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Executive Summary

The Northern Ireland Executive's draft Budget 2011-15 is distinctive in that it establishes the
spending plans for government departments for the next four years, within a wider fiscal and
economic context which is unparalleled in recent years. The Executive has been faced with the
unenviable challenge of having to develop its budget, not only against the backdrop of an
international financial crisis affecting public finances and economies across the globe, but, more
particularly, on the foundation of swingeing public spending cuts arising from the UK Spending
Review, announced in October 2010, which apply to the local Block Grant without any
assessment of relative need. This challenge has been made all the more difficult because of the
disproportionate impact of the cuts on Northern Ireland due to fundamental weaknesses in the
local economy, including, for example, greater reliance on the public sector, higher rates of
economic inactivity, relatively low income levels and high rates of poverty, and a legacy of
capital underinvestment.

In facing up to the challenge, the Executive has indicated an intention to remain focused on the
strategic priorities of growing the economy and protecting the most disadvantaged in society,
whilst balancing its budget through a mix of savings, efficiencies, asset realisation, borrowing
and revenue-raising measures. The success or otherwise of this approach will depend on the
application and outworking of these measures across the twelve executive departments and
other public bodies, combined with the ramifications for the private and third sectors. This
provides the locus, therefore, for this formal response to the Executive's draft Budget 2011-15.

In presenting this Report, the Committee for Finance and Personnel is fulfilling its unique role in
co-ordinating the views of all the relevant Assembly committees on the Executive's budgetary
proposals. To inform the Report findings and recommendations, the Committee has canvassed
the views of each scrutiny committee in addition to receiving written and oral evidence from a
wide range of leading economists, academics and representatives from the business and
voluntary sectors and the trade unions. In addition, in order to provide all Assembly Members
with an opportunity for input, the Committee led a "take note" debate on the draft Budget in the
Assembly on 31 January 2011.

While working to an extremely tight timeframe, the Committee has sought to establish a sound
evidence base upon which to make a critical but constructive response to the draft Budget 2011-
15, which will inform the Minister of Finance and Personnel and the wider Executive in preparing
a final draft Budget. The Report contains some forty-five key conclusions and recommendations,
in addition to numerous supplementary observations and proposals, both at a strategic and a
departmental level. These include: criticisms of the budget process and presentation; concerns
around particular savings and spending proposals; suggestions for improving financial
management practices, transparency and the longer-term efficiency of public spending going
forward; propositions on levers for supporting wider economic development; and



recommendations for new measures and additional considerations to be factored into the revised
draft Budget. The Committee looks forward to hearing the Executive's response to the Report
when the Finance Minster presents the revised draft Budget 2011-15 for debate and approval by
the Assembly in March 2011.

Key Conclusions and Recommendations

Global Context

1. The Committee believes that the NI Executive's draft Budget 2011-15 should not be
considered in isolation from the wider international financial crisis which has unfolded in recent
years and the negative impact which this is having for public expenditure and economies at the
national and regional level around the world. (Paragraph 12)

2. In the view of the Committee, it is important that there is a clear recognition of the
disproportionate consequences for NI of the Westminster Government's approach to tackling the
budget deficit. In particular, as a result of the use of the Barnett formula to consequentially
determine NI's allocation, based on spending decisions for England, the Executive's
Departmental Expenditure Limit (DEL) budget has been subject to a £4bn reduction in real terms
over four years, without any account being taken of relative need in NI. Additionally, due to the
Westminster Government's plans to make cuts to Annually Managed Expenditure (AME), it is
predicted that a further £500m will be withdrawn from the NI economy. As outlined later in the
report, members have noted that, because of the relatively high rate of "families with children”,
higher rates of economic inactivity, greater reliance on the public sector and higher rates of
disability compared to GB, these cuts to AME are also likely to have a disproportionate impact in
NI. (Paragraph 19)

3. The Committee is mindful that the Executive has been faced with the unenviable challenge of
managing the cuts as determined by the UK Spending Review. However, members welcome that
the draft Budget 2011-15 document, published on 15 December 2010, in addition to indicating
each department's budget allocation for the next four years, suggests a determination on the
part of the Executive to minimise the impact of the budgetary cuts by finding new sources of
revenue, with the strategic aim of protecting "the more vulnerable in society" and giving priority
"to promoting the growth of a dynamic, innovative economy". (Paragraph 21)

Budget Process and Presentation

4. Given that departments had ample opportunity to prepare spending and savings plans, and to
examine additional revenue-raising options, since June 2010, the Committee considers that the
Executive should have been in a position to agree and publish the draft Budget 2011-15 sooner,
following the UK Spending Review announcement on 20 October 2010. (Paragraph 24)

5. The Committee is extremely disappointed to note the repeated failure of a majority of
departments to engage properly with their Assembly committees and the wider public on budget
proposals. This is particularly unacceptable given that this Budget will determine spending
allocations for key public services at a time of exceptional financial constraint and for the whole
of the next Assembly mandate. In this regard, the Committee would point out that, in fulfilling
their advice and scrutiny functions, the Assembly statutory committees assist in overseeing the
effective and efficient delivery of the Executive's strategic priorities. (Paragraph 30)

6. In terms of ensuring transparency, and given the assurances provided by the Department of
Finance and Personnel (DFP), the Committee expects that the revised draft Budget 2011-15, to
be debated and voted upon in the Assembly in March, will set out the individual departmental



expenditure proposals, disaggregated to unit of service level. Moreover, to avoid a recurrence of
the delays in the publication of individual departmental budgetary plans and the associated
impact that this has for proper consultation, the Committee calls on DFP to ensure that the full
departmental-level information is included within the Executive's draft budget documents in all
future budget processes. (Paragraph 32)

Strategic Concerns

7. The Committee is dismayed that, in terms of transparency, the draft Budget 2011-2015
document fails to explain clearly the rationale and guiding principles behind the proposed
departmental allocations, how these have been applied consistently, and the projected
implications of the budgetary reductions at a strategic level. Also, on the basis of the information
available, members have found no evidence of a proper zero-based review of resource baselines
to assess the true cost-benefit of programmes and how they contribute to strategic priorities.
The Committee considers that this would represent a missed opportunity to find new ways of
optimising resource allocations across the public sector. (Paragraph 41)

8. The Committee believes that the draft Budget 2011-2015 should have been accompanied with
a draft Programme for Government 2011-15 and an updated Investment Strategy, as this would
have allowed the Executive to demonstrate clearly how strategic policy priorities are driving
financial allocations as opposed to financial considerations driving policy direction. While it has
been stated that the "draft Budget has been drafted in a manner that ensures consistency with
the emerging draft Programme for Government", the Committee awaits evidence of how the
proposed budget allocations align with the Executive's strategic priorities over the next four
years. (Paragraph 47)

9. The Committee believes that the proposed abolition of the programme of administrative cost
controls and the delegation of responsibility in this area from DFP centrally to individual
departments would reduce the level of transparency and safeguards available for protecting
expenditure on frontline services. As such, the Committee suggests that, if the proposed new
approach is taken, each Assembly statutory committee should place a focus on departmental
administration expenditure during the budget period. (Paragraph 54)

10. The Committee recommends that DFP seeks Executive agreement on a standard definition of
"inescapable™ expenditure to be applied consistently and substantiated across departmental
spending plans. The Committee further calls on DFP centrally to ensure that expenditure
classified as "inescapable" by departments is objectively assessed in terms of its value for
money, alignment with strategic objectives and effectiveness in producing outcomes. The
Committee advises that each statutory committee also monitors this area of departmental
spending carefully. (Paragraph 58)

11. The Committee welcomes the joint declaration of 2 February 2011 by the NI Executive, the
Scottish Government and the Welsh Assembly which, among other things, called for the
Westminster Government to reverse its decision to write off the accumulated End Year Flexibility
(EYF) stocks. Moreover, the Committee believes that any decision to remove the EYF facility
should only have been taken in the context of an agreed replacement scheme and members
concur with the view that decisions, such as this, which fundamentally affect the financial
management of the devolved Administrations should only be taken collectively by the parties
involved and not unilaterally by Her Majesty's Treasury (HMT). (Paragraph 62)

12. In light of the ending of the EYF scheme for the devolved Administrations and the lack of
certainty around any suitable replacement scheme, the Committee calls on DFP to examine the
scope for the Executive to devise its own system for ensuring that departments and other public
bodies, which demonstrate sound financial forecasting and monitoring in-year, have the flexibility



to make prudent decisions for carrying over end-year monies without being penalised.
(Paragraph 66)

13. Members are concerned that, similar to its unilateral decision to end the EYF scheme, the
Westminster Government could renege on the amount of over £4bn in capital funding which
remains to be paid in the final two years of the Investment Strategy up to 2017, in line with
previous government commitments. The Committee would encourage the Executive to continue
to press for a renewed commitment from the Westminster Government in this regard.
(Paragraph 70)

14. The Committee notes the increasing cost of Reinvestment and Reform Initiative (RRI)
repayments with concern. However, in view of the severe cuts to the capital budget, the
Committee accepts that it will be necessary to make full use of the funding available to the
Executive via RRI through the course of the Budget period. (Paragraph 72)

15. The Committee believes that it is incumbent on the Executive to ensure that the use of
public money to assist the Presbyterian Mutual Society (PMS) will see a just and fair resolution
for all, particularly smaller savers, with whom the Committee has much sympathy. However, to
ensure transparency around the proposed plans, the Committee calls for clarity on the following
points: how smaller savers could be prioritised within the scheme; projected principal and
interest repayments on the £175 million loan; whether consideration should be given to charging
interest on the £25 million contributions from HMT and the Executive, which would provide a
return on the use of public money; the level of risk to the Executive; the size of the contribution
by the Presbyterian Church; and the estimated administrator fees over the course of the working
out period. Members also request that full details of the scheme, the administrator's business
plan and the due diligence/risk assessment completed on that plan are made available as a
matter of urgency, to enable the Assembly to make an informed decision on this issue.
(Paragraph 75)

16. Given both the disproportionate impact of the recession on the local construction industry
and the relatively high regional multiplier from capital expenditure in this area, the Committee
cautiously supports the Executive's proposal to transfer money from current expenditure to
capital investment within the budget period, bearing in mind the potential impact that this may
have on other spending areas. Members also note that, as individual departments seek to
reverse this trend, the impact of this approach may ultimately be limited. Consequently,
members are keen to see evidence that the additional capital investment is targeted and
prioritised strategically to ensure that best value for money is achieved. (Paragraph 84)

17. The Committee has concerns that a higher than anticipated rate of inflation will have an
adverse impact on the real allocations of departments and on the spending power of consumers
in the economy.[1] Members are therefore disappointed that the draft Budget fails to outline a
cross-departmental strategy to control inflation and would call for this to be addressed in the
revised draft Budget. (Paragraph 90)

18. The Committee wishes to reiterate the serious concerns that have been raised already
regarding the basis for the excessive cuts which the draft Budget proposes in the resource
allocations for the NI Assembly and NI Audit Office (NIAO) and the potential for this to impair
the effectiveness of both of these independent scrutiny bodies. Given that lean times require
stronger not weaker scrutiny, the Committee expects to see this issue resolved in the final draft
Budget. (Paragraph 98)

19. In view of the limitations to the in-year monitoring process, the Committee reiterates its call
for the establishment of a regularised annual budgetary review mechanism, set to a pre-
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determined timetable, which it considers will aid transparency and better enable the Executive to
adapt its plans to deal with changing circumstances and unforeseen pressures. (Paragraph 101)

Budgetary Savings

20. The Committee considers that the process in respect of the planning and delivery of
departmental savings plans must be further developed and refined, and that clarification is
needed on a number of issues, including: when it is expected the plans will be finalised; how will
they be monitored; what assessment has been made to ensure there will be no net cost to the
Executive in the longer term; and what contingency plans are in place should the anticipated
savings not be realised. (Paragraph 107)

21. Mindful of the plans to impose pay restraint for some NI Civil Service (NICS) grades, as
contained in the draft Budget, members would urge the Finance Minister to conclude his
deliberations on the review of Senior Civil Service pay arrangements, having regard to the
Committee's previously expressed views, and, as part of the current budget process, to set out
proposed new arrangements which are "fit for purpose”, cost-effective and tailored to local
economic conditions. (Paragraph 112)

Longer-term Efficiencies

22. Given DFP's role in ensuring "public expenditure is managed effectively to deliver best value
for the people of Northern Ireland" , the Committee calls on the Department to fulfil a role in the
central monitoring and strategic coordination of budgetary savings and efficiency gains; in
particular to ensure that the savings by one department do not result in a cost or adverse impact
for another and that the present focus on short-term budgetary savings does not result in
departments losing sight of the need to improve efficiency and effectiveness in service delivery
in the medium to long term. (Paragraph 119)

23. Given the progress that has been made to date in reducing sick absence levels in NICS
towards the existing overall target of 9.5 days, the Committee recommends that the Finance
Minister and his Executive colleagues continue to work actively towards further reducing the
existing rate of NICS absenteeism and that there is no relaxation of targets in this regard.
(Paragraph 123)

24. The Committee commends the work that has been done to date to identify £2m per annum
savings over the next three years through better management of the government estate.
However, members remain concerned both that the reduced maintenance budget will hinder
NICS from adequately addressing accommodation classed as "poor" or "very poor" and that the
maintenance costs may increase in the medium to long term. (Paragraph 127)

25. The Committee is disappointed at the continued delay in the implementation of the NICS
Homeworking policy and is concerned that this might be further delayed due to cost implications
related to making the necessary changes to the HR Connect system. Given the potential for
efficiency gains from carefully managed homeworking/remote working schemes, the Committee
calls on the Finance Minister and the Executive to expedite the implementation of this new
policy. (Paragraph 134)

26. The Committee recommends that, going forward, DFP establishes clear baselines for the
future realisation of efficiency savings and benefits from Shared Services, so that there can be
transparency around what is being achieved. The Committee also considers that DFP and the
wider Executive should explore the potential to maximise savings to the wider public sector by
rolling-out Shared Services beyond departments to other public bodies. (Paragraph 141)



27. The Committee reiterates its call for targets to be set for achieving further efficiencies from
public procurement, to include a monetary value and baseline for such savings, with an
associated implementation plan. The Committee intends to pursue this matter with the
Procurement Board before the end of the Assembly mandate. (Paragraph 143)

28. While commending the work that is being undertaken within DFP in terms of reassessing its
complement of senior officials, the Committee calls on the Executive to undertake a strategic
review of the senior staff complements across all departments and arm's-length bodies, which
should be independent and informed by benchmarking data from other jurisdictions, with the
aim of ensuring that management structures across the public sector are streamlined and
efficient in the context of the upcoming budget. (Paragraph 147)

29. Whilst acknowledging that some stakeholders consider that there are savings to be made
through greater outsourcing of public service delivery to the voluntary and private sectors, the
Committee is of the view that, though this option deserves careful consideration, all decisions on
outsourcing need to be taken on a case-by-case basis and informed by robust business cases.
(Paragraph 152)

30. In reiterating its previous call for DFP to put forward options to the Executive for ensuring
that the Performance and Efficiency Delivery Unit functions are exercised effectively across all
departments, the Committee believes that the final Budget proposals should include both an
indicative work programme for the Unit and provision for enhancing its capability to undertake
larger-scale reviews, with the aim of supporting tangible improvements in public service
efficiency and effectiveness during the Budget period. (Paragraph 156)

Revenue Raising Options

31. The Committee is mindful that cuts in public services are regressive and will have the biggest
impact on the least well off, who rely the most on these services.[2] As such, the Committee
welcomes the proposal in the draft Budget to identify alternative means of raising additional
revenue, which will help to reduce the impact of the UK Spending Review on public services in
NI. (Paragraph 160)

32. The Committee recommends that the rating system should be kept under review, including:
in terms of non-domestic rates, to explore the options for applying differential rates or
surcharges on specified sectors to raise additional revenue or incentivise desired behaviour; and,
for the domestic sector, to ensure that the burden of any future rate increases is shared
equitably and based on ability to pay, which is especially pertinent in the context of the current
downturn in the economy. (Paragraph 166)

33. Whilst recognising that further investigation is required into the proposed additional rating of
mobile phone masts, including the legal considerations, the likely impact on the NI
telecommunications market and the groups in the population who are the most likely to be
affected[3], the Committee encourages the Executive in exploring such novel approaches to
raising new revenue to support public service delivery. (Paragraph 178)

34. The Committee calls on the Executive ministers to ensure that their departments expedite
attempts to identify and investigate all the possible options for raising further revenue. The
Committee further recommends that this investigation includes a full and proper consultation
with the respective Assembly committees and the wider public. (Paragraph 186)

Capital Asset Realisation
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35. While accepting the constraints on providing commercially sensitive data, the Committee is
disappointed at the dearth of information on the capital asset realisation proposals contained in
the draft Budget, as this hinders informed debate and scrutiny at a strategic level. Aside from
the identification of surplus assets, the Committee calls for increased focus on more efficient use
of existing public assets. In this regard, while it has been pressing for a central database of all
public sector assets for some considerable time, the Committee welcomes news of the Asset
Management Unit's pilot project and calls for the lessons and outputs from this to be
implemented across all departments and arm's-length-bodies without further delay. (Paragraph
198)

Alternative Sources of Finance

36. The Committee calls on DFP and the wider Executive to explore fully the various approaches
to finding alternative sources for financing debt and capital investment, as identified by the
stakeholders who provided evidence for this Report. These include, for example: utilising the
borrowing capabilities of local government to engage in capital investment; further investigation
of European funds; the potential to leverage the assets of the NI Housing Executive; and
alternatives/reforms to Public Private Partnerships/Private Finance Initiatives for incorporating
private financing in public sector projects. (Paragraph 208)

Preventative Spending

37. The Committee considers that there is a strong argument that current public spending
patterns are inefficient over medium-to-long-term timeframes. Whilst acknowledging that there
are indisputable barriers to a "preventative spending" approach, members believe that, with
strong leadership and steadfast vision, such barriers can be overcome. As such, the Committee
recommends that the Executive signals its intention in the final draft Budget 2011-15 to establish
a cross-departmental taskforce which will:

= evaluate existing preventative spending initiatives across the public and voluntary sectors
in NI, including their budgetary positions;

= develop proposals for strategic preventative spending programmes, that are informed by
international lessons, and which could be introduced during the period covered by the
Budget; and

= identify possible means of financing the proposed programmes as necessary (including,
for example, through the additional revenue-raising measures being considered, social
impact bonds, additional efficiency gains from relevant departmental budgets,
development of pooled budgets, prioritisation in monitoring round allocations, etc).
(Paragraph 234)

Economic Levers

38. Like most commentators, the Committee recognises that a competitive rate of corporation
tax, on its own, would not provide the "silver bullet” for the local economy and members would
support the Executive in taking a multi-faceted approach to economic growth and, in particular,
to increasing opportunities for Foreign Direct Investment (FDI). However, the Committee
encourages the ongoing collaborative efforts to verify the costs and address the barriers
associated with introducing a competitive rate of corporation tax in NI, which would undoubtedly
provide an important tool for incentivising FDI investment. Moreover, the Committee believes
that the Finance Minister and his Executive colleagues should do all within their power to avail of
the present opportunity to finally resolve this issue; especially given:



= the apparent receptiveness on the part of the new Westminster Government on the
matter, in terms of its proposals to rebalance the economy;

= the fact that the devolution of the power could, in itself, act as an incentive to potential
FDI companies; and

= that a phased approach could be taken to the Executive's subsequent exercise of the
power and to incurring the associated costs, which would not necessarily take place
during the upcoming budget period. (Paragraph 252)

39. The Committee recommends that, whilst departments and their arm’s-length bodies should
continue to strive to meet the 10-day prompt payment target, particular focus should be placed
on achieving payment within the 30-day statutory payment period. In terms of meeting the
statutory payment period, the Committee seeks further assurance that the risk of potential
unforeseen costs of late payments is being minimised. Members continue to be concerned that
the benefits of any success by public bodies in meeting prompt payment targets is not filtering
down to local small and medium enterprises, particularly those in the construction industry,
placed further down the public procurement supply chain. In this regard, the Committee
welcomes the introduction of the Fair Payment Charter and recommends that DFP evaluates the
scheme on a six-monthly basis to establish its effectiveness and identify any areas for
improvement, and to report the outcome of this evaluation to the Committee. (Paragraph 261)

40. The Committee recognises that a restoration of bank lending to sensible levels is a necessary
pre-requisite for economic recovery. Members support the Finance Minister and his Executive
colleagues in encouraging the take-up of Government sponsored finance schemes. The
Committee also welcomes the continued engagement by the Finance Minister and his officials
with the British Bankers' Association (BBA), the Institute of Directors and local banking
representatives on the implementation of the BBA Taskforce recommendations. The Committee
recommends that the Department continues to actively monitor the relationship between the
local banking sector and small businesses and welcomes the agreement that BBA will report
guarterly on local lending figures. Members also support the Minister in engaging with the
Whitehall Minister for Business, Industry and Skills on the development of a transparent appeals
process. In addition, the Committee will be identifying these banking issues in its legacy report
for the successor committee to pursue in the next mandate. (Paragraph 271)

41. The Committee welcomes the establishment of the National Assets Management Agency NI
Advisory Committee and supports the Finance Minister in his ongoing engagement with his Irish
Government counterpart on this issue. Members caution against a "fire sale” by NAMA of its
assets in NI and seek assurance that the Finance Minister will do all in his power to prevent this
from happening. (Paragraph 274)

42. The Committee considers that there is a case for reinvesting the savings gained by
manufacturing businesses through industrial derating, as far as would be permissible within EU
State Aid rules. As such, the Committee renews its request that DFP undertakes further detailed
work in relation to the proposed "STAR scheme”, in conjunction with the Department for
Employment and Learning and the Department of Enterprise, Trade and Investment as
appropriate. Members would wish to see any potential outcome from this type of scheme begun
to be realised in the period covered by the draft Budget. (Paragraph 278)

43. In view of the benefits to the economy, the potential for boosting employment and the
longer-term benefits in respect of improved housing stock and energy conservation, members
welcome the Executive's agreement “in principle” to engage in the Green New Deal initiative.
The Committee considers, however, that details of how funding will be increased throughout the
Budget period must be set out as soon as possible. (Paragraph 285)



44. The Committee is disappointed at the seemingly ad hoc arrangements for engagement
between economists in the public sector and those in the private and academic sectors in NI.
Members are keen that measures are put in place to counteract a silo mentality towards
budgetary/economic issues and policy making, and to ensure a healthy exchange between
politicians, civil servants, academics and private sector parties. As such, the Committee calls on
the Finance Minister to work with his Executive colleagues to bring forward options on
establishing a formal mechanism for facilitating engagement between local economists, that
would harness the talents of the various sectors, and which could also offer a central source of
independent/external economic advice to the Executive. (Paragraph 289)

Committee Responses to Departmental Positions

45. In terms of the proposed budgetary allocations between departments, the Committee for
Finance and Personnel recommends that, in finalising the draft Budget 2011-15, the Finance
Minister and the wider Executive take on board the conclusions and recommendations contained
in the separate submissions from each of the Assembly committees, which have been included in
this Report. The Committee expects that the Finance Minister will take responsibility for ensuring
that this Report is therefore brought to the Executive's attention before the draft Budget 2011-
15 is finalised and considered by the Assembly. Members would also expect that the Finance
Minister will outline the Executive's response to the Report when presenting the revised draft
Budget 2011-15 to the Assembly. (Paragraph 292)

Introduction

Background

1. The NI Executive's draft Budget 2011-15 has been developed in the context of the UK-wide
2010 Spending Review, which was announced by the Chancellor of the Exchequer on 20 October
2010. This determined the allocation of Departmental Expenditure Limits (DEL) to Whitehall
departments and, through the Barnett formula, to each of the devolved administrations. As part
of the Westminster Government's plans to reduce the budget deficit, the Spending Review
included a raft of spending cuts by 2014-15. As a result, while in cash terms current expenditure
will increase marginally, in real terms NI was faced with cuts of 8% in current expenditure and
some 40% in capital investment by 2014-15.

2. The Executive's draft Budget was announced by the Minister of Finance and Personnel on 15
December 2010. Setting out the proposed allocations for Executive departments and non-
ministerial departments, the draft Budget document states that it "continues to prioritise the
economy, provides a degree of protection to the health service and seeks to assist the most
disadvantaged in our society".[4] The Minister's announcement launched the consultation on the
draft Budget. In line with previous practice, the Committee for Finance and Personnel (CFP)has
assumed the role of co-ordinating the Assembly's response to the consultation.

3. The Committee's role in co-ordinating budget scrutiny by the Assembly has resulted in a
number of co-ordinated reports on behalf of Assembly statutory committees over the course of
this mandate. These include the Report on the Executive's Draft Budget 2008-11, the Submission
to the Executive's Strategic Stocktake of the Budget Position for 2009/10 and 2010/11, and the
Report on the Review of the 2010-11 Spending Plans for NI Departments.[5] The co-ordination
and cross-cutting role of the Committee also includes scrutiny of quarterly monitoring rounds,
Budget Bills and Estimates, as well as a range of strategic public finance issues, including
efficiency savings and public procurement. In addition, the Committee is engaged in a three-
stage Inquiry into the Role of the NI Assembly in Scrutinising the Executive's Budget and
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Expenditure. The Committee has, therefore, drawn on its previous extensive scrutiny of budgets
and financial matters in preparing this Report.

The Committee's Approach

4. In anticipation of the 2010 UK Spending Review announcement and the Executive's draft
Budget, the Committee agreed, in early October 2010, to adopt a pro-active approach to
exploring strategic and cross-cutting public finance issues. The Committee identified a number of
key issues for consideration, including:

= Methods to safeguard long-term goals and priorities, whilst managing immediate budget
cuts;

= Potential areas for achieving longer-term efficiency savings;
= Possibilities for capital assets realisation;

= Potential areas for new or increased revenue generation;

= Alternative sources of debt/capital finance; and

= Other strategic issues, such as preventative spending and the equality impact of
budgetary cuts.

5. In this respect, a wide range of witnesses, including representatives of the business and
voluntary sectors, economists, academics and trade unions, were invited to give evidence to the
Committee. The following gave oral evidence to the Committee:

= Construction Employers' Federation (CEF);

= Professor David Heald, University of Aberdeen;

= Confederation of British Industry NI (CBI);

= NI Council for Voluntary Action (NICVA);

= Irish Congress of Trade Unions (ICTU);

» Neil Gibson, Oxford Economics;

= Mike Smyth, University of Ulster;

= Dr Esmond Birnie, PricewaterhouseCoopers;

= Dr Graham Brownlow, Queen's University, Belfast (QUB)
= Colm McCarthy, University College, Dublin;

= Victor Hewitt, Economic Research Institute of NI (ERINI); and

= John Simpson, Economist.
The Official Reports (Hansard) of the evidence sessions are provided at Appendix 2.

6. A number of those witnesses listed above also provided written submissions, which are
provided at Appendix 6. Additional written submissions were received from the following:
= Action for Children NI;
= Professor Alan Barrett, Economic and Social Research Institute, Dublin;

= Lord Skidelsky and Felix Martin, Economists;



= NICMA — The Childminding Association; and

= Poverty and Social Exclusion in the UK Project, QUB.

7. In addition to the regular quarterly monitoring round briefings, the Committee also held a
series of evidence sessions with senior DFP officials during which a range of strategic and cross-
cutting issues were discussed, including: the implications of the 2010 UK Spending Review for
NI; public sector efficiencies; shared services across the NICS, including HR Connect, Account NI
and NI Direct; industrial derating; and the PMS assistance package.

8. In contrast to previous occasions, the Committee was not formally requested by the Finance
Minister to co-ordinate the Assembly’'s response to the draft Budget 2011-15. Members
considered, however, that without the Committee's co-ordinated report, there would be a lack of
scrutiny at a strategic level and the Assembly's response could be somewhat disjointed. It was
therefore agreed that, despite the tight consultation timeframe, the Committee should follow
convention and publish a co-ordinated report on the draft Budget 2011-15 on behalf of all
Assembly statutory committees. The full submission from each statutory committee is provided
at Part 2 of the Report; these responses are drawn on as appropriate throughout the strategic
and cross-cutting issues examined by the Committee.

9. The proposed draft Budget allocations for the NI Audit Office (NIAO) and the NI Assembly
gave rise to some concern for members, in that the ability of both bodies to carry out their vital
roles in scrutinising the work of departments and holding the Executive to account could be
compromised, given the scale of the proposed budgetary cuts. The Committee therefore invited
written submissions from both the Audit Committee and the Assembly Commission, which are
provided at Part 2 of this report. A representative of the Assembly Commission also gave oral
evidence to the Committee on 26 January 2011. The Hansard of the evidence session is provided
at Appendix 2.

10. To further inform its report, the Committee led a "take note" debate on 31 January 2011,
which gave all Members, both as representatives of Assembly committees and as individuals, an
opportunity to debate the proposals set out in the draft Budget. A number of key themes and
concerns were raised, which are examined in more detail later in this Report, including:

= the consultation on the draft Budget, delays in the publication of a number of
departmental plans and the level of detail included therein;

= the apparent lack of a strategic approach to the draft Budget, and concern that it has
been developed in the absence of a new Programme for Government (PfG) or
Investment Strategy;

= the reliability of the additional funding that has already been built into the draft Budget,
and the delivery of additional revenue within the budget period;

= capital assets disposal;
= the need for a budget review mechanism; and

= the scale of the proposed cuts to the budgets of the NI Assembly Commission and its
independent scrutineer, the NIAO.

Additional points were also raised in terms of departmental allocations and department-specific
spending proposals, such as: funding for the health service; student fees and third level
education; and the education budget.

11. Finally, in terms of evidence gathering, the Committee received a high-level briefing from the
Minister of Finance and Personnel and a senior departmental official at its meeting on 9 February



2011. During this session, a wide range of strategic and cross-cutting issues were discussed in
detail, including many of those raised during the "take note" debate. In addition, members took
the opportunity to raise the following:

= the potential impact of changes to inflation;
= transfer of funding from current expenditure to capital investment;

= concern as to whether the economy is a priority within the draft Budget, and related
issues such as job creation and corporation tax;

= possible recourse to HMT's decision to remove the EYF scheme; and

= the need for flexibility to review the Budget within the four-year period.

The Hansard of the Ministerial briefing is provided at Appendix 2

Part 1 — Strategic and Cross-Cutting Issues

Global Context

12. The Committee believes that the NI Executive's draft Budget 2011-15 should not be
considered in isolation from the wider international financial crisis which has unfolded in recent
years and the negative impact which this is having for public expenditure and economies at the
national and regional level around the world.

13. In terms of the global context, members are mindful that, at the start of the century,
financial de-regulation coupled with bullish speculation unlocked the access to credit to millions
of US households, many of whom belonged to what were known as the "sub-prime" category.
Problematically however, these sub-prime households could ill-afford to maintain the monthly
mortgage payments and began to default. This caused growth in US real estate market to come
to an abrupt halt at the beginning of 2006.[6] As a result of the globalisation of the financial
services, banks and investors across the world had indirectly provided credit for these
households with Collateralised Debt Obligations (CDO). Sub-prime and prime mortgages were
bundled and re-bundled in these CDOs in an attempt to distribute the risk of defaults across the
system, but in doing so made it almost impossible to assess their degree of "toxic debt."”

14. As banks began to record significant losses as a consequence of these events, governments
intervened through the bail out and nationalisation of banks, with the view that the collapse of a
large bank could spell disaster in the real economy. Nevertheless, the extent of the exposure of
each institution remained unknown and this shattered the market's confidence to engage in
lending. What began as a contraction in inter-bank lending soon led to a contraction in bank
lending to business and therein triggered a recession.

15. As a consequence of the banking crisis, governments across the world were faced with the
cost of the bail outs and a reduction in tax revenue as the result of the recession. Countries
within the Eurozone fared particularly badly: a lack of control over their own currency meant that
central banks had no control over interest rates or measures such as quantitative easing. The
small size of the economies of Greece and the Republic of Ireland (Rol), coupled with the foreign
ownership of much of their government debt, meant that both were forced into accepting an
International Monetary Fund (IMF) bailout. In the USA, the victory of the Democrats in the 2008
presidential election resulted in the adoption of a package of expansionary fiscal measures,
designed to stimulate economic growth, but which added to the overall level of government
debt.
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16. The City of London's position as a global financial centre also meant that the UK was
particularly exposed to the crisis. In response to the downturn and the large government deficit
that had emerged as a result, the Labour government began initiating public spending cuts in
2009. However, following the election of the Coalition Government in 2010, a much larger and
more controversial fiscal retrenchment was initiated.

17. The Committee is mindful that, in December 2009, the then Shadow Chancellor George
Osborne made claims that failure to tackle the fiscal deficit would result in a "Greek-style crisis"
and this firmly established the narrative for the new Westminster

administration.[7] Nevertheless, this was not a view shared by all and some academics and
economists disagreed with George Osborne's assessment, including Emeritus Professor, Lord
Skidelsky, who has provided a written submission to the Committee. Opponents, such as Lord
Skidelsky, accused the new Westminster Government of a politically driven deficit reduction
policy, which would be detrimental to an economic recovery.[8] The Committee is conscious that
it remains to be seen if the unexpected and worrying contraction in the UK economy's GDP by -
0.5% in the last quarter of 2010 is the beginning of a second recession.[9]

18. The UK Spending Review document, published on 20 October 2010, revealed the plans of
the new Westminster Government to significantly reduce government spending in order to tackle
the deficit and, in so doing, also detailed the reduction in the NI budget to £10789.2m by 2014-
15. In the immediate days following, there was significant confusion as HMT claimed that this
figure amounted to a 6.9% real-terms reduction over 4 years while DFP claimed it amounted to
an 8.1% real-terms reduction.[10]

19. In the view of the Committee, it is important that there is a clear recognition of the
disproportionate consequences for NI of the Westminster Government's approach to tackling the
budget deficit. In particular, as a result of the use of the Barnett formula to consequentially
determine NI's allocation, based on spending decisions for England, the Executive's DEL budget
has been subject to a £4bn reduction in real terms over four years, without any account being
taken of relative need in NI. Additionally, due to the Westminster Government's plans to make
cuts to Annually Managed Expenditure (AME), it is predicted that a further £500 million will be
withdrawn from the NI economy. As outlined later in the report, members have noted that,
because of the relatively high rate of "families with children”, higher rates of economic inactivity,
greater reliance on the public sector and higher rates of disability compared to GB, these cuts to
AME are also likely to have a disproportionate impact in NI.

20. Members noted the conclusion of Victor Hewitt, in his written evidence to the Committee, in
which he outlined how detrimental the impacts of the impending cuts are likely to be by stating
that "the engine of growth upon which we have relied for decades has gone into reverse in the
middle of a recession. No one should underestimate the impact of this change." The Committee
is also aware that conditions in the labour market are forecast to remain challenging due to the
depressed economic climate. PricewaterhouseCoopers estimate that NI will lose 5.2% of public
and private sector jobs, the largest such decrease of any region in the UK.[11]

21. The Committee is mindful that the Executive has been faced with the unenviable challenge of
managing the cuts as determined by the UK Spending Review. However, members welcome that
the draft Budget 2011-15 document, published on 15 December 2010, in addition to indicating
each department's budget allocation for the next four years, suggests a determination on the
part of the Executive to minimise the impact of the budgetary cuts by finding new sources of
revenue, with the strategic aim of protecting "the more vulnerable in society” and giving priority
"to promoting the growth of a dynamic, innovative economy".

Budget Process and Presentation
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22. The Committee is mindful of the level of disquiet from Members, committees, stakeholders
and the general public about the delay by the Executive in agreeing and publishing the draft
Budget 2011-15. At the outset, it has to be acknowledged that the lateness of the Westminster
Government's Spending Review contributed significantly to this delay, given that it was not
announced until 20 October 2010, by which time the draft budget proposals from the Executive
would normally have been announced already. Furthermore, it is also recognised that the system
of government in NI is more complex than in other places, requiring more intensive political
negotiation which can require additional time.

23. Nevertheless, the Committee would point out that, in expectation of a real-terms reduction in
public expenditure, Executive departments were initially tasked with developing both spending
proposals and savings plans for the period from 2011-12 to 2014-15 as far back as June 2010.
DFP officials advised the Committee on 30 June 2010 that "the working assumption is that they
[departments] should plan on the basis of 5% cut to current expenditure”. In addition, the
Executive agreed on 6 July 2010 to establish a Budget Review Group to "oversee the
development of our response to the very significant budgetary issues we face".[12]

24. Following the publication of the UK Spending Review, DFP officials told the Committee, on 3
November 2010, that "the spending review outcome was almost exactly as the Department of
Finance and Personnel had been forecasting for the past five or six months". Given that
departments had ample opportunity to prepare spending and savings plans, and to examine
additional revenue-raising options, since June 2010, the Committee considers that the Executive
should have been in a position to agree and publish the draft Budget 2011-15 sooner, following
the UK Spending Review announcement on 20 October 2010. The draft budgets for both Wales
and Scotland were published on 17 November 2010, four weeks after the Spending Review was
announced|[13]; however, the draft Scottish budget was for one year, while the draft Welsh
budget was a three-year plan[14]. The Committee accepts that the Executive has succeeded in
bringing forward a 4-year budget, which allows for longer-term strategic planning across the
public, private and voluntary sectors in NI.

25. The Committee notes that the delay in bringing forward the draft Budget 2011-15, and the
statutory requirement to have the final Budget proposals laid in the Assembly before the start of
the 2011-12 financial year, meant that the consultation on the draft Budget was initially
restricted to eight weeks. Assembly research has shown that good practice suggests formal
consultation should take place over a 12-week period, and that eight weeks is the absolute
minimum. Furthermore, the consultation period spanned the Christmas and New Year holiday
period, which restricted the time available to Assembly committees to scrutinise the budget
proposals for their respective departments. Similar issues are likely to have been faced by the
wider public.

26. The difficulties faced by Assembly committees and the wider public in responding to the
consultation within a short timeframe have been exacerbated by the lack of detailed information
available. During evidence sessions with DFP officials, members raised a number of concerns
with regard to the level of detail included in the draft Budget document itself. As discussed later
in this Report, no information is provided with regard to the rationale and methodology
underpinning the departmental allocations; full details of the additional revenue that has been
factored into the budget is not provided; and, while the document states that the "draft Budget
has been drafted in a manner that ensures consistency with the emerging draft Programme for
Government”, no evidence of a draft PfG is available to confirm that this is indeed the case.
Additionally, detailed spending plans for departments below the departmental allocations were
not included in the draft Budget document.

27. The Executive adopted a "twin track" approach to the consultation on the draft Budget,
whereby DFP has undertaken a consultation on the strategic aspects of the Budget proposals,
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while responsibility was delegated to the individual ministers for substantiating the high-level
allocations by subsequently publishing and consulting upon spending and savings plans for their
respective departments. In response to an Assembly Question, the Minister of Finance and
Personnel stated that:

"A very clear directive was also given when the Budget was announced on 15 December that
details of departments' budgets should be published on their respective websites within a week
of the Budget announcement”.[15]

28. However, Assembly Research noted that, by 6 January 2011, only four departments had
published their plans, and that the longer the delay in publishing the plans then the less likely it
was that the consultation would comply with good practice guidelines. The Committee has
previously noted judicial review decisions regarding proper consultation. One judgement, in
particular, outlined the four requirements of consultation:

"to be proper, consultation must be undertaken at a time when proposals are still at a formative
stage; it must include sufficient reasons for particular proposals to allow those consulted to give
intelligent consideration and an intelligent response; adequate time taken must be given for this
purpose; and the product of consultation must be conscientiously taken into account when the
ultimate decision is taken".

29. In their responses to this Committee, seven out of the other eleven Assembly statutory
committees, in addition to the Chairperson' Liaison Group, have reported some degree of
dissatisfaction with the timescale for the consultation, or have been critical of the lack of
information contained in the departmental spending and savings plans, which has prohibited
effective scrutiny of the budget proposals. Indeed, four of those committees have indicated that
they could provide "interim" responses only to this co-ordinated Report, and that more detailed
scrutiny will be undertaken in respect of their departments' plans when more information
becomes available[16].

30. The Committee is mindful that, in its Report on the Review of 2010-11 Spending Plans for NI
Departments[17], it was strongly critical of the failure of the majority of departments to engage
properly with their respective committees on their spending proposals on that occasion. As such,
the Committee is extremely disappointed to note the repeated failure of a majority of
departments to engage properly with their Assembly committees and the wider public on budget
proposals. This is particularly unacceptable given that this Budget will determine spending
allocations for key public services at a time of exceptional financial constraint and for the whole
of the next Assembly mandate. In this regard, the Committee would point out that, in fulfilling
their advice and scrutiny functions, the Assembly statutory committees assist in overseeing the
effective and efficient delivery of the Executive's strategic priorities.

31. The Committee notes that the approach taken in respect of consultation on the draft Budget
2011-15 differs markedly to that undertaken on the draft Budget 2008-11, when disaggregated
expenditure proposals for individual departments were included in the draft Budget
documentation. The Committee considers that the "twin track" approach to the consultation
process, both on this occasion and previously in respect of the Review of 2010-11 Spending
Plans for NI Departments, has contributed significantly to the difficulties encountered by
Assembly committees, stakeholders and the wider public. During the evidence session with DFP
officials on 2 February, members sought to determine the level of detail that will be included in
the final budget proposals to be considered by the Assembly, and whether departmental plans
will be included or again published separately. The departmental officials advised that "DFP's
working assumption is that the final Budget document that is brought to the Assembly will
include that disaggregated information under spending area and unit of business".
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32. In terms of ensuring transparency, and given the assurances provided by the Department,
the Committee expects that the revised draft Budget 2011-15, to be debated and voted upon in
the Assembly in March, will set out the individual departmental expenditure proposals,
disaggregated to unit of service level. Moreover, to avoid a recurrence of the delays in the
publication of individual departmental budgetary plans and the associated impact that this has
for proper consultation, the Committee calls on DFP to ensure that the full departmental-level
information is included within the Executive's draft budget documents in all future budget
processes.

Strategic Concerns

Basis for proposed allocations

33. The draft Budget 2011-15 sets out the allocations for Executive departments and other
public bodies as show in Tables 1 and 2 below:

Table 1: Current Expenditure (£m)

2010-11 2011-12 2012-13 2013-14 2014-15

Agriculture and Rural o o - -
Development 2249 2249 0.0% 236.0 4.9% 222.6 5 706 219.0 1.6%
Culture, Arts and - - -

1 (o)
Leisure 113.3 112.5 0.7% 113.2 0.6% 110.0 5 9% 103.0 6.3%

i - 0 0 -
Education 1,914.8 1,852.2 3.3% 1,857.3 0.3% 1,861.6 0.2% 1,847.7 0.7%
Employment and - - o o
Learning 798.9 775.4 2 9% 767.4 1.0% 785.6 2.4% 813.8 3.6%
Enterprise, Trade and 199 5 5049 2706 211.6  3.2% 2035 .. 2055 1.0%
Investment 3.8%

i 0 - 3 )

Finance and Personnel 182.9 190.5 4.2% 187.1 1.8% 179.9 3.9% 180.9 0.5%

Health, Social Services

. 4,302.9 4,348.1 1.0% 4,427.7 1.8% 4,543.2 2.6% 4,629.2 1.9%
and Public Safety

i - 0 B 0
Environment 129.6 121.8 6.0% 123.6 1.4% 121.0 2 1% 1215 0.4%
i - - ) 0
Justice 1,223.7 1,213.1 0.9% 1,189.0 2 0% 1,166.7 1.9% 1,176.4 0.8%
Regional Development 517.3  500.3 3.3% 487.2 2 6% 459.6 5 7% 454.0 120
i - 0 0 -
Social Development 521.1 516.7 0.8% 532.0 3.0% 543.0 2.1% 523.4 3.6%
Office of the First ) i )
ini 0,
Mlnlste_r gnd Deputy 80.2 79.0 1.4% 80.2 1.6% 77.0 24.1% 73.7 4.3%
First Minister
Non Ministerial Departments
Assembly Ombudsman ) i i )
/ Commissioner for 1.6 1.6 1.0% 1.6 1.0% 1.6 1.0% 1.5 1.0%

Complaints



2010-11 2011-12 2012-13
Food Standards Agency 9.6 9.4 _1_3% 9.3
NI Assembly 48.4  46.0 :5.0% 43.7
NI Audit Office 9.5 9.0 :5.0% 8.6
zgf\i'i‘éeprosecunon 374 370 . 360

Total Planned Spend1l 10,316.1 10,242.9 0.7%

1 Totals may not add due to roundings

2013-14
1.0% 9.2 1.0
5.0% 41.5 5.0
5.0% 8.2 5.0
1.0% 0-5 1.0
2.6% 35.2 2.3

Table 2: Capital Investment (Net of Receipts)1 (Em)

2011-

2010-11 12
Agriculture and Rural Development -173.5 16.4
Culture, Arts and Leisure 59.9 11.8
Education 169.3 127.4
Employment and Learning 37.6 41.2
Enterprise, Trade and Investment 73.5 717
Finance and Personnel 15.2 165
Health, Social Services and Public Safety 201.7 214.8
Environment 1824 6.1
Justice 80.0 78.3
Regional Development 556.2 438.3
Social Development 269.6 150.3
Office of the First Minister and Deputy First Minister 12.0 9.1
Non Ministerial Departments
Assembly Ombudsman / Commissioner for
Complaints 0.0 0.1
Food Standards Agency 0.1 -
Northern Ireland Assembly 3.6 1.2
NI Audit Office 0.3 0.4
NI Authority for Utility Regulation 0.0 0.0
Public Prosecution Service 0.3 0.2

Total Net Capital 2

2012-
13

13.9
21.9
100.4
32.3
44.9
12.1
278.8
5.9
64.5
425.3
120.6
3.8

0.2
0.0
0.2

2014-15

% 9.2

% 39.4

% 7.8

% 0.5

% 33.9

2013-
14

20.0
22.2
101.5
18.5
16.0
10.6
184.9
4.0
51.8
540.9
99.0
8.8

0.4
0.0
0.2

1.0%

5.0%

5.0%

1.0%

3.6%

10,311.9 0.7% 10,369.6 0.6% 10,440.4 0.7%

2014-
15

29.3
85.8
139.4
28.3
28.8
28.4
163.3
7.6
82.0
558.8
190.3
25.6

0.1
5.7
0.2
0.0
0.2

1,488.11,183.9 1,124.9 1,078.6 1,373.8

1 Figures for Gross Capital investment and Capital receipts are set out in Annex B to the Draft

Budget document.

2 Totals may not add due to roundings



34. The Committee notes that these figures were not presented in real terms, whereas the
headline information from DFP on the budgetary cuts immediately following the Spending
Review was presented in real terms. Whilst mindful that such real-terms figures vary with
changes in projected inflation, the Committee, nonetheless, found it helpful in its deliberations to
examine the allocations across departments in real terms, as presented in Tables 3 and 4 below
from Assembly research:

Table 3: Draft allocations to Executive departments for current
expenditure, in real terms (10/11 prices) (Em)

11/12 12/13 13/14 14/15 total real change total real 10/11 to

Em 10711 real real real real 10/11 to 14/15 £m  14/15 % change
DARD 224.9 219.4 2253 206.9 198.2 -26.7 -11.9
DCAL 113.3 109.8 108.1 102.2 93.2 -20.1 -17.7
DE 1914.8 1807.0 1773.0 1730.4 1672.3 -2425 -12.7
DEL 798.9 756.5 732.6 730.2 736.5 -62.4 -7.8
DETI 199.5 199.9 202.0 189.2 186.0 -13.5 -6.8
DFP 1829 1859 178.6 167.2 163.7 -19.2 -10.5
DHSSPS 4302.9 4242.0 4226.7 4223.0 4189.8 -113.1 -2.6
DoE 129.6 118.8 118.0 1125 110.0 -19.6 -15.1
DoJ 1223.7 1183.5 1135.0 1084.5 1064.7 -159.0 -13.0
DRD 517.3 488.1 465.1 427.2 4109 -106.4 -20.6
DSD 521.1 504.1 507.9 504.7 473.7 -47.4 -9.1
OFMDFM 80.2 77.1 76.6 71.6 66.7 -13.5 -16.8

Source: Assembly Research calculations based on Draft Budget 2011-15

Table 4: Draft allocations to Executive departments for capital
expenditure, in real terms (10/11 prices), net of capital receipts
(Em)

11/12 12/13 13/14 14/15 total real change total real 10/11 to

Em 10711 real real real real 10/11 to 14/15 £m  14/15 % change#
DARD 173.5 16.0 13.3 18.6 26.5 200.0 *
DCAL 599 115 20.9 20.6 77.7 17.8 29.6
DE 169.3 124.3 95.8 94.3 126.2 -43.1 -25.5
DEL 37.6 40.2 30.8 17.2 25.6 -12.0 -31.9
DETI 73,5 70.0 429 14.9 26.1 -47.4 -64.5
DFP 15.2 16.1 11.6 9.9 25.7 10.5 69.1
DHSSPS 201.7 209.6 266.1 171.9 147.8 -53.9 -26.7
DoE 182.4 6.0 5.6 3.7 6.9 -175.5 -96.2
DoJ 80 76.4 616 48.1 74.2 -5.8 -7.2
DRD 556.2 427.6 406.0 502.8 505.8 -50.4 -9.1
DSD 269.6 146.6 115.1 92.0 172.2 -97.4 -36.1

OFMDFM 12 8.9 3.6 8.2 23.2 11.2 93.1



Source: Assembly Research calculations based on Draft Budget 2011-15

35. Arising from their examination of the departmental allocations proposed in the draft Budget
document, members have expressed concern about the lack of transparency around the process
for determining the proposals and about the lack of detail to explain both the basis behind the
proposed allocations for current and capital expenditure over each of the four years and the
projected implications of the cuts strategically; for example, in terms of the estimated quantum
of job losses in the public, private and voluntary sectors. This makes it extremely difficult for the
Assembly and the wider public to properly scrutinise the budgetary priorities at a strategic level.

36. In its Report on the Review of 2010-11 Spending Plans for NI Departments the Committee
concluded that the consultation document should have "included supporting information to
explain the rationale behind the targeted percentage savings for each department, as this would
have added transparency to the process”. The Committee is disappointed that this concern has
not been taken on board as regards the draft Budget 2011-2015 and that no rationale has been
presented to explain why one department may have a greater reduction than another.

37. When gquestioned on the methodology behind the proposed allocations during an evidence
session on 12 January 2010, DFP officials advised that the starting point in the allocation process
was the envelope of available funds, followed by the requirement to protect the Health budget.
The departmental officials also advised that the Finance Minister considered "inescapable"
pressures on departments and that resources were then allocated accordingly. Subsequently,
during an evidence session on 2 February, DFP officials observed that "the information provided
by other Departments provides virtually no insight into the demand pressures that force them to
construct the bids that went to the Executive”. The Committee believes that this points to a
weakness in the process for gathering information from departments and calls on DFP to review
this going forward, to ensure the elicitation of more insightful information on departments' bids
in future budget processes. During the same evidence session, the departmental officials agreed
to provide a breakdown of the "inescapable” pressures relating to the capital budget and the
Committee looks forward to receiving that information in due course.

38. It is apparent to the Committee that the methodology behind the proposed allocations also
fails to take account of the conclusions of its Preliminary Inquiry into Public Sector
Efficiencies[18], which recommended a "thorough going reassessment of spending programmes
to identify those which have achieved or are no longer fulfilling their intended purpose and which
are lowest priority and therefore offer scope for allocative savings". Such an approach was also
advocated by witnesses who gave evidence to the Committee prior to the publication of the draft
Budget. Victor Hewitt recommended a "proper zero based review of all programmes to assess
their true value against the cost or providing them". He went on to explain that "this is both a
technical and political exercise, but a thorough and dispassionate analysis must come first before
it is finally shaped by political judgement... politicians will make the final decisions, but they need
to have unbiased information to help them do so”. Similarly, Neil Gibson cautioned against an
"ad-hoc" approach to the budget process. He suggested that the upcoming budgetary challenges
should be seen as an opportunity for reform.

39. The Committee also received evidence from Colm McCarthy on his experience of identifying
public sector budgetary savings in Rol, as part of this work with An Bord Snip Nua. It was
notable that during that process no areas of spending were "red-lined". Indeed, Colm McCarthy
cautioned against ring-fencing areas of expenditure like health, stating "politicians always regret
red-lining and end up trying to wriggle out of it". Victor Hewitt later echoed these sentiments
saying "drawing a red line on a huge budget programme will paint you into a corner when
anything goes wrong over the next four years". In particular, the potential consequences of
inflationary pressures on those ring-fenced areas was discussed, and the fact that inflation on
health expenditure can often be higher than other areas.
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40. In his evidence, John Simpson highlighted the work of the Campbell Commission in Scotland
which has been established by First Minister, Alex Salmond, to examine how, against a
background of unprecedented budgetary pressures, public services there can be delivered to
secure positive outcomes for citizens. The Commission is due to report at the end of June
2011[19]. Members also noted that the Finance Minister was holding bi-lateral discussions with
Ministerial colleagues on the expected implications of the Spending Review as far back as August
2010, and believe that this would have been an ideal time for departments to undertake a more
radical review their existing budget baselines and priorities.

41. The Committee is dismayed that, in terms of transparency, the draft Budget 2011-2015
document fails to explain clearly the rationale and guiding principles behind the proposed
departmental allocations, how these have been applied consistently, and the projected
implications of the budgetary reductions at a strategic level. Also, on the basis of the information
available, members have found no evidence of a proper zero-based review of resource baselines
to assess the true cost-benefit of programmes and how they contribute to strategic priorities.
The Committee considers that this would represent a missed opportunity to find new ways of
optimising resource allocations across the public sector.

42. Whilst noting the arguments for protecting expenditure in particular spending areas, the
Committee is also aware of the pressures that can then result in other areas. It therefore
expects that the Executive will remain sensitive to this when allocating expenditure during
monitoring rounds, especially if further funding becomes available during the budgetary period.

Absence of Programme for Government

43. The apparent lack of a formal and consistently applied rationale informing the decisions on
budget allocations is compounded by the need for a Programme for Government (PfG) and
Public Service Agreements (PSAs) aligning with the forthcoming budgetary period. The
Committee considers that this is a serious shortcoming within the current budgetary process; a
point which was emphasised by Members during the Committee's "take note" debate on 31
January 2011. During the debate one Member suggested that "the policy should inform the
finance rather than the finance informing the policy"”, while another remarked "I do not know
what the Budget is about. Is it just about getting through the next four years, or does the
Assembly have any strategic vision?".

