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B T h e  p u b l i c  f i n a n c e s

This annex presents detailed information on the fiscal projections and the impact of policy decisions, 
consistent with the Government’s fiscal policy objectives set out in the Code for fiscal stability.

The 2009 End of year fiscal report is published alongside this Pre-Budget Report, underlining the 
Government’s commitment to transparency and accountability in fiscal forecasting by providing 
detailed information on the public finances forecast and outturns for 2007-08 and 2008-09. The 
2009 Long-term public finance report is also published, describing the potential pressures that long-
term challenges and trends could put on the public finances over the next fifty years.

This annex sets out a new definition of net borrowing, PSNB excluding the temporary effects of 
financial interventions, which excludes the distortionary and temporary effects of the publicly-owned 
banks and the Bank of England Asset Purchase Facility Fund. This measure will be published by the 
ONS alongside the parallel measure for PSND which is already published. This annex also sets out 
the new treatment of the potential net losses on the financial interventions and the Government’s 
equity holdings in public sector banks.

This Annex explains the latest public finance outturns and the fiscal projections in B.1 
more detail1. It includes:

five-year projections of the current budget, the cyclically-adjusted current ••
budget, public sector net borrowing and public sector net debt; and

detailed analyses of the outlook for government receipts and expenditure.••

MEA SURES  OF  THE  PUBL IC  F INANCES

The Pre-Budget Report presents information on the public finances on two different B.2 
bases:

including the temporary effects of financial interventions.••  These measures 
include the temporary and exceptional effects from, for example, the 
inclusion of the balance sheets and operations of banks classified to the 
public sector; and

excluding the temporary effects of financial interventions.••  These measures 
remove the temporary effects of financial interventions on the fiscal 
aggregates. As fees and losses are realised for central government, and so 
can be reliably included in the fiscal projections, they will score in these 
measures.

In Budget 2009, a third basis was used to represent a provision for potential net losses B.3 
from the financial interventions. This was necessary because of the considerable uncertainty 
at that time. As uncertainty has receded the Government is moving the treatment of financial 
interventions into line with the fiscal aggregates reported by the ONS, so this basis is no 
longer needed.

1  For further detail see 2009 Pre-Budget Report: the economy and public finances – supplementary material. This includes 
tables on public expenditure and sub-sector and economic category analyses.
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The long-term impact of the financial interventions on the taxpayer and the B.4 
sustainability of the public finances will be determined by the eventual net profit or loss on 
these interventions. The Government will therefore base its assessment of the fiscal position 
on measures which account for these permanent effects and which exclude any temporary 
effects of assets or liabilities incurred as a result of the interventions. Therefore, fiscal 
aggregates in this annex are presented on the basis which excludes the temporary effect of 
financial interventions, unless otherwise stated.

Consistent with this approach, this Pre-Budget Report establishes a measure B.5 
of Public Sector Net Borrowing that excludes the temporary effects of the financial 
interventions (PSNB ex). The components of net borrowing will also be measured on this 
basis. This measure is consistent with the parallel measure of Public Sector Net Debt (PSND 
ex) announced at Budget 2008, which the ONS publish in outturn. The ONS will also publish 
PSNB ex and are today publishing a technical note on its derivation.

Since the Budget the exceptional financial market and economic uncertainty has B.6 
receded, and the APS policy agreement has been finalised. The risks to the taxpayer have 
been reduced. This Pre-Budget Report replaces the Budget provision for financial sector 
losses with a new treatment which books a paper loss on the shareholdings of the publicly 
owned banks using National Accounts methodology. This new treatment is set out in detail 
in Box B4.

FORECA ST  A SSUMPT IONS  AND  R ISKS

B.7 This section sets out the key assumptions on which the fiscal projections are based:

the economy follows the path described in Annex A. The fiscal projections ••
continue to be based on the assumption that trend output growth will be 
¼ percentage point lower than the Government’s neutral view, which is 
designed to add caution;

there are no tax or spending policy changes beyond those announced in or ••
before this Pre-Budget Report. Rates, thresholds and limits, including for 
2009-10, increase in line with projected indexation or announced policy. 
Consistent with the Code for fiscal stability, the forecast does not take account 
of measures proposed in this Pre-Budget Report for consultation or other 
proposals where final decisions have yet to be taken;

Departmental Expenditure Limits (DEL) to 2010-11 are adjusted to reflect the ••
cost of the policy decisions listed in Table B4;

total Annually Managed Expenditure (AME) programmes to 2010-11 have ••
been forecast consistent with the economic assumptions and policy decisions 
in this Pre-Budget Report;

public sector current expenditure (excluding the additional time-limited ••
resource expenditure announced in the 2009 Pre-Budget Report) is projected 
to grow at 0.8 per cent per year on average in real terms from 2011-12 to 
2014-15; and

public sector net investment is projected to move to 1¼ per cent of GDP in ••
2013-14.

The estimates for 2009-10 are based on all available data within the Treasury and B.8 
other government departments involved in producing tax and spending forecasts.

Key assumptions
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Table B1: Economic assumptions for the public finance projections
Percentage changes on previous year unless otherwise specified

Outturn Estimate
2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Output (GDP) -1 ¼ -3 ½ 2 3 ¼ 3 ¼ 3 ¼ 3 ¼

Prices

   CPI 3 ¾ 2 ¼ 2 1 ½ 1 ¾ 2 2

   GDP deflator 2 ½ 2 2 ¼ 1 ½ 2 ½ 2 ¾ 2 ¾

   RPI1 (September) 5 -1 ½ 3 3 ¼ 3 ¼ 3 ¼ 3

   Rossi2 (September) 6 ¼ 1 ¾ 3 1 ½ 2 2 ¼ 2 ½

Nominal GDP3 1435 1409 1472 1544 1635 1735 1841

3  Not seasonally adjusted.

1  Used for revalorising excise duties in current year and uprating income tax allowances and bands in the following year. 

Projections

2  RPI excluding housing costs

B.9 Over the past ten years, the average absolute difference between year-ahead forecasts 
of net borrowing and subsequent outturns has been around 1 per cent of GDP. This 
difference tends to grow as the forecast horizon lengthens. The fiscal balances represent the 
difference between the two large aggregates of expenditure and receipts, and forecasts are 
inevitably subject to wide margins of uncertainty. This is particularly the case at times such 
as now when the economy has been subject to significant shocks. The uncertainty 
surrounding economic prospects at the current time therefore implies greater than usual 
risks surrounding the public finance projections. This Annex supplements the analysis of the 
main risks to the economic forecast in Annex A and Chapter 2 by providing further detail in 
the analyses of tax and spending of the risks to the public finances forecast.

The 2009B.10  End of year fiscal report (EYFR) is published alongside this Pre-Budget 
Report. The EYFR underlines the Government’s commitment to transparency in fiscal 
policy by providing detailed retrospective information on the public finances in 2007-08 
and 2008-09, including an explanation of differences between forecasts and outturn in 
those years. To ensure consistency between forecast and outturn, the EYFR reports on a 
National Accounts basis, so some aggregates for 2008-09 are different from those reported 
in this annex because of the introduction of PSNB ex. The information set out in the EYFR 
supplements the historical and provisional outturn data published in this Annex.

The EYFR provides a detailed analysis of the increase in borrowing in 2008-09 B.11 
compared to the pre-crisis forecast. This shows that the increase was driven by the 
deterioration of the economy, the loss of receipts from the financial and housing sectors, and 
the Government’s discretionary action to support the economy. The US has experienced an 
increase in borrowing of a similar scale to the UK, reflecting the global nature of the shock 
and the importance of the financial sector in both countries.

Forecast 
differences 

and risks
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B.12 The use of assumptions audited by the National Audit Office (NAO) under the three-
year rolling review process is designed to add caution into the public finances projections. 
Details of the audited assumptions are given in Box B1. The trend rate of GDP growth is 
assumed to be ¼ per cent below the neutral view, which means that the rate of economic 
growth on which the public finances projections are based is the lower end of the forecast 
range, as set out in Table A3.

B.13 For the 2009 Pre-Budget Report, the Comptroller and Auditor General has audited 
the Treasury’s assumption for equity prices used for the purposes of projecting the public 
finances. He concluded that the Treasury’s approach for modelling equity prices based on 
the growth of nominal GDP is simple, transparent and based in economic theory, but that 
the assumption did not perform well over the rolling review period as a whole, as it did not 
capture the major movements in UK equity prices following upheavals in the global financial 
system and stock markets. As a result, the assumption resulted in overprediction of tax 
receipts associated with equity prices, though these were a small percentage of overall 
government receipts. However, he also concluded that there is no case for adopting an 
alternative methodology on the basis that there is no obviously superior methodology. 
He recommended that the Treasury makes an assessment of formal methods to allow for 
uncertainty in its equity price projections.

B.14 The Comptroller and Auditor General also audited the consistency of price indices 
assumption used for the Treasury’s public finance projections. The report concluded that the 
Treasury ensured consistency between the CPI, RPI, Rossi index and the GDP deflator over 
the rolling review period. The report also noted that the same approach as for the rolling 
review period has been used for the 2009 Pre-Budget Report forecast, and concluded that the 
projected series are consistent with each other on this basis.

The use of 
NAO-audited 
assumptions

Equity price 
assumption

Consistency of 
price indices
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Box B1: Key assumptions audited by the NAOa

Trend GDP growthe 2½ per cent a year to 2014. A downward adjustment of around 
5 per cent has been made to the level of trend output, phased 
in between mid-2007 and mid-2010.

Dating of the cycled The previous economic cycle, which began in the first half of 
1997, ended in the second half of 2006.

Composition of GDPb Shares of labour income and profits in national income are 
broadly constant in the medium term.

Consistency of price indicesf Projections of price indices used to project the public finances 
are consistent with CPI.

Oil pricesd $72.7 a barrel in 2010, the average for the three months to 
26 November, and then constant in real terms. This is lower 
than the $73.3 average of independent forecasts for 2010.

Equity pricesf FTSE All-share index rises from 2718 (close 2 December) in 
line with nominal GDP.

VATb The underlying VAT gap will rise by 0.5 percentage points per 
year from the estimated outturn for the current year.

Tobaccob The underlying level of duty paid consumption of cigarettes will 
be set at least three per cent per year lower than the estimated 
outturn for the current year. 

UK claimant unemploymentc,g Projections are based on the average of independent 
forecasts. Under that convention, the most recent data result 
in a projection of the UK claimant unemployment rising from 
recent levels of 1.64 million to 1.72 million at the end of 2009, 
and to 1.91 million at the end of 2010.

Interest ratese 3-month market rates change in line with market expectations 
(as of 26 November).

