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Executive Summary

1. When dealing with limited public funds, the budgetary process which determines how
they will be allocated and controlled is a critical process for all governments, including the
Northern Ireland Executive (the Executive). With the economic and societal challenges created
by the COVID-19 pandemic, never has it been more important to ensure that public money is
being managed and spent well.

2. This report outlines key elements in the budget process operating in Northem Ireland (NI} and
compares it to infernational good practice contained within the Organisation for Economic
Co-operation and Development! (OECD) Principles of Budgefary Governance. Our review
identified a number of areas where work is needed for the process to more fully comply with
this good practice. Issues identified included:

the use of single-year budgets, albeit that multiyear budgets are only possible when multi-
year seftlements are notified by HM Treasury;

e the restricted opportunity for the NI Assembly (the Assembly] and its committees to debate
the draft budget and any in-year re-allocations?;

* ot always having sufficiently detailed information available to aid Assembly scrutiny;
® budget information not being easy for nonfinance professionals to understand;

* the need for a clearer linkage between budget allocations and the outcomes identified in
the Programme for Government (PIG); and

* the need for greater synchronisation between the budget process and the process for
establishing the capital investment strategy.

3. Previous Northern Ireland Audit Office (NIAQ) reports, such as Major Capital Projects,
Capacity and Capability in the NI Civil Service, and the Renewable Heat Scheme, have
identified issues relating to the budgetary process. References to these within this report
illustrates that getting the budgetary process right is a fundamental stepping stone fo ensuring
economy, efficiency and effectiveness in the delivery of public services.

4. There is an opportunity to build and improve on the current process to make it more accessible
fo citizens and fo members of the Assembly, and to make it as effective and efficient as
possible.

1 The OECD is an international organisation that works fo build better policies for better lives. Together with governments,
policy makers and cifizens, it works on establishing evidence-based infemational standards and finding solutions to a range
of social, economic and environmental challenges.

2 The timing of the UK Spending Review has a direct influence on the time that the Executive has available to complete the
overall budget process, including the time available for consultation and debate.
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The Northern Ireland Budget Process Scorecard:
Compliance with OECD Principles

During our review we assessed the degree to which the budget setting process in Northern Ireland since 2008
complied with the ten best practice principles identified by the OECD.

NORTHERN IRELAND WAS COMPLIANT WITH ONE OF THE TEN PRINCIPLES
Q00000000 O

PRINCIPLE T  Manage budgets within clear, credible and predictable limits for fiscal policy.
The NI Executive's ability to set fiscal policy is limited

SOME WORK IS REQUIRED TO COMPLY WITH A FURTHER SEVEN PRINCIPLES
0CPRPO0PELEE

PRINCIPLE 2  Closely align budgets with the medium term strategic priorities of government
There is limited evidence of budgetary alignment with multi-year planning and goal setting

PRINCIPLE 3  Design the capital budgetting framework in order to meet national development needs in a
cost-effective and coherent manner
There is little aligment between the capital investment strategy, budgets and the medium
term fiscal plan

PRINCIPLE 6 Present a comprehensive, accurate and reliable account of the public finances
The overview of public finances can be improved

PRINCIPLE 7  Actively plan, manage and monitor the execution of the budget
Funds are reallocated during the year without prior Assembly debate or approval

PRINCIPLE 8 Ensure that performance, evaluation and value for money are integral to the budget process
The budget does not clearly link inputs to outputs

PRINCIPLE 9 Identify, assess and manage prudently longerterm sustainability and other fiscal risks
Northern Ireland has limited exposure to fiscal risks that it is responsible for managing

PRINCIPLE 10 Promote the integrity and quality of budgetary forecasts, fiscal plans and budgetary
implementation through rigorous quality assurance including independent audit
There is limited quality assurance of budget forecasts, fiscal plans and budgetary
implementation

SUBSTANTIAL WORK IS REQUIRED TO COMPLY WITH THE FINAL TWO PRINCIPLES
000000000

PRINCIPLE 4  Ensure that budget documents and data are open, transparent and accessible
Budget information lacks clarity, with few links to proposed Programme for Government
outcomes

PRINCIPLE 5 Provide for an inclusive participative and realistic debate on budgetary choices
There is limited debate on budgetary choices
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Part One:

The budget process approves and funds public services

in Northern Ireland

1.1 In Northern Ireland (Nll), the Department of Finance (DoF)® has responsibility for coordinating
and collating departmental bids for funding, and for publishing the NI central government
budget. This budget funds approximately £14 billion of government goods and services
each year. Since the restoration of devolved government in 2007, this has amounted fo
approximately £162 billion of funding (see Figure 1).

1.2 The United Kingdom (UK) government funds NI through the Northern Irelond Office and the
region operates within the UK's fiscal* limits. The transfer of funds from VWestminster is often
referred to as the Block Grant. The budgets for UK devolved administrations, including NI, are
derived largely on a population based share of the funding provided for comparable English
public services. This calculation is known as the Barnett Formula.

1.3 Public Expenditure is split between Annually Managed Expenditure (AME) and Departmental
Expenditure Limits (DEL). AME funds expenditure which is difficult to forecast across a number
of years, such as pensions and social security benefits. The AME funding is financed by HM
Treasury and is managed on a yearly basis. Remaining expenditure can generally be controlled
by departments and is managed within two main DEL budgets®. The Resource DEL budget
(RDEL) funds day-to-day running and administration costs and the Capital DEL budget (CDEL)
funds investment in public assets, such as roads and IT equipment that will provide benefits over
a number of years.

Figure 1. Central government expenditure in Northern Ireland
2008-09 to 2020-21

£15 BILLION

2008-09 2014-15 2020-21
Source: Budget documents

Formerly the Department of Finance and Personnel

Fiscal refers to the management of government finances, especially taxes.

There are two further DEL budgefs — Ringfenced Resource DEL,relating to funding sef aside for depreciation and impairment
costs, and Financial Transactions Capital, which is funding that can only be deployed as a loan or equity invesiment in a
capifal project delivered by the private secfor.

