


THE PUBLIC FINANCES

Table BI3: Current and capital budgets

£ billion

Outturn Estimate Projections
2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Current budget
Current receipts 5324 498.1 530 576 617 656 694
Current expenditure 563.8 607.0 647 666 686 707 729
Depreciation 18.7 19.2 20 21 22 23 24
Surplus on current budget -50.1 -128.1 -137 =111 -91 -74 -59
Capital budget
Gross investment' 64.0 68.7 60 50 48 45 47
Less depreciation -18.7 -19.2 -20 221 -22 -23 -24
Net investment 453 49.5 39 29 26 22 23
Net borrowing 95.4 177.6 176 140 117 96 82
Public sector net debt - end year’ 618.8 798.9 986 1139 1270 1379 1473
Memos:
Treaty deficit® 97.8 177.9 177 141 19 98 84
Treaty debt 796.9 1027.0 1209 1359 1485 1589 1679
Note: Measures of current budget, public sector net borrowing and public sector net debt are presented on the basis which excludes the temporary effect of financial interventions.
" Net of asset sales; for a breakdown see Table [2.X] in 2009 Pre-Budget Report: the economy and public finances - supplementary material.
? Debt at end March.
? General government net borrowing on a Madstricht basis.
* General government gross debt on a Maastricht basis.
Table B14: Current and capital budgets
Per cent of GDP
Outturn Estimate Projections
2008-09  2009-10 2010-11  2011-12  2012-13 2013-14  2014-15
Current budget
Current receipts 37.1 35.3 36.0 37.3 37.7 37.8 37.7
Current expenditure 39.3 431 44.0 431 41.9 40.7 39.6
Depreciation 13 14 14 14 13 13 1.3
Surplus on current budget -3.5 9.1 -9.3 -7.2 -5.6 -4.3 -3.2
Capital budget
Gross investment* 45 4.9 4.0 33 29 26 26
Less depreciation -1.3 -1.4 -1.4 -1.4 -1.3 -1.3 -1.3
Net investment 3.2 35 2.7 19 16 13 13
Net borrowing 6.6 12.6 12.0 9.1 7.1 55 4.4
Public sector net debt - end year? 44.0 55.6 65.4 717 75.4 77.1 7.7
Memos:
Treaty deficit® 6.9 126 12.0 9.1 7.3 57 4.6
Treaty debt ratio* 55.5 72.9 82.1 88.0 90.9 91.6 91.2

Note: Measures of current budget, public sector net borrowing and public sector net debt are presented on the basis which excludes the temporary effect of financial interventions.

" Net of asset sales; for a breakdown see Table 2.3 in 2009 Pre-Budget Report: the economy and public finances - supplementary material.

2 Debt at end March; GDP centred on end March.
* General government net borrowing on a Maastricht basis.

* General government gross debt on a Maastricht basis.
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Table B15: Total Managed Expenditure 2008-09 to 2010-1 |

£ billion

Outturn Estimate Projections
2008-09 2009-10 2010-11
CURRENT EXPENDITURE
Resource Departmental Expenditure Limits 321.2 342.2 353.4
of which:
Near-cash Departmental Expenditure Limits 301.6 319.5 329.8
Non-cash 19.5 22.7 23.6
Resource Annually Managed Expenditure 242.7 264.8 293.6
of which:
Social security benefits' 149.8 163.8 169.5
Tax credits' 19.8 221 228
Net public service pensions’ 33 4.1 4.8
National Lottery 1.0 0.9 0.9
BBC domestic services 34 35 37
Other departmental expenditure 0.9 -0.4 2.0
Net expenditure transfers to EC institutions 3 3.1 6.6 74
Locally-financed expenditure4 26.8 27.0 283
Central government gross debt interest 30.5 30.7 44.4
AME margin 0.0 0.9 1.8
Accounting adjustments 4.0 5.4 8.1
Public sector current expenditure 563.8 607.0 647.1
CAPITAL EXPENDITURE
Capital Departmental Expenditure Limits 48.1 56.6 52.7
Capital Annually Managed Expenditure 15.9 12.1 6.8
of which:
National Lottery 0.5 1.0 0.9
Locally-financed expenditure 74 5.8 4.7
Public corporations' own-financed capital expenditure 6.8 7.1 74
Central government grants to public sector banks * 9.9 3.0 0.0
Other capital expenditure -0.4 1.4 1.4
AME margin 0.0 0.0 0.0
Accounting adjustments -84 -6.2 -7.5
Public sector gross investment 64.0 68.7 59.5
Less public sector depreciation -18.7 -19.2 -20.1
Public sector net investment 453 49.5 39.5
TOTAL MANAGED EXPENDITURE® 627.8 675.7 706.6
of which:
Departmental Expenditure Limits 357.7 385.9 392.7
Annually Managed Expenditure 270.1 289.9 3139

" For 2008-09, child allowances in Income Support and Jobseekers' Allowance have been included in the tax credits line and excluded from the social security benefits line.
% Net public service pensions expenditure is reported on a National Accounts basis.

? AME spending component only. Total net payments to EC institutions also include receipts scored in DEL, VAT based contributions which score as negative receipts and some payments which have no
effect on the UK public sector in the National Accounts. Latest estimates for total net payments, which exclude the UK's contribution to the cost of EU aid to non-Member States (which is attributed to the

aid programme) and other costs attributed to Departmental DELs, and the UK's net contribution to the EC Budget, which includes these attributed costs, are (in £ billion):

2008-09 2009-10 2010-11
Net payments to EC institutions 23 3.9 5.1
Net contribution to EC Budget 3.0 4.8 6.0

* Included in PSNB, previously excluded under PSNB. See further details in BI8.
® Total Managed Expenditure is equal to the sum of public sector current expenditure, public sector net investment, and public sector depreciation, on a basis which excludes temporary effects of financiai

interventions.
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Table B16: Changes to Total Managed Expenditure since the Budget 2009