Fundingb Funding assumptions used to project debt interest are 
consistent with the forecast level of government borrowing 
and with financing policy.

Privatisation proceedse Credit is taken only for proceeds from sales that have been 
announced.

Cyclical adjustment methodologye Estimates of the final balances adjusted for the effects of the 
economic cycle are produced in line with the ready-reckoner 
set out in Public finances and the cycle, Treasury Working Paper 
No. 5, 2008.

a For details of all NAO audits before Budget 2007, see the 2006 Pre-Budget Report, 6 December 2006 (Cm 6984).
b Audit of Assumptions for Budget 2007, 21 March 2007 (HC 393).
c Audit of Assumptions for Budget 2008, 12 March 2008 (HC 345).
d Audit of Assumptions for the 2008 Pre-Budget Report, 24 November 2008 (HC 1150).
e Audit of Assumptions for Budget 2009, 22 April 2009 (HC 408).
f Audit of Assumptions for the 2009 Pre-Budget Report, 9 December 2009 (HC 83).
g Seasonally-adjusted UK claimant unemployment. This is a cautious assumption based on the average of external 
forecasts and is not the Treasury’s economic forecast.
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F ISCAL  PROJECT IONS

Table B2 shows five-year projections for public sector net borrowing, current budget, B.15 
cyclically-adjusted current budget, and public sector net debt. Except where indicated these 
aggregates are presented on the basis which excludes the temporary effect of financial 
interventions. Outturns, estimates and projections of other important measures of the public 
finances are also shown.

Table B2: Summary of public sector finances

Outturn Estimate

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Fiscal stance

Public sector net borrowing (PSNB) 6.6 12.6 12.0 9.1 7.1 5.5 4.4

Cyclically-adjusted PSNB 5.7 9.0 8.0 5.8 4.5 3.6 3.1

Surplus on current budget -3.5 -9.1 -9.3 -7.2 -5.6 -4.3 -3.2

Cyclically-adjusted surplus on current budget -2.6 -5.5 -5.4 -3.9 -3.0 -2.3 -1.9

Net investment 3.2 3.5 2.7 1.9 1.6 1.3 1.3

Sustainability

Public sector net debt1 44.0 55.6 65.4 71.7 75.4 77.1 77.7

Core debt1 42.8 50.8 57.1 60.7 62.4 63.0 63.0

Net worth2 22.4 17.3 6.6 0.4 -3.6 -6.2 -7.2

Primary balance -4.9 -10.7 -9.2 -6.0 -3.9 -2.3 -1.1

Financing

Central government net cash requirement 11.3 15.8 11.8 9.5 7.2 5.8 4.4

Public sector net cash requirement 4.2 13.5 12.3 9.7 7.5 6.1 4.6

Stability and Growth Pact

Treaty deficit3 6.9 12.6 12.0 9.1 7.3 5.7 4.6

Cyclically-adjusted Treaty deficit3 5.9 9.0 8.1 5.9 4.7 3.7 3.2

Treaty debt ratio4 55.5 72.9 82.1 88.0 90.9 91.6 91.2

Memo: Output gap -2.0 -6.4 -5.3 -4.3 -3.4 -2.5 -1.6

1 Debt at end March; GDP centred on end March.
2  Estimate at end December; GDP centred on end December.
3  General government net borrowing on a Maastricht basis. 
4  General government gross debt measures on a Maastricht basis. 

Per cent of GDP

Projections

Note: All measures are shown on the basis which excludes the temporary effect of financial interventions, except net worth and the aggregates shown in the Financing and Stability and Growth Pact sections.

B.16 Public sector net borrowing is projected to fall in each year of the forecast period, 
from 12.0 per cent in 2010-11 to 4.4 per cent by 2014-15, as a result of economic recovery and 
the Government’s action to ensure the sustainability of the public finances. This measure of 
PSNB is on the basis which excludes the temporary effects of financial interventions and 
captures the permanent effect on the taxpayer. It therefore captures the impact of capital 
grants to public sector banks in outturn for 2008-09 and 2009-10, and fees associated with 
the financial interventions. A full breakdown of these factors is presented later in this annex.

B.17 The current budget is also presented on the basis which excludes the temporary 
effects of financial interventions. The Pre-Budget Report projections show that the current 
budget is in deficit throughout the forecast period, peaking at 9.3 per cent of GDP in 2010-11, 
and then falling to 3.2 per cent by 2014-15. The cyclically-adjusted current budget, which 
removes the estimated effect of the economic cycle, falls from a deficit of 5.4 per cent of GDP 
in 2010-11 to 1.9 per cent in 2014-15.

Public sector net 
borrowing

Current budget
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B.18 Net investment rose to 3.5 per cent of GDP in 2009-10 and 2.7 per cent of GDP in 
2010-11. Net investment will move to 1¼ per cent of GDP by 2013-14. In 2008-09 and 
2009-10, net investment is increased by capital grants to public sector banks associated with 
the financial interventions.

B.19 Public sector net debt, excluding the temporary effect of financial interventions, is 
projected to rise over the forecast period to 77.7 per cent of GDP by 2014-15. The projections 
for core debt, which excludes the estimated impact of the economic cycle, are expected to 
rise to 63.0 per cent in 2014-15.

B.20 Fiscal aggregates published by the Government, such as net debt and net worth, 
reflect public sector liabilities that have been accrued in the past and are certain to require 
future transfers to meet the obligations. In addition, there are provisions or contingent 
liabilities that may have to be met in the future but where the timing or existence of the 
liability is not certain. Measures based on Generally Accepted Accounting Practice (GAAP) 
take into account the extent to which past transactions have already committed future 
funding flows, such as nuclear decommissioning or public sector pensions. The Government 
has announced that it will publish a GAAP-based balance sheet as part of its move towards 
publishing Whole of Government Accounts (WGA) for 2009-10. When WGA are published for 
the year 2009-10, contingent liabilities will be disclosed as a note to the accounts. However, 
measures of contingent liability are subject to significant uncertainties, which limits the 
extent to which they can be used to determine fiscal policy in the short run.

B.21 Public sector tangible and financial assets net of financial liabilities can be calculated 
to provide an estimated measure of net worth. Because capital spending adds to assets and 
current spending does not, this measure is the approximate stock counterpart of the current 
budget. On this measure net worth is projected to become negative in the medium term as 
current borrowing continues. This borrowing reduces net worth, as it is not offset by an 
increase in the Government’s existing assets. As such measures include liabilities accrued to 
date that will have to be met in the future, but do not take account of future government 
revenues, the concept of net worth is not comprehensive. Net worth is not used as a key 
indicator of the public finances, mainly as a result of the difficulties involved in accurately 
measuring many government assets and liabilities. The estimates of values of tangible assets 
are subject to wide margins of error because they depend on broad assumptions, for example 
about asset lives, which may not be appropriate in all cases.

B.22 The central government net cash requirement (CGNCR) is projected to be around 
11.8 per cent of GDP in 2010-11 and is expected to fall steadily to 4.4 per cent in 2014-15 as 
net borrowing falls. The impact on the CGNCR of financial interventions is included in Table 
B20.

B.23 Table B2 shows the Treaty measures of debt and deficit used for the purposes of the 
Excessive Deficit Procedure – Article 104 of the Treaty of Maastricht. The Treaty deficit is 
projected to fall from 12.0 per cent of GDP in 2010-11 to 4.6 per cent in 2014-15. Treaty debt 
is forecast to rise from 82.1 per cent of GDP in 2010-11 to 91.2 per cent in 2014-15.

CHANGES  TO  THE  F I SCAL  BAL ANCES

Table B3 compares the latest estimates for the main fiscal balances with those in B.24 
Budget 2009.

Net investment

Net debt to 
GDP ratio

Contingent 
liabilities

Net worth

Financing

Stability and 
Growth Pact
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Outturn1 Estimate2

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14

Net borrowing (£ billion) 

Budget 2009 90.0 175.4 173 140 118 97

2009 Pre-Budget Report 95.4 177.6 176 140 117 96

Difference 5.5 2.2 3.0 -0.5 -0.7 -0.6

       of which:

              Changes to current budget -2.2 -3.5 - ½ - ½ - ½ - ½

              Changes to net investment 7.7 5.7  3 ½ 0 0 0

       of which:

              Effect of revisions and forecasting changes 5.4 2.6 - ½ -4 ½ -2 ½ 0

              Effect of 2009 PBR policy decisions 0.0 -0.4  1 -3 ½ -5 -6

              Effect of other discretionary changes3 0.0 0.0  2 ½  7 ½  7  5

Surplus on current budget (£ billion)

Budget 2009 -52.3 -131.6 -137 -111 -91 -74

       Effect of revisions and forecasting changes 2.2 3.1  3  4 ½  2 ½ - ½

       Effect of 2009 PBR policy decisions 0.0 0.3 -1  3 ½  5  6

       Effect of other discretionary changes3 0.0 0.0 -1 ½ -7 ½ -7 -5

2009 Pre-Budget Report -50.1 -128.1 -137 -111 -91 -74

Net investment (£ billion)

Budget 2009 37.7 43.8 36 29 26 22

       Effect of revisions and forecasting changes 7.7 5.6  2 ½ 0 0 0

       Effect of 2009 PBR policy decisions 0.0 0.1 0 0 0 0

       Effect of other discretionary changes3 0.0 0.0  1 0 0 0

2009 Pre-Budget Report 45.3 49.5 39 29 26 22

Cyclically-adjusted surplus on current budget (per cent of GDP)

Budget 2009 -3.1 -6.7 -6.4 -4.9 -3.9 -3.2

2009 Pre-Budget Report -2.6 -5.5 -5.4 -3.9 -3.0 -2.3

Cyclically-adjusted net borrowing (per cent of GDP)

Budget 2009 5.7 9.8 8.9 6.8 5.5 4.5

2009 Pre-Budget Report 5.7 9.0 8.0 5.8 4.5 3.6

Net debt (per cent of GDP)4

Budget 2009 43.0 55.4 65.0 70.9 74.5 76.2

2009 Pre-Budget Report 44.0 55.6 65.4 71.7 75.4 77.1

Memo: Budget 2009 - PSND including unrealised losses 5 46.5 59.0 68.4 74.0 77.5 79.0
Note: Totals may not sum due to rounding.

1  The 2008-09 figures were estimates in Budget 2009.
2  The 2009-10 figures were projections in Budget 2009.
3 Including changes to forecasting assumptions on spending growth in 2011-12, 2012-13 and 2013-14.
4  Debt at end March; GDP centred on end March.
5 Measure of debt used for fiscal policy purposes at Budget 2009. This included a cautious provision for losses from the financial interventions of 3.5 per cent of GDP.

