions contained in
the 1990-%1 main Estimates, but set out on the basis of receipts
against the relevant EC budget line. BC division will write
separately to departments to confirm the outturn for earlier years
and to seek their views on UK percentage shares and level of EC
raecalpta for future years.

VII Contingent Liabilities

41. Departments are reminded of the Prime Minister's requirement
that they review all contingent liabilities at least annually.
These reviews should alzo cover the contingent liabilitiez of bodies
they sponsor. As in pravious years, the review should be carried
out concurrently with tha initial stages of the Survey. Furthar
advice on the coverage and conduct of the review is given in
Annex F. The review gshould check that all contingant liabilities
have been identified; that all available steps are being taken to
minimise the risk of payments being required and their amounts; and
that the guidelines sat out in Government Accounting, including
those on the notification to Parliament of new and outatanding
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 24 MNay 1990.
Departments should also confirm that their Accounting Officer is
satisfied that all the Department's contingent liabilities have been
reviaewaed and that all those over £100,000 reported,

42. If a department expects that they or any of their sponsorasd
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 1390 Survey, the departmental Minister should
mention this in his Iletter to the Chief Secretary; and details
ghould be included in the cfficial letter, sc that the matter can ba
congidered in the context of the Survey.
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VIII Further Information

43. The papers listed below are relevant:

PESC(BT123 Management plans

PESC(BH)3 Resourcing Policy Change Across Departments

PESC(B8318 The 1989 Survey: Departmental Relocation
Reviews

PESC(89)9 Payments by Government Departments in Lieu of
Community Charges.

PESC(B9)31 Reviews under section 11 of the 1980
Competition Act, Nationalised Industries.

PESC(LA}(B88)8 The Development of Cutput and Performance
Measures for Specific Grants to Local
Authorities,

PESC(90)2 Funding of PSA Services from 1 April 1930,

PESC(90)3/ Definition and control of Departmental Running

PESC(WH) (30)1 Costs from 1%91-92.

PESC(90)[] Departments' expenditure on accommodations
arrangemants for the 1990 Surtvey (to be
circulated).

PESC(WM)(530)2 Baseline Data on Running Costs and Manpower
(DRC1) forms.

PESC(WM)(90)3 Enhancemants to data classification.

BPESC(WM)(590)4 Capital expenditure fcr departmental
administration,

PESC(WM)(90)5 1990 Survey Baseline: Submission of Running
Tallies.

44, General guestions arising from this paper should be addressed
to the secretaries, Adam Sharples {270=-5522) or Nigel Fray
(270-5523). Questions on specific issues should be addressed to the
following pecple:

Departmental running costs Richard FEnight (270-43996) or
Tony Davis (270-4937);




Manpower

Contingent liabilities

Local authorities (current)

Local authorities (capital)

Mationalisaed industrias

EC axpenditure

Ron Carpenter (270-4865);

Dick Meadows [(270-5363);

Andraw Hudson (270-4945);

Julian Laite [(270-4753);

Stephen Bowden (270-4308); and

Mike Long (270-4425).

MR A J SHARPLES
MR N G FRAY
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1990 PUBLIC EXPENDITURE SURVEY: EEY DATES MARCH-MAY

MARCH

Thursday 15 March Last date for departments to comment
on formats of main departmental baseline tables.

Thursday 15 March PESC(WM) paper seeking running
tallies to amend PES database issued.

Wednesday 28 March Last date for DRC1 forms for 1988-89
to 1330-%1, to provide breakdowns of running costs and
manpowar baselines.

Tuasday 3 April Last date for departments to submit
running tallieg to amend PES database for years up to
1992-93.

Thursday 12 April Last date for departments to gsubmit
DRCZ forme: [(1991=-92° to 1993-94) where departments are
unlikely to submit running tallies to amend the PES
database for 1593-94.

Thursday 12 April Last date for return of EURQPES
running tallies.

Friday 27 April Last date for departments to submit
information on wvalue for money relating to baseline
plans.

Monday 30 April GEP Data Unit circulate draft survey
tables showing Survey baseline including new third year
(with separately identified running cost baselines and
manpowar plans), and more detailed PES standard reports
to expenditure divisions and departments.

Monday 30 April Draft texts explaining changes since
White Paper figures circulated.

Wednesday 2 May Last date for departments to submit
running tally forms to amend PES databaze for 1993-94
including EUROPES adjustments.

