
Resource Accounting
The Spending Review 2002 sets out the government’s
expenditure plans to 2005/06 using resource
accounting conventions, which differ in a number of
important ways to the old style ‘cash’ accounts. The
main principle of resource accounts is that they
should measure resources as they are consumed,
rather than on the timescale of cash payments. This
distinction is most significant in the way that capital
expenditure is measured. 

Under the old style accounts, capital expenditure is
entered at the time the capital expenditure is initially
incurred, despite the fact that the capital asset being
created might have a useful life of, say, fifty of more
years. In contrast, resource accounting seeks to
measure the costs of capital assets as they are
‘consumed’ over their lifetime. This involves two
components, depreciation and a ‘cost of capital’
charge which has been set by Treasury convention at 6
per cent of the total asset value.

In similar fashion, resource accounts also take into
account provisions that are made for future payments,
such as compensation or early retirement liabilities, at
the point that those provisions are made.

However, the new public spending control framework
continues to include limits on new gross cash capital
expenditure, although that measure is something of
an anomaly in terms of resource accounting
principles. It is, however, a necessary control given the
Chancellor’s prudential rules, which includes a
maximum target for public sector net debt of 40 per
cent of GDP. This compares to the Maastricht Treaty
target which is for a maximum for general government
gross debt of 60 per cent of GDP. The impact of the

UK government’s anomalous controls on public sector,
rather than general government, debt are all the more
significant for the council housing sector, as it is now
officially defined as part of the public corporate sector
(as quasi corporations), in the UK national accounts.
This means, for example, that council housing
investment is now only counted within the
government’s main measure of public borrowing
because of the unnecessarily wide definition that the
government uses. 

Following from the adoption of resource accounting
conventions the main changes to the public spending
control framework are:
• Departmental Expenditure Limits (DEL) now

include charges for depreciation and 6 per cent for

the cost of capital as part of their current
expenditure budgets.

• Grants to the private sector (i.e. housing
associations) are now charged to the resource
(i.e. current) budget, rather than to the capital
budget, as they do not create a capital asset on
the balance sheet of the government.

• Investment by public corporations financed by
their own resources no longer count as part of
the parent department’s capital DEL.

These changes are summarised in Figure 2.1.1. 
A fuller account of the changes involved in the
introduction of resource accounting conventions can
be found at Appendix B of the Spending Review
2002.

Figure 2.1.1 Changes in budgeting control in the 2002 Spending Review
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KEY: AME – annually managed expenditure;
DEL – departmental expenditure limits; NDPBs – non-departmental public bodies