Projections

Table B3: Fiscal balances compared with Budget 2009

Note: Budget 2009 aggregates, except for net debt, were on the basis which includes the temporary effects of financial interventions. All 2009 Pre-Budget Report aggregates are on the basis which excludes 

the temporary effects. In 2008-09 and 2009-10 some of the changes since Budget 2009 are therefore due to the different bases. This is explained in the accompanying text.

B.25 The outturn for net borrowing in 2008-09 was £95.4 billion, £5.5 billion higher than 
the Budget 2009 estimate of £90.0 billion. Since Budget, revisions to outturn based on latest 
data for local authority, public corporation and central government spending have reduced 
borrowing by around £5 billion. More than offsetting this are additions of around £10 billion, 

Changes to 
2008-09
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relating to the inclusion of capital grants to public sector banks and other transactions in 
PSNB ex, set out in detail in Table B18.

B.26 Net borrowing in 2009-10 is expected to be £177.6 billion, broadly unchanged from 
the Budget 2009 forecast of £175.4 billion.

The new treatment of financial interventions in PSNB ex raises expected borrowing B.27 
in 2009-10 by around £2 billion compared to Budget 2009, as set out in detail in Table B18, 
with capital grants to public sector banks offset by fees paid by public sector banks to the 
Government and other transactions.

The underlying Pre-Budget Report forecast for borrowing in 2009-10 is very close to B.28 
that at the Budget. With weaker than expected economic growth in the first part of the year 
this may reflect the caution in the Budget fiscal forecast. The fiscal projections use the low 
end of the GDP forecast range. The NAO-audited assumptions on the VAT gap and equity 
prices also built in caution to the forecast, and the housing market has been stronger than 
expected since Budget. This is reflected in higher receipts from VAT and stamp duties than 
expected at the Budget.

The deeper than forecast recession has resulted in a wider than previously estimated B.29 
output gap in 2009-10, which with similar levels of borrowing has lowered the level of 
cyclically-adjusted net borrowing compared to Budget. Cyclically-adjusted PSNB is 9.0 per 
cent of GDP in 2009-10 compared to 9.8 per cent at the Budget. 

B.30 In the medium term, the Pre-Budget Report forecast for borrowing and debt is very 
close to the projections made at the time of the Budget, even though the recession has been 
deeper than expected. Based on cautious assumptions, borrowing is projected to more than 
halve from 12.6 per cent of GDP this year to 5.5 in 2013-14 and 4.4 per cent in 2014-15, driven 
by the economic recovery and the consolidation measures announced in the 2008 Pre-
Budget Report and Budget 2009. Cyclically-adjusted borrowing is lower than at Budget across 
the medium-term forecast.

Debt is forecast to peak at 77.7 per cent of GDP. This is lower than the forecast of debt B.31 
used for fiscal policy at the Budget, reflecting the reduction in the provision for losses from 
the financial interventions, explained in Box B4.

PRE-BUDGET  REPORT  POL ICY  DEC IS IONS

Consistent with the requirements of the B.32 Code for fiscal stability, the updated 
projections take into account the fiscal effects of all firm decisions announced in this 2009 
Pre-Budget Report or since Budget 2009. The fiscal impacts of these measures are set out in 
Table B4.

Expenditure measures affecting AME and DEL in 2009-10 have been added to total B.33 
AME and total DEL, respectively.

Consistent with the B.34 Code for fiscal stability, the projections do not take account of 
decisions where the impact cannot yet be quantified or of measures where consultation is 
proposed in this Pre-Budget Report, or where final decisions have yet to be taken.

B.35 The Pre-Budget Report projections for the public finances take full account of all the 
measures announced in this and previous Budgets and Pre-Budget Reports. This is achieved 
through detailed modelling of the direct effect on receipts of individual measures, including 
their microeconomic behavioural effects where significant, and through the use of 
macroeconomic models which are able to estimate the indirect impact of the Pre-Budget 
Report package of measures as a whole. The detailed models tend to only consider the 
impact of a measure on the tax base the measure is being applied to, or closely related tax 

Changes to 
2009-10

Changes from 
2010-11

Calculating the 
costings
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bases. The indirect impacts on other tax bases and the impact on economic growth are 
generally captured through the macroeconomic models. The costings shown in Table B4 are 
consistent with those produced using the detailed tax models.

The calculation of the expected effect of changes in duty rate on consumer demand B.36 
for excise goods assumes that any change in duty is passed on in full to consumers. Where 
the effect of one tax change is affected by implementation of others, the measures are 
normally costed in the order in which they appear in Table B4.

The costings show the Exchequer impacts of the measures against a baseline that B.37 
assumes allowances, thresholds and specific tax rates will be increased in line with either 
the appropriate price index or any pre-commitments (measures announced in previous 
Budgets or Pre-Budget Reports that are or were due to come into effect). As such they give an 
indicator of the impact of the decisions made in the current Pre-Budget Report.

Unless allowances, thresholds and specific tax rates have been pre-announced, the B.38 
indexed baseline assumes the following:

income tax and National Insurance allowances and thresholds (excluding ••
the higher rate limit and the income above which the income tax personal 
allowance will be restricted); the child element and disabled and severely 
disabled child elements of the Child Tax Credit, the single person, couple, 
lone parent, 30 hour 50 plus, disabled and severely disabled worker elements 
of the Working Tax Credit; inheritance tax nil-rate band allowance threshold; 
business rates and the capital gains tax annual exempt amount all increase 
in line with the change in the Retail Price Index (RPI) in the year to the 
September prior to the respective Budget or Pre-Budget Report;

the climate change and aggregates levy and the vehicle excise duty, ••
amusement machine licence duty, air passenger duty, fuel, tobacco and 
alcohol duties all rise in line with the projected annual change in the RPI in 
the year to the third quarter following the respective Budget or Pre-Budget 
Report; and

VAT thresholds and gaming duty bands rise in line with the change in the RPI ••
in the year to the December prior to the respective Budget.

With the exception of business rates, when indexation rates are negative, the indexed B.39 
baseline assumes allowances, thresholds and specific tax rates are held constant. The 
indexed baseline also takes account of statutory rounding rules.

The yields of measures that close tax avoidance loopholes or tackle tax fraud B.40 
represent the estimated direct Exchequer effect of the measures with the existing level of 
avoidance activity.
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Head £ million

2009-10 2010-11 2011-12 2012-13

Measures announced since Budget 20092

Stamp Duty - Exemption for company buybacks of shares of overseas branches Tax 0 -5 -5 -5

Financial products avoidance Tax +50 +100 +100 +50

Pensions tax: anti-forestalling rules Tax -30 -40 0 0

Digital Britain: Landline Duty Tax 0 +90 +175 +175

Childcare: employer supported childcare tax relief 3 Tax/Spend 0 0 - -

Gurkhas: removal of 1997 cut-off Spend -70 -240 - -

Cold Weather Payments Spend -20 0 0 0

Funding for Building Britain's Future  Spend -35 +35 0 0

Measures announced at Pre-Budget Report 2009

Ensuring Sustainability of the Public finances

Freeze Higher Rate Threshold in 2012-13 Tax 0 0 0 +400

Increase NICs Primary Threshold by £570 in 2011-12 Tax 0 0 -1,480 -1,500

Increase employer NICs rate by 0.5% from 2011-12 Tax 0 0 +2,350 +2,470

Increase main employee and self-employed NICs rate from 2011-12 Tax 0 0 +1,970 +2,080

Increase additional employee and self-employed NICs rate from 2011-12 Tax 0 0 +320 +340

Pensions tax: updated income definition Tax -10 -40 0 +500

Freeze Inheritance Tax Threshold in 2010-11 Tax 0 +80 +170 +190

Bank payroll tax Tax +550 0 0 0

Salary sacrifice: workplace canteens Tax 0 0 +110 +110

Pensions auto-enrolment: slower introduction  4 Tax 0 0 0 +100

Protecting Revenues

Insurance Premium Tax -  avoidance Tax +5 +10 +10 +10

Index linked gilts Tax 0 +40 +65 +40

Replacement of substantial donors to charity anti-avoidance legislation Tax 0 -10 -10 -10

Supporting Business

Rates on empty property: temporary exemption Tax 0 -135 +10 0

Small Companies Rate of corporation tax: defer increase to April 2011 Tax 0 -10 -380 -110

Patent Box from April 2013 5 Tax 0 0 0 0

Bingo Duty: reduce to 20% Tax 0 -5 -10 -10

Seafarer's Earning deduction Tax 0 0 -5 -5

Venture Capital Schemes: State Aid changes Tax 0 0 -20 -30

Strategic Investment Fund addition 6 Spend 0 -110 0 0

Protecting the Environment

Climate change levy: reduction of relief Tax 0 0 +50 +50

Fuel Benefit Charge: increase multiplier Tax 0 +50 +45 +45

Company Car Tax: extend bands Tax 0 0 0 +120

Biofuels Duty Differential Tax 0 -10 -10 0

Electric vehicles package Tax 0 -5 -5 neg

Warm Front and Greener Boiler Incentive 7 Spend 0 -85 0 0

Table B4: Estimated costs for Pre-Budget Report policy decisions and others 
announced since Budget 20091
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Head £ million

2009-10 2010-11 2011-12 2012-13

Helping People Fairly 8

Tax relief for travel expenses Tax 0 +35 +85 +85

Extension of free school meals Spend 0 -140 - -

Benefits uprating Spend 0 -700 0 0

Local authority guideline rents 9 Spend 0 -115 - 0

Money Guidance rollout in 2010-11 Spend 0 -10 0 0

Working Tax Credits: extension to over 65s from April 2010 Spend 0 -5 - -

Tackling benefit error Spend 0 +95 - -

Housing Benefit: managing gains from Local Housing Allowance from 2011 Spend 0 -40 - -

Support for Mortgage Interest 10 Spend -25 -70 0 0

TOTAL POLICY DECISIONS +415 -1,240 +3,535 +5,095

Reserve: support for military operations Spend 0 -2,500 0 0

Memo: Increase to Public Sector Current Expenditure Spend 0 0 -7,700 -6,900

8 Employment support package costing £45 million in 2009-10 and £355 million in 2010-11 funded by DWP underspend.
9  Total support for Local Authority Guideline rents is £170m in 2010-11.  £55m of this is funded through reprioritisation.
10 Total Support for Mortgage Interest in 2009-10 is £70m, including Barnett consequentials for non-reprioritised funding.  £45m of this is funded through reprioritisation.