44. During an evidence session on 12 January, a DFP official also highlighted a further difficulty
caused by the absence of a new PfG; when responding to a query around when members would
have sight of the strategic level equality impact assessment on the draft Budget, the
departmental official replied:

"The critical issue is that we do not have the equality impact assessments from Departments,
nor do we have the Programme for Government, which is supposed to set the framework for the
construction of strategic priorities and areas of impact assessment".

45. The current PfG, due to expire at the end of March 2011, states that the Executive's
overarching priority is "Growing the Economy". However, during evidence sessions, members
heard concerns from witnesses that this was not subsequently borne out in the decisions taken
by the Executive. Victor Hewitt went so far as to say:

"The stated priority of the administration is the economy. That is a bit of fiction. The real priority
will come to be seen as maintaining health, because that is what people on the doorstep want...
it would be useful to have clarity on what exactly the true priorities are to get a sense of what
give you the best value for money".
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46. These sentiments were echoed by John Simpson, who observed that "the Northern Ireland
Executive have chosen to protect social, not economic issues, and they are allowed to do so."
Alongside this, members note that an updated Investment Strategy to complement the draft
Budget 2011-2015 has also not yet been published.

47. The Committee believes that the draft Budget 2011-2015 should have been accompanied
with a draft PfG 2011-15 and an updated Investment Strategy, as this would have allowed the
Executive to demonstrate clearly how strategic policy priorities are driving financial allocations as
opposed to financial considerations driving policy direction. While it has been stated that the
"draft Budget has been drafted in a manner that ensures consistency with the emerging draft
Programme for Government” , the Committee awaits evidence of how the proposed budget
allocations align with the Executive's strategic priorities over the next four years.

Determining "Frontline"

48. There is a general consensus that, when faced with budget cuts, frontline public services
ought to be prioritised. Indeed, protecting frontline services was cited as one of the Executive's
priorities by the Minister of Finance and Personnel.[20]

49. Nevertheless, a number of other statutory committees have indicated that, if the draft
Budget's allocations are adhered to, their departments intend to cut what they would define as
frontline services. For example, the Committee for Culture, Arts and Leisure has expressed
concern that the Department of Culture, Arts and Leisure (DCAL) intends to close 10 libraries
and make significant cuts to both Sport NI and the Arts Council for Northern Ireland. The
Environment Committee has also expressed concerns that programmes linked to the Department
of the Environment's (DOE) work to avoid European infraction proceedings are under threat. The
Committee accepts that this is particularly worrying because, not only are such programmes a
frontline service for the entire community in terms of safeguarding the environment, but, as is
clear from recent cases, their absence could lead to the Executive facing fines that are higher
than initial cost of the service provision. In addition, it was revealed in the Department for
Employment and Learning's spending plans (which were provided to CFP by the Committee for
Employment and Learning) that the budget allocations will severely restrict that Department's
implementation of its proposed skills strategy, and that the Further Education sector will struggle
to sustain the same level of capacity. Members are also mindful that other statutory committees,
such as Justice and Agriculture & Rural Development have expressed frustration that there has
been insufficient information provided to them by their departments to enable them to assess
the extent the allocations proposed will impact frontline services.

50. The Committee recognises that the exact definition of what constitutes a frontline service
has been open to debate. This was highlighted during an evidence session with DFP officials on
3 October 2010 when members were told that "there is no definition" of "frontline". The
ambiguity in defining frontline was further highlighted in an Assembly research paper entitled,
Resource DEL: administrative cost controls, which cited a departmental official's advice that:

"Some people say that medical secretaries, for example, are not front line. However, without the
medical secretaries, how do we get the appointment letters out? How do we make sure that case
notes get out to the right out-patient clinic, and so on?"

51. The Assembly research paper attempts to make a more precise definition of frontline based
on HMT's operation of administration cost controls. Due to the use of administration cost
controls, Resource DEL is further sub-divided into programme and administrative expenditure.
Subsequently it must therefore be the case that any expenditure drawn from the administration
budget cannot be counted as frontline.[21]
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52. It has been highlighted that the draft Budget 2011-15 sets out the Executive's plans to
abolish the programme of administrative cost controls. During evidence, DFP officials outlined
the reasoning behind this decision by stating that:

"We feel that it has gone as far as it can. We have borne down on administrative costs, and the
feedback that our Minister is getting from other Ministers is that it is taking up more ministerial
and officials' time than any benefit gained merited."

53. Concern has been expressed within the Committee that if administrative cost controls are
abolished, there will be no central mechanism to ensure frontline services are protected. Other
concerns have highlighted that a false economy could emerge if administration continued to be
hollowed out of public services. To illustrate this point, a DFP official pointed to the work of the
Public Accounts Committee (PAC), which has highlighted cases where insufficient administrative
safeguards have resulted in a lower level of accountability on millions of pounds of public money.

54. As alluded to already, the Committee is concerned that neither the draft Budget nor
individual departmental spending and savings plans provide sufficient detail regarding the
assessment used to prioritise programme spending. Moreover, the Committee believes that the
proposed abolition of the programme of administrative cost controls and the delegation of
responsibility in this area from DFP centrally to individual departments would reduce the level of
transparency and safeguards available for protecting expenditure on frontline services. As such,
the Committee suggests that, if the proposed new approach is taken, each Assembly statutory
committee should place a focus on departmental administration expenditure during the budget
period.

Defining "Inescapable" Expenditure

55. In the brief narrative on the "Allocation of Resources” in the draft Budget document, it states
that "all existing programmes have been closely examined to ensure that they produce the
desired outcomes and represent value for money". Also, the Committee has been informed that
departments have reported a wide range of "inescapable” spending commitments in their
spending plans, including, for example, depreciation costs, contractual wages and rent.

56. As outlined elsewhere in this Report, the Committee has expressed particular interest in
interrogating the classification of depreciation as an inescapable cost and has questioned DFP
officials about the possibility of lowering the costs associated with depreciation in DFP. The
Department subsequently advised that there is a standard approach to account for asset lives,
revaluation and indexation across the NICS, and that business areas could not circumvent the
calculations of depreciations to try and make the figures something different. However, during
evidence from Neil Gibson, it was revealed that steps had been taken in Rol to examine lines of
expenditure to identify alternative ways to account for things differently. Indeed, members
concur with the view of Neil Gibson that all expenditure should be critiqued and that one of the
challenges today is to learn how to "work the system differently”. The Committee would continue
to query whether there may be a method whereby the standard NICS depreciation accounting
approach could be altered in order to lower depreciation costs in the upcoming budget period.

57. The Committee is anxious that there is no across-the-board definition of "inescapable”
expenditure and that this leaves the concept open to interpretation by departments. The
Committee is particularly concerned about this issue because it was highlighted to members in a
CBI report that some departments have budgeted for inescapable expenditure in their spending
plans but have failed to provide any further details of what these pressures are. Members were
informed by DFP officials that budget allocations were decided after inescapable expenditure had
been accounted for. For this reason, members strongly believe that the detail of this expenditure



ought to be provided in order to facilitate adequate budget scrutiny and ensure
transparency.[22]

58. The Committee recommends that DFP seeks Executive agreement on a standard definition of
"inescapable” expenditure to be applied consistently and substantiated across departmental
spending plans. The Committee further calls on DFP centrally to ensure that expenditure
classified as "inescapable" by departments is objectively assessed in terms of its value for
money, alignment with strategic objectives and effectiveness in producing outcomes. The
Committee advises that each statutory committee also monitors this area of departmental
spending carefully.

End Year Flexibility and Access to the Reserve

59. While highlighting the limitations of the in-year monitoring process as a system for reviewing
budgetary allocations going forward, the Committee, nonetheless, believes that the monitoring
rounds will take on greater significance in terms of minimising underspend in light of the
Westminster Government's unilateral decision in the Spending Review to remove the EYF
system, which had enabled Whitehall departments and the Devolved Administrations to carry
forward unspent resources for use in future years. In his evidence to the Committee, Professor
David Heald contended that the scheme encouraged "sensible spending”, cushioned pressures
and prevented the waste of money by departments spending unnecessarily at year end. Victor
Hewitt noted that, in multi-year budgets, such "smoothing mechanisms" are necessary to carry
money forward from one period to another.

60. The 2007 Comprehensive Spending Review (CSR) had enabled the Executive to draw down

EYF of £190m current expenditure and £250m capital investment over the CSR period, as shown
at Table 5 below.

Table 5: Access to End Year Flexibility 2008-11 (£m)

Current Expenditure Capital Investment

2008-08 125 100
2009-10 35 100
2010-11 30 50

Total 190 250

61. As a result of the 2010 Spending Review decision to end EYF from the end of the 2010/11
financial year, however, the Executive has lost £316m of stock, which had accumulated since
2007/08.[23] While DFP has advised that a replacement scheme from 2011/12 is expected to be
brought forward by HMT at the time of the UK Budget, it is not yet known how the new scheme
will operate. Though the Executive was already limited in the amount of EYF that could be drawn
down annually, members noted Victor Hewitt's view that "whatever replaces EYF will be a good
deal tougher".

62. The decision to end EYF and the lack of information on the scheme's replacement has given
rise to a great deal of concern. In his evidence to the Committee, Professor David Heald was
critical of the ability of HMT to "unilaterally take decisions on issues that fundamentally affect the
financial management of the devolved Administrations”. In this regard, the Committee welcomes
the joint declaration of 2 February 2011 by the NI Executive, the Scottish Government and the
Welsh Assembly which, among other things, called for the Westminster Government to reverse
its decision to write off the accumulated EYF stocks. Moreover, the Committee believes that any
decision to remove the EYF facility should only have been taken in the context of an agreed
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replacement scheme and members concur with the view that decisions, such as this, which
fundamentally affect the financial management of the devolved Administrations should only be
taken collectively by the parties involved and not unilaterally by HMT.

63. Specific concerns were also raised by members with regard to the loss of EYF stocks at
individual departmental level, particularly in respect of the Education and Justice departments.
As regards the Department of Education, arrangements had been in place which enabled schools
and Education and Library Boards to have automatic access to any surpluses they accumulated.
The Committee notes the commitment from the Finance and Education Ministers that schools will
continue to have this automatic access to their surplus stocks. The Committee for Education has
welcomed this guarantee and advised that "they would wish to see precisely what these
arrangements will be". During the "take note" debate on 31 January 2011, the Finance Minister
advised that [to facilitate this] the Assembly will operate its own scheme akin to end-year
flexibility, which "should be almost self-financing...In years when there is a difference, of course,
additional money will have to be found".

64. In discussions with DFP officials, members sought clarification on the position with regard to
EYF for the Department of Justice (DoJ), and also in respect of that Department's access to the
Reserve. The DFP officials confirmed that DoJ would be able to carry forward any of the current
and capital expenditure that it had planned to draw down in 2010/11 but did not spend;
additionally, the planned capital EYF draw down for 2011/12 would be honoured. The Committee
notes that, in its submission to this Report, the Committee for Justice has welcomed DoJ's
guaranteed access to underspends generated in 2010-11 and throughout the Budget period. In
respect of DoJ's access to the Reserve, DFP advised that it was expected that access will be
permitted for exceptional security pressures as envisaged by the Hillsborough Agreement. The
Committee for Justice notes that a bid of £200m to fund exceptional security pressures has been
with HMT "for some time", and states that it "believes the implications to the Department's
budget if the bid was to be unsuccessful or only partially successful are such that it will not be
possible to agree the Department of Justice budget until confirmation regarding the granting of
the bid is received".

65. The Committee also notes that, in its submission to this Report, the Committee for
Enterprise, Trade and Investment (CETI) called for a mechanism which would provide EYF for
Invest NI's budget, similar to that agreed for the Department of Education. CETI points out that
the Report on the Independent Review of Economic Policy recommended that Invest NI should
have more autonomy to manage its budgets, including EYF, and that this report was endorsed
by the Assembly and the Executive.

66. In light of the ending of the EYF scheme for the devolved Administrations and the lack of
certainty around any suitable replacement scheme, the Committee calls on DFP to examine the
scope for the Executive to devise its own system for ensuring that departments and other public
bodies, which demonstrate sound financial forecasting and monitoring in-year, have the flexibility
to make prudent decisions for carrying over end-year monies without being penalised.

£18bn Capital Investment Programme

67. During the Committee's first evidence session with DFP officials on the implications of the
Spending Review 2011-15, members sought clarification on the consequences for the £18bn
capital investment programme, which was a package introduced by HMT in 2002 as a vehicle to
provide the funds necessary to improve and develop the existing infrastructure in NI. The DFP
officials advised that, by the end of March 2011, some £9bn will have been spent on capital
investment. They further told the Committee that, following the Spending Review settlement and
taking into account other factors like capital receipts from departments, over the next four years
the Executive is due to spend a further £4.57bn, taking the total capital investment programme



spend to £13.6bn up to March 2015. This would leave a further £4.4bn to be made available
during the final two years of the Investment Strategy up to 2017. However, the DFP officials
noted that "on the presumption that that will even out at more than £2bn a year, it would
require some heroic assumptions about what we may get in capital in the next spending review".

68. Of particular concern to the Committee is the question of whether, as a consequence of the
Spending Review and the settlement for the Department of Justice, this £18bn capital
investment commitment has been breached. DFP officials advised that it was impossible to say
definitively if there has been a breach of this commitment as the Investment Strategy extends
for two years beyond the Spending Review period. They also informed the Committee that HMT
has set a capital DEL of less than £1bn for the next four years and, as such, it would be a
difficult jump for the Executive to commit to spending over £2bn per year in the final years of
the Investment Strategy.

69. In follow-up information to the Committee, DFP highlighted the statement from the
Chancellor of the Exchequer on 8 May 2007, which confirmed an "£18bn long term investment
strategy from 2005 to 2017". Table 6 below provides a breakdown of the £9.1bn planned capital
investment to the end of 2010-11 and forecasts for 2011-12 to 2014-15 based on the recent
Spending Review outcome for information.

70. The Committee sought further confirmation from DFP on whether a commitment is being
sought from the Westminster Government in respect of the remaining amount of over £4bn
capital investment in the two years following the Spending Review. In response, the Department
confirmed that the matter was being raised by the First Minister and deputy First Minister in
correspondence with the Prime Minister. Members are concerned that, similar to its unilateral
decision to end the EYF scheme, the Westminster Government could renege on the amount of
over £4bn in capital funding which remains to be paid in the final two years of the Investment
Strategy up to 2017, in line with previous government commitments. The Committee would
encourage the Executive to continue to press for a renewed commitment from the Westminster
Government in this regard.

Table 6: Gross Capital Investment - Outturn and Forecast

Provisio Plann
£m Final Outturn nal ed - Total SR2010 Outcome (exc Total
Sept DOJ)
Outturn
Mon
2005- 2006- 2007- 2008- 1 o oo 2010~ 2005- 2011- 2012- 2013- 2014- 2005-
06 07 08 09 11 2011 12 13 14 15 2015
HMT DEL 848.1 801.7 18’019 16228 1,205.2 1’259' 65'362 845.0 804.2 728.7 748.7 3'489'
RRI 1,183 1,983
Borrowin 166.4 206.4 104.6 260.0 246.0  200.0 ;7" 200.0 200.0 200.0 200.0 ;"
g .
Capital 03¢ 384.1 265.8 183.7 221.5 2102 °3° 119.8 111.1 101.7 96.0 1967
Receipts A 7
CART 00 00 00 00 00 00 00 00 00 00 00
Receipts
Innovatio
n 00 00 00 0.0 8.0 00 80 00 00 0.0 00 8.0

Funding



Plann

Provisio
£m Final Outturn nal ed - Total SR2010 Outcome (exc Total
Sept DOJ)
Outturn
Mon
2005- 2006- 2007- 2008- 2009-10 2010- 2005- 2011- 2012- 2013- 2014- 2005-
06 07 08 09 11 2011 12 13 14 15 2015
ROI
Funding 14.0 0.0 10.0 250.0 274.0
A5
Gross

1,669. 9,093 1,178 1,115 1,040 1,294 13,722
4 .0 g A 3 .6 .0

Capital 1,288 1,392 1,390 1,672
Expendit .3 2 2 .3
ure

1,680.6

Reinvestment and Reform Initiative (RRI)

71. Members are aware that the full £200m available to the Executive per annum under RRI has
been factored into the draft Budget 2011-15. It is noted that, in previous years, the full amount
of borrowing available through this facility has not been drawn down, as shown in Table 7
below([24].

Table 7: Draw down of RRI borrowing 2003704 to 2009/10

Year Borrowing drawn down

2003/04 £79.4m

2004/05 £168.7m

2005/06 £162.9m

2006/07 £214.6m

2007/08 £97.6m

£16.6m (plus £243.4m of borrowing power used to offset on balance sheet PFI
projects)

£185.3m (plus £60.7m of borrowing power used to offset on balance sheet PFI
projects)

2008/09

2009/10

72. In his evidence to the Committee, Mike Smyth suggested that the rationale for the RRI
initiative is now stronger than it was, and as such "the Executive should seek to increase that
ability to borrow". It is worth noting, however, that the Spending Review increased the cost of
RRI borrowing from the Public Works Loans Board (PWLB), from 0.5% above the rate at which
HMT borrows to 1% above that rate. As pointed out by Assembly research, the cost of RRI
borrowing has risen at a time when the Executive plans to make more use of it. As a result, "RRI
repayments are to rise from £44.9m in 2011/12 to £63.4m in 2014/15 in cash terms — an
increase over the budget period of 41.2%". The Committee notes the increasing cost of RRI
repayments with concern. However, in view of the severe cuts to the capital budget, the
Committee accepts that it will be necessary to make full use of the funding available to the
Executive via RRI through the course of the Budget period.

Presbyterian Mutual Society

73. Additionally, members note that a further £175m[25] will be borrowed under RRI in 2011-12
as part of an assistance package for PMS savers which will be supplemented by equal
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contributions to a mutual access fund of £25m by both HMT and the Executive[26], and a
minimum of £1m from the Presbyterian Church.

74. In evidence to the Committee, DFP officials advised that the broad outline of the scheme
provides for a loan of £175m to be made to the PMS Administrator (subject to EU State Aid
approval), which will be used to pay creditors of the PMS. The Administrator will be responsible
for the repayment of the principal loan and interest; as such, the additional drawdown of £175m
from RRI in 2011-12 should be at no cost to the NI block grant. The funding provided for the
mutual access fund will be used to enable smaller savers to get early access to their funds. It is
anticipated that there will be a 10-year "working out period" in which the £175m loan will be
repaid in full, and that the assets will have recovered sufficiently to also enable the £25m
contributions from HMT and the Executive both to be repaid.

75. The Committee believes that it is incumbent on the Executive to ensure that the use of
public money to assist PMS will see a just and fair resolution for all, particularly smaller savers,
with whom the Committee has much sympathy. However, to ensure transparency around the
proposed plans, the Committee calls for clarity on the following points: how smaller savers could
be prioritised within the scheme; projected principal and interest repayments on the £175 million
loan; whether consideration should be given to charging interest on the £25 million contributions
from HMT and the Executive, which would provide a return on the use of public money; the level
of risk to the Executive; the size of the contribution by the Presbyterian Church; and the
estimated administrator fees over the course of the working out period. Members also request
that full details of the scheme, the administrator's business plan and the due diligence/risk
assessment completed on that plan are made available as a matter of urgency, to enable the
Assembly to make an informed decision on this issue.

Transfer from Current Expenditure to Capital Investment

76. The Committee was aware at an early stage of the concerns relating to anticipated cuts to
the Executive's capital budget. This was highlighted in the evidence received from the
Construction Employers' Federation (CEF) in October 2010, which pointed out that, over the
previous thirty months, 21,000 jobs had been lost in the construction sector, with the industry
itself contracting by 25%. Despite this, CEF told the Committee that, for every £1 invested in
construction, a further £2.84 is generated in economic activity. Highlighting that a number of key
projects which had been considered as "ready to go™ were now shelved, CEF recommended that
the Executive should consider switching current expenditure to capital investment to help
kickstart the construction industry. CEF also suggested that such an approach would have both
economic and social benefits, not least through opportunities for employment and training
through apprenticeships. This potential has already been recognised by the Committee following
its inquiry into public procurement.

77. In his evidence, Professor David Heald also advocated switching current to capital
expenditure when he stated that:

"It is very important to protect capital expenditure as much as possible. Obviously one does not
want bad capital projects — the quality of capital projects is important — but Northern Ireland is
heavily dependent on the public sector and the construction sector. My understanding is that the
construction sector is quite localised, so the regional multipliers in Northern Ireland will be quite
high from capital spending. Therefore, one ought to think about the question of whether room
can be found to move money from resource to capital.”

78. The Committee also heard from Colm McCarthy that a significant squeeze on capital
expenditure by the Irish Government in the late 1980s had been "a mistake in retrospect”.
Members discussed how such an approach could lead to short-termism, but Colm McCarthy also
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advised against being over-ambitious with respect to capital projects and the need to ensure that
they are not "overspecified".

79. Other economists presenting evidence to the Committee urged caution over transferring
money from resource to capital. For example, Victor Hewitt said:

"Be cautious on transfer — there are no free lunches in economics. You may transfer money from
current to capital to preserve construction jobs, for example. However, you should not fool
yourselves that removing current expenditure to help the construction industry will not have job
implications."

80. He also reminded the Committee that some construction is specialised and may require
importing labour from outside NI, if the skills are not available here.

81. On a related issue, John Simpson apprised the Committee of the work of Scottish Futures
Trust[27], established by the Scottish Government in a bid to avoid the unlimited expansion of
Public Private Partnerships (PPP), given the commitments subsequently placed on future
generations. He suggested that the Strategic Investment Board (SIB) might have a role in this
regard. However, as will be discussed later in the Report, the Committee has had difficulty in
extracting information from SIB on the current Investment Strategy, and indeed on projected
capital receipts during the forthcoming Budget period.

82. The Committee notes the intention of the Executive, as outlined in paragraph 3.49 of the
draft Budget document, to "transfer resources from current expenditure into capital investment”
to "help counteract the impact in the reduction in the capital DEL". Members understand that
this transfer arises from a straight switch from current to capital expenditure, and also from
current expenditure released through "invest to save" initiatives being redirected into capital
expenditure as illustrated in the Table below.[28]

Table 8: Extract from Table One: Reconciliation of Planned Spend to
HM Treasury Control Totals — Current Expenditure (£ million)

2011-12 2012-13 2013-14 2014-2015

Current to Captial Switch 7.0 40.0 40.0 40.0
Current to Capital Switch: Invest to Save 31.5 21.0 33.0 40.0
Total 38.5 61.0 73.0 80.0

83. The Committee explored this further with departmental officials during an evidence session
on 2 February 2011, and also when questioning the Minister on 9 February 2011. Members
learnt that, in looking at the pressures which exist in respect of the budgets of individual
departments for 2011-12, some Ministers have been considering the possibility of switching from
capital back to current. The Education Minister, for example, has identified £41m that she wishes
to move from capital to current. DFP officials advised the Committee that HMT controls, as
established in the draft Budget document, cannot be exceeded and that, if there is to be a
switch back from capital to current, this too cannot exceed the existing calculations. In real
terms this means that in year one, as £38.5m has been allocated to switch from current to
capital, this amount cannot be exceeded should Ministers wish to reverse this decision. Members
were also advised that the Health Minister has been given discretion to switch between his
current and capital budgets during the four-year period, without recourse to the Executive.
Members note the submission from the Committee for Health, Social Services and Public Safety
which, while acknowledging this option, emphasised that it is more important for the Department
to continue to look for efficiencies in order to maximise its draft Budget.
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84. Given both the disproportionate impact of the recession on the local construction industry
and the relatively high regional multiplier from capital expenditure in this area, the Committee
cautiously supports the Executive's proposal to transfer money from current expenditure to
capital investment within the budget period, bearing in mind the potential impact that this may
have on other spending areas. Members also note that, as individual departments seek to
reverse this trend, the impact of this approach may ultimately be limited. Consequently,
members are keen to see evidence that the additional capital investment is targeted and
prioritised strategically to ensure that best value for money is achieved.

Inflation

85. In his evidence to the Committee, Victor Hewitt advised that "a little bit of inflation when a
country is hugely in debt is no bad thing." He also explained that the Westminster Government
would pay less interest on its debt and possibly even less debt overall if inflation were sufficiently
high. Nonetheless, the Committee is aware that, whilst this may prove positive for central
government, a higher rate of inflation will lead to a smaller budget in real terms for NI.

86. The Committee noted the comments by Neil Gibson who stated that "if inflation can be kept
at 1% rather than 3% the challenge of the cuts ahead will be much more modest." He pointed
out to the Committee that wages make up a significant portion of the public sector's expense
and that, in NI, a 1% increase would equate to approximately £40m. It was also the view of Neil
Gibson that there is scope to lower overall inflation by cutting the amount paid by the public
sector in procurement. Moreover, he challenged the wage bill for unskilled workers in the public
service and argued that, compared to the private sector, the public sector paid up to 50% more
for unskilled workers. Nonetheless, Neil Gibson cautioned that some elements, such as the rising
cost of food and the cost of drugs in the Health Service, are beyond the control of the Executive.

87. The Committee is conscious that NI's four-year budget package has been determined based
on current prices. Members were informed by the Minister that a GDP deflator built into the
budget position for the 2011-12 year was 1.9% when the draft Budget was agreed by the
Executive, but that the GDP deflator has since increased to 2.5%.

88. The Committee is conscious that the draft Budget outlines the Executive plans to protect the
Health budget based on an inflation rate of 1.9% over the four-year period. Nonetheless, it has
not been made clear if the Health budget will still be protected in real terms in the actual budget,
when higher GDP deflators are used and if inflation exceeds the anticipated rate over the four
years. Members assume that, if the decision is made to protect Health in real terms and inflation
does exceed the anticipated rate, that additional funding for the Health budget will be required.

89. The Committee notes that no account has been made for inflation in the draft Budget
allocation of the Social Investment Fund. In addition, members note that the draft Budget sets
out the Executive's plan to increase the non-domestic regional rate by up to 2.7% per year, with
the claim that this means no real-terms increase in the rates over the four year budget. The
Committee is therefore alert to the fact that the draft Budget sets out two different inflation
assumptions: 1.9% and 2.7%.

90. The Committee has concerns that a higher than anticipated rate of inflation will have an
adverse impact on the real allocations of departments and on the spending power of consumers
in the economy.[29] Members are therefore disappointed that the draft Budget fails to outline a
cross-departmental strategy to control inflation and would call for this to be addressed in the
revised draft Budget.

Proposed Assembly and Audit Office Allocations
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91. The Executive's draft Budget document proposes year-on-year cuts of 5% in cash terms to
current expenditure allocations for both the NI Assembly Commission and the NIAO. Assembly
research has shown that this represents real-terms cuts of 26.3% and 25.7% for the Assembly
and NIAO respectively, which is considerably higher than the cuts being proposed to any
Executive department and also higher than the comparable institutions in Scotland and Wales.
Evidence presented to the Committee by the Assembly Commission and Audit Committee
indicated that this posed a real threat to the future effectiveness of the Assembly and its
independent scrutineer, the NIAO. Such concern, in terms of the impact on NIAO, was also
highlighted in correspondence received from the PAC.

92. The Committee is agreed that, given the challenges surrounding the forthcoming budgetary
period, all public bodies should endeavour to maximise efficiencies and that the Assembly, as an
institution, should be no exception. That said, the Committee is clear that the Assembly
Commission is not wishing to shirk its responsibilities. Indeed, on 8 November 2010, a Private
Members' Motion was passed by the Assembly calling on the Commission "to reduce its running
costs in line with the level of reduction faced by Executive Departments" and the Commission
has, in fact, successfully identified savings at a level above the average for Executive
departments. In its evidence to the Committee, however, the Assembly Commission referred to
the budget process guidance which was agreed by the Executive and issued to all departments
by DFP in June 2010. This stated that:

"In line with previous arrangements, the NI Assembly and the NI Audit Office will be provided
with the level of funding required by each organisation (both current expenditure and capital
investment) in order to carry out their respective functions, as agreed by the Assembly
Commission and the Public Accounts Committee (sic) respectively." [30]

93. Members were concerned to find, however, that these well-established arrangements do not
appear to have been followed in determining the proposed allocations for both of the
independent bodies concerned and that, in the case of the Assembly Commission, the draft
budget allocation also appears at odds with the expressed will of the House, as agreed on 8
November 2010. The Committee consequently wrote to the Minister to highlight the importance
of ensuring that the capacity of the Assembly to fulfil its functions is not adversely affected as a
result of the final budget allocation.

94. The Speaker subsequently wrote to the Committee on 8 February 2011 confirming that a
revised Budget position had been agreed by the Assembly Commission on 7 February 2011 and
that this was communicated to the Finance Minister. The Speaker advised members that "the
revised budget anticipates the savings expected from the planned efficiency reviews to give a
real cut of 17% over the CSR period". A reply from DFP to the Assembly Commission was
awaited.

95. In its submission to the Report, the Audit Committee recognised the significant reduction in
the levels of funding available from within the NI Block Grant and indicated the importance of
demonstrating that "the NIAO is willing and ready to bear its fair share of the savings that must
be made.” However, the Audit Committee has also advised that, although the draft Budget
document contains an allocation for NIAO, "further to Section 66 of the Northern Ireland Act
1998, it is for the Audit Committee (in place of the Department of Finance and Personnel) to
agree the estimates of the NIAO and lay those estimates before the Assembly". Given the
distinctive legislative position outlined, members question whether it is appropriate that the
Executive's draft Budget 2011-15 should set out a proposed budget for NIAO that has not been
agreed by the Audit Committee.

96. Coincidentally, members also note that, during his evidence session on 3 November 2010,
Professor David Heald advised that “the protection of audit and the protection of the budget of
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the Northern Ireland Audit Office are very important, because scrutiny and value for money audit
should attract more attention during periods of financial difficulty”. This point was reflected
during the Committee's "take note" debate on 31 January 2011, when it was pointed out that
there is a strong argument that lean times require stronger not weaker scrutiny and that it would
be false economy otherwise.

97. It was with some alarm, therefore, that the Committee considered the response from DFP
which, when questioned about how any additional pressures faced by the Assembly and NIAO
might be dealt with, advised that "the in-year monitoring process would always provide a
mechanism to ensure the bodies had access to whatever funding was necessary. No bids
previously made have been left uncovered”. Leaving aside the practical reality that no
guarantees can be provided, given the diminishing level of reduced requirements being declared
by departments during the in-year monitoring process, the Committee fears that DFP has lost
sight of the need to maintain the operational independence of both the Assembly and NIAO.
Going forward, the Committee, as part of its ongoing budget scrutiny inquiry, intends to examine
the future arrangements for setting the Assembly's budget, in the context of international best
practice in ensuring the independence of the legislature.

98. The Committee wishes to reiterate the serious concerns that have been raised already
regarding the basis for the excessive cuts which the draft Budget proposes in the resource
allocations for the Assembly and NIAO and the potential for this to impair the effectiveness of
both of these independent scrutiny bodies. Given that lean times require stronger not weaker
scrutiny, the Committee expects to see this issue resolved in the final draft Budget.

Budget Review Mechanism

99. In its Second Report on the Inquiry into the Role of the NI Assembly in Scrutinising the
Executive's Budget and Expenditure[31], the Committee considered Assembly research which
found that good practice indicated that a regularised annual process is adhered to in respect of
setting budgets. In noting that it was expected the Budget 2010 process would set the spending
departmental spending plans for four years from 2011-15, the Committee recommended that:

"A regularised annual budgetary review process is established...with a pre-determined timetable,
to enable the Executive and Assembly to make interim reappraisals of departmental allocations
against progress in delivering PfG priorities and savings".

100. In response to this recommendation, DFP advised that such a mechanism already exists in
the form of in-year monitoring, undertaken on a quarterly basis to a pre-determined timetable;
this position has been reiterated by the Minister, and also by departmental officials in both oral
evidence and in written correspondence to the Committee.

101. The Committee accepts that in-year monitoring is a valuable process, which has allowed for
the reallocation of substantial amounts of money during the Budget 2008-11 period. Members
are mindful, however, that it was necessary for the Executive to undertake a review of the 2010-
11 departmental spending plans, which was essentially a "mini budget”, as the range of
emerging spending pressures could not be managed effectively through the in-year process. This
highlights the fact that the diminishing level of reduced requirements being declared in-year,
means that the monitoring round process is now a less effective mechanism for dealing with new
or unforeseen pressures. Furthermore, the monitoring round system is, by definition, concerned
with in-year allocations, lacks the capacity to plan for future years and does not provide a
transparent assessment of progress against strategic priorities. In view of the limitations to the
in-year monitoring process, the Committee reiterates its call for the establishment of a
regularised annual budgetary review mechanism, set to a pre-determined timetable, which it
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considers will aid transparency and better enable the Executive to adapt its plans to deal with
changing circumstances and unforeseen pressures.

Budgetary Savings

Savings Delivery Plans

102. The Committee was aware that guidance on the development of savings delivery plans was
issued by DFP to all Executive departments in June 2010, together with indicative figures for the
level of savings that they might be required to achieve. The guidance set out classifications for a
range of activities that could be adopted or expanded in order to deliver savings, including:
procurement, corporate services, administration/policy, funding and regulation; and maximising
revenue. It noted that the scale of the savings required might mean that options other than the
reduction in administration and improvements in efficiency would need to be considered, and
stated that "the overriding principle is that savings should be cash releasing and not result in a
diminution in the provision of priority frontline public services".

103. Some of the oral evidence received by the Committee in respect of savings delivery plans
and the related guidance appears to be contradictory. The guidance emphasised that individual
departments will retain ownership of the planning and delivery of savings, "subject to the normal
engagement on public expenditure matters with DFP officials”, and that "the underpinning
evidence [for each savings measure] should be subject to rigorous scrutiny within the
department and by DFP, supported by expert analysis where possible".

104. The Committee heard on 30 June 2010 that departments had been initially asked to
complete the savings delivery plans by the end of July. In their evidence to the Committee on 6
October, however, DFP officials advised that no plans had been produced and the guidance was
that they should be produced and published within two weeks of the publication of the draft
Budget. Members were also subsequently told on 3 November that "Departments were not asked
to submit their savings delivery plans to DFP but to publish them alongside the draft Budget.
Therefore, we have not been expecting to see those savings delivery plans yet". While the
Committee accepts that DFP is not responsible for the planning and delivery of savings for the
other Executive departments, it would question the ability of DFP to effectively exercise its
challenge function without sight of the developing plans. The Committee considers that the
involvement of DFP in scrutinising the plans "as part of the process of moving from draft to final
Budget"[32] comes too late in this process.

105. The guidance indicated an expectation that departmental savings plans would be published
"at the same time as, or shortly after (at most two weeks) the draft Budget document is
published for consultation". This is reiterated in the draft Budget document, which states that "as
part of the consultation process departments will now publish draft Savings Delivery Plans that
include details of departmental savings measures and their anticipated impact”. The Committee
notes that the draft Budget document goes on to say that "the scale of the savings required is
such that it may not be possible to achieve it solely through reductions in bureaucracy and
improvements in efficiency. Therefore, all departments must undertake a thorough assessment
of core functions"”. The Committee considers that such an assessment of core functions should
have been an integral part of the development of savings plans for departments, and would have
reservations about the integrity of any plans developed to date should this not have been the
case.

106. Concerns have been raised by some Assembly committees with regard to the savings
delivery plans for their respective departments. The Committee for Education noted that some of
its members considered that much more information was needed in respect of both how the
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savings would be achieved, and the impact that they will have. Similarly, the Justice Committee
expressed its wish for detailed impact assessments for each proposed savings measure. CETI
noted its concern that "the Department's four-year spending and savings proposals exist in the
absence of a strategy for economic development or an investment strategy". The Committee for
Agriculture and Rural Development considered that a number of "aspirational savings" are
included in that Department's plans. It contends that if estimated savings are not delivered then
other measures may have to be considered, which could potentially have a greater impact on the
delivery of frontline services. A similar issue has been raised by this Committee in respect of
DFP's plans to allocate £56m in 2013-14 and 2014-15 to Land and Property Services from savings
that the Department expects to deliver in those years.

107. The Committee considers that the process in respect of the planning and delivery of
departmental savings plans must be further developed and refined, and that clarification is
needed on a number of issues, including: when it is expected the plans will be finalised; how will
they be monitored; what assessment has been made to ensure there will be no net cost to the
Executive in the longer term; and what contingency plans are in place should the anticipated
savings not be realised.

Public Sector Pay

108. The issue of public sector pay was raised by a number of witnesses, in both oral and
written evidence to the Committee. Dr Brownlow notes that more than half the UK government
final consumption expenditure is accounted for by public sector pay; this is likely to be higher in
NI, given that the public sector is proportionately larger than other regions. Neil Gibson told the
Committee that pay for some unskilled administrative officers in the public sector can be up to
50% more than what some businesses in the private professional services sector pay graduate
staff. An opposing view was offered by representatives from the ICTU, who questioned the
reported level of reductions in private sector wages and told the Committee that "we have
produced a booklet...that demonstrates that pay increases for civil servants since 2003 have
fallen drastically behind the retail price index inflation measure and our colleagues in the Health
Service and local government". Similarly, NIPSA would not be in favour of volunteering a wage
freeze or cut, and asserts that civil servants must be treated fairly in comparison to other public
servants.

109. In terms of pay restraint, CBI estimated that £340m per annum by 2014-15 could be saved
by measures such as freezing the pay bill, reducing overtime and increasing employee pension
contributions, while John Simpson estimated that the imposition of the same pay regime as the
Westminster Government will realise 40% of the cuts needed. Others noted that there was a
clear trade off between freezing public sector pay and cutting jobs, while Professor Heald stated
that "the more you can contain pay costs, the less real service provision will have to be cut.”

110. The Committee is aware that the pay of civil servants in NI is made up of two elements: an
inflation uplift and step progression on a defined pay scale. The Executive proposes to mirror the
pay regime set by the Westminster Government for the NICS; that is, a pay freeze for all staff
earning over £21,000, with a small increase of £250 for those below that level. The Committee
understands that the £21,000 threshold was set by the Westminster Government as a wider
reflection of the average earnings in the UK. DFP has advised that, "locally, the pay freeze will
apply immediately to any public sector workforces that have not yet agreed a 2010-11 pay
award, unless there is a legally enforceable agreement in place™. It should be noted that the
scale progression element will be met where there are existing pre-contractual entitlements, and
it is estimated that this will result in an increase of 2% to the pay bill.

111. The pay arrangements for the Senior Civil Service (SCS) have been examined in detail by
this Committee, which pressed for the independent review subsequently undertaken by the



Senior Salaries Review Body (SSRB). The Committee understands that the Finance Minister is still
considering the SSRB report and recommendations, which was completed in July 2010. While
welcoming a number of the recommendations, in its response to the SSRB Report, which was
provided to the Finance Minister in October 2010[33], the Committee also raised a number of
concerns, including:

= the lack of clear advice or methodology for aligning SCS pay to the local labour market or
economic circumstances moving forward;

= proposed increases in pay for those above the maximum of the pay scale in line with the
percentage revalorisation of that pay scale;

= the introduction of non-consolidated bonuses of up to 5% of salary for 25% of the best
performers at the top or above the top of the pay scales; and

= the need to ensure that pay on promotion policies do not give rise to equality or equal
pay issues.

112. The Committee was particularly concerned that, despite the difficulty in establishing
suitable public-private sector wage comparisons and also the conclusion that there was no
evidence of problems with recruitment or retention, the proposed pay scales included in the
SSRB Report were likely to result in incremental pay increases for a range of senior civil servants.
Mindful of the plans to impose pay restraint for some NICS grades, as contained in the draft
Budget, members would urge the Finance Minister to conclude his deliberations on the review of
SCS pay arrangements, having regard to the Committee's previously expressed views, and, as
part of the current budget process, to set out proposed new arrangements which are "fit for
purpose", cost-effective and tailored to local economic conditions.

Longer-term Efficiencies

113. The Committee is mindful that the NICS has been working hard to achieve cumulative
efficiencies of between 2% to 3% over the past six years. It also concurs with Neil Gibson who
told the Committee that the "low hanging fruit has already been picked so this will only get
harder”. This reflects the views of ICTU who told the Committee that:

"we are certainly prepared to consider where efficiency savings could be made in the public
sector, although that process has been ongoing for the past few years anyway. Given that we
have already taken out £700 million it will be difficult to find those efficiency savings".

However, although the Committee recognises that the task ahead regarding efficiency savings is
now more difficult, it also notes that Victor Hewitt reflected the views of a number of
stakeholders when he told members that: "before turning to exotic revenue-raising measures,
you really should check whether you are using the money that you have to the best possible
advantage.”

114. It was in anticipation of the expected future budgetary constraints that the Committee
completed its Preliminary Inquiry into Public Sector Efficiencies in June 2010. The key themes
emerging from the inquiry findings remain pertinent for the consideration of the draft Budget
2011-15. Indeed this is acknowledged by DFP in its guidance to departments on savings delivery
plans, issued in June 2010, which advises that:

"departments should have due regard to the recommendations set out in the report recently
published by the Committee for Finance and Personnel on the Preliminary Inquiry into Public
Sector Efficiency".
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115. One of the key recommendations from the Committee was that the Executive should set
out clearly the essential services and strategic policies which should be prioritised. The
Committee specifically stated that:

"This should include identifying those which have achieved or are no longer fulfilling their
intended purpose and those which are the lowest priority and therefore offer scope for allocative
savings".

It is not clear that such an approach has been adopted by the Executive on this occasion, as has
been highlighted earlier in terms of the Committee's disquiet at the lack of publicly available
rationale for the budget allocations between departments.

116. The Committee's report on Public Sector Efficiencies also recommended that the Executive
take a co-ordinated approach to efficiency savings to ensure that the plans of one department
do not have an adverse impact on another. Again it is not clear to members that there has been
collaboration with respect to considering how the actions of one department might adversely
impact on another, nor indeed any attempt to tackle common issues by presenting spending
proposals across departments.

117. DFP's guidance also recommended that departmental savings delivery plans include "a short
review of the department's performance in achieving efficiency savings in the current Budget
2008-2011 period". A cursory reading of departmental savings plans demonstrates that, in the
majority of cases, this advice has not been taken on board.

118. The Committee notes a further statement in the guidance that “"the scale of the savings
required is such that it may not be possible to achieve it solely through reductions in
bureaucracy and improvements in efficiency”; and the cautionary tone from the CBI which
advised that the "scale of the problem is such that efficiency savings alone will not bridge the
funding gap". However, the Committee is of the view that the need to make significant
budgetary savings should not distract departments from their task to ensure that government is
run as efficiently and effectively as possible. As Neil Gibson explained, "we must keep our foot to
the efficiency pedal”. Members were therefore dismayed to hear from a DFP official during an
evidence session on 6 October 2010 that, in the forthcoming budgetary period, the Department
will not be monitoring efficiency delivery but rather collating information on savings delivery
plans.

119. Given DFP's role in ensuring "public expenditure is managed effectively to deliver best value
for the people of Northern Ireland”, the Committee calls on the Department to fulfil a role in the
central monitoring and strategic coordination of budgetary savings and efficiency gains; in
particular to ensure that the savings by one department do not result in a cost or adverse impact
for another and that the present focus on short-term budgetary savings does not result in
departments losing sight of the need to improve efficiency and effectiveness in service delivery
in the medium to long term.

Sick Absence

120. Throughout this mandate the Committee has actively monitored rates of sickness absence
across the NICS, receiving and scrutinising bi-annual reports from DFP. Members have noted the
latest report that shows the level of absenteeism has reduced from 15.5 days in 2003-04 to 11
days in 2009-10 — a reduction of 29% over the period. DFP's own assessment is that "good
progress™ has been made across departments, and this was recognised in the evidence from Neil
Gibson, who observed that sickness rates had come down "significantly" and that this
represented a "genuine saving”. In a written response to questions from the Committee, DFP



advised that the NICS figure is lower than that of local councils for the same period (12.39 days)
and the NI Housing Executive (13.6 days). Departmental officials have advised that the focus on
reducing sickness absence for the next period up to March 2015 will centre on the frequency and
duration of long-term sickness absence cases, where a relatively small proportion of staff
account for the vast majority of working days lost.

121. While the Committee acknowledges the progress that has been made to date, it is
disappointed that the level of sickness absence has remained static for the previous two years,
and falls short of the PfG target of 9.5 days. The Committee also heard from CBI that more
effective management of absenteeism could result in annual savings of £45m per annum. In
response to this claim DFP officials have confirmed that "many of the examples of good practice
cited by CBI are already in place within the NICS and have been for many years". They also
observed that:

"while reducing sickness absence will improve efficiency and productivity across the service, it
will not necessarily create direct cash releasing savings. Therefore any claim that reducing
sickness absence levels will automatically generate cash savings needs to be treated with
caution”.

122. In response to questioning by the Committee, DFP officials advised that the direct payhbill
equivalent cost of absence in the NICS for 2009-10 was £22.9m, down from £26.1m in 2003-04.
The Committee welcomes this direct saving but expresses its concern that the 9.5 days target is
not being carried forward to the forthcoming budget period. An evidence session with DFP
officials on the Department's proposed business plan and targets for 2011-12 revealed a new
target to achieve overall NICS sickness absence of 10 days by March 2012.

123. Given the progress that has been made to date in reducing sick absence levels in NICS
towards the existing overall target of 9.5 days, the Committee recommends that the Finance
Minister and his Executive colleagues continue to work actively towards further reducing the
existing rate of NICS absenteeism and that there is no relaxation of targets in this regard.

Accommodation Efficiencies

124. Like sickness absence, the Committee has closely monitored the Executive's
accommodation strategy throughout this mandate, and in particular the implementation of
Workplace 2010 principles. Members were therefore interested to hear ideas from CBI on how
better management of the government estate had the potential to generate further efficiency
savings. The suggestions included increasing opportunities for sharing across the public sector,
reducing the number of offices required and consequently reducing general overheads,
maintenance and energy costs. During their evidence session, Neil Gibson and Mike Smyth
guestioned how the Department calculated depreciation costs and what scope there might be to
reduce charges for rent and rates.

125. In response to questioning from the Committee, DFP officials identified a number of steps
that have been taken to reduce the costs associated with renting accommodation, including
seeking to accommodate staff at a higher density in order to reduce the amount of
accommodation required; and initiating negotiations with landlords to re-gear leases. It is
expected that savings of £2m per annum will be achieved over the next three years and the
Committee welcomes this development. In response to questions about DFP's Business Plan for
2011-12, departmental officials have advised that these savings will be realised due to vacating
space relating to leases which are set to expire.



126. Regarding depreciation, departmental officials have advised that professional revaluations
of owned land and buildings are undertaken every five years, with an interim valuation
performed in the third year of every five year cycle. The Committee has also been told that the
most recent professional revaluation of owned buildings within the NICS Estate was completed in
November 2010.

127. In March 2010 the Committee was told that up to 30% of existing NICS accommodation is
in "poor™ or "very poor" condition with substantial investment required or a replacement building
sought within the next five years. Noting that, in the DFP spending and savings plans for 2011-
2015, there is a bias towards increased capital spend in the latter years of this budget cycle, the
Committee wrote to the Department in January 2011 to ask if this target remains viable. In
response, the Department stated that the limited amount of capital available to Properties
Division over the Budget period means that it will not be possible to deal with all of the estate's
"poor” and "very poor" accommodation during this period. However, there was also a
commitment that Properties Division will continue to prioritise resources to ensure that all Health
and Safety and statutory duties associated with maintaining buildings is undertaken. The
Committee commends the work that has been done to date to identify £2m per annum savings
over the next three years through better management of the government estate. However,
members remain concerned both that the reduced maintenance budget will hinder NICS from
adequately addressing accommodation classed as "poor"” or "very poor" and that the
maintenance costs may increase in the medium to long term.

128. In its follow-up submission to the Committee on the draft Budget, CBI has expressed its
surprise that there is little reference to better management of the government estate, "despite a
number of departments recognising the need to downsize". CBI also expresses concern that
there are no plans for sharing offices between departments.

129. Departmental officials also advised that the Committee that Properties Division has been
working with the SIB to explore alternative funding mechanisms and specific projects that could
be implemented without the need for conventional capital costs. However, they cautioned that
some of these options, like sale and leaseback for example, carry cost consequences in the
medium to long term.

130. The Committee welcomes the assurance that the NICS remains committed to the
implementation of Workplace NI principles and the commitment in DFP's Business Plan 2011-
2015 to increase the number of workstations in modern space efficient accommodation by 400
by March 2012. However, members continue to be concerned that the budgetary constraints
might delay the roll-out of this initiative which should lead to better and more efficient work
practices.

131. Members have noted the view expressed by Neil Gibson that the proposals for the
relocation of public sector jobs should be revisited as a way to stimulate the economies of local
towns. In this regard, when considering the responses from the other statutory committees,
members also noted a proposal from the Minister for Agriculture and Rural Development to
relocate her Department's headquarters outside of Belfast. Whilst the Committee for Agriculture
and Rural Development does not disagree with the principle of dispersing civil service offices
outside of Greater Belfast, it expressed concern about the timing and the costs of the proposed
relocation of DARD's headquarters.

132. In terms of progressing the recommendations from the Review of Policy on Location of
Public Sector Jobs, led by Professor Sir George Bain, DFP has advised that, while individual
departments that wish to consider this option can put a business case to DFP, the Finance
Minister has cited a cost of £40m, which he considers to be prohibitive in the current economic
environment.



133. Also arising from the Bain Review, the Committee has pursued the issue the development
of an NICS wide homeworking, or remote working policy, aimed at realising further efficiencies
from accommodation expenditure. In its Report on the Preliminary Inquiry into Public Sector
Efficiencies, the Committee called on DFP to establish this policy promptly, including in terms of
implementation targets. While an NICS Homeworking Policy has subsequently been developed,
in recent evidence, the Committee was advised that, although the policy has now been agreed
by Central Trade Union Side, it is currently the subject of a scoping and costing exercise prior to
implementation on the HRConnect system. The Committee has been told that, as yet, no targets
have been set and no staff have taken up this way of working.

134. The Committee is disappointed at the continued delay in the implementation of the NICS
Homeworking policy and is concerned that this might be further delayed due to cost implications
related to making the necessary changes to the HR Connect system. Given the potential for
efficiency gains from carefully managed homeworking/remote working schemes, the Committee
calls on the Finance Minister and the Executive to expedite the implementation of this new

policy.
Shared Services

135. Through its Preliminary Inquiry into Public Sector Efficiencies the Committee pointed to
"shared services as offering significant potential for realising true efficiencies in the medium to
long term™. In January 2010, the Committee heard oral evidence from officials tasked with the
implementation of shared services through the Enterprise Shared Services (ESS) Organisation.
They advised the Committee that the initial focus was on the effectiveness of the Shared
Services and that efficiencies would be considered further down the line.

136. Members agreed to probe further into each Shared Service later in the year and
subsequently held evidence sessions with the responsible officials in October 2010 on:

= IT Assist (including Network NI & Records NI);
= HRConnect (including the Centre for Applied Learning (CAL); and

= Account NI (including a focus on the prompt payment of invoices).

137. The Committee has noted that a lack of baseline information has made it difficult to
measure the benefits realised through this initiative. This was also noted by the CBI which, in a
report submitted to the Committee, observed that it was difficult to make an accurate
assessment on the savings that have been achieved in this area. However, CBI, in its Time for
Action report, suggested that despite this lack of information there remained potential for
increasing the use of shared services as a way to reduce duplication of services and to cut costs.
In a follow-up submission following the publication of the draft Budget 2011-15, CBI has
expressed its disappointment that this matter is not given as much prominence as it had
expected.

138. In follow-up information, the Department has advised that savings have accrued in each of
the shared service areas. These include: the ratio of HR staff to employees improved from a
baseline of 32 employees per HR staff member to 64 employees per HR staff member; a
reduction in the unit cost of ICT provision per person from £1572 to £1200 through ITAssist; and
a reduction in the cost per megabyte per year from £396 to £218 through Network NI. Matters
relating to AccountNI and issues regarding prompt payment of government invoices are
discussed elsewhere in this report.

139. In a written response to the Committee in November 2010, DFP advised that a capital cost
of £4.5m remained due to be paid on completion of the remaining programme deliverables in



relation to HRConnect, and that no further costs had been identified. However, the Committee
notes in DFP's own spending/savings plan proposals, published less than two months later, that
£21.5m capital has been allocated to ESS in anticipation of expected policy and legislative
changes over the budget period. A response clarifying the nature of this extra expenditure is still
awaited from DFP.

140. The Committee considers that there is merit in rolling out the shared services model to local
councils and departmental arm's-length bodies (ALB) as a means of realising savings across the
public sector. While DFP has advised that there are a number of factors which need to be taken
into consideration, including individual governance arrangements, contractual frameworks and
accounting regimes, the Committee is of the view that such concerns should not be prohibitive to
a full and formal investigation into the feasibility of extending these services.

141. The Committee recommends that, going forward, DFP establishes clear baselines for the
future realisation of efficiency savings and benefits from Shared Services, so that there can be
transparency around what is being achieved. The Committee also considers that DFP and the

wider Executive should explore the potential to maximise savings to the wider public sector by
rolling-out Shared Services beyond departments to other public bodies.

Public Procurement

142. In February 2010 the Committee reported on its extensive inquiry into public procurement
in NI. Whilst the main focus of the Inquiry was on how to improve access to procurement
opportunities for local small and medium-sized enterprises (SMEs), the Committee also briefly
considered the scope for realising efficiency gains in this area. Key to the Committee's
recommendations on this matter was the need for a "more strategic co-ordination of the public
procurement landscape... not only between central and local government but also in terms of
arm's-length bodies". Co-ordination at a strategic level would also, in the view of the Committee,
"avoid counterproductive localised efficiencies being pursued which have an adverse effect on
the efficiency of the wider public sector and/or detrimental to the local economy”. The
Committee elaborated on this further in its report on public sector efficiencies, highlighting the
scope for better e-procurement processes and collaborative purchasing between the different
levels of government.

143. The Committee reiterates its call for targets to be set for achieving further efficiencies from
public procurement, to include a monetary value and baselines for such savings, with an
associated implementation plan. The Committee intends to pursue this matter with the
Procurement Board before the end of the Assembly mandate.

Workforce Restructuring

144. The Committee heard from CBI that further savings could be achieved through workforce
restructuring. CBI advocates streamlining government and governance including reducing the
number of government departments; cutting what it perceives to be "excessive management
layers", whilst developing leadership; and achieving cultural change through performance
management.

