
C O N F I D E N T I A L 

M E N T  I S  T H  E P R O P E R T Y O F H E R B R I T A N N I C M A J E S T Y ' S G O V E R N M E N T 

C ( 8 2 > 2 < > C O P Y N O 8 3 , 

8 J u l  Y 1982 

C A B I N E T 

E ^ - Y E A  R F L E X I B I L I T Y F O R P U B L I C E X P E N D I T U R E P R O G R A M M E S 

M e m o r a n d u m b y t h e C h i e f S e c r e t a r y , T r e a s u r y 

1 U 
W a S  a s l c e D Yt h e^ J a r i u d  D e f e n c e a n d O v e r s e a P o l i c y C o m m i t t e e o n a 

0  a r r a n 

W e r ,
D u h i - 1 ^  t g e f o r p r o p o s a l s f o r a s c h e m e o f f l e x i b i l i t y b e t w e e n y e a r s 


C e x p e n d i t u r e . T h e i n v i t a t i o n a r o s e i n t h e c o n t e x t o f d i f f i c u l t i e s w h i c h 
e  t 

a n tD e p a r t n  i i c i p a t e d w i t h t h e d e f e n c e p r o g r a m m e , b u t t h e i s s u e a f f e c t s o t h e r 
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^ e t  w e con 6 * * ^ a  s h o u l d c o n s i d e r e n d - y e a r f l e x i b i l i t y a s a w a y o f e n c o u r a g i n g 

n a t r u c t i o n i n d u s t r y . 

n a t t a cc ° n 8 i t i ? W h a r e p o r t b y o f f i c i a l s . A  s i t r e m i n d s u s , w e h a v e e r

r t h e s e q u e s t i o n s b e f o r e . 
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a r8 P e n d i n • " ^  e  f l e x i b i l i t y w o u l d a l l o w D e p a r t m e n t s t o c a r r y o v e r a n y u n d e r 

a 8 U D 8 e o l n t  a°  S U D s e q u e n t y e a r , o r t o o v e r s p e n d a c a s h l i m i t i n a n t i c i p a t i o n o f 
<iuent y e a r ' s p r o v i s i o n , o r b o t h . 
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W i ne 8 t a b l i 8 u g o v e r s p e n d i n g w o u l d b e u t t e r l y i n c o n s i s t e n t w i t h o u r 

S e e  6  P ° l i c  t n a t c a h o w y s h l i m i t s a r e a f i r m a n d e f f e c t i v e c o n t r o l . I d o n o t 
e t l  c o U r  ^ c ° u l d p o s s i b l y s u p p o r t a n a r r a n g e m e n t w h i c h w o u l d a p p e a r t o a

r c o n d o n e o v e r s p e n d i n g o f c a s h l i m i t s . 
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9 1 1 ( 1 e r a e a sf 0 r  ° v P o l i c y C o m m i t t e e i n v i t e d the C h i e f S e c r e t a r y  on 27 J a n u a r y  to« e f o r 

( < ! l e n ( 1 i tur  ^  ° P 0 S a l s  t o  b e s u b m i t t e d for a s cheme of f l e x i b i l i t y b e t w e e n y e a r s for p u b l i ce•hire	 r 
~ e s ,  i n t i m e for poss ib l e i n t r o d u c t i o n  i n 1 9 8 2 - 8 3 . Subsequen t ly , t he 

S U t e  f t h e° r• O  ° f  E n v i r o n m e n t sugges ted t h a t c o n s i d e r a t i o n s h o u l d be g i v e n  to a 
S c l-em eeJ C h e m

 4 8 a way  o f e n c o u r a g i n g the c o n s t r u c t i o n i n d u s t r y . T h i s p a p e r , w h i c h has 
^ by a„ 

i n t e r d e p a r t m e n t a l g roup under T r e a s u r y c h a i r m a n s h i p , responds  t o b o t h 
1 4 disci 

* * 	  ^  the m a i n p o i n t s for d e c i s i o n shou lde s  t h e	  m a i n  i s s u e s  o u t l i n e s

d e C l d e t h a t t hey w i s h  to i m p l e m e n t a s c h e m e  o f t h i s k i n d . 

f l e x i b i l i t  y  h a s  b e e n d i scussed s e v e r a l t i m e s  i n the r e c e n t pas t . In J u l y 1980, 
e t a r"̂ OfWard y circulated a paper outlining a scheme which would have permitted 

1
 5 

U P t 0  subsequent y e a r  o f unde r spend ing on c a p i t a l  or equ iva l en t p r o g r a m m e s 
cent. Th 

i J i e s c h e m e was d i scussed w i t h the P A C  , who i n d i c a t e d tha t t hey 
-980

8 D .	 In e x p e r i m e n t  to p r o v i d e e v i d e n c e  o f i t s e f f e c t i v e n e s s (14th R e p o r t , 
F e b r u a r y las t y e a r , h o w e v e r , M i n i s t e r s d e c i d e d no t  to i m p l e m e n t the 

6 r  i a l 9 8 l - 8 2 

or 1982-83 because the p o t e n t i a l cos t  i n t e r m s  o f a d d i t i o n a l p u b l i c 
n i l l u o  

i ,
I ^ ho , n  i n the f i r s t y 


a f f o r d e d . 

A d e s c r i p t i o n  o f the 1980 s c h e m e , and i t s c o s t i n g , is p r o v i d e d at 

The 

° h i e fS i Secre ta r • 
S C m e  w a s	 a  g e n e r a  o n e^ e^ e * i b i l i t  ^ S I - A r r a n g e m e n t s for c e r t a i n types  o f 

, I ' eady ex i s t w i t h i n some p r o g r a m m e s . In p a r t i c u l a r , i n d i v i d u a l l o c a l 
Hi*. e a < iya e n v| , (  ^ U l	 h e a l t J  i J J 0 c ons ide r ab l e f l e x i b i l i t y for mos t  o f t h e i r c a p i t a l e x p e n d i t u r e , and 

6 ^ nation l  ̂  0 r  ^ *  e S  * o r b o t h c u r r e n t and c a p i t a l e x p e n d i t u r e , w i t h i n the f r a m e w o r k 
s" tarrang  ^ n s u h j e c t  to the same d i s c i p l i n e as any o ther c a s h l i m i t .

Hit 
l 6 s  6 n t S


r c 
' bor . .  ° ^ A f f e r e n t k inds a l so ex i s t for overseas a i d and for n a t i o n a l i s e d 
8# A b 

r i e f d e s c r i p t i o n  o f e a c h  o f these s c h e m e s is p r o v i d e d at A n n e x 2. 

end -yea r f l e x i b i l i t y s c h e m e s are r e l a t e d  to m a n a g e r i a l e f f i c i e n c y 
W l  t h the s t r i c t a p p l i c a t i o n  o f annua l c a s h l i m i t s .  In b r i e f t h e y a r e 



anager5 

(i) to r e d u c e the unde r spend ing w h i c h tends to r e s u l t f r o m p rog ramme m 
the 

a c t i o n s to r e d u c e the r i s k o f o v e r s p e n d i n g , e s p e c i a l l y i n s i tua t ions where 

p a t t e r n o f e x p e n d i t u r e or r e c e i p t s canno t be c o n t r o l l e d p r e c i s e l y . 

as 
P e r s i s t e n t and s i g n i f i c a n t unde r spend ing m a y be r e g a r d e d by P a r n a t e 1  1 

s y m p t o m a t i c o f b a d m a n a g e m e n t . It c a n n o t , h o w e v e r , be avo ided i f a" 1 1 1 1 

l i m i t s for some o f the p r o g r a m m e s m o s t d i f f i c u l t t o c o n t r o l are to 

o b e y e d . T h e gap b e t w e e n d e c l a r e d p lans and p e r f o r m a n c e , pa r t i cu 

c a p i t a l p r o g r a m m e s w h i c h the G o v e r n m e n t has s t a t e d i t wishes to  p r ^ 

confuses P a r l i a m e n t and the p r i v a t e s e c t o r i n d u s t r i e s c o n c e r n e d . The d. 
underlie 

for c o n t r o l s o f p r o g r a m m e manage r s set i m p o s s i b l e t a r g e t s is also 
1 a l l o w a n c  e 

and O n the o t h e r h a n d , a l t h o u g h no t a l w a y s m a d e e x p l i c i t a g e n e r a l 
unde r spend ing i s b u i l t i n t o the T r e a s u r y ' s assessments o f p u b l i c expendi 

e x p e n  d d

e x p e c t e d by i n f o r m e d c o m m e n t a t o r s . If th i s w e r e r e d u c e d , planne ^ i t b i 0 

o n p r o g r a m m e s w o u l d , o t h e r t h ings b e i n g e q u a l , h a v e t o be l o w e r to keep 

the s ame p l a n n i n g t o t a l . 
As 

v e a r(ii) to r e d u c e the r i s k o f was t e at the end o f the ' 
with jjture 

the p o s s i b i l i t y o f unde r spend ing b e c o m e s appa ren t , l o w p r i o r i t y expen 

a shor t l e a d - t i m e m a y be b rought f o r w a r d to r e d u c e i t . 