Table B4: Estimated costs for Pre-Budget Report policy decisions and others 
announced since Budget 20091

4 In 2013-14 the yield is £0.7 billion, in 2014-15 the yield is £1.6 billion.
5 The costs of this measure will rise to £1.3bn in steady state.
6 The total addition to the Strategic Investment Fund at this PBR is £210m in 2010-11, including Barnett consequentials for non-reprioritised funding.  £100m of this is funded through reprioritisation.

7 Total funding for Warm Front and the Greener Boiler Incentive is £215m in 2010-11 including Barnett consequentials for non-reprioritised funding.  £130m of this is funded through reprioritisation.

2  Costings reflect Pre-Budget Report economic forecast and assumptions.
3 Employer supported childcare tax relief measure used to fund expansion of free childcare for 2 year olds.

- Included within the current spending growth assumption for 2011-12 onwards.
1 Costings shown relative to an indexed base.

These estimates are shown on a National Accounts basis. The National Accounts B.41 
basis aims to recognise tax when the tax liability accrues irrespective of when the tax is 
received by the Exchequer. However, some taxes are accounted for when the Exchequer 
actually receives the tax, reflecting the difficulty in determining the period to which the tax 
liability relates. Examples of such taxes are corporation tax, self-assessment income tax, 
stamp duty land tax, inheritance tax and capital gains tax. This approach is consistent with 
other government publications.

B.42 The income tax personal allowance available for the under 65s, age related 
allowances and limits, the starting limit for savings and the basic rate limit will be maintained 
at their 2009-10 levels, providing a real terms benefit relative to September’s RPI.

Both the basic and higher rate of tax will remain the same in 2010-11, at 20 per B.43 
cent and 40 per cent respectively. The additional rate of tax of 50%, applying to incomes 
over £150,000 will commence from 2010-11, as will the gradual withdrawal of the personal 
allowance for those with incomes over £100,000.

As announced in Budget 2004, the lifetime allowance for pensions tax relief will be B.44 
£1.8 million in 2010-11. The annual allowance will be £255,000 for 2010-11.

Bands, rates 
and personal 

allowances
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Table B5: Bands of taxable income

2009-10 £ a year 2010-11 £ a year

Starting rate 10 per cent1 0-2,440 Starting rate 10 per cent1 0-2,440

Basic rate 20 per cent 0-37,400 Basic rate 20 per cent 0-37,400

Higher rate 40 per cent over 37,400 Higher rate 40 per cent 37,401-150,000

Additional rate 50 per cent n/a Additional rate 50 per cent over 150,000

1  There is a starting rate for savings only. If an individual's non savings taxable income exceeds the starting rate limit, the 10p starting rate for savings will not be available for savings income.

Table B6: Income tax allowances 2010-11

2009-10 2010-11 Increase

Personal allowance1

    age under 65 6,475 6,475 -

    age 65-74 9,490 9,490 -

    age 75 and over 9,640 9,640 -

Married couple's allowance2

    age 75 and over 6,965 6,965 -

    minimum amount 2,670 2,670 -

Income limit for age-related allowances 22,900 22,900 -

Blind person's allowance 1,890 1,890 -
1  The personal allowance is gradually restricted for income over £100,000 at a rate of £1 for every £2 over £100,000 until completely withdrawn.
2  This is also the maximum relief for maintenance payments where at least one of the parties is born before 6 April 1935.

£ per year

B.45 National insurance contributions (NICs) rates, thresholds and limits will be 
maintained at their 2009-10 levels, with the exception of the Lower Earnings Limit (LEL) and 
the special Class 2 rate for volunteer development workers which is linked to the LEL. The 
LEL will rise to £97 per week in line with the 2.5 percent increase in the basic State Pension.

National 
insurance 

contributions
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Table B7: National insurance contribution rates 2010-11

Earnings1
Employee (primary) 

NIC rate

Employer (secondary) 

NIC rate2 Profits1
Class 2 Class 4

£ per week per cent per cent £ per year £ per week per cent

Below 97 (LEL) 0 0 Below 5,075 (SEE)3 0.00 0

97 to 110 (PT/ST)4 0 0 5,075 to 5,715 (LPL) 2.40 0

110 to 844 (UEL) 11 12.8 5,715 to 43,875 (UPL) 2.40 8

Above 844 1 12.8 Above 43,875 2.40 1

2  The contracted-out rebate for secondary contributions is 3.7 per cent of earnings between the LEL and UEL for COSRS and 1.4 per cent for COMPS. For COMPS, an additional age-related rebate is paid direct 

to the scheme following the end of the tax year. For appropriate personal pensions, the employee and employer pay NICs at the standard, not contracted-out rate. An age-related rebate is paid direct to the 

personal pension provider following the end of the year.

4 No NICs are actually payable but Class 1 NIC are  treated as having been paid in respect of earnings between the LEL and PT to protect benefit entitlement.

3  The self-employed may apply for exception from paying Class 2 contributions if their earnings are less than, or expected to be less than, the level of the small earnings exception.

Self employed NICsClass 1 rates

1  The limits are defined as LEL - lower earnings limit; PT - primary threshold; ST - secondary threshold; UEL - upper earnings limit; LPL - lower profits limit; UPL - upper profits limit; SEE - small earnings exception.

B.46 As announced in Budget 2009, the child element of the Child Tax Credit will rise by 
£20 above indexation in April 2010, an increase of £65 in cash terms.

The Government will increase Child Benefit, Guardian’s Allowance, the disability B.47 
elements of the Child Tax Credit, all elements of the Working Tax Credit (WTC), apart from 
the childcare element, and the disregard for WTC in Housing Benefit by 1.5% in April 2010 
and 2011. The threshold for receipt of the maximum Child Tax Credit award will rise to 
£16,190, reflecting the income level at which a family in receipt of the basic and couple or 
lone parent elements of WTC would have their entitlement to WTC tapered to zero. Other 
rates and thresholds in tax credits will remain unchanged.

From April 2011, people aged 65 and over will qualify for the Working Tax Credit if B.48 
they work at least 16 hours a week, rather than 30 hours as currently.

Working and 
child tax credit 

rates
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Table B8: Working and Child Tax Credit rates and thresholds

2009-10 2010-11 Increase

Working Tax Credit

Basic Element 1,890 1,920 30

Couple and lone parent element 1,860 1,890 30

30 hour element 775 790 15

Disabled worker element 2,530 2,570 40

Severe disability element 1,075 1,095 20

50 plus element, 16–29 hours 1,300 1,320 20

50 plus element, 30+ hours 1,935 1,965 30

Childcare element

  maximum eligible cost for one child £175 per week £175 per week -

  maximum eligible cost for two or more children £300 per week £300 per week -

  per cent of eligible costs covered 80% 80% -

Child Tax Credit

Family element 545 545 -

Family element, baby addition 545 545 -

Child element 2,235 2,300 65                       

Disabled child element 2,670 2,715 45                       

Severely disabled child element 1,075 1,095 20                       

Income thresholds and withdrawal rates

First income threshold 6,420 6,420 -

First withdrawal rate (per cent) 39% 39% -

Second income threshold 50,000 50,000 -

Second withdrawal rate (per cent) 6.67% 6.67% -

First threshold for those entitled to Child Tax Credit only 16,040 16,190 150

Income disregard 25,000 25,000 -

£ per year

RECE IPTS

This section analyses the projections for tax receipts in detail. It begins by looking B.49 
at the main determinants of changes in the overall projections since Budget 2009, before 
looking at changes in the projections of individual tax receipts. Finally it provides updated 
forecasts for the tax-GDP ratio.
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Changes  i n  to ta l  r e ce ip t s  s i n ce  Budge t  2009
Table B9 shows outturns for cash receipts in the first seven months of 2009-10 and B.50 

estimated receipts for the remainder of the year, along with percentage changes over the 
corresponding period in 2008-09. These growth rates can vary considerably across the year, 
partly because of the rules governing payment of each tax and the various time lags. 

Economic growth in the early part of 2009 was weaker than expected in Budget 2009. B.51 
However, overall receipts growth in 2009-10 to date has been close to expectations in the 
Budget 2009 forecast. Receipts from stamp duties and VAT for the year-to-date in 2009-10 
have been higher than expected. In part this is likely to be due to the caution in the Budget 
forecast assumptions on equity prices and the VAT gap, and higher property prices and 
transactions than expected at Budget. Income tax and NICs receipts have been weaker than 
expected in the year-to-date, which is likely to reflect lower earnings growth than expected 
at the Budget. For 2009-10 as a whole, overall receipts are expected to be £2.1 billion higher 
than in the Budget 2009 projection.

Table B9: 2009-10 Net taxes and national insurance contributions 

Outturn1 Outturn1

Apr-Oct Nov-Mar Full year Apr-Oct Nov-Mar Full year

HM Revenue & Customs

Income tax, NICs and capital gains tax 2 130.3 101.1 231.4 -7.0 -10.1 -8.4

Value added tax 41.0 26.2 67.2 -19.7 -4.3 -14.3

Corporation tax2 21.6 11.8 33.4 -30.1 -3.3 -22.5

Petroleum revenue tax 0.5 0.7 1.2 -72.7 -6.5 -52.9

Fuel duties 15.4 11.0 26.4 6.5 8.1 7.1

Inheritance tax 1.4 0.8 2.2 -26.1 -13.6 -22.1

Stamp duties 4.3 3.1 7.4 -23.7 31.6 -7.2

Tobacco duties 5.2 3.6 8.8 9.5 3.1 6.8

Alcohol duties 5.2 3.8 9.0 8.7 3.0 6.2

Other Customs duties and levies 5.9 4.1 10.0 -4.9 0.0 -2.8

Total HMRC 230.7 166.3 397.0 -11.8 -6.4 -9.6

Vehicle excise duties 3.4 2.3 5.7 -0.1 6.3 2.4

Business rates 16.5 7.2 23.7 2.0 6.0 3.2

Council tax 16.7 8.1 24.8 2.4 1.1 1.9

Other taxes and royalties 8.2 8.1 16.4 -10.8 25.1 4.0

Net taxes and NICs 275.6 192.0 467.6 -10.1 -4.5 -7.9
1  Provisional.
2  Net of tax credits scored as negative tax in net taxes and national insurance contributions.