£ billion
Outturn Estimate Projections
2008-09 2009-10 2010-11
CURRENT EXPENDITURE
Resource Departmental Expenditure Limits -3.1 0.1 1.2
of which:
Near-cash Departmental Expenditure Limits -1.4 -04 1.0
Non-cash -1.7 0.5 0.2
Resource Annually Managed Expenditure 2.5 -1.1 1.1
of which:
Social security benefits -0.3 -0.9 -1.4
Tax credits 0.0 0.5 1.0
Net public service pensions 0.3 0.0 0.2
National Lottery 0.1 0.0 0.1
BBC domestic services 0.0 0.0 0.0
Other departmental expenditure 0.1 -2.8 0.3
Net expenditure transfers to EC institutions 0.0 0.9 -0.5
Locally-financed expenditure -0.6 -0.9 -0.2
Central government gross debt interest 0.1 35 1.5
AME margin 0.0 0.0 0.0
Accounting adjustments 2.9 -1.5 0.2
Public sector current expenditure -0.6 -1.0 2.2
CAPITAL EXPENDITURE
Capital Departmental Expenditure Limits -0.2 1.1 I.1
Capital Annually Managed Expenditure 8.0 6.4 1.5
of which:
National Lottery -0.1 0.0 0.0
Locally-financed expenditure 2.9 1.4 0.8
Public corporations' own-financed capital expenditure -0.4 -0.3 -0.2
Central government grants to public sector banks * 9.9 3.0 0.0
Other capital expenditure -0.8 -0.1 0.5
AME margin 0.0 -0.1 -0.2
Accounting adjustments -3.6 24 0.6
Public sector gross investment 7.8 5.3 2.7
Less public sector depreciation -0.1 0.4 0.6
Public sector net investment 7.7 5.7 3.3
TOTAL MANAGED EXPENDITURE 7.1 4.3 4.9
of which:
Departmental Expenditure Limits -3.0 -1.5 2.2
Annually Managed Expenditure 10.2 5.7 2.7
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B.80 The forecast for social security expenditure is lower than at Budget 2009, primarily
driven by decreases in the NAO-audited assumptions for claimant count unemployment
since the Budget reflecting the better than expected performance of the labour market. The
assumption uses the average of independent forecasts of claimant count, which is 1.94m at
end of 2011, and is then held constant through the forecast period. This has a direct impact
on forecasts for Jobseeker’s Allowance, Housing Benefit and Council Tax Benefit in particular.
As set out in Box B2, the Treasury’s projection is that the claimant count will fall to 1%4m
in 2014.

B.81  The forecast growth in tax credits spending is driven largely by uprating of the rates
and thresholds in line with the Government’s indexation policy. This forecast has increased
since Budget 2009. The changes reflect revised economic assumptions for RPI inflation and
average earnings, and updated estimates relating both to the current level of expenditure on
in-work families claiming tax credits and the ongoing impact of the economic downturn on
recipients. There are expected to be fewer out of work families than forecast at Budget 2009,
reflecting revisions to the claimant count assumption, but falls in income among those in
work, which can lead to increased entitlements, are expected to be more numerous. The
changes also reflect a growing number of claims for Working Tax Credit by people without
children, and the Budget 2006 commitment to index the child element of Child Tax Credit
with earnings for the duration of this Parliament.

B.82  Net public service pensions are measured on a National Accounts basis, and report
benefits paid less contributions received by central government pay-as-you-go public service
pension schemes. Forecast expenditure in 2010-11 reflects actuarial advice on the rate and
level at which benefits are expected to come into payment, the rate of future employer and
employee contributions and the latest information relating to scheme demographics.
Payments to pensioners are expected to increase because of increases in the number of
pensioners. Net public service pensions expenditure remains relatively unchanged in
2009-10 compared to Budget 2009, whilst higher than expected pension payments increases
net expenditure in 2010-11 compared to the Budget forecast.

B.83 The National Lottery figures reflect the latest view on timing of drawdown by
distributing bodies. The 2009-10 estimates are broadly unchanged from Budget 2009. The
forecasts for 2009-10 and 2010-11 are consistent with the latest information from the
distributions funds, and projected revenues from ticket sales.

B.84 The large changes to other departmental current and capital expenditure in 2009-10
reflect fees received to date during 2009-10, in respect of the Asset Protection Scheme, the
Credit Guarantee Scheme, and underwriting fees for the issuance of shares in Banks
temporarily in the public sector. The figures for central government grants to public sector
banks in 2008-09 and 2009-10 are newly included in the public finance aggregates, on the
basis that excludes the temporary effects of financial institutions. Previously these would
have been neutral within the public sector. Increases in other capital expenditure in 2010-11
are primarily due to increases in net lending to public corporations.

B.85 Net expenditure transfers to EU Institutions, which consist of Gross National Income
(GNI) based contributions less the UK abatement, are unchanged in 2008-09, higher in
2009-10 and lower in 2010-11 than was estimated at the time of the 2009 Budget. The main
factors are the use of later information on the size of the EC Budget for 2009 and the possible
level of the 2010 EC Budget, and the level of UK payments to these Budgets, changes in UK
GNI-based contributions resulting from the use of latest economic assumptions and other
changes resulting from new information from the European Commission.
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B.86 Locally financed expenditure mainly consists of local authority self-financed
expenditure (LASFE) and Scottish spending financed by local taxation. LASFE is the local
authority spending financed by local authorities’ own sources of net income, other than
central government support. The main determinant of the LASFE forecast is council tax. The
council tax projections used to derive current LASFE are based on stylised assumptions,
which are not government forecasts, and are mirrored in the projections for council tax
included in current receipts, so that these assumptions have no material effect on the fiscal
aggregates. The current forecast also reflects historical information on movements in
reserves, interest receipts and debt repayment. Capital LASFE reflects forecasts on the level
of capital expenditure financed by the use of capital receipts, revenue sources of capital
finance, private sector contributions and self-financed borrowing. Capital LASFE is net of
local authority asset sales.

B.87 The reductions in current LASFE since Budget 2009 mainly reflect the impact
of lower forecast use of reserves to finance current spending and higher use of revenue to
finance capital expenditure. Capital LASFE grows, reflecting higher capital expenditure
financed from revenue, a forecast reduction in local authority asset sales (that net-off capital
spend) and the one-off transfer of Salford’s housing stock in 2008-09.