145. The matter of senior civil servants' pay and bonuses is discussed elsewhere in this report
but it is, nevertheless, not amiss to again reiterate the Committee's view that there is an
imperative to streamline the higher grades across the NICS. Evidence was received supporting
this review when the Committee was preparing its response to the SSRB review of SCS pay
arrangements. In particular, John Simpson suggested that the Committee might want to
consider "whether some of the organisations can fully justify the number and proportion of their



senior staff that hold SCS appointments.” In making this point, the Committee acknowledges the
work that is being undertaken within DFP in terms of reassessing its complement of senior
officials.

146. Members note that CBI's points regarding leadership and cultural change reflect views
expressed by the Committee in its report on its Preliminary Inquiry into Public Sector Efficiencies
when it recommended that "a culture of efficient delivery is embedded into the routine
responsibilities of public sector managers”. In its response to the Committee's report, DFP
advised that "leadership and management skills, with a particular emphasis on financial
management, have been identified as priority areas in both the Senior Civil Service Development
Strategy 2008-11 and the NICS Corporate Learning and Development Strategy 2010-2013". This
work is being taken forward by the Centre for Applied Learning within the ESS.

147. The Committee considers that the wider NICS should continue to realise the opportunities
for reorganisation that exist in the forthcoming budgetary period and welcomes the work that is
being done through the Centre for Applied Learning to increase leadership and management
skills across the NICS. While commending the work that is being undertaken within DFP in terms
of reassessing its complement of senior officials, the Committee calls on the Executive to
undertake a strategic review of the senior staff complements across all departments and arm's-
length bodies, which should be independent and informed by benchmarking data from other
jurisdictions, with the aim of ensuring that management structures across the public sector are
streamlined and efficient in the context of the upcoming budget.

Outsourcing

148. The Committee has heard arguments for and against increased outsourcing of public
services. In the view of CBI, NI lags behind other regions in this respect, citing opportunities
ranging from custody services, utility asset management, debt collection, printing and document
design to health and social care. It is the opinion of CBI that the Executive should take a more
positive and aggressive approach to outsourcing. John Simpson also considered that the
Executive should test outsourcing with rate collection through Land and Property Services (LPS).
This view was endorsed in CBI's submission on the draft Budget 2011-15 when it stated that an
opportunity had been missed by various departments to consider outsourcing, specifically citing
outsourced debt recovery of rates as one example.

149. During his evidence session, Neil Gibson pointed out that there tends not to be proper
costing of the delivery of services by the public sector, and it is therefore difficult to assess their
proper cost. He said:

"l have noticed, for example, that some Departments are not asking private-sector providers to
carry out appraisals but do them in-house. That is absolutely fine if it is genuinely cost-effective.
Yet, we find that, in some cases, Departments do not record the time that they spend on
activities and cannot say how much an appraisal costs. Are we sure that savings are being made
by not asking for those tasks to be done by private-sector providers".

150. Witnesses representing the voluntary sector expressed concern that departments would be
less inclined to outsource service delivery to the third sector during a period focusing on
budgetary savings, as the focus would instead be on saving posts internally.

151. During oral evidence, representatives from the Trade Unions told the Committee that "we
do not see outsourcing — which is privatisation really — as something that we can support”. The
representatives went on to say that they view outsourcing as a "race to the bottom", and that
transferring work away from the public sector to the voluntary or private sectors will result in



driving down terms and conditions of employment. They told members that, even if functions
are transferred to the private or voluntary sectors, the public purse still has to pay for these
activities.

152. Whilst acknowledging that some stakeholders consider that there are savings to be made
through greater outsourcing of public service delivery to the voluntary and private sectors, the
Committee is of the view that, though this option deserves careful consideration, all decisions on
outsourcing need to be taken on a case-by-case basis and informed by robust business cases.

Performance and Efficiency Delivery Unit

153. In its Report on the Executive's Draft Budget 2008-11 the Committee welcomed the
establishment of the Performance and Efficiency Delivery Unit (PEDU). At that time it was
envisaged that PEDU would re-examine the scope for generating cash efficiencies and improving
delivery and performance within departments and across the public sector.

154. Throughout the mandate the Committee has closely monitored the work of PEDU and how
it has been utilised by other departments. Overall, the Committee has been disappointed at the
low level of uptake of the services provided by PEDU, with only LPS within DFP and Planning
Service within DoE availing of the opportunity to date. Indeed, the potential value which PEDU
can add to the provision of existing services was recognised by representatives from the
voluntary and community sector, who during an evidence session, called on PEDU to evaluate
the services provided by the sector to ensure that they were being delivered in the most efficient
and effective way possible.

155. The Committee understands that, following the June 2010 Monitoring Round, two other
departments have engaged with PEDU, with a view to using the Unit to identify appropriate
efficiency savings and more effective ways of working. However, again members are
disappointed that the process of agreeing Terms of Reference appears to be lengthy and work
that had the potential to influence the decisions and proposals of this budget process has not
been realised. In this respect, members note the comments of the Health Committee, which
stated in its submission on the spending and savings plans for DHSSPS that:

"The Committee was of the view that there was a lack of information presented by the
Department in terms of potential efficiencies. In particular, little reference was made to the
forthcoming PEDU review of the Department and what efficiencies it could be expected to yield.
Indeed the Committee had expected PEDU to have completed its report before the draft Budget
was published and were disappointed to learn that little progress has been made in terms of the
exercise".

156. The Committee further expresses its frustration that the role of PEDU does not feature in
the draft Budget document, given its potential to provide departments with the evidence base
they need to identify not only areas where further efficiencies can be realised but also how they
might improve the effectiveness of the public services being delivered. In reiterating its previous
call for DFP to put forward options to the Executive for ensuring that PEDU functions are
exercised effectively across all departments, the Committee believes that the final Budget
proposals should include both an indicative work programme for the Unit and provision for
enhancing its capability to undertake larger-scale reviews, with the aim of supporting tangible
improvements in public service efficiency and effectiveness during the Budget period.

Revenue Raising Options



157. Paragraph 3.32 of the draft Budget document refers to the Executive's plan to raise
additional revenue. The paragraph states that the Executive has factored in initial work into the
preparation of the draft Budget position and that Ministers have been tasked with evaluating
additional sources of revenue over the next number of weeks. However, the Committee is
unclear exactly how much additional revenue the Executive hopes to raise. During an evidence
session on 2 February 2011, DFP officials stated that ministers had identified a further £750m of
revenue raising options that had not been factored into the draft Budget. On 9 February 2011,
the Minister indicated to the Committee that the Executive's Budget Review Group was exploring
the scope of an additional £800m in revenue raising options.

158. As outlined by Assembly research, the draft Budget document provides no further details
about these additional revenue options, except for the introduction of a plastic bag levy. In the
absence of this detail, the following sections of this Report explore the range of views of the
economists who were invited to brief the Committee and of the other Assembly committees, in
order to inform the Executive's assessment of the options.

159. The Committee recognises that scope exists for greater efficiency in the delivery of public
services in NI and, as stated previously, the first priority should be to maximise the impact from
existing resources. That said, members have also recognised that revenue-raising measures take
on even greater significance in this time of exceptional budgetary constraint. The Committee is
also aware of the wider macroeconomic concerns expressed by ICTU and others, who outlined
that cuts in spending will withdraw demand from the economy, constraining the economic
recovery in the absence of a private sector recovery. In their paper to the Committee, Professor
Robert Skidelsky and Felix Martin also made the point that the planned fiscal retrenchment will
hinder the economic recovery in the UK. In addition, the Committee notes the concerns raised in
the evidence from Victor Hewitt, who stated that it will be, "barely possible” to make up the loss
in the public sector with the current structure of the private sector in NI.[34]

160. In his evidence, Dr Esmond Birnie explained that cuts in government spending as a result of
the Spending Review will have proportionally a larger negative impact on NI because of the
proportion of economic activity reliant on the public sector and the higher number of people who
claim benefits. The Committee also acknowledges the view of John Simpson who questioned the
extent to which revenue had been maximised to enable the pattern of expenditure to match the
PfG. The Committee is mindful that cuts in public services are regressive and will have the
biggest impact on the least well off, who rely the most on these services.[35] As such, the
Committee welcomes the proposal in the draft Budget to identify alternative means of raising
additional revenue, which will help to reduce the impact of the UK Spending Review on public
services in NI.

161. The Committee notes that the draft Budget outlines the Executive's plan to assess revenue
raising options based on, "the merit of being deliverable." This was reiterated during evidence
from DFP officials when it was stated that, if additional sources of revenue proved "genuinely
deliverable”, then they ought to be factored into the budget position. Yet, the Committee
believes that judging the merit of additional revenue raising options based on the sole criteria of
"being deliverable" is inadequate. The Committee is concerned that this remit does not address
the efficiency and equality impacts that result from an increase in taxation or

charges.[36] Indeed, the Committee acknowledges that Dr Graham Brownlow, in his written
submission, described tax varying powers as a, "fruitful way to rethink how equity and efficiency
can be reconciled in NI." Members also note from the submission by Professor Alan Barratt, that
the same core principles were identified by the Commission on Taxation in Rol and have been
influential in designing taxation policy. Given the importance of these principles, the Committee
recommends that the Executive undertakes equity and efficiency assessments of any new
revenue raising measure being proposed, which should be published to facilitate scrutiny by the
Assembly.
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Rates

162. The draft Budget sets out the Executive's plans to begin to initiate increases in domestic
rates in line with inflation, and to maintain annual inflation-proofed increases in business rates
up to 2.7% per year. This increase is likely to equate to no real increase in government revenue
over the four-year period but an extra £146m in revenue when measured in current prices.

163. The Committee is mindful of the views of the local economists and others who provided
evidence on this issue. Mike Smyth highlighted that domestic rates in NI are by far the lowest in
the UK and argued that, faced with a choice between raising revenue and public service cuts,
rates should not remain frozen. In his evidence, Victor Hewitt advised that a 1% increase in non-
domestic rates would raise £3m per annum and that a 1% increase in domestic rates would raise
an extra £2.8m per annum. According to the CBI, however, up to £350m per year could be
raised if rates were increased to a similar level as exists in Scotland. The Committee notes the
CBI's proposal to increase rates by 3% in real terms and to use this additional £18m per annum
to finance the "shortfalls" in the budgets of Invest NI and DEL. In his evidence, John Simpson,
was also of the opinion that freezing the regional rate in real terms was too modest a proposal
and recommended that rates should rise in real terms by a "modest" 2%. Whilst ICTU also
echoed the view that both domestic and non-domestic rates should rise, the Committee noted
the caution by Peter Bunting that raising rates would reduce the disposable incomes of families
which will have a detrimental impact on the service sector across the country.

164. In its Report on the Executive's Draft Budget 2008-11, the Committee welcomed the
Executive's proposal not to increase domestic rates and members appreciate that any above
inflation increase in rates will increase the tax burden on households and on business. Reflecting
this, the Committee also acknowledges Mike Smyth's view that additional property taxes are, "at
best proportionate and at worst regressive.” During his evidence, Neil Gibson also asserted that
the current structure of rates was, "regressive,” and questioned the justification of a rates cap.
ICTU similarly advocated the removal of the rates cap. However, when the Committee discussed
the removal of the rates cap previously, in September 2008, members expressed concern that if
it were to be removed it could have a detrimental impact on individuals, such a pensioners, who
are asset rich and income poor.[37]

165. In his evidence, John Simpson pointed to the Scottish proposal to place higher rates on
large out-of-town retail outlets.[38] The Committee also notes Neil Gibson's view that a more
aggressive, structured and progressive property tax could raise additional revenue whilst having
a low impact on spending power in the economy. Neil Gibson also highlighted how rates could be
used more effectively to incentivise good behaviour. The example of Scandinavia was cited,
where the property tax system is designed to ensure that it was more costly for owners to leave
buildings vacant and in poor states of repair as opposed to opening them up for use by the
community. In addition, Neil Gibson suggested that rates could be structured to create incentives
in order to further the objectives of the Green New Deal. The Committee accepts the principles
behind these suggestions and made similar recommendations to DFP in its Report on the
Response to the 2007 Executive Review of the Domestic Rating System.[39] Moreover, the
Committee has supported the Department's plans to foster similar incentives by collecting rates
on vacant domestic properties by October 2011.

166. The Committee recommends that the rating system should be kept under review, including:
in terms of non-domestic rates, to explore the options for applying differential rates or
surcharges on specified sectors to raise additional revenue or incentivise desired behaviour; and,
for the domestic sector, to ensure that the burden of any future rate increases is shared
equitably and based on ability to pay, which is especially pertinent in the context of the current
downturn in the economy.
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Water Charges

167. The draft Budget sets out the Executive's plans to continue to defer the introduction of
domestic water charges. The Committee heard evidence from a range of witnesses including,
Victor Hewitt, John Simpson, Mike Smyth and Dr Graham Brownlow who all proposed that water
charges be introduced as a means to raise additional revenue. In its evidence, CBI advised that
up to £200m could be raise in additional revenue through the introduction of domestic water and
sewage charges. This figure was repeated by Victor Hewitt, who reminded the Committee that,
because of the privatisation of water in England, there are no consequential resources allocated
to NI through the Barnett formula. The Committee also notes the view of John Simpson that,
"there was a serious need to balance Northern Ireland's public finances so that the costs of
water do not take away from other public services" and that a separate NI Water trading
company should be established in order to allow it to borrow from the financial markets in order
to make investments.

168. The Committee also notes that, in its evidence, ICTU opposed the introduction of water
charges, arguing that people already paid for water through their rates; and that any additional
charge for water would be unfair and would fail to recognise this reality. Additionally, ICTU
further cautioned the Committee that such a policy could result in lower disposable household
income and have a negative impact on small businesses.

169. The Committee notes the submission from the Committee for Regional Development which
highlighted that, as a result of the budget allocations and the decision not to introduce water
charges, water and sewage services will not be funded to the levels identified in PC10[40]. The
Committee for Regional Development outlined that the decrease in investment in NI Water will
impact on the levels of service and compliance currently provided by the company and that there
will be no room for service performance improvements or development over the coming years. It
also expressed concern regarding the impact that the lower levels of funding will have on NI
Water's ability to deliver the planned investment infrastructure under PC10.

170. There is no consensus in the Committee for Finance and Personnel on the issue of water
charging. Some members disagreed with the principle and expressed the view that individuals
were already paying for their water, while others agreed with the concept and argued that water
charges could be introduced as a progressive form of taxation. In any event, the Committee is
mindful that this issue does not fall directly within the remit of DFP and did not, therefore, reach
a collective decision on the matter.

Port of Belfast

171. In a question following the Minister's draft Budget statement, members were informed that
the Executive aims to acquire additional revenue over the next four years from the Port of
Belfast. The Minister outlined to the Assembly that the Executive hopes to obtain £30m from the
Port near the end of the four-year budget period and that £5m has already been allocated from
the Port towards the extension of the Paint Hall. The Committee was subsequently informed by
the Finance Minster that the Minister for Regional Development had asserted that it would be
possible to obtain £125m from the Port of Belfast but that this would require a change in
legislation and that these figures, therefore, could not be factored into the draft Budget as they
were not a guaranteed source of income. The Finance Minister also informed the Committee that
the Executive hoped to obtain additional income by drawing on the Port of Belfast when the
Executive incurs Port related expenditure, including in respect of the local infrastructure and
investment in NI Screen.
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172. The Committee notes that, in its evidence, ICTU argued that the Port of Belfast should be
given full commercial powers in order to generate income and profit, which could then be at the
disposal of the Executive. It is also noted from the submission by the Committee for Regional
Development that there is no consensus on the issue of raising revenue from the Port. That
Committee was informed that the Federation of Small Businesses (FSB) had concerns regarding
the additional costs of importing and exporting that are likely to result, while CBI and Quality
Products Association for NI both welcomed the proposals.

Plastic Bag Levy

173. The Committee notes the decision to introduce a levy on the sale of single use plastic bags,
which, it is expected, will raise approximately £4m in revenue per year and will have outcomes
which will bestow wider benefits for the environment. Members are mindful, however, that the
Executive's plan to raise £4m will depend on the impact the charge will have on changing
behaviour.

174. The Committee also notes that CBI has raised "serious reservations” regarding the plastic
bag levy and has outlined that, if DoE fails to raise the anticipated revenue, a number of
environmental programmes are likely to suffer. CBI sees the charge of 15p per bag as excessive,
given that retailers sell bags for life for less than 10p. It has also asserted that there needs to be
a clear and well planned implementation, with a good understanding of the issues which this
charge will give rise to. Furthermore, CBI is unclear as to the type of bags that will be covered in
this legislation, has concerns that the burden of the new levy will fall disproportionately on low
income households, and believes that it is unlikely that the levy could be introduced before April
2012.

175. In its submission, the Environment Committee also expressed concerns regarding the
plastic bag levy, particularly due to the absence of any procedures for the collection of the levy
and with regard to the "crude estimation"” of the anticipated amount the levy is likely to raise.
The Environment Committee is particularly anxious regarding the revenue generation potential of
the levy because DoE has already earmarked a number of programmes to be funded from this
revenue. Moreover, the Environment Committee is concerned that the loss of some of these
programmes would increase the risk of infraction proceedings and ultimately costly EU fines.

176. While supporting the principle behind the proposed plastic bag levy, the Committee for
Finance and Personnel seeks assurance that the Executive will take into account the issues
raised by the Environment Committee and other stakeholders, including CBI, and that the
necessary legislation for the levy will be expedited to help ensure that the initial £4m allocated in
the draft Budget is realised.

Text Tax/Mobile Phone Masts

177. The Committee was interested to note the novel proposal from Mike Smyth for the
introduction of a tax on text messages, which he contended had the potential to raise
approximately £24m per year in NI, if a 1p tax were to be levied on each message. The principle
behind this proposal also received the endorsement of both Dr Graham Brownlow and ICTU.
Whilst Mike Smyth believed that such a "text tax" would be within the power of the Assembly,
"based on an interpretation of the Northern Ireland Act”, in his evidence, Victor Hewitt
considered that this form of direct tax would probably exceed the powers of the Executive. The
Committee notes Victor Hewitt's alternative suggestion of super-rating mobile phone masts,
which he considered an "attractive option”, given the size of the tax base. Indeed, the
Committee was informed by the Finance Minister on 9 February 2011 that the Executive is
currently exploring the proposal of super-rating mobile phone masts. In this regard, the



Committee would advise that the Executive notes Victor Hewitt's caution that the telecoms
companies may try to pass the cost of any tax onto consumers and examines how this might be
addressed.

178. Whilst recognising that further investigation is required into the proposed additional rating
of mobile phone masts, including the legal considerations, the likely impact on the NI
telecommunications market and the groups in the population who are the most likely to be
affected[41], the Committee encourages the Executive in exploring such novel approaches to
raising new revenue to support public service delivery.

MOT Charges and Tolling

179. In its evidence, CBI called for an increase in the charge for MOT tests, which it estimates
could raise an additional £10 - £15m per year. The charges, according to CBI, could be related to
the size of a vehicle's engine and would therefore create an incentive for people to downsize
their vehicles which would be beneficial for the environment. Mike Smyth advised that, in order
to raise CBI's anticipated figure, the current charge of £40 would be increased to £60 and £100.
The Committee is mindful, however, that additional charges for MOT tests would be regressive —
as was acknowledged in the evidence from Victor Hewitt — and could lead to social exclusion of
the most vulnerable.

180. The Committee notes CBI's suggestion to utilise congestion charging and tolling as another
means to raise revenue. CBI suggested that the fundamental idea behind congestion charging
would be to change behaviour, with the charge targeted at car transport rather than at freight in
order to maintain economic competitiveness and limited to some of the main roads into Belfast.
CBI also pointed out that the cost of designing congestion charges and tolls are significantly less
than ten years ago. Whilst the Committee is aware that CBIl's proposal involves reinvesting the
additional revenue obtained from the additional charges into developing a more sustainable
transport infrastructure, it believes that the options for charging road users require thorough
assessment of impact. Members acknowledge the evidence from Professor Barrett on toll
charging in Rol, including his caution that overly high charges can discourage use, which
reduces the value to the economy of the initial investment. Moreover, the Committee has
concerns that introduction of additional charges associated with road transport could damage
small businesses and negatively affect economic activity.

Medical Charges

181. In its evidence, CBI also proposed that charges for medical services such as Accident and
Emergency (A&E) services and out-of-hours General Practitioner (GP) services be introduced.
Similar proposals were made by John Simpson and Mike Smyth, with the latter pointing to the
fact that it was normal for patients in EU countries to make a small contribution towards the cost
of a GP or A&E visit. In this regard, a €45 and €50 fee for a visit to the GP is currently charged in
Rol and France respectively. In the view of Mike Smith, it was also time for a "rethink” on the
policy of free medical prescriptions, pointing out that the original costs were estimated at £12-
£13m per year but the actual costs had exceeded £20m. Mike Smyth also advised that demand
had increased as a consequence of making prescriptions free. It can therefore be assumed that
this has increased pressure on the DHSSPS budget as the provision of prescriptions is
inescapable, with the implication being that the reintroduction of the charge might manage the
demand. Further, the Committee notes from the evidence from Professor Barrett that a
prescription charge had been recently introduced in Rol, with the objective of this charge being
to curtail the demand for drugs rather than to raise a significant amount of revenue.

Car Parking Charges
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182. The Committee notes the suggestion by Mike Smyth and John Simpson to introduce
charges for the use of public sector car parks. In his evidence, Mike Smyth made the case that,
across the UK charging for the use of workplace car parks was the norm rather than the
exception, and that, because NI was more "car centric" than GB, this would be an appropriate
charge. The Committee acknowledges that the proposed charge on public sector car parks has
the potential to raise an extra £10 - £15m per annum, according to Mike Smyth's estimates.

183. Members note that introducing NICS staff car parking charges was listed in DFP's draft
spending plans as a "high pain" savings option. DFP officials clarified to the Committee, on 10
November 2010, that car park charges only had the potential to raise £0.5m per year and stated
that such charges were likely to be progressive and based on an individual's grade within the
organisation. Nonetheless, some members expressed concern that the introduction of such
charges would be unfair to civil service staff who were also being asked to take a pay freeze.
The Committee notes that NICS car parking charges have not subsequently been introduced as
part of the Executive's draft Budget package and do not feature in DFP's final spending plans.

184. In its submission, the Committee for Regional Development pointed out that DRD plans to
introduce town centre parking charges in a number of new locations. It was noted that FSB has
raised concerns that such charges would negatively impact on DSD town centre regeneration
plans. The Regional Development Committee also notes that the Northern Ireland Local
Government Association (NILGA) asserted that such plans would put people off shopping in town
centres and encourage the use of out-of-town shopping outlets where parking is free.

Other Charges

185. A variety of other potential revenue raising options were discussed during the Committee's
evidence gathering. In his evidence, Victor Hewitt presented suggestions to end senior citizen's
free travel and introduce charges for museums and libraries, though it was recognised that the
gains from such charges would be limited. For its part, CBI proposed charges for freedom of
information requests and for accessing planning applications, in addition to increases in NI
Housing Executive rents alongside a programme of thermal efficiency improvements. ICTU
suggested that a Community Interest Levy be imposed on major planning applications and also
suggested that outdoor public assets, such as forests and lakes, could be leased to private
companies who would be interested in using the resources to undertake outdoor activities such
as paintballing and orienteering.[42]

186. To conclude, the Committee calls on the Executive Ministers to ensure that their
departments expedite attempts to identify and investigate all the possible options for raising
further revenue. The Committee further recommends that this investigation includes a full and
proper consultation with the respective Assembly committees and the wider public.

Capital Asset Realisation

187. The draft Budget sets out the Executive's plans to raise approximately £547m from capital
receipts over the four-year budget period, based on the market valuation of these assets at
today's prices. The Committee is conscious that the specific detail of some of the planned asset
sales is confidential but remains disappointed that the draft Budget fails to provide any
noteworthy information on these proposals. The Committee is of the opinion that such
information is necessary in order to facilitate an adequate scrutiny process.

188. Members are mindful that, in its effort to off-set the negative consequences locally of the
UK Spending Review, the Executive is faced with the challenge of finding additional revenue
from capital assets during a depression in the property market. Indeed, the Committee was
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informed of the scale of the depression in the market in a submission by the Methodist Church,
which detailed that property values have decreased 40% from their peak value. Members note
the fears that some stakeholders have around raising any revenue from capital asset sales
during this time, as was highlighted in the evidence from John Simpson who stated, "I do not
suggest that we sell now when the market is down."

189. The Committee notes that the Executive hopes to raise £100m over the four-year budget
period from asset sales through the Central Assets Management Unit (AMU). As shown in Table
9 below, the Executive hopes to raise the majority of this revenue in the latter years of the
Budget period:

Table 9

2011-12 2012-13 2013-14 2014-15

Additional Capital Receipts —

Central Asset Management Unit £10.0m £15.0m £25.0m £50.0

190. Whilst the Committee has reservations about selling assets when the market is depressed,
it is sympathetic to the Executive's attempts to secure additional revenue and welcomes the
prudent decision to realise the majority of this £100m towards the end of the four-year budget
period.

191. Members did, however, express disappointment that they were unable to adequately
scrutinise the case for the sale of these assets within the wider budgetary context due to the
lack of detail provided in the draft Budget document. DFP officials subsequently advised the
Committee that it is the responsibility of OFMDFM to provide further details as some of the
planned asset sales are commercially confidential. Members hope that, as the Committee for
OFMDFM investigates this area, further details will become available.

192. The draft Budget also proposes that departments be given the responsibility for selling
approximately £447m of assets during the next four years, significantly more than the £100m
under the auspice of the AMU. The Committee is once again disappointed that these assets have
not been identified in the draft Budget document, making it difficult for adequate budget scrutiny
at a strategic level to take place.

193. The Committee notes that £397m of the £447m planned revenue that the Executive will
secure from capital receipts will come from the £4.1bn worth of assets held by DSD. In a
response to the CBI's Time for Action Report, the Committee for Social Development requested
an update on revenue generating activities and capital assets realisation from DSD. The
Department provided further details to the Committee for Social Development as to the viability
of its programme of capital assets realisation. In particular, DSD identified the Newtownlands
holdings as surplus to requirements and is investigating potential to sell surplus land. DSD also
explained that SIB is currently assessing the potential to sell some of the Department's excess
commercial units. In addition, DSD provided justification behind the decision not to relinquish
control of the NIHE Head Office.

194. Members note the call by John Simpson for OFMDFM to make available for assessment the
unpublished report on capital assets realisation conducted by Ed Vernon. The Committee is
aware, however, that SIB is incorporating the recommendations from Ed Vernon's work in its
projects to improve assets management. Members were informed by the Finance Minister on 9
February 2011, that there is currently no comprehensive list for all the assets held by NICS. The
Committee, therefore, welcomes the news that AMU constructed a pilot database with DFP and
DARD to store this information, and that this pilot project included drafting a departmental asset



management strategy and identifying more specific opportunities to improve the efficiency of
asset utilisation and realisation. Members are also pleased to note that the Executive has made
the development of a region-wide corporate management strategy, individual departmental asset
management plans and the use of e-PIMS asset management database mandatory across the
public sector. The Committee is convinced that there are considerable opportunities to deliver
asset management efficiencies over the medium-to-long-term and looks forward to the savings
that will result following the future incorporation of all departments into this project.

195. The Committee also acknowledges the recommendation from John Simpson that the
Executive ought to move beyond AMU and establish a more effective strategic investment body
which could be based on the Scottish Futures Trust. Members were advised that the Scottish
Futures Trust offers an alternative to PPP/PFI in terms of incorporating private financing in public
sector projects, and that the organisation reportedly saved £111m in its first year of operation.
The Committee, therefore, recommends that the Executive examines this model, including the
potential for a similar approach in NI.

196. In their evidence to the Committee, Neil Gibson, John Simpson and Mike Smyth identified
the opportunities to further increase the value harvested from existing business assets. More
specifically, CBI questioned the need to build a new train maintenance facility rather than
making more prolonged and better use of the existing facility. Members agree with the principle
of "sweating assets", but the Committee cannot comment further as no details on this approach
have been incorporated into the draft Budget.

197. The Committee also notes the suggestion from Mike Smyth that the Workplace 2010
initiative could be revisited. Although, members recognise that the market for the sale of capital
assets remains depressed, DFP officials pointed out, during evidence on 26 January 2011, that it
can be possible to end lease contracts and make real resource savings by consolidating the
workforce into more space-efficient accommodation. The Committee believes that the Executive
should continue to investigate the prospect for achieving savings from this approach.

198. Members recognise that the Executive's drive to realise receipts from surplus capital assets
is aimed at helping to off-set the negative impact on public services in NI from the UK Spending
Review. That said, while accepting the constraints on providing commercially sensitive data, the
Committee is disappointed at the dearth of information on the capital asset realisation proposals
contained in the draft Budget, as this hinders informed debate and scrutiny at a strategic level.
Aside from the identification of surplus assets, the Committee calls for increased focus on more
efficient use of existing public assets. In this regard, while it has been pressing for a central
database of all public sector assets for some considerable time, the Committee welcomes news
of AMU's pilot project and calls for the lessons and outputs from this to be implemented across
all departments and arm's-length bodies without further delay.

Alternative Sources of Finance

199. During its evidence gathering, the Committee heard a range suggestions for alternative
sources of finance for debt and capital projects. The Committee is aware that demand is
deficient in the NI economy and believes that sourcing alternative finance of debt and capital
investment could help to rectify this problem. Nevertheless, the Committee is aware that any
finance obtained from additional borrowing will incur an interest charge, which will need to be
repaid eventually.

200. In his evidence, Mike Smyth identified the potential to make use of the borrowing
capabilities of local government to engage in capital investment. He informed the Committee
that local government was not subject to the same borrowing constraints imposed on the NI
government by HMT and suggested that there was the potential to develop an agreed strategy



based on regional need. It was also suggested that the district councils could borrow to engage
in capital spending from the European Investment Bank (EIB). In his proposal, the EIB would
provide 50% of the finance with the remainder provided by departments or from the private
sector. The Committee was interested in this proposal and recommend that DFP further
investigate its viability.

201. In evidence from DFP officials on 2 February 2011, members were advised that DFP
continues to investigate alternative sources of European funding. The Committee is conscious
that this suggestion arose in the evidence from both John Simpson and CBI. Members are aware
that there is a range of European funding sources that could be explored, including the European
Regional Development Fund and the European Social Fund; but note, in particular, John
Simpson's suggestion to attempt to draw on the European JESSICA (Joint European Support for
Sustainable Investment in City Area) funding. The Committee encourages DFP to continue to
examine such opportunities rigorously, particularly given the difficult economic downturn.

202. As alluded to earlier, members are conscious that the construction industry is likely to face
a difficult challenge in the period ahead, particularly due to cuts in public sector capital
expenditure. For this reason, the Committee welcomes the submission from CEF, which has
identified a range of ways to reform PPPs in order to address the problems with the operation of
such schemes, that have resulted in PPPs being a less attractive option than they otherwise
could be. The Committee acknowledges the CEF proposal for a revenue finance model for NI, in
addition to the suggestions from CBI which include improving value for money in PPPs, issuing
local authority bonds to fund specific projects and making greater use of franchising and
mutualisation, and asks that the Department gives these submissions due consideration.

203. The Committee is also conscious that Terence Brannigan from CBI, Brian Campfield from
NIPSA and Mike Smyth all identified the potential to leverage the assets of the NIHE in order to
re-engineer financing of the organisation. It was pointed out however that any leveraging would
require that the organisation registered as a social landlord in order to enable it to borrow
privately and subsequently invest in the housing stock. Mike Smyth considered that such a
change would not require legislation and asserted that the opportunity was particularly appealing
given that NIHE's historic debt profile had decreased significantly in recent years. Brian
Campfield claimed to the Committee that the implications of such a policy would allow NIHE "not
only to meet social housing need but to provide much-needed employment in the construction
industry.” The Committee also notes Mike Smyth's claim that, without fiscal powers being
devolved, leveraging these assets is one of the most effective ways of "creating space” in the NI
budget. Although the Committee accepts the principles behind this proposal, members have
expressed concern that any borrowing by NIHE could result in higher charges levied on
occupants of social houses who are some of the least well off in society.

204. The Committee notes the DSD response to the CBI proposals regarding NIHE, provided
through the Committee for Social Development, which noted that CBI has failed to quantify what
it regards as modest rent increases for NIHE and acknowledges that such rents have historically
increased at the rate of inflation on an annual basis. In addition, it has been noted that DSD has
also advised that it is conducting research into rent setting policies with the potential to
undertake a process of rent realignment. In its submission, the Committee for Social
Development highlighted that DSD has only provided details of its plan to increase rents by
3.75% in 2011-12.

205. It was further outlined in this response by DSD that a review has been initiated into the
appropriateness of the existing structure of NIHE and that a report is due to be published in
March 2011. DSD explained, however, that NIHE currently has £750m of loans outstanding from
the Consolidated Fund and that any future change to the structure of the organisation will have
to take account of this debt. The Department also outlined that it has considered the importance



of maximising the level of public spending into the most disadvantaged areas, levering additional
resources from private investment and developing a community finance infrastructure when
examining alternative funding sources. DSD detailed that it is working to explore the feasibility of
mechanisms that exploit community financing options, European financing options, tax based
financing options and joint venture financing options; and has already secured significant
funding through bonds with the European Investment Bank and the Housing Finance
Corporation.

206. The Committee notes the ICTU recommendation that the Executive ought to "catch-up”
with the Calman and Holtham reviews in Scotland and Wales and develop an ability to employ
greater fiscal and borrowing powers. Members also note the ICTU's proposal to introduce Tax
Increment Financing which could give councils the power to borrow against a business rate
income.

207. The Committee notes the paper from the economists Lord Robert Skidelsky and Felix Martin
which sets out proposals to obtain additional finance for business activity through the
establishment of a National Investment Bank. This detailed how that the Bank would be capable
of obtaining finance from the capital markets at a competitive rate under a government
guarantee, and would then be tasked with lending to fund socially desirable and longer-term
projects. The Committee also notes that NICVA has also proposed the establishment of a similar
investment bank capable of leveraging European finance. While the Committee is interested in
these proposals, it recognises that, under the NI Act 1998, financial services, including banking,
is a reserved matter.

208. The Committee calls on DFP and the wider Executive to explore fully the various
approaches to finding alternative sources for financing debt and capital investment, as identified
by the stakeholders who provided evidence for this Report. These include, for example: utilising
the borrowing capabilities of local government to engage in capital investment; further
investigation of European funds; the potential to leverage the assets of NIHE; and
alternatives/reforms to PPP/PFI for incorporating private financing in public sector projects.

Impact of AME cuts

209. In addition to the DEL funding via the Barnett formula, NI also receives funding through
Annually Managed Expenditure (AME). This relates to spending that is demand-led, the largest
single element of which is welfare expenditure. The Westminster Government announced a
programme of welfare reform[43] which it anticipates will remove £18 billion from the welfare
budget; it is estimated that NI's share of this will equate to £500m.

210. In examining this issue, Assembly research noted that the Institute for Fiscal Studies (IFS)
has found that, in considering all the measures to be introduced between 2010-11 and 2014-15,
NI is expected to undergo the most significant losses of all UK regions, after London. In
considering the reasons for this, the Assembly research notes that the levels of economic activity
in NI are particularly high, and that "much of the reform in respect of unemployment benefits
appears to presume the availability of surplus employment"; however, this cannot be considered
to be a safe assumption in the current economic climate. In the first instance, the NI economy is
skewed towards the public sector, which will be significantly affected by the cuts to DEL.
Members note that, unlike other regions in the UK, the economy in NI is not considered to be "in
recovery”, and it is unlikely that the relatively small private sector will be able to either provide
sufficient employment opportunities for those who are currently economically inactive or
compensate for public sector cuts and/or job losses.
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211. As alluded to earlier in the Report, the Committee notes from the Assembly research that
there are a number of other reasons why the reforms will have a particularly regressive effect for
NI, including:

= the relatively high proportion of households with children;

= a lack of developed infrastructure for childcare, which is recognised as an impediment to
work;

= the high rate of reliance on Disability Living Allowance.

212. In evidence to the Committee on 3 November 2010, DFP officials advised that the Executive
had received a Barnett consequential to implement and deliver the welfare reform agenda, in
terms of both current and capital expenditure. However, all the savings that will result from
these reforms will be in respect of AME and of direct benefit to HMT. The Committee
understands that discussions had been taking place with HMT as to whether any of the savings
realised could be transferred to DEL for use by the NI Executive. At the time of this Report, there
were no further developments in this regard.

213. A range of views were expressed by witnesses on the welfare reform agenda during oral
evidence to the Committee. John Simpson told members that, while the cuts may be
uncomfortable, it was his belief that parity on social security spending should be maintained.
Professor David Heald considered that more demands are likely to be made on public services at
a time when public expenditure will be more constrained. NICVA also anticipates that the
reforms will "lead to major problems and further work for the advice sector". Mike Smyth noted
that the welfare system in the UK is passive, and pointed to Scandinavian countries which
operate active labour market policies of placing people in work, training or education, which
have a positive impact on long-term unemployment. Neil Gibson stated that the cuts to AME and
DEL present a significant challenge to NI; however, it offers opportunities and "we can use that
[AME cuts] and the squeeze on public-sector money to help Northern Ireland to re-orientate its
priorities towards a private sector-led economy”. Dr Esmond Birnie told the Committee that
welfare reform is one of the areas in which the public is "up for more radical, courageous choices
than we might expect”, when appraised of constraints facing the Government.

214. The Committee notes that the draft Budget proposes a Social Protection Fund, which it
understands is aimed at addressing some of the negative outcomes for those worst hit by the
welfare reforms. The proposals only include an allocation of £20m for the first year of the Budget
period; funding from 2012-13 to 2014-15 will "come from the additional revenue streams
identified by Ministers coming into operation and delivering new resources for deployment”. In
its submission, the Committee for OFMDFM has noted that details on the scheme are still under
consideration by Ministers. The Committee for Social Development stated that it required further
information "on the application by the Department to the Social Protection Fund for support for a
scheme to help home owners facing repossession proceedings".

Preventative Spending

215. During its scrutiny of the draft Budget, the Committee heard evidence on the theme of
Preventative Spending in which can be understood as:

"a clinical, social, behavioural, educational, environmental, fiscal or legislative intervention or
broad partnership programme designed to reduce the risk of mental and physical illness,
disability or premature death and/or to promote long-term physical, social, emotional and
psychological well being."



216. The Committee is concerned that many of the proposed budgetary cuts are likely to have
an adverse impact on preventative spending. An Assembly research paper, for example, detailed
to the Committee that the Westminster Government's planned cuts in the AME budget will lead
to the removal of the Sure Start maternity grant for a second child as well as the abolition of the
Help in Pregnancy grant. The abolition of these schemes will reduce government expenditure
targeted at the early years' age group and research suggests that the most vital intervention
ought to occur during this time.

217. In their submissions to the Report, a number of other committees have expressed
dissatisfaction regarding proposed departmental cuts to services that are, in effect, programmes
of preventative spending. The Committee notes the Committee for Employment and Learning
has raised concern over the damaging long-term impact that would result in ending the Adult
Apprenticeship and Education Maintenance Allowance schemes. The Committee also notes the
concerns of the Committee for Culture, Arts and Leisure who highlighted that the 12.6% real
terms cut in Sport NI's budget will severely hamper the Sport Matters programme. It has been
noted that such cuts are likely to negatively impact on participation rates in sport which will
result in worse levels of fitness. There is also an awareness that fitness levels are directly
correlated with costly diseases such as obesity and diabetes and is conscious that cuts in sport
may cost society more in the long run. The Committee for Culture, Arts and Leisure also
expressed anxiety that, as a result of budget cuts, an additional ten libraries are projected to
close over the next four years and raised concerns that this would negatively impact on the
poorest in society. On this point, there is a concern that libraries are an undervalued asset in
society as the benefits of good literacy rates in society are widespread and accrued over the long
run. The Environment Committee also expressed concern regarding the reduction on funding for
road safety, despite the apparent success of this programme. Related to this theme of
preventative spending, the Justice Committee has cautioned other departments that, unless a
holistic and cross-departmental early intervention strategy is implemented, the knock-on effect
will be an increase in the levels of offending and increased costs to the justice system.

218. CFP nonetheless welcomes the Executive's decision to establish a £20m per year Social
Investment Fund and a £20m Social Protection Fund. As no further details have yet been
released to the public regarding the nature of these funds, the Committee is unclear as to
whether either programme will fully incorporate preventative spending schemes. The Committee
does note, however, that the Committee for Social Development has revealed that DSD
anticipates using the Social Protection Fund in order to support homeowners facing repossession.
Members are aware that the Committee for Social Development has also called for more
information from the Department regarding the details of the Social Protection Fund DSD
scheme. Members also note that the Executive has not, as yet, set aside any additional funding
for the Social Protection Fund after year one of the budget period.

219. In a detailed Assembly research paper on preventative spending (Appendix 7), the
Committee was informed that the current reactive model of public service delivery prioritises
cost-ineffective treatment over often cost-effective prevention. The Committee notes that the
research detailed in this paper presents an evident link between a poor upbringing and some of
the most costly negative social problems.

220. The Committee is anxious that the statistics detailed in the evidence indicate that NI
compares relatively poorly to other European locations, particularly in terms of social mobility
and child wellbeing. Members noted the following example from the Assembly research paper
that highlights this point: "Daughters of teenage parents are three times more likely to become
teenage mothers, and 65% of sons with a convicted father go on to offend themselves."
Members also noted a wide range of statistics which outlined the resulting demand-led cost of
current policy choices. One such cost was outlined in a briefing paper presented to the



Committee from Action for Children, who highlighted that estimates indicate that a single serial
offender costs society over £1.1m to £1.9m over their lifetime.

221. From the research findings, the Committee also notes that forecasts estimate that the cost
of social problems will continue to increase. Moreover, it is likely that any such costs will be
further exacerbated due to the impact of the economic downturn.

222. The Committee is mindful that preventative spending is an investment in human capital,
and human capital is unquestionably a key factor that determines Foreign Direct Investment
(FDI) in today's global economy. In particular, there is strong evidence demonstrating that
expenditure in the pre-school years delivered the highest rate of return on human capital
investment. On this point, members note, for example, that in an early intervention programme
delivered by Oxfam, up to £19 was saved for every £1 spent. The Committee also acknowledges
the endorsement of early intervention programmes in the evidence from the economists Dr
Esmond Birnie and Dr Graham Brownlow, with the latter explaining that such programmes are
both equitable and efficient. For these reasons, concern was raised in the Committee about
statistics which suggested that the Sure Start programme in NI was inadequately funded. The
Committee notes that the figures detailed in the submission from the Northern Ireland
Childminders Association (NICMA) show that only £80 per child was spent each year on children
through the Sure Start programme in NI, compared to an average of £600 per child each year in
England. The Committee was also made aware, that the delivery of effective children's services
was reliant on the quality of staff. The Committee was therefore concerned to learn from the
research that recruiting high quality staff was a general problem across the UK due to the
absence of the study of social pedagogy in third level institutions.

223. Arising from the research, the Committee examined a wide range of preventative spending
case studies and believes that many of these demonstrate that there is real potential to make
significant savings with effective preventative spending. Indeed, the Committee is conscious of
the compelling results from a joint university study in Australia, (which was cited as being the
largest and most rigorous evaluation ever undertaken) which provided analysis on the cost-
effectiveness of 150 different health prevention strategies. The Committee also notes that the
Health Committee believes that the 1.6% of the health budget that is currently allocated to the
public health agenda is insufficient.

224. The Committee acknowledges the analysis of CBI which calculated that if re-offending rates
were reduced by 10%, £40m could be saved per annum. In a research paper presented to the
Committee from the Economic and Social Research Institute (ESRI) in Dublin, the Committee
was informed that the Irish Government had adopted an early intervention strategy for those
most at risk of becoming long-term unemployed. This paper outlined that previously people who
were on the unemployment register would have been referred to the Public Employment Service
only once they had been unemployed for a period of time and, whilst this seemed like a good
idea, referring those most at risk of falling into long-term unemployment at the earliest
opportunity was even more effective. In a submission from the Citizens Advice Bureau, the
Committee was also informed that, for every £1 spent on services to promote benefit take-up,
£8.50 was recovered in entitled benefits (which also act as a fiscal stimulus into the local
economy because benefits are a component of AME).

225. The Committee notes from the Assembly research paper that there is a much greater
incorporation of preventative spending into public service delivery in other countries such as
Scandinavia and the Netherlands. Moreover, the Committee is aware that a number of schemes
are currently being trialled and appraised by various local authorities across Britain. Members
believe, therefore, that there is scope to use existing evidence and learn from international best
practice.



226. The Committee is anxious to ensure that resources are allocated in the most cost-effective
fashion, particularly during a time of economic hardship. Members are also mindful that, as a
result of proposed budget allocations, voluntary organisations such as Home Start (an
organisation that provides family support services) could collapse; and that a costly increase in
demand for social services and a requirement to place more children into care — at a cost of
£2,500 per person — would result.[44] For these reasons the Committee believes that the
Executive needs to be careful not to make "penny wise, pound foolish" budget allocations. The
Committee agrees that similar questions to those identified by NICVA, in its submission to the
Committee, need to be addressed before decisions are made to cut services.

227. From its examination of this subject, the Committee is aware that, as a result of disjointed
government, departments do not engage sufficiently in preventative spending, and that this is
partly because preventative spending by one department often leads to savings in another. With
respect to this point, the Committee also recognises that it is difficult to attribute specific
outcomes to an individual department's preventative spending programmes. These problems of
"silo" budgeting were also raised during the evidence sessions with Dr Esmond Birnie and with
CBI. Dr Birnie asserted that a holistic cross-departmental approach to governance was necessary
and that, in terms of the budget, he believed that it was necessary to calculate collectively how
much across departments was directed at tackling specific outcomes.

228. The Committee notes from the Assembly research paper that some organisations expressed
discontent that the government's central macroeconomic aim was to achieve economic growth
often at the expense of other more accurate measures of prosperity. The Committee is conscious
that the powers which have been devolved to NI give the government the ability to promote
positive social outcomes but limit the government's ability to directly stimulate economic
growth.[45] The Committee therefore recommends that the Executive evaluates the value of
targeting other or alternative macroeconomic measures of prosperity alongside GDP growth.

229. The Committee believes it necessary to adequately measure and record social outcomes if
alternative measures of prosperity are to be employed. In addition, to overall prosperity, the
Committee believes it necessary to take greater account of the impact of departmental budget
allocations and spending plans on desired outcomes. The Committee notes, however, that many
organisations regarded the current tools used for measuring social outcomes as deficient. This
was explained by the organisation WAVE who stated that, "policy evaluation tools restrict
investment decisions being considered beyond their financial return and this means public
services are led more by cost efficiencies, not by public benefit." The Committee therefore
recommends that the Executive considers proposals, as outlined in the recent Assembly research
paper on preventative spending, for the development of new indicators, more use of the Social
Return on Investment (SROI) indicator and to measure outcomes with a greater use of
longitudinal research. The Committee made a similar recommendation in its Report on the
Inquiry into Public Procurement in Northern Ireland, when it called on DFP to put in place a
suitable model for systematically measuring, evaluating and incorporating wider social value
considerations within economic appraisals and business cases.

230. Also in a previous report, the Committee recommends that the Executive establishes a
much more transparent system of measuring relationships between resource inputs and
outcomes.[46] According to the Centre for Social Justice, outcomes ought to be treated
differently to outputs.[47] Outcomes, they state, are the change in society that are determined
by outputs which the government has operational control over. The Committee notes the
analysis of Dr Graham Brownlow who recognised this issue and warned that public services
ought to be careful not to chase "output" targets (such as education attainment, for example)
and subsequently fail to adequately deliver an adequate holistic service. The Centre for Social
Justice, however, asserts that measuring outcomes enable the government to determine where
public spending delivers results and where it does not and therefore ensure that society does not
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continue to pay for ineffective and inefficient programmes. Moreover, the Centre for Social
Justice contends that there is too great a focus on achieving efficiencies through spending cuts
rather than through greater effectiveness.

231. The Committee believes that the delivery of public services must become more effective if
efficiencies are to be realised. For this reason, the Committee is very concerned that there is
little evidence of plans in the draft Budget to do, "more with less." Indeed, the Committee is
aware from the Assembly research that Action for Children found a weak relationship between
how much a country spends and the resulting social outcomes. In his evidence, Dr Brownlow
also highlighted that there were many public sector outputs (such as educational attainment, for
example) that were divorced from resource inputs. A number of costless preventative spending
suggestions were also noted by Committee.

232. In its evidence to the Committee, Barnados called for a much greater "Systems Thinking"
approach in the public sector in order to improve its effectiveness. This and previous evidence to
the Committee suggests that, with the same resources, there will always be scope for the
Executive to engage in greater preventative intervention. Members also note that many
organisations have also reported experiencing problems due to bureaucracy and information
sharing problems when delivering programmes of preventative spending; an issue that was also
raised in the evidence from Advice NI and from NICVA. Other witnesses identified the need for
the Executive to collectively decide on plans to facilitate the development of more effective
public services.

233. Also from the Assembly research, the Committee notes some possible means of financing
preventative spending. Members were particularly interested in potentials created by the use of
social impact bonds, which are a method of obtaining upfront private sector money in order to
finance long term preventative spending programmes. The bonds subsequently then pay a
return to investors based on social return of the initial investment. The Committee considers that
the potential use of social impact bonds merits further investigation by DFP.

234. The Committee considers that there is a strong argument that current public spending
patterns are inefficient over medium-to-long-term timeframes. Whilst acknowledging that there
are indisputable barriers to a "preventative spending” approach, members believe that, with
strong leadership and steadfast vision, such barriers can be overcome. As such, the Committee
recommends that the Executive signals its intention in the final draft Budget 2011-15 to establish
a cross-departmental taskforce which will:

= evaluate existing preventative spending initiatives across the public and voluntary sectors
in NI, including their budgetary positions;

= develop proposals for strategic preventative spending programmes, that are informed by
international lessons, and which could be introduced during the period covered by the
Budget; and

= identify possible means of financing the proposed programmes as necessary (including,
for example, through the additional revenue-raising measures being considered, social
impact bonds, additional efficiency gains from relevant departmental budgets,
development of pooled budgets, prioritisation in monitoring round allocations).

235. From the Assembly research, the Committee notes that much of the evidence considered
and resultant recommendations arising from the recent inquiry into preventative spending by the
Scottish Parliament's Finance Committee are also applicable to NI. As such, the Committee
suggests that the proposed cross-departmental taskforce also takes account of the work of the
Scottish Parliament's Finance Committee into preventative spending, the recommendations from
which highlight, for example, the need to:



= develop a clear definition of what counts as "Preventative Spending;"

= assess how to embed the concept of preventative spending much more widely within the
public sector; and

= investigate how the mutual relationship between central government and local councils
could be improved in terms of early intervention strategies.

Economic Levers

Rebalancing the Economy

236. The Committee is aware that the Executive's plans to employ a range of economic levers as
part of a new Economic Strategy for NI. The Committee welcomes the publication of the
consultation document by DETI on the Priorities for Sustainable Growth and Prosperity and looks
forward to the publication of the Westminster Government's forthcoming report on rebalancing
the NI economy.

237. It is widely understood that the NI economy is overly reliant on the public sector. This was
highlighted in an Executive sub-committee presentation which detailed that:

= Public expenditure in NI accounts for 63% of output compared to 39% in GB;
= Public sector output in NI accounts for 26% of total output compared to 18% in GB; and

= Public sector jobs account for 36% of all jobs compared to 28% in GB.

As a result of such a large public sector, GVA per capita in NI has historically remained
depressed at approximately 80% of the UK average. In this regard, the Committee notes the
view of Victor Hewitt who asserted that the low cost economic model upon which NI has
traditionally relied is increasingly becoming unfit for purpose. This point was reflected in the
recent DETI consultation paper, which outlined the need to rebalance the economy towards
higher value added private sector activity.

238. The Committee welcomes the Executive's plan to utilise a number of levers to promote
broad based export-led economic activity. Members note the view of Victor Hewitt who stressed
that there was a need to promote job growth using the tools available to Invest NI. More
recently, a coalition of local businesses released a job creation manifesto which outlined the
private sector's aspiration going forward to generate 94,000 new jobs. However, the Committee
has also noted that concerns have been raised by both CBI and CETI that cuts to Invest NI's
budget will seriously constrain its ability to harness new business activity and support otherwise
worthwhile business projects. In its submission, the Committee for Employment and Learning
asserted that reductions in that Department's budget will have, "a disproportionately negative
impact on our economy's performance and capacity than reductions made to the budgets of the
majority of other Departments.” With respect to this, CBI has also questioned the wisdom of the
proposed abolition of the over-25 apprenticeship programme and the proposed cuts to
innovation and research (including PhDs).

239. During the course of the evidence gathering for this Report, the Committee considered are
range of specific issues relevant to the drive to rebalance the local economy. Given the linkage of
these issues to the wider budgetary considerations, the Committee has taken the opportunity to
record its deliberations on these matters in the following sections.

Corporation Tax



240. The case for a reduced rate of corporation tax in NI has been on the mind of the
Committee since the start of this mandate. In its submission to the Varney Review in July 2007,
the Committee concluded both that "the case has already been well made and that compelling
empirical evidence exists as to how a lower corporation tax would increase FDI and improve
productivity in NI" and that "the issue now is whether the political will exists within the UK
Government to recognise the unique circumstances in NI and acknowledge that its 'one size fits
all' approach for the UK is inappropriate for the NI economy". However, the Varney Review of
Tax Policy in NI (2007) subsequently concluded that "a clear and unambiguous case for a 12.5%
rate of corporation tax cannot be made".

241. The Committee revisited the matter again in March 2010, following the publication of the NI
Economic Reform Group report on The Case for a Reduced Rate of Corporation Tax in Northern
Ireland. Representatives of the Group briefed the Committee, highlighting the recent Azores
Judgement of the European Court of Justice, which allows member states to establish internal
regional tax rates provided certain conditions are met, as removing one of the obstacles
currently standing in the way of a reduced rate for NI.

242. The Economic Reform Group has advocated a number of potential benefits which would
accrue from a reduction in the rate of corporation tax, including increased employment that
would lead to increased revenues from income tax and national insurance contributions,
alongside a reduction in the number of long-term unemployed. Following this representation, the
Chairperson, on behalf of the Committee, wrote to the Minister of Finance and Personnel,
proposing that the Executive, or an appropriate Executive sub-group, should meet urgently with
the Economic Reform Group to discuss the proposals contained in its report. In his response, the
Minister advised of his very real concerns about the reduction in the NI Block Grant which would
be incurred to compensate for any loss in corporation tax revenue; and the potential any request
for regional tax varying powers could trigger a comprehensive review of funding mechanisms for
devolved administrations. He also advised that, as Finance Minister, he did not see merit in
engaging further at that point in time.