Percentage change on 2008-09£ billion

Estimates Estimates

 Receipts growth is expected to be less weak in the remaining months of 2009-10 B.52 
than in the first seven months. In part this is a consequence of policy measures such as VAT 
returning to 17.5 per cent at the end of the year. It also reflects the strengthening path of the 
economy over the course of 2009-10, with growth expected to return by the end of the year. 
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Changes to the medium-term receipts forecast since Budget are driven by primarily B.53 
by changes to the inflation forecast and by the recovery in asset markets. In the medium 
term, the Pre-Budget Report forecast of the level of nominal GDP is lower than at Budget 
because CPI inflation is forecast to be below target for longer than previously expected. This 
results in a lower level of labour income, which generates around 45 per cent of total receipts 
through income tax and NICs. This drives a reduction in income tax and NICs receipts 
compared to Budget. This is partly offset by higher expected receipts from stamp and capital 
taxes, reflecting the strength in equity and property markets since Budget, and in higher 
North Sea receipts reflecting the increase since Budget in the NAO oil price assumption.

Tax  by  t ax  ana l y s i s
B.54 Cash receipts of income tax and NICs in 2009-10 are expected to be £3.0 billion below 
the Budget 2009 forecast with the shortfall more than explained by lower PAYE and NIC1 
receipts. Although the decline in employment has not been as steep relative to output as in 
previous recessions, earnings growth has slowed sharply. Receipts have been particularly 
weak in the manufacturing and construction sectors, and there have also been sustained 
falls in the retail, financial and business service sectors.

Receipts are expected to remain weak over the remainder of the year. Financial sector B.55 
bonuses are expected to decline in 2009-10 by around 25 per cent to a level of around £5 
billion reflecting the fall in financial sector profits, a greater proportion of awards deferred in 
line with the FSA code on remuneration, and the impact of the bank payroll tax announced 
in this Pre-Budget Report. Self assessment receipts are also expected to decline sharply, 
reflecting lower self-employment income and falls in both savings and dividend income. 
While tax on savings income has held up better than expected in 2009-10, it is still likely to 
have fallen by over a third from the previous year.

Receipts of income tax and NICs are expected to rise but will be held back by B.56 
continued subdued earnings growth. The 2010-11 forecast allows for the Budget 2009 
measure for an additional 50 per cent rate of income tax on incomes above £150,000. 
With CPI inflation expected to fall well below target in 2011 given the large degree of spare 
capacity in the economy, earnings growth is expected to remain subdued for longer than in 
the Budget 2009 forecast. The Pre-Budget Report projections assume that growth in wages 
and salaries reaches 5½ per cent in the medium-term, below the growth rate of nominal 
GDP. This leaves income tax and NICs lower than in the Budget forecast over the rest of the 
forecast horizon.

Income tax 
and NICs
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Box B2: Impact of NAO-audited assumptions on the fiscal forecast

The National Audit Office (NAO) audited assumptions are designed to add caution to the public 
finances forecast. Box B1 sets out details of all the NAO assumptions. This box illustrates how 
NAO-audited assumptions affect the 2009 Pre-Budget Report forecast.

Trend rate of GDP growth: The trend rate is assumed to be ¼ per cent below the neutral view, 
which means that the rate of economic growth on which the public finances projections are based 
is the lower end of the forecast range. The economy forecast is also based on a rebalancing of the 
economy towards growth in corporate incomes, investment and exports. This growth is less tax-
rich than growth in wages and salaries and in consumption. On the income side, profits growth is 
less tax-rich than wages and salaries growth. From 2010-11 onwards, growth in both wages and 
salaries and in consumption is below the overall nominal growth in the economy.

Equity and oil prices: The NAO-audited assumption on equity prices is that the FTSE All-share 
index rises in line with nominal GDP from its current level. For the oil price the NAO-audited 
assumption is based on the average price over the past three months, which is then held flat in real 
terms over the forecast. This means the oil price remains at between $72–77 per barrel over the 
forecast period.

VAT gap: The NAO-audited assumption is that the underlying VAT gap (the difference between 
recorded VAT receipts and the theoretical tax liability) increases by 0.5 percentage points per year 
from the latest estimated outturn. With firms’ cash flows under pressure due to the downturn, there 
was a rise in VAT debts, pushing up the VAT gap in 2008-09. While the growth in VAT debts has 
slowed during 2009-10, much of the higher downturn-related VAT gap is locked in by the NAO- 
audited assumption through the medium-term forecast. This provides considerable caution, as with 
the economy projected to recover over the forecast period, it is likely that the VAT gap will actually 
fall, which would increase VAT receipts.

Claimant count unemployment: The NAO-audited assumption on the claimant count rises 
to 1.94m by the end of 2011, which is the average of independent forecasts in the November 
comparison published by HM Treasury, and then remains flat through the rest of the forecast period. 
HM Treasury’s projection, published for the first time in this Pre-Budget Report, is that claimant 
count unemployment will fall to 1¼ m by the end of 2014. This provides caution within the public 
expenditure projections.

Claimant count unemployment: NAO assumption and HMT projection (millions)

2008 2009 2010 2011 2012 2013 2014

NAO Assumption (Q4) 1.09 1.72 1.91 1.94 1.94 1.94 1.94

HMT Projection (Q4) 1.09 1 ¾ 1 ¾ 1 ½ 1 ½ 1 ¼ 1 ¼
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Outturn Estimate Projection Outturn Estimate Projection

2008-09 2009-10 2010-11 2008-09 2009-10 2010-11

HM Revenue and Customs

Income tax (gross of tax credits) 153.5 140.4 144.7 0.9 -0.1 0.0

Income tax credits -5.6 -6.2 -6.5 0.1 0.0 -0.3

National insurance contributions1 96.9 94.8 98.1 0.4 -2.9 -1.5

Value added tax 78.4 67.2 74.2 0.0 3.5 0.8

Corporation tax2 43.7 34.1 40.9 0.3 -0.6 1.6

Corporation tax credits3 -0.6 -0.7 -0.8 0.0 0.0 0.0

Petroleum revenue tax 2.6 1.2 1.6 0.0 0.1 0.4

Fuel duties 24.6 26.4 28.0 0.0 -0.2 -0.1

Capital gains tax 7.8 2.5 2.6 0.0 0.2 0.9

Inheritance tax 2.8 2.2 2.3 0.0 0.0 0.4

Stamp duties 8.0 7.4 9.3 0.0 2.5 2.6

Tobacco duties 8.2 8.8 8.9 0.0 0.5 0.6

Spirits duties 2.4 2.6 2.6 0.0 0.0 0.0

Wine duties 2.7 2.9 3.0 0.0 0.2 0.3

Beer and cider duties 3.4 3.5 3.5 0.0 0.1 0.1

Betting and gaming duties 1.5 1.4 1.4 0.0 0.0 -0.1

Air passenger duty 1.9 1.9 2.3 0.0 0.1 0.1

Insurance premium tax 2.3 2.3 2.3 0.0 -0.2 -0.2

Landfill tax 1.0 0.9 1.2 0.0 -0.1 -0.1

Climate change levy 0.7 0.7 0.7 0.0 0.0 0.0

Aggregates levy 0.3 0.3 0.3 0.0 0.0 0.0

Customs duties and levies 2.7 2.6 2.5 0.0 -0.1 -0.2

Total HMRC 439.1 397.0 423.1 1.7 2.8 5.3

Vehicle excise duties 5.6 5.7 6.1 0.0 0.1 -0.1

Business rates 22.9 23.7 24.6 0.1 -0.2 0.0

Council tax4 24.4 24.8 25.8 0.0 -0.1 -0.1

Other taxes and royalties5 15.7 16.4 19.2 0.4 -0.4 0.3

Net taxes and NICs6 507.7 467.6 498.8 2.3 2.2 5.5

Accruals adjustments on taxes -4.2 1.3 1.7 0.2 1.0 -1.2

Less  own resources contribution to EC budget -5.1 -3.7 -4.6 0.1 0.4 0.2

Less  PC corporation tax payments -0.2 -0.2 -0.2 0.0 0.0 0.0

Tax credits adjustment7 0.6 0.7 0.8 0.0 0.0 0.0

Interest and dividends 7.0 4.4 4.7 -0.5 -1.2 -1.6

Other receipts8 26.7 28.1 29.2 -0.4 -0.3 -1.0

Current receipts 532.4 498.1 530.3 1.7 2.1 1.8

Memo:

   North Sea revenues9 12.9 7.0 8.4 0.0 0.1 1.8

9  Consists of North Sea corporation tax and petroleum revenue tax.

4 Council tax increases are determined annually by local authorities, not by the Government. As in previous years, council tax figures are projections based on assumptions and are not Government forecasts.

1  Includes Bank Payroll Tax 

3  Includes enhanced company tax credits.

5  Includes VAT refunds and money paid into the National Lottery Distribution Fund.
6  Includes VAT and 'traditional own resources' contributions to EC budget. 
7  Tax credits which are scored as negative tax in the calculation of NTNIC but expenditure in the National Accounts.
8  Includes gross operating surplus, rent and business rate payments by local authorities.

Table B10: Current receipts 
Changes since Budget 2009 (£ billion)£ billion

2  National Accounts measure, gross of enhanced and payable tax credits.
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B.57 Non-North Sea corporation tax is one of the most cyclical taxes and receipts are 
expected to fall by around 15 per cent in 2009-10, with revenue from the financial sector 
around a third of its 2006-07 peak, at just £3¼ billion out of a total of £28¼ billion. The 
2009-10 decline is driven not only by a decline in profits for both the financial and non-
financial sectors, but also reflects the introduction of a first year capital allowance of 40 per 
cent for 2009-10 along with the impact of higher repayments as firms carry back losses to 
relieve against earlier liabilities. Overall, it is higher than expected repayments that are the 
key factor behind the £0.6 billion lower estimate for non-North Sea corporation tax in 
2009-10.

Receipts from non-North Sea corporation tax are forecast to recover in 2010-11. B.58 
Repayments in 2010-11 are expected to fall back as firms return to profit but also because 
loss-making firms can only carry back losses against recently paid tax for one year. Payments 
should also increase, driven by stronger forecast profits and a decrease in deductions as 
the enhanced capital allowances scheme draws to a close. Profits in the financial sector are 
expected to start to recover in 2010 from their depressed 2009 level. The Pre-Budget Report 
projections assume that taxable financial sector profits grow by 10 per cent in 2010-11 and 
2011-12, before returning to rates of 7 per cent in each year. This is based on the assumption 
that profits as a percentage of GDP only return to close to the 20-year average in 2014-15. 
This leaves corporation tax from the sector below its 2007-08 level, even by 2014-15.

Receipts from the non-oil, non-financial sector should benefit from continuing B.59 
profit growth from 2010-11 onwards, reflecting sustained economic growth. However, with 
a smaller contribution of the financial sector to overall activity than envisaged prior to the 
crisis, non-North Sea corporation tax as a proportion of GDP remains well below the recent 
peak of 2.9 per cent.