B.88 The projections for central government gross debt interest payments have been
revised in the light of the latest assumptions for the economic determinants. The level of
debt interest rises in line with the developments in borrowing and the expected path of key
determinants. The increases in debt interest payments since Budget 2009 are due to higher
forecast RPI inflation, which has increased the expected uplift accruing on index-linked gilts,
and also because market expectations of interest rates have risen since Budget 2009.

B.89  Public corporations’ own-financed capital expenditure (PCOFCE) measures the total
amount of public corporations’ net capital expenditure, less the amount of this spending
that is financed by central government departments, which is already included in DEL and
elsewhere in AME. PCOFCE is lower, due to greater lending from central government, which
offsets any increases in PC net capital expenditure.

B.90  The figures for the AME margin shown in Table B15 above are as set in Budget 2009,
but with the figures reduced as necessary to accommodate forecast increases in spending.

B.91  The accounting adjustments reconcile the budgeting aggregates DEL and AME with
the National Accounts definition of TME, removing items that score in DEL or AME but not
in TME, and adding in items included in TME but not in DEL or AME. A breakdown of these
accounting adjustments is given in the 2009 Pre-Budget Report: the economy and public
finances - supplementary material. Changes to the current and capital accounting
adjustments since Budget 2009 include a lower estimate of the amount of defence capital
spending that is classified as ‘single use military equipment’, which is treated as current
spending in the National Accounts. This spending is in capital DEL budgets, but is then
switched out of capital and into current spending in the national accounting adjustments.
Other changes to accounting adjustments reflect lower forecasts for VAT refunds and the
imputed subsidy for the Housing Revenue Account (HRA), both of which are offset in
current receipts.
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Table B17: Departmental Expenditure Limits - resource and capital budgets

Outturn Estimate Plans
2008-09 2009-10 2010-11
Resource DEL
Children, Schools and Families 46.8 49.2 51.3
Health 92.3 100.1 104.0
of which: NHS England 90.7 98.4 102.3
Transport 5.7 6.4 6.4
CLG Communities 42 4.5 4.5
CLG Local Government 24.7 25.6 26.3
Business, Innovation and Skills 18.0 19.1 19.2
Home Office 9.2 9.6 9.8
Justice 9.1 9.6 9.4
Law Officers' Departments 0.7 0.7 0.7
Defence 36.7 38.9 36.7
Foreign and Commonwealth Office 2.1 2.1 1.6
International Development 4.8 54 6.2
Energy and Climate Change 0.4 1.1 1.1
Environment, Food and Rural Affairs 2.6 2.7 2.7
Culture, Media and Sport 1.6 1.7 1.7
Work and Pensions 8.0 8.9 9.8
Scotland 24.6 25.6 26.1
Wales 12.9 13.6 14.0
Northern Ireland Executive 8.0 8.4 8.7
Northern Ireland Office 1.3 1.2 1.2
Chancellor's Departments 4.5 44 42
Cabinet Office 2.1 2.3 2.4
Independent Bodies 0.8 0.9 1.0
Modernisation Funding 0.0 0.3 0.2
Reserve 0.0 0.4 4.0
Allowance for shortfall 0.0 -0.6 0.0
Total resource DEL 321.2 342.2 353.4
Capital DEL
Children, Schools and Families 55 7.4 6.7
Health 4.4 5.4 4.7
of which: NHS England 4.2 5.3 4.6
Transport 72 8.0 7.3
CLG Communities 7.1 9.1 6.4
CLG Local Government 0.1 0.2 0.1
Business, Innovation and Skills 2.1 3.0 2.3
Home Office 0.8 0.8 0.8
Justice 0.9 0.9 0.7
Law Officers' Departments 0.0 0.0 0.0
Defence 8.7 9.0 8.8
Foreign and Commonwealth Office 0.2 0.2 0.2
International Development 0.9 1.4 1.6
Energy and Climate Change 1.7 2.1 2.0
Environment, Food and Rural Affairs 0.6 0.7 0.6
Culture, Media and Sport 0.9 0.5 0.6
Work and Pensions 0.1 0.3 0.3
Scotland 3.3 4.0 32
Wales 1.6 1.7 1.8
Northern Ireland Executive 1.2 1.1 1.1
Northern Ireland Office 0.1 0.1 0.1
Chancellor's Departments 0.3 0.4 0.2
Cabinet Office 0.4 0.4 0.4
Independent Bodies 0.0 0.1 0.1
Reserve 0.0 0.8 2.8
Allowance for shortfall 0.0 -0.8 0.0
Total capital DEL 48.1 56.6 52.7
Depreciation 11.6 13.0 13.5
Total Departmental Expenditure Limits 357.7 385.9 392.7
Total Education spendingI 81.4 88.0 89.2

" Education spending is defined according to the UN's Classification of the Functions of Government. Projections include spending by departments, Devolved Administrations and local authorities. Change:

since Budget 2009 reflect updated departmental and Devolved Administration budgets.
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DEL

B.92 The detailed allocation of DEL is shown in Table B17. The departmental groupings
have been updated to reflect the machinery of government changes announced in June
2009, and outturn years restated on the basis of current departmental responsibilities. In
line with previous practice, resource and capital DEL for 2009-10 reflect the latest available
information and include an allowance for shortfall reflecting likely underspends against
departmental provisions.

B.93  Final outturn spending for total DEL in 2008-09 was £357.7 billion, £3.0 billion below
Budget 2009 forecast. Within this total underspend, capital DEL was £0.2 billion lower than
forecast, near-cash resource DEL was £1.4 billion lower than forecast, and non-cash resource
DEL was £1.7 billion lower than forecast. The 2008-09 capital DEL outturn includes £0.4
billion of accelerated investment planned for that year and announced within the 2008 Pre-
Budget Report capital fiscal stimulus package. The near-cash resource DEL underspend
reflected larger than expected underspending by a number of departments, most notably
a £1.3 billion underspend by the Department of Health (DH), which mainly reflects the
planned surplus in the NHS, the result of improving financial management. The unspent
capital DEL largely relates to provision for contingency for the Olympic Delivery Authority.