A~ w
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1.4 There are rules restricting the transfer of elements from one part of the budget fo another.
Once a DEL budget has been agreed for NI by HM Treasury, it is then up fo the Executive to
defermine how the majority of these funds?, should be allocated across the NI departments.
It does this by producing budget documents outlining the Executive's spending plans over a
period of time, either relafing fo a single year or to multiple years.

1.5 In addition to the funding received from the UK government the Executive also obtains funding
through domestic and non-domestic regional rafes, the European Union and other charges for
services. The income streams available to fund the Executive's activities are, however, limited.

6 The allocation of some funding is specified by the UK government e.g. the New Decade New Approach funding for
Agenda for Change pay and Fresh Start funding relating to shared housing and education.
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Part Two:
Budgets have been set for the medium term and annually

2.1 Since 2008, two multiyear budgets (2008-11 and 2011-15) and two single-year budgets
(2015-16 and 2016-17) have been sef. After the collapse of the Assembly and NI Executive
in January 2017, the Secretary of State set three single-year budgets. The restored NI Executive
then sef a further single-year budget for 2020-21. This report considers the process followed for
sefting these budgets.

2.2 By ifs nature the budgetary process is complex, and uses a considerable amount of ferminology.
However, at its heart any budgetary process is simply frying to establish how much can be
spent, on what, and when, with limited public funds. There should be a clear link to the overall
goals the Executive is frying fo achieve so that citizens can have confidence that public money
is being spent appropriately. A budget is therefore a key component of a government's plans.

2.3 The Organisation for Economic Co-operation and Development” (OECD) Principles of
Budgetary Governance provide an overview of international good practice for all areas of
budget activity, from setting budgets fo reviewing what was spent. They also provide practical
guidance fo assist with the design, implementation and improvement of budgeting sysfems.
Whilst they are mainly relevant to a national government, most principles are also relevant
fo budget seffing processes within devolved regions such as NI. The principles are laid out
in Appendix 1. References fo parliament in the principles should be read as referring fo the
Assembly and references to government as referring fo the Executive.

2.4 This report assesses the degree to which DoF’s budget sefting process since 2008 complies
with best practice confained in the OECD 2014 Principles of Budgefary Governance (see
Figure 2).

Figure 2. Evaluation criteria

Compliance of the budget setting process with individual OECD principles
has been assessed against three potential evaluations:

© The budget process is compliant with the principle

@ Some work is required for full compliance

@ Substantial work is required for full compliance

7 The OECD is an international organisation that works to build better policies for better lives. Together with governments,
policy makers and cifizens, it works on establishing evidence-based infernational standards and finding solutions to a range
of social, economic and environmental challenges.



Part Three:

Comparison of Nl's budgetary process to the OECD's Ten Principles
of Budgetary Governance




18 The Northern Ireland budget process

Part Three:
Comparison of Nl's budgetary process to the OECD’s Ten Principles

of Budgetary Governance

The NI Executive’s ability to set fiscal policy is limited

PRINCIPLE 1 STATUS:

Manage budgets within clear, credible and predictable ‘ Compliant
limits for fiscal policy

3.1 As a devolved administration NI has limited ability fo set its own fiscal policy and raise taxes,
therefore only cerfain elements of Principle 1 are applicable. The OECD guidance notes that
as a minimum a government should commit fo pursuing a sound, susfainable fiscal policy. In
the New Decade, New Approach deal the NI Executive committed to delivering a balanced
budget for NI and to take steps to put its finances on a sustainable footing. Should the newly
formed Fiscal Commission for NI recommend any further amendments to tax raising powers,
a formal commitment to a sound, sustainable fiscal policy should be considered, similar to
that provided by the Scottish Government. Recommendations made by the Fiscal Commission
will require agreement from the Executive and, if appropriate, the UK Government before
implementation can proceed.

There is limited evidence of budgetary alignment with multi-year planning and goal-setting

PRINCIPLE 2 STATUS:
Closely align budgets with the medium term strategic O Some work
priorities of government required

3.2 Whilst the first two budgets (2008-11 and 201 1-15) were multi-year budgets, since then
budgets have been annual in nature. There were various reasons for annual budgets over the
last six years, for example the 2015-16 budget was sef as a single-year budget since it was the
last year of the UK Spending Review.

3.3 The shortterm nature of annual budgets creates difficulties for future planning and innovation
across the public secfor. The absence of a medium-term dimension to financial planning and
priorifisation has been the subject of significant crificism, e.g. the NIAO report on Capacity and
Capability in the NI Civil Service noted that "annual budgetsetting ....hampered longer term
financial and workforce planning.”®

8  NIAO Capacity and Capability in the Northern Ireland Civil Service: November 2020.


https://www.niauditoffice.gov.uk/sites/niao/files/media-files/243951 NIAO NICS Capabilities Report__%28Complete WEB%29__4.pdf
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3.4 In its report on health funding, the NI Affairs Committee” noted that:

e "Shortterm budgets are having a particularly negative impact on social care, with yearon-
year uncertainty impeding the ability of providers to plan for the future and develop service
innovations.”

® "Three-year minimum budget allocations are needed for the Depariment of Health. This
would facilitate the Department moving fowards a minimum five-year partnership model with
community and voluntary providers in which commissioning and investment are based on
progress fowards agreed outcomes.”

3.5 Undoubtedly the COVID-19 pandemic has created uncertainty for public finances and was a

key focus in the UK Government's 2020 Spending Review, which only related to a single year
- 2021-22. Northern Ireland’s Minister of Finance expressed disappointment over the short-
term nature of the UK spending plans because they constrained DoF’s ability fo set a multi-year
budget. While single-year budgets may sometimes be necessary, good practice suggests that
the aim nonetheless should be to move to multiyear budgets as soon as possible. The New
Decade New Approach agreement included a commitment to using multi-year budgets where
the UK Government has provided multi-year funding.