B.60 North Sea revenues in 2009-10 are expected to be around £6 billion lower than in 
2008-09. Oil prices which averaged almost $100 a barrel in 2008 are likely to average around 
$62 a barrel in 2009. The sharp rise and subsequent fall in oil prices in 2008 meant that the 
first two corporation tax instalment payments on 2008 profits were much stronger than the 
final payment in January 2009. Instalment payments on 2009 profits are likely to be more 
even. This contributed to the sharp year-on-year decline of corporation tax in the first part of 
2009-10, but is a key reason why the annual decline should be less strong over the remainder 
of the year.

Compared with the Budget forecast, oil prices are likely to be around $15 a barrel B.61 
higher in 2009. However, North Sea revenues are expected to be just £0.1 billion above the 
Budget forecast for 2009-10. Higher oil prices have been offset by a combination of higher 
than expected operating and capital expenditure, weak gas prices and production over the 
summer and the appreciation of sterling against the dollar which has meant that the rise in 
oil prices in sterling terms has been more modest. From 2010, the forecast uses the NAO-
audited assumption on oil prices. Based on the average of the past three months, oil prices 
are expected to be $72.7 a barrel in 2010 and then constant in real terms. With oil prices over 
$20 a barrel higher than in the Budget forecast from 2010 onwards and gas prices assumed to 
move back in line with oil prices, North Sea revenues are expected to be between £1¾ billion 
and £2½ billion higher than in Budget 2009 over the rest of the forecast period.

B.62 Capital gains tax (CGT) is expected to fall from £7.8 billion in 2008-09 to £2.5 billion 
in 2009-10. CGT is paid in the final quarter of the financial year following the year in which 
the gains were realised. With financial assets accounting for the majority of chargeable gains, 
a sizeable element of the fall in receipts results from the sharp drop in equity prices through 
2008-09. The year-on-year drop is accentuated by particularly strong receipts in 2008-09, 
reflecting investors rearranging their affairs ahead of the abolition of taper relief when the 

 Non-North Sea 
corporation tax

North Sea 
revenues

Capital gains tax 
and inheritance 

tax
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CGT regime was reformed in the 2007 Pre-Budget Report. The expected drop in CGT is one 
reason why the decline in income tax, NICs and CGT is greater in the remaining months of 
the financial year than in the first seven months of 2009-10 in Table B9. The stabilisation of 
the housing market and higher equity prices have led to upward revisions to receipts from 
both CGT and inheritance tax from 2010-11 onwards.

B.63 Stamp duty both on property and shares has been particularly affected by the 
financial crisis. Stamp duty in 2009-10 is expected to be around half of its 2007-08 level. 
However, the decline in stamp duty in 2009-10 is less than that assumed in the Budget 
forecast, reflecting the stabilisation in the housing market. House prices have recorded 
monthly rises, while property transactions have rebounded more strongly than assumed in 
the Budget, although they remain historically low. Stamp duty on shares have also benefited 
from higher equity prices and volumes since the start of this financial year.

Year-on-year growth in stamp duty is likely to turn positive over the remainder B.64 
of 2009-10 given the annual comparison will be against the low point for both property 
transactions and equity prices. In 2010-11, the stamp duty land tax forecast is based on 
the average of independent forecasts for house prices which assumes broadly stable prices 
in the year to the final quarter of 2010. Thereafter, stamp duty land tax continues to rise as 
house prices grow at around 5 per cent per year consistent with the average growth of real 
house prices over the last thirty years and transactions return to a level consistent with the 
historical average duration of ownership.

B.65 Cash receipts of VAT are expected to fall by 14 per cent in 2009-10, reflecting the 
temporary reduction in VAT from 17½ per cent to 15 per cent, the impact of the fall in 
economic activity on the VAT base and repayments relating to the judicial ruling in Fleming/
Condé Nast on the three year time limit for reclaiming overdeclared or underclaimed VAT for 
tax periods before May 1997. However, the drop in receipts this year is not expected to be as 
steep as forecast at Budget 2009. Receipts are expected to be around £3.5 billion higher, 
principally because unauthorised VAT debt has not grown as quickly as was assumed in the 
Budget and litigation repayments made in the first half of the financial year were not as high 
as had been forecast.

Higher than expected receipts in 2009-10 also reflect stronger consumer durable B.66 
spending than anticipated. Durable spending, which is mainly standard rated, picked up 
in the second quarter and is likely to have risen further in the third quarter helped by the 
temporary reduction in VAT, the car scrappage scheme and low interest rates. Ahead of 
the Budget, the economic downturn and restrictive credit conditions had led to a rise in 
unauthorised VAT debt. This pushed up the VAT gap (the difference between the theoretical 
tax liability and actual receipts). The Budget forecast allowed for a further significant rise in 
the VAT gap on the assumption that VAT debt would continue to rise sharply into 2009-10. 
However, the growth in VAT debt has slowed in the first half of the financial year. The related 
document Measuring Tax Gaps 2009 describes the VAT gap for 2008-09 and the methodology 
used to calculate the estimate including the impact of debt.

VAT receipts are expected to recover in 2010-11 reflecting the ending of the B.67 
temporary reduction in the standard rate of VAT. However, there will be an offset from higher 
repayments relating to the Fleming judicial ruling than in 2009-10. The forecast also assumes 
that growth in VAT receipts will be held back by the rebalancing of demand in the economy, 
which will lead to nominal consumer spending growing by less than overall growth in the 
economy. In addition, the NAO-audited assumption on the VAT gap requires at least a 0.5 
percentage point rise in the underlying VAT gap each year. This builds considerable caution 
into the forecast because with the economy recovering, it might be expected that new VAT 
debt would fall, which would reduce the VAT gap.

Stamp duties

VAT 
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B.68 Fuel duties in 2009-10 are expected to be £0.2 billion below the Budget 2009 projection. 
Relative to the Budget, a deeper downturn in the first half of 2009 and a higher oil price 
negatively affected fuel duty receipts. With fuel duty charged on a per litre basis, higher pump 
prices would reduce demand and hence receipts. With oil prices over $20 a barrel higher from 
2010 onwards, higher oil prices take around £0.7 billion per year off fuel duty receipts.

Alcohol and tobacco receipts in 2009-10 are expected to be £0.3 billion and £0.5 B.69 
billion higher respectively than assumed in the Budget forecast. Spending has held up better 
than anticipated in the Budget. In particular duty paid consumption of tobacco may have 
been boosted by the weakness of sterling against the euro which would make cross-border 
shopping or illicit behaviour less attractive.

B.70 Council tax increases are determined annually by local authorities, not by the 
Government. The council tax projections are based on stylised assumptions and are not 
Government forecasts. The council tax figures for 2010-11 onwards are based on the 
arithmetic average of council tax increases over the past three years. Since changes to council 
tax are broadly balanced by changes to locally financed expenditure, they have little material 
impact on the current balance or on net borrowing.

B.71 Around three-quarters of the other taxes and royalties component of Table B10 is VAT 
refunds to central and local government. The temporary reduction in the VAT rate has 
lowered these refunds so far this year. Year-on-year growth over the remainder of the year is 
likely to be much stronger reflecting that the annual comparison in the final three months 
will reflect refunds at 17½ per cent relative to 15 per cent a year earlier. VAT refunds also 
score as public expenditure and thus have no effect on net borrowing.

Tax - GDP  ra t i o
Table B11 shows projections of receipts from major taxes as a percentage of GDP, and B.72 

Table B12 sets out projections of the overall tax-GDP ratio, based on net taxes and national 
insurance contributions.

Excise duties

Council tax

Other taxes 
and  royalties
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Table B11: Current receipts as a proportion of GDP

Outturn Estimate

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Income tax (gross of tax credits) 10.7 10.0 9.8 10.2 10.6 10.8 11.0

National insurance contributions1 6.8 6.7 6.7 6.9 6.9 7.0 7.0

Non-North Sea corporation tax2 2.3 2.0 2.3 2.4 2.5 2.4 2.4

Tax credits3 -0.4 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5

North Sea revenues4 0.9 0.5 0.6 0.6 0.6 0.5 0.4

Value added tax 5.5 4.8 5.0 5.3 5.2 5.1 5.0

Excise duties5 2.9 3.1 3.1 3.1 3.1 3.0 2.9

Other taxes and royalties6 6.8 6.6 6.8 6.9 6.9 6.9 6.9

Net taxes and NICs7 35.4 33.2 33.9 34.9 35.3 35.3 35.3

Accruals adjustments on taxes -0.3 0.1 0.1 0.2 0.3 0.2 0.2

Less  EU transfers -0.4 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3

Other receipts8 2.4 2.3 2.3 2.5 2.5 2.6 2.5

Current receipts 37.1 35.3 36.0 37.3 37.7 37.8 37.7
1  Includes Bank Payroll Tax
2  National Accounts measure, gross of enhanced and payable tax credits.

6  Includes council tax and money paid into the National Lottery Distribution Fund, as well as other central government taxes. 

8  Mainly gross operating surplus and rent.

 Per cent of GDP

4  Includes petroleum revenue tax and North Sea corporation tax.
5  Fuel, alcohol and tobacco duties.

7  Includes VAT and 'own resources' contributions to EC budget; cash basis.

3  Tax credits scored as negative tax in net taxes and national insurance contributions.

Projections

 

Table B12: Net taxes and national insurance contributions1

Outturn2 Estimate3

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Budget 2009 35.1 33.0 33.8 34.7 35.1 35.3 -

2009 Pre-Budget Report 35.4 33.2 33.9 34.9 35.3 35.3 35.3
1  Cash basis. Uses OECD definition of tax credits scored as negative tax.
2  The 2008-09 figures were estimates in Budget 2009.
3  The 2009-10 figures were projections in Budget 2009.

   Per cent of GDP

Projections

The tax-GDP ratio is similar to the Budget 2009 projection throughout the projection B.73 
period. The tax-GDP ratio falls by over 2 percentage points in 2009-10 reflecting the effect 
of the downturn, the further decline in receipts from the financial and housing sectors and 
policy measures for fiscal support such as the temporary reduction in the standard rate of 
VAT. While the tax-GDP ratio remains above its early 1990s low, the decline in the ratio of just 
over 3 percentage points since the last on-trend point in 2006-07 is similar in scale to the fall 
recorded between 1990-91 and 1993-94.
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The ending of the temporary reduction in VAT will push up the tax-GDP ratio in B.74 
2010-11. Growth picking up to above-trend rates and the impact of the government’s fi scal 
consolidation measures, lead the tax-GDP ratio to rise further in 2011-12. However, the 
forecasting judgments on the rebalancing of demand in the economy, a lower contribution 
to receipts from the fi nancial sector than expected prior to the crisis and the NAO-audited 
assumptions all constrain the overall level of the tax-GDP ratio.