243. Given the cross-cutting nature of the matter, the Committee also tabled the following joint
motion with CETI: "that this Assembly notes the report from the Northern Ireland Economic
Reform Group on the case for a reduced rate of corporation tax in NI". Debated in plenary in
May 2010, there was unanimous support by those MLAs present. The debate was timely, as
shortly afterwards the new Westminster Government launched its Programme for Government
with a commitment to "producing a government paper examining potential mechanisms for
changing the corporation tax rate in Northern Ireland".

244. Many of the witnesses appearing before the Committee, as it has gathered evidence to
inform its views on the draft Budget, have addressed the matter of corporation tax. This has
ranged from those who are overtly enthusiastic about the potential to reduce the rate to those
who urge a more cautious approach.

245. During its evidence, CBI told the Committee that:

"instead of becoming a low-cost economy...we have to become an income-driven economy.
There is no doubt that varying the rate of corporation tax can enable us to do that... There is no
doubt in the mind of the Business Alliance that varying the rate of corporation tax is the single
most important lever that we could put into the hands of government here to create real growth
in real jobs to create real wealth for all the people in NI. You can argue about whether it is a
silver bullet but I have no doubt whatsoever that varying the corporation tax rate is the single
most significant tool that can be used to create growth".



The need to move away from promoting NI as a low-cost economy was echoed by Victor Hewitt,
a long-standing advocate of a lower rate of corporation tax. He told the Committee that, rather
than focusing on NI as a low-cost place to do business, the emphasis should shift to promoting
NI as a business centre.

246. Those approaching the issue more cautiously, like John Simpson, acknowledged that
reducing the rate of corporation tax was only a "game changer" if combined with other measures
to help strengthen the economy. Dr Esmond Birnie similarly advised the Committee that the
position of PwC is that:

"we do not believe that a reduction in the headline rate would be a panacea or silver bullet that
would simply resolve everything overnight and result in the kind of performance in respect of
Foreign Direct Investment that the Irish Republic enjoyed for many years".

247. However, a paper submitted to the Committee by PwC in January 2011 entitled Corporation
Tax: Game Changer or Game Over?[48] suggested that the Executive should consider "whether
the power of fiscal flexibility itself would be of greater value in rebalancing the economy than a
simple cut in Corporation Tax where the likely benefit is unproven”.

248. Members are aware that the NI Affairs Committee at Westminster is currently undertaking
its own Inquiry into a Reduced Rate of Corporation Tax for NI and await the outcome with
interest. The Committee also notes that the Executive has now received a copy of the
Westminster Government's draft paper on rebalancing the NI economy, which includes a
consideration of the process by which the rate of corporation tax can be reduced locally and the
potential implications.

249. Recent correspondence from the Minister (dated 8 February 2011) highlights his continued
reticence in pursuing a reduced rate of corporation tax, suggesting that the "estimated costs are
very high and perhaps prohibitive”. The Committee commends the Minister for continuing to
engage with this issue despite his reservations and agrees with his assessment that "this is one
of the most important decisions we will have to take... it involves extending our devolved
powers, it is fundamental for the economy and the potential impact on the block is enormous".

250. The potential cost of corporation tax has been emphasised to the Committee in a written
submission from the Northern Ireland Research Team , Poverty and Social Exclusion in the UK
Project (PSE UK), based at QUB. It argues that: "even if the EU hurdles can be overcome, a
Corporation Tax rate of 12.5 per cent for N Ireland would appear to be a poor use of £280million
per annum. In the short-term jobs would be lost and there is no certainty of job creation”. PSE
UK goes on to reiterate the point made by PwC that, should tax varying powers be devolved to
NI, "better strategic use can be made of such a resource in growing the type of private sector
activity which will be of long term benefit to N Ireland".

251. Regarding the potential costs, members were interested in hearing the comments made by
the Minister during oral evidence on 9 February 2011. He explained that there was still work to
be done in clarifying the potential costs to the block grant, and also emphasised the need to
work collaboratively with the EU on what could be offset against those costs within the remit of
the Azores judgement, the focus being on reducing to the absolute minimum the bill to NI. He
also advised members that, even allowing for the devolution of the necessary powers to NI
within the next year, it is unlikely that the initial costs of introducing a lower rate of corporation
tax would begin to be incurred in the 2011-15 budget period, as FDI companies plan their
investments on a minimum two-year horizon. Additionally, the Minister pointed out that, in the
meantime, the devolution of the power could, in itself, act as an incentive to potential FDI
companies.
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252. Like most commentators, the Committee recognises that a competitive rate of corporation
tax, on its own, would not provide the "silver bullet" for the local economy and members would
support the Executive in taking a multi-faceted approach to economic growth and, in particular,
to increasing opportunities for Foreign Direct Investment. However, the Committee encourages
the ongoing collaborative efforts to verify the costs and address the barriers associated with
introducing a competitive rate of corporation tax in NI, which would undoubtedly provide an
important tool for incentivising FDI investment. Moreover, the Committee believes that the
Finance Minister and his Executive colleagues should do all within their power to avail of the
present opportunity to finally resolve this issue; especially given:

= the apparent receptiveness on the part of the new Westminster Government on the
matter, in terms of its proposals to rebalance the economy;

= the fact that the devolution of the power could, in itself, act as an incentive to potential
FDI companies; and

= that a phased approach could be taken to the Executive's subsequent exercise of the
power and to incurring the associated costs, which would not necessarily take place
during the upcoming budget period.

Prompt Payment of Government Invoices

253. The Committee has long been concerned about the opportunities available for local SMEs to
do business with central and local government, as was evidenced by its recent inquiry into public
procurement. Members therefore welcomed the introduction, in November 2008, of the 10-day
payment target for government invoices, announced by then Finance Minister, Nigel Dodds; an
initiative mirrored on developments in GB and designed to help local businesses through difficult
times.

254. Correspondence from a member of the public drew the Committee's attention to the fact
that Scottish Government departments have been outperforming the NICS on meeting the 10-
day payment target. The Committee also noted that the Whitehall Department of Business,
Innovation and Skills had introduced a 5-day prompt payment target.

255. The Committee has sought regular updates from DFP on the performance of government
departments in meeting the 10-day prompt payment target for invoices paid through Account NI,
the shared service introduced to improve financial management across the NICS. During
guestioning of departmental officials, members have learnt that extra investment has contributed
to a significant improvement in the performance of departments in meeting the 10-day payment
target (up from 57% to 82% since the last financial year). However, the Committee is concerned
that this investment is not sustainable in the long-term given other budgetary pressures.

256. Through regular monitoring members have noted that it has been difficult for many
departments to meet the 10-day payment target, and that it is particularly challenging for those
departments operating mostly through ALBs. This is evident in the answer to a recent Assembly
Question, when the Minister of Culture, Arts and Leisure indicated that the Ulster-Scots Agency
has a target time of 30 days for the processing of invoices from suppliers relating to the payment
of goods and services[49]. It echoes the comments of CEF which told the Committee:

"The Finance Minister requested that final bills be paid within 10 days. However, we have heard
that is not happening across the board. Of course, as with all these things, it tends to get a bit
muddy and a bit grey when it comes to the arm's-length bodies".

257. The Committee's attention was also drawn to the Late Payment of Commercial Debts
(Interest) Act 1998 and the Late Payment of Commercial Debts Regulations 2002, which
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stipulates the 30-day statutory payment period, and outlines the implications of failing to meet
this target. Correspondence with DFP brought to light the fact that, out of ten departments that
had responded to a request for information, seven had paid late interest charges during the
previous three years. However, during that time, the number of late interest payment charges
had decreased: 2007-08 — 94; 2008-09 — 73; and 2009-10 — 64. DFP advised that the total late
payment charges incurred by the departments during that time was approximately £67k and that
the majority of these late payment charges related to ALBs.

258. During evidence from DFP officials on 20 October 2010, members were informed that
Account NI operating systems had originally been designed to meet the statutory 30-day target
for supplier payment terms, and that it would not be economically viable to invest in Account NI
to the extent that would allow the 10-day target to be met. Departmental officials also advised
members that the ability to meet the 10-day target was to some extent reliant on the input of
individual departments. Consequently, it has been indicated that the Department would be in
favour of reverting back to the 30-day payment target. Such a scenario was discussed by DFP
officials when they gave evidence to the Committee on the Department's own draft spending and
savings plans on 26 January 2011. They advised that moving away from the 10-day prompt
payment target was one of the actions considered when developing the Department's proposals.

259. The Committee is also aware of situations where main contractors are not passing on the
benefits of prompt payment to their subcontractors. CETI wrote to the Committee to advise that
"although contractors working on Department for Social Development contracts are paid within
10 days there is evidence that many contractors are not paying sub-contractors properly".

260. The Committee Stage of the Construction Contracts Bill provided members with the
opportunity to question DFP officials on measures that are in place to ensure prompt payment of
subcontractors. Members received assurances from DFP in this regard and welcomed measures
that are being introduced with the Construction Industry Forum (CIF), through a revised code of
practice for government construction clients and their supply chains, which includes a fair
payment charter. The Committee hopes to have an opportunity to examine this matter further
before the end of the mandate and will, in any event, wish to recommend that its successor
committee continues to monitor this closely.

261. The Committee recommends that, whilst departments and their ALBs should continue to
strive to meet the 10-day prompt payment target, particular focus should be placed on achieving
payment within the 30-day statutory payment period. In terms of meeting the statutory payment
period, the Committee seeks further assurance that the risk of potential unforeseen costs of late
payments is being minimised. Members continue to be concerned that the benefits of any
success by public bodies in meeting prompt payment targets is not filtering down to local SMEs,
particularly those in the construction industry, placed further down the public procurement
supply chain. In this regard, the Committee welcomes the introduction of the Fair Payment
Charter and recommends that DFP evaluates the scheme on a six-monthly basis to establish its
effectiveness and identify any areas for improvement, and to report the outcome of this
evaluation to the Committee.

Banking Issues

262. Throughout the mandate the Committee has been concerned about the impact of the
economic downturn on local businesses and consumers, particularly regarding the activities of
the local banking sector. Whilst mindful that the regulation of banking and financial services is a
reserved matter, members wanted to raise issues highlighted to them by the local business
community with the banking sector. In 2009, the Committee held four separate evidence
sessions with local banks and mortgage lenders to highlight the difficulties being faced by local



businesses in accessing credit and lending facilities; and by local consumers, particularly in
relation to the housing market.

263. Members also heard from the Institute of Directors (lIoD) which surveyed NI businesses on
accessing finance from local banks. The oD began its bank lending survey in April 2009 after it
became apparent that there was no empirical evidence to back up anecdotal reports on how the
economic downturn was affecting local businesses and to identify the issues that needed to be
addressed.

264. The loD repeated its survey on two more occasions, in September 2009 and March 2010,
highlighting the difficulties small businesses were facing in accessing short-term liquidity.
Repeatedly, the loD found that, over the period in question, there was an increase in the
number of business requests for finance being declined across all products, with extensions to
existing facilities and requests for new facilities showing the highest rates of decline. Further
frustrations identified centred on the length of time taken to get a decision; increased levels of
bureaucracy; and a lack of local decision making. Also, 40% of respondents reported an increase
in charges, while 27% had been asked to provide personal guarantees. Whilst recognising that
the loD survey had a relatively small sample size and there is a possibility of bias, in that
businesses may have been more likely to respond if they had been declined credit, the
Committee believes that the results reflect much of the anecdotal evidence relayed to members
by their constituents.

265. The issue was highlighted again by the leaders of the four main churches in NI (Catholic
Church, Church of Ireland, Methodist Church and Presbyterian Church) when, in June 2010, they
issued a statement calling on local banks to adopt a more sympathetic and positive approach
when dealing with businesses. Following consideration of the church leaders' statement,
members agreed, at their meeting on 8 September 2010, to make a proposal to CETI to hold a
concurrent meeting on banking issues.

266. The meeting of the two committees, which took place on 22 September 2010, included
evidence sessions with the Church leaders; local banking representatives and there was also an
opportunity to receive an update from the oD on the outcome of its local business surveys. The
Church leaders drew members' attention to a key change in local banking practice when they
explained that:

"Unfortunately the culture of banking is that big decisions tend to be pushed further up the line
to committees that nobody knows or meets. Banks have ceased to be part of the communities
and small, provincial towns in which they function".

These evidence sessions also highlighted the slow up take of government supported financial
assistance initiatives and that local business owners were increasingly being asked to put up
personal guarantees against loans.

267. The two committees invited the British Bankers' Association (BBA) to give evidence at a
further concurrent meeting, which took place on 17 November 2010. Members questioned BBA
on the outcome of its recent Business Taskforce and how its proposals might be implemented in
NI. Subsequent correspondence from the Finance Minister has confirmed that both he and BBA
are actively pursuing a way forward. An agreement has also been reached with BBA to ensure
that it will now provide NI specific lending data on SMEs and that this will be reported on a
guarterly basis. The Executive also co-ordinates the Cross-Sector Advisory Forum's Banking Sub-
Group, which has been established to ensure that the local banking sector meets the needs of
businesses and consumers here.



268. In November 2010, the Archbishop of Armagh, the Most Reverend Alan Harper, wrote to
CFP and to CETI to update members on the outcome of its ten-month consultation with
businessmen, business organisations, trade unions and individual parishioners. The conclusions
of the group included:

= supporting the creation of a Credit Review Office, similar in nature to that which exists in
Rol. (Its objective is to determine if the Allied Irish Bank and Bank of Ireland in particular
are achieving the objectives set for each of them to make €3bn of new lending over the
next two years);

= within NI, such a Credit Review Office might report to the Assembly and have the legal
power to select and examine lending cases from any bank operating here, with a view to
reporting on whether declined borrowers can demonstrate that their business is viable as
a going concern and has cash generation capability to service its debts; and

= new lending must work on the principle of sustaining and, further, achieving a new uplift
in lending into the local SME private business sector. This would assist government in
achieving its targets for private sector growth.

269. The Archbishop advised the Committee that, at the time of his correspondence, the group
was still waiting to hear from three of the banks about the issues it had raised with them. He
went to say that the group will continue to monitor and collate evidence and make that further
information available to members.

270. The Committee subsequently wrote to DFP inviting views on these recommendations and
the response from DETI on the same matter, which had been copied to CETI. DFP advised that,
as banking regulation is a reserved matter, the Assembly does not have the power to call the
banks to account in the manner suggested (i.e. through a Credit Review Office). However, it did
note that one of the BBA Taskforce recommendations is to establish a transparent appeals
process and DFP officials have discussed this with colleagues in HMT and the Whitehall
Department of Business, Innovation and Skills. The Committee notes DFP's understanding that
the need for such a process is recognised by all.

271. The Committee recognises that a restoration of bank lending to sensible levels is a
necessary pre-requisite for economic recovery. Members support the Finance Minister and his
Executive colleagues in encouraging the take-up of Government sponsored finance schemes. The
Committee also welcomes the continued engagement by the Finance Minister and his officials
with BBA, loD and local banking representatives on the implementation of the BBA Taskforce
recommendations. The Committee recommends that the Department continues to actively
monitor the relationship between the local banking sector and small businesses and welcomes
the agreement that BBA will report quarterly on local lending figures. Members also support the
Minister in engaging with the Whitehall Minister for Business, Industry and Skills on the
development of a transparent appeals process. In addition, the Committee will be identifying
these banking issues in its legacy report for the successor committee to pursue in the next
mandate.

National Assets Management Agency

272. Since its proposed creation, the Committee has kept a watching brief on developments
relating to the National Assets Management Agency (NAMA) in Rol, particularly with regard to
the potential implications for the NI economy given the quantum of NI assets held by the
agency. In October 2009, the Chairperson wrote to the Finance Minister seeking assurance that
there would be a NI representative on the NAMA Board. The Committee was therefore pleased
to note the creation of a NAMA Northern Ireland Advisory Committee.



273. During an evidence session with DFP officials on 2 February 2011, members sought
assurance that there will not be a "fire sale” of assets and also that there would be consultation
before any action is taken. Arising from this evidence session, the Committee awaits a response
from DFP on the level of engagement between the Minister and his Rol counterpart on this issue
and on the likely timescales for the disposal of NI assets by NAMA.

274. The Committee welcomes the establishment of the NAMA NI Advisory Committee and
supports the Finance Minister in his ongoing engagement with his Irish Government counterpart
on this issue. Members caution against a "fire sale” by NAMA of its assets in NI and seek
assurance that the Finance Minister will do all in his power to prevent this from happening.

Industrial Derating

275. The Committee examined the issue of industrial derating within the wider context of the
draft Budget 2008-11. At that time, the Committee considered "that the policy is an outdated
and blunt instrument in terms of promoting economic development and sustainability in the
longer term”. However, in recognising that any substantial modifications to the scheme would
run the risk of contravening EU State Aid rules, the Committee supported the retention of
manufacturing rates at 30% liability at that time. In doing so, however, it requested that
consideration be given to whether modifications could be made to encourage activity that would
lead to higher productivity (e.g. research and development, export marketing) or to the
establishment of a concordat between industry and government as suggested in the Economic
Research Institute of Northern Ireland's (ERINI) Review of Industrial Derating Policy[50].

276. As part of its evidence gathering in advance of the publication of the draft Budget 2011-15,
the Committee first considered the Finance Minister's proposal to maintain industrial rates at
30% liability throughout the four-year budget period on 6 October 2010, with a subsequent
evidence session being held on 3 November 2010. The Committee heard that the Minister was
keen to retain the measure as he believed that, to do otherwise in the current economic climate,
could have an adverse effect on the manufacturing sector.

277. The Committee maintains the view that this is a blunt instrument that does not encourage
change in the sector, and is disappointed that a feasible alternative has not yet been brought
forward despite the time that has passed since the Assembly agreed to extend the measure
within the 2008-11 Budget. Members note that some work was undertaken by the Northern
Ireland Manufacturing Focus Group (NIMFG), together with the trade union Amicus, on a
proposed levy for Skills, Training and Reinvestment (STAR), whereby a proportion of the savings
to manufacturing businesses through holding rates liability at 30% would be reinvested in skills,
training and research for the sector, although this was abandoned in 2007.

278. While accepting that there is no capacity within existing legislation to place an onus on
businesses to provide a return on industrial derating, nonetheless, the Committee considers that
there is a case for reinvesting the savings gained by manufacturing businesses through industrial
derating, as far as would be permissible within EU State Aid rules. As such, the Committee
renews its request that DFP undertakes further detailed work in relation to the proposed "STAR
scheme”, in conjunction with DEL and DETI as appropriate. Members would wish to see any
potential outcome from this type of scheme begun to be realised in the period covered by the
draft Budget.

279. The Committee does not consider that industrial derating is the most effective measure for
providing support to the manufacturing sector. Nonetheless, it agrees with the Minister that to
remove the measure in the current economic climate may have a destabilising effect on the
sector, and for that reason supports the proposal to maintain liability at 30%. However, the
Committee would also recommend that DFP does not wait until the end of the four-year budget
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period to consider an alternative to industrial derating, and indeed that the cap at 30% should
also be evaluated and amended as appropriate within this period.

Green New Deal

280. The Green New Deal Group is comprised of members from the private, voluntary, public,
trade union and charity sectors. Members note that the Green New Deal Housing Fund Business
Plan Summary (Nov 2010) states that

"The proposal is a simple one: investing in an ambitious programme to cut consumption of fossil
fuels can create thousands of new jobs; help secure our energy supply; and build a competitive
low-carbon economy”.[51]

It proposes that, of £253m required for investment in 100,000 homes, £72m will be sought from
Government in terms of grant support for householders, and the remaining £181m will be
leveraged in from the private sector.

281. The Green New Deal was viewed favourably by a number of witnesses as a stimulus for the
economy. Mike Smyth told the Committee that "research shows that the most effective way of
creating and maintaining employment at present is retro-fitting houses". CEF pointed out that
there are in excess of 13,000 workers on the unemployment list , a "massive supply of skilled
and unskilled people who are ready to go". Funding could be redirected quickly by the
Construction Industry Training Board to train people as necessary, were the Green New Deal to
be taken forward. As well as dealing with unemployment in the construction sector, Dr Birnie
pointed out that it will improve the capital housing stock and help reduce fuel poverty and, as
such, is should therefore be given serious consideration despite the challenge to be faced in
finding the upfront costs. Similarly, Neil Gibson considered the scheme a good idea, but, as
alluded to earlier, he went on to suggest that the tax system could also be used more
aggressively to incentivise behaviour; for example, less rates would be payable as the energy
efficiency of a house improved.

282. The Committee is aware that, on 5 October 2010, the Assembly agreed the following
motion after a plenary debate on this issue:

That this Assembly notes the benefits that can be achieved through implementing the green new
deal in Northern Ireland; supports the need for improved energy efficiency to reduce fuel use
and meet European Union and United Kingdom carbon emission targets; believes there is a real
opportunity to create 30,000 sustainable green collar jobs; and calls on the Executive to
implement a cross-departmental strategy to ensure that the potential benefits of the green
economy are realised for Northern Ireland.[52]

283. In the draft Budget 2011-15, the NI Executive states that it considers that "Green New Deal
is an ambitious investment programme which will leverage in significant amounts of private
sector funding to deliver energy efficiency measures creating several thousand jobs over a three
year period"”, and as such has agreed to engage "in principle". In response to questions on the
draft Budget on 15 December, the Minister advised that DFP is considering a business case
outlining how funding will be used, potential jobs that will be created, estimated savings and
private sector investment, and advised that "for every pound that we spend...about £2 or £3 will
come in from the private sector. So, it is good value from that point of view".

284. It is proposed that £4m is allocated to the programme per annum, which will be
supplemented by revenue generated over the budget period. In their overview of the draft
Budget, NICVA stated that "it is worth stressing that the sums of money being committed from
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the Executive (E4m annually) are very small indeed".[53] The Minister confirmed that it is
expected £72m of public money will be used during the longer term.

285. During evidence to the Committee, DFP officials clarified that the Executive was not
expected to provide its complete investment upfront, and that the initiative will be phased in
over several years. The £4m allocated is to "establish the floor in order to take the initiative
forward". In view of the benefits to the economy, the potential for boosting employment and the
longer-term benefits in respect of improved housing stock and energy conservation, members
welcome the Executive's agreement “in principle” to engage in the Green New Deal initiative.
The Committee considers, however, that details of how funding will be increased throughout the
Budget period must be set out as soon as possible.

Independent/External Economic Advice

286. In his oral evidence to the Committee, Dr Brownlow noted that a culture of engagement
between economists in the public sector and those in the private and academic sectors, which is
apparent in other jurisdictions, does not exist in NI. Similar concerns about the lack of a
mechanism to give or receive advice were also raised by a number of other economists in their
evidence.

287. In response to concerns raised, DFP conceded that there is no formal NICS mechanism or
forum for engaging with independent or external economists. DFP contends, however, that
departmental officials liaise with external economists in a number of ways, such as participation
in the Invest NI Economic Forum, meetings with members of the NI Economic Reform Group,
the establishment of an Economic Advisory Group by the ETI Minister, which included two
independent economists, and engagement at various conferences. The Department also sounded
a note of caution that many external economists are employed by consultancy firms or banks,
and therefore cannot be considered to be fully independent. Additionally, costs associated with
obtaining economic advice from such sources could be significant.

288. Both Dr Brownlow and John Simpson expressed their disappointment with DFP's response
to the issues that had been raised regarding such engagement. Dr Brownlow reiterated his
concern that no formal mechanism exists with academic economists at either of NI's universities.
John Simpson noted that, despite his personal efforts, he has not had access to the various
consultative functions mentioned by DFP. Members are also mindful of the recent decision to
withdraw OFMDFM funding for ERINI, which will result in the Executive having no publicly
funded central source of independent economic advice, similar to that which exists in other
jurisdictions (e.g. Economic and Social Research Institute in Dublin).

289. The Committee is disappointed at the seemingly ad hoc arrangements for engagement
between economists in the public sector and those in the private and academic sectors in NI.
Members are keen that measures are put in place to counteract a silo mentality towards
budgetary/economic issues and policy making, and to ensure a healthy exchange between
politicians, civil servants, academics and private sector parties. As such, the Committee calls on
the Finance Minister to work with his Executive colleagues to bring forward options on
establishing a formal mechanism for facilitating engagement between local economists, that
would harness the talents of the various sectors, and which could also offer a central source of
independent/external economic advice to the Executive.

Part 2 — Committee Responses to Departmental
Positions


http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-53

290. Though not specifically requested by DFP in this instance, CFP has, despite the exceedingly
tight timeframe available, followed the convention of co-ordinating the views of the other
relevant Assembly committees on the proposed budget allocations for their respective
departments. As alluded to earlier, seven of the other eleven statutory committees have reported
some level of dissatisfaction with the time or information available to fulfil their scrutiny functions
in this regard. Arising from this, four have indicated that their submissions should be regarded as
interim and that they intend to continue to examine information as it is made available by their
departments.

291. Submissions have also been received from the Audit Committee and from the Assembly
Commission in respect of the allocations being proposed in the Executive's draft Budget 2011-15
for the NIAO and the NI Assembly respectively.

292. In terms of the proposed budgetary allocations between departments, the Committee for
Finance and Personnel recommends that, in finalising the draft Budget 2010-11, the Finance
Minister and the wider Executive take on board the conclusions and recommendations contained
in the separate submissions from each of the Assembly committees, which have been included in
this report. The Committee expects that the Finance Minister will take responsibility for ensuring
that this Report is therefore brought to the Executive's attention before the draft Budget 2011-
15 is finalised and considered by the Assembly. Members would also expect that the Finance
Minister will outline the Executive's response to the Report when presenting the revised draft
Budget 2011-15 to the Assembly.

Executive Departments

Agriculture and Rural Development

293. The Committee for Agriculture and Rural Development (the Committee) welcomes the
opportunity to provide its comments to CFP in respect of its inquiry into the Budget Scrutiny
process.

294. The Committee again noted the insufficient time available to it to undertake detailed
scrutiny of the proposed budget, resulting in an inappropriate level of consultation with industry
stakeholders. This has been an ongoing difficulty throughout this mandate and is an area the
Committee would wish to see improvement on in the next mandate.

295. The Committee is disappointed that the savings will result in the loss of 80 posts within the
Department and has received guarantees that this saving will be achieved without the need for
redundancies. However, the Committee has requested additional information on the specific
areas that these posts will be lost to ensure that frontline services are not depleted.

296. The Committee is disappointed at the absence of detail in the proposed plan. The
Committee is concerned at the number of aspirational savings identified, such as reliance on the
reduction of levels of animal diseases, particularly given the Department has not achieved its
targets in respect of these areas within the current CSR. The Committee would be concerned,
therefore, that other (as yet undeclared) savings would have to be brought into effect if the
proposed reductions in animal diseases are not realised. This could, potentially, have a more
serious impact on the delivery of frontline services to the industry and rural communities.

297. Whilst the Committee does not disagree with the principle of dispersing civil service offices
outside of Greater Belfast, the Committee is concerned at the timing and the cost of the
proposed relocation of the Department's headquarters. The Committee agreed that it was not
appropriate given the fiscal constraints facing the economy and noted that the overall capital



cost of the relocation was estimated to be £26m which was to be split across the next two CSR
periods. The Department has not been able to provide an economic appraisal indicating how this
figure has been arrived at and what other ancillary costs are expected, such as the relocation
costs of up to 1,000 officials.

298. The Committee believed that this was not the time to be testing "the viability of placing a
departmental HQ at a location outside the Greater Belfast area", as indicated in the Minister's
statement.

299. The Committee also sought assurances that the national contributions to the Northern
Ireland Rural Development Programme, co-funded with the European Union, would be
protected. The Committee has previously expressed grave concerns at the lack of progress of
this programme, in particular with regards to Axis 3, and believes that it is imperative that these
funds continue to be made available and dispersed within the rural community.

300. The Committee welcomes the Department's commitment towards the Countryside
Management Scheme as this is an important and well-supported programme, but is disappointed
that the Department will fall short of their PfG target of land covered by agri-environment
agreements.

301. The Committee would again thank CFP for the opportunity to provide comments in respect
of the budget and its processes.

Culture, Arts and Leisure

Background

302. The Committee for Culture, Arts and Leisure (the Committee) considered draft spending
and saving proposals in September and October 2010. The Committee was briefed by DCAL
officials on 2 September 2010 on a planning scenario, in which savings were broadly speaking,
allocated across the Department and its arm's-length bodies (ALBs) on a pro rata basis. The
Committee also took evidence from a number of ALBs and the Northern Ireland Council for
Voluntary Action (NICVA) seeking views on how DCAL's planning scenario would impact on the
strategic priorities and work of their respective ALBs. The following ALBs provided written and
oral evidence:

= Arts Council for Northern Ireland (ACNI)
= Sport NI

= National Museums for Ireland

*= Museums Council for Ireland

= Libraries NI

303. The Committee subsequently wrote to all of DCAL's ALBs seeking their views on the draft
Budget 2011-15: Spending and Saving Proposals within the Department of Culture, Arts and
Leisure. The submissions, from all nine ALBs were considered on 13 January 2011. The
Committee was also briefed by DCAL officials on 13 January 2011.

304. The Savings Plans were subsequently published on the DCAL website on Friday 14 January
2011 and considered by members at the Committee meeting on 20 January 2011.



305. The Committee also took evidence on 20 January 2011 from the Northern Ireland Theatre
Association (NITA) with regard to the impact of the proposed cuts to their members and from
ICTU Northern Ireland Office in respect of the proposed cuts to the arts budget.

Summary of Key Findings

306. The Committee notes that the draft Budget provides DCAL with current expenditure
baselines of £112.5m/£113m/£110m/£103m. However this includes Invest to Save of
£1m/E7m/E£5m in years 1, 2 and 3, which will be transferred to capital in due course. Therefore
the real savings that DCAL state they must make are £1.8m/£7.1m/£8.3m/£10.3m.

307. The current expenditure baseline falls by 9% by 2014-15 and in real terms, i.e. taking
account of anticipated levels of inflation, by almost 18%.

308. The Committee notes that the proposed allocations for capital investment over the four
years amounts to a capital allocation of £141.72m but that this represents a small proportion of
the Executive's overall capital budget. DCAL officials informed the Committee that major projects
with capital commitments such as the 50 metre pool and the Metropolitan Arts Centre (MAC) are
scheduled to be completed. The project of developing regional stadiums has been granted
capital security and work can now proceed. Certain library projects already underway will be
completed including the roll out of the electronic libraries for Northern Ireland operating system
(ELFNI) and the refurbishment of four mobile libraries.

309. The Committee was informed that restrictions on the capital budget will mean that the 2012
Elite Facilities Programme (with the exception of the 50m pool) will not go ahead. The
refurbishment of Belfast Central Library with the NI regional library will also not be completed
and museum projects in Omagh and Cultra will not go ahead.

310. DCAL officials informed the Committee that the draft budget proposes a new allocation for
current spend which includes an additional £24m towards the Department's bids. DCAL states
that this additional allocation has made it possible to provide some measure of protection for
payroll heavy ALBs such as libraries and museums. It is also a part contribution to some of
DCAL's bids including the World Policy and Fire Games.

311. DCAL explained that allocations have been informed first by the Minister's priorities,
secondly, the extent to which programmes could be reduced and ramped up again in the future
and thirdly, the existence of what DCAL regard as inescapable pressures around pay and costs.

312. The following sections will analyse the impact of the proposed cuts on DCAL and its ALBs.
This analysis is based on written and oral evidence received by the Committee.

DCAL

313. DCAL accounts for 20% of the DCAL expenditure. The remaining 80% is allocated to its
ALBs. DCAL anticipates losing 6.6% of its budget over the four years. This is in addition to 5%
cuts year-on-year in administration (over the current CSR). The reduction to current expenditure
over the four years is 4.19% or 9.92% in real terms.

314. The Department has stated that it has experienced a reduction in the number of staff over
the past three years and a further reduction is expected through natural wastage or through
redeployment to the NICS.



315. The Savings plan for the Department states that it will accrue savings of £3.72m from its
saving measures. It will seek to minimise the impact on the services to the public by focusing its
efficiencies on administrative areas and protecting frontline services delivered by the Public
Record Office of NI and Fisheries (294 full time equivalent (FTE) of which more than half are in
PRONI and Fisheries). The Department has embarked on an organisational review to align its
priorities and identify opportunities to achieve further efficiencies.

Sport

316. The budget for Sport NI will be reduced by approximately 7% which equates to 12.64% in
real terms. The draft resource requirement over the four years represents 28% of the resource
requirement for implementing the Northern Ireland Strategy for Sport and Physical Recreation
2009-19 (hereafter Sport Matters). The draft SNI capital budget is £133m (including £110, for
three stadiums). As previously noted, there is insufficient capital to meet the other major
facilities bid for five of the six elite facilities to go ahead. Funding for the 50 metre pool will be
met from the proposed capital budget.

317. DCAL has proposed that lottery funding will assist Sport NI in a number of projects due to
the expected increase in the Lottery funds. Those funds allocated to London 2012 will be
redirected following 2012.

ARTS and the Creative Sector

318. ACNI will lose 7.7% over the four years of the Budget from their baseline. This equates to
13.43% in real terms. ACNI argue that this is a 30% reduction of the DCAL baseline and is
therefore disproportionate.

319. DCAL has stated that Lottery funding will provide some relief over the four years. However
it is understood that the overall drop will lead to a reduction in the number of funded
programmes despite this potential source of funding.

320. ACNI has predicted that cuts will inevitably hit frontline services which will result in job
losses (circa 100 jobs), closure of organisations and a reduction in performances, among other
things. ACNI is concerned that DCAL is relying on lottery funds to compensate for the reductions.
It points out that it is a breach of lottery directions to substitute lottery funds for core running
costs of organisations. Comparatively ACNI states that it is being asked to take a
disproportionate cut in funding when compared to other regions such as Scotland and Rol.

321. In terms of capital, ACNI states that despite the slight increase in year 1 for the Lyric and
the MAC, there are insufficient resources to fund this level of capital investment.

322. NI Screen will lose approximately 9.4% from its baseline by 2014-15 which equates to
15.08% in real terms. This will impact on whole activities, particularly with regard to outreach
programmes. The reductions will also impact negatively on the international reputation of the
local film industry.

Libraries

323. Libraries NI will lose 2.46% from its baseline across the four years or 9.92% in real terms.
Libraries NI have stated it will have to find savings of £13.61m over the 4 year period (this takes
account of inflationary pressures).



324. Libraries NI has indicated that the cuts will inevitably lead to the closure of around 10
libraries over the four year period (subject to a strategic review), a 15% to 20% reduction in
opening times and the purchase of book stock will be greatly affected.

325. The savings plan estimates that there will be no compulsory redundancies as a result of
closures as staff will be transferred to busier libraries. It also states that the EQIA is likely to
identify impacts in respect of some libraries, e.g. usage by elderly and disabled people; a greater
impact on areas of high levels of social deprivation and rural isolation. It will impact on good
relations as a result of removing the some libraries as neutral venues in the community. It is
hoped that a mitigating measure will be the provision of mobile libraries.

Museums

326. National Museums Northern Ireland has stated that the reduction in funding will have a
major impact on staffing levels of around 25% (from 310 FTE to 234) and opening hours. It will
also impact negatively in its ability to operate as a strategic partner in tourism and learning in
NI. The low level of capital allocation will mean that the Council will not be able to proceed with
much needed investment programmes at the Ulster American Folk Park and the Ulster Folk and
Transport Museum.

327. Northern Ireland Museums Council's current expenditure baseline will reduce by 5.18% or
10.91% in real terms. The proposals for meeting these reductions include: a reduction in staff
hours; a reduction in the amount of grant assistance to be provided to museums; the abolition of
proactive programmes and developing income generating schemes. It lists a number of Section
75 groups that will be impacted negatively on the grounds of age, race and persons with or
without a disability. The reductions will also impact on individuals or groups or areas suffering
from social disadvantage. Finally reduction on grants to local museums will have a direct adverse
impact in these areas. The Council intends to use its reserves to mitigate against the budget
cuts.

North/South Bodies

328. The budget of N/S Bodies requires agreement with the Department of Community, Equality
and Gaeltacht Affairs. The Department's proposal will reflect a drop of 15% over the four years.
In 2014-15 it will be down by around 9% from 2011.

Armagh Observatory and Armagh Planetarium

329. The Department has spared these organisations from any major cuts due to their size.
However both organisations have informed the Committee, that even relatively small cuts will
impact on the maintenance of equipment which is critical to the operations of both organisations.
It will also impact on education programmes.

330. The following section details the Committee's consideration of the draft Budget based on
the evidence detailed above.

Committee Response to the key issues raised in relation to
the Draft DCAL Budget 2011-15

331. The Committee is of the view that that public spending on culture, arts and leisure equates
to the underspend of other government departments. Any savings from cuts to this area will



make a negligible difference to the overall NI budget but will have a disproportionate effect on
creative industries, job creation, sports, culture and tourism.

Draft Capital allocations

332. The Committee has serious concerns about the proposed reduction to the capital budget
and would urge for a greater degree of innovation and creative thinking in the delivery of capital
projects by the Executive.

333. The Committee notes that the department has secured £142m of capital over the four years
and acknowledges that this represents a small proportion of the Executive's overall capital
budget. However, the Committee welcomes the capital commitments to major capital projects
such as MAC and the roll out of the electronic libraries for Northern Ireland operating system
(ELFNI).

334. However, the Committee calls for assurances that the revenue consequences of capital bids
have been fully considered and that capital bids are sustainable.

Frontline Services

335. The Committee notes the impact the proposed savings will have on jobs within DCAL and
its sponsored bodies. The Committee urges that full consideration is given to protecting frontline
jobs that have the potential to create further employment in the culture, arts and leisure sector.
This should take account of potential savings that could be made in management and
administrative functions within DCAL and its ALBs.

336. The Committee notes that 20% of the DCAL budget is attributed to DCAL departmental
administration and covers the cost of administering ALBs. The Committee notes that
departmental administration of the Arts business area (7.01%) and Sports (11.61%) is relatively
higher than other business areas within DCAL. Given that SportNI and ACNI are facing higher
cuts than other business areas, the Committee would request that the current expenditure
allocations are revisited to ensure a fair and equitable allocation across all business areas.

The ARTS and the Creative Sector

337. The Committee had previously expressed concern over the impact of budget cuts on the
creative industries sector. The Committee welcomes the draft allocation to the Arts of a further
investment of £4m in creative industries.

338. However, overall, the Committee regards the cuts to the Arts as disproportionate and a
retrograde step to the local economy. Any proposed cuts should be fair and proportionate to the
cut in the overall block grant to NI.

339. Investment in arts and cultural activities can stimulate economic growth. The Committee is
concerned that the level of cuts proposed for the arts will diminish the contribution that the
creative industries can make to the economy and the impact this will have on community arts
projects. For example, Audiences NI reported that despite the recession, the number of
households attending an arts event rose by 7% in 2009 which generated £16m.

340. The Committee is also concerned that substantial cuts to the arts sector will result in it
becoming a "no go" area for new talent. Some critiques have referred to a "tipping point" in
funding reductions, beyond which irreparable and long-term damage will be done to the culture
and arts infrastructure.



341. The Committee concurs with the view expressed by ICTU that the Arts and Creative
Industry is a high tech, highly skilled industry with added value that generates £582m annually
to the NI economy. It also employs some 33,000 people. Furthermore the benefits of investment
in the arts are felt across society, with 56% of ACNI's main grant programmes being made
within the most deprived areas of NI.

342. The Committee notes with concern that NI still has the lowest arts spend per capita in UK,
when compared to other parts of the UK and faces a larger proportion of cuts to its budget.

343. The Committee is of the view that public funding is essential to the survival of the arts; the
pool of businesses here that could provide sponsorship is small and private investment is in
decline. The Committee concurs with the view expressed by NITA that "cuts in public spending
will undoubtedly hamper the possibility for Arts sponsorship”.

344. The Committee notes that DCAL intends to use Lottery funding to provide some relief over
the four years in the arts and sport. The Committee is concerned that the Lottery should not be
used as a substitution, given that HMT rules prohibit the use of Lottery funds for core funding of
organisations. The Committee notes that these concerns are shared by ACNI and NITA.

345. The Committee notes that ACNI and government have invested heavily in providing a
dedicated arts facility within 20 miles of every person in NI. The Committee concurs with the
view expressed by ICTU that these facilities enhance the cultural tourism offering and act as
powerful symbols of regeneration of our towns and cities. To capitalise on this investment,
adequate funding should be made available for running and programming costs.

346. The Committee is concerned that NI Screen will lose approximately 9.4% from its current
expenditure baseline by 2014. This equates to 15.8% in real terms and represents a
disproportionate cut to a relatively small budget of just over £1m per annum. The Committee is
concerned that the proposed cuts will result in the cessation of funding for whole activities which
will impact considerably on third party organisations. NI Screen has indicated that a number of
small organisations and projects will cease which will potentially result in job losses. Furthermore
the complete loss of the UK Film Council funding in 2010-11 (£200k) means that the overall cuts
will be very severely front loaded. The planned reductions, effecting regional/outreach work, are
likely to have a negative impact on reaching rural communities.

347. The Committee is also extremely concerned at the long term damage the cuts will have on
the international reputation of the local film industry which was beginning to flourish and bring
substantial spin-off opportunities to local businesses involved in set production and the wider
film industry. In view of this the Committee calls for serious consideration to revising the
proposed reductions to NI Screen's current expenditure baseline.

Libraries

348. The Committee acknowledges that the public library service, through its emphasis on
reading and literacy, learning, information, heritage and culture, contributes not only to specific
DCAL PSA targets, but to the wider PfG, including Education, Health and Social Inclusion.

349. The Committee acknowledges that Libraries NI has already delivered significant efficiencies
since its establishment on 1 April 2009 (£600k in year 1 and £1.8m this year). The Committee
also notes that the size of the budget cuts currently being projected will result in significant
reductions in frontline services and potentially necessitate the closure of viable and well-used
libraries. The Committee is extremely concerned that it will make it more difficult to provide an
equitable service across NI, particularly in rural areas.



350. The Committee notes that libraries are recognised as neutral venues and play a key role in
promoting equality, diversity, social inclusion and a shared future. Furthermore they are often
targeted at sections of the community who are socially disadvantaged. The Committee urges
that Phase 2 and Phase 3 of the Strategic Review of Libraries is regarded within this context and
that resources and services are prioritised, within this review, to enable libraries to continue to
support this important role. It is also critical that sufficient resources are in place to effectively
carry out this review in a fair and equitable manner.

Museums

351. The Committee continues to acknowledge the important role museums play in terms of
promoting cultural tourism, supporting tolerance and social inclusion. The Committee is of the
view that museums should be afforded some protection to mitigate against the effect that deep
cuts will have on our cultural heritage.

352. Cultural tourism is growing at a faster rate than any other tourism sector. For example, in
2009 39% of tourists attended a cultural event. The Committee therefore urges the Minister and
the Executive to take a more joined-up approach to supporting and resourcing cultural tourism.

Participation in physical activity and sport

353. The Committee welcomes the draft Sport NI capital budget of £133m which will enable
important projects such as the 50 metre pool and regional stadium development to progress.
This is good news for Sport and the Committee acknowledges the long term benefits this will
bring to the development of sport in this region.

354. The Committee expressed its support for DCAL's bid to support the World, Police and Fire
Games, the largest of its kind in the world. This major event represents an enormous
opportunity in terms of boosting the local economy and promoting NI on the world stage. The
Committee therefore welcomes the proposed allocation in support of this bid.

355. The Committee took evidence from Sport NI (September 2010) on how the proposed cuts
would affect its ability to deliver key projects and programmes on the ground. The Committee
expressed concerned that if the cuts to Sport NI's budget were realised, opportunities for young
people and adults to participate in sport and physical activity would be lessened. The Committee
continues to be concerned that the proposed reduction to the Sport NI budget will negatively
impact on people living in socially deprived areas in terms of their ability to pursue sport and
physical activity, which is key to improving health and well being.

356. The Committee is concerned that Sport NI's ability to implement the Northern Ireland
Strategy and Recreation 2009-19 (Sport Matters) will be severely hampered by the shortfall of
£81m to implement the strategy. The Committee welcomes efforts by DCAL and Sport NI to
develop mechanisms to secure and buy in the commitment of key partners and stakeholders in
an attempt to address this funding shortfall.

357. In relation to the Special Olympics Ulster (SOU), the Committee welcomes and supports the
Minister's efforts to resolve the funding issues of SOU.

EQIA

358. The Committee calls for a full EQIA to be undertaken on the DCAL draft Budget for 2011-
15. Through the savings plans DCAL's ALBs have referred to the potential negative impact the
cuts will have on Section 75 groups For example, it is anticipated that closures in the museum



and libraries sector will impact on the elderly and disabled people and will impact negatively on
people living in areas of high levels of social deprivation and rural isolation. In the case of
libraries, it is understood that the loss of libraries will also impact on good relations as libraries
are regarded as neutral venues in the community.

Education

359. The Committee for Education has provided an interim response on its scrutiny of the
Department of Education (DE) Draft Budget 2011-15: Draft Allocation and Savings Proposals,
published on 13 January 2011.[54]

Pre Draft DE Budget Publication Scrutiny

360. The Chairperson of the Committee for Education (the Committee) wrote to the Minister of
Education on 8 July 2010 highlighting the Committee's need for timely and detailed information
on the future Education Budget in the context of Budget 2010 as follows:

"The Committee, at its meeting of 30 June, stressed the importance of Department of Education
copy papers to DFP over summer recess and responses to future requests for information on the
Education Budget (in the context of Budget 2010) arriving with the Committee in good time so
they can be given the Committee's full consideration. | would also emphasise that it is essential
for the Committee to receive full and detailed information on the impact of your options for
savings/cuts".

361. The Committee requested copies from DE of information on its savings proposals to be
provided to DFP by 26 August 2010 and other detailed information through its letters on 1 and 7
July 2010 for its Committee meetings of 1 and 8 September 2010, which were dedicated
sessions for scrutiny of DE draft Budget proposals. The Committee subsequently received
briefing papers from DE on 25 August 2010 and 7 September 2010 on Budget 2010 — Spending
proposals. The Chairperson of the Committee wrote to the Minister of Education on 2 September
2010 listing key issues raised by the Committee at its meeting of 1 September 2010 with senior
departmental officials on the DE initial Spending Proposals. These included:

Resource Spending Proposals:

= Teachers pay and non teaching pay bill in the context of the Government's pay freeze
and national pay agreements;

= Up-front redundancy costs to deliver savings;
= Cost of the extension of Free School Meals Eligibility criteria; and

= Public Private Partnership resource costs;

Capital Spending Proposals

= The approach to and relative merits of costs of different procurement options for funding
major and minor works for schools — including the balance between major and minor
works funding; and

= The Review of Middletown Centre for Autism building costs.

362. The Committee continued its scrutiny of DE initial Spending Proposals at meetings on 13
October 2010 with the Association of School and College Leaders and the National Association of
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Head Teachers, on 17 November 2010 with representatives of Education and Library Boards
(E&LB) Chief Executives, and on 1 and 8 December 2010 with senior departmental officials
(examining ICT/C2K and School Transport policy in the Budget context). Departmental officials
also provided briefing papers on 19 October 2010 on non-permanent teaching and non-teaching
staff and actual retirees/leavers, and on 24 November 2010 provided an analysis of the
Resources and Capital Spending Proposals for the Budget 2010 period.

363. Following the Executive's draft Budget publication on 15 December 2010, the Committee
Chairperson wrote to the Minister of Education on 17 December 2010 stressing the Committee's
need for timely and detailed information on the Minister's forthcoming draft DE budget 2011-15
as follows:

"With the Executive's agreed Draft Budget allocations now announced and with the public
consultation on this closing on 9 February 2011, it is imperative that the Committee receives
your revised Spending Proposals written to the Executive's Draft Budget education allocations as
soon as possible please. You will appreciate that your Spending Proposals need to be at a
detailed level to allow the Committee to properly scrutinise proposed allocations and formulate
views to be put to you. It is important that the Committee receives the Saving Delivery Plan
associated with your revised Spending Proposals. We also need clarity on your priorities reflected
in your revised Spending Proposals and what the implications are of year-on-year reduced
expenditure allocation proposals (where appropriate) — again at a sufficiently detailed level®.

364. The Committee met on 1 December 2010 to continue its scrutiny of the forthcoming draft
DE Budget and questioned senior departmental officials on whether or not the Department was
undertaking options/scenario planning on draft Spending and Saving proposals, particularly to
protect frontline school services. Some members expressed grave concerns that the senior
official responded that:

"Our Department like any other Department works under the direction and control of the
Minister..." '..beyond the high level figures at block level that are available | have no figures on
which to commission any work nor do | have any authority to commission any work on
scenarios..."

365. The Committee received a further DE briefing paper on Education Workforce issues on 11
January 2011, which included a breakdown of the 15,635 education service non-permanent staff.

Post Draft DE Budget Publication Scrutiny

366. The Minister of Education's Draft Budget 2011 -15: Draft Allocations and Savings Proposals
were published on the evening of the 13 January 2011 and the Minister wrote to the Committee
on 14 January 2011 saying that she was "keen to meet and engage with the Committee at the
earliest opportunity to hear your view on my proposals"”.

367. The Minister attended the Committee's meeting on 18 January 2011 and the Committee
continued its scrutiny of the DE Draft Budget with senior departmental officials at meetings on
25 and 26 January 2011, dedicated exclusively to scrutiny of the draft Budget. Following the
meeting with the Minister of Education, the Committee agreed to formally request from the
Department as a matter of urgency, a range of information through questions in seven specific
areas (noted below).

368. The Committee raised a number of key issues with the Minister and these were set out in a
list attached to the Committee's letter to the Department dated 19 January 2011, in the following
terms:



(1) The Draft Resource Allocation section — paragraph 3.2 to 3.5 of pages 6-8

Paragraph 3.3 refers to "inescapable cost pressures associated with pay increases, price inflation,
meeting statutory and contractual commitments and addressing demographic impacts™. Table 2
refers to these "inescapable pressures” which are the key components of the resource spending
"shortfall" or "gap" building to £303m in 2014-15. The Committee requests a detailed breakdown
of these "inescapable pressures" for each year of the four years of this Budget period and the
basis/rationale or underlying assumptions for each element of this.

(2) The Executive's Invest to Save Fund — paragraph 3.6, page 8

Paragraph 3.6, refers to £10m available from the Executive's Invest to Save Fund for Education
for each of the years 2011-12 and 2012-13 to pay for severance/redundancies and "The
Department will be seeking further provision for redundancies from the balance of the
Executive's Invest to Save Fund". The Committee requests the Department's forecast
estimates/planning assumptions at this stage of the savings generated from reducing posts over
each of the four years of this Budget period. The Committee needs to understand the "shortfall"
or "gap" in spending requirements set out in Table 2, as this "shortfall" determines the all-
important savings proposals totals for each of the four years set out in Table 4.

(3) End Year Flexibility — paragraph 3.7 & 3.8, page 8

The Committee's position on EYF is that schools should not lose the £56m. However, the
Committee requests what the likely pattern of draw down of this money would have been over
the four year budget period — from previous annual draw downs — and what is the distribution of
this money between primary, post-primary and the various school sectors. The Committee
wishes to understand the problem this presents for schools and requests information on the
options to mitigate the impact of loss being considered by the Department eg. phasing out
options. The Committee would also ask for assurance that all schools affected by this EYF issue
should be treated fairly under measures taken to mitigate the impact of the loss.

(4) Draft Capital Allocation — paragraphs 3.9 to 3.12, pages 8-10

Paragraph 3.12 refers to "44% and 35% of the draft Budget allocations in 2011-12 and 2012-13
is required to meet financial commitments (or inescapable pressures)”. The Committee asks does
this mean existing contractual commitments and whether the remaining percentage is for some
"moderate” investment in minor works and maintenance particularly to meet statutory
requirements. The Committee requests clarity on this, as the Minister is proposing to reclassify
£41m in 2011-12 from capital to resource; this would leave £86.4m capital resource in 2011-12,
and with £56m committed, this reduces to £30m. The Committee asks what risk does this
present in terms of planned and unplanned statutory work which could arise in schools in 2011-
12.

(5) Extension of Free School Meal Entitlement — paragraph 5.2, page 14

Section 5 provides the Minister's more specific priorities for protection in the Budget period,
which includes the extension of eligibility of Free School Meals Entitlement (FSME) and the
reference to "an additional £1million in 2011-12". However, resource spending proposals given
to the Committee in September 2010 gave an extension of FSME requirement of £21.8m in
2011-12 with some £31m costs per annum for the other 3 years of this Budget period. The
Committee requests specific clarification on this — to include the specific spending proposals for
the extension of FSME over the four year Budget period.

(6) Proposed Savings — Table 4, page 16



The Committee needs a lot more information on the impact of the proposed savings in this table
and requests in particular:

=  What will be the impact of £5m per annum out of the "Home to School" budget?

= Can more effective procurement make these substantial savings in "ICT in Schools" and
what is the impact of these savings?

=  What will be the re-organisation and impact of the very substantial savings in
"Professional Support for Schools"?

= How are savings going to be achieved in ALBs — in particular, the £15m in 2011-12 - and
what will be the impact?

(7) Aggregated Schools Budget (ASB) — paragraph 5.24, page 22

The Committee has major concerns with these saving proposals on the "Aggregated Schools
Budget" and the associated paragraph 5.24 commentary. This proposed saving amounts to
£26.5m in Year 1 rising to £180m in Year 4, and in percentage terms this represents 18.5%,
45%, 49% and 58% of the total savings proposed by the Minister. The Minister has stressed in
her recent letters to the Committee, etc that her key priority is "to protect front line services
(schools) as far as possible™. While noting the Minister's assessment that the Department of
Education requires access to the additional "possible revenue sources" [£800m] identified in the
Executive's draft Budget, some members of the Committee asked how does this sit with these
substantial direct Schools' Budget Savings proposals? The final year proposed cut is nearly one-
fifth of the Schools' Budget. Finally, paragraph 5.24 refers to putting "in place plans across the
Education Sector to reshape the school provision through rationalisation and restructuring...™
This Committee requests what are the specific plans, including details of planned actions and
timescales.

369. The Committee Chairperson emphasised that it was vital that the Department's Draft
Spending Plans, based on the draft DE budget document are provided to the Committee as soon
as possible — the Committee wrote to the Department to this effect on 20 January 2011.