for debat e' 
T h e e x t e n t to w h i c h w a s t e o f th i s k i n d does t a k e p l a c e is a m a t t e r 

d o e SBut it
T h e e v i d e n c e is m a i n l y a n e c d o t a l . It c e r t a i n l y does happen . °  ^ e 

ad-til*1 

n e c e s s a r i l y f o l l o w t h a t i t e m s b rough t f o r w a r d because o f shor t 

no t d e s i r a b l e i n t h e i r o w n r i g h t . if 
e( i i i) t o r e d u c e the r i s k o f was t e th roughou t the y e a r , bu t e s p e c i a l l y at t

then can 
m a n a g e r s have to r e d u c e e x p e n d i t u r e q u i c k l y i n w h a t e v e r w a y they 

as to a v o i d or r e d u c e a t h r e a t e n e d o v e r s p e n d . 

in 
ilariy 

W a s t e o f t h i s k i n d u n d o u b t e d l y o c c u r s f r o m t i m e to t i m e , p a r t i c ^ 3 * 
for e  C or

p r o g r a m m e s w h e r e s h o r t - t e r m c a s h f l o w c a n n e i t h e r be c o n t r o l l e d no 

w i t h i n f i n e l i m i t s . T h i s i s t r ue o f the roads p r o g r a m m e and ^ 

p r o g r a m m e s , l i k e d e f e n c e , w h e r e i t m a y be i m p o s s i b l e to adjust e ^ ^ 
w i t h i n an a n n u a l t i m e s c a l e . T h e p r o b l e m is m a d e worse where 

f o r e c a s t i n g , m o n i t o r i n g and c o n t r o l a re i n a d e q u a t e . 

very 
be ould 

5. A g a i n s t these o b j e c t i v e s have to be set the d i f f i c u l t y o f c o s t , w h i c h c 
bi i i ty 0  1 

p ° s S s u b s t a n t i a l d e p e n d i n g on the p r e c i s e n a t u r e o f the s c h e m e a d o p t e d , and the
,dopte d 

u n d e r m i n i n g the b a s i c d i s c i p l i n e s o f c a s h p l a n n i n g , p a r t i c u l a r l y i f the scheme 

c o v e r e d o v e r s p e n d i n g as w e l l as u n d e r s p e n d i n g . 



6, 

i t t i t iati 1 1 6 8 6 C O n s i d e r a t  i o n  s h a v e to be se t i n the c o n t e x t o f the f i n a n c i a l m a n a g e m e n t 
y5ffiCie t i

 a e P a r t m e n t s b e l i e v e t ha t the d r i v e to i m p r o v e f i n a n c i a l m a n a g e m e n t and 
C ° U l d i n c r e a9L1tho».i s e the n e e d fo r s o m e k i n d o f e n d - y e a r f l e x i b i l i t y i f f r e e d o m and t

ty over • 
c o s t s  a n dTie  tH

e x p e n d i t u r e is to be i n c r e a s i n g l y d e l e g a t e d to l i n e m a n a g e r s . 
to a 

P u t chas example , c o u l d  f r e e d o mC c u n i u l a t e s av ings c r e a t e i n c u r r e n t  was to d e f r a y c o r r e s p o n d i n g fu tu r e  to  d i f f i c u l t i e s i f e x p e n d i t u r e t h e r e  no  c o s t - s a v i n g 
e si voted f 

They i j e ] .  f ° r w a r d i n t o a fu tu re y e a r . T h e T r e a s u r y do n o t , h o w e v e r , a c c e p t t h i s . 
i for 

6 t h a t  l t is pos s ib l e to e x a g g e r a t e the e x t e n t to w h i c h s t r i c t o b s e r v a n c e o f an •tail c, 
l° ^ v i d u ^ * ^ i n c o n s  i s t e n  t w i t h g r e a t e r d e l e g a t i o n o f r e s p o n s i b i l i t y . It is a l r e a d y open 

^ 6 1 ) a r t l n e n t s  t o* ^ thei  p r o v i d e f l e x i b i l i t y b e t w e e n y e a r s for i n d i v i d u a l cos t c e n t r e s 
5 U t l l 0 t i t ies)  P r r a t n m e s° 8  ( f o l l o w i n g the a n a l o g y o f the h e a l t h a u t h o r i t i e s and l o c a l 
: a t t < % ^  p r o v i d e' d the r e s u l t s c a n be c o n t a i n e d w i t h i n t h e i r t o t a l b u d g e t s . T h e 

c t i o n 
o f be t t e r f i n a n c i a l p l a n n i n g and c o n t r o l s y s t e m s ought to m a k e a r r a n g e m e n t s o f 'kind 

The f 
° W l n«tn  • § Pa rag raphs b r i e f l y d i scuss the m a i n i s sues w h i c h n e e d to be d e c i d e d i f ae

w h e t h e r i t s h o u l d c o v e r o v e r as w e l l as u n d e r s p e n d i n g , 

U S h 0 U l dS d „   ^ l u d e c u r r e n t as w e l l as c a p i t a l e x p e n d i t u r e , w h i c h spend ing a u t h o r i t i e s 

^ ^ a n d t h e m e c h a n i c s o f the s c h e m e . 

•ell Pending d e p a r t m e n t s b e l i e v e tha t e n d - y e a r f l e x i b i l i t y ought to a p p l y to o v e r as 

T h a t i s , t h e y b e l i e v e tha t spend ing m a n a g e r s ought to h a v e the 

f o t , i varci  P S t e  t 0 a  g l v e n P o r t i o n  o f a^  ^  P r o   subsequent yea r ' s a l l o c a t i o n , as w e l l as to 

^ U n < l e r s P e n^ P f°ach d i n  g i n t o a subsequent y e a r . T h e y a rgue tha t o n l y a s y m m e t r i c a l o f

 S i *  k l n d  W o u l d f u l l^  u ^ Y m e e t the o b j e c t i v e s se t out i n p a r a g r a p h 4. T h e T r e a s u r y 
r e» c P ^ . * R a y n €- - e r s o f f i c e t a k e a d i f f e r e n t v i e w . C o n s i d e r a t i o n s o f cos t a p a r t , t h e y 
1 there th may be case in principle for allowing the carry-forward of underspend. 

e y belie 
° U s l y 6 t h a t  t 0  a l l o w Und  7  overspending in anticipation of next year's provision would 

l n e  t h e d i s c i p l i n e o f c a s h l i m i t s and c a s h p l a n n i n g . T h e r e w o u l d a lso be aof A 
6 ( l i b i l i t y >S y % e t r -  as to w h e t h e r o v e r s p e n d i n g w o u l d i n p r a c t i c e be f u l l y c l a w e d b a c k . 

i m e c o u l d be s i g n i f i c a n t l y m o r e e x p e n s i v e i n a g i v e n y e a r t han one 

° ^ s p e n d i n g . 

is air 
*ti a d 7 e s t a b l i s h e d p o l i c y tha t ove r spends on a c a s h l i m i t i n one y e a r a re 

c e d f r o  the c a s h l i m i t for the f o l l o w i n g y e a r . m

n 
u<li ° t r e c o m m e n d i n f a v o u r o f a s c h e m e w h i c h a l l o w e d o v e r s p e n d i n g . B u t 

U - l t he G o v e r n m e n t shou ld c o n s i d e r w h e t h e r i n c e r t a i n c i r c u m s t a n c e s aS o r i 0 Us' 
a t t i t u d  t o w a r d s o c c a s i o n a l b r e a c h e s i n c a s h l i m i t s m i g h t be a p p r o p r i a t e , e



fir*l v 

u Treasury 

w h e r e th i s o c c u r r e d b e y o n d the c o n t r o l o f d e p a r t m e n t s . In t h e i r r e p l y , the 

r e j e c t e d th i s i d e a . 

C a p i t a l a n d c u r r e n t e x p e n d i t u r e 
i1c a p i t  a 

11 . T h e p r o b l e m s d e s c r i b e d i n p a r a g r a p h 4 a p p l y m a i n l y to c e r t a i n e 

wbui lding
p r o c u r e m e n t p r o g r a m m e s s u c h as r o a d s , d e f e n c e p r o c u r e m e n t and p r i son ^ 

Apr C O ^ ' 

m u c h o f the e x p e n d i t u r e i n a p a r t i c u l a r y e a r m a y be on p r o j e c t s a l r e a d y un ^ ,jef e n C e 

w h e r e the t i m i n g o f w o r k and o f p a y m e n t s for i t m a y be u n c e r t a i n . T h e problem ^ fence e

f State f ° r 

p r o c u r e m e n t w e r e d e s c r i b e d i n the m e m o r a n d u m b y the S e c r e t a r y o i & i 
• „ d i n ^ 

c i r c u l a t e d as O D ( 8 2 ) 3 . T h e d i f f i c u l t i e s o f the roads p r o g r a m m e a re desc r ibe 

12. S i m i l a r p r o b l e m s c o u l d , h o w e v e r , o c c u r w i t h c e r t a i n types of curr ^ ^  c j o Se 

p a r t i c u l a r l y i n a reas w h e r e c a p i t a l a n d c u r r e n t e x p e n d i t u r e (as p r e s e n t l y de i ^ . ^  e 

s u b s t i t u t e s for one a n o t h e r , or w i t h R & D  . T h e g e n e r a l i t y o f c u r r e n t expe 
than m ° s 

h o w e v e r , t o be f o r e c a s t a b l e and c o n t r o l l a b l e w i t h i n m u c h t i g h t e r l i m i t s 

e x p e n d i t u r e . 