 

Chart B1: Tax-GDP ratio1
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Box B3: Impact of the financial and housing sector on the public finances

The financial crisis and global downturn has particularly affected the financial and housing sectors in 
the UK, which are sectors that have been a particularly important source of tax receipts.

Financial company corporation tax has in the past accounted for around 25 per cent of overall 
corporation tax, and the sector provides significant amounts of income tax and NICs on salaries 
and bonuses. The housing sector provides revenue directly through stamp duty, inheritance tax and 
capital gains tax and indirectly through the VAT collected on housing-related consumptiona.

In recent years before the financial crisis, the financial and housing sectors saw rapid growth in activity 
and asset values. This growth was reflected in receipts from taxes linked to the two sectors. In 
2002-03, financial and housing sector receipts were equivalent to 3 per cent of GDP. By 2007-08, 
these receipts had increased to 4¼ per cent of GDP. The rise in housing and financial sector receipts 
from 2002-03 to 2007-08 accounted for half of the increase in total current receipts over this period.

In recent months there are signs that the economy is stabilising and that financial conditions are 
improving. However receipts from the financial sector are expected to fall further in 2009-10 
compared to 2008-09 due to further falls in the profits of the financial sector. Receipts are then 
expected to recover but the sectors do not recover to the levels of activity, and associated receipts, 
experienced in 2007-08. Receipts from the two sectors are predicted to decline to 2½ per cent of 
GDP in 2009-10, before rising to 3½ per cent of GDP in 2014-15, as these sectors see a cyclical 
recovery.

 

a These revenues include receipts from financial sector corporation tax, financial sector PAYE and NICs, Capital Gains 
Tax, Inheritance Tax and stamp duties.

Source: HM Treasury. 
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Chart a: Housing and financial sector receipts

 
PUBL IC  EXPENDITURE

This section looks in detail at the projections for public expenditure. It includes B.75 
provisional outturns for 2008-09, the latest estimates for 2009-10 and public expenditure 
plans for 2010-11 to 2014-15. The spending projections cover the whole of the public sector, 
using the National Accounts aggregate Total Managed Expenditure (TME).
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B.76 A breakdown of TME up to 2010-11 is provided in Table B15. For fiscal aggregate 
purposes, TME is split into National Accounts components covering public sector current 
expenditure, public sector net investment and depreciation. For budgeting and other 
purposes TME is split into DEL (firm three-year limits for departments’ programme 
expenditure), and AME (which is large, volatile and demand-led, and is therefore not easily 
subject to firm multi-year limits). Changes to TME since Budget in the period until the end of 
the current spending review are set out in Table B16.

The 2009 Pre-Budget Report confirms that overall departmental spending in 2010-11 B.77 
will be maintained as planned to help support the economy through recovery. But, as set 
out in Budget 2009, spending growth will reduce from 2011-12 onwards in order to ensure 
sustainable public finances over the medium term. As set out in Chapter 5, the Pre-Budget 
Report announces that self-employed, employer and employee rates of national insurance 
contributions will rise by an additional 0.5 per cent from April 2011. As a result, the 2009 Pre-
Budget Report announces that public sector current expenditure2 will grow by an average 
of 0.8 per cent a year in real terms between 2011-12 and 2014-15. In line with Budget 2009, 
public sector net investment will move to 1¼ per cent of GDP by 2013-14 and remain at that 
level in 2014-15.

B.78 AME spending is forecast on the basis of the economic assumptions set out in Table 
B1 and the NAO-audited assumptions set out in Box B1. The main changes to these 
assumptions since Budget 2009 that affect the AME forecast are a lower NAO-audited 
assumption for unemployment, changes to RPI and Rossi inflation, which affect benefit and 
public service pension upratings, and changes to gilt rates which affect debt interest.

The AME forecasts include two elements – the AME margin and the forecast of social B.79 
security spending based on the NAO claimant count assumption – which provide elements of 
caution to mitigate against the risks of additional spending from movements in inflation and 
interest rates. As shown in Box B2, the NAO claimant count assumption builds in caution, 
because it assumes that claimant count unemployment does not fall from 2011 onwards. 
This provides caution in the public expenditure projections.

2  Excluding the additional time-limited expenditure announced in the 2009 Pre-Budget Report.

Total Managed 
Expenditure

AME forecast
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Table B13: Current and capital budgets

Outturn Estimate

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Current budget

Current receipts 532.4 498.1 530 576 617 656 694

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 investment1 64.0 68.7 60 50 48 45 47

Less  depreciation -18.7 -19.2 -20 -21 -22 -23 -24

Net investment 45.3 49.5 39 29 26 22 23

Net borrowing 95.4 177.6 176 140 117 96 82

Public sector net debt - end year2 618.8 798.9 986 1139 1270 1379 1473

Memos:

   Treaty deficit3 97.8 177.9 177 141 119 98 84

   Treaty debt4 796.9 1027.0 1209 1359 1485 1589 1679

1 Net of asset sales; for a breakdown see Table [2.X] in 2009 Pre-Budget Report: the economy and public finances - supplementary material.
2  Debt at end March.
3 General government net borrowing on a Maastricht basis. 
4  General government gross debt on a Maastricht basis. 

   £ billion

Projections

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.

Table B14: Current and capital budgets
Per cent of GDP

Outturn Estimate

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 43.1 44.0 43.1 41.9 40.7 39.6

Depreciation 1.3 1.4 1.4 1.4 1.3 1.3 1.3

Surplus on current budget -3.5 -9.1 -9.3 -7.2 -5.6 -4.3 -3.2

Capital budget

Gross investment1 4.5 4.9 4.0 3.3 2.9 2.6 2.6

Less  depreciation -1.3 -1.4 -1.4 -1.4 -1.3 -1.3 -1.3

Net investment 3.2 3.5 2.7 1.9 1.6 1.3 1.3

Net borrowing 6.6 12.6 12.0 9.1 7.1 5.5 4.4

Public sector net debt - end year2 44.0 55.6 65.4 71.7 75.4 77.1 77.7

Memos:

   Treaty deficit3 6.9 12.6 12.0 9.1 7.3 5.7 4.6

   Treaty debt ratio4 55.5 72.9 82.1 88.0 90.9 91.6 91.2

1  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.
3  General government net borrowing on a Maastricht basis. 
4  General government gross debt on a Maastricht basis. 

Projections

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.
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Table B15: Total Managed Expenditure 2008-09 to 2010-11

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 benefits1 149.8 163.8 169.5

     Tax credits1 19.8 22.1 22.8

     Net public service pensions2 3.3 4.1 4.8

     National Lottery 1.0 0.9 0.9

     BBC domestic services 3.4 3.5 3.7

     Other departmental expenditure 0.9 -0.4 2.0

     Net expenditure transfers to EC institutions 3 3.1 6.6 7.4

     Locally-financed expenditure4 26.8 27.0 28.3

     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 7.4 5.8 4.7

     Public corporations' own-financed capital expenditure 6.8 7.1 7.4

     Central government grants to public sector banks 4 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 -8.4 -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 45.3 49.5 39.5

TOTAL MANAGED EXPENDITURE5 627.8 675.7 706.6

of which:

     Departmental Expenditure Limits 357.7 385.9 392.7

     Annually Managed Expenditure 270.1 289.9 313.9

2 Net public service pensions expenditure is reported on a National Accounts basis.

2008-09 2009-10 2010-11

Net payments to EC institutions 2.3 3.9 5.1

Net contribution to EC Budget 3.0 4.8 6.0
4  Included in PSNB, previously excluded under PSNB. See further details in B18.
5 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 financial

interventions.

£ billion

1 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.

3 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):
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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 -0.4 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 3.5 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 1.1

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 4 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 2.4 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

£ billion

Table B16: Changes to Total Managed Expenditure since the Budget 2009
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AME
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 1¼m 
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.

Social security 
benefits

Tax credits

Public service 
pensions

National Lottery

Other 
departmental 

expenditure

EU contributions
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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.

The reductions in current LASFE since Budget 2009 mainly reflect the impact B.87 
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.

Locally financed 
expenditure

CG debt interest

PC capital 
expenditure

AME margin

Accounting 
adjustments
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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 4.2 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 5.4 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 4.4 4.2
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 5.5 7.4 6.7
Health 4.4 5.4 4.7
of which: NHS England 4.2 5.3 4.6
Transport 7.2 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 3.2
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 spending1 81.4 88.0 89.2
1 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.  Changes

since Budget 2009 reflect updated departmental and Devolved Administration budgets.
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DEL
The detailed allocation of DEL is shown in Table B17. The departmental groupings B.92 

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.

Final outturn spending for total DEL in 2008-09 was £357.7 billion, £3.0 billion below B.93 
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.

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

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;

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

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

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

Source: HM Treasury. 
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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.

Debt interest payments for the year to date are 23.4 per cent lower than the same B.97 
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.

Provisional outturn data for net social benefit expenditure for the first seven months B.98 
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.

Other current expenditure is 7.2 per cent higher for the year to date, compared to B.99 
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.

F INANC IAL  INTERVENT IONS

B.100 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.

Classification 
in National 

Accounts
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B.101 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.102 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.

PSNB ex will exclude in outturn the temporary effects of financial interventions such B.103 
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.

Table B18 sets out the impact in detail from 2008-09 to 2010-11. This shows:B.104 

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

Treatment in the 
public finances

Public sector net 
borrowing
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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.

The projections in this annex do not include any estimate of fee or dividend B.105 
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.

Consistent with National Accounts, a number of transactions relating to the financial B.106 
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.

 

Live B18

Table B18: Financial interventions - impact on PSNB

Outturn Estimate

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 sector1 0.8 5.5 6 4

Included in PSNB ex:

Public sector banks: transactions with government 2 0.0 -3.8 0 0

Equity injections: acquisition of shares 3 6.1 4.2 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

PSNB including temporary effects of financial interventions 5.9 12.1 11.6 8.8

PSNB excluding temporary effects of financial interventions 6.6 12.6 12.0 9.1
1  Illustrative 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.
2  This includes fees for outturn. No fee payments are included in the projection.
3  Provisional estimate for 2009-10.

Percentage of GDP

£ billion

Projections
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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 B18 and B19 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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B.107 Since September 2008 the ONS has published estimates of public 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

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 sheets1 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 2 6 10 10 10

Other equity injections 0 1 1 1

Depositor compensation 4 4 4 4

Public sector banks: transactions with government 3 0 -3 -3 -3

PSND excluding temporary effects of financial interventions 618.8 798.9 986 1139

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

2  Provisional estimate for 2009-10.

3 No fee payments are included in the projection.

Percentage of GDP

£ billion

1 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.