B.94 There have been a number of changes to DEL budgets since Budget 2009. These
mostly reflect:

e  reprioritisation measures to fund new spending policies from within existing
budgets, including £350 million transferred from the Department for
Transport (DfT) to the Department of Communities and Local Government
(CLG) to fund the Social Housing Package announced in Building Britain’s
Future;

e an addition to the Reserve of £2.5 billion in 2010-11 to provide an adequate
contingency for the cost of Military Operations in 2010-11;

° an additional £130 million in 2009-10 for Department for Children, Schools
and Families (DCSF) through access to End of Year Flexibility to fund the
Building Schools for the Future and academies programmes; and

e  adjustments to the resource and capital budgets for a number of departments
following changes in International Financial Reporting Standards.

B.95 The latest figures also include classification and budgetary changes, which have no
impact on National Accounts definitions or TME.
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Chart B2: Total Managed Expenditure
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Central Government spending in 2009-10

B.96 Monthly spending information is only available for central government. The
provisional outturn for current expenditure in the first seven months of 2009-10 is 6 per
cent higher than in the corresponding period in 2008-09. Growth is lower in the year to date
than the Pre-Budget Report estimate for the year as a whole, as a result of lower debt interest
spending.

B.97  Debt interest payments for the year to date are 23.4 per cent lower than the same
period last year, largely because of the effect of lower RPI inflation on the accruing uplift on
index-linked gilts. The cumulative year-on-year decline will diminish later in the year as the
RPI inflation rate for the relevant period (three or eight months previously depending on the
gilt prospectus) rises.

B.98  Provisional outturn data for net social benefit expenditure for the first seven months
of 2009-10 show growth of 10.1 per cent over the same period in 2008-09, as a continued
result of the economic downturn. Net social benefit expenditure is estimated to grow
at a lower rate for the year as a whole in the Pre-Budget forecast, due to the NAO-audited
assumption for unemployment projecting slower growth in the second half of 2009.

B.99  Other current expenditure is 7.2 per cent higher for the year to date, compared to
the relevant period a year ago. This is slightly lower than the Pre-Budget Report estimate of
7.6 per cent growth for the year as a whole.

FINANCIAL INTERVENTIONS

B.I00 Following consultation with Eurostat (the statistical office of the European Union)
and statistical offices in other Member States, to ensure consistent interpretation of
international statistical guidance the independent Office for National Statistics (ONS) issued
comprehensive documentation on 6 November 2009 describing how measures to maintain
financial stability and support the effective functioning of the financial sector should be
classified in National Accounts and included in outturn data.
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Treatment in the
public finances

Public sector net
borrowing

B.I0OI The long-term impact of the financial interventions on the sustainability of public
finances will be determined by the eventual net profit or loss on these interventions, which

will represent the permanent impact on the taxpayer. The Government will therefore base its

assessment of the fiscal position on measures that account for these permanent effects and
which exclude any temporary effects of liabilities incurred as a result of the interventions.
The treatment of net losses from the financial interventions in the fiscal projections is
described further in Box B4.

B.I02 As set out at the start of this annex, and consistent with this approach, this Pre-
Budget Report uses a measure of net borrowing and its components that excludes the
temporary effects of the financial interventions (PSNB ex). As set out in Chapter 2, the Fiscal
Consolidation Plan will target this measure of borrowing. This measure is consistent with the
parallel measure of PSND ex announced at Budget 2008, which the ONS report in outturn.
The ONS will also report PSNB ex in outturn and are today publishing a technical note on its

derivation.

B.I03  PSNB ex will exclude in outturn the temporary effects of financial interventions such

as the gross operating surpluses of banks while they are temporarily in the public sector.
Once the ONS have included data for RBS and LBG in the Public Sector Finances data these
flows have the potential to be large and volatile. However, PSNB ex will capture in outturn
the permanent effects to the taxpayer of the financial interventions such as:

the fee income and any loss payments associated with interventions such as
the Asset Protection Scheme and the Credit Guarantee Scheme;

any interest payments from public sector banks to the Government and the
interest flows associated with interventions, including the Asset Purchase
Facility;

any paper losses on the acquisition of equity or injection of capital in public
sector banks; and

any final indemnity payments on interventions such as the Special Liquidity
Scheme and Asset Purchase Facility.

B.I04 Table B18 sets out the impact in detail from 2008-09 to 2010-11. This shows:

transactions between the banks and the private sector are excluded. These are
currently small as the ONS has not yet included RBS and Lloyds in the National
Accounts measure of PSNB. The net interest income of the Bank of England
Asset Purchase Facility Fund (BEAPFF) is also excluded. The Government
has indemnified the Bank of England with respect to any losses that may
materialise on the Fund’s operations and this would score in PSNB ex;

public sector banks transactions with Government are included in PSNB
ex, this currently includes fees paid to the Government by RBS and Lloyds
related to recapitalisations and the APS. Any losses on the APS would also be
included in this line;

on a National Accounts basis the difference between the purchase price for
equity injections into public sector banks and the market price of the equity
on the day of purchase is included in PSNB ex as a capital grant. Other equity
injections include funding for Northern Rock; and
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e the Government’s support for depositors in Bradford and Bingley over the
FSCS depositor compensation limit is also included in PSNB ex as a capital
grant.

B.I05 The projections in this annex do not include any estimate of fee or dividend
income from the interventions. Payments and receipts associated with interventions are
only included in estimated outturn and in the Budget projections where these have already
been made, or a firm announcement has been made of a future transaction. The additional
borrowing to finance these payments gives rise to an increase in the Government’s debt
interest costs which is included in the projections in this annex. Net interest flows are
included in the projections.

B.I06 Consistent with National Accounts, a number of transactions relating to the financial
interventions will not affect any measure of PSNB because they take the form of financial
transactions, such as loans or share purchases, which do not constitute borrowing (as one
financial asset is being exchanged for another), or they are offset by recoveries imputed in
the National Accounts, such as for liabilities borne by the FSCS. This means that the cash
receipts from the sale of shares in public sector banks will not score in PSNB ex as they will
be classified as financial transactions. The sale of shares will be reflected in lower debt once
the banks are reclassifed to the private sector.