Wednesday 2 May Last date for departments, where
gppropriate; to grant DRCZ forms for 1991-92 o 1993-94
toc provide breakdowns of running cost bagelines and
manpowver plans.

Wednesday 9 May Last date for final comments
departmental tables,

Wednesday 9 May Last date for comments on textual
explanations of changes since White Paper figures.

Friday 18 May Baseline tables circulated to PESC and
Ministars.




Thursday 24 May Last date for Ministerial and official
lotters and management plans te be sent to the Chief
Secretary and expenditure divisions.

Thursday 24 May Last date for DRC3 forms to support
proposed changes to running cost limits and associated
MANPOWET .

Thursday 24 May Last date for information on contingent
liabilities to be sent to expenditure divisions.
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ANNEX B

CONSTRUCTION OF THE BASELINE

Thie annex explains the arrangements for constructing the
departmental Survey baseline tables for the 1990 Survey.

Figures for 1951-92 and 15%2-93

2. The figures for these years will be the plans published in
the 1990 public expenditure White Paper (PEWP) (Cm 1001-1021)
adjusted for classification changes, agreed transfers of function
between departments and between spending sectors, and other
technical changes. The only significant classification changes
concern areas to be under net running cost control; the Treasury
has been liaising with thosa departments affected by this and by
the small nomber of minor classification changes which are being
made. Manpower plans for 1991-82 and 1992-93 are as published in
tha 1930 PEWP except where subsegquently amended by agreement with
the Treasury.

Figures for 1953-54

: 8 Figures for the new third Survey year (1982-84) for programrs
expenditure, finance for lecal authorities and gross running costs
{together with related receipts, where contrcl is applied net)
will be calculated by the Treasury by adding 2% per cent to the
cash baseline figures for 1%92-93. Baseline manpower plans for
1993-94 should be consistent with the baseline figures for gross
running costs calculated as abova.

Adjustmonts to the PES database

1. Apart from the classification changee mentioned in paragraph
2, on which the Treasury will be taking the lead, there are a few
areas where other changas to the database may be made in advance
of the production of the Survey baselina tables. They are as
follows:




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

b. Any minor and non-contentious amendments to figqures for
central government's own expenditure, central government
grants to local authorities or public corporations beyond
1990-91 as a result of the Estimates scrutiny for 1990-91.
PESC(WH)(90)5 asked departments to align PES and Estimates
for 1990-91. In some, but not all, cases changes in 1990-91
may have implications for later vyears involving switches
between sub-programmes, economic categories or spending
gectors and this will need to be reflected on the database,
Met increases in expenditurea (or switches from programme
expenditure into running costs) should not be included, evan
where policy agreements have already been reached, as these
will be dealt with as part of the Survey itself and recorded
on the databaze after the Survey.

In all cases these adjustments can only be implemented by prior
agreament with Treasury expenditure divisions. Any changes

regulting from re-assessment of priorities should be part of the

Survay and not reflected in the baseline.

L7 Running tallies for any agreed changes to the baseline
covering any of the years 1385-86 to 1931-32 should be sent to the
Treasury by 3 April. Running tallies for agreed changes to the
baseline for 1993-94 should be sent in, after the baseline for
that year has been created, by 2 May.

6. Adjuostments will also need to be made to some figures as a
result of the EUROPES arrangements (see paragraph 6 of the main
papar). A PESC({WM)} paper requesting departments to submit
tallies for these adlustments 1s due to be i1ssued in early ARpril.




Supplementary analyses

iF PFOs will be sent tables showing the baseline for their
departments together with a series of additional analyses tables.
These tables give summaries of the planning total by spending
sector and department and analyses of public sector asset
creation, expenditure on science and technology, running costs and
MANPOWET .




TABLE FOR MINISTERJIAL LETTERS

r

(Proposals for change to the baselline in each spending sector

should be liated as shown. Any spending sectors for which there
are no proposals for change can be omitted. Bids/reducticns
should be shown as additions to or deductions from the baseline).

E million
19%1-92 1992-93 1%93-94
BASELINE
Proposed additions

Central government
1.
2. atc

Current grants to local
duthorities
l.
£. Btc

Capital grants
authorities
1.,
d. Bic
Credit approvals

TOTAL

(continued on next page)




1991-92

Proposed reductions

Central government
k.
2. etc

Current grants to local
authorities
1.