370. The Committee received a response from DE on the evening of 24 January 2011 addressing
the above information requests and questions and this (together with other key DE Budget 2010
papers and the Hansard record of the Minister's session before Committee on 18 January 2011)
formed the focus of the Committee's discussion with senior departmental officials at the
Committee's meetings of the 25 and 26 January 2011 (this response and other key DE papers
and the Hansard record have been placed on the Committee's website).

371. The key points and concerns raised by the Committee, or some members of the Committee,
during these discussions are set out below.

The Absence of Draft DE Spending Proposals

372. The DE response stated that Department's Draft Budget document highlights the "main
spending proposals”, but when the Chairperson asked senior officials to identify these, they
referred members to the Minister's additional spending proposals which are included in the
Department's Draft Budget proposals:

= extension to FSME of £1 m in 2011-12:
= £3 min 2011-12 for the Early Years (0-6) Strategy.



373. Some members concluded that it was essential to receive a breakdown of the Minister's
Draft Spending Proposals for the £1.9 bn draft Education Budget now and could not accept the
Department's view that "to provide something at this stage could, in fact, be misleading for
Committee Members". Also, some members questioned the wisdom of not setting out draft
Spending Proposal Plans on the grounds that the "Minister is determined to increase the amount
of funding available for education” and said that a "further £800 million is yet to be allocated".
These members, while they would very much welcome additional money for education, pointed
out that the Executive's draft Budget referred to "other possible revenue sources" and "If
any...have merit..., they will be factored into the final Budget allocations”. Other members
stressed the need for the Executive to work together to secure additional funding for
departments.

Invest to Save

374. The Committee received no information from DE on forecast estimates or planning
assumptions at this stage of savings generated by reducing posts over the four years of the
Budget period. Although some £25m is available in 2010-11 for a Voluntary Severance
Programme, no definitive take-up figures or savings generated estimate was given — there was a
suggestion that a £10m take-up might represent 200 post reductions. Some members were very
concerned about the lack of information in this area as staff costs account for 80% of the
education budget. The DE papers cited this as "clearly a critical area of work" and some
members questioned the wisdom of not considering targeting potential savings from the 11,200
non-teaching non-permanent staff and the natural wastage from retirees and leavers, bearing in
mind the total education service workforce is some 60,000 staff. Again, no information was
available from DE officials on any consideration of this. Officials indicated that only when areas
for savings had been confirmed could the potential for savings through reductions in non-
permanent staff be assessed. The current Voluntary Severance Programme is focussed on
"central management and administration and also professional development and support
services". Some members saw the need to consider this area as a matter of urgency as clearly
extensive job cuts would be necessary to deliver the magnitude of the savings proposed by the
Minister in Table 4 of her Draft Budget, and in particular, with the proximity of the significant
proposed savings commencing 1 April 2011.

Other

375. Members welcomed the protection of frontline services and jobs, particularly in Year 1 of
the Draft DE Budget and called for additional funds from the possible additional £800m for Years
2-4.

End Year Flexibility

376. The Committee welcomed the Finance and Education Ministers' guarantee on 21 January
2011 to put in place arrangements to ensure that schools have access to the £56.7m surplus
which they have accumulated, and both past and future savings will be honoured. Members
agreed that they would wish to see precisely what these arrangements will be and that schools
receive the necessary communication on this as soon as possible. Members also expressed
concern at the number and level of school deficits (some 200 schools and £10.7m total deficit),
particularly with the draft DE Budget proposal to significantly reduce the Aggregated Schools
Budget.

Draft Capital Allocation



377. The Committee expressed concern at the overall level of the proposed capital available to
DE for allocations over the four years budget period, particularly with the substantial
maintenance backlog (estimated at £300m) and minor works backlog (estimated at £100m).
Some members questioned and had concerns with the Minister's proposal to reclassify £41m in
2011-12 from capital to resource, for example, this would reduce the uncommitted element in
2011-12 to £30m and run the risk of not meeting statutory and Health and Safety requirements,
while again other members agreed with the reasoning of the Minister in proposing the move to
protect jobs and frontline services. Also, at an earlier meeting, some members questioned DE
officials about whether more active consideration should be given to moving school capital
projects forward by way of PPP or similar mechanisms.

Extension of FSME

378. Some Committee members questioned and expressed concern with the DE initial Spending
Proposals on the extension of FSME which was estimated in total to cost £21.8m in 2011-12 and
some £31m per annum for the other three years of the Budget period. The Committee requested
clarification on this and received, in the 24 January 2011 DE paper, significantly reduced
spending proposals of £4m/ £4.6m/ £4.7m/£4.8 m for the Budget period, based on a
significantly reduced estimate of 10,000 additional take-up and the figures include £0.4m
extension of primary school uniform grant. The Committee noted no additional funding has been
identified to address the "knock-on" increase on the Aggregated Schools Budget through the Age
Weighted Pupil Unit (AWPU). However, some members remained concerned that this extension
of FSME has not been taken forward by the other parts of the UK and should demand exceed
the 10,000 forecast, costs would increase — questioning if this extension is affordable in the
context of the draft DE Budget allocations and whether the extension to Key Stage 2 pupils in
September 2011 should be cancelled - while other members welcomed the extension of free
school meals as a valuable asset to low income families.

Proposed Savings Areas

379. On the proposed savings listed in Table 4 of the Draft DE Budget, some members had
serious concerns that a lot more information is needed on the means to achieve such savings
and the impact of these savings — particularly the substantial savings proposals and the impact,
directly or indirectly, on frontline services in schools. For example, there is very little information
on how substantial savings in ALBs (£60m over the four years) and Professional Support for
schools (£105m over the four years) will be delivered, particularly as significant savings are
proposed for 2011-12 with no evidence of plans, consultations, or timescales. Some members
pointed to the difficulty in identifying implications of the Budget due to the complicated nature of
the education structure with numerous ALBs and over 1200 schools managing budget lines.

380. Some members questioned and had concerns with the level of spending remaining for
Special Educational Needs (SEN) capacity building, as the SEN and Inclusions Strategy is not
finalised, while others agreed that such a budget line should remain open. Some members
guestioned whether the proposed savings in Teacher Substitution Costs are achievable; and
whether the savings proposed on Primary Principal Transfer Interviews can be taken forward as
consultation on this proposal has not commenced.

ASB Proposed Savings

381. The Committee has major concerns with the ASB savings proposal and the means of
achieving these very substantial savings — as very briefly outlined in paragraph 5.24 of the Draft
DE Budget document. These proposed savings represent 18.5%, 45%, 49%, and 58% of the
total savings proposed by the Minister — rising to £180m in Year 4, nearly one-fifth of the total



ASB. The Committee remains very concerned with the level of these direct Schools' Budget
Savings Proposals and some members questioned how this sits with the Minister's key priority in
her Draft Budget of protecting front line services (schools) as far as possible. As for putting "in
place plans across the Education Sector to reshape the schools provisions through rationalisation
and restructuring™ (paragraph 5.24) to deliver these substantial savings, the Committee was
informed that "there are no detailed plans or timescales in place for this work' and with the
‘complexity of the issues involved ... it will take some time to deliver results". With the lack of
consideration of planning assumptions, estimates or any information on potential job savings
through severance/redundancy across the education workforce at this stage, a number of
Committee members remained very concerned with these ASB proposed cuts. Some members
pointed to Years 2-4 of the ASB as an area which needs support from the potential additional
revenue sources [£800m] identified in the Executive's draft Budget.

Employment and Learning

382. The Committee for Employment and Learning (the Committee) has provided an interim
view on the Department of Employment and Learning's (DEL) budget proposals. Members feel
that a lack of detail in the proposals at present prevents them from giving a full assessment.
Further briefings have been scheduled and members expect to receive more detail on DEL's
budget in due course. However, the Committee felt it was important that members make some
comment to assist CFP in preparing a co-ordinated response to the budget proposals.

383. At its meeting on 19 January 2011 the Committee for Employment and Learning agreed to
write to CFP to convey members' view of the budget proposals brought forward by DEL for 2011-
15.

384. The Committee was briefed by the Minister on the proposals at its meeting on 12 January
and members reflected on the details provided over the week that followed. The Committee
would like to record its thanks to the Minister, Danny Kennedy, for coming to the Committee to
present the budget paper and for remaining to answer questions. While DEL is not facing
reductions on the scale of some other departments, it is still important to analyse the potential
impact that any cuts will have on the areas within the DEL remit.

385. There are a few general comments that the Committee would like to make about the
budget process and the way that the DEL budget paper is presented. It would seem that there
has been very little co-ordination between the departments as to how the budget process would
be handled and how departments would present their budgets. A lack of specific detail as to how
budget cuts will be applied is common to all the budgets that have been published. This makes it
almost impossible for any meaningful public consultation to be undertaken or any detailed
scrutiny by the committees. The DEL budget paper for example, (see Appendix 4), indicates
generally the total cut applied to each of the Department's main divisions over the next four
years, but does not outline how the cuts will be applied within the divisions and, ultimately, how
they will impact on DEL programmes and services. Only through questioning the Minister has the
Committee gained any sense of how cuts might be applied within departmental divisions. The
general public does not have the opportunity to do this, so members have to conclude that the
"public consultation” on the budget paper will not allow the public to comment on cuts as they
are not told exactly how these will be applied. The paper is also written in a fairly impenetrable
way that the average layman would find difficult to understand.

386. In respect of the budget paper itself, a significant focus of the Minister's briefing to the
Committee on the paper centred on pages 9, 10 and 11. The Minister highlighted the fact that
earlier last year the Finance Minister had asked departments to calculate reductions in
expenditure of 5% year on year over the next budget cycle. Following this instruction DEL had
produced a set of budgets based on these reductions. A key message from the Minister was the



difference between these projected reductions and the budget reductions he now faces. These
are highlighted and contrasted at the top of page 10 of the DEL budget paper. The Minister's
difficulty is the gap between the reductions he was asked to calculate and the reductions he now
finds he has to make which amount to £40m in 2011-12, £31m in 2012-13 and £13m in 2013-
14. There is a reconciliation of plus £3m in the gap for 2014-15.

387. These deficits above what the Department had planned for are cause for serious concern.
DEL is a Department which has some of the key drivers for our economy within its remit, such as
Further and Higher Education, skills development and welfare to work programmes. Our ability
to emerge from this economic slump and to benefit from any upswing will be contingent on
having the capacity to win jobs and investment and to rapidly expand our own indigenous
industry. DEL has a number of statutory commitments in terms of its spending, not least student
support, which accounts for a significant proportion of the Department's budget. If the deficit
highlighted above is not reconciled it can be seen that DEL will see more of its resources
swallowed up in statutory spends such as student support while spending on programmes that
expand skills within our economy and get people back to work will suffer. To this end the
Committee would strongly advocate that DEL is considered first when the Finance Minister is
making additional allocations from the contingency fund that he will hold at the centre. Quite
simply, reductions from the DEL budget will have a disproportionately negative impact on our
economy's performance and capacity than reductions made to the budgets of the majority of
other departments.

388. The Minister shared with the Committee that the additional reductions he will have to make
beyond what the Department expected (highlighted above) could mean the end of the
tremendously successful adult apprenticeships; could spell the end of the Education Maintenance
Allowance which is designed to incentivise our young people to stay in education or training;
devastation of investment into research and innovation; an end to bringing the unemployed onto
work schemes before it becomes mandatory; and a number of other consequences that will
damage our economy. The Minister has already signalled that the reduction in his budget will
make a rise in student tuition fees "inevitable". The size of that rise will be directly influenced by
how well the Minister can fund the deficit highlighted above. Understandably, the Committee is
reluctant to see the devastation of our Higher Education (HE) sector which this budget could
presage. Again, the Committee would appeal that DEL's HE commitments are prioritised when
the Finance Minister allocates contingency funds.

389. The Committee feels some level of relief that the cuts to the Further Education budget have
been minimised. This sector has received considerable investment over the last number of years
and the colleges have begun to reposition themselves as centres of excellence with cutting-edge
courses which have an increasingly positive impact on our economy.

390. In common with all Members, this Committee has a clear understanding of the seriousness
of these budget cuts; however, the Committee would commend the Minister for the businesslike
way he is dealing with them and the work that his Department has undertaken to ameliorate any
lasting impact on our economy. The Committee has little time for theatrical chest-beating when
there is work to be done.

Enterprise, Trade and Investment

391. At the Committee meeting on 13 January 2011, members of the Enterprise Trade and
Investment Committee (the Committee) considered DETI's spending and savings proposals and
draft budget 2011-15.



392. As members of CFP will be aware, the Executive considers the Economy to be the top
priority in the PfG. CETI believes that the proposed reduction in capital investment in DETI of
63.9% is cause for considerable concern. Invest NI consumes approximately 65% of the DETI
budget and will, therefore, be greatly affected. The Department is confident that Invest NI will
meet and exceed many of its PSA targets under the current PfG. However, Invest NI has a large
number of future commitments which will have to be met prior to funding being provided for
new business activity. This will reduce significantly, the level of new business that Invest NI can
support in future years. The Committee is very concerned that this will have a long-term
negative impact on our economic recovery and future jobs prospects.

393. Officials outlined Invest NI's role in following up on inward investment conferences. The
Committee understands that a case can be made for further funding for future high quality
investment. However, there is no guarantee that such funding would be forthcoming and
members understand that, without additional funding, high quality inward investment
opportunities may not be realised. The Committee is also concerned that a number of worthwhile
projects further down the Department's priority list may not proceed. The Committee has always
been very supportive of the social economy and is concerned that the additional support needed
to drive the sector forward may not be available.

394. Committee members expressed some concern that the Department's four-year spending
and savings proposals exist in the absence of a strategy for economic development or an
investment strategy. It was felt that these strategies should be an integral part of any proposals.

395. On a positive note, the Committee welcomes the Department's commitment to completing
the Tourism Signature Projects which will provide a much-needed boost to the tourism sector.
The Committee is also reassured that the Department is already making a case for further EU
state-aid beyond December 2013.

396. The Committee welcomes news that the Minister for Enterprise, Trade and Investment
intends to prepare a case to improve on the proposed allocation. The Committee has written to
the Minister fully supporting her in this. It is also felt that the proposed allocations for DETI in
the budget further increase the need to provide the Executive with powers to vary corporation
tax in order to stimulate the economy.

397. At the meeting of 27 January 2011, CETI received an oral briefing from Invest NI (Stephen
Kingon, Chairperson and Alastair Hamilton, CEO). CETI believes that the proposed reduction in
capital investment in DETI of 63.9% will have a very significant detrimental impact on the ability
of Invest Northern Ireland to meet future requirements.

398. The oral briefing from Invest NI officials reinforced this concern. There was unanimous
agreement within the Committee that is it absolutely essential that the Executive find a
mechanism to provide EYF in Invest NI's budget. This is to meet Invest NI's requirement for £56m
and £10m in years one and two respectively to meet its short-term operational costs for business
support. This is not for Invest NI's own administration costs, but directly for support for
business. You will be aware that the Report on the Independent Review of Economic Policy
recommended that Invest NI be given greater autonomy in managing its budgets, including EYF.
This report was endorsed by the Executive and the Assembly. The Committee is aware that DE
and DFP have recently agreed a mechanism to allow EYF in its budget and believes a similar
mechanism should be found for Invest NI.

399. The Committee considers the only alternative to providing Invest NI with EYF is to allocate
an additional £5m to Invest NI in the first year and £10m in the second year of the budget to
meet its requirements. Members stressed the importance of addressing Invest NI's situation
without delay.



Environment

400. At its meeting on 13 January 2011 the Committee for the Environment (the Committee)
discussed the draft budget outcome for the Department of the Environment (DoE) 2011-15. The
Committee acknowledged the severe financial constraints faced by the Department and the need
to make cost-savings. The Committee had serious concerns on several issues.

401. The Department anticipates a reduction of 150 staff. This is in addition to a previous
reduction of 150 staff which departmental officials had indicated would be achieved by
redeployment or secondment to other jobs in the wider public sector, early retirement schemes
and routine retirement and resignations. However, it is evident that it will not be possible to
achieve such a large reduction in staff numbers by these means. The Committee is therefore
very concerned that the likely number of job losses in the Department will be considerably higher
than 150.

402. The Committee accepts that any monies raised by the proposed levy on single-use plastic
bags should be used by the Department for their Environmental Programmes. However, the
absence of any procedures for the collection for the levy and the crude estimation of the
anticipated amount of revenue this levy is likely to raise are of great concern to the Committee.

403. The Department has earmarked Environmental Programmes that are to be funded by the
revenue generated by the levy but no other funds have been identified to continue supporting
these Programmes in the event the revenue generated is less than expected.

404. The Environmental Programmes are linked to the Department's work to ensure that NI does
not incur costs related to potential Infraction Proceedings for failing to adhere to existing
European legislation. The Committee is concerned that the budgetary restraints, coupled with
less than expected revenue from the plastic bag levy may increase the risk of Infraction
Proceedings in the future which could ultimately result in huge fines.

405. The Committee noted the reduction in Road Safety Grants, Advertising and Research and
were concerned that level of grants would be reduced to local road safety initiatives and noted
that, despite the apparent success of a series of road accident advertising, this would also be
reduced.

406. The Committee also has concerns about the impact of the funding on non-governmental
organisations (NGOs) but the Department is unable to provide a breakdown of this funding until
the overall amount for the Built and Natural Heritage Programmes have been agreed following
the Executive's revised budget outcome. The Committee sees this as an important aspect of the
Department's spend. Not only do several NGOs deliver government responsibilities in relation to
habitat restoration and protection, they also enable the drawing down of significant levels of
funding inaccessible to the Department. The Committee is therefore concerned that cuts to the
NGO budget could result in greater losses to NI environmental resources than the Department's
budget figures indicate.

Finance and Personnel

Introduction

407. CFP has been involved in an ongoing process of engagement with senior departmental
officials as DFP developed it spending proposals and savings plans for 2011-15 in advance of the
draft Budget announcement. In this regard, the Committee took oral evidence on 30 June, 8
September and 10 November 2010, with written responses also being provided to follow up



issues. Following the draft Budget announcement on 15 December, the Committee received the
DFP Spending and Savings Proposals 2011-15 consultation document on 23 December, and took
evidence on this and on the Department's draft Business Plan 2011-12 on 26 January 2011. The
Committee has endeavoured, despite the absence of a PfG and related PSAs, to scrutinise the
DFP plans in line with the Departmental business targets for 2011-12.

408. In its role in coordinating the Assembly committees' responses to the draft Budget 2011-15,
the Committee is aware of the level of dissatisfaction with regard to difficulties encountered by a
number of other committees which have hampered their ability to effectively scrutinise the plans
for their respective departments. The Committee wishes to commend DFP for the level of
engagement by the responsible departmental officials with the Committee, the timely publication
of plans for consultation following the draft Budget announcement and the level of detail
provided therein. The Committee notes that the Department has also engaged with Trade Union
Side during the development of the plans, and that engagement is ongoing in the consultation
period. In commending DFP in this regard, the Committee has, nonetheless, sought to determine
the extent to which the Department's approach to engaging on its spending and savings plans
aligns with good practice consultation. DFP officials have advised that the Department's
comprehensive draft spending and savings proposals have been made publicly available.
Engagement with key stakeholders has continued, and the officials affirmed that the Department
is keen to consider all consultation responses it receives.

409. Members also sought a response from the Department on whether it intends to publish the
results of the equality screening work which underpins the high-level impact assessments, as
previously recommended by the Committee. The Department subsequently advised that a
summary of the equality screening of its proposals had been published on the departmental
website.

410. The draft Budget 2011-15 allocations for DFP are set out in Table 10 below.
Table 10: DFP Draft Budget 2011-15 Allocations (£ m)

2010-11 2011-12 2012-13 2013-14 2014-15
Net Current Expenditure 182.9 190.5 187.1 179.9 180.9
Capital Investment 15.2 16.5 12.1 10.6 28.4

Table 11 below shows DFP's budget allocations in real terms[55].

Table 11: DFP Draft Budget 2011-15 Allocations in real terms (£ m)

2010- 2011-12 2012-13 2013-14 2014-15 Total real change  Total real % change
11 real real real real 2010-11 to 2014-15 2010-11 to 2014-15

Current 182.9 1859 178.6 167.2 163.7 -19.2 -10.5
Capital 15.2 16.1 11.6 9.9 25.7 +10.5 +69.1

411. Assembly research calculated that the real-term cuts to DFP's current expenditure budget
between 2010-11 to 2014-15 amounts to 10.5%. This compares to an average real-terms
reduction across Executive departments of 12%. Members have questioned the methodology
used to determine the proposed DFP allocation over the four-year period, and have sought
justification for the Department incurring a below-average real-terms cut to its budget. The
Committee notes that the DFP underspend in current expenditure in recent years has been
higher than the average across departments[56]. In addition, the Department has not sought
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additional resources for emerging and unforeseen pressures in recent monitoring rounds, but
instead has been able to manage these by reallocating resources internally. In view of this,
members have questioned whether DFP may have been in a better position to withstand a
slightly higher cut to its budget than other departments, particularly those with primary
responsibility for frontline services.

412. That said, from its considerable experience of examining underspend across all
departments, the Committee is mindful that a full assessment of the reasons for the
Department's previous year-end underspends would be necessary to establish the extent to
which there is excess in DFP's existing baseline allocation. As such, the Committee calls on DFP's
Central Finance Group to critically review the Department's pattern of underspend in current
expenditure over recent years to establish why this was higher than the average across
departments and, in particular, to determine the extent to which it was a result of, for example:
over estimating or bad prior-year forecasting in particular business areas; poor in-year
monitoring; unforeseen or extenuating circumstances; or more efficient delivery. This
assessment should also examine whether the Department's in-year reduced requirements were
declared early enough by the respective business areas in the monitoring round process to allow
redistribution to other departments. The Committee believes that this review will assist both in
helping to inform final decisions around the DFP budget allocation for 2011-15 and in terms of
improving financial management within the Department and minimising future underspending in
light of the ending of the EYF facility.

Spending Proposals — Current Expenditure

413. In cash terms, DFP's current expenditure will increase by £7.6m in 2011-12, primarily to
enable the Department to deliver Census 2011 and to provide additional funding to LPS. The
Committee accepts that it is essential adequate funding is in place to deliver Census 2011 and
welcomes this allocation.

414. Whilst welcoming the additional £5m additional funding for LPS, the Committee still has
some concerns with regard to the Agency's baseline. A raft of rating reforms were introduced
after the Budget 2008-11 had established the baseline for LPS, which necessitated bids of £56m
in the in-year monitoring process in each of those Budget years. The importance of LPS in
collecting over £980m per annum in rates revenue cannot be underestimated, and the
Committee was fully supportive of these bids. A chief concern for the Committee was the need
to ensure that an appropriate baseline would be set for the Agency for the new Budget period.
The Committee notes that the additional £5m required for LPS will be provided through the
"Invest to Save" initiative for 2011-12 and 2012-13 only; in the subsequent two years the
Department proposes to allocate £56m from savings it expects to deliver in those two years. The
Committee is not assured that the allocation of funding via the "Invest to Save" initiative and
through the realisation of what are, at present, aspirational savings, is the most appropriate way
to provide LPS with the additional funding required to establish a firm baseline.

415. The Committee noted that the targets for collection of net collectable rates and for the
collection of rate arrears have not yet been established for LPS in the draft Business Plan 2011-
12. In clarifying why this is the case, the Department advised that LPS is likely to be challenged
to increase its performance in 2011-12; "the quantum of increase will be dependent on the
outturn of this year for both collection and debt. The targets will be set during March 2011".

416. The Committee is disappointed to note that, in order to meet "inescapable" pressures over
recent years, the Department has found it necessary to reduce its maintenance budget in
respect of the NICS office estate, and that "this has contributed to the deterioration of the
estate". The Committee considers that any further reductions in the maintenance of the estate
could, at a later stage, necessitate repairs that will be more costly than any preventative work



that might have been undertaken. The Committee also considers it essential that the estate is
maintained, at the very least, to the standards required by Health and Safety. The Committee
understands that DARD is currently considering vacating Dundonald House, which is one of the
buildings that DFP had earmarked as a priority for maintenance work. The Committee recognises
that the Department will need to remain flexible in order to tie in with the plans of other
departments. Nonetheless, the Committee welcomes the £2m per annum proposed allocation for
the NICS office estate, and strongly recommends that maintenance requirements are addressed
as necessary and that this essential funding is not diverted to other spending areas within this
Budget period.

417. The draft Budget provides for £2.8m per annum to be provided to NI Direct under the
"Invest to Save" initiative. The Committee notes that "the department will review the extent to
which NI Direct will meet the requirements of the 'Invest to Save' initiative during the
consultation period”. In evidence to the Committee, DFP officials advised that the initial funding
for NI Direct was £4.8m, and the £2.8m therefore represents a reduced allocation. The officials
also confirmed their confidence that this "Invest to Save" allocation will deliver value to the
citizen. The Committee notes from the draft Business Plan 2011-12 that NI Direct aims to handle
5 million calls by 31 March 2011, an increase of half a million from the 2010-11 target.

Spending Proposals — Capital Expenditure

418. Assembly research calculations show that, in terms of capital investment, DFP is one of only
four departments for which the proposed capital allocation will rise over the four year period,
with a real terms increase of 69.1%. Other departments will see their capital investment
allocations cut by up to 96.2% in real terms.

419. The Committee notes that DFP's proposed Capital Investment spend for 2011-12, 2012-13
and 2013-14 will enable the Department to maintain existing services in respect of ESS (HR
Connect, Records NI and Systems Maintenance), Accommodation Services, LPS and ICT Line of
Business. The Department has stated that these allocations represent the absolute minimum
required to meet contractual commitments, and "clearly limit the extent to which the department
can make significant improvements to the government office estate", and no capital allocations
have been proposed for those years to enhance the estate.

420. In respect of 2014-15, the draft Budget proposes a significant increase to capital funding
for DFP, which will allow the Department to undertake major investment in the estate. During
the evidence session on 26 January 2011, DFP officials confirmed that the profile of capital
expenditure is not within the Department's control, but rather has been allocated in this way by
the Executive. The departmental officials also confirmed that the Department would be in a
position to undertake the planning and procurement to proceed with necessary work, should the
capital allocation be moved forward to year 3 of the Budget period. The Committee understands
that the Executive is, to a degree, constrained by existing commitments in respect of capital
expenditure. While mindful of these constraints, the Committee calls for some of the capital
allocation for DFP to be brought forward to year three of the Budget period if possible, both to
allow for major investment in the estate at the earliest opportunity and to contribute to efforts to
revitalise the local construction sector.

421. The delivery of longer-term efficiencies through the provision of shared services is
considered in Part 1 of this Report. The Department proposes to allocate capital investment of
£21.5m to ESS over the budget period, which would maintain the infrastructure and enable that
services were responsive to customers' needs, "particularly given the level of change which is
likely to be required as a result of policy and legislative changes over the period". In response to
the Committee's request for more information on likely changes over the period, the Department
stated that "over the Budget period, changes in policy and legislation can be expected to



emerge, for example, changes to the VAT regime, national insurance contributions and
potentially to HR terms and conditions. The allocations will enable ESS to respond to such
changes".

422. In terms of previous underspend by DFP in capital expenditure, the Committee notes that,
in the provisional outturn for 2009-10, this was reported at 3.2% as compared to an average
across departments of 0.5%. In its Report on the Executive's Draft Budget 2008-11, however,
the Committee accepted that underspend in capital expenditure can fluctuate due to unforeseen
delays in capital projects and matters outside the control of departments. That said, in terms of
DFP's above average capital underspend last year, the Committee would reiterated its previous
call for "steps to be taken to ensure the effective planning and management of capital projects,
with a view to minimising delays and resultant underspend in this area". The Committee notes
that the Department expressed its disappointment regarding the level of underspend in 2009-10,
and stated that a number of measures were being implemented during 2010-11 to support more
robust financial forecasting and management.

Savings Proposals — Current expenditure

423. The Department has stated that it will be necessary to make resource savings of £5.3m in
2011-12, £8.9m in 2012-13, £11.3m in 2013-14 and £12.6m in 2014-15 to ensure the delivery of
the essential services it provides to the public and across the NICS. It points out that these
savings succeed significant reductions to the Department's budget over recent years, as it has
been required to make resource-releasing savings each year from 2004-2011; in addition, no
allocations were made to address the cost of inflation from 2005-11.

424. The Department proposes to deliver the savings required in the following main areas:

= Reducing procurement costs;

= Maximising revenue;

= Reducing the cost of delivering NICS shared/corporate services;
= Staff reductions in administration and policy areas; and

= Reducing funding to arm's-length and independent bodies.

425. During discussions with departmental officials, members sought to determine the guiding
principles used in identifying the specific areas for delivering budgetary savings. The DFP officials
explained that options identified were considered in terms of their severity and potential impact
on services, and a "long list" of prioritised savings options was developed accordingly. It is not
clear, however, how the options were initially identified for inclusion on the "long list".

426. Of the opening gross expenditure baseline, DFP asserts that 37% is "inescapable" or
contractually committed in the short-to-medium term. In discussions with DFP officials, members
sought assurances that expenditure regarded as "inescapable”, such as contractual obligations
and recurring costs, are quality-assured to determine that they are indeed "inescapable™. The
departmental officials confirmed that senior DFP officials have a responsibility, as well as a
challenge function, in this respect and stated that they were "taking a hard look at things that
one might think are inescapable”. An example was cited whereby negotiations on a medium-to-
long term contract that had been considered inescapable have resulted in savings of £600,000
over a four year period. The Committee believes that all expenditure that is considered
"inescapable™ should be reviewed in terms of strategic priorities and to determine value for
money.



427. The Committee notes that the Department has assessed contracts across a range of
services and considers that procurement savings may be achieved by renewing or renegotiating
contracts. It is also anticipated that £2.3m will be saved through lease consolidation by the final
year of the Budget period. The Committee would emphasise the need for the Department to
adopt the MEAT (most economically advantageous tender) approach to procuring contracts in
the areas identified for savings, rather than opting simply for the low-cost option as a matter of
course.

428. The Savings Plan includes planned additional receipts from provision of expert services,
such as legal advice and internal business consultancy. During the evidence session on 26
January 2011, the Committee sought assurances that this would not simply result in a transfer of
costs to the wider NICS, and therefore not represent a true saving to the Executive. The
departmental officials advised that internal rates for professional services provided by DFP, such
as business consultancy or legal services, are less expensive than external rates. The Committee
accepts that these services can offer value for money to other departments and represent a true
saving to the Executive, while at the same time generating additional revenue for DFP. The
Committee would stress that this needs to be monitored carefully to ensure that this remains the
case.

429. DFP anticipates that its staff complement of 3,313 posts will be reduced by 91 posts over
the four year period. Staff turnover in the Department over such a period would normally be in
the region of 500, and it is expected that these posts will be managed through natural wastage
and that compulsory redundancies will not be required. During the oral evidence from DFP
officials, members probed this issue and sought assurances that the reduction in posts will not
impact, either directly or indirectly, on service delivery. The departmental officials advised that
the posts to be reduced are directly related to the savings measures, but accepted that those
who leave through natural wastage will not necessarily be in the posts that need to be reduced.
The Department will therefore engage in redeployment to ensure that impact on service delivery
is minimised. The DFP officials also advised that the Department has reduced its SCS numbers
by approximately 10% since March 2009; a small number of additional posts have also been
identified by which additional savings may be realised.

Health, Social Services and Public Safety

Introduction

430. At its meeting on 27 January 2011 the Committee for Health, Social Services and Public
Safety (the Committee) agreed to forward an interim response on the draft Budget to the
Finance and Personnel Committee. It was agreed that this response would form the basis of the
Chair's remarks during the take-note debate on the draft Budget on 31 January 2011.

431. The Committee's decision to issue an interim response on the draft Budget was informed by
the fact that it has received limited information from the Department to date. The Department
published its consultation on the draft Budget on its website on 13 January 2011, only two
weeks before the deadline for committee returns to the Finance and Personnel Committee.

432. Furthermore, the information which the Department has published on its website and which
it briefed the Committee on, does not contain a detailed breakdown of either proposed
expenditure or savings delivery plans. This is despite the fact that the draft Budget document
states that Ministers have been asked to provide this information as part of the public
consultation exercise (page 30 of draft Budget).



433. The Committee took oral evidence from the Department on the draft Budget on 13 and 20
January. Further information was requested from the Department following both these meetings.
However, that information was not received until 27 January during the course of the Committee
meeting.

434. Given the lack of the information supplied by the Department and its delay in providing
responses to issues raised by the Committee, the Committee agreed to issue an interim response
on the draft Budget.

435. The Committee was disappointed by the lack of detailed information provided by the
Department on the draft Budget and by the lateness of the information which was received. The
Committee is of the view that the Department's approach was not helpful in terms of affording it
the opportunity to carry out a detailed and thorough scrutiny of the draft Budget, one of the key
functions of all statutory committees of the Assembly.

436. The Committee will issue a final response on the draft Budget before the closing date for
the public consultation exercise on 16 February 2011.

Key issues

437. At its meeting on 27 January 2011 the Committee agreed to highlight a number of key
issues of concern in relation to the draft Budget for the DHSSPS:

Overview

438. The Committee acknowledges that health and social care have historically been
underfunded in NI. Spending on health and social care should be maximised where possible,
however funding needs to be matched to identified priorities.

439. The Committee is of the view that spending on health should not be at the expense of
social care and public safety — all three are vital areas of work of the DHSSPS. The Committee
recognises that there are many successful community sector initiatives.

440. The Committee is of the view that there needs to be urgent clarification on whether the
Executive intends for the continuation of the guarantee of first call on available in-year money up
to the limit of £20m each year to DHSSPS.

441. The Committee has noted the Department's concern that the proposed revenue allocation
for year one of the draft Budget will present it with considerable difficulties.

442. The Committee is of the view that spending on the public health agenda needs to be
increased — at present only 1.6% of the health budget goes to this area.

443. The Committee discussed the issue of the funding allocated to DHSSPS as compared to the
allocations made to health in England. The Committee received a briefing paper from Assembly
Research Service which indicated that if the same percentage changes that were allocated to
health in England were applied to the DHSSPS baseline, it would be in line to receive an
additional £458m revenue over the four year budget period, but would lose £137m on the capital
side. However, the total net increase would be £320m over the four years, or £80m per year.

Potential for efficiency savings



444. The Committee noted a request from the Department for more flexibility to move money
from capital to revenue. While this may be an option that requires further consideration, the
Committee would emphasise that it is more important for the Department to continue to look for
efficiencies in order to maximise its draft Budget.

445. The Committee is of the view that the Department should explore making efficiencies in the
following areas:

= Purchasing of drugs;

= Prescribing of drugs;

= Senior salaries within the Department;

= Appointment reminder systems;

= QOveruse of agency staff;

= Innovations and improvements in the use of IT;

= Clinical Excellence awards for consultants (E11m per year); and

= Bonuses to skilled tradespeople.

446. The Committee was of the view that there was a lack of information presented by the
Department in terms of potential efficiencies. In particular, little reference was made to the
forthcoming PEDU review of the Department and what efficiencies it could be expected to yield.
Indeed the Committee had expected PEDU to have completed its report before the draft Budget
was published and were disappointed to learn that little progress has been made in terms of the
exercise.

Commentary on the Department's bids

447. In its evidence to the Committee the Department stated that it required substantial sums of
money for pay increments — some £78m in year four. The Department stated that pay issues
were agreed at a national level in GB and that it was contractually obligated in this matter. The
Committee has concerns about this position and particularly the notion that a devolved Assembly
has no power to negotiate locally if it is matter of a choice to be made between potential
redundancies and finding funding for pay increments.

448. The Committee had queries regarding the bids put forward by the Department in terms of
funding to meet demographic changes. The Department emphasised that NI has an ageing
population and that this will put significant strain on health and social care services because
older people cost it nine times what people of average age cost.

449. However, the evidence received by the Committee from two expert witnesses queried the
Department's position on this matter. Professor O'Neill pointed out that it was not clear whether
the Department's figures took into account the potential savings associated with "healthier
ageing". Professor Normand suggested that the Department's analysis overstates the direct
effects of ageing. His view was that the dominant effect in terms of need, particularly for acute
care, is determined by proximity to death. Professor Normand pointed out that in NI over the
next five years the number of deaths is predicted to fall. Therefore, he stated that it is
reasonable to project that the effect of ageing over the next five years on the demand for acute
services over this period is likely to be small.

450. The Department advised the Committee that the current draft Budget proposals could result
in 4,000 job losses. The Committee sought information from the Department on the function,



location, and grade of these jobs. However, the Department did not provide this information and
there was a lack of clarity in relation to whether the Department was proposing natural wastage
or redundancies. The Committee would not wish to see redundancies being made.

451. The Committee supports the necessary capital and revenue funding being allocated by the
DHSSPS for the satellite radiotherapy centre at Altnagelvin and for the Fire and Rescue Service
training centre at Desertcreat.

Summary of evidence gathering
452. The Committee took evidence on the draft Budget from the following:

= Departmental officials (21 October 2010);

= Minister and departmental officials (13 January 2011);

= Professor Ciaran O'Neill, NUI Galway (18 January 2011); and

= Professor Charles Normand, Trinity College Dublin (18 January 2011).

453. The Committee also considered 4 briefing papers prepared by Assembly Research:

= Historic Health and Social Care Expenditure: Comparative Analysis (presented to the
Committee on 13 January 2011);

= The DHSSPS Budget — where does the money go? (presented to the Committee on 20
January 2011);

= The DHSSPS Budget 2011-2015 Consultation (presented to the Committee on 20 January
2011); and

= DHSSPS budget allocations: impact of applying uplifts in line with Health in England
(considered by Committee on 27 January 2011)

Justice

454. The Committee for Justice (the Committee) will continue to scrutinise the draft Budget
proposals over the coming weeks.

Introduction

455, The Committee receives regular briefings on the Department of Justice (DoJ) budget and
the position in relation to the monitoring rounds.

456. In relation to the Budget 2010 process the Committee was first briefed by departmental
officials on 2 September 2010 when it considered detailed information on the Department's
inescapable pressures for the 2011-15 period and savings scenarios based on a 5% year on year
reduction to its baselines.

457. Following the national Spending Review published on 20 October 2010 by the UK Coalition
Government the Committee received further evidence on 4 November on the likely impact of the
Chancellor's announcement on the DoJ budget. During this briefing the Committee focused in
particular on whether the DoJ budget would continue to be ring-fenced and the likely
implications of that, the position in relation to EYF and continued access to the HMT Reserve for
additional security funding.



458. The Minister of Finance announced the NI Executive's draft Budget 2011-15 on 15
December 2010 which provided the overall proposed DoJ resource expenditure and capital
investment allocations for the four year budget period. Following this DoJ provided information
on the Minister's priorities, the overall baseline reduction, draft budget allocations and proposed
pressures to be funded and officials attended a committee meeting on 11 January to outline the
key issues and answer questions. On 21 January the Committee received information on the
savings delivery plans and equality impact assessments and officials returned to the Committee
on 25 January to answer further questions.

459. When considering the DoJ's budget position the Committee has given particular emphasis
to the likely implications of any proposed budget reductions on frontline services and the ability
to deliver these services.

Ring-Fencing of the Department of Justice Budget

460. One of the key issues that needed to be resolved in relation to the DoJ budget for the
2011-15 period was whether it would continue to be ring-fenced or not. The Executive's draft
Budget proposes that the DoJ budget will remain ring-fenced for that budget period.

461. The Committee wishes to dispel any misconceptions that the result of ring-fencing the DoJ
budget for this period is that the budget is protected and will not face any reductions. The
outcome of the proposal to continue to ring-fence the budget is that it will receive the direct
Barnett consequentials arising from changes in the level of funding of the Home Office and
Ministry of Justice as a result of the UK spending review settlement for Whitehall departments.
The result of this is that DoJ faces an overall reduction in its cash baseline of £82m or 7.2% by
2014-15. Taking into account the effect of inflation the real term impact is significantly greater.

462. The Committee notes that ring-fencing the Department's budget results in it having a
slightly worse resource baseline than the average NI settlement but does give it flexibility to
move funding between spending areas and provides end-year flexibility (discussed below) which,
as far as the Committee is aware, is not available to any other department in NI or the UK. The
Committee is therefore of the view that ring-fencing is the most appropriate position to take in
relation to DoJ's budget for the 2011-15 period.

End Year Flexibility

463. The Committee welcomes the fact that, as part of the ring-fencing of the budget, DoJ has
guaranteed access to underspends generated both this year and throughout the Budget 2010
period. This will provide important flexibility for the Department, particularly in relation to this
year where there are underspends in relation to both capital funding — for the planned
Desertcreat Training College — and revenue — for the part-time Police Reserve gratuity and the
full-time Police Reserve severance scheme. The Committee views the retention of end-year
flexibility for DoJ as a distinct advantage.

Access to the Reserve

464. One of the key issues in relation to the DoJ budget is continued access to HMT's Reserve to
fund exceptional security pressures faced by the Police Service of Northern Ireland (PSNI). The
Chief Constable has indicated a requirement of approximately £250m over the four year period.
In the draft budget the Executive has allocated an additional £45m to DoJ which it intends to
contribute to meeting the security funding pressures facing the PSNI. A bid for £200m has been
with HMT for some time and the Department is waiting on confirmation that the bid has been
successful.



465. The Committee is extremely concerned about the implications for the DoJ budget if the bid
is not met in full. In response to questions from members, officials indicated that there was no
contingency plan in place if the bid was unsuccessful and admitted that taking out £200m from
the rest of the Department's budget would result in it being in severe difficulties. The Committee
believes that the implications to the Department's budget if the bid was to be unsuccessful or
only partially successful are such that it will not be possible to agree the DoJ budget until
confirmation regarding the granting of the bid is received. The Committee calls for a decision to
be made as a matter of urgency. Given the time constraints in relation to having an agreed
budget in place it is imperative that confirmation is received from HMT as soon as possible that
this security funding bid will be met in full from the Reserve.

Resource Departmental Expenditure Limit

466. The Committee welcomes the Executive's decision to allocate an additional £45m to the DoJ
budget.

Key priorities of the Minister of Justice

467. Turning to the key funding priorities the Committee notes that the Minister of Justice has
identified the following:

= Protecting frontline policing;

= Protecting other frontline areas across the Department, with the aim of protecting
outcomes for the public; and

= Protecting the voluntary and community sectors as far as possible.

In scrutinising the draft budget allocations the Committee notes that the figures provided do
indicate funding has been skewed towards the priorities of policing and security e.g. the PSNI
has the lowest percentage baseline reduction of all areas and the Directorate that provides back
office support in the Department will be expected to deliver the biggest savings.

468. However on the information available to date the Committee is unable to properly and
accurately assess the likely implications of the funding reductions on the delivery of front line
services, either in relation to front line policing or other front line services. The Committee notes
with concern that in nearly all of the draft savings plans provided by the Department there are
references to achieving savings by suppression of posts, redeployment in headcount, workforce
modernisation, absorbing vacancies, natural wastage, reductions in office equipment, reductions
in training costs, reviews of the frequency of research work etc. The Committee wishes to see
detailed impact assessments from each area of the Department of the implications of the
proposed savings measures. Until these are available the Committee is not in a position to make
an accurate judgement of the draft budget.

Funding of the Police Ombudsman's Office and the Probation Board

469. The Committee is concerned that two bodies have indicated that there may need to be
redundancies to achieve the savings they are being asked to deliver — the Police Ombudsman's
Office which has indicated 17 redundancies in the final 2 years of the budget and the Probation
Board which has indicated the loss of 60 whole time equivalent employees by 2014-15 through
natural wastage and redundancy. The Committee is not at all clear why these two organisations
appear to being hit harder than other areas of the Department.



470. Whilst the Committee notes the assurances provided by departmental officials during the
evidence session on 25 January 2011 that discussions are on-going with both bodies to ensure
that the required savings can be made without the need for redundancies the Committee is very
concerned about the likely impact on the ability of both organisations to deliver their services.
The Committee calls on the Minister of Justice to give further consideration to this matter
urgently with a view to ensuring that, in delivering savings, neither of these organisations are
prevented from delivering the current level of service.

Legal Aid Funding

471. The Committee expressed particular concerns about the budget figure of £75m allocated to
the Legal Services Commission for 2014-15 in the Department's draft budget proposals. The
Committee understood that a budget of £79m for legal aid had been negotiated as part of the
Hillsborough Agreement and that the proposals to reform the Legal Aid system, on which the
Department has undertaken protracted discussions with the Bar Council and the Law Society to
reach agreement on the way forward, are based on achieving a reduction in costs to that level.
The Committee accepts that some of the £4m difference does reflect efficiencies to be achieved
in the Legal Services Commission administration. However the Committee is very perturbed that
the budget for legal aid now appears to be less than that which was negotiated and calls on the
Minister of Justice to clarify the position urgently.

Voluntary and community sector funding

472. The Committee welcomes the commitment by the Minister of Justice to protect the
voluntary and community sectors as far as possible but, due to the lack of information available,
has reservations about the level of protection that is actually being afforded. Officials outlined
that as a result of the prioritisation the voluntary and community sectors will face a reduction of
1.5% per annum which is less than the reduction for the Department as a whole. However the
Committee has no information on which it can assess the impact this 1.5% reduction will have.
Again the Committee wishes to see detailed impact assessments of the likely implications of this
proposed reduction.

Funding for the NI Prison Service

473. The Committee notes that the Prison Service cash baseline will reduce by £18m by 2014-
15. This is to be achieved through an invest to save programme (for which £13m is being
provided in 2011-12) and a strategic efficiency and effectiveness programme. The Committee is
concerned about the ability to deliver the savings required within the timescale and whether the
provision of £13m is a realistic amount to achieve the possible range of reforms that may be
required. The Committee wishes to see details of the proposed efficiency and effectiveness
programme as soon as possible.

Use of Consultants

474. The Committee welcomes the commitment from DoJ to reduce the expenditure on
consultancy to as close to zero as possible and notes that any expenditure in this area over
£10,000 will require the approval of the Minister of Justice. The Committee raised concerns
about the department's expenditure in relation to legal advice and recommends that the
Department closely monitors proposed expenditure in this area to ensure costs are kept to a
minimum.

Spending proposals not being funded



475. The Committee wishes to see details of the specific spending proposals totalling £5m that
are not being funded in the draft budget proposals.

Capital Budget

476. The Committee welcomes the Executive's decision to allocate an additional £57m capital
funding to the DoJ budget, £30m of which is for the Desertcreat Training College.

Capital Funding Priorities

477. The Committee is very pleased that, with the Executive's decision to allocate £30m to DoJ
to fund the Fire and Rescue aspect of the Desertcreat Training College, this major scheme can
now go ahead. The Committee is however very concerned about reports in the media that the
Minister for Health, Social Services and Public Safety has indicated that he may not have the
recurrent funding available for the running of the Fire and Rescue part of the college. The
Committee calls for the Minister of Health, Social Services and Public Safety to urgently clarify
the position and urges him to confirm that the recurrent funding will be available for the Fire and
Rescue Service so that Desertcreat Training College can operate on a fully functional basis.

478. The Committee is disappointed that the capital budget is not sufficient to enable DoJ to
complete both the redevelopment of Magilligan prison and the provision of a new women
prisoner facility during this budget period. The Committee does however support the
Department's decision to allocate £54m for the redevelopment of the prison estate. This will
allow both projects to commence and the Committee wishes to be kept fully informed of
progress in relation to these projects and the options for taking them forward.

Cross-cutting issues

479. The Committee wishes to highlight that DoJ has made no provision in its budget proposals
for any requirements that may arise from the implementation of the Bamford review findings.
The Committee has been advised by departmental officials that the principle on which they are
working is that the lead Department, in this case DHSSPS, will make bids for any changes that is
proposed as a result of new legislation.

480. During Committee visits to HM Prison Maghaberry and the Youth Offenders Centre and
through policy briefings members are aware that the factors that contribute to offending and
reoffending include homelessness; lack of educational attainment; unemployment; mental health
issues; alcohol and substance misuse; and being a victim of sexual abuse or domestic violence.
The Committee wishes to highlight the absolute necessity for other Departments to recognise
the need for a holistic approach and the implementation of early intervention policies in these
areas. A lack of investment will undoubtedly have a knock-on effect on levels of offending and
subsequent increased costs to the justice system. The Committee calls on the Minister of Justice
to raise these issues with the Executive and for the Executive to factor in these issues when
looking at the overall draft budget for NI.

481. The Committee welcomes the fact that DoJ is participating in the Budget review group's
review of all ALBs and quangos.

Draft Programme for Government

482. The Committee notes that work is on-going in relation to the preparation of the draft PfG.
There is a range of reviews either progressing or being planned in relation to Youth Justice,



Community Sentencing, Reducing Offending and Prison Reform. Decisions made in relation to
the budget allocations dictate what the priorities will be over the next four years. The Committee
notes that there appears to be no priority given to diversionary policies, which the Minister has
indicated he wishes to take forward, in this draft budget and questions how much flexibility there
will be to implement new policies over this period of time.

Timescale for consultation

483. The Committee for Justice considers that the very tight timescale for statutory committees
to consider the draft budget proposals has impacted on their ability to properly scrutinise and
reach informed decisions. This is extremely unfortunate, particularly as the very difficult
budgetary position being faced would have warranted detailed consideration of the likely impact
decisions will have on the delivery of services.

Conclusion

484. The Committee for Justice will continue its scrutiny of the draft DoJ budget over the coming
weeks and will be seeking urgent clarification of the issues raised.

Office of the First Minister and deputy First Minister

485. At its meeting of 26 January 2011, the Committee for the Office of the First Minister and
deputy First Minister (the Committee) agreed to forward this response to CFP for inclusion in the
co-ordinated report in response to the Executive's draft Budget.

486. The Committee was briefed by the First Minister and deputy First Minister on the
Department's draft Budget 2011-15 proposals at its meeting of 19 January 2011. During the
briefing Ministers provided further information in relation to the proposals. Ministers also gave an
overview of some of the savings proposals and advised the Committee that it will receive the
detailed savings plans very shortly, which are not yet available.

487. Members of the Committee discussed a number of issues with the First Minister and deputy
First Minister. Discussions included the timetable for the Victims and Survivors Service and the
Programme for Cohesion, Sharing and Integration.

488. Members also discussed with Ministers the strategic value of the Department's capital
projects and the importance of maintaining momentum in relation to the regeneration of these
sites, in order to attract investment and provide jobs for the local areas.

489. Ministers also provided further information in relation to the staffing levels in the Office of
the First Minister and deputy First Minister and advised that staffing levels have been reduced
from 460 staff (in 2004) to 350 staff. Ministers also advised that they hope to reduce the level to
305 staff in 2015.

490. Ministers provided further information in relation to the Social Investment Fund and the
Social Protection Fund, which the Executive will be taking forward. Members were assured that
these funds would be directed towards the most vulnerable and that Ministers were still
considering areas and possible themes to direct the funds.

491. Members also had a discussion with Ministers concerning European funding and the
possibility of introducing targets for drawing down funding from the European Union. There were



also discussions in relation to a possible Peace 1V package. Ministers advised that the Barroso
Taskforce was due to return to NI in the next few weeks.

492. Ministers advised of the success in attracting inward investment to NI from the United
States, and in particular the success of the Titanic area in attracting companies such as HBO.
They also highlighted the benefits to the local economy of such investment.

493. There was also a discussion on what revenue raising ideas are being explored, Ministers
advised that they have been considering many suggestions and will continue to identify areas
where additional revenue could be raised.

Regional Development

494. The size of the cuts facing the Department for Regional Development (DRD) are significant,
and will have a severe impact on the most vulnerable in society, economic competitiveness, and
the sustainability of transport in NI.

495. The scale of the cuts in DRD's capital budget, with reduced levels of investment in road
schemes, roads structural maintenance, public transport initiatives and water and sewerage
services will place additional pressures on businesses in NI, and will make growing the economy
more difficult. Congestion and poor road maintenance lead to longer and less reliable journey
times, and increase the costs of doing business in NI. The quality of all our infrastructure - public
transport and water and sewerage services included - are a key factor in determining the
attractiveness of NI as an investment location for foreign direct investment.

The scale of the reduction in DRD's budget

496. Although recognising the severity of the settlement in the 2010 Spending Review, the
Committee for Regional Development (the Committee) was disappointed to note the allocations
to the Department's total budget over the four year budget period. Whilst there is a slight
increase, from £938.6m in 2011-12, to £1.012 bn in 2014-15, Members noted that, when
compared with total planned expenditure in the previous budget period, the total draft Budget
allocations were a 6.3% reduction in real terms.[57]

497. The reductions in the Spending Review settlement are particularly stark when you look at
the impact of reductions in DRD's Draft Budget, as identified by the Department in its
consultation document and evidence to the Committee.

498. There are no allocations to commence construction on major roads schemes such as the A6
Randalstown to Castledawson scheme; the A2 Greenisland scheme; the York Street Flyover; the
Sydenham bypass widening scheme; and other schemes along the A6. With the exception of the
A5 and A8, the A32 Cherrymount Link is the only other scheme to complete in the budget
period.

499. There will be significant reductions in other capital improvement programmes such as
walking and cycling, traffic calming, collision remedial (although Roads Service is adamant that
safety will be prioritised); traffic management measures; local safety improvements; and bridge
strengthening.

500. Funding will not be available in years two and three of the budget period to meet the
agreed levels of investment in water and sewerage services as set out in the PC10 final
determination.
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501. Funding is confirmed for the planning phase only on rapid transit, and to plan to invest in
electric vehicle charging infrastructure (despite DRD/DOE making a successful OLEV bid), the
Belfast on the move city centre traffic management initiative, and for other bus priority
measures.

502. From an historic high of £92m in year one, structural maintenance funding falls sharply in
years two and three of the budget period, and over the budget period is some £200m below the
circa. £112m per annum recommended in the Snaith Report. The Department states that this
level of investment, coupled with reductions in roads maintenance activities is predicted to lead
to the network being less resilient to extreme events such as freeze/thaw cycles and flooding.

503. Turning to current expenditure budget, the Department is required to fund cumulative
current expenditure reductions of £163m over the four year budget period. The Department
stated that it is the only department facing a year on year reduction. In evidence, officials
indicated that roads PPPs, provision for public liabilities and public service obligations (PSOs)
were the only areas not cut as part of its savings plans.

The balance of expenditures and savings between roads and public
transport

504. The balance of expenditures over the budget period, between expenditure on roads and on
transport, starting with 2011-2012 is 66:34; 79:21; 87:13 and 80:20. With the exception of the
year one allocations which are unusual, these ratios fall short of the 65:35 identified in the 2002
Regional Development Strategy (RDS).

505. Of the 14 savings measures identified, two are to be achieved through procurement; two
through increased revenue raising; one by lowering priorities; three through changes in
administration or policy approach; and six through cuts in funding. The Committee will continue
its work on analysing the incidence of planned savings during the remaining consultation period.