Table B18: Financial interventions - impact on PSNB

£ billion
Outturn Estimate Projections

2008-09 2009-10 2010-11 2011-12
PSNB including temporary effects of financial interventions 84.7 170.4 170 136
Temporary effects excluded from PSNB ex:
Public sector banks and Bank of England Schemes: transactions with the
private sector' 08 > ¢ ¢
Included in PSNB ex:
Public sector banks: transactions with government? 0.0 -3.8 0 0
Equity injections: acquisition of shares’ 6.1 42 0 0
Other equity injections 0.0 1.4 0 0
Depositor compensation 3.8 0.0 0 0
PSNB excluding temporary effects of financial interventions 95.4 177.6 176 140

Percentage of GDP

PSNB including temporary effects of financial interventions 59 12.1 1.6 8.8
PSNB excluding temporary effects of financial interventions 6.6 12.6 12.0 9.1

" lllustrative projections for the purposes of the public finances only. Do not represent the Governments' view on the future profits of public sector banks or the net interest income of the Asset Purchase Facility.

? This includes fees for outturn. No fee payments are included in the projection.

3 Provisional estimate for 2009-10.
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Box B4: The net fiscal cost of financial interventions

At Budget 2009 the Government provisionally estimated that potential losses from the financial
interventions might lie within a range of £20 billion to £50 billion. The estimate was set out as a
range because of the significant uncertainty over potential outcomes from the interventions at that
point. The high end of this range was adopted for fiscal policy purposes as a cautious judgement. It
was used to create a measure of PSND including unrealised losses from the financial interventions.
This measure was not on a National Accounts basis and was not reported by the ONS.

Exceptional financial market and economic uncertainty has receded since the Budget and, as set out
in Chapter 3, significant changes to the APS policy agreement mean the risks to the taxpayer have
reduced. Taking these changes into account, the eventual fiscal cost will be determined by a number
of factors:

® the eventual net profit or loss on the recapitalisations of RBS and Lloyds. This will depend
on the eventual sale price achieved compared to the purchase price. One way to value this
is on the basis of current market prices which would point to a cost of £14 billion, net of
the value of the Government’s RBS dividend access share. The Government will also have
received a total of £0.7 billion in underwriting fees, and this year will receive a £0.3 billion

fee for the RBS contingent capital guarantee;

® net payouts under the APS scheme. Based on due diligence of APS assets and the outlook
for asset prices and the economy, the central expectation is that net losses on the insured
pool of assets will not exceed the revised £60 billion first loss that will fall to RBS. Under
the APS the Government will receive fees of £2.5 billion from Lloyds and at least £2.5
billion from RBS; and

® the aggregate costs for all other interventions are expected to be close to zero overall
once fees and other income are taken into account. They have been designed to minimise
exposure and fair value fees are charged.

At current market prices the net cost of these components would total £8 billion. Any eventual

profit or loss will only be realised on the sale of the shares.

Treatment in the public finances and for fiscal policy purposes

With the Government’s exposure now focused on its share holdings and with uncertainty having
receded since Budget, it is appropriate to remove the £50 billion provision and move the treatment
of financial interventions into line with fiscal aggregates defined on a National Accounts basis and
reported by the ONS:

® National Accounts scores a capital grant if the purchase price for equity exceeds the market
price on the day of purchase. The value of these capital grants for the purchase of RBS and
LBG shares in 2008-09 is £6 billion and in 2009- 10 will be around £4 billion, net of the value
of the dividend access share. The value in 2009-10 will depend on the share prices on the
day of the transactions. These figures will then be fixed as at the day of purchase and will
not move subsequently as share prices change in the market; and

® the value of fees to be received this year and so included in the 2009-10 projections totals
over £4 billion, but fee receipts estimated to be of a similar value across the forecast period
are excluded from the forecast.

As set out in Tables BI8 and BI9 the equity injections related to the acquistion of shares will
increase the measures of net borrowing and net debt excluding the temporary effect of the financial
interventions by around £10 billion over two years, representing on a National Accounts basis the

treatment of potential losses from the interventions.
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Impact on Public B.I07 Since September 2008 the ONS has published estimates of public sector net debt
Sector Net Debt both including and excluding financial interventions (initially only the impact of Northern
Rock) in the monthly Public Sector Finance statistical bulletin. Table B19 shows the
composition of the difference between PSND including financial interventions and PSND

excluding the temporary effects of financial interventions.

Table B19: Financial interventions - impact on PSND

£ billion
Outturn Estimate Projections

2008-09 2009-10 2010-11 2011-12
PSND including temporary effects of financial interventions 742.4 941.6 1118 1264
Temporary effects excluded from PSND ex:
Bank balance sheets' 122 130 126 122
Depositor compensation 9 10 10 10
Bank of England Schemes 2 15 10 6
Included in PSND ex:
Equity injections: acquisition of shares? 6 10 10 10
Other equity injections 0 | | |
Depositor compensation 4 4 4 4
Public sector banks: transactions with government® 0 -3 -3 -3
PSND excluding temporary effects of financial interventions 618.8 798.9 986 1139

Percentage of GDP

PSND including temporary effects of financial interventions 52.8 65.5 74.2 79.7
PSND excluding temporary effects of financial interventions 44.0 56.7 67.0 73.7

" RBS and Lloyds Banking Group cannot be included until ONS have calculated their specific contributions, this is consistent with ONS' treatment in Public Sector Finances.
2 Provisional estimate for 2009-10.

’ No fee payments are included in the projection.