13 . I m p l e m e n t i n g a s c h e m e to c o v e r c u r r e n t as w e l l as c a p i t a l expe
g n  £ on e 

^ & 

c o n s i d e r a b l y to the c o s t . T o t a l c u r r e n t e x p e n d i t u r e by c e n t r a l g o v e r n m 

s e r v i c e s i n 1 9 8 2 - 8 3 is p l a n n e d to be £36 b i l l i o n . 
e this d i t ^n 

i nt expe" 
14. In p r a c t i c e , i f a s c h e m e was to be c o n f i n e d to ' c a p i t a l and e q u i v a i e n i f ^ ^ 

i  even ** 's  a 

m a y n e e d to be done i n a w a y w h i c h m e e t s the s p i r i t o f the p roposa l s , ^ 
cc u r r e n t a c c o u n t i n g p r a c t i c e . T h e d e t a i l s o f the e x p e n d i t u r e to be  J be 

• • « to p r i n d P l e 

p r o g r a m m e w o u l d n e e d to be d i s c u s s e d b i l a t e r a l l y once the d e c i s i o n as 

t a k e n . 

S p e n d i n g a u t h o r i t i e s t o b e c o v e r e d 

15 . It was l e f t open w h e t h e r the 1980 s c h e m e s h o u l d a p p l y to c a p i t a l e x p e n ^ ^  0 u l 
a r t m e 

a u t h o r i t i e s and h e a l t h a u t h o r i t i e s as w e l l as b y c e n t r a l g o v e r n m e n t dep ^ he 

be for c o n s i d e r a t i o n w h e t h e r any s c h e m e i n t r o d u c e d n o w shou ld do so. tifla

a u t h o r i t i e s and l o c a l a u t h o r i t i e s a l r e a d y h a v e a g r ea t d e a l o f f l e x i b i l i t y 

c a s h l i m i t s . 

f cash lio° i t S* j*l e r  

16. T h e a r r a n g e m e n t s for h e a l t h a u t h o r i t i e s p r e d a t e the i n t r o d u c t i o n o ^ &afl^ 

a p p e a r to h a v e w o r k e d w e l l and to h a v e g i v e n the h e a l t h a u t h o r i t i e s the 

a d v a n t a g e s n o w sought for c e n t r a l g o v e r n m e n t d e p a r t m e n t s . 

In t h a t f 

17. T h e s c h e m e for l o c a l a u t h o r i t i e s was o n l y i n t r o d u c e d i n 1 9 8 1 - 8 2 . ^ i j e ^ e ' b e  

T n eo v e r a l l c a s h l i m i t was u n d e r s p e n t b y a r o u n d £600 m i l l i o n .



e r s pendin 
t U r n  P a r  c a u s e a Parti *  ̂ - °y d e l i b e r a t e c a u t i o n on the pa r t o f the l o c a l a u t h o r i t i e s , i n 

C a u s e^erspg..^ d by fear tha t the f l e x i b i l i t y a l l o w e d t h e m c o u l d l e a d to aggrega te 

^ ° ^  O W e <  D  a1980-81  ^ ' * y  m o r a t o r i u m , as p r o v e d n e c e s s a r y for hous ing i n v e s t m e n t i n 
-81. 

aatior,=i ,  r S °* **" s ^ i u d c o u l d be eased by a s c h e m e w h i c h a l l o w e d for c a r r y - f o r w a r d a t 
l e v * l  , P a r t i c u l a r i r l y i f i t c o v e r e d o v e r s p e n d i n g . 

18. 
The nere are 

* n U Q l l i e r  o f° l l e rated  d i f f e r e n t ways i n w h i c h a s c h e m e for e n d - y e a r f l e x i b i l i t y c o u l d 

l 9 - Th 
e 1980 

0 e i n ec °»fin Q j .  was an a d m i n i s t r a t i v e one . A s i m i l a r s c h e m e i n s t i t u t e d n o w , and t , n e d to 
underspending, m i g h t h a v e t h e f o l l o w i n g f e a t u r e s : 

(i) 
- r y - f  o t W a r d t o m f o l l o w i n g y e a , o f underspends , sub j ec t 

P e s s a r y t o a v o i d a n u n m a n a g e a b l e t n u M p U c U y o f s m a l l ~™*J£T.f . 
- «  • m i n i m u m t o b e c o n s i d e r e d fu r the r bn t p o s s i b l y > c o m m o  n 

P - e n t a g e ana a n a b s o l u t e a tnount , and sub jec t t o a  T h e 

* o r i g i n a l c a p i t a , p r o g r a m m e : t b e , 9 8 0 b a d a — m « " ^ 


Secre ta ry o f S t a t e to r t h e E n v i r o n m e n t h a s sugges t ed t h a t 

2 0 Per c e n t . 


(ii) 

* . amount c a r r i e d f o r w a r d to he a d d e d to t h e p r o g r a m m e p r e v i o u s i y s e t t l e d f o r 

»  e foUowing r a n d „ be c h a r g e d t o t h e C o n t i n g e n c y R e s e r v e . n t h a t y e a  

' " d ag reed . 

(Ui) 

S »Pp ly e s t i m a t e s i n c r e a s e d w h e n r e q u i r e d by w a y o f s u p p l e m e n t a l  . 


(iv) 

sys t em w o u i d p r o b a b i y o n l y b e w o r k a b l e i f a p p l i e d t o w h o l e c a s h U m i t s . 

H o w e v e r , m a n y c a s h l i m i t s c o n t a i n a m i x t u r e o f c u r r e n t a n d c a p t t a l e x p e n d ^  e 

» » » u l d be n e c e s s a r y , 0 c o n s i d e r f u r t h e r t he i m p l i c a t i o n s o f th ts , i n c l u d i n g 

the defence b l o c k b u d g e t . 

a t e i s g i v e n i n A n n e x 4 . 
e t a m u s t t a t i 0 n  4^ r '  * " W *  ° ' *°" ^  ^ T t r f o r u n d e r s p e n d i n g i n 1 9 8 1 - 8 2 

V  , 6 ' " r e d u c e d i n 1 9 8 2 - 8 3 , w i t h n o c r e d i t b e i n g a l l o w p r o d u c e a n y 
^ «  * «  - t h e s c h e m e was l a u n c h e d i t w o u l d b e t o o l a t e f o r S e r i a l *A 


advantages i n t h a t y e a r . 


An 

° 8 o u 
s 


r a n g e n i e n t c o u l 
P t o b  l e n .  ^ r d be d e v i s e d to d e a l w i t h ove r spend ing , though the re s  o 

a r h a m e n t a r y a u t h o r i s a t i o n i n r e l a t i o n to the o v e r s p e n d i n g , i n tha t i t 



for  s P r i n  g 

w o u l d i n c r e a s e the n u m b e r o f E x c e s s V o t e s unless i t e m e r g e d e a r l y enoug 

S u p p l e m e n t a r i e s to be t a k e n . T h e r e c o u l d a l so be d i f f i c u l t i e s i n m a n a g i n g the 


.up year* 

R e s e r v e , s i n c e the p o s s i b i l i t i e s o f o v e r s p e n d m a y no t e m e r g e u n t i l v e r y l a t e i n 


iild 
22. T h e M O  D a re c o n c e r n e d tha t an a d m i n i s t r a t i v e s c h e m e o f th is k ind w 

e a r• any  y

gua ran tee tha t f l e x i b i l i t y w o u l d be a l l o w e d , s i n c e i t w o u l d open to M i n i s t e r s »n 


l they t°° 

d e c i d e to re fuse to ag ree to the n e c e s s a r y s u p p l e m e n t a r i e s (if , for e x a m p l e , / 

v i e w tha t t he C o n t i n g e n c y R e s e r v e c o u l d no t a c c o m m o d a t e t h e m ) . T h e M O D have ^ 

sugges ted t h a t , now c a s h l i m i t s are now m a i n l y a c c o m m o d a t e d to vo tes , f l ex ib i l 

a l so	 be v o t e d i f P a r l i a m e n t v o t e d funds for a l onge r p e r i o d than twelve ^ 
f Maroh * 

U n d e r s p e n d i n g c o u l d be c a t e r e d for by a l l o w i n g funds unspent a t the end ot  ^ e 

u t i l i s e d d u r i n g A p r i l . O v e r s p e n d i n g c o u l d be d e a l t w i t h by a l l o w i n g funds voted ^ ^ 
subsequent f i n a n c i a l y e a r t h r o u g h the v o t e o n a c c o u n t to be u t i l i s e d at the 

.  . funds 
p r e v i o u s f i n a n c i a l y e a r , e .g . f r o m 1 M a r c h . In sho r t , P a r l i a m e n t w o u l d	 vo ^ 

• A forward i ° r 


14 mon ths r a t h e r t h a n 12. U n d e r s p e n t funds w o u l d a u t o m a t i c a l l y be c a r r i e d w
 t 

m o n t h w i t h o u t c r e a t i n g a n e e d for S u p p l e m e n t a r y E s t i m a t e s i n the f o l i o * 8 
 i J U i j  casht h e

O v e r s p e n d i n g w o u l d a u t o m a t i c a l l y ea t up the f o l l o w i n g yea r ' s funds ana j , there

d i s c i p l i n e w o u l d be s e e n to be b i t i n g e f f e c t i v e l y . It w o u l d be for cons ide ra t i on 

l i m i t o f some k i n d shou ld be a p p l i e d to the f a c i l i t y . 