3.6 In NI, the DoF fulfils the function of the Central Budgetary Authority and The Executive Office
(TEO) fulfils other functions at the centre of government. Responsibility for coordinating the
development of the Executive’s Programme for Government (PIG), which sets out its goals for
the future, and for monitoring and reporting on the Programme’s delivery, rests with the TEO.
A PIG was published in 2011 for 2011-15'°. Although a draft PIG was prepared following
the May 2016 Assembly election based on an outcomes focused approach, it had not been
agreed before the institutions collapsed in January 2017. An Outcomes Delivery Plan!! was
subsequently developed by the Northern Ireland Civil Service (NICS] Board to provide a
basis for the NICS strategic business planning until a new Executive was formed in January
2020. Further details were provided in underlying actfion plans fo explain what policies and
programmes would be used to deliver the planned outcomes.

3.7 The Committee for Finance and Personnel’s report!? info the 2008-11 budget process
recommended that there should be closer alignment between the PIG and budget documents.
The TEO advised that work on a PIG for the new Executive commenced in January 2020 but
the COVID-19 pandemic has impacted on its finalisation. Work on the PIG resumed in October
2020, and a public consultation has recently been concluded to inform the design and content
of a new PIG Outcomes Framework. In future years the TEO and DoF plan for PIGs fo be
finalised before the budget is determined and for there always to be a clear link between the
two. This was not possible for Budget 2020-21 as no PG was in place at the time the budget

NI Affairs Select Committee: Health funding in Northern Ireland; Published: 2 November 2019.
The 201 1-15 PIG was later extended to cover the period until May 2016.
NIAO Major Capital Projects December 2019.

Committee for Finance and Personnel (2008 Report on the Inquiry info the Scrutiny of the Northern Ireland Executive's
Budget and Expenditure; Key Recommendations.

— — — O

N — O


https://www.niauditoffice.gov.uk/sites/niao/files/226718 NIAO Major Capital Projects_FINAL LW RES Complete.pdf
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Part Three:
Comparison of Nl's budgetary process to the OECD’s Ten Principles

of Budgetary Governance

had to be defermined. A new online portal is planned to allow citizens to drill down from the
PIG to related documents providing detailed delivery plans and outlining key priorities.

There is little alignment between the capital investment strategy, budgets, and the medium-term fiscal

plan

3.8

3.9

PRINCIPLE 3 STATUS:
Design the capital budgeting framework in order to G Some work
meet national development needs in a cost-effective required

and coherent manner

Capifal budgeting in Nl is set within the framework of the Investment Strategy for NI (ISNI). The
Strategic Investment Board (SIB), an arm's length body of the TEO, is responsible for the creation
and review of the ISNI. It also acfs in an advisory role to the Executive, in the planning,
priorifisation, funding, borrowing and implementation of major capital projects. A number of
parties are involved in the evaluation of decisions to invest in capital projects, including DoF
economists, the SIB and departments themselves. Reviews conducted by the SIB and the OECD
identified weaknesses in the sysfem for managing major capital projects, leading to an NIAO
Maijor Capital Projects December 20193, The report noted previous findings that “the system
as a whole is not fit for purpose”, showed that several projects had budget overruns, and
indicated that project prioritisation needed to be improved. Much work is therefore needed in
this area.

During this period two investment sirategies were established, for 2008-11 and 2011-21.
Whilst the SIB is responsible for the creation and review of the ISNI, it is the DoF which has
responsibility for financing it, through bids for capital funding which are made on a case by
case basis by departments. The development of the ISNI is currently undertaken independently
from the budget process, since the timing of these processes is not synchronised. This will only
be possible once multi-year budgets are in place, tying in with the medium-ferm nature of the
ISNI. There is, nonetheless, a degree of correlation since:

* departments will know of any approved budgets in place when they engage with the SIB to
develop the ISNI; and

 capital budgets are recorded in a way that links back to elements within the ISNI and the
SIB receives reports of actual expenditure against the ISNI after the year end.

Co-ordination is key, but since a medium-term fiscal plan is not currently in place within NI, the
ISNI cannot be integrated with it. This is not always within the Executive’s control since a multi-
year Spending Review sefflement from HM Treasury would need to be in place to allow a

13 NIAO Major Capital Projects December 2019.


https://www.niauditoffice.gov.uk/sites/niao/files/226718%20NIAO%20Major%20Capital%20Projects_FINAL%20LW%20RES%20Complete.pdf
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medium-erm fiscal plan to be produced. The SIB advises that the next ISNI will provide a robust
strategic framework to guide future decisions on investment priorifisation, delivery planning

and capital financing/funding over the medium to long term and will inform and infegrate with
a medium ferm fiscal plan. Co-ordination of other aspects have been assisted by Community
Planning', which has provided an opportunity for central government and local government

fo coordinate with each other to ensure better outcomes for citizens, despite having different
budget sefting processes.

Budget information lacks clarity, with few links to proposed Programme for Government outcomes

PRINCIPLE 4 STATUS:
Ensure that budget documents and data are open, ‘ Substantial work
transparent and accessible required

3.11 Budget documents are available online and in a range of formats, which is in line with good

practice. However, the budget document can be difficult for anyone other than a financial
professional to understand, given the amount of terminology it contains. The yearend accounts
of public bodies, which report on how they spent the public money allocated to them, are also
complex. This was highlighted as an issue by the then Chair of the Westminster Public Accounts
Committee'> when she sfafed:

"I think it's an important document, but it is pretty impenetrable, and [ think the Treasury should
set about frying to simplify it.......... [ think it should be simple, I think everyone should comply,
| think it should be completed more quickly, and [ think Treasury should start producing numbers
and use those numbers to then decide what we do in the future”

3.12  Expenditure allocations are made at a ‘Spending Area’'® level, a broad term with millions of
pounds of funding assigned fo them. Details of a crosssection of these allocations are shown in
Figure 3. While the descriptions used have improved during the 13 year period under review,
the high level nature of these terms makes it difficult for readers of financial statements to identity
the individual policies and programmes funded, or how any income is generated.

14 Community Planning aims fo improve the connection between all the tiers of government and wider society through
partnership working fo jointly deliver better outcomes for everyone. Community plans identify longterm priorities for
improving the social, economic and environmental wellbeing of districts and the people who live there.