B.I08 The main contributions to PSND from financial interventions are:

° the total liabilities, net of liquid assets, of the balance sheets of Northern Rock
and Bradford & Bingley (B&B). ONS have not yet been able to calculate the
impact of RBS and Lloyds’ balance sheets on PSND;

e  depositor compensation paid out by the FSCS and Treasury in respect of
deposits with Kaupthing Singer & Friedlander (KSF), Heritable, Landsbanki,
Dunfermline Building Society and London Scottish Bank which has yet to be
recovered from the administrators of those institutions; and

e  the BEAPFF is a monetary policy instrument which is also excluded from the
measures excluding the temporary effects of financial interventions. As at
the end of September 2009, the scheme had added some £17 billion to the
National Accounts measure of PSND, mainly from gilts which for PSND are
valued at face value and this was lower than the market price paid.
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B.I09 General government gross debt (GGGD), the Maastricht Treaty debt definition, is
affected by all of the cash flows that impact on the CGNCR, whether or not they cross the
public sector boundary. Thus the Government’s purchases of equity in RBS and Lloyds
Banking Group are included in GGGD even though these are classified by the ONS as intra-
public sector transactions.

Table B20: Financial interventions - impact on CGNCR

£ billion

Outturn  Estimate Projections

2008-09 2009-10 2010-11 2011-12
Net effect of financial interventions 84.0 44.0 -4.5 -3.2
transactions which also affect net borrowing
Equity injections: acquisition of shares 6.1 4.2 0.0 0.0
Other equity injections 0.0 1.4 0.0 0.0
Depositor compensation 38 0.0 0.0 0.0
Public sector banks: transactions with government' -0.4 -2.8 0.0 0.0
financial transactions which do not affect net borrowing
Loans 20.6 15.0 -4.6 -3.3
Equity injections (net acquisition of shares at market price) 30.8 25.2 0.0 0.0
Depositor compensation 23.1 1.1 0.1 0.0

" No fee payments are included in the projection.

Impact on
Central
Government
Net Cash
Requirement

B.II0 Cash payments associated with the financial interventions increase the CGNCR in
the year in which they are made. The transactions which also affect net borrowing in Table
B20 are discussed earlier in this section. The transactions which directly affect the CGNCR
include:

e the cash components of loan advances and capital injections into public
sector banks; and

e  the component of depositor compensation paid below the FSCS limit.

NET CASH REQUIREMENT

B.lll Table B21 presents projections of the net cash requirement by sub-sector, giving
details of financial transactions that do not affect net borrowing (the change in the sector’s
net financial indebtedness) but do affect its financing requirement.
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Table B21: Public sector net cash requirement

£ billion £ billion
2009-10 2010-11
General government General government
Central Local Public Public Central Local Public Public
government authorities corporations sector government authorities corporations sector
Net borrowing ex 170.7 6.9 0.0 177.6 171.7 5.0 -0.4 176.3
Financial interventions impact 0.0 0.0 -7.2 -7.2 0.0 0.0 -6.0 -6.0
Net borrowing 170.7 6.9 -7.2 170.4 171.7 5.0 -6.4 170.3
Financial transactions
Net lending to private sector and abroad 4.9 0.1 -0.2 4.8 5.7 0.1 -0.2 5.6
Cash expenditure on company securities 26.0 -0.5 -24.7 0.8 1.0 -0.7 0.7 1.0
Accounts receivable/payable 2.6 0.2 0.3 3.1 2.0 0.2 0.3 2.5
Adjustment for interest on gilts 1.6 0.0 0.0 1.6 -4.4 0.0 0.0 -4.4
Miscellaneous financial transactions 16.2 1.8 -6.8 1.2 -4.7 0.0 -5.4 -10.0
Own account net cash requirement 222.1 85 -38.7 192.0 171.3 4.6 -11.0 164.9
Net lending within the public sector 1.2 -0.8 -0.5 0.0 2.7 -2.2 -0.5 0.0
Net cash requirement' 2233 7.8 -39.1 192.0 174.0 2.4 -11.5 164.9

Note: Including the effect of financial interventions except where stated.

' Market and overseas borrowing for local government and public corporation sectors.

B.II2

The central government net cash requirement (CGNCR) for 2009-10 is now projected

to be £2.5 billion higher than at Budget 2009, largely reflecting changes to the financial
transactions. In order to derive the CGNCR it is necessary to use public sector net borrowing
on a National Accounts basis, including the temporary effects of financial interventions.
CG net borrowing is little changed from the Budget projection, though its composition is
different with higher debt interest payments largely driven by higher inflation being offset by
other changes. The changes to the financial transactions are as follows:
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net lending to the private sector and abroad is £0.6 billion lower at £4.9 billion
largely as a result of a lower requirement for support for PFI projects;

cash expenditure on company securities is £9.1 billion higher at £26.0
billion, the result of changes to the terms of the Asset Protection Scheme
(APS) and the redemption of the preference shares in RBS and LBG earlier in
the year. The latter reduced the net cash requirement by £2.2 billion as the
Government’s holding of LBG preference shares were only partially replaced
by ordinary shares bought in the Open Offer. Under the APS the Government
will make an equity injection of £25.5 billion into RBS, £9.5 billion higher than
had been assumed in the Budget, and of £5.9 billion into LBG, which had not
been assumed in the Budget. It is projected that some £4.0 billion of the £25.5
billion payment for unquoted RBS equity will count as a capital grant and so
falls within CG net borrowing;

accounts receivable/payable are £2.0 billion higher than at Budget, the result
of changes to the projected tax accrual for 2009-10 which will not be received
in cash in the financial year and to the timing of cash expenditures relative
to their accrued equivalents It is also assumed that the RBS fees totalling £1
billion may not be paid in cash;
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e  the adjustment for interest on gilts is £3.4 billion lower at £1.6 billion, largely
because inflation as it affects index-linked gilts is now projected to be higher
than at the Budget. This change offsets the increase to CGNB resulting from a
higher debt interest accrual on the index-linked gilts;

° miscellaneous financial transactions are £2.5 billion lower at £16.2 billion,
the result of slightly lower projections of the new lending required to support
the restructuring of Northern Rock and providing working capital facilities to
Bradford & Bingley; and

° net lending within the public sector is £0.7 billion lower at £1.2 billion, the
result of lower expected lending to local authorities.