Ringfencing in the budget

506. The Committee noted the figures provided by the Department in its papers of 12 January
2011, which illustrate how much of the planned current and capital allocations in DRD which are
ringfenced.

507. On the one hand, the Committee recognises the importance of ringfencing as a tool to
ensure that funding for high priority projects is used only for those purposes. For example,
significant amounts of the structural maintenance capital allocations (£107.8m of the £177.7m)
are ringfenced for this purpose. Overall, members were concerned to note that, on average,
48% of capital investment in public transport and 83% of investment in roads over the budget
period were ringfenced. Smaller amounts, 17% and 11% respectively were the proportions of
current expenditure ringfenced over the same period.

508. This concern arises because once ringfenced, such allocations can only be used for the
specified purposes. Should the Department be unable to spend all or part of a ringfenced
allocation, permission must be sought from DFP to use that money for other purposes.

509. For example, the capital funding for the A5/A8 is ringfenced 100%. This project is
dependent on a contribution of £400m from the Rol Government to progress. Construction,
envisaged to begin for both schemes in 2012, is also subject to the successful outcome of public
inquiries. Because the allocation is ringfenced, if the project was for any reason unable to



proceed, the Department would require approval from DFP for the reallocation of this funding to
other priority roads projects.

510. The Department, in its briefing to the Committee on 12 January 2011, stated that whilst
Roads Service has a significant allocation, around £790m (or 70% of it) is tied up in these two
major road schemes (A5 and A8). The Department acknowledges the Rol's contribution to this
project, however it highlighted that the 40% reduction in the Spending Review settlement, and
the scale of these schemes means that there are no allocations to commence construction on
other major road schemes.

511. Roads Service has, traditionally, been skilled in managing its funding allocations to achieve
optimal outcomes for the Department. By managing the development of a range of priority
schemes that are at different stages of the design, consultation/inquiry and construction process,
Roads Service has in the past used its allocations flexibly to progress a range of roads schemes.
Ringfencing such a significant amount of the Department's total budget for two schemes might
hinder Road Service's ability to best manage work in its specialist area. The Committee hopes to
continue to explore this issue and the Department's options with DRD over the course of the
consultation on the draft Budget. The Committee is strongly of the view that if the A5 or A8
schemes, for whatever reasons, are unable to proceed then the ringfenced funding should be
available to the Department for other priority road projects.

Failure to fund water and sewerage services to the levels identified
in PC10

512. The Committee received a written submission from the Northern Ireland Authority for Utility
Regulation, which highlighted the Regulator's views on the level and profiling of capital
investment expenditures over the period of PC 10 (the three-year price control period from
2010-2013), as this is reflected in the draft Budget allocations. Table 12 below illustrates this
point.

Table 12: Investment Expenditure

PC 10 Final Determination (PE Budget 2007/ Draft Difference Difference

terms) Budget 2010
£m £m £m %
2010/11 194.2 201.00 7.7 4.0%
2011/12 188.4 202.00 14.1 7.5%
2012/13 195.9 145.0 -50.9 -26.0%
PC10 Total 578.5 549.0 -29.1 -5.0%
2013/14 -- 140.0 -- --
2014/15 -- 180.0 -- --
Draft Budget
Total ’ 667.5 - -

Source: Letter from NIAUR, 26 January 2011 and DALO 489 12 January 2011.

513. The Committee notes that in year one of the draft Budget (year two of the PC10 period)
there is an indicative capital investment allocation some 7.5% in excess of the level
recommended in the agreed PC10 determination, however this is followed by an allocation which
is £50m (26%) lower than the level agreed in PC10. Members recognise the constraints facing
Northern Ireland Water, particularly in the current economic climate, however they were



concerned about the impact this may have on Northern Ireland Water's ability to deliver the
investment in infrastructure which was agreed as necessary during the PC10 process.

514. Looking at the profile of capital expenditure for water and sewerage services in the draft
Budget, it begins at a level, has a significant dip in years two and three, and increases again in
year four. This "u-shape" profile is the opposite of what might be expected for relatively large
scale infrastructure investment programmes carried out over a number of years. In profile, such
projects tend to have lower expenditures in the early years, with an expenditure peak at the
mid-point and slightly beyond (an “inverted u-shape™).

515. Briefing from the Utility Regulator identifies the potential implications of the draft Budget
profile for capital expenditure in Northern Ireland Water (NIW) as:

= Deferment of compliance waste water treatment projects as NIW would not be able to
commit to them in this coming year in the absence of the necessary resources being
available in future years to take them forward;

= Diversion of expenditure away from Ministerial social and environmental priorities to the
networks where expenditure levels are arguably more flexible, although such ramping up
followed by a decline is not desirable and will be less efficient as framework contractors
may be reluctant to engage additional resources (equipment and labour) only to lose
them in the following year;

= Asset performance information is particularly lacking for networks and hence when the
asset base is significant (26,500km of water mains and 14,500km of sewers), targeting
of expenditure to ensure delivery of benefits is not easily facilitated. This is particularly
the case if the drive is to spend the money, rather than achieve pre-defined outputs;

= The price control "contract”" which holds the company to deliver, as per PC10, will need
to be revisited using the mechanisms as laid out in the recently agreed memoranda of
understanding between the parties. The Regulator will have to consider the arguments
which may be legitimate and will undoubtedly be put forward by the company for non-
delivery of efficiency targets and other cuts;

= There will be a need to revisit the compliance and service performance targets set in the
PC10 determination.[58]

516. Members wish to highlight the factors driving the need for capital investment in NIW (Table
13).

Table 13: Drivers of Capital Investment in Northern Ireland Water

0 .

nvestment  Drven by

44.4% Need to _maintain the asset base and sustain current level of performance
and service.

29.3% Need to meet quality compliance / EU directives

18.9% Need to facilitate growth or development needs

7.3% Enhancing the level of performance

Source: Letter from NIAUR, 26 January 2011

517. The Committee understands that work is ongoing to identify and investigate options for re-
profiling the capital investment programme, however members are concerned. As can be seen
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above, the majority of capital investment, almost 74%, is driven by the need to maintain current
levels of service and performance and to meet compliance standards. A reduction of 26% in the
level of capital investment in year 2, with a further reduction in year 3 of the draft Budget
period, cannot but have an impact on the levels of service and compliance currently provided by
NIW. There could be little or no room for service or performance improvements or development
over the coming years.

518. Again, the Committee hopes to explore this issue with the Department during the
consultation period and beyond.

Engagement with stakeholders on the impact of the Department's
spending and savings delivery plans

519. The Committee held a stakeholder engagement event on Wednesday 26 January 2011 on
the impact of the Department's spending and savings delivery plans. Whilst the Committee has
not had a chance to consider the feedback received during this event in detail, the paragraphs at
Appendix 4 are not exhaustive but they provide a flavour of the contributions made during the
event. These are organised under the headings of social, economic and environmental impacts,
however the Committee is keenly aware that these are interlinked and cross-cutting categories.
The Committee plans to publish the Official Report of this event on the Assembly's web pages at
the earliest opportunity. This will provide a more detailed and nuanced picture of the feedback
received on the impact of the draft Budget, which we hope will contribute to the debate as the
budget process moves forward.

520. The Committee heard from the Department and stakeholders that the proposed cuts will
have a negative impact on all the Section 75 groups and will directly impact the most vulnerable
in society, people with disabilities and older people, rural communities, and those without access
to a car.

521. The evidence received stated that this draft Budget will roll back the progress made in
recent years on accessible and sustainable transport, discouraging the use of public transport as
an option for those with a choice, lead to social exclusion for those without alternative transport
services or access to a car and, potentially, increase transport related emissions.

522. The Committee will continue to consider the evidence received, analyse the proposed
allocations and savings plans, and looks forward to working with the Department to secure the
best possible budget outcome for regional development in NI.

Social Development

523. The Committee for Social Development (the Committee) considered the Department for
Social Development's (DSD) Draft Budget 2011-15 consultation document.

524. In the absence of detailed information relating to capital and revenue allocations, the
Committee generally welcomed the allocation of funding in the draft Budget to:

= the Warm Homes Scheme / Fuel Poverty;
= Supporting People projects;

= Voluntary and Community Sector projects including the Neighbourhood Renewal
Strategy; Areas at Risk and Small Pockets of Deprivation; and

= Co-ownership Housing; Private Sector Grants and Disabled Adaptations.



525. The Committee particularly sought additional information on:

= the impact of Housing Executive rent levels on possible redundancies within Northern
Ireland Housing Executive (NIHE);

= Housing Executive maintenance and Decent Homes programmes;

= the Social Housing Development Programme (SHDP);

= the number and timing of new Bamford units;

= the impact of reduced allocations on Urban Regeneration and Public Realm schemes;
= the Jobs and Benefits Office programme;

= the impact of proposed Department of Work and Pensions (DWP) reforms to Child
Maintenance and Welfare; and

= a proposed application to the Social Protection Fund for support for homeowners facing
repossession proceedings.

526. Some members of the Committee expressed significant concerns in respect of the potential
reduction in the number of new social houses to be built under the SHDP. Members sought
further information on the strategic use of Departmental land to support the SHDP. Some
members also expressed concerns in respect of the viability of a proposed reduction in the
Housing Association Grant as a mechanism for increasing new social house building.

527. The Committee agreed that it would in principle support the Department's application for
Invest to Save funding to upgrade NIHE tenures so as to reduce the effect of future adverse
winter weather events.

528. In the absence of sufficient detail on a number of key issues, the Committee agreed that it
could not undertake further scrutiny or make additional comment on the DSD Draft Budget
2011-15.

Introduction

529. In September 2010, the Department, as part of the Spending Review process, submitted
bids for capital programmes and increases to revenue programmes for the period 2011-2015.

530. On 15 December 2010, a draft budget document setting out the NI Executive's overall
proposed spending plans for the four year period from April 2011 to March 2015 was issued for
consultation. The consultation was due to close on 16 February 2011. A final Budget was
expected to be published later in February 2011.

531. In addition to the above, DFP asked all departments to publish expenditure and savings
delivery plans including the impact on frontline services and to produce equality impact
assessments as appropriate. DSD's consultation on its expenditure and savings delivery plans ran
concurrently with the DFP consultation.

532. The draft Budget figures (Em) for DSD were as shown in Table 14:

Table 14: Proposed Budget Allocations for DSD (£m)



Capital Expenditure

Current Expenditure (net of receipts)

2010-11521.1 269.6
2011-12 516.7 150.3
2012-13 532.0 120.6
2013-14 543.0 99.0

2014-15 523.4 190.3

533. The DFP Minister also indicated that the Executive was to establish

"a £20 million Social Protection Fund to assist those in severe hardship as a result of the
economic downturn. This Fund, with an initial allocation of £20 million 2011-12 will then draw
upon the additional new revenue streams that Ministers are to take forward."

534. The DFP Minister further indicated that the Executive "has proposed the establishment of a
fund of £20 million per annum which will be administered by OFMDFM" to tackle the problem of
disadvantage within Northern Ireland "in those interface communities where the problems are
many and complex".

535. CFP asked statutory committees to review their departments' draft budgets and respond
before 16 February 2011.

536. The Committee for Social Development's review of the DSD Draft Budget 2011-2015 is
summarised below.

537. In preparation for its review of the Department's draft budget proposals, the Committee
undertook a call for evidence with the voluntary and community sector which was facilitated by
NICVA on 25 November 2010. A report on the call for evidence event is available from the Social
Development Committee webpage.

538. The Committee also sought written evidence from a wide range of stakeholders including:
Northern Ireland Federation of Housing Associations (NIFHA); NICVA; Mencap; Housing Rights
Service; NIPSA; Citizens Advice Bureau; Advice NI and Law Centre (NI). Copies of these written
submissions are available from the Social Development Committee webpage.

539. The Committee received a Ministerial briefing on the budget at its meeting of 13 January
2011 and a further Departmental briefing at its meeting of 10 February 2011. The relevant
minutes of proceedings are is available from the Social Development Committee webpage.
Relevant Departmental submissions are also available from the Social Development Committee
webpage.

Budget Context- Welfare Reform

540. The Committee took evidence from IFS so as to establish the context for the draft budget.
The IFS indicated that tax and benefit changes introduced by the Westminster Government
would impact disproportionately on the poorest income quintile (lowest 20% of the population by
income) in NI.

541. Members of the poorest income quintile in NI have an average income (after tax and
including benefits) of around £10,000 pa. The average cash loss to members of this group is
estimated as £360 pa (in 2012) rising to £691 pa (in 2014).



542. The Committee also noted Assembly Research information designed to characterise the
poorest income quintile in NI. The briefing note showed that 350,000 individuals including
working age adults, children and pensioners are in this category and that they are in receipt of a
range of benefits.

543. Relevant papers are available from the Social Development Committee webpage.

Consideration of the DSD Draft Budget 2011-2015

544. The Committee agreed that the draft budget document and Departmental responses did
not fully address members' queries or concerns. The results of the Committee's consideration of
the draft budget are set out below.

Pay and Posts

545. The Department's draft Budget 2011-2015 document referred to revenue bids that were
made in September 2010 in respect of pay increases and price inflation. The Department advised
that it expected that there would be no requirement for voluntary or compulsory redundancies in
any business area during the budget period. The Committee was advised that reductions in posts
will be achieved through natural wastage. The draft budget also appeared to indicate that pay
progression will apply to all staff - with those staff earning less than £21,000 also receiving a
£250 payment for at least the next 2 years.

546. In respect of the information provided, the Committee agreed that it generally endorsed the
Department's apparent approach to the management of pay and employment within DSD in the
budget period.

Housing and Social Housing Development Programme

547. The Committee welcomed the apparent commitment in the draft budget to continue to
support 500 first-time buyers per year to secure their homes through co-ownership and for
support for 200 Disabled Adaptations per year (as recommended by Occupational Therapists).
The Committee also noted the capital allocation which is apparently designed to cover most of
the costs of the estimated 2,600 pa mandatory private sector grants.

548. It is understood that the draft budget allocation to the SHDP will provide for 4000 new
social homes in the budget period. The Department advised that this figure does not include
those new social homes that may be started as a consequence of additional funding from the
Housing Associations.

549. The Department advised that the Minister does not accept that Housing Associations can
provide an additional £80m during the budget period for the SHDP.

550. In correspondence from NIFHA, it was claimed that around £31m can be provided by
Housing Associations — through £14m of "in kind" expertise plus £15m by Housing Associations
developing new housing with smaller grants from the Department plus £2m in efficiencies and
grant savings by "non-developing" Housing Associations. NIFHA also claimed that the above
could be partially funded by rent increases equalling RPI plus 0.5% for every year of the budget
period and by changes to legislation to allow Housing Associations to build and sell private
housing. NIFHA also advised that its members' reserves are committed and their reduction could
impair Housing Associations' ability to borrow.



551. The Committee agreed that it generally welcomed many of the capital allocations in the
budget designed to meet housing pressures through Disabled Adaptations and Co-Ownership.

552. Some members expressed significant concerns in respect of the potential reduction in the
number of new social houses to be built under the SHDP. Members sought further information
on the strategic use of Departmental land to support the SHDP. Some members expressed
concerns in respect of the viability of a proposed reduction in the Housing Association Grant as a
mechanism for increasing new social house building.

553. The Committee sought clarity in respect of how the SHDP was to be funded by additional
contributions from the Housing Associations. In the absence of further detail on the funding of
the SHDP, the Committee agreed that it could not necessarily endorse the Department's
approach in respect of the SHDP.

Northern Ireland Housing Executive and related programmes

554. It is understood that NIHE rents for period 2011-12 are to increase by 3.75%. The
Department, in its evidence to the Committee, could not clarify the amount of NIHE rent
increases for the rest of the budget period and therefore could not also confirm the level of
redundancies that may be required in NIHE (if any).

555. The Department indicated that savings would be made in NIHE through the curtailment of
maintenance in-line with the findings of the Saville's report; staff reductions in administration
and policy areas; a curtailment of travel & subsistence; training; IT, advertising and survey
costs.

556. The Department could not confirm the number of NIHE homes which are to be brought up
to the Decent Homes standard in the budget period. The Department advised that it has
submitted an "Invest to Save" bid of £12m to upgrade the insulation etc. of a large number of
NIHE properties.

557. The Department confirmed in evidence to the Committee that funding for the Warm Homes
scheme in private housing is to be maintained at £12m pa. A further £8.5m pa from the Decent
Homes budget is to be used to provide anti-fuel poverty measures in NIHE tenures.

558. The Department also indicated that funding for Supporting People providers is to continue
at £64m pa though there is to be no increase for inflation for providers. The Department could
not indicate the number of new build units to be provided to meet the recommendations of the
Bamford Review — this is expected to be some way short of the 1168 units for which the
Department bid in September.

559. The Committee agreed that it welcomed continuing support for the Warm Homes Scheme
and Supporting People providers. The Committee also indicated its support in principle for the
Department's Invest to Save bid to upgrade NIHE homes.

560. The Committee also agreed that, in the absence of clarity on NIHE rents and possible
redundancies at the Housing Executive, it could not necessarily endorse the Department's
general approach to the funding of the Housing Executive and related programmes.

Voluntary and Community Sector

561. The Department advised in evidence to the Committee that funding for the Neighbourhood
Renewal Strategy; Areas at Risk and Small Pockets of Deprivation projects will continue at



present or higher levels, though options to improve efficiency of delivery were being considered.
The Department also advised that funding is to continue at current levels for the Housing Rights
Service and Supporting Communities NI.

562. In evidence to the Committee, it was indicated that further consideration is to be given by
the Department to the reduction of costs by voluntary groups through, for example, the sharing
of services.

563. The Committee agreed that it generally endorsed the Department's apparent support for
the voluntary and community sector and urged the Department to clarify the detail of its funding
decisions at the earliest opportunity. Members also supported, in principle, the voluntary sector's
call for the optimization of audit requirements so as to ensure transparency and accountability
whilst minimizing unnecessary bureaucracy and costs.

Urban Regeneration and Public Realm

564. The Committee welcomed capital allocations to public realm schemes but noted with
concern the Department's advice that there may be an adverse impact on Physical Development
projects in: Belfast's middle core; eleven areas in Londonderry, Limavady and Strabane and
phases 2/3 of Belfast Streets Ahead.

565. The Department could not advise in detail on the impact of a somewhat reduced capital
allocation on the vesting of houses in declared Urban Regeneration Areas, e.g. Parkside;
Glandore; Lawnbrook; Woodvale Avenue; the Village and Upper New Lodge.

566. The Department indicated that in respect of the llex and City of Culture projects, it had
received a lower capital allocation than was requested and that, therefore, its focus would be on
the delivery of priority projects.

567. In respect of the Royal Exchange, the Department recognised that the reduced capital
allocation for this project must be addressed in advance of the firming-up of the relevant
delivery timescale.

568. The Committee generally welcomed the allocation of funding to urban regeneration
schemes. The Committee agreed that in the absence of detail relating to key urban regeneration
projects, it could not necessarily endorse the Department's approach to the funding of these
projects.

Other

569. The Committee noted the capital and revenue allocations to support Welfare Reform
including additional resources for the Appeals Service and Medical Support Services. The
Committee agreed that many aspects of the proposed reforms are unclear and sought further
information as to the relevant allocation of supporting funding.

570. The Committee noted the absence of detail in the budget document in respect of the Jobs
and Benefits Office programme. The Committee considered that this important programme has
had a positive impact on employment rates in deprived areas. The Committee sought further
information as to how the Department is to work with other bodies to enhance the delivery of
jobs and benefits services.

571. The Committee also noted proposed DWP reforms to arrangements for Child Maintenance.
The Committee expressed some concerns in respect of these proposed reforms and agreed that,



when possible, the Department should brief members on the relevant outworkings of the DWP
reforms.

572. The Committee also agreed that it required further information on the application by the
Department to the Social Protection Fund for support for a scheme to help home owners facing
repossession proceedings.

Independent Bodies

NI Audit Office

573. The Audit Committee has taken the opportunity to comment on the proposed spending
reductions for the NIAO as set out in the Executive's draft Budget 2011 -15.

574. Although the funding for the NIAO comes from within the NI Executive's DEL and although
there was a figure included in the Executive's draft Budget for reductions to the budget of the
NIAQ, further to section 66 of the Northern Ireland Act 1998, it is for the Audit Committee (in
place of DFP) to agree the estimates of the NIAO and to lay those estimates before the
Assembly.

575. The Audit Committee recognises the significant reduction in the levels of funding available
from within the NI Executive's DEL over the budget period. The Audit Committee thinks that it is
important, therefore, that the NIAO should make a significant contribution to reducing its own
expenditure over this period. This is important not only in terms of reducing costs to the public
purse, but also in terms of demonstrating that the NIAO is willing and ready to bear its fair share
of the savings that must be made.

576. The Audit Committee met on 9 December 2010 and received a presentation from the
Comptroller and Auditor General on the issue of efficiency savings that could be made by the
NIAO over the budget period. This presentation set out how the NIAO intended to build on
efficiencies already made this year by, inter alia, reducing significantly its outsourcing
requirements, by reducing recruitment and by implementing a two year pay freeze. Further
detail is set out in the summary document produced by the NIAO provided at Appendix 4.

577. The Committee considered carefully the proposed savings that the Comptroller and Auditor
General outlined. The Committee also gave consideration to the overall reduction to the NI
Executive's DEL and to the planned reductions to the budgets of other audit bodies in the UK.
Having considered all of this, the Audit Committee agreed that it would expect to see the NIAO
reduce its budget requirement by at least 10% in cash terms by 2014-15. This 10% reduction is
from a baseline of £9.0m in 2010-11 (in terms of the NIAO's net resource requirement).

578. The Committee advised the NIAO that it should therefore proceed to prepare a corporate
plan for 2011-12 onwards based on this financial forecast. This plan will in turn inform the Audit
Committee's consideration of the NIAO's estimates for 2011-12. The estimates for 2011-12 will
be agreed shortly by the Audit Committee, after having first consulted PAC and DFP.

579. The Comptroller and Auditor General has advised that the proposed savings represent the
maximum reduction that could be made by the NIAO whilst still maintaining the same quality
and extent of service to the Assembly that has been offered in recent years. It is important in
the current climate for the maximum level of practicable savings to be made. However, to be
clear, the Audit Committee is committed to ensuring that the NIAO has the resources necessary
in order to ensure that it can provide effective support to the NI Assembly in its task of holding
NI departments, executive agencies and other public bodies to account for their use of public



money. This role is even more important in the current financial climate. The Audit Committee
would therefore not agree a reduction in the funding for the NIAO that would prevent it from
carrying out this crucial role.

580. Further to the meeting of 9 December, the Audit Committee wrote to DFP so that it could
be aware of the position. However, before this correspondence was received by DFP, the draft
budget was published. The Chairperson of the Committee has since met with the Finance
Minister and informed him of the Audit Committee's position.

NI Assembly

Background

581. The NI Assembly Commission (the "Commission™) is the corporate body of the NI Assembly.
It has responsibility under section 40(4) of the Northern Ireland Act 1998 to "provide the
Assembly, or ensure that the Assembly is provided, with the property, staff and services required
for the Assembly's purposes". The Commission's budget covers the salaries and allowances for
Members of the Legislative Assembly including Ministers and other Assembly Office-holders, the
salaries cost for the Assembly Secretariat (the Commission's administrative arm) and general
administration costs including non-cash costs.

582. Following the Chancellor of the Exchequer's statement on 24 May 2010, and in anticipation
of the outcome of the UK-wide Spending Review, the Commission sought to identify cost savings
and efficiencies in anticipation of a reduced allocation to the NI Block for the financial years from
2011-12 to 2014-15. Following the Chancellor's statement on 20 October 2010, the Commission
noted that the headline impact on the NI Block from the Spending Review for DEL Resources
had been variously reported (by HMT) as a 6.9% reduction in real terms or (by DFP) as a 8%
reduction in real terms over the four-year Spending Review period. In cash terms, the Spending
Review resulted in a modest increase of approximately 2% from £9.3bn in the baseline year of
2010-11 to £9.5bn in 2014-15 (as per HMT). The real reduction in DEL Capital is reported as -
40% (from £1.2bn in 2010-11 to £0.80bn in 2014-15). It should be noted that all figures
expressed in real terms in this paper are calculated using the assumptions for inflation over the
Spending Review period that were used by HMT in the Spending Review.

583. The Commission's spending review exercise was contemporaneous with the exercise carried
out by Executive departments in response to a note issued on 17 June 2010 by the Central
Expenditure Division of DFP to Finance Directors in Executive departments. That note was
subsequently forwarded to the Commission on 26 June 2010 following a request from the
Commission to DFP for a copy. Guidance appended to the note titled "NI Executive Budget 2010
Guidance for Departments" observed (at paragraph 1.18) that "In line with previous
arrangements, the NI Assembly and the NI Audit Office will be provided with the level of funding
required by each organisation (both current expenditure and capital investment) in order to carry
out their respective functions, as agreed by the Assembly Commission and the Public Accounts
Committee (sic) respectively".

584. Although not part of the Executive's Budget 2010 process, the Commission continued to
develop and refine its proposals for cost savings. It was indicated to DFP in late August 2010
that the Commission was clear in its intention to seek to identify cost savings on the 2010-11
baseline for each year of the four-year budget period. The impact on the operation of the
Assembly through making savings had still to be assessed at that time and would be taken
forward following the Assembly's summer recess. The Speaker (as Chair of the Assembly
Commission) wrote to the Minister of Finance and Personnel on 15 November 2010 to advise the
Minister that the Commission has asked officials to bring forward savings proposals of 13% in



real terms for DEL Resources. The Speaker subsequently wrote to the Minister on 9 December
2010 to apprise him of the Commission's budget deliberations and to confirm that a real cut of
13.3% had been agreed.

Key Issues

585. As part of its spending review exercise, all business areas within the Assembly Secretariat
were asked to provide options for costs savings on the 2010-11 baseline level for the next four
years. When these submissions were received, a cross-Directorate project team was established
to analyse the data and to collate the savings options. The exercise included an assessment of
the impact of the range of savings options on the delivery of services to the Assembly and its
Members. Secretariat staff were primarily asked to look at Secretariat Staff Payroll, Secretariat
Admin Costs, payments to political parties under the Financial Assistance for Political Parties
Scheme 2007, non-cash costs and Capital expenditure; as it was recognised that the remaining
budget items such as Members' Admin Costs, Members' Payroll and Office Cost Allowance (OCA)
were likely to be decided by a proposed Independent Financial Review Panel (subject to the
Assembly passing the required legislation).

586. Considerable work was undertaken in order to identify areas where savings might be made
and, importantly, to assess the impact of any savings options on the delivery of services to the
Assembly and its Members. The administrative costs of operating the Assembly Secretariat were
closely analysed as part of this exercise, with a particular focus on seeking to find savings from
within administrative budgets before consideration was given to savings that might include staff
numbers. However, it was recognised that due to the structure of the budgets within some
business areas, it might only be possible to achieve savings by considering staff resources.
Where business areas could only achieve savings by altering their staff complement, the analysis
of any impact on service delivery of such alterations was especially important.

587. At meetings on 2 November 2010, 23 November 2010 and 7 December 2010, the
Commission considered the implications of the Spending Review outcome, the impact on the NI
Block and its desire to move beyond the level of real reduction (either 6.9% or 8%) that
occurred across the NI Block as a whole. The Commission agreed a Resources budget for the
Spending Review period (shown at Annex A — see Appendix 4) that delivered a real cut of 13.3%
over the Spending Review period which equates to a cash cut of 4.9% or £2.37m.

588. It is noted that a real reduction of 13.3% or cash reduction of 4.9% compares favourably
with external comparators. For example;

(1) The savings exceed the overall real reduction in the NI Block Grant of 8% (DFP figure);

(2) The savings exceed the expressed will of the House through the Private Member's Motion
passed by the Assembly on 8 November 2010 calling on the Commission "to reduce its running
costs in line with the level of reduction faced by Executive Departments”;

(3) The cash savings of 4.9% exceed the overall position for the NI Block which shows a modest
cash increase; and

(4) The savings exceed the cuts agreed by the Scottish Parliament and the National Assembly for
Wales (12% real cuts).

589. The figures at Annex A (see Appendix 4) are based on a series of assumptions. One of the
most pressing assumptions relates to the proposed formation of an Independent Financial
Review Panel to consider the financial support available to Members (both salaries and



allowances) during 2011-12. The Commission noted that these costs will be set by the Panel
and, as such, will be outside the control of the Commission or, indeed, the Assembly.

590. The costs at Annex A have been constructed based on the following additional broad
assumptions;

Members' Costs

a. Members' administrative costs will be higher in 2011-12 due to the payment of Winding Up
Allowance and Resettlement Allowance following the May 2011 election. These costs will occur in
advance of the first salaries or allowances Determination issued by the Panel and it seems
unlikely that the Panel would take retrospective action for either of these costs. Therefore, an
estimate of £1.0m has been assumed for Winding Up Allowance and Resettlement Allowance
only for the 2011-12 financial year. The amounts for future years reflect the 2010-11 budget
figure.

b. The rate of OCA has been frozen at 2010-11 levels over the four-year period as this is an area
where the views of the Panel are uncertain. The Panel's view on the absolute rate of OCA and
whether it should be up-rated each year cannot be known, so a flat line approach has been
assumed. Any changes to the rate of OCA (upwards or downwards) would require corrective
action as in each of the four years.

c. As with OCA, the level of Members' and Officeholders' salaries has been assumed to remain at
existing levels over the Spending Review period. It is expected that the Panel will provide a new
Determination in respect of salaries during 2011-12 but the Panel's views cannot be known. The
evidence from recent SSRB exercises has shown that Members' salaries do not compare
favourably with those in the other devolved legislatures. However, it is unclear how the current
economic circumstances will have an impact on any recommendations that might come from the
Panel during 2011-12. As with OCA, changes to the rate of Members' salaries (upwards or
downwards) would require corrective action as in each of the four years.

Party Allowance

d. Payments to political parties under the Financial Assistance for Political Parties Scheme 2007
have been frozen at 2010-11 levels. This Scheme includes an annual uprating provision, so an
amendment to the Scheme would be required following consultation with parties.

Secretariat Costs

e. Secretariat Costs includes staff payroll and general administrative costs. The estimates for
staff payroll have been constructed in line with the Commission’s understanding of wider public
sector pay policy, i.e. the inclusion of annual salary increments with a modest additional sum of
£250 for staff who earn less than £21,000 per annum for the first two years of the Spending
Review period. Staffing costs have been constructed based on a planned reduction in staff
numbers over the four-year period. It is assumed that the number of Full Time Equivalents (FTE)
will fall by 30 FTE posts from the present staff complement of 440 FTE to 410 FTE by 2014-15. It
is anticipated that the figure of 410 FTE can be attained through natural wastage.

f. The Committee will be aware that the Assembly Commission employs the staff of the Assembly
Secretariat. Secretariat staff are not employed by NICS. Therefore, the terms and conditions of
service for the Commission's employees are not wholly analogous to those in place in the NICS
(in much the same way that staff employed in, for example, the health, education or local
government sectors do not have the same terms and conditions of employment as the NICS).
The Commission has made progress on a long-outstanding review of pay and grading within the



Secretariat and it is hoped that this review will be finalised before the commencement of the
Spending Review period. Certain assumptions about the implementation of the review have been
made including the Commission's desire to have a pay structure which does not include an
Assembly specific allowance.

g. The Commission has also indicated its desire to undertake a thorough programme of
efficiency reviews which are expected to deliver further administrative and staffing savings.
However, given the uncertainty associated with such reviews, the Commission has not included
an estimate of any further savings that can be delivered. Any savings delivered by this
programme of reviews will, of course, reduce the Assembly's requirements over the period.

h. It is assumed that the administrative costs of providing a wide range of services to Members
and other users of Parliament Buildings will fall by 30.1% in real terms over the four years.
These figures were generated by the recently completed savings exercise across the Assembly
Secretariat. The impact of this level of real savings will be felt across a range of services and
business areas. For example, it is anticipated that paper-based outputs for use by the Assembly's
committees will result in administrative savings and sustainable development benefits and
reductions in catering services are anticipated.

i. Itis also anticipated that new administrative expenditure pressures will emerge. For example,
the running costs of the proposed Independent Financial Review Panel and the Northern Ireland
Assembly Commissioner for Standards will be contained within the Commission's reduced
budgetary requirements. Similarly, the costs attributed to the additional work undertaken at the
Assembly following the devolution of Policing and Justice have been contained with the proposed
Resource budget reduction over the four year period.

Non-Cash Costs

J. These costs have been profiled to reflect a level of capital expenditure that should not have an
undue impact on depreciation charges over the four-year period.

Capital Expenditure

591. As part of the Commission's spending review deliberations, a schedule of potential capital
expenditure proposals was compiled for the next four years. The cost of repairs and alterations
to the roof of Parliament Buildings (which, at present, includes modest accommodation
proposals) makes up just over 52% of the entire capital expenditure requirement of £11.5m
across all years. Table 15 summarises the expected capital requirements for the next four years.

Table 15: Assembly Commission Capital Expenditure Proposals over
the Spending Review Period

2011-12 Forecast 2012-13 Forecast 2013-14 Forecast 2014-15 Forecast
£m £m £m £m

Capital £3.03 £5.71 £2.00 £0.80

592. Other significant proposals for capital expenditure include costs in 2011-12 for the
introduction of software to produce, format, amend and publish Bills, further investment in the
equipment and systems needed to produce Hansard and investment in the Assembly's website.
In addition, further investment in the Assembly's IT infrastructure is required to maintain present
operating capacity.



593. The Commission is very mindful of the pressures on the Block in respect of capital
expenditure. As part of its planning process, it assigned indicative priorities (1 = high, 2 =
medium, 3 = low) for each capital expenditure proposal. It is acknowledged that these priorities
may change over the four-year planning period but they represent a reasonable estimate of the
capital expenditure requirement over the Spending Review period. However, the Commission will
re-consider these relative priorities in light of the emerging consultation exercise for the draft
Budget 2011-15 as it relates to capital expenditure.

Next Steps

594. The draft Budget 2011-15 presented by the Minister of Finance and Personnel to the
Assembly on 15 December 2001 included a 25.7% real cut (equating to a cash cut of 18.5%) to
the Commission's Resources (DEL) budget over the Spending Review period. The Resources
(DEL) and Capital budgets established by the Assembly Commission for the Spending Review
period are shown in Table 16 below together with the figures included in the draft Budget 2011-
15.

Table 16: Draft Budget 2011-15 Resources (DEL) and Capital Figures
for the Assembly Commission

2010-11 2011-12 2012-13 2013-14 2014-15
Budget Forecast Forecast Forecast Forecast
£m £m £m £m £m

Assembly Commission Budget
Resources (13.3%

£48.40 £47.45 £46.20 £46.08 £46.03
real cut)
Capital £3.60 £3.03 £5.71 £2.00 £0.80
Draft Budget 2011-15

0,

Resources (25.7% /g 49 £46.00 £43.70 £41.52 £39.44
real cut)
Capital £3.60 £1.20 £0.00 £0.00 £5.70

595. The Commission fully recognises the constraints on public sector finance over the next four
years. The Commission is also mindful of its legal responsibilities to the Members of the
Assembly and to the Assembly as a whole. The Commission will continue to engage with internal
and external stakeholders to seek to establish a budget for the Commission for the Spending
Review period that allows the Assembly to carry out its legislative and Executive scrutiny
functions and to facilitate engagement between the Assembly and its electorate in an effective
and responsible manner.

596. The draft Budget implies a cash reduction of £8.96m by 2014-15 on the Commission's
baseline budget for 2010-11. This level of reduction is £6.59m greater than the figures in the
Commission's budget. A reduction of this magnitude would have a detrimental impact on the
ability of the Commission to fulfil its statutory duties in support of Members and the Assembly
(both in Plenary and in Committee).

Future Consideration of the Assembly Commission’s Budget

597. The Commission is of the view that the process to set the budget of the Assembly requires
further consideration. It is acknowledged that the Budget Act for each year authorises the use of
resources to NI Executive departments and to other entities such as the Assembly Commission



and the NIAO so the Assembly, in Plenary, has the final say on all financial allocations. However,
the present arrangements for funding the activities of the Assembly via the Commission's budget
are, in practice, indistinguishable from an Executive department funded from the NI Block.

598. It is interesting that both the Scottish Parliament and the National Assembly for Wales have
instituted separate arrangements to establish the budget for the legislature. The legislatures in
Scotland and Wales are particularly relevant (as opposed to Westminster or Dublin) as they are
both devolved legislatures whose funding is derived from the UK Exchequer via a Block Grant. In
both cases, the Parliament or Assembly has a direct role in considering, approving and reviewing
the budgets for their respective corporate bodies with the respective Finance Committees having
distinct roles. In Wales, for example, the process for setting the Assembly's budget is covered in
Standing Orders. It is the Commission's intention to give further consideration to these
alternative funding approval and financial monitoring arrangements.

Conclusion

599. The Committee is invited to consider the Assembly Commission's approach to establishing a
budget for the Spending Review period that meets the Commission's wish to exceed the level of
savings (both real and cash) across the NI Block as a whole and that complies with the will of
the House. In addition, the Committee is asked to recognise the statutory responsibilities placed
on the Commission under the Northern Ireland Act 1998 in support of the Assembly and its
Members in its legislative and Executive scrutiny roles.

600. The Committee may also wish to consider and, if appropriate, include relevant commentary
on the means by which the Commission's budget is set in its third report on its Inquiry into the
Role of the NI Assembly in scrutinising the Executive's Budget and Expenditure.

[1] On the 26 January 2011, the governor of the Bank of England predicted that inflation would
rise towards 5% in the coming months: See -
http://uk.reuters.com/article/idUKLNE70P00J20110126

[2] See http://www.ifs.org.uk/publications/5245
[3] For example, deaf people can rely heavily on text messaging.

[4] Minister of Finance and Personnel's Foreword, Draft Budget 2011-15:
http://www.northernireland.gov.uk/website_-_draft_budget.pdf

[5] Reports published by the Committee can be found at
http://archive.niassembly.gov.uk/finance/2007mandate/finreports_07.htm

[6] http://money.cnn.com/2006/05/15/real_estate/NAR_firstQ2005_home_prices/index.htm

[7] See: http://www.guardian.co.uk/business/2009/dec/21/osborne-warns-greek-style-crisis

[8] See: http://www.skidelskyr.com/site/article/austerity-v-stimulus

[9] A recession is understood as two quarters of negative GDP growth.

[10] In a paper submitted by Victor Hewitt, the Committee was informed that the reason for this
variance was because HMT had subtracted student loans, depreciation and £128m worth of cuts

that had previously been administered by the Executive in the 2010-11 financial year from it's
baseline.


http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-1-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-2-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-3-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-4-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-5-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-6-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-7-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-8-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-9-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-10-backlink

[11] Public sector job losses are likely to have a strongly negative impact the labour market in
the private sector due to the strength of the regional economic multiplier. Prospects in the
private sector are also likely to be negatively impacted by the collapse in the economy of Rol,
Northern Ireland's largest export market. http://www.bbc.co.uk/news/business-11530811

[12] AQO 76/11
[13] Both the Scottish and Welsh Budgets have since been finalised.

[14] The Welsh Assembly passed a final budget motion for 2011/12 which included indicative
allocations for 2012/13 and 2013/14. The final budget vote has approved resources only for
2011/12 and not beyond.

[15] AQW 3375/11

[16] A final version of the Committee for Education's response was received on 15 February,
which the Finance and Personnel Committee has not had the opportunity to consider in finalising
this Report. This updated version has therefore been attached in the Appendices to this Report.

[17] http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_ 41 09 10R.html
[18] http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_19 08 09R.htm
[19] http://www.scotland.gov.uk/News/Releases/2010/11/19124547

[20] http://archive.niassembly.gov.uk/record/reports2010/101215.htm#a4

[21] An extract from HMT's guidance in the Assembly research paper provides further details and
states that administration budgets include the provision of policy advice, business support
services, back-office administration of benefits, advice on and administration of grant
programmes, technical or scientific support, and the work of the Government's Regional Offices

[22]
http://archive.niassembly.gov.uk/record/committees2010/FinancePersonnel/110202_Strategiclss
ues.pdf

[23] HMT has agreed that, as an exception for 2010-11, the Executive may carry forward any
underspends declared in advance of the Treasury Spring Supplementary Estimates. The
Executive has used this flexibility to carry forward £23 million in capital resources, and this has
been factored into the capital resources available in the draft Budget 2011-15.

[24] Assembly Research Paper, Draft Budget 2011-15 (see Appendix 6)

[25] The Committee understands that this amount will score as AME and not DEL and notes that
it has not been included in the draft Budget tables of figures, though it was referred to in the UK
Spending Review document.

[26] The £25 million from HMT is in addition to the block grant, and can only be used for this
purpose. The £25 million from the Executive is from the 2011-12 block grant (source: DFP

correspondence, Appendix 5)

[27] www.scottishfuturestrust.org.uk


http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-11-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-12-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-13-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-14-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-15-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-16-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-17-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-18-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-19-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-20-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-21-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-22-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-23-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-24-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-25-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-26-backlink
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_44_09_10R_vol1.html#footnote-305047-27-backlink

[28] As outlined in Table 1 and Table 2 of the draft Budget document, pp 51-52.

[29] On 26 January 2011, the governor of the Bank of England predicted that inflation would rise
towards 5% in the coming months: See - http://uk.reuters.com/article/iIdUKLNE70P00J20110126

[30] See paragraph 1.18, NI Executive Budget 2010 — Guidance for Departments, Appendix 5.
[31] http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_66_09 10R.html

[32] Official Report, Preliminary Inquiry into Public Sector Efficiencies: Response to Inquiry
Report, 6 October 2010 (Appendix 2)

[33] See
http://archive.niassembly.gov.uk/finance/2007mandate/cs_pay_review/fp_committee_response.
htm

[34] Economic theory shows that following a reduction in government spending, consumption,
investment and/or net exports must now grow in order to replace the portion of GDP previously
reliant on government spending. Although increasing tax revenue to maintain government
spending has the effect of reducing both consumption and investment, due to a positive
marginal propensity to save, these reduce by less than the total amount of additional revenue
raised. For this reason, a reduction in government spending is akin to a fiscal contraction.

[35] See http://www.ifs.org.uk/publications/5245

[36]A tax is efficient when it does not distort economic behaviour and vertically equitable when it
is based on an ability to pay.

[37] See:
http://archive.niassembly.gov.uk/record/committees2008/FinancePersonnel/240908_rates.htm

[38] Scotland hopes to raise £30m from the "supermarket tax" and to use the funding to support
town centre development. See: http://business.scotsman.com/tax/Supermarket-tax-will-give-
Holyrood.6650224.jp and

http://www.scotland.gov.uk/Publications/2010/11/17091127/0

The Commission for Integrated Transport published a report in 2006 which argued that the out-
of-town retail model threatened social inclusion and accessibility for the wider community. Their
report also found that the out-of-town retail outlets distorted the market because high street
stores were unable to compete. Furthermore, the report argued that the increase in car use as a
result of the development of out-of-town retail outlets was unsustainable. See:
http://cfit.independent.gov.uk/pubs/2006/stc/index.htm

[39] See: http://archive.niassembly.gov.uk/finance/2007mandate/reports/report06_07_08r.htm
[40] PC10 is the regulatory price control determination, produced by the Utility Regulator and
accepted by NI Water, for the three year period 2010-13. It sets the overall price limits and
revenue allowed to NI Water, sets out high level investment priorities as well as operating costs

and efficiencies for it to achieve over the period 2010-13.

[41] For example, deaf people can rely heavily on text messaging.
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[42] Official Report (Hansard) Spending Review and Budget 2011-15, 10 November 2010,
http://archive.niassembly.gov.uk/record/committees2010/FinancePersonnel/101110SpendingRevi
ewandBudget2011-15.pdf

[43] Key elements of the proposed reforms to welfare are set out in the Assembly Research
paper, Economic Impacts of Cuts in Annually Managed Expenditure (Appendix 6)

[44] Figure provided by Seamus McAleavey, NICVA, during oral evidence - £2,500 a week to put
a child in care.

[45] The Westminster Government has retained control of the power to set interest rates or
change the levels of taxation and overall government spending. Together these are considered
the most important macroeconomic determinants of economic growth.

[46]Second Report on the Inquiry into the Role of the Northern Ireland Assembly in Scrutinising

the Executive's Budget and Expenditure:
http://archive.niassembly.gov.uk/finance/2007mandate/reports/Report_66_09 10R.html

[47]

http://www.centreforsocialjustice.org.uk/client/downloads/CSJOutcomeBasedGovernment_final2
_WEB.pdf

[48] www.pwc.co.uk/ni/publications/ni-government-futures-corporation-tax.htmi

[49] AQO 931/11

[50] http://www.erini.ac.uk/Publications/PDF/Review_of_Industrial_Derating_Oct_2007.pdf
[51] http://www.greennewdealni.org/

[52] http://archive.niassembly.gov.uk/record/reports2010/101005.htm

[53] http://www.nicva.org/sites/default/files/FINAL_REPORT_NI_DRAFT_BUDGET 9FEB11.pdf

[54] The final response from the Committee for Education, received on 15 February 2011, is
included at Appendix 4.

[55] See Assembly Research paper, Draft Budget 2011-15, Appendix 6

[56] DFP underspend in current expenditure over recent years: 3.4% in 2009-10 compared to
0.7% across departments; 0.9% in 2008-09 compared to 0.5% across departments; 3.1% in
2007-08 compared to 2.1% across departments; 10.6% in 2006-07 compared to 2% across
departments; 8% in 2005-06 compared to 1.9% across departments; and 9% in 2004-05
compared to 1.6% across departments.

[57] Assembly Research and Library Service Briefing Note, 17 January 2011 Draft Budget 2010:
DRD Spending Proposals

[58] Letter from NIAUR, 26 January 2011.
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Minutes of Proceedings

Wednesday, 2 June 2010
Room 30, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr Jonathan Craig

Dr Stephen Farry MLA

Mr Simon Hamilton MLA

Mr Fra McCann MLA

Mr Mitchel McLaughlin MLA

Mr Adrian McQuillan

Mr Declan O'Loan

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr David McNarry (Deputy Chairperson)
Ms Dawn Purvis MLA

10.07 am The meeting commenced in open session.

5. Budget (No. 3) Bill 2010 — Main Estimates 2010/11 (DFP Evidence
Session)

Agreed: that the Committee will write to the Minister of Finance and Personnel to seek
assurances regarding improved consultation and transparency in respect of future budget
processes. The Committee will request an urgent response to help inform its decisions with
regard to accelerated passage and support for the suspension of Standing Orders.

10. Correspondence
The Committee considered the following correspondence:
= DFP: Forthcoming Budget Process 2010-11.

[EXTRACT]

Wednesday, 9 June 2010
Room 30, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Simon Hamilton MLA

Mr Fra McCann MLA



Mr Mitchel McLaughlin MLA
Mr Declan O'Loan MLA
Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr Jonathan Craig

10.10 am The meeting commenced in open session.

4. Budget (No.3) Bill — Consideration of request for accelerated
passage and suspension of standing orders

The Committee received advice from Mr Damien Martin, Clerk Assistant, NI Assembly on the
procedural considerations around the DFP proposal to seek a suspension of standing orders to
dispense with both the Further Consideration Stage and the 10 day minimum requirement for
the Budget (No.3) Bill to complete all Assembly stages.

Agreed: to release the briefing paper prepared by the Clerk Assistant to the DFP officials in the
public gallery.

10.27am Ms Purvis joined the meeting.

Members also considered correspondence from the Minister of Finance and Personnel responding
to the Committee's request for assurances in terms of addressing the need for improved
transparency and consultation by departments with their respective Assembly committees as
part of the future budget process.

The following DFP officials were invited to give evidence to the Committee: Mr Michael Brennan,
Head of Central Expenditure Division, Central Finance Group; and Ms Agnes Lennon, Central
Expenditure Division, Central Finance Group. The evidence session was recorded by Hansard.

Question put and agreed to: that the Committee for Finance and Personnel is satisfied that there
has been appropriate consultation with it on the public expenditure proposals contained in the
Budget (No.3) Bill 2010 and is content to grant accelerated passage to the Bill in accordance
with Standing Order 42(2).

Question put: that the Committee for Finance and Personnel agrees to support the Department
of Finance and Personnel in seeking the suspension of standing orders to dispense with both the
Further Consideration Stage of the Budget (No.3) Bill and the 10 day minimum requirement for
the Bill to complete all Assembly stages.

The Committee divided: Ayes 6; Noes 1; Abstentions 0.

AYES

Dr Farry, Mr Hamilton, Mr McCann, Mr McLaughlin, Mr McNarry, Ms Purvis



NOES

Mr O'Loan

ABSTENTIONS
None
Question accordingly agreed to.

Members considered a draft letter to the Speaker confirming its decision to support the request
for accelerated passage and the suspension of the relevant standing orders.

Agreed: that the draft letter be amended to further contextualise the Committee's support for
the request for accelerated passage and its support for the suspension of the relevant standing
orders; including an indication that the support for suspending the said standing orders should
not be regarded as setting a precedent for applying such measures in respect of future Budget
Bills.

Agreed: to copy the relevant extract of the Minister's letter on the future budget process and the
"early draft timetable for Budget 2010 process" to the other statutory committees for information
and planning purposes.

Agreed: to request a copy of the DFP guidance in respect of Budget 2010 and the Savings
Delivery Plans that was due to be issued to departments in early June.

Agreed: to invite DFP officials to brief the Committee at its meeting of 30 June 2010 on the
Department's progress in preparing its return for the Budget 2010 process.

[EXTRACT]

Wednesday, 23 June 2010
Room 30, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)
Mr Jonathan Craig MLA

Dr Stephen Farry MLA

Mr Simon Hamilton MLA

Mr Declan O'Loan MLA

Mr Fra McCann MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Christopher McNickle (Clerical Officer)

Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr Mitchel McLaughlin MLA
Mr Adrian McQuillan MLA
Ms Dawn Purvis MLA



10.31am The meeting commenced in open session.

5. DFP's Role in Review of Economic Policy

Members received a briefing on DFP's Role in the Review of Economic Policy from the following
DFP officials: Mr Bill Pauley, Head of Strategic Policy Division, Central Finance Group; Mr Peter
Jakobsen, Strategic Policy Division, Central Finance Group.

11.20am Dr Farry returned to the meeting.
11.22am Mr Hamilton left the meeting.
11.30am Mr Hamilton returned to the meeting.
11.30am Mr McCann left the meeting.
11.32am Mr Craig left the meeting.

Agreed: to forward the DFP briefing paper to the Committee for Enterprise, Trade and
Investment for information.

[EXTRACT]

Wednesday, 30 June 2010
Room 135, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr Jonathan Craig MLA

Dr Stephen Farry MLA

Mr Simon Hamilton MLA

Mr Fra McCann MLA

Mr Mitchel McLaughlin MLA

Mr Adrian McQuillan MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)
Miss Leanne Johnston (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr David McNarry MLA (Deputy Chairperson)

10.04am The meeting commenced at in open session.

6. Budget Issues (DFP Evidence Session)

The Committee took evidence from the following DFP officials: Michael Brennan, Head of Central
Expenditure Division, Central Finance Group (CFG); Joanne McBurney, Central Expenditure



Division, CFG; and Deborah McNeilly, Finance Director, Corporate Services Group. The evidence
session was recorded by Hansard.

A range of issues were discussed, including: the implications for Northern Ireland of the UK
Emergency Budget; Provisional Outturn figures for 2009-10; the Budget 2010 process and
Savings Delivery Plans; and the draft DFP position for Budget 2010.

11.44am Mr McQuillan returned to the meeting.

11.44am Mr Hamilton left the meeting.

11.44am Ms Purvis left the meeting.

11.50am Mr McCann returned to the meeting.

Agreed: that the Committee will forward any additional issues not covered during the evidence
session to DFP for written response.

[EXTRACT]

Wednesday, 8 September 2010
Room 30, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Simon Hamilton MLA

Mr Mitchel McLaughlin MLA

Mr Adrian McQuillan MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr Fra McCann MLA

10.05am The meeting commenced in open session.

3. Matters Arising

Budgetary Issues arising from the session on 30 June 2010

Members noted a response from DFP on matters arising from the Budgetary Issues evidence
session on 30 June 2010.

Review of 2008 - 11 Budget Process: Action Plan



The Committee considered the DFP Action Plan, following the Review of the 2008-11 Budget
Process, which was agreed by the Executive in July. Members noted that the Action Plan did not
take account of the recommendations in the Committee's co-ordinated response to the DFP
Review as set out in the Committee's Second Report on the Budget Scrutiny Inquiry.

Agreed: to defer further consideration of the DFP Action Plan until next week's meeting and, in
the meantime, to seek clarification from DFP on whether the Executive was made aware of the
recommendations of the Committee's Second Report on the Budget Scrutiny Inquiry when the
Action Plan was agreed by the Executive in July.

5. DFP Spending and Savings Plans 2011-15 (DFP Evidence Session)

The Committee held an evidence session with the following DFP officials: Ms Deborah McNeilly,
Finance Director, Finance Division, Corporate Services Group; and Adrian Doherty, Finance
Director, Corporate Services Group, on the Spending and Savings Plans 2011-15. The evidence
session was recorded by Hansard.

12.06pm Dr Farry returned to the meeting.
12.18pm Mr McLaughlin left the meeting.
12.22pm Mr McLaughlin returned to the meeting.
12.35pm Ms Purvis left the meeting.

Agreed: that the Departmental officials will provide further information as requested by
members, including a copy of the DFP Savings Delivery Plan by early October; and that the
Committee will forward any additional issues not covered during the evidence session to DFP for
written response.

9. Committee Work Programme

Members considered a draft of the Committee work programme for the autumn session and an
outline of Departmental-Committee Business provided by DFP.

Members also noted a request from the Northern Ireland Council for Voluntary Action (NICVA) to
brief the Committee on the 'Government's current round of Comprehensive Spending Review
2011-2015".

Agreed: to invite NICVA to submit a written submission to the Committee ahead of a proposed
oral evidence session which could take place after the Spending Review announcement due on
20 October.

[EXTRACT]

Wednesday, 15 September 2010
Room 30, Parliament Buildings
Present: Ms Jennifer McCann MLA (Chairperson)

Mr David McNarry MLA (Deputy Chairperson)
Dr Stephen Farry MLA



Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA
Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA
Mr Adrian McQuillan MLA
Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

10.05am The meeting commenced in open session.

