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Chartered Accountants Ulster Society

Consultation Response: Northern Ireland Draft Budget 2011 – 2015

Introduction

Chartered Accountants Ulster Society represents some 3,300 Chartered Accountants in industry, practice and in the voluntary and public sectors and is a district Society of Chartered Accountants Ireland, the oldest and largest professional body of Accountants in Ireland. 

We welcome this opportunity to comment on the Draft Northern Ireland Budget 2011-2015. We acknowledge the current difficult fiscal environment and the associated challenges that are placed upon the Executive as a result of the UK Government’s spending review. 

We also welcome the intent to set a four year budget, as well as the decision to provide a degree of protection to the health service whilst maintaining the draft Budget’s focus priority of the economy.
As a group of business leaders in Northern Ireland, covering all sectors of local business, we take the view that a strong and sustainable local economy is an essential component in ensuring a better life and greater opportunities for all within our society, and we consider that the Executive should enable this. 

We believe that a strong economy has the potential to positively impact and bring great benefits for education, health, housing and social development. For this reason, we welcomed the Northern Ireland Executive’s stated willingness to put the economy at the forefront of its thinking.  We would hope that as we plan for recovery from the effects of global financial crisis, our economy will remain a top priority as demonstrated by practical actions to develop the private sector in NI.

Our Comments
· Greater Detail Required: While we welcome some of the main considerations from the budget as outlined above (protection of the health service/maintaining the economy as a priority) we find that the draft Budget contains few details on the approach that the Executive will take to raise revenue or to cut expenditure.

We consider that there is insufficient detail in the draft Budget to be able to give a considered opinion on specific actions suggested by the Executive or to accurately assess the impact against the priorities outlined.
We believe that this draft Budget may represent a missed opportunity to provide a clear strategic vision which outlines operational transformation and provides an integrated approach to the challenges we face by building on the key strands of important documents already published such as the Investment Strategy and the Review of Public Administration.
While we can find little visibility of what the outcomes of the proposed cuts may be from the draft document, we would be keen to engage with the Executive to assist in the drafting of the details and planning the approach.

· An Opportunity to make Tough Decisions Missed: Our analysis of the draft Budget leads to the conclusion that an opportunity has been missed in terms of making some tough, but bold decisions which could raise revenue or cut expenditure.
For example, we are somewhat surprised that the funding of the water infrastructure receives little attention. We are all aware of the deficit in funding over the years in this area, and the recent crisis over Christmas emphasises the chronic need for investment.

We believe that water charges, although perhaps unpopular, may be required to ensure much need improvements. We also believe that paying a fair price towards water infrastructure may not be as unpopular as further losses of service and crises as experienced recently.

We feel that due to the budget cuts imposed by the UK Government’s Spending Review, other potentially unpopular decisions such as road tolls and the reorganisation of local government must also be reconsidered.
We feel that the draft Budget demonstrates an unwillingness to take some of these tough decisions, such as these examples of commercialisation, perhaps in favour of short term popularity over long term improvements to our funding of important services. We believe that were the Executive to take some tough decisions to raise revenue, there would be many, including ourselves, who would be vocal in backing the decision.

· Greater Support for Business Required: Our Society has consistently supported the decision of the Executive in naming the local economy as its top priority.
As stated in our introduction, we believe that a strong economy has the potential to benefit all areas of local life, and all of those in our community. We see little in the draft Budget which backs up the aim of putting the economy first. We believe that this is a crucial pillar of making the most of global economic recovery.

We believe that in this draft Budget, every effort should be made to protect the DETI budget, and particularly the Invest Northern Ireland budget. Our challenge to rebalance the economy and build the private sector relies upon it.

We appreciate that the Invest NI budget is a DETI issue, but we feel that this draft Budget acknowledges that changes in Invest NI’s budget will mean an inability to support “good projects” (DETI Spending & Savings Proposals) which runs contrary to the stated objective of the economy remaining a top priority. We feel it is right to prioritise the economy but to be credible it needs to be supported by more than words, such a clearly ring-fenced budget or plan.
We believe that support for exporters and support to attract new foreign direct investment, as well as maintaining and building skills levels within local industry, are keys to this region’s future success. In our view, the draft Budget must do considerably more to address private sector growth.
We believe that local businesses, particularly manufacturers and exporters, have come through the worst of the recession and are now considering how best to recover and grow as global conditions improve.
We would advocate greater support for those businesses which have the potential to provide jobs and wealth for the local economy. We believe that this support is much wider than just grants but in creating an excellence environment (e.g. infrastructure) for private commerce supported by a pro-business culture. We believe that the Executive would find great support for such an approach.
· Corporation Tax: Northern Ireland must look to do things differently and Corporation Tax is possibly the only ‘game changer’ we have to rebalance the economy. Despite this, Corporation Tax receives no mention in the Budget – a cut would obviously have significant impact on the Budget over the next four years.