5. • at A n n e X * 
lt 

2 3 . A f u l l e r d e s c r i p t i o n o f t h i s a l t e r n a t i v e , as i t m i g h t a p p l y t o M O D , is a ^ ^ 


w o u l d p r o b a b l y r e q u i r e l e g i s l a t i o n , and c o u l d no t t h e r e f o r e be i n t r o d u c e d i n
 t 

,-ted to a r g ^ 

c o u l d i n v o l v e a n u m b e r o f p r a c t i c a l d i f f i c u l t i e s . P a r l i a m e n t c o u l d be e x p e c i e 

S u p p l y P r o c e d u r e is a l r e a d y s u f f i c i e n t l y f l e x i b l e to a l l o w the t r ans fe r o f exp ^ ^ 

one y e a r to ano the r w i t h o u t the need for d e v i c e s w h i c h w e a k e n the i r c r y t a  

i « o t P a r l i a " 1  6 

e x p e n d i t u r e ; and t ha t the p r o b l e m i s one o f p u b l i c e x p e n d i t u r e c o n t r o l , n o 

a u t h o r i t y for the issue o f the n e c e s s a r y funds. 24. A t h i r d p o s s i b i l i t y w o u l d be to enab le the p a y m e n t o f b i l l s to be de layed or 

t o m e e t d e v e l o p i n g overspends o r underspends . T h e s u p e r f i c i a l a t t r a c t i o n of *  » ^ 

p a y m e n t s i n th is w a y i s tha t the c a s h l i m i t s o f e a c h r e s p e c t i v e f i n a n c i a l year would 

u n a l t e r e d ; a p o t e n t i a l unde r spend , fo r e x a m p l e , w o u l d be a v o i d e d by a c c e l e r a t i n g 

r a t h e r than a d d i n g to the f o l l o w i n g yea r ' s c a s h l i m i t . M a n i p u l a t i o n o f b i l l payment woul ^ 

m l i n e w i t h m u c h p r i v a t e s e c t o r p r a c t i c e , and m i g h t be p r e s e n t e d as a means of 

more a d m i n i s t r a t i v e d i s c r e t i o n t h a n the p resen t s i t u a t i o n a l l o w s . 

25 . S u c h a s c h e m e w o u l d , h o w e v e r , r e q u i r e a change i n the l o n g - e s t a b l i s h e d p r i n c - P * 

the G o v e r n m e n t pays i t s b i l l s as soon as t h e y a r e p r e s e n t e d and the necessa ry 

c o m p l e t e d . T h e y a r e g o o d reasons f o r the c o n v e n t i o n . D e f e r r i n g p a y m e n t s pena l i se ' 

and c o n t r a c t o r s - p o s s i b l y u n e v e n l y - and w o u l d i n e v i t a b l y a t t r a c t c r i t i c i s m . The 2*** 
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 6 C t l V e l y  b eentail ^  b o r r o w i n g f r o m the c o n t r a c t o r . T h i s w o u l d n o r m a l l y i n some way 
additi 4 d d l t i o n a lN e , ^ .  cos t . M a k i n g p a y m e n t s i n a d v a n c e o f due da tes i n o rde r to a v o i d an 

QersPend 
m i g h t  b e

^»AA:„  unob jec t ionab le f r o m the c o n t r a c t o r s ' po in t o f v i e w , but w o u l d i n v o l v e 1 addit 

° " o w i n g cost to the E x c h e q u e r . 


 1 1 8 6  o f*om d b  e  this k i n d , w o u l d a lso r a i s e p r a c t i c a l d i f f i c u l t i e s . In p a r t i c u l a r , t he re 
a b t  t h e  e x t e n t  t o  w h i c h° U^ P f o b i * 1 1 1 0 6 * 1 * 1 1 1 1  7  p a y m e n t s shou ld be a d v a n c e d or r e t a r d e d . 

e m  m a k i n%  h - ° f g o u t t u r n c o n f o r m to c a s h l i m i t s w o u l d t he r e fo r e not be r e s o l v e d , 4

-Schemes 

e* h  Potential cost of i n t r o d u c i n g a s c h e m e of e n d - y e a r f l e x i b i l i t y is v e r y u n c e r t a i n "Quid 
I. d e p e n d upon the d e t a i l o f the s c h e m e a d o p t e d . T w o e f f e c t s n e e d to be c o n s i d e r e d 

s*Ut. P u h l i c expend i tu r e t o t a l s and the i m p r o v e m e n t i n e f f i c i e n c y w h i c h m i g h t ° n

The latt 
6 r  l s  V e r Y d i f f i c u l t to e v a l u a t e . 

The 

^  f ° u 8 h l y P ° t e i l t l a l  f u t u r e e x p e n d i t u r e cos t o f the ' bas ic ' s c h e m e d e s c r i b e d i n p a r a g r a p h 19 

^ U i o n  S t l m a t e d  t o  b e^  °  s i m i l a r to tha t o f the 1980 s c h e m e , about £300 m i l l i o n t o 
a1 W .  Year  i  1982-83 n p r i c e s , s t a r t i n g i n 1 9 8 3 - 8 4 , i f the m a x i m u m c a r r y - f o r w a r d is 
Per cent TVi 8ht forv *ne cos t i n a n y one y e a r depends on the b a l a n c e o f e x p e n d i t u r e 

b e t 0 m  P t e v i o u s  y e a r^  n o cost  i ^ c a r r i e d f o r w a r d to the f o l l o w i n g y e a r . T h e r e 
P ' ° V i d e  p o s s i bu  i ' ex 1. l  y s o m e s a v i n g , i n 1 9 8 2 - 8 3 . A f u l l e r e x p l a n a t i o n o f the c o s t i n g ^n A

n 8 the scheme to c o v e r c u r r e n t as w e l l as c a p i t a l e x p e n d i t u r e or over as w e l l 
l«ct l n 8 cou ld add s u b s t a n t i a l l y to the p o t e n t i a l cos t and to the v a r i a b i l i t y o f the 

P U b U CH l i ° "  « * « * i t u , e i n any one y e a r . So w o u l d any i n c r e a s e i n the m a r g i n o f 
y  t 0  b e allowed. 

l n i s t e r s 

i n v i t e d to c o n s i d e r whe the r t hey a c c e p t the a r g u m e n t s i n p r i n c i p l e for 
of 

end yea r f l e x i b i l i t y , w h e t h e r t hey a re p r e p a r e d to a c c e p t the p o t e n t i a l 
Public 

P e  t i n & "** e x P e n d i t u r e i n 1983-84 and l a t e r y e a r s when m e a s u r e d agains t o the r 
8 PHor i i f i t ies and , i n the l i g h t o f t h i s , w h e t h e r t h e y w i s h o f f i c i a l s to unde r t ake V
 0tk 


^en t S 1 g n i n g  s c h e m e e i t h e r for g e n e r a l a p p l i c a t i o n or a m o r e l i m i t e d a

If fv i r t h 
 er Work is t v, 


&(i)  to be done , i t w o u l d be h e l p f u l t o have a g u i d a n c e on : 

Whether th 

q ^ ne s cheme should be addressed o n l y to unde r spend ing or shou ld c o v e r 

^ P e n d i n g as w e l l . 



(ii)	 whe the r i t s h o u l d e x t e n d to c u r r e n t as w e l l as c a p i t a l and equi y a * 

e x p e n d i t u r e . 

it ^ 

(iii)	 w h e t h e r i t shou ld c o v e r the e x p e n d i t u r e o f h e a l t h a u t h o r i t i e s and the cap 

e x p e n d i t u r e o f l o c a l a u t h o r i t i e s as w e l l as t he e x p e n d i t u r e o i 

g o v e r n m e n t . 