2. atc
capltal grants to local
authorities
i
1. Btc

Credit approvals

TOTAL

TOTAL ADDITIONS (from previous page)

TOTAL NET CHANGE PROPOSED

1992-923

1993-94
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OFFICIAL LETTERS

1 Official letters should list proposed bids and reductiong in

order of priority as in the Ministerial letter. They should also

include a full detailed explanation including any information

which the Treasury may request.

2., Where additional provision is proposed the letters should
explain more fully how the need for it arises. The letters should
provide additional details o¢f the improvements in cutput and

performance which would be achieved, and how effectiveness and
efficiency will be evaluated, including specific performance
measures and indicators.

3. They should also give full details of reduced requirements

for provision already 4in the baseline indicating whether they
rasult from an estimating change, revised aconomic or demographic
assumptions, or proposed policy changes.

4, Where changes involve PES transfere between departments, the

amounts invelved and the arrangements for handling im tha Survey
should be agreed between the departments concerned and the
Treasury before the start of the Survey, and this should be
reflected in the official latters.

5. In the case of proposed changes to demand led programmes, Lhe

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
(1990-581).

& These latters should clearly indicate which elements of the
total proposed changes to baselines relate to running cost
proposals or involve manpower changes. If they relate to an
activity subjeect to net running costs control, this should be

clearly stated and the activity area identified. The letters
should similarly identify running cost proposals which do not
involve changes to expenditure baselines.




T Capital expenditurae proposals should indicate whether they

ara in support of departmental administration or programme
provigion, and all such proposals, together with propecsals for
major items of current expenditure on maintenance of a similar
nature (ie with benefits running into future years), should be
supported by a summary ¢f the information justifying them. This
Wwill normally include details in each case oft a clear statement
of objectives; the expected return (eg NPV, and/or other measures
of net benefit); alternatives consldered; the material factors in
the proposed decision, including risks; the costs of foregoing or
postponing the expenditure: and the impact on maintenance or other
current expenditure.

B. The official letters should Iindicate whether any change
ragquires amendment to propoged or existing legislation or
regulations.

9. For any proposed change affecting other departments, the
letters should set out the details of agreements reachad with
those departments on the zresponsibility for funding the costs
involved.

10. ©Official letters should alse give Iinformation on the
territorial consequences of proposed changes to the baseline, and

of proposed changes in science and technology spending, and

detajils of proposed new or increased contingent liabilities.

11. Annax E giwves details of supplementary Information o7l

proposed changes from the baseline needed by the Treasury. Copies

of the forms attached to Annex B should be returned +to the
Treasury with the official letters.

12. All letters and supporting information (eg DRC3 forms for
running costs and related manpower) should be sent to the Treasury
by 24 May. Official letters should be sent by tha Principal
Finance Officer to the appropriate Head of Treasury Expenditure
Group (or division in the casea of small departments), with coples
to other departments affected.
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INFORMATION ON ECONOMIC COMPOSITION

The Treasury needs to c¢ollect information about any proposed
individual <changes to the baseline by economic categories in
excess of E10 million in one year. This information is used by
thae Treasury forecasters in preparing for the forecasts for the
July Cabinet and the Autumn Statement. Departments are therefore
asked to split their bids and reduced requirements which are for
£10 million or more by the economic categories shown in the
attached table. The first ten columns refer to central government
axpanditure, the next three to finance for local authorities, and
the final column covers all planning total items in the spending
gactor: "other public corporaticns" (ie eéexcluding naticonalisged
industries).

The definitions of economic cateqories are given in Section 2J of
the FIS5 Handbook. I coge: of difficulty please consult
David Deaton (270 5337).

Departments gshould provide the basic information needed by

completing coples of the form attached to this Annax (one, or more
if necessary, for each year of the Survey) and forwarding them to
expenditure divisions with their official letter by 24 May.
Divisions will check the information, and will forward it to the
Cecrataries.