FINANCING REQUIREMENT

Table B22: Financing requirement forecast

£ billion
2009-10 2009-10
April 2009 December 2009
Original Remit Pre-Budget Report
Central government net cash requirement 220.8 223.3
Gilt redemptions 16.6 16.6
Financing for the Asset Purchase Facility -1.0 -1.0
Financing for the Official Reserves' 2.0 4.0
Buy-backs? 0.0 0.1
Planned short-term financing adjustment’ -0.6 -0.6
Gross financing requirement 237.8 242.4
Less Assumed net contribution from NS&I 0.0 -0.5
Net financing requirement 237.8 242.9
Financed by:
|I. Debt issuance by the Debt Management Office
Treasury bills 21.6 21.6
Gilts 220.0 225.1
2. Other planned changes in short-term debt’
Changes in Ways & Means® -3.8 -3.8
3. Unanticipated changes in short-term cash positioné 0.0 0.0
Total financing 237.8 242.9
Short-term debt levels at end of financial year
Treasury bill stock in market hands’ 65.6 65.6
Ways & Means 0.4 0.4
DMO net cash position 0.5 0.5

" This figure reflects an additional £2 billion of sterling financing for the Official Reserves in addition to the £2 billion announced at Budget 2009.

% Purchases of “rump” gilts which are older, small gilts, declared as such by the DMO and in which Gilt-edged Market Makers (GEMMs) are not required to make two-way markets. The
Government will not sell further amounts of such gilts to the market but the DMO is prepared, when asked by a GEMM, to make a price to purchase such gilts -

* To accommodate changes to the current year's financing requirement resulting from: (i) publication of the previous year's outturn CGNCR; (ii) an increase in the DMO's cash position
at the Bank of England; and / or (jii) carry over of unanticipated changes to the cash position from the previous year.

*Total planned changes to short-term debt are the sum of: (i) the planned short-term financing adjustment; (ii) Treasury bill sales; and (iii) changes to the level of the Ways & Means

advance.
® Reflects the Government's decision to repay £3.8 billion of the remaining balance of the Ways and Means Advance in 2009-10. The Government repaid £3.2 billion in 2008-09.

cA negative (positive) number indicates an addition to (reduction in) the financing requirement for the following financial year.

”The DMO has operational flexibility to vary the end-financial year stock subject to its operational requirements in 2009-10.
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B.II3  Inline with the updated fiscal forecasts, the revised financing arithmetic for 2009-10
is shown in Table B22. The central government net cash requirement (CGNCR) is now
forecast to be £223.3 billion, an increase of £2.5 billion from the Budget 2009 forecast. There
has been an increase in the net financing requirement (NFR) for 2009-10 of £5.1 billion from
Budget 2009, so that the NFR is now forecast to be £242.9 billion compared with £237.8
billion at Budget. The increase in the NFR is the net effect of:

e anincrease in the CGNCR of £2.5 billion from the Budget 2009 forecast:

e a reduction in the forecast net contribution to financing of £0.5 billion in
2009-10 from National Savings and Investments (NS&I); and

e  anincrease of £2.0 billion in the financing for the Official Reserves.

B.ll4 1In order to meet the increase in the NFR, the Debt Management Office’s (DMO’s)
remit has been revised. Gross gilt issuance is projected to increase by £5.1 billion to £225.1
billion. The projected increase in the Treasury bill stock is unchanged at £21.6 billion.

B.II5 Gross gilt issuance is expected to be split as follows:

e  short-maturity gilt issuance is expected to be £74.2 billion (or 33 per cent of
total issuance);

e medium-maturity gilt issuance is expected to be £70.1 billion (or 31 per cent
of total issuance); and

e Jong-maturity and index-linked gilt issuance is expected to be £80.8 billion
(or 36 per cent of total issuance).

B.Il6  Auctions will remain the Government’s primary method by which to issue gilts. The
Government will continue to use supplementary methods — syndication, mini-tenders and
the post-auction ‘top up’ facility — to issue gilts in the remainder of 2009-10. It is anticipated
that:

e  £184.1 billion (82 per cent of total issuance) will be issued by pre-announced
auctions;

e  £30 billion (13 per cent of total issuance) will be issued by syndication; and
e  £11 billion (5 per cent of total issuance) will be issued by mini-tenders.

B.IlI7 Details of changes to the financing arithmetic and a revised financing table for
2009-10 together with information on the progress of gilts sales so far this year against the
DMO'’s financing remit can be found on the DMO’s website at www.dmo.gov.uk.

ADDITIONAL ANALYSES

B.II8 Historical series for the main fiscal aggregates are included in Table B23 and B24.
Further information on general government transactions and more detailed breakdowns
of the public sector are included in the 2009 Pre-Budget Report: the economy and public
finances — supplementary material.
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HISTORICAL SERIES