(iv)	 w h i c h o f the app roaches o u t l i n e d i n pa r ag raphs 18 to 26 t h e y f avour . 



l  t COSTING O F T H E 1980 S C H E M E F O R C A R R Y I N G - F O R W A R D O F U N D E R S P E N D 

The 
-v.«erx ™ e was l i m i t e d to e x p e n d i t u r e for w h i c h t he re is a m a n a g e r i a l case for f l e x i b i l i t y , 

P t m c i p a l l y 
C a P i t a l e x p e n d i t u r e . T h e c a r r y - f o r w a r d was subjec t to a m a x i m u m o f 5 pe r c e n t 

1 e l l g i b l e P nd i tu re and a m i n i m u m o f 1 pe r c e n t , the m i n i m u m t h r e s h o l d b e i n g i n t ended 
e e v e n t  laro« a

 g e»et  ,  n u i n b e r o f S u p p l e m e n t a r y E s t i m a t e s for s m a l l a m o u n t s . D e p a r t m e n t s e

e, tPendit t l j e i r v i e w s on the s c h e m e at o f f i c i a l l e v e l and to g i v e the t o t a l v a l u e o f 
6 t l i a t  W o u l d  b*Uh n. e e l i g i b l e i n 1 9 8 1 - 8 2 . It was e x p l a i n e d tha t i t was for c o n s i d e r a t i o n 

l 0 C a l  d e r t m e n t s auth • P a  w h e t h e r i t w o u l d e x t e n d to the c a p i t a l p r o g r a m m e s o f t he 
r i t l e sf i t»an^  or the h e a l t h a u t h o r i t i e s . T h e s c h e m e w o u l d n o t a p p l y to the e x t e r n a l 

® of tjjg 

* * 8 e Q v  . n a * 1 o n a l i s e d i n d u s t r i e s about w h i c h sepa ra t e d i scuss ions w e r e i n p rogress . It 
t h a t  t h ethe  a d d i t i o n a l e x p e n d i t u r e needed for the s c h e m e w o u l d be c h a r g e d to r

0 n t i n g e n c v p 
C a t J V - for Reserve and i n e v i d e n c e to the P A  C the T r e a s u r y s a i d tha t the 

Under
d

 thi  cou ld be a u t h o r i s e d i n s u m m e r S u p p l e m e n t a r y E s t i m a t e s . 
I sSi*, Vey  s cheme the t o t a l o f e l i g i b l e e x p e n d i t u r e was about £10 b i l l i o n i n 1980 

e * P e n d P t l C e S ' t h l S f i g U r e i n c l u d i n  s o m eces 

In

g  a l l o w a n c e for l o c a l a u t h o r i t y and h e a l t h a u t h o r i t y 

 e v J  d
re. *  U I th i s , a l m o s t E5 b i l l i o n was on de fence p r o c u r e m e n t and c a p i t a l e x p e n d i t u r e . 

t 0  P A C t h e T r ePot e i n - :e ^ ' a s u r  y s a i d tha t ' O n a f i v e pe r cen t bas i s , the m a x i m u m 
" k 6 l l t i a l car rv f  ' ~ ' 
r e ^ r e m I o t w a r d * w o u l d bexz o f  LUC o rde r (Jl VXV̂ J o f V*. E500 »**#WW m i l l i o n , but  —  d e p a r t m e n t a l * ""H^il'̂ jjj — ^   v^^ivo.  U l the .  7 — . because 4U

6 S t i l l l a t ec l  W l d  D e° U  u n e v e n the a c t u a l c a r r y - o v e r shou ld be less t h a n tha t ' . I t 
P*i c  t h e  a c t u a les t i  c a r r y - f o r w a r d m i g h t be o n l y about £300 m i l l i o n i n 1980 su rvey 

' However i t 
'Shth, •  w a s e x p e c t e d tha t the s c h e m e w o u l d cause D e p a r t m e n t s to underspend 

y e  a r* B ^ . ecause t h e y w o u l d no t be so anx ious to spend t h e i r f u l l a l l o c a t i o n s be fo re the 
t and 

5 u 8 g e s t e  d

 4 f l S n r e for t h i s e f f e c t o f £100 m i l l i o n or so, i n 1980 s u r v e y p r i c e s , was 

T h e1  net 

t l l e  O V e r a 1 1 £300  cos t o f the s c h e m e i n the f i r s t y e a r o f o p e r a t i o n w o u l d t he r e fo r e be 
6 n l i k e l y c a r r'  m i i |  l l i 0  y ~ f o r w a r d less the e s t i m a t e d £100 m i l l i o n a d d i t i o n a l underspend 

m  l ^ 8 °  s u r v e y  P r i c^ ^ 8 0  ° n e s . T h e s c h e m e w o u l d have s t a r t e d w i t h a c a r r y - f o r w a r d 
l 9 8 1 ~ 8 2  t h e n e^ a l e n  t ^ ' t cos t b e i n g about £250 m i l l i o n i n 1980-81 p r i c e s , the r o u g h 

m i l l i o n  i n^ ^Sher •  1 9 8 0 s u r v e y p r i c e s . In l a t e r y e a r s the cos t o f the s c h e m e w o u l d i n the f i r s t y e a r and £450 m i l l i o n i n l a t e r y e a r s . 
C ° 8 t  S 1 1 1 6 1 x 1 8 1 1 6 1 u n d e r ^Oulrf. s p e n  d w o u l d be o f f se t by the h ighe r c a r r y - f o r w a r d , so the 

6  a b t E 3  m i l l i o n  i n  1 9 8 0 s  r vt 3 ° ° 8 C h e m °e U
 c o n s i d d ^ i l l i o °  ° u  e  y p r i c e s . In 1982-83 p r i c e s the cos t w o u l d be V ^  i n t h i s p a p e r i s s l i g h t l y d i f f e r e n t f r o m the 1980 s c h e m e i n tha t t


4 8  W o u l dO * '  ^ g i v e n n o t i c e o f i t s i n t r o d u c t i o n ; i e t h e y w o u l d be t o l d i n 1982-83 t ha t 
y ~ f * w a r d w o u l d be a l l o w e d f r o m 1982-83 t o 1 9 8 3 - 8 4 . So i n 1982-83 the re w o u l d be a 



s a v i n g o f about E l 5 0 m i l l i o n and i n fu tu re y e a r s the cos t w o u l d a v e r a g e about £450 n l , l l l 0 " b  e 

1982-83 p r i c e s w i t h the cos t b e i n g h ighe r i n some y e a r s , l o w e r i n o t h e r s . The effec1 

 I f the c a r r y - f o r w r a r  d C o n t i n g e n c y R e s e r v e w o u l d depend on when the deb i t s t a k e p l a c e .

a u t h o r i s e d i n s u m m e r S u p p l e m e n t a r y E s t i m a t e s , the cos t to t he C o n t i n g e n c y Reser 

the s c h e m e is i n o p e r a t i o n w o u l d be £600 m i l l i o n i n 1982-83 p r i c e s , w h i c h would be oi ^ 

a n underspend o f £150 m i l l i o n . H o w e v e r , i f t he d e b i t s o n l y t a k e p l a c e when e 

e rn e e d the m o n e y t h e n the cos t to the C o n t i n g e n c y R e s e r v e w o u l d be sma l l e r , in t h  

£450 m i l l i o n to £600 m i l l i o n , say £500 m i l l i o n , w i t h the underspend be ing corresp°» d ,  n 

s m a l l e r . 

n•jse ' 
5. S i n c e th i s c o s t i n g was m a d e i n 1980 , d e p a r t m e n t s h a v e g a i n e d grea ter expe' 

l i v i n g w i t h i n c a s h l i m i t s . So the e s t i m a t e d cos t s g i v e n above m a y be on the high s l d e ' ' 

cos t m i g h t be a t h i r d l ess t h a n the e s t i m a t e s g i v e n above i e about £300 m i l l i ° n  i n ^ 

p r i c e s , so the e f f e c t on the C o n t i n g e n c y R e s e r v e w o u l d be b e t w e e n £300 m i l - , o  n 

£450 m i l l i o n , d e p e n d i n g on when the deb i t s for c a r r y - f o r w a r d are m a d e . 



h l : E X I S T I N G E N D Y E A R F L E X I B I L I T Y S C H E M E S 

e w h e  r  e a d e p a r t m e n t i s a l l o w e d to c a r r y ove r e x p e n d i t u r e is the overseas a i d 
e. M ° s t of th i s p r o g r a m m e is c a s h l i m i t e d , bu t the re i s a p r o p o r t i o n w h i c h 

n o t e d° £ ° n - V  e x p e n d i t u r e n o t sub jec t t o c a s h l i m i t s . U n d e r a l o n g - s t a n d i n g 

c ^ * * * *  ' an underspend o f up t o £15mil l ion (about 1.5 p e r /cent o f the to ta l ) m a y be 
l 6  d f<*ward to be added to the a i d p r o g r a m m e i n the n e x t y e a r but one , subjec t to 

I « * * n t . S i m i l a r l y , any o v e r s p e n d i s c a r r i e d f o r w a r d and d e d u c t e d f r o m the n e x t 
I  I « *  • In p r a c t i c e , these a r r a n g e m e n t s a re h e l d i n r e s e r v e . O D  A i s e x p e c t e d to 

p o s s i b i e  e f f t s  n o t  t o n d i t s r t i c u i a r h e r o i l " o v e r* ° r ° ' e » p e p ' ° g r a m m e - *  p a ' t 

8 l ° n S  d o  n ° t g ive O D A any excuse for b r e a c h i n g i t s c a s h l i m i t s . 