Capital Spending

The Autumn Statement generally includes a statement, in broad
terms, of tha changa in public sector asset creation as a result
of Survey decisions, using a definition consistent with
Tabla 21.2.14 of the 1990 PEWP. To help compile this figura, it
would ba helpful if departments would complete the second form
attached to this annex, listing all the bids and reduced
requirements (identifying expenditure on nevw construction, as
shown) for central govermment expenditure falling within ECs E20,
E30, E40, G10, and G20 regardless of size, and return it at the

game time.
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PLEASE USE A SEPARATE SHEET FOR EACH YEAR
[0 WOV INCLUDE BIOSMEDUCTIONS OF LESS THAN £70 MILLION

PUELIC EXPENDITURE SURVEY 1960 PR THENT : TEAR:
LIET OF BI10G AND REDMACED REQU]REMENTS Mome of originator:

£ million Economic categor ies

Propadas (el & T Suilri b hew Cuirént  Lurcent Expsibint i Lura fhack- Empiinl Met Met Current Capital Laocal Finance

charges current  [(EWc to grants granis on Capncal buildimg gramts Lemding  Lending grants granis sulhority for olher

from poods & public 1o the over Bdal  EdEEld (AeT) g the o the OVET LEaG to local to Local oredt T miblic

hll‘i ' services corporat-  privet Py excluding privare privats suthar itiss muthor- spbrovals  cArpor-

L ine fmet) ALl 3] st stockbui Lding EEClar  Esctor HRDA ities ations
HSG

(1} Plesse give very beisf deicriptions so that the editors cam croas refer to the Official letters for more information, Oowsard changes in the estimate of the ecast of
#xisting policies should be shown os reduced requirements, Pleass List bids snd reduced reqguiresents in the orcer in uhich They are coversd in the Letters. Plesse ndicate
this colusn whelher the expenditures 18 comparable in Scotland, bales or Sorthern Dreland.
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Capital spending (ECs E20, E3D, E40, G10, G20: payments only
receipts)

Pleaze jdentify with an asterisk (*) any bids for new construction
leconomic categories E20 and E30)

Please list central government bids only, REGARDLESS OF SIIE

Department:

£ million

1

1991-%2 1592-913 1593-94

Hame of originator:

Telephone number:
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CONTINGENT LIABILITIES

Introduction

The purpose @f this annex is to give advice on the coverage and
conduct of the reviews of contingent liabilities referred to in
paragraphs 4l and 42 of the covering PESC paper and to set oyt
details of the action to be taken by departments in reporting the
results of the reviews to the Treasury.

Eﬂ!ﬂﬂﬂ:i-_ﬂf_thﬂ_:ﬂigl

25 The review should consider all contingent liabilities
(whether of a statutory or non-statutory nature) and should zeek
to identify any liabilities of an hitherts unrecognised nature
(including those which arise as a result of a department's staff
acting in an ex-officio capacity). 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 alse ensure that they
have scrupulously followed the requirements of chapter 26 of the
1389 edition of Government Accounting, 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
cutstanding exposure on continuing liabilities,

Types of liability to be reported

3. Departments are again asked to report all their outstanding
contingent liabilities and those of the bodies which they sponsor
where the potential risk to thelr programmes exceeds ELOO,C00
except those which fall into the following categories:-

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




b. Those which may arise because the Government does not
insure. i

b Those which may arise as a result of department s
sponsorship of the naticnalised industries; these ara
mopnitored in the context of EFL reviews,

4. In deciding whether a contingent liabilify has arisen or
will arise in the normal course of business, departments should
congider whather:-

a. the activity which gives rise to the liability is an
unavoidahle feature of their ezsential reaponsibilities or
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 sale authority of the
Appropriation Act, voted the supply expenditure.

. Indemnities given for the lecan of articles for exhibition
should be reported. Although exhibiticns 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.

Format of reports

6. It would be helpful if, in reporting contingent liabilities
to the Treasury, departments could follow the farmat attached. 1In
completing this the following should be nated:-

a. Column 1 should clearly indicata 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 contingant
liabilities, the reference of the departmental minute to




Parliament, where either of these exists. Departments
should consider whether existing reports to Parliament
remain sufficiently up-to-date, taking account of any
Eignificant change in the nature or increase in the size of
the contingent liability, or change in material
circumstances since it was accepted or last reaffirmed.

e Column 3 should show the Class and Vote number of the
Estimate in which the wvalue of cutstanding non-statutory
contingent liabilities are reported,

d, Column 4 should be completed to compare this year's
figure with last year‘s: if this year's figure is not fully
available by 24 May an estimated figure should be inserted.

e. Column 5 should include a brief description of the
action departments are taking to minimise the risks.

Submission of reports

s The reports should be approved by the department's Minister

and sent to the Treasury by 24 May., The reports should confirm
that the department's Accounting Officer was satisfied that all
the department's contingent liabilitias Hhave been reviewed and
thar all those over £100,000 were reported.