15 House of Commons: Report on HM Treasury’s 2011-12 Accounts: 22 October 2012.

16 Sometimes also referred to as a ‘Unit of Service'.


https://publications.parliament.uk/pa/cm201213/cmselect/cmpubacc/c659-i/c65901.htm
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Figure 3. 2020-21 Allocations for the Department of Health

RDEL ALLOCATION CDEL ALLOCATION

SPENDING AREA EMILLION EMILLION
Hospital Service £3,637.8 £169.9
Social Care Service £1,267.6 £0.1
FHS — General Medical Services £290.6 £13.5
FHS — Pharmaceutical Services £484.5
FHS — Dental Services £112.3
FHS — Ophthalmic Services £24.6
Health Support Services £105.3 £85.0
Public Health Services £66.6 £12.5
Paramedic Services £83.9 £5.6
Food Safety Promotion Board (N/S Body) £2.2
Fire & Rescue Services £83.0 £8.4
TOTAL £6,158.4 £295.0

Source: 2020-21 Budget

There is limited debate on budgetary choices

PRINCIPLE 5 STATUS:
Provide for an inclusive participative and realistic ‘ Substantial work
debate on budgetary choices required

3.13  The budget process between 2008 and 2016 is shown in Figure 4. Due fo a range of issues,
including the collapse of the Assembly in January 2017, the other five budgets considered in
this report have seen the removal of the draft budget and public consultation stages. This was
re-infroduced for the 2021-22 budget. However, the time available for stakeholder engagement
on budgetary choices has steadily reduced (see Figure 5). The Assembly and its committees
should have the opportunity to engage with the budget process af all stages of the budget
cycle. The timing of a UK Spending Review, will however have a direct impact on the time
available for consideration of the budget.
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Figure 4. NI budget process between 2008 and 2016

Public Revised proposals

Departmental Draft Budget to Ministers (for Final Budget

consultation

bidding process published —

consideration produced

Source: Public Finance Scrutiny Unit'”

Figure 5. Consultation periods
2008-11 Budget 2011-15 Budget 2015-16 Budget 2011-12 Budget

Public 48 working days 43 working days 38 working days 28 working days,
Consultation on including including including with no
Draft Budget Assembly recess Assembly recess Assembly recess, Assembly recess.

Source: Public Finance Scrutiny Unit'®and Budget documents

3.14  In addition to allowing time for engagement, stakeholders need o have access to defailed
information in order to debate budgetary choices. The Committee for Finance and Personnel
highlighted in its 2008 report'? that there was a “general difficulty in obtaining detailed
information to enable sufficient scrutiny and prioritisation.” An Assembly Research Paper?
in 2017 noted that three of the nine departments did not supply budget information to their
respective Assembly committee prior to the 2017-18 budget announcement as required. A
fourth said that it would not be able o provide any information on the budget until after the final
budget had been issued.

3.15  The Committee for Finance and Personnel recommended that a “Memorandum of
Understanding” should be agreed between the Assembly and the DoF, including a timetable
for the provision of budget information. Twelve years and seven budgets have now passed
since this report, but this Memorandum is not yet in place. Nonetheless, this should not prevent
departments effectively engaging with their respective Assembly Committees to provide
sufficiently detailed, timely information to enable effective scrutiny of budget decisions, as
encouraged by the DoF.

3.16  Engagement with the public is also an important element within the budgetary process, but
only limited funding has been allocated under participative budgeting o date. This is a form of
budgeting where local people decide how to allocate part of a public budget?’, and has been
identified as good practice by a number of organisations, including the OECD and

17 PFSU Forthcoming Executive Draft Budget 2017-18: Assembly Consideration October 2016.

18  PFSU Draft Budget 2015-16: departmental allocations and timetable November 2014.

19 Committee for Finance and Personnel {2008) Report on the Inquiry into the Scrutiny of the Northern Ireland Executive's
Budget and Expenditure; Key Recommendations.

20 PFSU Executive Budget 2017-18: Committiee Engagement January 2017.

21 Participatory Budgeting.


http://www.niassembly.gov.uk/globalassets/documents/raise/publications/2016-2021/2016/finance/7416.pdf
http://www.niassembly.gov.uk/globalassets/documents/raise/publications/2014/general/11014.pdf
http://www.niassembly.gov.uk/globalassets/documents/raise/publications/2016-2021/2017/finance/1817.pdf
http://www.participatorybudgetingworks.org/about

24 The Northern Ireland budget process

Part Three:
Comparison of Nl's budgetary process to the OECD’s Ten Principles

of Budgetary Governance

the World Bank. The DoF, however, advises that there is significant engagement with key
stakeholder groups such as the Northern Ireland Council for Voluntary Action (NICVA), business
organisations and unions.

The overview of public finances in NI can be improved

PRINCIPLE &6 STATUS:
Present a comprehensive, accurate and reliable account O Some work
of the public finances required

Generally the budget contains all expenditure in central government in NI. However, due to
the need for the Executive’s response to the COVID-19 pandemic fo be rapid and flexible,
funding for this response has been taken forward largely separately from the 2020-21 Budget.
Of £1.192 billion made available to the Executive by the UK government at April 2020 for its
COVID-19 response, only £120 million of resource DEL and £1.3 million of capital DEL was
made available through the budget process. This was due to legislative restrictions preventing
the remaining funds being incorporated into the budget. Total COVID-19 funding for 2020-21
amounted to £3.3 billion. The vast majority of this funding was dealt with outside of the normal
budget process, as the DoF was only notified of it after the Budget had been set, with funding
being received throughout the year, and up fo January 2021.

In accounting for how they have spent public money, NI central government bodies are
required fo use accruals accounting?? and budgeting, although a cash limit called the Net
Cash Requirement is also approved by the Assembly. At present, differences exist between the
freatment of certain items for accounting purposes, the budget process and the Estimates?. An
example of this would be the treatment of arm’s length bodies, such as the Police Service of
Northern Ireland (PSNI). In the Depariment of Justice’s financial accounts, PSNI expenditure is
represented by the cash grant paid to the body and this freatment also aligns to the Estimates.
For budget purposes however, the net expenditure of the PSNI on an accruals basis is used
when considering the overall expenditure of the Department.

A DoF programme called the Review of the Financial Process [RoFP) was set up in 2011 to
better align accounting boundaries, budgetfs and Estimates. It was agreed by the Executive in
December 2016, prior fo the collapse of the Assembly. It therefore remains in its implementation
phase some nine years later, with the DoF currently finalising legislation for its infroduction fo the
Assembly. It is not clear when full implementation will be possible due to the pandemic.