I 

* l n C eb  1981-82, n a t i o n a l i s e d i n d u s t r i e s have b e e n a l l o w e d i n c r e a s e s i n shor t t e r m 

c , 6  t

 W * * f 'om the N L F at the end o f the y e a r i n excess o f t h a t y e a r ' s E F L , w i t h i n one p e r 

f ° t e C a S t t u r n^ o u T ° v e  r and f i x e d i n v e s t m e n t e x p e n d i t u r e and on c o n d i t i o n tha t the 

7  ° f excess i s d e d u c t e d f r o m the f o l l o w i n g y e a r ' s E F L  . M a i n t a i n i n g the d i s c m h n e 
° f overspends depends on the a d d i t i o n a l c a s h no t b e i n g a v a i l a b l e u n t i l the 

l R * year's E F L has b e e n s e t . T h u s the E F L s a r e se t d u r i n g the t h i r d qua r t e r and the 

f o t

M o r W a r d 
V iPeri s c h e m e is on ly a v a i l a b l e i n the f i n a l q u a r t e r . T o da t e t h e r e is l i t t l e p r a c t i c a l e n c

6  o f ^ e scheme's o p e r a t i o n . 
3. , 

1 S C h e m e s e x i s t  w i t h i n^ v r *  ^  P r o g r a m m e s . F o r e x a m p l e , w i t h i n t he f r a m e w o r k o f 

C a S h  U m i t  W h i c h  i s  s u b c t  t o  t h e  S a m e  d i s c i n e  a S  m J h e r  C a S hJ e P U* H S s t U  ° t ^ 
<  ̂  a V  e ' o r some yea r s a l l o w e d i n d i v i d u a l r e g i o n a l h e a l t h a u t h o r i t i e s to c a r r y ove r 

U P  t o°*>sp ^  ° f  1 Pe r c e n t o f t h e i r r evenue a l l o c a t i o n s i n t o the subsequent y e a r . A n y 

8  i s  d e d u c t e d  f r a i i a t i o n t h e  n e x t  y e a r H e a i t h  a u t h i t i e s  a r e a i s° m ° c ° r^ r *  - - ° 

to 

t 0 over under spend ing o f up to 10 pe r cen t o f t h e i r c a p i t a l e x p e n d i t u r e 
W i t  * the ad jus tment b e i n g m a d e i n the n e x t y e a r bu t o n e . T h e y a lso have some 

S h l f t  r e s o - «  s b e t w e e n c a p i t a l and c u r r e n t e x p e n d i t u r e . T h e s e a r r a n g e m e n t s 
f W O r k e dX  - e l  l for s e v e r a l y e a r s . D H S S b e l i e v e t h a t the a r r a n g e m e n t s for u

M o , C a * y - ° v e r , w h i l e no t e l i m i n a t i n g unde r spend ing , h a v e e n a b l e d t h e m to r e d u c e i t 
1 U  W O u l dS W  ^  ^ h e r w i s e h a v e b e e n and tha t i t a lso h e l p s to r educe w a s t e f u l 

ttl the end o f the y e a r . 
«. 

a n a l 0 U SS *  . ° g  ^ a n g e m e n t has b e e n i n t r o d u c e d w i t h e f f e c t f r o m 1981-82 fo r l o c a l 
l e 8 ' C a P i t a l e x p e n d i t u r e . W i t h i n a n a t i o n a l c a s h l i m i t for t he b u l k o f l o c a l a u t h o r i t y 



c a p i t a l e x p e n d i t u r e , i n d i v i d u a l a u t h o r i t i e s m a y c a r r y f o r w a r d an unspent al locati° n P 

10 p e r c e n t o f the t o t a l t o a subsequent y e a r o r a n t i c i p a t e a subsequent years ' a l l o c a  t 

• It  i s 

up to the s ame a m o u n t . O t h e r f ea tu re s o f the s c h e m e g i v e fu r t he r f l e x i b i l i t y 
trol  o D 

e a r l y to judge w h e t h e r the s c h e m e is c o m p a t i b l e w i t h m a i n t e n a n c e o f s t r i c t c o m 

n a t i o n a l ca sh l i m i t . 

i 



* T H E R O A D P R O G R A M M E 

Depa r tmen t  o f T r a n s p o r t 

T h i s n o t
6 t S o u t t n  

P. 
e 

e p a r t i c u l a r p r o b l e m s  i n the a p p l i c a t i o n  o f  an annua l ca sh l i m i t  to the 
°*U  e t 


n g l a n d
'  E>oa d s

 v ° t e . T h e s e a r i s e f r o m the p r o b l e m s  o f r e c o n c i l i n g e x p e n d i t u r e  on the 
W h i c hhiherently  c o m p r i s e s about 98 pe r cen t  o f the V o t e , and  i n the shor t r u n is 

V o l a t i l , w i t h  an i n f l e x i b l e a n n u a l l i m i t .e 

About thr 

^ c ^ i n g e e - q . u a r t e r s  o f the v o t e  i s for new c o n s t r u c t i o n and i m p r o v e m e n t s c h e m e s , 
W l l i c h i ^e p a r a t i  ° n and s u p e r v i s i o n . T w o - t h i r d s  o f the res t  i s  on s t r u c t u r a l m a i n t e n a n c e , 

though H 
C o n s t r u o f c lassed as c u r r e n t e x p e n d i t u r e is a k i n  to c a p i t a l e x p e n d i t u r e . R o a d 
CQQlH5oni e c e s s a r i l y a l o n g - l e a d p r o g r a m m e . S c h e m e s m a k i n g up the p r o g r a m m e 

y take f 

a 

l
third yea r s .  U p  to  90 p e r c e n t  o f p r o s p e c t i v e e x p e n d i t u r e  i n any i n d i v i d u a l 

r e a8econ.dc ° U y r s  to c o m p l e t e w i t h mos t  o f the e x p e n d i t u r e c o n c e n t r a t e d  i n»an  the 
W C O m m i t tC O t D , l i i t t e ddan  ' e d b e f o r e the y e a r s t a r t s , and mos t  o f t he r e s t  i s g e n e r a l l y 

m f i r s t h a l f  o ff l u c tuat;  t h e y e a r . T h e scope fo r ad jus t ing c a s h f low  to m e e t 
C 4 s l 1  m g  y e a r m  w h i c h  t h e y  o c c u r  i sMock '  t h e r e f o r e l i m i t e d .  A s the res t  o f the 
t l > e  s m a l^ain l >  i t g ives  no s i g n i f i c a n t scope for b a l a n c i n g u n c o n t r o l l a b l e d e v i a t i o n s  i n 

^ g r a m m e . 

e  F S t a r * s e^ 6 * t r e t  n j  b ecause the i n d i c e s used  to e s t a b l i s h the c a s h l i m i t for the vo te 
6 V ? r i  V ° * a t i * ebefore * A s s u m p t i o n s m a d e w h e n the c a s h p l ans a re a g r e e d c a n be o v e r t a k e n 

6  y e a r  b e g i n s a s  w a s^ ^ i c t a h i
 W

»  t he case th i s y e a r (1982-83) . N o t o n l y a re fu ture t rends
gjjj  i - •- , 

" 1 ) 0 v  S b u tem e n t s '  P a r t l y because  o f p r o b l e m s  o f a n a l y s i s , r e l i a b l e i n f o r m a t i o n  on pas t 
a v a i l aJ ^ i n p n ^ b l  e u n t i l  up  to a y e a r a f t e r the e v e n t . T h e i n t e r d e p a r t m e n t a l 

U u a t i o n  R o a d s ,  ° n  R e v a l u a t i o n set up  i n 1981 found no w a y  o f r e m e d y i n g th i s 
t\. With 

t aef 0 r~  ° U r e l i a b l e m e t h o d  o f p r e d i c t i n g p r i c e m o v e m e n t s , the D e p a r t m e n t must 
a g a i n s t a b a c k g r o u n d  o f c o n s i d e r a b l e u n c e r t a i n t y . 

a t i o U s*h  fact 
a d d  t 0  t h e6 1 t h  c 0  u n c e r t a i n t i e s .  A s w i t h o the r c o n s t r u c t i o n p r o g r a m m e s ,e

 r U c t i^ hanrf ° n i n d u s t r y  i s shor t  o f w o r k , t ende r s c a n  be p a r t i c u l a r l y k e e n . If ,  on the 
6  r a c t o r s* ° a d con  i n a s t ronge r p o s i t i o n , t enders m a y be h ighe r t han e x p e c t e d . 