FPlanned new contingent liabilities

8. Proposals for new or increased contingent liabilities te be
taken on during the Survey period should be summarised in the
Ministerial letters and details given in official letters,

Other reports

9. Departments are reminded that they should send a separate
return to the Accountant, HM Treasury, by the end of June each
year (see Government Accounting paragraph 26.3.4), setting out
details of all contingent and nominal liabilities resulting from
statutory guarantees (including thase under £100,000). This is




required for inclusion in the annual supplementary Statement to

the Consolidated Fund and National Loans Fund Accounts, Any such
liabilities in this category should alsoc be included in
departments’ reports to expendlture divisions if the risk exceads
E100,000 under the arrangements set out in paragraphe 2 to 7
above. Departments are also reminded of the need to report
liahilities on outstanding non-statutory contingent liabilitiess im
the introduction to the relevant supply Estimate (see Governrent
Accounting paragraph 26.3.10),




tos ba/tabl.15.2

19890 FPES: SUMMARY OF REVIEW OF CONTINGENT LIARILITIES

TO BE RETURNED TO HM TREASURY BY 24 HAY 19%0

(Sepacate returnm using the
same format for planned new
or iocressed lisbilicies)

Nature of Contingent Statutory Authority or
Liabilicy Departmental Minuote
Beference
{It either exiet}

Vote on which cxpense
on non-statatory
liabilities reported

Amount st Risk at 31.3.90
Im

Department "8 Commenta
To ¢cover action o minimise
the risk of payment,
reasons for any significant
changes in smount at cisk

5

Liabilities in existence at 31.3.89
(To include any not previously reported)

(Show in hrackets issediately
below this year's figure the

amount reported last yearc)

Liabilities arising or eatéred into between
1.4.89 mnd 31.3.90
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ANNEX

1990 SURVEY: HANDLING OF LOCAL AUTHORITY COMPONENTS

The 1350 Survey will determine the local authority components of
the new planning total. This paper describes in more detail how
the individual components will be handled. The attached appendix
summarises the timetable for local authority current expenditure.

LOCAL AUTHORITY CURRENT

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

Revenue Support Grant (RESG);

Hational non-domestic rate (NNDR) payments in England

and Wales (non-domestic rate 4income (NDRI) in
Scotland);

Epecific current grants including 1
- Community Charge Benefit Grant
- Transitional Relief Grant
- Area Protection Grant
Inner London Education Grant

European Community current grants to local
authorities

Items (a) and (b) will be included in ©DOE,;, Scottish Office and
Welsh Office departmental programmes; item (e) will be included in
the appropriate departmental programmes.

England

3. Decisions on local authority current for 1991-92 will ba
taken in two stages. In July Ministers will decide in E({LG) on an
aggregate amount of Exchequer support [Aggregate External TFinance
(AEF)) and total standard spending (TSS). In September/October
Ministers will take final decisions on the distribution of total
standard spending between services and the split of AEF betwesn

RSG, MNDR payments and speclific grants.
RESTRICTED
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The July decisions

. Ministers have decided that the procedures for decisions and
announcements should broadly follow last year's pattern, but
ensuring that full account is taken of information relevant to the
sattlement which emerges later in the year. The July
announcement will therefore cover, for 199%1=92:

[&) an anvelopa of "Aggregate External Finance®™ (AEF),
including the NNDR payments, RSG and certain specific
grants;
total standard spending;

(&) the community charge for standard spending.

The Government‘'s proposals for AEF,; once announced, will remain
fixed for the rest of the Survey.

5. It is intended that the coverage of specific grants to be

included within AEF for 1990/91 will be unchanged from those
included in last year's Survey for all three territories. A list
of these will be circulated as a forthcoming PESC(LA) paper.

The hutumn decisions

6. In September/October Ministers will take final decisions on
the distribution amongst services of the figure for total standard
spending agreed in July; initial discussion of this issue is
likely to take place in July. In addition Ministers will agree
the RSG and WNNDR payments figures within the AEF total in the
light of the final forecast of the yield from the NMDR.

g Specific grants will in general be considered in the
bilaterals. Decisions on these grants will be taken as part of the
normal bilateral discuasions on Departmental programmes.