22 Accrual accounting is a method of accounting where income or expenses are recorded when a transaction occurs or
when resources are used, rather than when payment is received or made. An example of accruals accounting would be
charging expenditure on electricity when it is used, rather than when the bill is paid. This form of accounting complies with
Infernational Financial Reporting Standards and is widely used in the private sector,

23 The mechanism used to gain Assembly approval for the expenditure made each year by central government.
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3.20  Ata UKlevel, Whole of Government Accounts are prepared, consolidating accounting
information for over 2,000 public sector bodies, including central and local government
bodies. Whilst these take time to prepare and audit, they provide a comprehensive picture of
the UK's public sector finances. Having an overview of longterm liabilities helps inform more
effective management of fiscal risks and can help facilitate public debate. The Government
Resources and Accounts Act (Northem Ireland) 2001 provides for a similar account to be
produced at NI level, however the DoF advised that this would present significant challenges
and this provision was never commenced. Once the RoFP has been implemented, there may
be benefit in exploring the possibility of using NI information provided to HM Treasury to create
a summary document of the key headline figures for longterm liabilities and commitments. This
would help inform debate moving forward.

3.21  The principle also suggests that the budget document should include public programmes funded
by non-raditional means such as Public Private Partnerships?* (PPP), for example by including
details of the future payments that are due to the contractor. The 2006 NIAO report on the
Reinvestment and Reform Initiative (RRI) recommended that PPP and borrowing commitments
under RRI should be reported together to improve transparency?. Although capital expenditure
and future RRI borrowing commitments are included within the 2020-21 budget document, no
information is provided on PPP commitments, and the implications for future budgets of PPP or
RRI commitments could be more clearly articulated.

Funds are reallocated during the year without prior Assembly debate or approval

PRINCIPLE / STATUS:
Actively plan, manage and monitor the execution of O Some work
the budget required

3.22  In NI the majority of public income and expenditure goes through the Northern Ireland
Consolidated Fund. Most of the outflows from the Fund represent money transferred to individual
NI departments to fund public services?. Rules on the operation of this Fund are prescribed
in legislation and the Fund is controlled by the DoF, subject to the Comptroller and Auditor
General (C&AG) authorising payments. All payments from the Fund must have legislative
authority and may either be charged fo it directly by statute or voted by the Assembly each
year in the Budget Acts. Payments info and out of the Fund are reported annually in the Public
Income and Expenditure Account”” which is audited by the C&AG. There are also a few
smaller funds administered and confrolled by the DoF, but these are not significant.

24 PPPs are longterm contracts where the private sector designs, builds, finances and operates an infrastructure project.
25 NIAO Reinvestment and Reform: Improving Northern Ireland’s Public Infrastructure December 2006.

26 This is often referred fo as Supply.

27 Public Income and Expenditure Account.


https://www.gov.uk/government/collections/public-private-partnerships
https://www.niauditoffice.gov.uk/sites/niao/files/media-files/re-investment_and_reform_-_improving_ni_public_infrastructure.pdf
https://www.finance-ni.gov.uk/sites/default/files/publications/dfp/final-pi-e-account-2019-20_0.PDF

26 The Northern Ireland budget process

Part Three:

3.23  There is some flexibility for NI departments fo move funding between the defailed headings
shown in the Estimates, in a process known as virement, whilst still remaining within the overall
control limits voted by the Assembly. Rules over this process are controlled by the DoF, which
must approve any virement requests. Refusal of approval could lead to an Excess Vote?® which
must be reported to the Assembly. The DoF also controls a process called ‘In-Year Monitoring’
which provides the Executive with a mechanism to review its spending plans usually three
fimes during the year — June, October and January, potfentially leading to funding allocations to
Spending Areas during the year in light of the most up to date information.

3.24  Ateach of the monitoring rounds departments, with the approval of their Minister, either:
* bid for additional funding to address in-year funding pressures;
* move funding between ‘Spending Areas’ within the previously agreed budget allocations; or

* surrender funding that is no longer required [which should be done af the earliest
opportunity o ensure it can be utilised by another department).

3.25  Inthe nine years from April 2011 to March 2020 £2.5 billion was allocated through in-year
monitoring — see Figure 6.

Figure 6. Monitoring Round Allocations between 2011-12 and 2019-20
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Source: NI Assembly Research Matters and the Department of Finance

28 An Excess Vote arises when a department has incurred expenditure or used resources upon an exisfing service beyond the
amounts authorised for it during the financial year in question, or where there is no proper Assembly authority for the service.
After a process to identify the exact amount and reason for the excess and consideration by the Public Accounts Committee,
Assembly authority for the expenditure is provided by an Excess Vote.
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The Assembly does not approve allocations made at the monitoring rounds; it is informed of the
allocations either via an oral or written Ministerial Statement by the Minister of Finance, with
Assembly Members given the opportunity to ask questions. Following the final monitoring round
in January each year, the Assembly votes to approve the Spring Supplementary Estimates (SSEs)
which reflect the changes made during the monitoring rounds throughout the year. Whilst there
is an extensive Assembly debate prior to the approval of the SSEs, Members cannot at that
point influence the allocations made, therefore the process does not fully support the Assembly
in effectively challenging changes to budget allocations made during the year.

The Executive has limited ability to carry forward funding that it cannot spend from one year
into the next. Under HM Treasury's rules within the Budget Exchange scheme the Executive is
only permitted to carry forward underspends of up to 0.6 per cent for Resource DEL and 1.5
per cent for Capital DEL. Underspends above the Budget Exchange limits are lost to NI. This
increases the risk that fime pressure to spend funds before the end of the financial year may
result in funds not being spent well.

The budget process does not clearly link inputs to outcomes

3.28

3.29

PRINCIPLE 8 STATUS:
Ensure that performance, evaluation and value for G Some work
money are integral to the budget process required

Annual accounts produced by public bodies provide information on what each has spent.
However in terms of overall NI expenditure, whilst some information is included within rates bills
and the budget document illustrating which public services have been bought, this tends to be
af a high level and does not indicate the quality and efficiency of those services. Performance
information is provided in the annual accounts of public bodies, however this does not link
back fo the funding allocations in the budget and there is currently no report linking PfG interim
outcomes to the budget used each year.