C ° s t of o i  ^ t U c  t i o  n i n d u s t r y m o r e o v e r is s p e c i a l l y v u l n e r a b l e  to c e r t a i n cos t changes : theJ

 e X a n Q P 1* . e , a f f e c t s the cos t  o f b i t u m i n o u s s u r f a c i n g as w e l l as t r anspor t cos t s 

operat* 
a " n g p l an t  on s i t e . T h e s e a re s u b s t a n t i a l e l e m e n t s  i n t h e i r c o s t s . T h e 

http:8econ.dc


. jjj the 
i ndus t ry ' s annua l w a g e s e t t l e m e n t g e n e r a l l y t akes p l a c e i n J u l y . T h i s i s e a r l y eno 8 


f i n a n c i a l y e a r s i g n i f i c a n t l y t o d i s t u r b c o s t s i f a n u n e x p e c t e d l y h i g h i nc rease »»a » 


t oo l a t e t o a l l o w s i g n i f i c a n t changes to c o m m i t m e n t s for the y e a r . 


tter»  o t 

a

5. T h e D e p a r t m e n t c o n s t a n t l y r e f i n e s i t s t e chn iques fo r p r e d i c t i n g the p ^ a
howe?er' 

p a y m e n t o n c o n t r a c t s and r e l a t i n g these t o c o m m i t m e n t s . T h e r e r ema ins , any 

s u b s t a n t i a l r a n d o m e l e m e n t w h i c h c a n cause ma jo r d e v i a t i o n s f r o m the projections 

one s c h e m e . 

d gb u i  l d i o  

o a 

6. T h e w e a t h e r i s a ma jo r cause o f these r a n d o m changes . L a r g e - s c a l e r „ ariy e

e n t a i l s m o v i n g l a r g e v o l u m e s o f e a r t h , i n s o m e cases to c l e a r the w a y for a road, 

a l l c a ses to use a f t e r c o m p a c t i o n as t he base fo r t he c a r r i a g e w a y . W e a t h e r con 

have a m a r k e d e f f e c t on such o p e r a t i o n s , and c a n cause s u b s t a n t i a l va r i a t i ons ^ 
O t h e r o p e r a t i o n s a re d e l a y e d b y unseasonab ly c o l d w e a t h e r . In unusual ly f a v o ^ 8 ^ 

c o n d i t i o n s c o n t r a c t o r s c a n i m p r o v e on e x p e c t e d p rog res s and b e c o m e en t i t l ed to ^ 

p rogress p a y m e n t s t h a n f o r e c a s t . In poo r c o n d i t i o n s w o r k c a n be d e l a y e d , even brought to 

h a l t , and the p r o j e c t e d s c a l e o f p a y m e n t s t h e n b e c o m e s an o v e r e s t i m a t e . 

7 . A n o t h e r u n c e r t a i n t y a r i s e s f r o m the t i m i n g o f c l a i m s a r i s i n g f rom ^ ^ j  y 

c o n t r a c t o r u n f o r e s e e a b l e d i f f i c u l t i e s o f t e r r a i n . S o m e t i m e s c o n t r a c t o r s a re W^**{ot 

s l o w i n s u b m i t t i n g c l a i m s : a t o t h e r t i m e s , c l a i m s a re p r o m p t o r a p p l i c a t i o n s are m * *  5 ^ 

t h e m to be m a d e m o r e f r e q u e n t l y t h a n is u s u a l . P r o b l e m s c a n a lso arise b ^" i t  

" 1p r o g r a m m i n g o f l a r g e c o n s t r u c t i o n s c h e m e s w h e r e l o c a l o r e v e n n a t i o n a l o P P  0 8  ^  ̂  

cause p o s t p o n e m e n t at shor t n o t i c e . T h i s c a n r a d i c a l l y a l t e r p r o s p e c t s i n a very « *  o f  t ^ 

a n d , i f i t o c c u r s w e l l i n t o the y e a r , t he re is no p r o s p e c t o f o f f s e t t i n g de l ays by a d j u s  t 

p r o g r a m m e . L a r g e s c h e m e s e s p e c i a l l y c anno t be r e p l a c e d or r e s c h e d u l e d q u i c k l y . 

runt** 
8. W i t h i n the c o n s t r a i n t o f an i n f l e x i b l e a n n u a l c a s h l i m i t , the D e p a r t m e n t c a n n c ^ ^ 

r i s k o f d e l i b e r a t e l y a i m i n g h i g h i n i t s p l a n s , because i t c o u l d no t a c c o m 1  0 ^ 

p o s s i b i l i t y o f a n o v e r s p e n d . T h e scope for t h e n u s ing up the h e a d r o o m l a t e r 1° g 

„A to r 

shou ld i t no t be r e q u i r e d is h o w e v e r v e r y r e s t r i c t e d : c o n t r a c t s canno t be r e l e ^  t 0 

w ° ui t as t h e y w o u l d no t g e n e r a t e s i g n i f i c a n t e x p e n d i t u r e i n t i m e - a n d they * 

o v e r - c o m m i t the p r o g r a m m e for the f o l l o w i n g y e a r . 
these 

a1 1 ,  off f  c t

9. F l e x i b i l i t y b e t w e e n y e a r s w o u l d p r o v i d e a w a y of^ s m o o t h i n g ou t the e n  e ^ the 
u n p r e d i c t a b l e s h o r t - r u n v a r i a t i o n s i n the cos t and r a t e o f r o a d b u i l d i n g and thus imP r ° 

e f f i c i e n c y o f m a n a g e m e n t o f the p r o g r a m m e . 



A K N E * 4 : E X A W 

S A M P L E O F H O W E N D Y E A R F L E X I B I L I T Y S C H E M E M I G H T O P E R A T E 

The 
s ainipie e x a m p l e i l l u s t r a t e s how the . s cheme m i g h t w o r k . T h e e s s e n t i a l 

are 
no c a r r y - f o r w a r d o f unde r spend ing up to a m a x i m u m , s t a r t i n g i n 1 9 8 2 - 8 3 , but w i t h 

C  e d i t'  ^ o w e dw ! i e  *•- f o  r  underspend ing i n 1 9 8 1 - 8 2 . T h e s c h e m e is c o m p a r e d w i t h the s i t u a t i o n r o

'here is 
n e n d r^ed „ . °  y e a   f l e x i b i l i t y i e the "do n o t h i n g " s i t u a t i o n . In the e x a m p l e "surge" i s 

shortha A 
t oend  d e s c r i b e l o w p r i o r i t y e x p e n d i t u r e w h i c h m a y be b rought f o r w a r d at the o f

'he y e ^ * 
r e d u c et°e*e*y i l l .  unde r spend ing on a c a s h l i m i t . T h e n u m b e r s i n the e x a m p l e a r e 

a t i v e and are no t i n t e n d e d to show the poss ib le cos t o f the s c h e m e . 

E m i l l i o n 

1982-83 1983-84 1984-85 

1000 1000 1000 

990 990 990 

10 10 10 

°̂ s\c provision 
^me-Ated provision 1000 1000 1000 

^ îaal shortfall 1000 1020 1020 

UcY. oi surge 10 20 10 

10 
'Ure 

tltliV; 980 1000 1010 
" " S e n d , c a r r y f o r w a r d 20 20 10 

^sssrc o m p a r e d -10 + 10 +20 

1 In 
9 8 2 8 3H i '  - ' ^  e e x m a p l e assumes tha t t o t a l underspend i s £10m m o r e than i n the "do 

C l ° n . T h i s it is a t t r i b u t e d to the l a c k o f end y e a r surge , as the d e p a r t m e n t k n o w s :an t t a n s f 
6 r l t s unde r spend ing to 1 9 8 3 - 8 4 . T h e cos t i n 1982-83 i s t h e r e f o r e - £ 1 0 m . 

In 
y " f n ef o r W  a . '  e x a m p l e assumes tha t a c t u a l spend ing i s £ 1000m, and tha t 

^Ob,  ^ d to l Q o a  c c 

T h 0 7o-±-jj5 e x a c t l y b a l a n c e s wha t was brought f o r w a r d f r o m 1 9 8 2 - 8 3 , a t 
cost o f tv. 

« i e s c h e m e is t h e r e f o r e £10m, the amoun t o f the n o r m a l s h o r t f a l l . In 



e s ep r i n c i p l e , t he re w o u l d be no n e e d fo r t he d e p a r t m e n t t o c l a i m o n t h e cont ingency  ' 

t 
s ince i t s a c t u a l spend ing equa ls i t s b a s i c p r o v i s i o n . B u t i n p r a c t i c e , the departmen ^ 
t h i n k p a r t w a y t h r o u g h the y e a r tha t i t w i l l spend the £20m i t h a d brought forwa* d 

1 9 8 2 - 8 3 , and c l a i m i t f r o m the r e s e r v e . In t h i s ca se the £10m cos t s o f the scheme would be 
instead of m a d e up o f £20m f r o m the r e s e r v e o f f se t by an a d d i t i o n a l £10m underspend (£20m 


£10m i n the "do n o t h i n g " s i t u a t i o n ) . 


ie t h a t 

4 . In 1 9 8 4 - 8 5 , the e x a m p l e assumes tha t a c t u a l spend ing is E l O l O m , 

c a r r y - f o r w a r d to 1985-86 is £10m less t han the underspend b rough t f o r w a r d from ^ 

f u l 1 T h e cos t o f the s c h e m e is t h e r e f o r e £20m. A g a i n , the d e p a r t m e n t m i g h t c l a i m the
 t ni matches

f r o m the r e s e r v e p a r t w a y t h r o u g h the y e a r ; i n t h i s ca se the £20m cos t e x a c t l y *» 


d r a w i n g f r o m the r e s e r v e , because t o t a l unde r spend i s the s ame as i n the "do 


s i t u a t i o n . 

i r5. T h e e x a m p l e shows tha t the cos t o f the s c h e m e i n any one yea r (afte  1982 

-83) 

depends on t w o e l e m e n t s . 