The main contributions to PSND from financial interventions are:B.108 

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;

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

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.

Impact on Public 
Sector Net Debt



 T h e  p u b l i c  f i n a n c e s b

2012009 Pre-Budget Report

General government gross debt (GGGD), the Maastricht Treaty debt definition, is B.109 
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.
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Table B20: Financial interventions - impact on CGNCR

Outturn Estimate

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 3.8 0.0 0.0 0.0

Public sector banks: transactions with government1 -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
1  No fee payments are included in the projection.

£ billion

Projections

B.110 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:

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

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

NET  CA SH  REQUIREMENT

Table B21 presents projections of the net cash requirement by sub-sector, giving B.111 
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.

Impact on 
Central 

Government 
Net Cash 

Requirement
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Central Local Public Public Central Local Public Public

government authoritiescorporations sector government authoritiescorporations 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 11.2 -4.7 0.0 -5.4 -10.0

Own account net cash requirement 222.1 8.5 -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 requirement1 223.3 7.8 -39.1 192.0 174.0 2.4 -11.5 164.9
Note: Including the effect of financial interventions except where stated.
1  Market and overseas borrowing for local government and public corporation sectors.

Table B21: Public sector net cash requirement

General government General government

2009-10 2010-11

£ billion £ billion

The central government net cash requirement (CGNCR) for 2009-10 is now projected B.112 
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:

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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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.

F INANC ING  REQUIREMENT

 

Table B22: Financing requirement forecast

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 Reserves1 2.0 4.0

Buy-backs2 0.0 0.1

Planned short-term financing adjustment 3 -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:

1.  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 debt4

Changes in Ways & Means5 -3.8 -3.8

3.  Unanticipated changes in short-term cash position6 0.0 0.0

Total financing 237.8 242.9

Short-term debt levels at end of financial year

Treasury bill stock in market hands7 65.6 65.6

Ways & Means 0.4 0.4

DMO net cash position 0.5 0.5

£ billion

2 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 .

3 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 (iii) carry over of unanticipated changes to the cash position from the previous year.

7 The DMO has operational flexibility to vary the end-financial year stock subject to its operational requirements in 2009-10.

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

5 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.

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

4 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.
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In line with the updated fiscal forecasts, the revised financing arithmetic for 2009-10 B.113 
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:

an increase in the CGNCR of £2.5 billion from the Budget 2009 forecast: ••

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

an increase of £2.0 billion in the financing for the Official Reserves.••

In order to meet the increase in the NFR, the Debt Management Office’s (DMO’s) B.114 
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.

Gross gilt issuance is expected to be split as follows:B.115 

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

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

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

Auctions will remain the Government’s primary method by which to issue gilts. The B.116 
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:

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

£30 billion (13 per cent of total issuance) will be issued by syndication; and••

£11 billion (5 per cent of total issuance) will be issued by mini-tenders.••

Details of changes to the financing arithmetic and a revised financing table for B.117 
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.

ADDIT IONAL  ANALYSES

Historical series for the main fiscal aggregates are included in Table B23 and B24. B.118 
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  SER IES

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

Public 
sector 

current 
budget

Cyclically-
adjusted 

surplus on 
current 
budget 

Public 
sector 

net 
borrowing

Cyclically-
adjusted 

public 
sector net 
borrowing

Public 
sector 

net cash 
requirement

Net taxes 
and 

national 
insurance 

contributions

Public 
sector 

current 
receipts

Public 
sector 

net 

debt1

Public 
sector 

net 

worth2

1970-71 6.8 -0.6 1.2 36.3 43.3

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 4.9 6.0 5.8 31.9 39.5

1974-75 -0.9 -2.5 6.5 8.1 8.9 34.5 42.1 52.1

1975-76 -1.4 -1.6 7.0 7.2 9.2 35.3 42.7 53.8

1976-77 -1.1 -0.6 5.5 5.0 6.3 35.1 43.0 52.3

1977-78 -1.3 -1.2 4.3 4.1 3.6 34.1 41.3 49.0

1978-79 -2.5 -2.3 5.0 4.8 5.2 33.1 40.1 47.1

1979-80 -1.8 -1.7 4.1 4.0 4.6 33.5 40.5 43.9

1980-81 -2.9 -1.5 4.8 3.4 5.1 35.5 42.2 46.0

1981-82 -1.3 2.5 2.3 -1.5 3.3 38.0 45.4 46.2

1982-83 -1.4 2.9 3.0 -1.4 3.1 38.2 45.1 44.8

1983-84 -1.9 1.8 3.7 0.0 3.1 37.7 44.1 45.1

1984-85 -2.1 0.9 3.6 0.6 3.0 38.2 43.9 45.3

1985-86 -1.2 0.6 2.4 0.6 1.6 37.4 42.7 43.5

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 2.2 -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 30.5 78.2

1989-90 1.4 -1.4 -0.2 2.6 -1.3 35.4 39.4 27.7 70.1

1990-91 0.3 -1.2 1.0 2.6 -0.1 34.9 38.4 26.2 59.8

1991-92 -2.0 -1.5 3.7 3.3 2.3 33.8 38.1 27.4 52.6

1992-93 -5.6 -3.7 7.4 5.5 5.8 32.7 36.3 31.4 40.1

1993-94 -6.3 -4.0 7.7 5.4 6.9 31.8 35.4 36.5 29.6

1994-95 -4.8 -3.3 6.2 4.7 5.2 33.0 36.4 40.1 28.8

1995-96 -3.3 -2.4 4.7 3.8 4.2 33.6 37.2 41.9 21.5

1996-97 -2.7 -2.2 3.4 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 37.5 40.6 15.3

1998-99 1.2 0.9 -0.5 -0.2 -0.7 35.5 37.7 38.4 14.4

1999-00 2.2 1.7 -1.6 -1.1 -0.9 35.5 37.9 35.6 17.4

2000-01 2.4 1.6 -1.9 -1.1 -3.7 36.3 38.6 30.7 23.0

2001-02 1.2 0.9 0.0 0.2 0.4 35.8 37.8 29.7 29.6

2002-03 -1.0 -0.7 2.3 2.0 2.3 34.3 36.3 30.8 28.2

2003-04 -1.5 -1.3 2.9 2.7 3.3 34.3 36.5 32.1 28.5

2004-05 -1.6 -1.5 3.3 3.2 3.2 35.2 37.3 34.0 28.6

2005-06 -1.1 -0.9 2.9 2.8 3.2 35.9 38.3 35.3 28.6

2006-07 -0.4 -0.4 2.3 2.3 2.6 36.1 38.6 36.0 29.2

2007-08 -0.4 -0.7 2.4 2.7 1.5 36.4 38.7 36.5 28.8

2008-093 -3.5 -2.6 6.6 5.7 4.2 35.4 37.1 44.0 22.4
1 At end-March; GDP centred on end-March.
2 At end-December; GDP centred on end-December.

Per cent of GDP

3  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 financial interventions.
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Table B24: Historical series of government expenditure

Public 
sector 

current 
expenditure

Public 
sector 

net 
investment

Public 
sector 
gross 

investment1

Total 
Managed 

Expenditure

Public 
sector 

current 
expenditure

Public 
sector 

net 
investment

Public 
sector 
gross 

investment1

Total 
Managed 

Expenditure

1970-71 195.2 37.3 59.6 254.8 32.7 6.2 10.0 42.7

1971-72 204.6 32.4 56.0 260.6 33.4 5.3 9.1 42.6

1972-73 213.0 31.1 55.7 268.7 33.2 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 37.5 66.4 324.3 38.7 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 60.3 330.9 39.7 4.4 8.8 48.5

1977-78 266.9 20.7 51.0 317.9 38.3 3.0 7.3 45.6

1978-79 274.9 18.0 49.1 324.0 38.2 2.5 6.8 45.1

1979-80 281.7 16.8 48.3 329.9 38.1 2.3 6.5 44.6

1980-81 289.9 13.4 45.4 335.3 40.6 1.9 6.4 47.0

1981-82 302.6 7.2 38.9 341.5 42.3 1.0 5.4 47.7

1982-83 309.6 11.4 42.2 351.8 42.3 1.6 5.8 48.1

1983-84 319.3 13.9 44.6 363.8 42.0 1.8 5.9 47.8

1984-85 327.6 12.2 41.4 369.0 42.2 1.6 5.3 47.5

1985-86 327.6 9.4 36.2 363.9 40.5 1.2 4.5 45.0

1986-87 332.9 5.7 32.7 365.6 39.7 0.7 3.9 43.6

1987-88 336.4 5.2 30.5 366.9 38.1 0.6 3.5 41.6

1988-89 328.9 3.2 28.6 357.6 35.8 0.3 3.1 38.9

1989-90 331.3 11.6 36.7 368.0 35.3 1.2 3.9 39.2

1990-91 333.6 12.6 35.5 369.1 35.6 1.3 3.8 39.4

1991-92 353.6 16.5 35.8 389.4 38.0 1.8 3.8 41.9

1992-93 371.3 17.2 36.1 407.4 39.8 1.8 3.9 43.7

1993-94 381.4 13.6 32.3 413.7 39.7 1.4 3.4 43.0

1994-95 393.1 13.9 32.7 425.9 39.3 1.4 3.3 42.5

1995-96 398.7 14.0 32.0 430.8 38.7 1.4 3.1 41.8

1996-97 397.7 7.2 23.8 421.5 37.6 0.7 2.3 39.9

1997-98 396.6 6.3 22.2 418.8 36.2 0.6 2.0 38.2

1998-99 398.5 7.6 23.0 421.4 35.1 0.7 2.0 37.2

1999-00 406.1 6.9 22.3 428.4 34.4 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 35.3 1.2 2.4 37.7

2002-03 459.6 16.1 32.5 492.0 36.0 1.3 2.5 38.6

2003-04 483.2 17.8 34.3 517.6 36.7 1.3 2.6 39.4

2004-05 504.9 22.7 39.5 544.4 37.6 1.7 2.9 40.5

2005-06 525.8 25.5 42.9 568.7 38.1 1.8 3.1 41.2

2006-07 534.6 27.3 45.2 579.8 37.7 1.9 3.2 40.9

2007-08 548.9 29.9 48.1 597.0 37.8 2.1 3.3 41.1

2008-092 563.8 45.3 64.0 627.8 39.3 3.2 4.5 43.8
1  Net of sales of fixed assets.

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

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