The 2020 NIAO Impact Review of Special Educational Needs noted that the Education
Authority (EA) did not hold data on the outcomes for children, despite spending £312 million
per annum on providing these services:

"Evidence of robust evaluation and associated outcomes is not yet available. Once it is
completed the Depariment and the EA should be in a position to make informed decisions,
focussing resources on the types of support which maximise progress and achieve the best
outcomes."?

29 NIAO Impact Review of Special Educational Needs September 2020.


https://www.niauditoffice.gov.uk/sites/niao/files/media-files/242135%20NIAO%20Special%20Education%20Needs_Fnl%20Lw%20Rs%20%28complete%29.pdf
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Comparison of Nl's budgetary process to the OECD’s Ten Principles

of Budgetary Governance

3.30

3.31

While the principle suggests that government should periodically take stock of overall
expenditure and re-assess how expenditure and national priorities align, NI adopts an
incremental approach to budgeting for its day-fo-day expenditure. This method takes the prior
year budget as its starting point, adjusting it to allow for items such as salary increments,
inflation, projections for new expenditure, or fluctuations in revenue. This is a simple form of
budgeting which has advantages, but also disadvantages. Since 2007, a number of reports®
on budgeting within NI have recommended that the Executive moves away from this approach
fo one that would provide a transparent link between inputs and outcomes. Nevertheless, the
Executive has continued fo use incremental budgets for resource expenditure. The DoF has
advised that this approach reflects the nature of resource spending, which is largely recurrent in
nature e.g. salary budgets. Zero-based budgeting is used, however, for capital expenditure.

In-Year Monitoring rounds provide an opportunity to review budget requirements and Executive
priorities during the year, but this process could be taken further. Including PIG interim outcomes
in the consideration would help to ensure funds are allocated where most required to achieve
the goals set by the Executive. Under the Wellbeing of Future Generations (Wales) Act 2015
the Welsh government is required fo provide an assessment of public bodies’ performance
against their well-being objectives. The report explains what improvement has been achieved
fo the population’s well-being. This type of reporting provides accountability over the public
sector’s performance against objectives.

NI has limited exposure to fiscal risks that it is responsible for managing

3.32

PRINCIPLE @ STATUS:
Identify, assess and manage prudently longer-term G Some work
sustainability and other fiscal risks required

As a devolved administration, NI has limited exposure to fiscal risks and the amount it can
borrow is prescribed by the UK government. Nonetheless, fiscal risks at a UK level can impact
on the funding available for public services in NI and the Executive must therefore consider
the potential impact of these risks on the services it can provide. In budget documents prior

to April 2017, information was included on the amount of debt carried by NI, together with
details of plans for its repayment. The 2020-21 and 2021-22 budget documents have once
again included information on RRI borrowing and repayment, however it is not clear from the
information provided the impact this will have on the funding available for future services.

30 Including the Committee of Finance and Personnel {2008) Report on the Inquiry into the Scrutiny of the Northern Ireland
Executive’s Budget and Expenditure; Key Recommendations and the Committee’s 2010 report.
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3.33  Modelling of budget scenarios for future years is undertaken by the DoF. Given that the
overall budget for NI is defermined by HM Treasury and without a multiyear settlement, this
is inevitably at a high level. The NI Executive also has fewer tax raising powers compared to
other devolved administrations in the UK. There are some opportunities to generate additional
revenues fo support longerferm sustainability in the NI budget under current powers, for
example, water charging. However, decisions such as these rest with the Executive and the
Assembly rather than with the DoF. Consideration of potential further fiscal powers for the
Executive is a key responsibility of the newly esfablished Fiscal Commission.

There is limited quality assurance of budget forecasts, fiscal plans and budgetary implementation

PRINCIPLE 10 STATUS:
Promote the integrity and quality of budgetary forecasts, O Some work
fiscal plans and budgetary implementation through required

rigorous quality assurance including independent audit

3.34  Instilling confidence in a broad range of stakeholders on the quality and integrity of budgetary
forecasts and fiscal plans and the Executive’s ability to manage the budget has proved
problematic in NI due fo two significant events during the period under review:

e In2015-16 the Assembly initially failed o reach agreement on a balanced budget, due to
issues around welfare reform. After the Stormont House Agreement was signed, however,
the foundations were laid for the Executive to reach agreement on a balanced budget.

e [n 2016 the NIAO reported on the Renewable Heat Incentive scheme which was
infroduced without appropriate cost control measures in place®!. The initial projected
£140 million funding deficit atiracted considerable adverse media coverage, and had the
potential fo impact on future NI budgets®?.

3.35  The principle also indicates that the credibility of budgeting may be enhanced through
independent institutions undertaking impartial scrutiny of the budget. At a national level the
Office of Budget Responsibility, created in 2010, provides independent and authoritative
analysis of the UK's public finances. The New Decade, New Approach deal confained
a commitment fo establish a Fiscal Council to undertake an annual assessment of the NI
Executive's plans o balance its budget. The Finance Minister announced its establishment and
membership on 12 March 2021, together with plans for it fo scrufinise the 2021-22 budget. A
Fiscal Commission has also been established to examine and make recommendations on fiscal
powers.

31 NIAO report: Renewable Heat Incentive Scheme 2016-17; 30 June 2017 and NIAO report: Renewable Heat Incentive
Scheme; 05 July 2016.

32 The estimated deficit has since reduced and is currently estimated to remain within the total AME budget for the scheme.
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of Budgetary Governance

3.36

3.3/

3.38

Having the right skills available is key to ensuring quality in the budgeting process, and finance
skills in the NICS have increased substantially in the last two decades, with 388 qualified
accountants and a further 116 part qualified accountants working in the NICS at April 2020.
Their skills are also supplemented with economists and general service staff specialising in
public expenditure. Notwithstanding this, it is vital that nonfinance professionals, including
MLAs, are also given the skills they need to understand and contribute fo the budgetary process.