(i) the a m o u n t o f n o r m a l s h o r t f a l l w i t h o u t f l e x i b i l i t y 
,ui>t 

(ii) the b a l a n c e b e t w e e n the amoun t o f underspend brought f o r w a r d , and the an*0 

c a r r i e d f o r w a r d . 

0ver 
T h e s e c o n d e l e m e n t c a n be p o s i t i v e or n e g a t i v e , and m i g h t be e x p e c t e d to balance all up 

t i m e . T h e t w o e l e m e n t s a r e no t i ndependen t , h o w e v e r : i f a d e p a r t m e n t plans to 
 to 
the unde r spend i t has b rough t f o r w a r d f r o m the p r e v i o u s y e a r , i t w i l l p robab ly not 

an * 

e l i m i n a t e a l l i t s n o r m a l s h o r t f a l l , as t he a u g m e n t e d p r o v i s i o n w i l l a c t as 

c o n s t r a i n t i n t he s a m e w a y as c a s h l i m i t s i n the c u r r e n t s y s t e m . 

.forward * * * 6. A n o p t i o n a l f e a tu r e o f the s c h e m e m i g h t be t ha t a n y s e c o n d y e a r c a r r y 
In the 

j ent. n o t be a u t o m a t i c , but w o u l d be r e s e r v e d for M i n i s t r i a l d i s c u s s i o n and agreem 

e x a m p l e , i n 1 9 8 3 - 8 4 , t he re w o u l d be no a u t o m a t i c c a r r y - f o r w a r d o f £20m to iie*e* e

a c t u a l spend ing m a t c h e s b a s i c p r o v i s i o n . T h i s £20m c a r r y - f o r w a r d w o u l d be 

b e f o r e b e i n g added to the b a s i c p r o v i s i o n for 1 9 8 4 - 8 5 . 



5: 
H O W A V O T E D * F L E X I B I L I T Y S C H E M E M I G H T O P E R A T E I N M O D 

M O D 

Th d i f f i c u l t t o e s t i m a t e a n d c o n t r o l w i t h 
etc. expendi tures a n d r e c e i p t s w h i c h a r e r e  s o f e x p e n d i t U  

- e spread th roughout M O  D c a s h l i m i t e d v o t e s . S u b - , ^ _ _ 

a^d r ece ip t s of n e a r l y £ l , 2 0 0 m m i g h t be i n c l u d e d w i t h i n a f l e x i b i l i t y s c h e m e . 

0 A T H E 

> l l t 0 u8hout  ^ a S S U m p t i o  n t ha t e x p e n d i t u r e w o u l d i n n o r m a l c i r c u m s t a n c e s be e v e n l y sp read 
y 6 a r  &  1 4  m o n t h  v e a r  w o u l d' ' " ^ direct* '  a l l o w about £500m of funds to be m o v e d i n 

0 0 a c r o s s^VePtftrt.  the 31 M a r c h b a r r i e r . A s fa r as M O D is c o n c e r n e d th i s w o u l d not 
m C r e a s e  i n t o tV e r V c l ^ a  l e x p e n d i t u r e o v e r t he l a s t 5 y e a r s , because o u t t u r n has 

6  t 0  t h e^ to  ca sh l i m i t o v e r t ha t p e r i o d . T h e p r a c t i c a l p r o b l e m is tha t when a 

th lifter cm 

°° t l 1  e r s p e n d i corr n  g or unde r spend ing is i d e n t i f i e d t he re i s i nadequa te t i m e to t a k e 

^ t i v e . a c t i ° n to the p r o g r a m m e i n - y e a r , and the k n o c k - o n e f f e c t o f such 
m f u t  u r e y e a r s needs to be t a k e n i n t o a c c o u n t . 

* 0 v e r s p e n d i n g . 

a « n u m g annua l budge t o f £ 1,200m i e £100m pe r m o n t h . 

^ 6 n d - J u l v « , 

t r e n dHen C  e  i s 10 p e r cen t too h i g h . T h e r e i s a 3 m o n t h l a g i n p a y m e n t s . 
a C t l ° nt im  cannot e f f e c t i v e l y i n f l u e n c e c a s h f l o w b e f o r e e n d - O c t o b e r . B y tha t e

 1 U r e =S f f e c t i  v

 £ 7 7 0 m , l e a v i n g £430m to be spent i n the r e m a i n i n g 5 m o n t h s , 
C O r r e c^ n i i i g t i v  e a c t i o n w i t h i n the y e a r w o u l d i m p l y m o n t h l y e x p e n d i t u r e by M a r c h 

a b t  £ 8 0 l° U » i e w e l l b e l o w the m o n t h l y l e v e l r e q u i r e d for the f o l l o w i n g y e a r . 

P G n d  U P  t 0  £ 1 0 0 m  w e r e^ U c  t i o  n  ° f  p e r m i s s i b l e , i t w o u l d be poss ib l e to l i m i t the 
a V 6 r a g eC ° n s i s t e n t  ^ o u t h l y e x p e n d i t u r e i n the l a s t f i v e m o n t h s o f the y e a r to a l e v e l 

e f f e c t i V 

a  b u d g e t


e
 ^  o f about £ l , 1 0 0 m i n the s econd y e a r . If r e s t r a i n t w e r e too 

underspend f a c i l i t y w o u l d o p e r a t e a t t he end o f the s econd y e a r . 

f * t i  0 n B  > 

Under spend ing . 

1 0  m e a b u d Per 8 e  t o f £ 1,200m i e £100m pe r m o n t h . B y e n d - J u l y the t r e n d i s 

too l o w . B y e n d - O c t o b e r , t o t a l e x p e n d i t u r e = £630m l e a v i n g £570m to be 



i a level oi 

spent i n 5 m o n t h s . E f f e c t i v e c o r r e c t i v e a c t i o n w i t h i n y e a r w o u l d i m p l y » 

m o n t h l y e x p e n d i t u r e i n exces s o f E l 2 0 m by M a r c h , w i t h consequent p r ° D 

f o l l o w i n g y e a r . 

* a t e diture

If the f a c i l i t y e x i s t e d to c a r r y f o r w a r d E l O O m , a l o n g t e r m m o n t h l y expen° 

o f about E l O O m c o u l d be a r r i v e d at i e c o n s i s t e n t w i t h a budge t o f El,300m» 

s e c o n d y e a r . 

d oi *ne 

I f the e x p a n s i o n w e r e o v e r d o n e , t he o v e r s p e n d f a c i l i t y w o u l d o p e r a t e at the e 

s e c o n d y e a r . 

h lim1** 

3 . T h e d e f e n c e c a s h l i m i t is t r e a t e d i n p r a c t i c e as a s i n g l e , o v e r a l l casn 

f l e x i b i l i t y i s t o be l i m i t e d to d e f i n e d c a t e g o r i e s o f c a p i t a l e x p e n d i t u r e , the re n>*» ^ 

be s o m e m o d i f i c a t i o n o f t h i s c o n c e p t . T h e q u e s t i o n o f v i r e m e n t b e t w e e n s u n » 

a l so n e e d to be e x a m i n e d . 

old b« 
* O U i "4 . A  n i m p o r t a n t f e a tu r e o f th i s s c h e m e is t ha t ove r spends and underspends ' 

c a r r i e d f o r w a r d a u t o m a t i c a l l y . T h i s w o u l d f a c i l i t a t e t he d e l e g a t i o n o f authority 

r e s p o n s i b i l i t y for c a s h f l o w to m a n a g e r s w i t h o u t the fea r tha t th i s w o u l d inev i t ab ly c 

l a r g e u n d e r s p e n d i n g . T a u t e s t i m a t i n g n e c e s s a r i l y i n v o l v e s a s y m m e t r i c a l * 

o v e r s p e n d i n g / u n d e r s p e n d i n g . 

r5 . U n d e r a ' v o t e d ' f l e x i b i l i t y s c h e m e i t w o u l d pe rhaps no t be necessa ry to »  u 

e xces s r e c e i p t s a t 31 M a r c h (as c f e r s ) . 

oi 
eat i e a  

6 . C u r r e n t a c c o u n t i n g p r o c e d u r e s m i g h t be r e v i e w e d . A  t p re sen t a gr ^ 
aa t t e n t i o n i s d i r e c t e d to d e t e r m i n i n g the e x a c t sums to be b o o k e d to v o t e i n a  p 

and l o n g a f t e r a y e a r has ended t h e r e is u n c e r t a i n t y , w i t h i n £50m i n e i t h e r d i r ^ 

the t o t a l w i l l be . P r e c i s i o n m a y be less n e c e s s a r y i f s u c c e e d i n g f i n a n c i a l yea rs 

i 