2. Draft Minutes of Proceedings of 8 September 2010

Agreed: that the evidence session on the Budget Process Action Plan and the Department's
response to the Committee's Second Budget Scrutiny Inquiry Report will be held in closed
session, as the Committee's Report will remain embargoed until the start of the debate in
plenary on Monday 20 September. The evidence session will be recorded by Hansard, and the
Official Report published on the website after the plenary debate has taken place.

8. Budget Process Action Plan and DFP Response to the Committee’s
Second Budget Scrutiny Inquiry Report

The Committee took evidence from Michael Brennan, Head of Central Expenditure Division,
Central Finance Group, DFP. The evidence session was recorded by Hansard.

12.10pm Mr Frew returned to the meeting.

Agreed: to copy the Executive's Budget Process Action Plan and related correspondence together
with the DFP response to the Committee's Second Budget Scrutiny Inquiry Report to other
statutory committees, in advance of the debate on the Report in plenary on Monday 20

September.

Agreed: to publish the DFP response to the Committee's Second Budget Scrutiny Inquiry Report
on the Committee's website after the plenary debate.

12. Correspondence
The Committee considered the following correspondence:

= Committee for Education: Budget 2010;

= Action for Children Northern Ireland: NI Government Department Spending Review
2010/11:

[EXTRACT]



Wednesday, 29 September 2010
Room 30, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Adrian McQuillan MLA

Mr Declan O'Loan MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Mr Mitchel McLaughlin MLA
Ms Dawn Purvis MLA

10.03am The meeting commenced in open session.

9. Correspondence
The Committee considered the following correspondence:

= DFP: Follow up to session on DFP Spending and Savings Plan 2011 — 15;
= DFP News Release: Wilson Meets Chief Secretary to the Treasury;

= DFP: Response to Committee Report on its Preliminary Inquiry into Public Sector
Efficiencies:

10. Committee Work Programme
Members considered a draft of the Committee work programme.

Agreed: to take evidence from the Strategic Investment Board regarding its role in the
Investment Strategy.

Agreed: to postpone the Ministerial Briefing to a date when further progress has been made on
the development of the Draft Budget. In the meantime, the Committee will proactively explore
issues of relevance in this regard.

[EXTRACT]

Wednesday, 6 October 2010
Room 30, Parliament Buildings



Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Simon Hamilton MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Mrs Kathy O'Hanlon (Assistant Assembly Clerk)
Miss Karen Jardine (Assistant As

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)
Mr Gareth Brown (Bursary Student)

Apologies: Mr Paul Girvan MLA

10.04am The meeting commenced in open session.
3. Matters Arising

Budget 2010 Process

Members discussed ways in which they could begin to proactively explore issues relating Budget
2010.

Agreed: to invite evidence from a number of economists/specialists on strategic and cross-
cutting public finance issues, which will inform the Committee's deliberations. Further

consideration will be given to the individuals to be invited, the areas of focus and the possibility
of commissioning separate research and briefing on these areas.

4. Construction Industry and Public Sector Expenditure:
Construction Employers Federation — Evidence Session

The Committee held took evidence from the following witnesses from the Construction
Employers Federation (CEF): Mr Ciaran Fox, Federation Manager; and Mr Nigel Lucas, Federation
Manager. The evidence session was recorded by Hansard.

10.34am Ms Purvis joined the meeting.
10.44am Dr Farry joined the meeting.
10.52am Mr McNarry left the meeting.
11.00am Mr McNarry returned to the meeting
11.15am Ms Purvis left the meeting.

11.22am Mr Frew left the meeting.



Agreed: that CEF will provide the Committee with further information on a number of issues
raised during the session.

Agreed: that the Chair and Deputy Chair will seek an urgent, informal meeting with the Minister
of Finance and Personnel to discuss issues regarding the Aggregates Levy.

11.27am Ms Purvis returned to the meeting.

5. Industrial Derating: DFP Evidence Session

The Committee took evidence from the following DFP officials: Mrs Veronica Holland, Rating
Policy Division; Mr Andrew McAvoy, Rating Policy Division; and Ms Tracey Ayre, Rating Policy
Division. The evidence session was recorded by Hansard.

11.43am Mr Frew returned to the meeting.

Agreed: that the Committee will defer its decision on whether to support the DFP proposal to
extend the industrial derating scheme, until it receives the follow up information requested from

the Departmental officials during the evidence session.

12.00pm Mr McNarry left the meeting.

6. Preliminary Inquiry into Public Sector Efficiencies: Departmental
Response to Inquiry Report — DFP Evidence Session

The Committee took evidence from the following DFP officials: Mr Richard Pengelly, Public
Spending Director; and Mr Shane Murphy, Performance and Efficiency Delivery Unit. The
evidence session was recorded by Hansard.

12.02pm Mr Hamilton left the meeting.

12.20pm Mr McKay left the meeting.

12.22pm Mr Frew left the meeting.

12.30pm Mr Frew returned to the meeting.

12.32pm Mr McKay returned to the meeting.

12.34pm Mr McLaughlin left the meeting.

12.46pm Mr McLaughlin returned to the meeting.

Agreed: that the DFP officials will provide further information to the Committee as requested,
including confirmation of which of the Committee's recommendations the Minister has accepted.

Agreed: that any issues not covered during the evidence session will be forwarded to DFP with a
request for a written response.

Agreed: that the forthcoming session with the Strategic Investment Board (SIB) will include
consideration of the work of SIB in relation to the Capital Assets Realisation Taskforce.



9. Correspondence
The Committee considered the following correspondence:

= Confederation of British Industry (CBI): Delivering Public Services in a Time of Austerity;
Agreed: to invite representatives from CBI to brief the Committee on its report.

= DFP: Letter from Minister to Chair regarding the Executive's End Year Flexibility Stock;

= Department of Education: Education Minister's reply to Committee for Education
regarding Budget 2010:

[EXTRACT]

Wednesday, 13 October 2010
Colby House, Stranmillis Court, Belfast

Present: Ms Jennifer McCann MLA (Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Simon Hamilton MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

iss Karen Jardine (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Mr David McNarry MLA (Deputy Chairperson)
Mr Paul Girvan MLA
Mr Adrian McQuillan MLA

11.09am The meeting commenced in open session.
3. Matters Arising

Departmental Response to the Report on the Preliminary Inquiry
into Public Sector Efficiencies

Agreed: to publish the Department of Finance and Personnel’'s (DFP) response to the Inquiry
Report on the Committee's website.

Budget 2010 Process



The Committee considered a Secretariat briefing paper regarding possible areas for examination
and expert witnesses in respect of the forthcoming Spending Review and Budget 2010.

Agreed: to invite those listed to give evidence to the Committee. Members will notify the Clerk of
any additional potential witnesses.

4. Land and Property Services Update — Departmental Briefing

The Committee received a briefing from the following DFP officials: Stephen Peover, Permanent
Secretary, DFP; John Wilkinson, Chief Executive, Land and Property Services (LPS); lain
Greenway, Director of Operations, LPS.

11.29am Dr Farry joined the meeting.

Agreed: that the Departmental officials will provide further information as requested by the
Committee during the evidence session.

Agreed: that any issues not covered during the evidence session will be forwarded to DFP for
written response.

The Chairperson thanked the officials and LPS staff for the interesting and informative tour that
preceded the Committee's meeting.

11.53am Mr Hamilton left the meeting.

12.10pm Ms Purvis left the meeting.

5. Enterprise Shared Services: IT Assist; Network NI; and Records NI
— DFP Evidence Session

The Committee took evidence from the following witnesses: Paul Wickens, Chief Executive,
Enterprise Shared Services; Barry Lowry, Director IT Services, Enterprise Shared Services.

12.24pm Mr Frew left the meeting.
12.26pm Mr Frew returned to the meeting.
12.27pm Mr O'Loan left the meeting.

Agreed: that any issues not covered during the evidence session will be forwarded to DFP with a
request for a written response.

The Committee agreed to move to Agenda item 8. Agenda items 6 and 7 will be considered at
the Committee's next meeting on 20 October.

7. Correspondence
The Committee considered the following correspondence:
= DFP: Access to End Year Flexibility Stock.

[EXTRACT]



Wednesday, 20 October 2010
Parliament Buildings, Stormont

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA

Mr Adrian McQuillan MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

10.05am The meeting commenced in open session.

2. Draft Minutes of Proceedings of 13 October 2010

Agreed: that a paper from the Northern Ireland Public Service Alliance (NIPSA) on issues
regarding HR Connect can be provided to Department of Finance and Personnel (DFP) officials in
advance of the evidence session at Agenda item 6.

3. Matters Arising

Budget 2010

Agreed: to invite a number of additional witnesses to give evidence on strategic public finance
issues.

6. Enterprise Shared Services: HRConnect and Centre for Applied
Learning - DFP Evidence Session

The Committee took evidence from the following DFP officials: Paul Wickens, Chief Executive,
Enterprise Shared Services (ESS); Patricia Corbett, HR Service Management Director, ESS. The
evidence session was recorded by Hansard.

10.49am Mr McNarry left the meeting.

10.55am Mr McNarry returned to the meeting.

Agreed: that the Departmental officials will provide further information as requested by the
Committee during the evidence session.

11.25am Mr McNarry left the meeting.



7. Account NI and Performance of NICS in payment of suppliers —
DFP Evidence Session

The Committee took evidence from the following DFP officials: Paul Wickens, Chief Executive,
ESS; Fiona Hamill, Treasury Officer of Accounts; John Crosby, Chief Executive of Account NI. The
evidence session was recorded by Hansard.

11.47am Mr McQuillan left the meeting.
11.55am Mr McLaughlin left the meeting.
11.59am Mr McLaughlin returned to the meeting.

Agreed: that the Departmental officials will provide further information as requested by the
Committee during the evidence session.

Agreed: that any issues not covered during the evidence session will be forwarded to DFP for
written response.

10. Correspondence
The Committee considered the following correspondence:
= DFP: Draft Spending and Savings Plans Follow-up Response.

[EXTRACT]

Wednesday, 3 November 2010
Senate Chamber, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

10.10am The meeting commenced in open session.

1. Apologies



There were no apologies.

Agreed: to release the Department of Finance and Personnel (DFP) briefing paper relating to
agenda item 4 to Professor David Heald in advance of his evidence session at agenda item 5.

3. Matters Arising

HR Connect
Members noted that the Northern Ireland Public Service Alliance (NIPSA) had requested a copy
of the DFP paper relating to the previous evidence session on HRConnect and any associated

follow —up information.

Agreed: to provide NIPSA with the DFP paper and any associated follow-up information, as
requested.

4. Implications of the Spending Review 2011 — 2015

The Committee took evidence from the following DFP officials: Mr Michael Brennan, Head of
Central Expenditure Division, and Ms Joanne McBurney, Central Expenditure Division. The
evidence session was recorded by Hansard.

10.14am Mr McKay joined the meeting.
10.46am Mr McNarry left the meeting.
10.47am Mr McNarry returned the meeting.
10.48am Dr Farry left the meeting.

Agreed: that the DFP officials will provide further information as requested by members during
the evidence session.

Agreed: that the Committee will, through the Minister of Finance and Personnel, write to the
Executive, seeking assurance that all Assembly statutory committees are provided with sufficient

time to fully scrutinise the draft Budget; and also requesting a copy of the Executive's latest draft
Budget timetable.

Agreed: that the paper provided by DFP for this evidence session will be copied to the other
relevant Assembly committees for information.

5. Spending Review & Budget 2010

The Committee took evidence from Professor David Heald, University of Aberdeen. The evidence
session was recorded by Hansard.

11.00am Mr McNarry left the meeting.
11.00am Mr Frew left the meeting.

11.09am Mr McNarry returned to the meeting.



11.15am Mr McLaughlin left the meeting.
11.17am Mr McKay left the meeting.

11.26am Mr McLaughlin returned to the meeting.
11.28am Ms Purvis left the meeting.

The Committee agreed to take agenda item 8 next.

6. Correspondence
The Committee considered the following correspondence:

= DFP: Follow-up to Public Sector Efficiency Session;
= DFP: Land and Property Services Response to Issues;

= Community Relations Council: Response to the draft Programme for Cohesion, Sharing
and Integration;

= Advice NI: People on welfare benefits bear brunt of Osborne Spending Review;

= DFP: Response to follow up questions on IT Assist, Records NI & Network NI;

8. Delivering Public Services in a time of Austerity: Evidence from
Confederation of British Industry

The Committee took evidence from the following witnesses Mr Nigel Smyth, Director, CBI; Mr
Terence Brannigan, Chairman, CBI; and Mr Richard Moore, CBI. The evidence session was
recorded by Hansard.

11.41am Ms Purvis returned to the meeting.
11.41am Mr McNarry returned to the meeting.
11.41am Dr Farry left the meeting.

11.45am Mr Hamilton returned to the meeting.
11.49am Dr Farry returned to the meeting.
11.50am Mr Girvan left the meeting.

11.56am Mr Girvan returned to the meeting.
12.03pm Mr Girvan left the meeting.

12.05pm Mr Girvan returned to the meeting.
12.25pm Mr McKay returned to the meeting.

12.25pm Mr McNarry left the meeting.



12.26pm Mr McNarry returned to the meeting.
12.37pm Mr O'Loan joined the meeting.
12.41pm Mr McLauglin left the meeting.
12.50pm Mr McKay left the meeting.

Agreed: to ask DFP to cost the proposals for alternative revenue sources detailed in the CBI
document.

Members noted an update from DFP on Workplace NI.

Agreed: to request an update on the progress of the Capital Assets Realisation Taskforce from
the Strategic Investment Board, through COFMDFM.

Agreed: to invite Professor David Bell, Budget Adviser to the Scottish Finance Committee and
Professor Alan Barrettt, Economic and Social Research Institute to give evidence on the
Spending Review and Budget 2010.

Agreed: that the Committee will consider the options for further engaging with stakeholders on
matters relating to the Spending Review and Budget 2010.

1.00pm The Chairperson suspended the meeting.
1.27pm The Chairperson resumed the meeting.

The Committee agreed to take agenda item 7 next.

9. Industrial Derating — DFP Evidence Session

Members took evidence from the following DFP officials Mr Brian McClure, Head of Rating Policy
Division; and Ms Veronica Holland, Rating Policy Division. The evidence session was recorded by
Hansard.

1.28pm Mr O'Loan returned to the meeting.

1.28pm Mr Girvan left the meeting.

1.29pm Mr McNarry joined the meeting.

1.30pm Dr Farry joined the meeting.

1.48pm Mr McNarry left the meeting.

1.54pm Mr Girvan returned to the meeting.

1.55pm Dr Farry left the meeting.

Agreed: in principle that the proposal to retain the industrial derating provision is included in the
draft Budget consultation document; that the Committee will consider its final position in light of



the consultation outcome; and to recommend that DFP further explores the Skills Training and
Research scheme, and for that proposal to also be included in the draft Budget document.

[EXTRACT]
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Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

10.07am The meeting commenced in open session.

3. Matters Arising

10.09am Ms Purvis joined the meeting.

DFP: Follow up to query on £18 billion long term investment
strategy

Members noted correspondence from DFP relating to a query raised during last week's evidence
session.

Agreed: to request confirmation that DFP is pursuing the anomalies between the Department's
and the Westminster Government's calculations the £18bn capital investment commitment; to
establish if a commitment is being sought from the Westminster Government in respect of the
remaining £4bn in the two years following the spending review period; and to seek clarification
regarding the inclusion and treatment of the Reinvestment and Reform Initiative funding within
the calculations.

Agreed: to copy the DFP correspondence and follow up Committee correspondence to the
Committee for the Office of the First Minister and Deputy First Minister (COFMDFM) for
information.

10.11am Mr Frew joined the meeting.



Engaging with Stakeholders on Spending Review and Budget 2011-
15

The Committee considered a Secretariat paper outlining options for stakeholder engagement on
the Spending Review and Budget 2011-15, which included the Research briefing note, Budget
Simulators and Participatory Budgeting.

10.15am Mr McKay joined the meeting.

10.20am Mr McQuillan joined the meeting.

Agreed: to seek clarification from DFP on what provision it has made for consulting with
stakeholders and the wider public on the Executive's Draft Budget, including at a sector level,
and to request a report on the outcome of this consultation. The Department will also be asked
for its view on the potential for using online "budget simulators™ in the public consultation on the
Draft Budget.

Agreed: to establish whether the Business Alliance, the NI Council for Voluntary Action (NICVA)

and the Irish Congress of Trade Unions (ICTU) are planning stakeholder/engagement events on
the Draft Budget.

4. DFP Preparations for Budget 2011-15

The Committee took evidence from the following DFP officials: David Orr, Corporate Services
Director, Corporate Services Group; Deborah McNeilly, Finance Director, Corporate Services
Group; and Brigitte Worth, Finance Branch, Corporate Services Group.

10.30am Mr McKay left the meeting.

10.46am Mr Frew left the meeting.

10.55am Mr McQuillan left the meeting.
10.57am Mr Frew returned to the meeting.
10.59am Mr McQuillan returned to the meeting.
11.09am Mr McNarry left the meeting.
11.20am Mr McLaughlin left the meeting.
11.20am Dr Farry left the meeting.

11.21am Mr McNarry returned to the meeting.
11.25am Mr O'Loan left the meeting.

11.26am Mr McLaughlin returned to the meeting.
11.28am Mr O'Loan returned to the meeting.

11.31am Mr Girvan left the meeting.



Agreed: that the Departmental officials will provide further information as requested by the
Committee during the evidence session.

5. DFP Implementation of the NI Audit Office Efficiencies Checklist
In view of time constraints, the Committee agreed not to take oral evidence on the
implementation of the NI Audit Office's Efficiencies Checklist in DFP. The Committee will instead

forward a list of issues to the Department for written response.

11.32am Mr Hamilton joined the meeting.

6. Spending Review & Budget 2011-15 — Evidence from NI Council
for Voluntary Action

Members took evidence from the following witnesses: Seamus McAleavey, NICVA; Bob Stronge,
Advice NI; Margaret Kelly, Barnardos.

11.34am Mr Girvan returned to the meeting.

11.38am Dr Farry returned to the meeting.

11.51am Mr McQuillan left the meeting.

11.56am Mr Frew left the meeting.

12.10pm Mr McQuillan returned to the meeting.

12.15pm Ms Purvis left the meeting.

12.16pm Mr Frew returned to the meeting.

12.20pm Ms Purvis returned to the meeting.

12.26pm Mr McNarry left the meeting.

12.27pm Mr McNarry returned to the meeting.

12.27pm Ms Purvis left the meeting.

12.29pm Mr Girvan left the meeting.

Agreed: the witnesses will provide a paper in follow up to the evidence session, to include
information both on the longer-term preventative spending measures being taken forward by the

voluntary sector and on specific public services and policies that could be delivered more
efficiently by the voluntary sector.

7. Spending Review & Budget 2011-15 — Evidence from Irish
Congress of Trade Unions (ICTU)



Members took evidence from the following witnesses: Peter Bunting, Assistant General
Secretary, ICTU NI; Avril Hall-Callaghan, Chair, ICTU NI Committee; Pamela Dooley, Unison;
Brian Campfield, General Secretary, Northern Ireland Public Service Alliance.

12.34pm Mr Girvan returned to the meeting.
1.05pm Mr O'Loan left the meeting.

1.14pm Mr Frew left the meeting.

1.20pm Mr Hamilton left the meeting.
1.23pm Mr Hamilton returned to the meeting.

Agreed: the witnesses will provide a paper in follow up to the evidence session, detailing
proposals in respect of savings and revenue raising options.

9. Correspondence

The Committee agreed to consider the correspondence requiring decisions at its next meeting on
17 November. The following items of correspondence were noted:

= DFP: Account NI and prompt payment of invoices follow up

= DFP: HR Connect follow up
10. Committee Work Programme

Barnados NI: Request to Brief Committee

Members considered correspondence from Barnados NI requesting the opportunity to brief
members on protecting vulnerable children in a time of public spending austerity.

Agreed: to request a written submission in the first instance.

[EXTRACT]
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In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr David McKee (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Mr Adrian McQuillan MLA

10.08am The meeting commenced in open session.
3. Matters Arising

DFP: Budget 2010 Process & BBC Report

Members considered correspondence from the Minister of Finance and Personnel in relation to
the Budget 2010 timetable and an issue arising from a recent BBC news report.

10.15am Mr Girvan joined the meeting.
10.23am Dr Farry left the meeting.
10.24am Dr Farry returned to the meeting.

Agreed: to copy the Minister's response on the Budget 2010 timetable to other statutory
committees for information.

Agreed: to reply to the Ministerial correspondence advising that the Committee encourages the
Finance Minister in his efforts to secure Executive agreement on a draft Budget which seeks to
safeguard key frontline services and policy priorities, including growing the economy, and which
is subject to appropriate consultation. The reply to the Minister will also be copied to the other
statutory committees for information.

Stakeholder Engagement

Members discussed a further proposal for engaging with stakeholders on the Spending Review
and Budget 2011-2015. This could involve an informal stakeholder event in conjunction with
other statutory committees whereby representative groups would have the opportunity to speak
individually with the committees of their choice, specifically on issues relating to the anticipated
Draft Budget. The information collected would help inform the subsequent committee responses
to the Draft Budget.

10.26am Mr Frew joined the meeting.

Agreed: to write to other statutory committees, advising them of this proposal and inviting them
to participate.

4. Spending Review and Budget 2011-2015

The Committee noted that it may need to address the issue of cuts to Annually Managed
Expenditure (AME) on a strategic level on its Report on the Draft Budget.



Agreed: to commission Assembly Research to provide a paper on the impact of AME cuts on the
economy at a local level.

The Committee took evidence from the following witnesses: Neil Gibson, Oxford Economics and
Mike Smyth, University of Ulster. The evidence session was recorded by Hansard.

11.25am Ms Purvis left the meeting.

11.27am Mr McNarry left the meeting.

11.29am Ms Purvis returned to the meeting.
11.35am Mr McNarry returned to the meeting.
11.55am Mr McLaughlin left the meeting.
12.00pm Mr McLauglin returned to the meeting.
12.03pm Mr Hamilton left the meeting.
12.07pm Dr Farry left the meeting.

12.15pm Mr McNarry left the meeting.

Agreed: that the witnesses will provide the Committee with a copy of the papers presented
today.

Agreed: that DFP officials will be invited to give evidence to the Committee on the issue of
accommodation efficiencies to help inform the Committee's Report on the Draft Budget.

6. DFP Progress against PSA and Departmental Targets — Written
Briefing

The Assistant Clerk briefed the Committee on a written submission from DFP on its progress
against PSA and Departmental Targets.

Agreed: to invite selected DFP officials to provide oral evidence on issues arising on 1 December
2010; and to request further information as agreed by the Committee.

9. Correspondence
The following items of correspondence were noted:
= Mitchel McLaughlin MLA: Comprehensive Spending Review Query;
Agreed: to copy the correspondence to DFP for a response on the issues raised.
= DFP: Response to CBI report "Time for Action”;

Agreed: to raise the revenue-raising issues with the other relevant statutory committees; and to
ask DFP for further information on the revenue raising proposal identified within its remit.



Agreed: to ask CBI to provide an update on its engagement following the publication of its
report.

= Advice NI News Release: "Universal benefit being paid for by savage cuts to the social
security system™:

[EXTRACT]
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Apologies:
10.07am The meeting commenced in open session.

3. Matters Arising

Mike Smyth: Follow up to evidence session on 17 November 2010

The Committee noted papers provided by Mike Smyth, University of Ulster, in follow up to the
evidence session on 17 November.

4. Spending Review and Budget 2011-2015

The Committee took evidence from the following witnesses: Dr Esmond Birnie, Pricewaterhouse
Coopers, and Dr Graham Brownlow, Queen's University Belfast. The evidence session was
recorded by Hansard.

10.13am Ms Purvis joined the meeting.

10.20am Mr Girvan joined the meeting.



10.21am Mr McQuillan joined the meeting.
10.47am Mr Hamilton left the meeting.
10.54am Mr Frew left the meeting.

11.00am Mr McLaughlin joined the meeting.
11.10am Dr Farry left the meeting.

11.14am Mr McNarry left the meeting.
11.20am Mr Hamilton returned to the meeting.
11.21am Dr Farry returned to the meeting.

The Committee noted a response from DFP regarding the UK Government's Paper on
Rebalancing the NI Economy. The Committee also noted the uncorrected transcript of oral
evidence to the NI Affairs Committee on Corporation Tax on 10 November.

Agreed: to request details on what interaction Departmental economists have with local private
sector and academic economists; and clarification on the transparency of economic data that is
available via Departmental websites.

5. Spending Review and Budget 2011-15

The Committee took evidence from Colm McCarthy, University College Dublin on potential
lessons from the experience of the Republic of Ireland in terms of the work of An Bord Snip Nua
and the current debt crisis.

11.27am Mr Girvan left the meeting.
11.29am Mr Girvan returned to the meeting.
11.52am Mr Frew returned to the meeting.
12.04pm Mr McKay left the meeting.
12.09pm Ms Purvis left the meeting.
12.10pm Mr McKay returned to the meeting.

12.18pm Mr Girvan left the meeting.
10. Committee Work Programme

Northern Ireland Association for Mental Health (NIAMH): Request to
Brief Committee

Agreed: to advise NIAMH of the Committee's remit regarding budgets and financial scrutiny, and
to request a written submission in the first instance.



11. Any Other Business

Presbyterian Mutual Society Rescue Scheme

Agreed: to write to DFP requesting details of the scheme, including the related budgetary
implications and departmental responsibilities.

Dormant Accounts Scheme
Agreed: to seek an update on the current position regarding the Dormant Accounts scheme.

[EXTRACT]
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Room 30, Parliament Buildings
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Apologies: Ms Jennifer McCann MLA (Chairperson)
Mr Mitchel McLaughlin MLA

10.07am The meeting commenced in open session.

4. Spending Review and Budget 2011-2015

The Committee took evidence from the following witnesses: Mr Victor Hewitt, Director, Economic
Research Institute of NI; and Mr John Simpson, Economist.

10.20am Mr McQuillan joined the meeting.
10.32am Ms Purvis joined the meeting.
10.40am Dr Farry left the meeting.
10.41am Dr Farry returned to the meeting.

10.58am Mr McKay joined the meeting.



10.59am Mr Girvan left the meeting.

Agreed: that, as part of its response to the Draft Budget, the Committee will consider how the
Assembly and Executive could best utilise independent economic expertise.

Agreed: that the witnesses will provide further information to the Committee as necessary.

11.28am Mr Frew left the meeting.

6. Correspondence
The following items of correspondence were noted:

= DFP: Stakeholder Engagement;
= DFP: £18bn Long-Term Investment Strategy;
= DFP: Preparations for Budget 2011-2015;

= DFP: Press release "Analysis of Sickness Absence in the Northern Ireland Departments
2009/2010";

= DFP: Press release "Wilson Concerned about Sickness Absence in Civil Service";
7. Committee Work Programme

DFP — Corporate HR Evidence Session

The Committee considered correspondence from DFP regarding the evidence session scheduled
for next week on strategic Human Resource issues, including Northern Ireland Civil Service
(NICS) Sickness Absence.

Agreed: that the evidence session be rescheduled at the earliest opportunity and that DFP
officials be asked to also update the Committee on the recently reported shortfall in NICS
pensions.
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Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
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Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)
Mr Gareth Brown (Bursary Student)
Mr Colin Pidgeon (Assembly Research)

Apologies: Mr Simon Hamilton MLA
Mr Adrian McQuillan MLA
Ms Dawn Purvis MLA

10.22am The meeting commenced in open session.

7. Correspondence
The following items of correspondence were noted:

= DFP: Budget and Spending Review.

= DFP: Response to CBI Report "Time for Action".
= DFP: NIAO Checklist Follow-up.
= DFP: Accommodation Efficiencies.

= DFP: Dormant Accounts Query.

[EXTRACT]

Wednesday, 15 December 2010
Room 30, Parliament Buildings
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Mrs Kathy O'Hanlon (Assistant Assembly Clerk)
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Mr Dominic O'Farrell (Clerical Officer)

Apologies: Mr Mitchel McLaughlin MLA
Mr Simon Hamilton MLA

10.11am The meeting commenced in open session.
3. Matters Arising

Draft Budget



Members noted that the Minister of Finance and Personnel was expected to make a statement
on the Draft Budget during today's plenary session.

Agreed: that the Secretariat will issue a commissioning note to the other statutory committees
once a formal announcement on the Draft Budget has been made, allowing them as much time
as possible to scrutinise their departments' budget proposals, while taking into consideration the
stages that this Committee must undertake in preparing a co-ordinated report on the Draft
Budget by the Executive's deadline.

Agreed: that the draft motion for the "take note" debate on the draft Budget is laid in the
Business Office noting that the requested date may be subject to change, depending on the
consultation period for the Draft Budget.

10.13am Dr Farry joined the meeting.

Agreed: that the Finance Minister is invited to brief the Committee soon after recess on the Draft
Budget, and again, before the end of the budgetary process.

Agreed: to invite the economists, who have given evidence to the Committee on the outcome of

the Spending Review 2010 and Budget 2011-15, to provide a written update on any relevant
issues once the Draft Budget is published.

Resource DEL: Administrative Cost Controls

Members noted an Assembly Research paper on Resource DEL: Administrative Cost Controls
which had been presented at last week's meeting.

Agreed: to request DFP to provide the breakdown data on administrative and programme
expenditure referred to in the research paper.

Agreed: to copy the research paper to the other statutory committees suggesting that they may

wish to request the same type of information from their departments as part of their budget
scrutiny.

5. DFP Progress on PSA & Business Targets: DFP Evidence Session
Members held an evidence session with the following DFP officials: Mr David Orr, Corporate
Services Director, Corporate Services Group and Dr Norman Caven, Chief Executive and Registrar
General, Northern Ireland Statistics and Research Agency (NISRA).

Members noted correspondence from the Department explaining that Mr Richard Pengally, Public
Spending Director, Central Finance Group was unable to attend today's evidence session due to
other work commitments.

10.20am Mr Girvan joined the meeting.

10.27am Dr Farry left the meeting.

Agreed: that any issues outstanding from the evidence session will be followed up in writing.

Members agreed to take agenda item 8 next.



6. Correspondence
The following items of correspondence were noted:
= DFP: Industrial Derating — Recycling of Manufacturing Rates Revenue

Agreed: to write encouraging DFP to undertake further exploration of the issue, in particular the
proposal for a manufacturing skills levy, and liaise with the Department for Employment and
Learning and the Department of Enterprise, Trade and Investment.

Agreed: to copy the DFP correspondence to the Committee for Employment and Learning and
the Committee for Enterprise, Trade and Investment for information.

Agreed: that Secretariat staff will give consideration to the most appropriate approach for
examining the issues surrounding State Aid and report back to the Committee.

= Stakeholder Engagement:

= Committee for Agriculture and Rural Development;

=  Committee for Regional Development;

= COFMDFM;

= Committee for Culture, Arts and Leisure;

= Committee for Health, Social Services and Public Safety; and
= Committee for Social Development.

= DFP: Presbyterian Mutual Society Assistance Package;

Agreed: to copy the correspondence to the Committee for Enterprise, Trade and Investment for
information

= DFP: Liaison with Economists;

Agreed: to forward the correspondence to the economists that raised this issue, offering them an
opportunity to respond.

[Extract]
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In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Mr Colin Pidgeon (Assembly Research)

10.07am The meeting commenced in open session.

3. Matters Arising
Presbyterian Mutual Society

Agreed: to request an oral evidence session on the Presbyterian Mutual Society rescue plan, in
view of the financial aspects that have been included in the Draft Budget 2011-15.

4. Draft Budget 2011-15 — Assembly Research Briefing

The Committee received a briefing from Assembly Research on the Draft Budget 2011-15
briefing note.

10.39am Mr Hamilton left the meeting.

Members noted that the Minister of Finance and Personnel quoted incorrect figures to the House
when comparing the proposed budget for the Department of Health, Social Services and Public
Safety to its counterparts in the other devolved administrations.

Agreed: to draw this matter to the attention of the Speaker, noting that the Committee expects
that the necessary steps for the Minister to correct this error will be expedited.

11.00am Mr Hamilton returned to the meeting.

Agreed: to forward the Research briefing note to DFP for comment and specific response to six
of the key points highlighted in the paper. Given its cross-cutting nature, the paper will also be
forward to the other Assembly statutory committees, the Assembly Commission and the
Assembly Audit Committee for information.

Members noted that the Executive's Draft Budget 2011-15 imposed spending reductions on the
NI Assembly itself and on the NI Audit Office which are in excess of the reductions faced by
Executive departments and comparable bodies in Scotland and Wales. Concerns were raised
around the basis for these proposed spending reductions and the implications for both of the
bodies, which provide constitutional/statutory checks and balances to the Executive.

Agreed: to seek the views of the Assembly Commission and the Assembly Audit Committee on
the draft budgets of the NI Assembly and the NI Audit Office respectively. This evidence will be
incorporated in the Committee's co-ordinated report on the Draft Budget 2011-15.

11.03am Mr McNarry left the meeting.

5. Draft Budget 2011-15: Strategic Issues - Evidence Session



Members held an evidence session with the following DFP officials: Michael Brennan, Head of
Central Expenditure Division, Central Finance Group (CFG); Joanne McBurney, Central
Expenditure Division, CFG; and Jeff McGuinness, CFG.

11.13am Mr Frew left the meeting.

11.21am Mr McNarry returned to the meeting.

11.21am Mr Frew returned to the meeting.

11.47am Mr O'Loan left the meeting.

11.47am Mr McLaughlin left the meeting.

11.51am Mr McLaughlin returned to the meeting.

11.51am Mr O'Loan returned to the meeting.

Agreed: the DFP officials will provide further information to the Committee as requested during
the evidence session.

The Committee noted correspondence from the Irish Congress of Trade Unions (NI Committee)
regarding the Draft Budget 2011-15 consultation.

The Committee noted correspondence from the Minister advising that he would not be available
to brief the Committee on either 12 January or 19 January as requested, or any Wednesday
thereafter.

Agreed: to request clarification from the Minister on the reasons why he is unable to attend any
of the Committee's normal weekly Wednesday meetings to discuss important issues.

The Committee noted concerns raised in correspondence from the Committee for Regional
Development with regard to the timetable for scrutinising the Draft Budget 2011-15. The
Committee also discussed a Secretariat paper outlining options for timetabling the scrutiny of the
Draft Budget.

12.15pm Mr Frew left the meeting.
12.24pm Mr Frew returned to the meeting.

Agreed: to move the deadline for returns from the other Assembly committees to 27 January to
offer more time for each committee to scrutinise the draft budget of its department. Submissions
received after this date and before the closing date of the Executive's consultation will be
appended to the Committee's coordinated report on the Draft Budget.

Agreed: that the preferred dates for the "take note" debate on the Draft Budget are Monday 31
January or Tuesday 1 February, subject to the Business Committee's agreement.

Agreed: the Committee will endeavour to complete the co-ordinated report by the closing date of
the Executive's consultation, while recognising that an additional week may be needed to finalise
the report.



Agreed: to record Mr McNarry's dissent in respect of the Committee's decisions on how to
proceed with the timetabling for scrutiny of the Draft Budget 2011-15.

Agreed: to respond to the Committee for Regional Development outlining the decisions taken by
the Committee.

12.54pm Mr McNarry left the meeting

8. Corporate HR issues including NICS Absenteeism, Equal Pay and
Pensions

The Committee took evidence from the following DFP officials: Derek Baker, Director of
Personnel for the NICS and Mark Bailey, Pay and Grading Review Team.

2.43pm Mr O'Loan left the meeting.
3.05pm Ms Purvis left the meeting.

Agreed: to forward issues regarding absenteeism to DFP for written response, and to request an
update with regard to the Senior Civil Service pay review.

9. Correspondence
The following items of correspondence were noted:
= DFP: End of Year Flexibility.
Agreed: to forward the correspondence to the Committee for Justice.

= DFP: Departmental Spending and Savings Proposals.
= DFP: Efficiency Delivery Plan 2008 — 11.

= DFP: Follow up to PSA and Business Targets Session.
= Committee for Education: Stakeholder Engagement

= Robert Skidelsky and Felix Martin: NYRB Essay Plan for a National Investment Bank
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Wednesday, 19 January 2011
Senate Chamber, Parliament Buildings

Present: Ms Jennifer McCann MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)

Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Daithi McKay MLA

Mr Mitchel McLaughlin MLA



Mr Declan O'Loan MLA
Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

10.18am The meeting commenced in open session.

3. Matters Arising
Draft Budget 2011-2015

Agreed: to request that the Business Committee considers allocating three hours to the "take
note" debate on the Draft Budget 2011-2015, scheduled for Monday 31 January 2011.

Agreed: to keep open the possibility of tabling a motion to debate the Committee's co-ordinated
report on the Draft Budget. The Committee will reconsider this option following receipt of
responses from the other statutory committees and taking account of the themes emerging from
the Committee's report.

Agreed: to invite the Minister to brief the Committee on the Draft Budget at one of its scheduled
Wednesday meetings which is mutually convenient.

4. Update on the Presbyterian Mutual Society (PMS) Rescue Plan

The Committee held an evidence session with Mr Bill Pauley, Head of Strategic Policy Division,
Central Finance Group, DFP. The evidence session was recorded by Hansard.

10.30am Mr Hamilton left the meeting.
10.34am Mr Hamilton returned to the meeting.
10.55am Mr McNarry joined the meeting.
11.20am Mr Frew left the meeting.

11.22am Ms Purvis left the meeting.

11.27am Mr Girvan left the meeting.

11.35am Mr Frew returned to the meeting.
11.42am Ms Purvis returned to the meeting.
11.42am Mr McKay joined the meeting.

11.46am Dr Farry joined the meeting.



Agreed: that the DFP official will provide further information as requested by the Committee.
Agreed: to provide the Committee for Enterprise, Trade and Investment (CETI) with a copy of

the DFP briefing paper on the PMS Rescue Plan and to request that CETI shares information that
it receives from the Department of Enterprise, Trade and Investment (DETI) on this matter.

6. Preventative Spending — Assembly Research Briefing

Members received a briefing from QUB Bursary Student, Gareth Brown, on preventative
spending.

12.15pm Mr McNarry returned to the meeting.
12.16pm Mr O'Loan returned to the meeting.
12.17pm Mr O'Loan left the meeting.

12.20pm Mr O'Loan returned to the meeting.

Agreed: to copy the research paper to the other statutory committees, suggesting that they may
wish to take the issues raised into account in their separate considerations of the Draft Budget
2011-2015 as appropriate; and to include the research paper in the evidence base for the
Committee's co-ordinated report on the Draft Budget 2011-2015.

12.25pm The meeting was suspended.

12.47pm The meeting resumed with Ms McCann, Dr Farry, Mr Frew, Mr Hamilton and Mr O'Loan
present.

11. Correspondence

The following items of correspondence were noted:
= Derry City Council: Comprehensive Spending Review;

Agreed: to forward the correspondence to DFP; and to advise Derry City Council accordingly.
= DFP: Monitoring of Departmental Efficiency Delivery Plans;

Agreed: to copy the correspondence to the other statutory committees for information.

= DFP: Savings Options;
= CETI: Skills, Training and Reinvestment;
= Northern Ireland Office Press Statement: End Year Funding;

= Public Accounts Committee: NI Audit Office Efficiency Savings;

Agreed: to forward the correspondence to the DFP Minister highlighting the operational
independence of the NI Audit Office, as detailed in the research paper presented at last week's
meeting; and to include the correspondence in the background papers for the Committee's
report on the Draft Budget 2011-2015.



12. Committee Work Programme

Members considered a secretariat paper relating to the planned evidence session with DFP
officials on Government Accommodation Efficiencies on 26 January 2011.

Agreed: that, given the Committee's heavy workload, the issues identified will be forwarded to
DFP for a written response in lieu of the scheduled evidence session.

[EXTRACT]

Wednesday, 26 January 2011
Room 30, Parliament Buildings

Present: Mr Daithi McKay MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Mitchel McLaughlin MLA

Mr Adrian McQuillan MLA

Mr Declan O'Loan MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Ms Jennifer McCann MLA
Ms Dawn Purvis MLA

10.10am The meeting commenced in open session.

3. Matters Arising
Take Note Debate on Executive's Draft Budget 2011-15

Members noted that the Business Committee has allowed up to three hours for the Committee's
"take note" debate on the Draft Budget 2011-15 on Monday 31 January 2011.

10.11am Mr McQuillan joined the meeting.

4. Departmental Draft Budget 2011-15 and Business Plan 2011-12:
DFP Evidence Session

The Committee held an evidence session with the following DFP officials: David Orr, Corporate
Services Director, Corporate Services Group (CSG); Deborah McNeilly, Finance Director, CSG;
Colm Doran, Head of Business Planning and Corporate Governance, CSG; and Brigitte Worth,
Finance Division, CSG. The evidence session was recorded by Hansard.



10.14am Mr McNarry joined the meeting.
10.17am Mr Frew joined the meeting.
10.29am Dr Farry left the meeting.

10.47am Mr McNarry left the meeting.
10.53am Mr McNarry returned to the meeting.
10.54am Dr Farry returned to the meeting.

Agreed: that the DFP officials will provide further information to the Committee as requested
during the evidence session. The Committee will also forward additional issues not covered
during the evidence session to DFP for written response.

5. Draft Budget 2011-15 — NI Assembly Commission Evidence
Session

The Committee took evidence from Trevor Reaney, Clerk to the NI Assembly/Director General,
on the Draft Budget 2011-15 allocation for the NI Assembly. The evidence session was recorded
by Hansard.

11.26am Mr Hamilton left the meeting.

11.47am Mr Girvan left the meeting.

12.00pm Dr Farry left the meeting.

Agreed: to write to the Minister of Finance and Personnel to register the Committee's serious
concern at the implications of the proposed allocation in the Executive's Draft Budget 2011-15
for the effective functioning of the Assembly. The Committee's concerns will also be reflected in
both the Chairperson's contribution to the "take note" debate on Monday 31 January and the
Committee's forthcoming co-ordinated report on the Executive's Draft Budget 2011-15.

Agreed: that, as part of its Third Budget Scrutiny Inquiry Report, the Committee will examine the
arrangements for setting future Assembly budgets, in the context of good practice elsewhere in
terms of ensuring the independence of the legislature.

12.12pm Mr McNarry left the meeting.

7. Annually Managed Expenditure- Assembly Research Briefing

Members received a briefing from Assembly Research on the economic implications of the cuts to
Annually Managed Expenditure.

12.16pm Dr Farry returned to the meeting.
12.22pm Mr McNarry returned to the meeting.

Agreed: that the Researcher will provide additional information to the Committee as requested.



Agreed: to copy the paper to the Department for Social Development via the Committee for
Social Development.

8. Draft Budget 2011-2015: Consideration of Responses

The Committee noted the responses received to date from other Assembly statutory committees
and stakeholders regarding the Executive's Draft Budget 2011-2015. The Committee also noted
two responses regarding DFP's liaison with economists.

10. Correspondence
The following items of correspondence were noted:

= Construction Employers Federation: Alternative Finance Report.
12.55pm Dr Farry left the meeting.

= DFP: Administrative Cost Controls.
= Committee for Social Development: Response to CBI report "Time for Action™.
= DFP: Draft Budget Strategic Issues Follow-up.

= CETI: Consultation on the NI Executive's Economic Strategy — Priorities for Sustainable
Growth.

Agreed: to respond to CETI stating that, given current work commitments, the Committee is not
in a position to give a considered reply to the consultation but would like to receive a copy of the
analysis of responses received by DETI.

11. Committee Work Programme

Members considered a draft of the Committee work programme and noted that it will be
necessary to hold a longer meeting on 2 February 2011 in the Senate Chamber.

The Committee noted that the Minister will attend the meeting on 9 February to discuss the
Draft Budget 2011-15.

Agreed: to invite the Minister to also attend a further Committee meeting, possibly on 9 March,
to discuss the Committee's co-ordinated report on the Draft Budget 2011-15, in advance of the
Executive finalising the Draft Budget.

Members noted that the issue of a reduced rate of Corporation Tax was raised with the Minister
of Enterprise, Trade and Investment (ETI) during Question Time on Monday 17 January 2011.
The ETI Minister indicated that a draft version of the UK Government's consultation paper on
rebalancing the economy was received by the Executive on 16 December 2010.

Agreed: to request an update from the Minister of Finance and Personnel on his ongoing
involvement in the discussion about reducing the rate of Corporation Tax; and to ask if the
Minister will share the paper on rebalancing the economy with the Committee, to help inform the
Committee's co-ordinated report on the Draft Budget 2011-15.

[EXTRACT]



Wednesday, 2 February 2011
Room 30, Parliament Buildings

Present: Mr Daithi McKay MLA (Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Ms Jennifer McCann MLA
Mr David McNarry MLA (Deputy Chairperson)
Mr Adrian McQuillan MLA

10.14am The meeting commenced in open session.
3. Matters Arising

DFP: Response to Budget Research Paper

The Committee noted a reply from DFP regarding the Assembly research paper on the draft
Budget 2011-15.

Agreed: to commission a paper from Assembly Research which could examine the Scottish and
Welsh models with regards to the independence in which these legislatures set their budget, and
any other legislatures as appropriate, to inform the Committee's Inquiry Report.

8. Correspondence
The following items of correspondence were noted:
= DFP: Banking Issues Response;
Agreed: to copy the response to the Churches group and the Committee for Enterprise, Trade
and Investment; and to include the correspondence in the evidence base for the Committee's co-

ordinated report on the draft Budget 2011-2015.

= DFP: Accommodation Efficiencies;

= PMS Savers Lobby Group NI & ROI: Presbyterian Mutual Society in Administration since
17 November 2008.

Agreed: to include the correspondence in the evidence base for the Committee's co-ordinated
report on the draft Budget 2011-2015.



10. Draft Budget 2011-2015: Strategic issues — DFP Evidence
Session

The Committee took evidence from the following DFP officials: Mr Michael Brennan, Head of
Central Expenditure Division, Central Finance Group (CFG) and Mr Jeff McGuinness, Central
Expenditure Division, CFG.

12.39pm Dr Farry left the meeting.
12.45pm Ms Purvis left the meeting.
12.49pm Ms Purvis returned to the meeting.

Agreed: that the officials will provide further information as requested by the Committee.

12. Draft Budget 2011-2015 — Consideration of initial working draft
report

The Committee considered a proposed structure for the Committees report on Draft Budget
2011-2015; and a draft Committee response to the DFP draft spending and savings plans for
2011-2015.

1.08pm Mr O'Loan left the meeting.

Agreed: that the secretariat will take account of members' comments in preparing a draft of the
report for consideration next week.

[Extract]

Wednesday, 9 February 2011
Senate Chamber, Parliament Buildings

Present: Mr Daithi McKay MLA (Chairperson)
Mr David McNarry MLA (Deputy Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Paul Girvan MLA

Mr Simon Hamilton MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)

Apologies: Ms Jennifer McCann MLA
Mr Adrian McQuillan MLA



10.10am The meeting commenced in open session.
3. Matters Arising

Composite Request

The Committee noted the composite request for information from the Department of Finance
and Personnel (DFP) which provided an update on any matters arising not covered elsewhere on
the agenda.

Agreed: that, in line with convention, the working draft of the Committee's Report on the
Executive's Draft Budget 2011-15 will be considered in closed session.

10:11am The meeting moved into closed session.

4. Executive's Draft Budget 2011-15 — Consideration of Working
Draft Report

The Committee considered the first working draft of its Report on the Executive's Draft Budget
2011-15.

10.14am Mr Hamilton joined the meeting.

Agreed: members will forward any comments or suggested amendments to the draft report to
the Committee secretariat by 12.00pm on Friday 11 February 2010.

10.17am Mr Frew joined the meeting.

5. Executive's Draft Budget 2011-15 — Ministerial Briefing

The Committee took evidence from the Minister of Finance and Personnel and Michael Brennan,
Head of Central Expenditure Division, Central Finance Group (CFG), DFP on the Executive's Draft
Budget 2011-15.

11.50am Ms Purvis left the meeting.

11.53am Ms Purvis returned to the meeting.
12.17pm Mr McNarry left the meeting.

12.20pm Mr Frew left the meeting.

12.24pm Mr O'Loan left the meeting.

12.31pm Mr McNarry returned to the meeting.
12.31pm The Chairperson left the meeting.
12.31pm The Deputy Chairperson took the Chair.

12.40pm Ms Purvis left the meeting.



Agreed: that the DFP officials will provide any further information that may be requested by the
Committee.

12.41pm Mr Hamilton left the meeting.

12.42pm The Chairperson returned to the meeting and took the Chair.

8. Correspondence
The following items of correspondence were noted:
= DFP: Presbyterian Mutual Society (PMS) Response;

Agreed: to request details of the Administrator's risk assessment and business plan from the
Department of Enterprise, Trade and Investment via the Committee for Enterprise, Trade and
Investment (CETI). The Committee will also request further clarification on the details of a
schedule for repayments for PMS savers.

Agreed: to request clarification from DFP on the status of HM Treasury's £25 million contribution
to the mutual access fund.

= DFP: Response to Committee on December Monitoring;

= DFP: Industrial Derating — Recycling of Manufacturing Rates Revenue;

The Committee also noted that the following routine correspondence had been emailed to
members prior to the meeting:

= Response from the Minister of Finance and Personnel regarding the creation of a Credit
Review Office in Northern Ireland; and

[Extract]

Wednesday, 16 February 2011
Room 29, Parliament Buildings (Unapproved)

Present: Mr Daithi McKay MLA (Chairperson)
Dr Stephen Farry MLA

Mr Paul Frew MLA

Mr Simon Hamilton MLA

Mr Mitchel McLaughlin MLA

Mr Declan O'Loan MLA

Ms Dawn Purvis MLA

In Attendance: Mr Shane McAteer (Assembly Clerk)
Miss Karen Jardine (Assistant Assembly Clerk)

Mrs Kathy O'Hanlon (Assistant Assembly Clerk)

Mr Jim Nulty (Clerical Supervisor)

Mr Dominic O'Farrell (Clerical Officer)

Mr Gareth Brown (Bursary Student)



Apologies: Ms Jennifer McCann MLA
Mr Adrian McQuillan MLA

10.50am The meeting commenced in open session.
11.08am Dr Farry left the meeting.

11.08am The Committee moved into closed session.

5. Executive's Draft Budget 2011-15 — Consideration of Working
Draft Report

The Committee undertook paragraph-by-paragraph consideration of its draft Report on the Draft
Budget 2011-15.

Agreed: that paragraphs 1 — 11 stand part of the Report;

Agreed: that paragraph 12 stands part of the Report;

Agreed: that paragraphs 13-18, as amended, stand part of the Report;
Agreed: that paragraphs 19 stands part of the Report;

Agreed: that paragraphs 20-21 stand part of the Report;

Agreed: that paragraphs 22-24 stand part of the Report;

Agreed: that paragraphs 25-30 stand part of the Report;

Agreed: that paragraphs 31-32, as amended, stand part of the Report;
Agreed: that paragraphs 35-41 stand part of the Report;

Agreed: that paragraphs 42-47 stand part of the Report;

Agreed: that paragraphs 48-54 stand part of the Report;

Agreed: that paragraphs 55-58 stand part of the Report;

Agreed: that paragraphs 59-62 stand part of the Report;

Agreed: that paragraphs 63-66 stand part of the Report;

Agreed: that paragraphs 67-70 stand part of the Report;

Agreed: that paragraphs 71-72 stand part of the Report;

Agreed: that paragraphs 73-75 stand part of the Report;

Agreed: that paragraphs 76-84 stand part of the Report;

Agreed: that paragraphs 85-90 stand part of the Report;



Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:
Agreed:

Agreed:

that paragraphs 91-98 stand part of the Report;
that paragraphs 99-101 stand part of the Report;
that paragraphs 102-107 stand part of the Report;
that paragraphs 108-112 stand part of the Report;
that paragraphs 113-119 stand part of the Report;
that paragraphs 120-123 stand part of the Report;
that paragraphs 124-127 stand part of the Report;
that paragraphs 128-134 stand part of the Report;
that paragraphs 135-141 stand part of the Report;
that paragraphs 142-143 stand part of the Report;
that paragraphs 144-147 stand part of the Report;
that paragraphs 148-152 stand part of the Report;
that paragraphs 153-156 stand part of the Report;
that paragraphs 157-160 stand part of the Report;
that paragraphs 161-166 stand part of the Report;
that paragraphs 167-178 stand part of the Report;
that paragraphs 179-186 stand part of the Report;
that paragraphs 187-198 stand part of the Report;
that paragraphs 199-208 stand part of the Report;
that paragraphs 209-234 stand part of the Report;
that paragraphs 235-252 stand part of the Report;
that paragraphs 253-261, as amended, stand part of the Report;
that paragraphs 262-271 stand part of the Report;
that paragraphs 272-274 stand part of the Report;
that paragraphs 275-278 stand part of the Report;

that paragraphs 279-285 stand part of the Report;



Agreed: that paragraphs 286-289 stand part of the Report;

Agreed: that paragraphs 290-292 stand part of the Report;

Agreed: that paragraphs 293-406 stand part of the Report;

Agreed: that paragraphs 407-429 stand part of the Report;

Agreed: that paragraphs 430-600 stand part of the Report;

Agreed: that the draft Executive Summary stands part of the Report;
Agreed: that the Appendices stand part of the Report;

Agreed: that the extract of the unapproved Minutes of Proceedings of today's meeting is checked
by the Chairperson and included in Appendix 1;

Agreed: that the Report, as amended, be the Third Report of the Committee for Finance and
Personnel to the Assembly for session 2010/11;

Agreed: that the Committee's Report on the Draft Budget 2011-15 be printed.
Members were advised that the report will be issued to all MLAs once published.

Agreed: that a copy of the Report be submitted to all relevant Assembly Committees, to the
chairpersons' Liaison Group and to those that provided written and oral evidence.

11.33am The Committee moved into open session.
[Extract]

Appendix 2

Minutes of Evidence
30 June 2010
Members present for all or part of the proceedings:

Ms Jennifer McCann (Chairperson)
Mr Simon Hamilton

Mr Fra McCann

Mr Mitchel McLaughlin

Mr Adrian McQuillan

Mr Declan O'Loan

Ms Dawn Purvis

Witnesses:



Mr Michael Brennan
Ms Joanne McBurney Department of Finance and Personnel
Ms Deborah McNeilly

1. The Chairperson (Ms J McCann): | welcome Michael Brennan, Joanne McBurney and Deborah
McNeilly. If you make a few opening remarks, we will then go into questions. | am conscious
that members are floating back and forward and that we might lose the quorum.