Whilst there is an opportunity for independent infernal auditors fo provide assurance on the
budgetary processes and adequacy of budgetary processes and financial management within
departments, this is not an area of key focus for infernal audit*®.

In NI, the role of supreme audit institution (SA) is undertaken by the C&AG and the NIAO.
The OECD believes that a wellfunctioning SAl should deal with all aspects of financial
accountability, with its audit reports feeding info the budget cycle. However, the C&AG's

remit is to audit yearend accounts and conduct studies info how economically, efficiently and
effectively central government bodies have used their resources, rather than directly considering
the budget process each year. Any ability to report on the budget process is also inhibited

by the different basis on which budgets and accounts are compiled, which the Review of the
Financial Process seeks to address.

33 An Internal Audit function for the NICS is provided by the DoF internal audit team who comply with Public Secfor Internal
Audit Standards (PSIAS).
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Appendix One

OECD’s Ten Principles of Budgetary Governance

Principle 1: Manage budgets within clear, credible and predictable limits for fiscal policy, through:

® having procedures in place to support governments in effecting countercyclical or cyclically
neutral policies, and in using resource endowments prudently;

e committing fo pursue a sound and sustainable fiscal policy;

e considering whether the credibility of such a commitment can be enhanced through clear and
verifiable fiscal rules or policy objectives which make it easier to understand and fo anficipate
the government’s fiscal policy course throughout the economic cycle, and other institutional
mechanisms fo provide an independent perspective in this regard;

® applying top-down budgefary management, within these clear fiscal policy objectives, to align
policies with resources for each year of a medium term fiscal horizon; notfing that in this context,
adherents should adopt overall budget targets for each year which ensure that all elements of
revenue, expenditure and broader economic policy are consistent and are managed in line with
the available resources.

Principle 2: Closely align budgets with the medium-term strategic priorities of government, through:

® developing a sfronger medium-term dimension in the budgeting process, beyond the fraditional
annual cycle;

e organising and structuring the budget allocations in a way that corresponds readily with national
objectives;

® recognising the potential usefulness of a mediumterm expenditure framework in setting a basis
for the annual budget, in an effective manner which had real force in setting boundaries for
the main categories of expenditure for each year of the medium term horizon; is fully aligned
with the fop-down budgetary constraints agreed by government; is grounded upon realistic
forecasts for baseline expenditure (i.e. using existing policies), including a clear outline of key
assumptions used; shows the correspondence with expenditure objectives and deliverables from
national strategic plans; and includes sufficient institutional incentives and flexibility to ensure that
expenditure boundaries are respected;

® nurturing a close working relationship between the Central Budgetary Authority and the other
institutions at the centre of government (e.g. primes minister’s office, cabinet office or planning
ministry), giving the inferdependencies between the budget process and the achievement of
governmentwide policies;

e considering how to devise and implement regular processes for reviewing existing expenditure
policies, including tax expenditures, in a manner that helps budgetary expectations to be set in
line with governmentwide developments.
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Principle 3: Design the capital budgeting framework in order to meet national development needs
in a cost-effective and coherent manner, through:

® the grounding of capital invesiment plans, which by their nature have an impact beyond the
annual budget, in objective appraisal of economic capacity gaps, infrastructure development
needs and sectoral/social priorities;

® the prudent assessment of the cosfs and benefits of such investments; affordability for users over the
longterm, including in light of recurrent costs; relative priority among various projects; and overall
value for money;

* the evaluation of investment decisions independently of the specific financing mechanism,
i.e. whether through traditional capital procurement or a private model such as public-private
parinership (PPP);

 the development and implementation of a national framework for supporting public investment
which should address a range of factors including: adequate instfitutional capacity to appraise,
procure and manage large capital projects; a stable legal, administrative and regularity
framework; coordination of investment plans among national and sub-national levels of
government; infegration of capital budgeting within the overall medium-erm fiscal plan of the
government.

Principle 4: Ensure that budget documents and data are open, transparent and accessible, through:

* the availability of clear factual budget reports which should inform the key stages of policy
formulation, consideration and debate, as well as implementation and review;

* the presentation of budgetary information in comparable format before the final budget is
adopted, providing enough time for effective discussion and debate on policy choices (e.g. a
draft budget or a pre-budget report), during the implementation phase (e.g. a midyear budget
reporf] and after the end of the budget year [e.g. an end-year report) to promote effective
decision-making, accountability and oversight;

® the publication of all budget reports fully, promptly and routinely, and in a way that is accessible
fo citizens, civil society organisation and other stakeholders;

* the clear presentation and explanation of the impact of budget measures, whether to do with tax
or expenditure, noting that a “citizen’s budget” or budget summary, in a standard and user friendly
format, is one way of achieving this objective;

 the design and use of budget dafa fo facilitate and support other important government objectives
such as open government, integrity, programme evaluation and policy coordination across
national and sub-national levels of government.
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OECD’s Ten Principles of Budgetary Governance

Principle 5: Provide for an inclusive, participative and realistic debate on budgetary choices, by:

* offering opportunities for the parliament and its committees fo engage with the budget process af
all key stages of the budget cycle, both ex ante and ex post as appropriafe;

e facilitating the engagement of parliaments, citizens and civil society organisations in a realistic
debate about key priorities, frade-offs, opportunity costs and value for money;

® providing clarity about the relative costs and benefits of the wide range of public expenditure
programmes and tax expenditures;

® ensuring that all major decisions in these areas are handled within the context of the budget
process.