8. Dacisions will alsoc be needed on the AEF envelope for 199%92-93
and 1993-94 though no announcement will be made in July about the
later years.
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f i
P The Autumn Statement will give figures for REG, NNDR
payments, and aggregate specific grants for each of the three
forward years. For 1992/93 and 1993/94, the figure for RSG and
NNDR will ba aggregated.

Scotland

10. Following the decisions in July on AEF for English local
authorities for 1991-92, there will be bilateral discussicns
between the Chief Secretary and the Secretary of State for
Scotland on AEF for Scotland. MAEF for 1991-52 will be announced
in July. In the autumn the Secretary of State for Scotland will
announce provision for RSG, projected non-domestic rate income and
spacific grants for the year ahead. Figures for all three Yyears
will ba included in the Autumn Statement.

11. specific grants outside AEF which are the responsibilities
of other Secretaries of State will be handled as part of the
appropriate programme bilaterals. Those which are included in the
block will be determined by the Secretary of State within the
overall change agreed for the block as a whole.

Wales

12. Following the decisions in July on Aggregate Exchequer
Finance for English local authorities there will be bilateral
discussions between the Chief Secretary and the Secretary of State
for Wales, to settle AEF, total standard spending and the
community charge for standard spending for Wales for 1330-31 in
the light of +the English settlement. These figures will be
announced 4in July. The breakdown of AEF between KNDR, RSG and
specific grants will be determined and announced in the autumn.

11, The treatment of specific grants outside AEF in Wales is the
same as in Scotland (see paragraph 11 above).
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14. Further aspects of the handling of the Survey with regard to
Scotland and Wales are being considered separately (Alun White's
letter of 15 February to John Craig (Welsh Office}).

Northern Ireland

15. The npew planning total includes only DOE({NI)]'s general and

specific grants to district councils. These items are included in

the NI block. All other expenditure i3 Central Government
expenditure, Provision in the NI block will bae adjusted to
reflect the formula consegquentials of changes to comparable GB

figures,

RESTRICTED
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LOCAL AUTHORITY CAPITAL

16. For local authority capital the Survey arrangements will be

broadly the

same as last year. For each Department concerned,

bilateral agreement will need to be reached with the Treasury on:

(a)

(&)

17. The ma

(i)

domestic (non-EC) capital grants;
Credit approvals
in steps will be as follows:

getting baselines: provision for credit approvals and
caplital grants was set in the 1930 PEWP for 19921-52
and 1992-93; subject to technical amendments and
creation o©of third year figure, these will Zfomm
baselines for the Survey to be circulated by Treasury
in the spring:

determining the Receipts Taken into Account (RTIA]:
FESC[{LA)CAPITAL will consider a provisional figure in
the spring and set RTIA by Department (where relevant)
by mid-July; once fixed in July, Ministers will be

able to negotiate credit approvals for 1991-82 in the
bilaterals knowing the implications for Annual Capital
Guidelines (ACG = RTIA + Basic Credit Approvals);

variations to baselines for capital grants and credit

approvals: proposals from Departments by 24 May;

information on likely spending from LA capital

receipts in 1991-92; this assessment, reguired to
inform bilateral negotiations, will be circulated by
DOE as soon as possible;
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; () bilateral negotiations on capital grants and credit

approvals: September/October.

18. The above arrangements will apply to Beven main services
within the English Local Authority Block (ELAB), Home Office and
urban blocks [(excluding step (ii) for the latter two where it Is
not relevant). For Scotland, Wales and Northern Ireland there
will be separate arrangements, consistent with the normal block
rules. Further information can be found in the letter of
19 January from B H Potter (HMT) to J S Parker (DoE).
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TREATMENT OF LA CURRENT EXPENDITURE IN THE 1990 SURVEY: WTDUTLINE
TIMETABLE

Baseline tables finalised, including 199%3-94.

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

(ay E(LG): settles, for 1%%1-92, an envelope of
Aggregate External Finance, Total Standard
Epending and the Community Charge for Standard
Spending.

hinnouncement of Governmant decision on above.

Bilateral discussions and anncuncements of (a)
for Scotland and Wales.

Septembar/ - Bllateral discussion of specific grants, as part

October of discussion of departmental programmes.

Dctober/ = Final decisions on:
Hovember
(a) breakdown of AEF for 1391-92 into RSG, NHDR
payments, and specific grants;

distribution of aggregate nesd to spend
between services for 1991-92.

= Announcement of split of AEF for 1991-9%2 and
distribution of TS5 by service.
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