Table B23: Historical series of public sector balances, receipts and debt

Per cent of GDP
Public ci;":::'eyd Public Cﬁ':::'eyd Public Mo e Public Public Public
sector surp:us on sector lpublic sector national sector sector sector
current net net cash . current net net
budget current borrowing sector |.1et requirement |n.sura.nce receipts debt' worth’
budget borrowing contributions
1970-71 6.8 -0.6 1.2 36.3 433
1971-72 4.2 1.1 1.4 35.0 41.5
1972-73 2.0 2.8 3.6 32.6 39.0
1973-74 0.4 -0.7 49 6.0 5.8 31.9 395
1974-75 -0.9 -2.5 6.5 8.1 8.9 345 42.1 52.1
1975-76 -1.4 -1.6 7.0 7.2 9.2 353 427 53.8
1976-77 -1 -0.6 55 5.0 6.3 35.1 43.0 523
1977-78 -1.3 -1.2 43 4.1 3.6 34.1 413 49.0
1978-79 -2.5 -2.3 5.0 4.8 52 33.1 40.1 47.1
1979-80 -1.8 -1.7 4.1 4.0 4.6 335 40.5 439
1980-81 -2.9 -1.5 4.8 34 5.1 355 422 46.0
1981-82 -1.3 2.5 2.3 -1.5 33 38.0 454 46.2
1982-83 -1.4 29 3.0 -1.4 3.1 382 45.1 448
1983-84 -1.9 1.8 3.7 0.0 3.1 377 44.1 45.1
1984-85 220 0.9 3.6 0.6 3.0 382 439 45.3
1985-86 -1.2 0.6 2.4 0.6 1.6 374 427 435
1986-87 -1.4 -1.2 2.0 1.9 0.9 37.0 41.6 41.0
1987-88 -0.4 -1.7 1.0 22 -0.7 36.8 40.6 36.8 73.0
1988-89 1.6 -1.0 -1.3 1.3 -3.0 36.1 40.2 305 78.2
1989-90 1.4 -1.4 -0.2 2.6 -1.3 354 394 27.7 70.1
1990-91 0.3 -1.2 1.0 2.6 -0.1 349 384 26.2 59.8
1991-92 -2.0 -1.5 3.7 33 2.3 338 38.1 27.4 52.6
1992-93 -5.6 -3.7 7.4 55 58 327 36.3 314 40.1
1993-94 -6.3 -4.0 77 5.4 6.9 31.8 354 36.5 29.6
1994-95 -4.8 -3.3 6.2 4.7 52 33.0 36.4 40.1 28.8
1995-96 -33 -2.4 4.7 3.8 4.2 33.6 372 41.9 21.5
1996-97 -2.7 -2.2 34 2.8 2.9 34.0 36.4 42.5 17.7
1997-98 -0.1 -0.1 0.7 0.6 0.1 35.1 375 40.6 15.3
1998-99 1.2 0.9 -0.5 -0.2 -0.7 355 377 384 14.4
1999-00 2.2 1.7 -1.6 -1.1 -0.9 355 37.9 35.6 17.4
2000-01 2.4 1.6 -1.9 -1 -3.7 36.3 38.6 30.7 23.0
2001-02 1.2 0.9 0.0 0.2 0.4 358 378 29.7 29.6
2002-03 -1.0 -0.7 2.3 2.0 2.3 343 36.3 30.8 28.2
2003-04 -1.5 -1.3 2.9 2.7 33 343 36.5 32.1 28.5
2004-05 -1.6 -1.5 33 32 32 35.2 373 34.0 28.6
2005-06 -1 -0.9 2.9 2.8 32 359 383 353 28.6
2006-07 -0.4 -0.4 2.3 23 2.6 36.1 38.6 36.0 29.2
2007-08 -0.4 -0.7 24 2.7 1.5 36.4 387 36.5 28.8
2008-09° -3.5 -2.6 6.6 5.7 4.2 354 37.1 44.0 224

" At end-March; GDP centred on end-March.

2 At end-December; GDP centred on end-December.
? All measures are presented on the basis which excludes the temporary effect of financial interventions for 2008-09 except net worth and public sector net cash requirement which are presented on the basis

that includes tmancial interventions
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Table B24: Historical series of government expenditure

£ billion (2008-09 prices) Per cent of GDP

Public Public Public Public Public Public
sector sector sector Total sector sector sector Total
current net gross Manfn ged current net gross Man.a ged
expenditure investment investment' Expenditure expenditure investment investment' Expenditure
1970-71 195.2 373 59.6 254.8 327 6.2 10.0 42.7
1971-72 204.6 324 56.0 260.6 334 5.3 9.1 42.6
1972-73 213.0 311 55.7 268.7 332 4.9 8.7 41.9
1973-74 234.0 35.0 62.4 296.4 35.0 5.2 9.3 44.3
1974-75 257.9 375 66.4 3243 387 5.6 10.0 48.6
1975-76 263.4 36.8 65.9 329.3 39.7 5.6 9.9 49.7
1976-77 270.6 30.2 60.3 3309 39.7 4.4 838 48.5
1977-78 266.9 20.7 51.0 317.9 383 3.0 7.3 45.6
1978-79 2749 18.0 49.1 324.0 382 2.5 6.8 45.1
1979-80 281.7 16.8 48.3 3299 38.1 23 6.5 44.6
1980-81 289.9 13.4 45.4 3353 40.6 1.9 6.4 47.0
1981-82 302.6 72 389 3415 423 1.0 5.4 47.7
1982-83 309.6 1.4 42.2 351.8 423 1.6 5.8 48.1
1983-84 3193 13.9 44.6 363.8 42.0 1.8 5.9 478
1984-85 327.6 12.2 41.4 369.0 422 1.6 5.3 47.5
1985-86 327.6 9.4 36.2 363.9 40.5 1.2 45 45.0
1986-87 3329 5.7 327 365.6 39.7 0.7 39 43.6
1987-88 336.4 5.2 30.5 366.9 38.1 0.6 35 41.6
1988-89 3289 32 28.6 357.6 358 0.3 3.1 389
1989-90 331.3 1.6 36.7 368.0 353 1.2 39 39.2
1990-91 3336 12.6 355 369.1 35.6 1.3 38 394
1991-92 353.6 16.5 358 3894 38.0 1.8 38 41.9
1992-93 371.3 17.2 36.1 407.4 398 1.8 39 437
1993-94 381.4 13.6 323 413.7 39.7 |.4 34 43.0
1994-95 393.1 13.9 327 425.9 393 |.4 33 42.5
1995-96 398.7 14.0 320 430.8 387 |.4 3.1 41.8
1996-97 397.7 72 23.8 421.5 376 0.7 23 39.9
1997-98 396.6 6.3 222 4188 362 0.6 2.0 382
1998-99 3985 7.6 23.0 421.4 35.1 0.7 2.0 372
1999-00 406.1 6.9 223 4284 344 0.6 1.9 36.3
2000-01 426.9 6.3 21.9 448.8 35.0 0.5 1.8 36.8
2001-02 439.2 14.4 30.1 469.4 353 1.2 24 377
2002-03 459.6 16.1 325 492.0 36.0 1.3 25 386
2003-04 483.2 17.8 343 517.6 36.7 1.3 2.6 394
2004-05 504.9 227 395 5444 376 1.7 29 40.5
2005-06 525.8 255 429 568.7 38.1 1.8 3.1 41.2
2006-07 534.6 273 45.2 579.8 377 1.9 32 40.9
2007-08 548.9 299 48.1 597.0 378 2.1 33 41.1
2008-09° 563.8 45.3 64.0 627.8 393 32 45 438

" Net of sales of fixed assets.

2 All measures are presented on the basis which excludes the temporary effect of financial interventions for 2008-09.
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