Principle 6: Present a comprehensive, accurate and reliable account of the public finances, through:

® accounting comprehensively and correctly in the budget document for all expenditures and
revenues of the national government, with no figures omitted or hidden (although restrictions
may apply for certain national security or other legitimate purposes), and with laws, rules or
declarations that ensure budget sincerity and constrain the use of “offbudget” fiscal mechanisms;

e presenting a full national overview of the public finances — encompassing central and sub-national
levels of government, and a perspective on the whole public sector — as an essential context for a
debate on budgetary choices;

® qaccounting in a manner that shows the full financial costs and benefits of budget decisions,
including the impact upon financial assets and liabilities; noting that accruals budgetfing and
reporting, which correspond broadly with private sector accounting norms, routinely show these
costs and benefits; where traditional cash budgeting is used, supplementary information is
needed; where accruals methodology is used, the cash statement should also be used to monitor
and manage the finding of government operations from year to year;

* including and explaining public programmes that are funded through non-raditional means — e.g.
PPPs — in the context of the budget documentation, even where (for accounting reasons) they may
not directly affect the public finances within the time frame of the budget document.
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Principle 7: Actively plan, manage and monitor the execution of the budget, through:

the full and faithful implementation by public bodies of the budget allocations, once authorised
by parliament with oversight throughout the year by the Central Budgetary Authority and line
ministries as appropriate;

the prudent profiling, control and monitoring of cash disbursements, and clear regulation of the
roles, responsibilities and authorisations of each institution and accountable person;

the use of a single, centrally controlled treasury fund for all public revenues and expenditure is an
effective mechanism for exercising such regulation and control, with the use of specialpurpose
funds, and earmarking of revenues for particular purposes, kept to a minimum;

allowing some limited flexibility, within the scope of parliamentary authorisations, for ministries and
agencies to allocate funds throughout the year in the interests of effective management and value-
formoney, consistent with the broad purpose of the allocation;

streamlining of very detailed line items, or devolved authorisation for managing reallocations
among line items (virement), in the interests of facilitating such flexibility; noting that more
significant reallocations, e.g. involving large sums or new purposes, should require new
parliamentary authorisation;

the preparation and scrutiny of budget execution reports, including inyear and audited year-end
reports are fundamental to accountability and which, if well-planned and designed, can yield
useful messages on performance and valueformoney to inform future budget allocations.
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OECD’s Ten Principles of Budgetary Governance

Principle 8: Ensure that performance, evaluation and value for money are integral to the budget
process, in particular through:

helping parliament and citizens o understand not just what is spent, but what is being bought on
behalf of citizens, i.e. what public services are actually being delivered, to what standards of
quality and with what levels of efficiency;

routinely presenting performance information in a way which informs, and provides useful context
for, the financial allocations in the budget report; noting that such information should clarify, and
not obscure or impede, accountability and oversight;

using performance information, therefore, which is limited to a small number of relevant indicators
for each policy programme or area; clear and easily understood; allows for tracking of results
against fargets and for comparison with international and other benchmarks; makes clear the link
with governmentwide strategic objectives;

evaluating and reviewing expenditure programmes (including associated staffing resources as
well as tax expenditures) in a manner that is objective, routine and regular, o inform resource
allocation and re-prioritisation both within line ministries and across government as a whole;

ensuring the availability of high-quality (i.e. relevant, consistent, comprehensive and comparable)
performance and evaluation information to facilitate an evidence-based review;

conducting roufine and open ex anfe evaluations of all substantive new policy proposals to assess
coherence with national priorities, clarity of objectives, and anticipate costs and benefis;

taking stock, periodically, of overall expenditure (including taxation expenditure) and reassessing
its alignment with fiscal objectives and national priorities, taking account of the results of
evaluations; notfing that for such a comprehensive review to be effective, it must be responsive to
the practical needs of government as a whole.
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Principle 9: Identify, assess and manage prudently longer-term sustainability and other fiscal risks,
through:

® applying mechanisms to promote the resilience of budgetary plans and to mitigate the potential
impact of fiscal risks, and thereby promoting a stable development of public finances;

* clearly identifying, classifying by type, explaining and, as far as is possible, quantifying fiscal
risks, including contingent liabilities, so as fo inform consideration and debate about the
appropriate fiscal policy course adopted in the budget;

* making explicit the mechanisms for managing these risks and reporting in the context of the annual
budget;

® publishing a report on longferm sustainability of the public finances, regularly enough to make an
effective contribution to public and political discussion on this subject, with the presentation and
consideration of its policy messages, both nearterm and longerterm in the budgetary context.

Principle 10: Promote the integrity and quality of budgetary forecasts, fiscal plans and budgetary
implementation through rigorous quality assurance including independent audit, and in particular
through:

* investing continually in the skills and capacity of staff to perform their roles effectively — whether in
the Central Budget Authority, line ministries or other institutions — taking into account national and
international experiences, practices and standards;

e considering how the credibility of national budgetfing — including the professional objectivity of
economic forecasting, adherence to fiscal rules, longerterm sustainability and handling of fiscal
risks — may also be supported through independent fiscal institutions or other structured, institutional
processes for allowing impartial scrutiny of, and input fo, government budgeting;

* acknowledging and facilitating the role of independent audit as an essential safeguard for the
quality and integrity of budget processes and financial management within all ministries and
public agencies;

* supporting the supreme audit institution (SA) in its role of dealing authoritatively with all aspects
of financial accountability, including through the publication of its audit reports in a manner that is
timely and relevant for the budget cycle;

® promoting the role of both internal and external control systems in auditing the costeffectiveness of
individual programmes and governance frameworks more generally.
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NIAO Reports 2020 and 2021

Title

2020

Injury on duty schemes for officers in the Police Service of Northern Ireland and

the Northern Ireland Prison Service
Governance issues in Sport Northern Ireland
Reducing costs in the PSNI

The National Fraud Initiative: Northern Ireland

The LandVWeb Project: An Update

Raising Concerns: A Good Practice Guide for the Northern Ireland
Public Sector

Addiction Services in Northern Ireland

Workforce planning for nurses and midwives

Impact Review of Special Educational Needs

Cenerating electricity from renewable energy

Capacity and Capability in the Northern Ireland Civil Service
Managing Attendance in Central and Local Government
Managing Children who Offend: Follow-up Review

2021

Management and Delivery of the Personal Independence Payment
Contract in Northern Ireland

Closing the Gap - Social Deprivation and links to Educational Attainment
Broadband Investment in Northern Ireland

Sports Sustainability Fund

Date Published

10 March 2020
11 March 2020
28 April 2020
11 June 2020
16 June 2020

25 June 2020

30 June 2020

31 July 2020

29 September 2020
13 October 2020
17 November 2020
23 November 2020
O1 December 2020

23 March 2021
05 May 2021
17 June 2021

22 June 2021
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