2. Mr Michael Brennan (Department of Finance and Personnel): | will begin by making a few
opening comments on the provisional out-turn, the UK Budget of 22 June and the Northern
Ireland 2010 Budget position. | will be very brief.

3. In relation to provisional out-turn, the underspend position performance this year was actually
quite good. For the Northern Ireland Departments, the underspend was 0-7% on the current
side and 0-5% on the capital side. The current performance for 2009-2010 was slightly worse
than in 2008-09, when it was scored at 0-5%. There was considerable variation between
Departments. For example, on the current side, the two extremes were 0-1% underspend for
the Department of Health, Social Services and Public Safety (DHSSPS) and 3-4% for the
Department of Finance and Personnel (DFP). On the capital side, the Department for Regional
Development (DRD) was right on the mark at 0%, whereas the Office of the First Minister and
deputy First Minister (OFMDFM) had an underspend of 9-1%.

4. There were three departmental overspends: OFMDFM overspent by £1-1 million on its admin
control; the Department of Agriculture and Rural Development (DARD) overspent by £1-2 million
on non-cash areas; and DHSSPS had two overspends, 0-5% on capital and £25-9 million on near
cash. That is a quick summary of the provisional out-turn.

5. I will move on to the UK Budget that was announced on 22 June. The Chancellor's
announcement will result in a fall in public sector net borrowing from 10-1% of GDP in 2010-11
to 1-1% in 2015-16. The Budget made clear that the vast majority of reductions will be made
through public spending cuts — 77% will be made through spending cuts and 23% through tax
increases, the most obvious of which is the increase in VAT by 2-5%.

6. The Chancellor also confirmed that the spending review announcement, which we are all
awaiting, will be made on 20 October. The 22 June Budget also contained revised forecasts for
public expenditure and showed that, on the current expenditure side, the departmental
expenditure limit will fall by 0-4% in cash terms, and the capital departmental expenditure limit
will fall by 6-9% in cash terms. That shows a considerable tightening over the previous Labour
Government's March Budget position. For example, the new coalition Government will take an
extra £15-5 billion out on the current expenditure side and an extra £1-6 billion on the capital
side. However, there is a stated commitment to protect Health, Education and the Ministry of
Defence.

7. The 22 June Budget also confirmed that the £6-2 billion cuts will be baseline cuts. Therefore,
the Northern Ireland percentage, £127 million, to be addressed in 2010-11, will be a baseline cut
going into the spending review.

8. To prepare for Northern Ireland's 2010 Budget, on 10 June we sent a paper to the Executive
for consideration. Our aim is to have a draft Budget paper available for consultation by early
September. In the interim, there is a lot of work to be done, as the Committee will appreciate.
Our Minister has initiated a pre-consultation exercise on the Budget process with all key
stakeholder groups. That will run over the next few weeks, and we will meet individually with all
the key stakeholders, set out our forecasts for the Budget period and invite them to put forward



their ideas on how the Budget process should progress and on what its key priorities should be.
Those meetings will take place over the next two or three weeks.

9. We have also written to Departments to ask them to produce savings delivery plans, in which
Departments must set out how they will deliver savings on the basis of our forecasts for current
and capital expenditure over the next four-year period. We have asked them to complete that by
the end of July. In recent days, we have issued Departments with revised baseline positions that
they should use to plan for their budget positions. The working assumption is that they should
plan on the basis of a 5% cut to current expenditure, and their returns must set out how they
will meet that cut.

10. The capital position is of grave concern. As we know, it is very tight in 2010-11. However,
the revised UK Budget showed a considerable tightening on the capital departmental expenditure
limit position in 2011-12. Therefore, the capital resources that will be available to the Executive
in 2011-12 will be tighter than we thought previously.

11. Ms Purvis: | want to explore a couple of aspects of the Budget process with you. It is my
understanding that Departments are now preparing their bids and linkages to public service
agreements (PSAs) for the next Budget process. Have Assembly Committees been informed of
that? Do Committees have a role in that? Does anyone else have a role in the Departments’
preparation of bids?

12. Mr Brennan: In our guidance to Departments, we made it clear that our Minister's strong
expectation is that they will engage with their respective Committees at the earliest opportunity.
There will be a departmental finance directors' meeting on Friday morning, and one of the first
issues that we have to press to the departmental finance directors is that there is a strong
imperative for early engagement with Committees.

13. We in DFP are starting bilateral discussions with all the key stakeholders, including the trade
unions, the business organisations and the Northern Ireland Council for Voluntary Action.
However, it is in the interests of individual Departments, which know who the key stakeholders
are within their departmental boundaries, to initiate a parallel consultation exercise from now
forward.

14. Ms Purvis: The outcome of the spending review will be in October.
15. Mr Brennan: It will be on 20 October.
16. Ms Purvis: And the Barnett consequentials will not be available to us until slightly after that?

17. Mr Brennan: No. When the spending review is announced, we will get a spreadsheet from
the Treasury that sets out our Barnett consequentials on the allocations to Whitehall
Departments.

18. Ms Purvis: What impact will the outcome have on the draft Budget that you are preparing to
publish in September and on the process?

19. Mr Brennan: We are constructing a draft Budget position based on our expectations and
forecasts for current and capital. The forecast for current and capital that we produced in March
turned out to be very accurate, based on the Office for Budget Responsibility report and as set
out in the revised Treasury Budget documents on 22 June. We have given Departments what we
think is a very realistic funding envelope to work within in shaping their bids, and that will be the
basis for the September draft Budget. On 20 October, we will have the definitive funding



envelope that has been set by the Treasury, and, obviously, we will then make revisions. My
expectation at this point is that we are pretty close to the mark in terms of what will be available
to us.

20. Ms Purvis: OK. According to the Budget timetable, the Minister will revise the proposals in
early December. How long do you envisage the public consultation running for?

21. Mr Brennan: It will run from September until the beginning of December.

22. Ms Purvis: We are looking at the Budget inquiry and your recommendations. How will the
consultation be considered? Will it be considered by departmental officials as well as
Committees? How do you envisage it working? One of the Department's recommendations was
for Assembly Committees to conduct the consultation. How do you envisage this happening in
the absence of an agreed method? How do you envisage the consultation being conducted?

23. Mr Brennan: The onus is on individual Departments to engage directly with the relevant
Committees to find out what the priorities are as regards Budget bids. That should feed directly
into how each Minister shapes their Budget bid. That will then be relayed directly to the Finance
Minister through the ministerial bilateral processes.

24. DFP will run a public consultation exercise. We will hold what are effectively roadshow events
around Northern Ireland in which we set out how we envisage the Budget going forward.
However, in many ways, the more important aspect of shaping Budgets is Departments taking
the feedback from individual Committees in terms of what is important. The reason why | think
that that is more important is that, when we get Executive sign-off on the final Budget stage,
hopefully, every single Committee in the Assembly will have bought in and felt as though it
participated in shaping that final Budget stage.

25. Ms Purvis: Judging by past experience, particularly around the revised spending plans at the
beginning of the year, the biggest complaint from Committees was the lack of information
coming forward from Departments. | assume that the Minister is going to impress upon other
Ministers that there is a need for early and appropriate information going to Committees?

26. Mr Brennan: That was a key theme in the paper that the Minister presented to the Executive
on 10 June. He stressed that to his Executive colleagues.

27. Mr O'Loan: Am | right in thinking that the £128 billion that we have lost for this year has still
not been allocated? There was talk of deferring some of that into next year, but I must say that
that prospect say does not appeal to me, given that the pressures are going to be even greater

for next year. Where are we in relation to allocating the pain of that £128 billion?

28. Mr Brennan: The £128 million pressure that emerged from the —
29. Mr O'Loan: Sorry, | said £128 billion; £128 million is big enough.
30. Mr Brennan: Things are bad, but they are not that bad. [Laughter.]

31. We now have clarity from the Treasury on the £128 million pressure that emerged from the
UK's £6-2 billion cut. The breakdown is £89 million current and £38 million capital. When our
Minister presented his June monitoring paper to the Executive last week, one of the key issues
was how to address that £128 million pressure. In his papers, the Minister pointed out the
downside of deferring the issue to 2011-12. All that it is doing is building up the pain at the start
of 2011-12. The Minister sought to address as much of that pressure as possible in the 2010-11



monitoring rounds. The Executive did not reach a definitive position in the June monitoring
round, but our Minister put a paper to the Executive in the June monitoring round
recommending addressing a lot, if not all, of the £128 million pressure through this year's in-year
monitoring process.

32. Mr O'Loan: When we hear the Education Minister talking about the money that is available
for schools and pleading for support and more money out of the monitoring round, it is pie in the
sky, is it not, if £38 million is being taken out of the capital rather than any attempt being made
to find it by cutting various programmes in Departments. There is no prospect of any extra
money coming out of monitoring rounds if £128 million is missing, and we already have a
projected overspend for the year.

33. Mr Brennan: Not for this year.
34. Mr O'Loan: Has that been removed?

35. Mr Brennan: That has gone. There was an overcommitment at the start of the year, but we
took that out in the revised 2010-11 plan. As | said earlier, the capital position in 2010-11 is very
bad, and the worry that we have now is that based on the 22 June UK Budget position, capital in
2011-12 for the UK is constrained at a much greater rate than we thought. Therefore, our latest
assessment is that there is a shortfall of about £500 million in the 2011-12 capital from the ISNI
2 position. Therefore, capital is bad in 2010-11, but it gets worse in 2011-12.

36. Mr O'Loan: I come now to the provisional out-turn and the underspend, which you said was
0-7% on the revenue side and 0-5% on the capital side. Can you put millions to those
percentages?

37. Mr Brennan: On the current side, it is £65 million, and, on the capital side, it is £8 million.

38. Mr O'Loan: Those are very substantial sums that we are losing. Over the years, there has
been considerable improvement in the way that this has been handled, but, nonetheless, those
are considerable sums. Even in percentages, they are crawling up towards 1%. We should not
be satisfied with that. Can you play one Department off against another in relation to that? If
there is an overspend in one area, can you monitor that through the year and recognise that
that could be protected by an underspend somewhere else?

39. Mr Brennan: Every month, we monitor departmental performance against forecast. The
figures that | gave you were on departmental performance, but we actually manage the overall
block level as well. The Northern Ireland block level showed that the current underspend was
lower — it was £61 million and on the current side it was £5-5 million. That was managing
across Departments to get an overall block position.

40. Mr O'Loan: | thought that the previous figures were the overall block position.

41. Ms Joanne McBurney (Department of Finance and Personnel): That is the departmental
position.

42. Mr Brennan: That is departmental.

43. Ms McBurney: It does not take account of any residual overcommitment, rates income or
anything like that. If you look at the overall block position, you will see that it was slightly lower.



44. Mr O'Loan: There were bad underspend figures from DFP, which is not a very good example
to set for other Departments. That means that there was money that should have been offered
up in the final monitoring round. | remember that, in the February monitoring round, on the
capital side, money was sloshing around that pretty much no Department could take up. There
needs to be tighter management. However, | will get back to my point about DFP. | know that
the global figures in DFP are not huge. Nonetheless, when the percentages are bad, it is not
good.

45. Ms Deborah McNeilly (Department of Finance and Personnel): | appreciate that. In recent
years, the Department has made improvements, but it has slipped back, with 2009-2010 proving
particularly disappointing. My main concern is on the revenue side. We have had some
significant issues with our non-cash this year, which accounted for just under half of the overall
underspend. It is difficult to forecast non-cash and, in a couple of instances, there has been
human error. | stress that that was not because a casual approach is taken to the monitoring of
budgets. Budgets are monitored on a monthly basis at the departmental board and staff attend
workshops and training to help them manage those budgets. However, overall, the position for
DFP is very disappointing in the context of actions that we have taken and from which we still
have not realised the gains that | would like to have seen. Obviously, we have more to do in
those business areas in which we clearly fell below.

46. Mr O'Loan: What about the 2010 Budget process and the outlook for the next four years.
Can | assume that we are going to be working on a four-year plan?

47. Mr Brennan: Yes. Normally, spending reviews are for three years. However, the 22 June
position takes it out an extra year. We are expecting an announcement, on 20 October, that will
have four-year data.

48. Mr O'Loan: What about Northern Ireland?

49. Mr Brennan: We are engaging with Departments.

50. Mr O'Loan: Across four years.

51. Mr Brennan: Yes.

52. Mr O'Loan: | had been wondering how on earth you were going to do any work ahead of 20
October. However, you talked about asking Departments to provide a savings delivery plan
based on forecasts. Therefore, the initial work will be based on forecasts.

53. Mr Brennan: Yes.

54. Mr O'Loan: Can you share those forecasts with us or give us any indication, even in global
terms, as to how much you are anticipating will be taken out of the departmental expenditure
limit over the next four years? Can you come back to us with the detail of what you are saying to
the Departments about forecasts?

55. Mr Brennan: As | have mentioned in previous Committee sessions, forecasts were
constructed after the March Budget on the basis of flat cash growth on the current side — in
other words, a real-terms 2-7% cut per annum over each of the four years — and, on the capital
side, a 9% cut per annum. We reviewed those forecasts after the 22 June position and still think

that they are accurate. Therefore, those are the forecasts that we are holding to.

56. Mr O'Loan: Can you quantify that?



57. Mr Brennan: In monetary terms, we will be looking, for example, to reduce the current
Northern Ireland departmental expenditure limit by around £420 million.

58. Ms McBurney: In flat cash, it will be reduced by £168 million.

59. Mr Brennan: There are a number of other adjustments and pressures that bring it up to
around £420 million.

60. Mr O'Loan: When?
61. Mr Brennan: In 2011-12.

62. Mr O'Loan: So you expect the revenue side of our departmental spending in 2011-12 to be
£420 million less than current spending?

63. Mr Brennan: That is the parameter within which we have asked Departments to plan.
64. Mr O'Loan: What about the capital cut of 9%?

65. Mr Brennan: On the capital side, as you will appreciate, there are a number of underlying
assumptions. However, there is a shortfall in capital of around £500 million.

66. Mr O'Loan: OK. Am | right to present that in respect of our total investment on the capital
side last year, which was about £1-6 million? I am not sure what the intended capital spend is
for this year. Do you have that figure, even in rough terms?

67. Ms McBurney: It was planned that the gross capital spend would be about £2 billion, but it
will be slightly less than that because that did not take account of the shortfall in receipts from
Crossnacreevy. We will not know the true figure until after the outcome of the first monitoring
round, when Departments have had an opportunity to adjust their budgets.

68. Mr O'Loan: We are talking about a £500 million drop.

69. Mr Brennan: In 2011-12, based on a range of assumptions and what we expect in relation to
receipt generation and things like that —

70. Mr O'Loan: That is a massive drop; it is something like a quarter or a third of capital spend.
As you said, capital is a grave concern. You said that we have freedom to distribute our Barnett
consequentials. For absolute clarity, do current and capital come to us as two separate amounts?
Do we have the freedom to mix those?

71. Mr Brennan: We have freedom to move from resource into capital.

72. Ms McBurney: But we cannot move any money out of capital into current. It can only go one
way.

73. Mr O'Loan: OK. In some ways, there could be a tendency to make savings based on capital.
That is perhaps what the Westminster Government are doing, but we need to be very clear that
the implications of that are every bit as serious as the implications for cutting revenue. If
revenue is cut, one thinks immediately about cutting programmes and losing jobs. However, if
capital programmes are cut, there will be immediate consequences for employment, particularly
in the construction sector. The implications of that statement are huge. We all need to be very
fearful of what is coming up.



74. Mr McLaughlin: The Department's pre-consultation briefing paper says that, effectively, there
has been a 14-4% real-terms reduction, mainly as a result of inflation. No additional budgetary
cover is provided for pay or price increases during that time. Has any impact from the recent
equal pay settlement been factored into that figure? What is the anticipated impact on the
Department's baseline going forward into the next Budget period?

75. Ms McNeilly: From a departmental perspective, equal pay has not been factored into that
14-4%; it was just taking the average of the 2:4% RPI. It would be higher if the two pay
awards, including the equal pay settlement, were factored in. In the current year and going
forward, the recurrent costs of equal pay for the Department are somewhere in the region of £3
million. That is an increased pressure for us, and we are trying to manage it along with the rest
of the inflationary pressures that we face.

76. Mr McLaughlin: | understand why it was not taken into consideration once the settlement
figure and the initial hit were factored in. Are you indicating that, going forward, it will still not
be reflected in the baseline projections?

77. Ms McNeilly: We will probably reflect it as a pressure or a cost in the paper that we put to
the Minister when we develop further our Budget 2010 expenditure proposals. In the current
climate, I am not sure that we will get any funding for that pressure.

78. Mr McLaughlin: Assuming that there will be no change to the quantum of the settlement that
is on the table, | should have thought that it would be possible, going into the new Budget
period, to specify that as a recurring cost.

79. Ms McNeilly: Yes. We have done some preliminary work to identify the impact of pay and
prices, having had no inflation and adding in the equal pay settlement. We have to approach the
Minister to see whether he will support that in respect of the departmental position in Budget
proposals. Certainly, however, we will highlight those costs and pressures to him in our paper.

80. Mr McLaughlin: Does that indicate any degree of uncertainty or flexibility over the quantum?
There are a number of issues swirling around, and MLAs are getting lobbied all the time. Do you
regard that as an issue on which you can move forward with some certainty or one that is
subject to further variation?

81. Ms McNeilly: Based on our information for the equal pay award and the recurrent
implications for the EO2, AO and AA grades and the actions and the work that have already been
completed, our figure is around £3 million a year for additional costs. Therefore, there is a
relative degree of certainty around that. | do not have a figure for any wider review of equal pay
issues.

82. Mr McLaughlin: The Committee is more than aware of the difficulties that were faced by
Land and Property Services (LPS) during 2008-2011, with the whole setup and a raft of rating
reform measures that were introduced after the baseline for the agency had been put in place.
Can you tell us what steps the Department is taking to put firm baselines in place for its various
agencies and business areas to prevent similar difficulties?

83. Ms McNeilly: As part of the development of our expenditure proposals we will be highlighting
that again in our formal submission to the Minister and to colleagues in central finance group,
and it will be part of the negotiations as they go through the consultation exercises on the
Budget when we look at the whole Northern Ireland block position. We will be highlighting that;
it is one of the key issues for the Department in trying to get a firm baseline for LPS. The new
rating policy on empty homes, which is to go live next year, is estimated to cost another £0-5
million. That will be something else that we will have to reflect on in looking at the exact



requirement for LPS going forward, and it will be a key issue for us to highlight in our paper to
the Minister.

84. Mr McLaughlin: Paragraph 7-10 of the briefing paper introduces an interesting scenario,
which is the suggested possible cessation of "low priority services" that may be required to
deliver further savings for the Department. Can you outline which of the Department's services
are considered low priority?

85. Ms McNeilly: I would have difficulty with that. The departmental board had a workshop on
15 June. The board members had already been commissioned to look at the services that they
were providing and identify areas where they could improve and areas where we could stop
delivering, and there is not a lot. There are the statutory requirements, such a providing a
statutory registry service; a range of other statutory duties, including rate collection and the
reliefs, and the other requirements such as census; and the service delivery and Programme for
Government. We have so many services now that we are delivering for other Departments. We
cannot suddenly press a button and tell Departments that they are not getting their accounts
serviced. It is very difficult for us to identify any large low-priority services that would deliver
significant financial savings, but we are engaged in doing so. We had the first go at it on 15
June. The board has to come back to us, because it was challenged to go away and look again
to see what else could be done. We would welcome any views from Committee members to help
us out.

86. Mr McLaughlin: | would have been surprised if you had given me a direct answer to that. |
am taking a fairly sympathetic view, because | do not think that we will get though this by
keeping our heads in the sand. All Departments will have to identify various categories of service
and expenditure, the whole issue of inescapables and what exactly that means, and
commitments. Projects on the ground are explainable, as are contract obligations, salaries, etc.
However, we need to be prepared to look at the inescapables, the range of commitments and
the prioritisation of services. There are very serious challenges in managing the existing budget
lines and limited options for creating additional revenues.

87. Ms McNeilly: With regard to the figures that were mentioned earlier, a 5% savings reduction
would be around £10 million per annum for DFP. We would be hitting against an opening
baseline of £182 million, and probably hitting somewhere near £40 million by the time we get to
the fourth year.

88. Mr McLaughlin: At one level it is nearly philosophical. However, MLAs are suffering from a
lack of information on the range of inescapables and commitments, the prioritisation and the
ability to engage in discussions, but also the ability to take a collective approach. This could
either be a battleground between the MLAs taking different perspectives, or people working
together to try to come up with the best solutions to maintain the level of services and improve
it if possible. There is a key issue there. In a sense, the guidance is for the Department itself,
but I would argue strongly that it goes across every Department, and we should attempt to
produce those definitions and allow people to assume ownership and responsibility for managing
them.

89. The Chairperson: Thank you very much. We have no more questions. Is it OK if we write to
you if any other issues come up?

90. Mr Brennan: Yes.
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91. The Chairperson (Ms J McCann): | welcome Deborah McNeilly, finance director, and Adrian
Doherty, from the finance division of the corporate services group. We are running a bit late
today. I invite you to make a few opening remarks, after which | will open up the meeting for
guestions.

92. Ms Deborah McNeilly (Department of Finance and Personnel): | will make some comments
on our Budget 2010 position and give a brief summary of the information that is set out in the
paper that was forwarded to the Committee.

93. As you know, the Executive will not know the exact amount of funding that is available until
the national spending review announcement in late October. In the interim, Departments have
been asked to start planning. Departments have been required to formulate spending proposals
and come up with indicative saving options. The paper that we provided sets out our current
expenditure proposals for both resource and capital, as well as our direction of travel as regards
the indicative saving options.

94. To inform the planning process, we have been asked to identify saving options that range
from £7-8 million in 2011-12, rising to £28-2 million in the fourth year. That represents a
significant challenge for the Department, given the nature of the services that we provide. We
do not have many programmes; our only programme is EU expenditure, and there is not a
significant amount of funding in that, because it is tailing off. The lion's share of our costs comes
in providing services, largely to other Departments. Those include accommodation; shared
services, such as ICT and accounting; legal services; and procurement. Reductions in those
areas will inevitably have consequences or implications for other Departments. It is important
that we seek to minimise those, and we have been trying to do that to meet customer need.

95. Equally, we have front line services, which are confined to Land and Property Services (LPS)
and the General Register Office services in the Northern Ireland Statistics and Research Agency.

96. Our approach to savings has been to ask all our business areas to identify savings, which are
then ranked according to priority. The front line services may have come up with savings, but we
will have to take cognisance of any resulting difficulties, to minimise the front line impact. We
are very conscious of that.

97. You will have seen in the paper the difficulties that we will face, given the historical
reductions in the Budget, which amount to more than £30 million since Budget 2004, six years of
no inflation and the nature of our expenditure, with some £90 million already contractually
committed. The challenge facing the Department of Finance and Personnel (DFP) is significant,
as | expect it is for all Departments.



98. Our resource expenditure proposals focus largely on the areas that were identified at in-year
monitoring rounds, such as the census, accommodation and Land and Property Services. Our
capital expenditure proposals focus on maintaining and enhancing service delivery levels.

99. By taking the approach that we have, we have challenged all business areas. We take a
rigorous approach to prioritisation across the Department, and we continue to engage with our
business areas as we go through the iterations of the process.

100. Mr McNarry: Thank you; you are very welcome to the Committee . We have been told that
addition funding of £5-5 million per annum is required to maintain the ability of Land and
Property Services to deliver on its current business obligations. We have been told that because
LPS is now dealing with record levels of hon-payment, which translates into increasing volumes
of court cases and enforcement action and has resulted in a reduction in income streams. As a
result, the Department says that it has had to rely heavily on in-year monitoring rounds to make
up the shortfall in the agency's core budget. Amid the talk of efficiencies and management
frailties in other Departments, what are the current outstanding arrears debts?

101. Ms McNeilly: The most recent figure that | have seen is that it was being confirmed at £136
million.

102. Mr McNarry: Yes, | thought that it was around that figure. Would it not be good
management and productive to think more about reducing that debt, or am I being told that
£5-5 million per annum is needed to reduce that debt but not being told by how much, because
of the lamentable performance in bringing in arrears? Is it the case that the significant reduction
of those arrears would bring in significant revenue? Has that been considered? You may tell me
that it has been considered as it is obvious. However, | do not see any great steps being taken
to buck that trend. If a business had £136 million of debt, it could not survive. If half of that
figure could be brought in, that could go a long way to helping the situation facing all of the
Executive's Departments.

103. Deborah, I know that you are presenting the report, but, not speaking for anyone else, |
am very reluctant to support any calls for an extra £5-5 million when | see no great steps being
taken to reduce £136 million of arrears. | find that to be a very difficult situation.

104. The bid for £5-5 million for LPS in the June monitoring round, which comprised £5 million to
cover the shortfall in the agency's baseline and £500,000 in transitional rates relief, was not
successful.

105. Ms McNeilly: I was looking at the Budget 2010 paper, which shows that the Department bid
for £5-5 million. In the June monitoring round, £5 million was allocated to Land and Property
Services on the basis that it would raise £10 million of additional rate income. The allocation for
the transitional rates relief was not made, and it is in our September monitoring submission.

106. Mr McNarry: According to the information that | have, the September return includes only a
bid of £600,000 for transitional rates. Why is that the case and why has it not been necessary to
bid for the additional baseline funding on this occasion?

107. Ms McNeilly: At June monitoring we identified the pressure for £5-6 million, £5 million of
which was for the baseline and £600,000 of which was for LPS for the current year. The
outcome of the June monitoring round was that LPS got an allocation of £5 million. The bid was
met on the basis that LPS would bring in an extra £10 million this year. The £600,000 for which
we bid at June monitoring for the current year was not met at that time, and we are
resubmitting that bid in September.



108. In Budget 2010, we are trying to secure £5-5 million per annum to address the underlying
shortfall that has been in the LPS baseline.

109. Mr McNarry: Are you making one bid of £5-5 million, rather than one for £5 million and
another for £0-5 million? Are you simply saying that that, as is stated in the paper, is necessary
for Land and Property Services to deliver its current business obligations? | find it very difficult to
understand how LPS can deliver at all. Is it the case that instead of separating the bids, as you
have done previously, you are now asking for £5-5 million in total, and you are telling us how
you are going to use it? In other words, having been knocked back on the bid for £0-5 million,
you are now grouping your bids together in one big lump sum?

110. Ms McNeilly: No. For the Budget 2010 period, the transitional rates relief no longer applies.
It was a two-year scheme. The £5-5 million is the revised or updated profile for the underlying
shortfall in LPS's baseline. Therefore, there would be nothing required for transitional rates relief,
the obligation for which runs out during the current financial year.

111. Mr McNarry: Let us stick with the issue. Additional funding of £5-5 million per annum is
required. That is a statement of fact made by the Department. It says that it needs £5-5 million.
On what basis does it ask for that, other than that this is a failed agency, which is failing to do
its work? Is it purely on that basis that the Department wants to prop it up? | know that you
cannot speak for the agency, and it is unfair of me to ask you to. | am just asking for a technical
answer.

112. Ms McNeilly: The baseline, which has been available to the agency over the past three
years and has been rolled forward to the next four years, was set as part of Budget 2007. It did
not take account of all the rating reforms. There were some 43 rating reforms. Therefore, LPS
has had to implement administration arrangements for those. It has also had to make other
payments, court costs have increased and so on. In the proposals, the Department is trying to
get the baseline onto an even keel in respect of where it should be in order to provide the
services in accordance with the current service delivery model.

113. Mr McNarry: Have you been presented with a case that says that LPS is — let us say —
£136 million in arrears and that, by next year, it will not have those arrears?

114. Ms McNeilly: The agency is in the process of preparing a business case to address the debt.
That is one of its key priorities.

115. Mr McNarry: How many business cases has the agency given you?

116. Ms McNeilly: On the issue of debt reduction, | have seen only one recently. There is one on
the go at the moment —

117. Mr McNarry: Prior to the one that is on the go at the moment, no business case has been
put to the Department?

118. Ms McNeilly: It has bid as part of monitoring rounds, but the business case is a key piece of
work — one that has been brought to our attention and that | am aware of — that the agency is
currently taking forward in a specific way to see how best to redeploy resources into rate
recovery. At the moment, LPS is redeploying staff from other areas into the recovery of rate
arrears. That has already started. On top of that, it is preparing a business case, which may
mean that it will want funds over and above the figure in the paper if the business case is
approved by the permanent secretary.



119. Mr McNarry: | understand.

120. It is clear what the £5-5 million per annum is to be used for. Will you equate for me what
the return will be against spending that £5-5 million per annum?

121. Ms McNeilly: Spending that £5-5 million per annum supports the realisation of the rates
income. Last year, £961 million was brought in. This year, that figure has increased to between
£970 million and £980 million. That is the agency's target for this year. Even taking a flat line,
the funding will support the delivery of a sum of £970 million to £980 million.

122. Mr McNarry: So, what will an investment of £5-5 million bring in?

123. Ms McNeilly: It will bring in the current target for the current year. If the agency gets a
reasonable baseline, it will bring in somewhere in the region of £970 million to £980 million.

124. Mr McNarry: | cannot figure that out. I am lost on how it would bring —

125. Ms McNeilly: With the establishment of a proper baseline for Land and Property Services
and recognition that there has been a shortfall in the baseline for the agency, the rate collection
target for this year is £970 million to £980 million. That is my understanding.

126. Mr McNarry: | realise that. However, the extra £5-5 million will not bring that in alone; it is
an addition to the money that has already been spent. For my £5-5 million — I do not want to
seem like one of those dragons in the den who is going to invest his or her own money, because
I would not be putting a penny into this —

127. Mr Hamilton: I'm out. [Laughter.]

128. Mr McNarry: There is £136 million outstanding. What will be the return on my £5-5 million
against that over the course of the year?

129. Ms McNeilly: In the absence of more information from the agency, all | can say is that,
without the £5-5 million, LPS would not bring in £970 million to £980 million. Therefore, without
the £5-5 million, it would not be able to meet its target for the current year. The £5-5 million is
just to keep the business running; to improve the return, more investment would probably be
needed.

130. Mr McNarry: You are doing a very good job at trying to explain somebody else's woes, and
it is not fair to press you. Simon said that he was out, and | cannot buy into the case or the
argument for the investment; | see no evidence that sets out how we attack the £136 million
outstanding. Turned on its head, the argument could be that, unless LPS gets £5-5 million, the
£136 million of arrears will increase.

131. Ms McNeilly: That is true.

132. Mr McNarry: | want to know what LPS is doing now. What has it done? You told us that it
has not presented a business case until now.

133. Ms McNeilly: It is very specific.

134. Mr McNarry: Nevertheless, we have been financing the arrears. That is clear. Thank you.



135. Ms Purvis: The Department had to produce a savings delivery plan by the end of August.
How did you produce that plan, and did you produce it on time?

136. Ms McNeilly: We had to key some savings onto our detailed financial database. The
timetable is that we are due to produce the actual savings delivery plan — the date templates,
measures and so on — towards the end of September, for publication alongside the draft Budget
in October.

137. With regard to the approach that we have taken to savings, we asked all our business areas
to identify savings of 6% each year on a cumulative basis to generate a long list of options. That
long list of options was reviewed by our departmental board at a full-day session in June. Since
then, the business areas have been reviewing and refining those options. We have been working
to prioritise them in terms of their impact — low, medium, etc — and we still have a long list of
options.

138. The permanent secretary has arranged bilateral meetings to take place over the next
fortnight with all of his directors and chief executives to challenge and to refine the options again
by probing their deliverability on savings. That will inform the detail of the efficiency delivery
plan, which we have to produce in near final draft towards the end of this month. That plan will
be subject to review, scrutiny and the Committee's views. The intention is to publish it in line
with the timetable; within two weeks of the Executive's draft Budget being published at the end
of October.

139. Ms Purvis: When can the Committee have sight of that, or when will you brief the
Committee on the delivery plan?

140. Ms McNeilly: I need to look at the detail and work back, but we can probably brief the
Committee on the savings delivery plan in early October.

141. Ms Purvis: Paragraph 8 outlines the work that has been undertaken to date to achieve
savings, including reductions in external consultancy expenditure, air fares, mileage, hospitality,
etc. Is there potential for further savings in all the areas listed?

142. Ms McNeilly: Expenditure on external consultancy dropped dramatically. If a business area
wants to engage in external consultancy, it is subject to review by the permanent secretary and
senior directors. We already have a target in place in the current year for another 5% reduction
in areas such as air fares and mileage costs, and we want to drive those costs down as we go
forward. It is the same for hospitality. We have halved hospitality costs over the past two years
and will try to drive it down further. The departmental board has a range of general economies
in place at the minute whereby people are not allowed to go on external training without senior
management approval. We will continue to drive down on that, and it is a key component.

143. Ms Purvis: Your staff costs comprise 43% of your overall budget, and you say that staff
reductions are inevitable. What does that mean in practice? Given that other Departments are
probably under pressure to reduce their own staff costs, what are the opportunities for the
redeployment of staff?

144. Ms McNeilly: Given the nature of the service provided by the Department and the fact that
there is not one big button that will realise a large amount of savings, a lot of the savings will
arise from reductions in posts. Business areas have been doing post-by-post reviews to
determine where they can make reductions. At an average employer cost of £30,000 per person,
we are talking about 30 people per £1 million to try to manage reductions. However, we do not
know what quantity of savings we will have to deliver, and we do not know if any of our bids will
be met. Therefore, we are working in a lot of uncertainty at the minute. On the wider position,



we have highlighted the fact that the key risk for us, like any Department, will be the impact on
all other Departments and the ability to absorb staff numbers. Our colleagues in corporate HR
are looking at the potential for absorbing staff numbers, but the ability to do that will diminish,
and it is a significant risk.

145. Ms Purvis: At the minute, are you simply looking to not recruit into vacancies and to review
posts? Some posts are crucial, and, therefore, you will have to recruit into them. Are you looking
at natural wastage from other parts of the Department?

146. Ms McNeilly: Yes. Recent figures that | saw indicated that natural wastage usually runs at
about 100 posts a year. However, it may not keep up at those levels, and, given that people can
work on, retirement levels may not keep up either. At the minute, there is a freeze on
recruitment to the general service grades up to grade 7, and specific posts have recently been
subject to review. The permanent secretary asked for all those to be seen, because, as a
Department, the last thing that we want to do is to bring people in now who we cannot afford
and, therefore, worsen the problem. That is a key area. Increased controls have been placed on
temporary promotions, and numbers of agency staff have been reduced. It is an ongoing
process, and the departmental board is very alert to the fact that it should not recruit people
now and be faced with a bigger problem later. Equally, it is aware of the need to look at whether
business-critical posts can be filled, and if they can be filled from surpluses in other
Departments, that will be the initial way forward.

147. Ms Purvis: Do you envisage voluntary or compulsory redundancies?

148. Ms McNeilly: I cannot comment on that at this stage. Our corporate HR people are looking
at that issue at the Northern Ireland block level, but I know that Departments are having
difficulty providing any quantification for them at this stage, whether on overall numbers or on
complement and grade structure. However, we are looking at that issue at the minute.

149. Mr Hamilton: Paragraph 15 talks about some of the categories where savings are being
considered. | want to ask about two of them. The first is maximising revenue. When the
Committee has taken evidence previously, it has considered the fact that increasing the amount
of money that comes in is not technically a saving or efficiency. Aside from that point, what is
suggested in that short paragraph all seems very acceptable. It talks about widening the
customer base and, basically, selling more services. If there was to be an upswing in the
property market, it would increase the work that LPS does. That would bring in revenue, which is
great. It might sell a few more maps or whatever. That is acceptable. However, in the current
climate, none of that is certain. Therefore, to factor that in as a definitive saving or additional
revenue is quite uncertain.

150. | presume that, apart from the "nice" stuff that is listed in that paragraph, consideration
has also been given to increasing fees for some of those services, so that if the quantum of
services that are being sold does not increase, the revenue that is taken does. In some cases,
such as solicitors carrying out searches for conveyancing as required, that money is pretty much
a guaranteed business stream. Is that also being considered, aside from the hope — the hope
rather than the expectation — that you will be able to sell more services?

151. Ms McNeilly: Yes, it is. However —
152. Mr Hamilton: In what areas are fees being looked at?

153. Ms McNeilly: Work is ongoing to review how all the Department's business areas calculate
fees and to determine where there are inconsistencies in how they calculate overheads and so



on. We want to ensure that they at least operate on the same basis. That has been looked at,
and it will inform some of the fee setting.

154. The key thing for us is that, if we reduce expenditure in an area and it becomes more
efficient, we must reduce our fees because we cannot recover more than our full cost. Itis a
matter of ensuring that fees are taut enough to recover full cost. We cannot go above that to
bring in more revenue to use for something else. That is our focus. We have already issued a
high-level policy paper to our business areas that explains the principles of calculating all of that
and how to do it. We are also reviewing how business areas throughout the Department
calculate their overheads because there are inconsistencies. That may help to make sure that
there is more consistency across the fees and, at least, to reinforce their tautness to ensure that
they bring in full cost.

155. Mr Hamilton: OK. My second and final question relates to lower priority programmes. The
commentary suggests that the Department, having reviewed all its programmes, finds that none
of them is lower priority. | am sure that that is the case in the other 11 Departments as well. |
will make a statement and ask you to confirm whether it is correct. In DFP's case, is that finding
due to the Department's distinctive nature and the fact that, apart from LPS and perhaps a few
other agencies, it does not really do things itself? It does things on behalf of others. It provides
central services for other Departments. Is that why there is a limited amount of discretionary
expenditure or number of programmes going on?

156. Ms McNeilly: That is the primary reason for us. A programme, in terms of what you would
be familiar with as a programme, will be an EU one. It is what it is, if you like. As regards other
small, discretionary items of spend, we have a small number of grants; for example, to the
sports association. | think that we used to make grants to the holiday play scheme. Those are
tiny amounts of money.

157. Reducing checking, for example, is another area currently included in that, though it is
perhaps more appropriately reflected in corporate services. We are looking to see whether, in
relation to those programmes, we can "increase the risk" and reduce the level of checking that
goes into certain functions. At the minute, that is a high priority as regards following audit
recommendations, but it is something that we are going to revisit. You are quite right about
actual programmes. It is not something that we have a lot of material on.

158. Mr Hamilton: OK, that is fine.

159. Mr O'Loan: You said that you have presented no savings plan in detail but have just given
directions of travel. All Departments were asked to provide a savings plan by a certain date,
which has expired — was it 2 September?

160. Ms McNeilly: We were asked to key savings equivalent to our indicative savings targets onto
the database, which has all the expenditure on it. We keyed those to meet the deadline of 26
August — | think that we got it in on 31 August. We keyed those at the very highest level in the
Department. They are not keyed against individual lines in our database; we keyed them on at
the highest level, which we were able to do, with a view to working within them further down
the line. In respect of the detailed work of the savings delivery plan, the timetable requires us to
have a near draft of our savings delivery plan by the end of September, with a view to publishing
that draft within two weeks of the publication of the Executive's draft Budget 2010 document.

161. Mr O'Loan: So you have done all that was required of any Department?

162. Ms McNeilly: We have fed in what we were required to feed in.



163. Mr O'Loan: My next question covers similar ground to a couple of points that Simon raised.
You said that the Department has no lower priority programmes. It disappoints me that you are
not managing to go further on a couple of fronts, of which this is one. For example, the fact that
there are three separate economic policy units in the Executive, one of which is in your
Department, has been referred to a number of times in the past. Is consideration not given to
rationalisation of that, for example?

164. Ms McNeilly: I will have to look at that for you.

165. Mr O'Loan: | am not inside the Department, and | do not know what areas exist there, but |
think that it is too easy just to say that there are no lower priority programmes, given the
stringency of the situation that we face. All Departments must look more acutely at their areas of
work. Clearly, your Department is different from any other, as you have spoken about, insofar as
it does not have programmes as such but, by and large, services other areas of government.
However, | think that there is a greater onus on the Department than has perhaps emerged. |
am disappointed that there are no major initiatives coming forward. In the past, we have had
major initiatives that have done things better and saved money. We are told — | have no
evidence to discount it — that Account NI and HR Connect, for example, are major programmes.
It is in that kind of arena that we ought to be seeing at least the beginnings of ideas coming
forward.

166. Ms McNeilly: The shared services, in particular, have been a focus for us in seeking to
identify savings. We are talking about looking at whether we can streamline the processes
further. Following its establishment, the Enterprise Shared Services centre is reviewing its
management structure with a view to making it more streamlined across the organisation. It is
also considering its processes in relation to things such as levels of checking, so we will see
some savings coming through that. Our interpretation of the word "programmes" may be an
issue.

167. Mr O'Loan: To what extent do you agree with me that it is not possible to carry out the
enormous project of writing a four-year Budget within the current timetables at this stage, when
it is an incredibly difficult, demanding and politically challenging task to face up to very
substantial cuts in budget and to manage those cuts in a way that is not going to do enormous
harm to the public sector but, on the contrary, protects the front line service of our public
sector? We ought to be taking quite a different approach that involves the political arena and
real communication with our public. Attempting to create headline figures will end up with what
is essentially a salami-slicing exercise. You referred to that yourself when you said that the small
number of other agencies that you have control of will be told to take proportionate cuts. That
sends out the wrong message from the central Finance Department. How do you react to that
thesis?

168. Ms McNeilly: The timetable for all the work that is required, whether at the departmental
level or Executive preparation, is extremely challenging. At this point, however, we effectively do
not have a Budget for 1 April next year to enable us to provide services. Therefore, that is a
priority, and the timetable attached to it is pressured.

169. Mr O'Loan: Yes, | have no doubt that a Budget has to be created for next year, but what is
being planned for is creating a four-year Budget. That is a very questionable project.

170. Mr McLaughlin: You are very welcome. Is it correct that the central finance group asked
Departments, in delivering their efficiency or savings plans, to explain the impact on the
standard of public service and any mitigating actions?

171. Ms McNeilly: Yes.



172. Mr McLaughlin: Was that then applied to your proposals or responses?
173. Ms McNeilly: Yes.

174. Mr McLaughlin: The Department's spending and savings proposals paper states on page 9
that there will inevitably be staff reductions, which will have an impact on the Department's
capacity to develop and review policy as well as to provide advice and guidance to customers
and stakeholders. Will you give the Committee examples of what you are talking about there and
detail of the mitigation?

175. Ms McNeilly: The focus of the Department is two or three fold. Some policy functions, such
as the central finance group, provide support to the Executive and the Minister in managing the
Northern Ireland block grant. Central personnel, or corporate HR, will be increasingly required to
deal with issues surrounding the management of staff. If those areas, for example, have to take
significant staff reductions as part and parcel of any outcome, the work that they currently do
would have to be scaled back. In that case, they would not be able to take forward as much
policy work or to provide the same level of support. Those are two areas. There are other areas
across the Department where there is work on developing policies in and around valuation, legal
policies, and the legislative process. That work would have to be scaled back, and it may take
longer for things to be done. For example, the administration to support a piece of legislation
may take longer to process. Those are broad examples of the areas that we are considering.

176. Mr McLaughlin: That is of limited assistance. Are you proposing a menu of options for
consideration by the Minister, with not necessarily 100% of them to be accepted, but with
enough selected from the menu to meet the Department's target? Is that how you are
approaching the matter?

177. Ms McNeilly: Yes, a long list of options.

178. Mr McLaughlin: And you are not only identifying those possible areas of service delivery but
the equality impact, and you are indicating the mitigation measures that could be applied in
those circumstances if those particular recommendations were adopted?

179. Ms McNeilly: Yes, because mitigating may mean just taking longer to do things or doing
things slightly differently, or it may have to be accepted that there will be a marginal adverse
impact. That information will go to the Minister as part of the detailed list.

180. Mr McLaughlin: The calculation of whether it could be reduced — presumably the bean
counters will do that anyway — would not necessarily be about delivering the same range and
guality of service for less money but cuts in services, and you have identified those services that
you believe will have to be considered.

181. Ms McNeilly: That is what we are working towards.

182. Mr McLaughlin: Will that be on a reduced budget?

183. Ms McNeilly: Yes, but we can manage to deliver on critical needs with a reduced budget.
184. Mr McLaughlin: In my head, this is a related point. We have heard in the media that 60

staff members were redeployed to the Department from planning. How does that significant
influx of staff fit into this very difficult issue?



185. Ms McNeilly: The 60 staff are on loan to DFP for two years to work in LPS and will return to
their parent Departments following that period. They are assisting in a project to improve the
mapping information that informs EU subsidies for farmers, and the funding for those staff
members will come from the Department of Agriculture and Rural Development. Therefore, it is
a nil cost to us.

186. Dr Farry: Most of the main issues have been covered, so | will not detain things for too
long. You are talking about £28 million in cuts over a four year period, which roughly equates to
an overall cut of some 15% or 16%. Obviously, there is a certain degree of anticipation among
the central finance group regarding what is likely to happen, but has the Department been
advised to carry out further contingency planning in the event that the cuts are worse than what
you have been asked to plan for?

187. Ms McNeilly: Not yet.

188. Dr Farry: Has the Department planned for how it would cope if it were asked to go beyond
what has so far been asked for?

189. Ms McNeilly: The Department asked the business areas to generate options for
consideration on the basis of cumulative cuts of 6% per annum over the next four years, so the
long list of options generated would exceed that target. However, a large proportion of the
options put forward were classified as being of very high pain in relation to deliverability and
there are issues with them.

190. Dr Farry: In essence, are you saying that there are certain areas in which there are
inescapable ongoing commitments and there are other business areas that will have to absorb
whatever level of cuts are called for, whether that is 15%, 16% or 20%?

191. Ms McNeilly: At the end of the process it may not necessarily be that each business area
will have faced the same percentage cut. Although each business area has been asked to
consider cutting 6% per annum cumulative as a starting point, the prioritisation aspect will then
come into play. The engagement with the permanent secretary over the next fortnight will be to
work through the proposed cuts with each business area to challenge and probe what could be
delivered. The cuts in different business areas will be lower or higher depending on their relative
prioritisation.

192. Dr Farry: Building on what Declan said earlier, the Committee appreciates that the
Department has introduced a number of innovations in recent years, but what is planned by the
Department over the next four years seems to be simply a continuation or consolidation of
those. Four years is a considerable period. Looking back through history, some of the most
important innovations in policy or business have come during periods of particular stress. Does
the Department have in mind any new initiatives for this period?

193. It almost seems that there is a drawing-in of the wagons around the core areas. The
debate has centred on what areas are more core than others, rather than on any notion of
taking a leap of faith and doing something differently, to take away some of the cost pressures.
There does not seem to be any evidence of the Department considering new innovations.

194. Ms McNeilly: Not in the area of shared services that you referred to, as that falls under the
consolidation aspect. With the other services provided to the Department, we are looking at
what they are doing, why they are doing it, whether they still need to do it and whether it could
be done better. We are also looking at changing such things as management structures and
processes. You are quite right; that is where the main focus is.



195. Innovation may involve a cost implication in some areas; for example, if Land and Property
Services were to introduce an e-registration system for its registry function. | believe that those
are the areas that you are referring to.

196. Dr Farry: Correct me if I am wrong, but with past innovations, has the tendency been to
fund the core service and the innovation simultaneously and hope that, down the line, the
innovation will pay off, reducing the cost of the core service? Can we try to make innovation
work, thereby reducing the cost of the core service, rather than running the two in tandem?

197. Ms McNeilly: As | understand it, the e-registration system would require capital investment
and the implementation of changes to current systems. | would not see those two courses of
action working in tandem in that example. If there were other examples that the Department
could develop, that would be something that it would have to consider.

198. The Chairperson: Thank you; that concludes our questions for this session. | hope that if
other issues are raised we can write to you and receive a response.
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199. The Chairperson (Ms J McCann): This session deals with the review of the 2008-2011
Budget process action plan and the Department of Finance and Personnel's (DFP) response to
the conclusions and recommendations in the Committee’s second Budget scrutiny inquiry report.
There is also a paper, and the executive summary and key conclusions and recommendations
from the Committee's report, in member's papers. Michael, please make a few opening remarks,
after which I will open the meeting for members' questions.

200. Mr Michael Brennan (Department of Finance and Personnel): As the Committee knows, the
14 recommendations in the paper went from our Minister to the Executive and were endorsed at
the Executive meeting at the end of July. The general observation was that the Finance Minister
warmly welcomed the recommendations. He is particularly exercised about the key question of
consultation on the Budget process and will be keen to labour that point during next week's
take-note debate. The Minister is particularly anxious that Assembly Committees have an
opportunity to engage fully with Ministers and their Departments on the evolution of the Budget
for the new spending review period.



201. The Chairperson: A very clear point was made about the clear lack of support from the
Assembly Committees for some of the recommendations, particularly recommendation 12. Was
any consideration given to postponing the issuing of the Minister's paper in order to update it to
take account of the co-ordinated response on behalf of the Assembly's Statutory Committees,
given that a date was not mentioned? | know that your report says that you did not receive that
response until 2 July, at which point it was too late to include in the Executive meeting on 5 July.
Was any consideration given to postponing the paper to allow the very detailed report to be
factored in? Furthermore, is any provision in place to enable Ministers to table amendments to
their papers when they come to the Executive table? Was that opportunity available on this
occasion?

202. Mr Brennan: Our Minister's papers were issued before we received the Committee's report,
and we also noted that it was embargoed to DFP. Therefore, in that position, the Minister had
written to the Executive, and he held to that position. | know that our Minister wants to address
that issue next week because we think that there is possibly a misunderstanding about the
wording of recommendation 12, and we wonder whether it is possible that there were cross-
purposes at work here.

203. The recommendation talks about having a lead role in the consultation process going
forward, yet the concern of the Committee seems to be about not having the authority to act.
There could be a view that acting as a conduit for the views of all the other Committees, and
presenting that view on the Budget, is not, in any way, saying that the Committee needs some
sort of statutory authority to do that.

204. The Chairperson: As Committees, we cannot do anything about the Budget. Therefore,
what is the purpose of being involved in it?

205. Mr Brennan: If, for example, there was frustration in all the other Committees and they
could not relay their views, those views could be relayed to the Finance Committee and then be
presented to the Finance Minister, who could take them forward.

206. The Chairperson: The view of most Committees is that they could not act on the results of
the consultation. It is very clear that there was a lack of support for that particular
recommendation. | want to make that point; however, | will not labour it. If there is a process
whereby a Minister's paper can be amended before it is brought to the Executive, then that may
have been the option that should have been used on this occasion.

207. Mr McNarry: 1 want to look at recommendations 6 and 7. | understand that the
Department's original recommendation proposed that it would be the Department that would
take the lead role from the strategic investment board (SIB) in developing capital investment
allocations in the Budget process. It now appears that that has been changed; and, on page 5 of
the action plan, it states that that has been agreed by the Executive. We now find that DFP and
the strategic investment board will work collaboratively in developing capital investment
allocations in the Budget process. Will you tell me why that has happened and whether the
recommendation has been amended?

208. Mr Brennan: In the past, there was some concern on the part of Departments that there
was a disjoint between DFP's role in setting and monitoring capital budgets and the SIB's role in
giving strategic direction to the allocation of capital. That is why the original recommendation
had DFP taking the lead. However, operating practice over the past four or five months has
changed significantly, in that DFP and SIB are working closer together than they ever did in the
past on setting and monitoring the capital position and in taking positions on the allocation of
capital. For example, last week, there was almost daily contact between the DFP team and the



SIB team on the capital position for Budget 2010. It is much more of a close and collaborative
effort than that which we had envisaged in the past.

209. Mr McNarry: Are we to take from that that although the Department indicated that it
wished to take a lead role, the SIB, having previously not worked so closely with the
Department, decided that it is better to work together with the Department, and that, purely on
the basis of five months' operating practice, there has been a turnaround and you have rolled
over?

210. Mr Brennan: What has triggered the change in operating practice is that we are heading
into an environment in which capital will be much scarcer. The availability of capital is going to
be significantly constrained over the next four-year period. Therefore, there needs to be a much
more focused, strategic decision on how we allocate that capital. For example, DFP could not
strike the capital budget on its own without having some significant input from SIB on what the
strategic priorities for the allocation of capital should be.

211. Mr McNarry: That would have been the case anyhow. | am saying that, having rolled over
completely, you have dramatically changed the recommendation that you would take the lead
role and are now saying that you will not take the lead role. I am trying to get at why you have
changed that recommendation and why you are not going to take the lead role. Is it because the
Department is not competent on its own?

212. Mr Brennan: | do not think that having to take the lead role is an issue now.
213. Mr McNarry: You made it an issue.

214. Mr Brennan: That was at a time when we were worried about various Departments having
the perception that there was a disjoint between the roles of DFP and SIB.

215. Mr McNarry: We do not work on perceptions: we work on facts. You came to the conclusion
that DFP would take the lead role. | am trying to get at what changed your mind. Is it that you
have better relationships with SIB? Was pressure put on the Department by SIB?

216. Mr Brennan: | think that the working relationship between SIB and DFP is much better than
it has ever been.

217. Mr McNarry: Do we have to now hope that that is going to be the case for ever and a day?
218. Mr Brennan: Certainly, that is the working assumption that we have made.

219. Mr McNarry: On recommendation 7, we, as a Committee, had recommended that linkages
on PSA targets should be extended to the reporting stage, whereby end-year delivery reports
would enable performance to be tracked at departmental levels with respect to inputs, outputs
and outcomes. You responded to that by saying that it could:

"perhaps be considered in the wider review of the financial process proposed by DFP."

Are you in a position to go beyond the word "perhaps"? Will you give the Committee a firm
commitment that that will be examined as part of the review of the financial process? Will you be
able to give us a commitment that we will be provided with an opportunity to consider the
proposed terms of reference in advance of the commencement of the review? Will you bring
clarification to the table as to when that work is likely to commence? What is the timescale for



completion? It is fair that we ask for that commitment, rather than work with you on the basis of
the word "perhaps”, which could mean anything.

220. Mr Brennan: As you know, on many occasions in the past, we have kept the Committee up
to date on what we would liked to have done with regard to bringing about the review of the
financial process to make it a more transparent and aligned system. Our Minister has written to
his Executive colleagues with the terms of reference for taking forward the review. Once the
Executive have signed off on that, we will come back to the Committee as quickly as possible,
not only on the terms of reference, but on how we will see those terms of reference being
operationalised.

221. Mr McNarry: Will you help the Committee in any way? We are clear in what we are asking
for. You have responded with the word "perhaps". It might be unfair to ask you to give a
commitment, Michael, but could you take back to the Minister that the Committee would find it
more satisfactory if the commitments that | had asked for on behalf of the Committee were to
be judged by him as being reasonable, and ask that he, in fact, could commit to the
commitments that | am ask