A cut in Corporation Tax won’t happen until 2012 at the earliest. If we are to get this reduction to increase our appeal to mobile FDI, we need to get it sooner rather than later. To this end, we believe that the administration should appeal to Treasury and the UK Government to speed up the passage of amending legislation through parliament. This power alone, according to some experts, could dramatically affect the level of success Northern Ireland enjoys in target markets.

· Concern that ‘soft targets’ will be hit hardest: We have a concern that one of the unintended outcomes of this draft Budget will be that 3rd party organisations which rely on funding from the various departments will be hardest hit by proposed cuts. These organisations provide wide ranges of services often very competitively compared to the public sector.
Our concern is that these voluntary and private sector bodies which provide services to the community will have budget allocations slashed resulting in a dramatic fall in service provision, while the question of larger organisational transformation within Government departments is not confronted. This is considered a possible easy option for Government in the way that the figures are presented.
We feel that the draft Budget does not provide transparency on what the effects of it will be, both in terms of jobs and in terms of service provision to the public. We believe that the draft Budget should do more to illustrate how change will be effected and the impact of that change, both within the departments and with the organisations which currently rely on departmental funding.
There appears to be little mention of the Reform of Public Administration and how the Budget will link with this.

· The Question of Resource & Capital Budgets: The draft Budget sets out reductions of 8% in resource spending and 40% in capital spending for the departments in real terms (i.e. after considering inflation).
One issue is whether an 8% real terms cut over 4 years will really precipitate the organisational change that is required within the departments, if this opportunity for change is not to be missed. This is basically a flat Budget in nominal terms which is considerably less challenging than many in the private sector have already had to adapt too.
The other issue is the effect that a 40% cut in capital spending is likely to have. Spending on capital projects is likely to produce a return on investment. Perhaps with more focus on possible revenues and some creative, commercial thinking in step with the Investment Strategy for Northern Ireland supported by real action, such as we hear about in GB, we may be able to limit the effects of the reduced expenditure. The Budget makes little reference to ISNI and surely the Budget cannot be drafted in isolation, and consideration should be given as to how the infrastructure deficit can be financed.
We also see some difficulty ahead in terms of managing the changes in capital spending which the departments will have to oversee. The figures for capital spend shift up or down for most departments over the years to 2014-15. We believe that there will be some practical difficulties in managing this spend and the projects involved which could make the Budgets very difficult to adhere to. 
We are at a loss to understand how expected departmental spending can vary so wildly for some departments. Projects take considerable planning. Yet, in this document, capital spending reduces rapidly into the middle of the budget period before increasing substantially at the end of the period.  Past experience has shown capital is where NI departments have the largest underspends and these variations in budget appear to be a recipe for inconsistent capital planning and the inefficient use of the available capital budget each year.
Conclusion

In summary, Chartered Accountants Ulster Society feels that this draft Budget offers little visibility or detail of what is really being budgeted in the coming years and how transformation will be achieved. We understand that this draft Budget comes at a difficult time, both in terms of the global economy and UK Government’s Spending Plans, but also in terms of the upcoming Assembly elections and the impact that the draft Budget can have, with uncertainty within departments about who the Ministers might be in a few months time. In light of this, it is very difficult to assess the draft Budget, but overall we feel that an opportunity has been missed to take some tough decisions which would help to reduce expenditure, increase commercialisation and instigate organisational transformation in the years ahead in a clear way that would demonstrate that the economy is really a priority.
We note that in some areas, specific actions such as the Green New Deal are outlined, and we welcome this. We do, however, feel that the rest of the document gives little detail of the Executive’s intent with regard to specific actions to initiate change.
Chartered Accountants Ulster Society is committed to playing its part in creating a sustainable and successful economy and society in Northern Ireland. We are willing to offer the expertise and experience of our membership in assisting with any aspect of analysing Budget spend or departmental priorities. We hope that these views will be welcomed as an honest and constructive contribution to the debate. 
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