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Dear Mr Thomas
Inquiry on the Remuneration Board’s Determination Underspend

Thank you for your letter dated 8 December 2017 seeking views on how the Northern
Ireland Assembly Commission (NIAC) budgets for expenditure related to Members'’
pay and allowances and to highlight any issues that may have arisen under this
budgeting process. This evidence is provided in my role as the Accounting Officer for
the NIAC’s budget. | would be pleased to offer oral evidence to the Committee should
that be required.

When compiling this evidence, | have considered the legislative context for the
expenditure that is incurred by the NIAC in relation to Members’ pay and allowances.
It might be helpful to set out that legislative context.

The NIAC is the body corporate for the Northern Ireland Assembly. Section 40(4) of
the Northern Ireland Act 1998 (“the 1998 Act”) specifies that the NIAC “shall provide
the Assembly, or ensure that the Assembly is provided, with the property, staff and
services required for the Assembly’s purposes.” Sections 47 and 48 of the 1998 Act
make provision for the Assembly to Determine the salaries, allowances and pensions
payable to Members (and former Members) of the Legislative Assembly (MLAS).

In the Northern Ireland context, the equivalent body to the Welsh Remuneration Board
is the Independent Financial Review Panel (“the Panel”). The Panel was established
under section 1 of the Assembly Members (Independent Financial Review and
Standards) Act (Northern Ireland) 2011 (“the 2011 Act”). Section 2 of the 2011 Act
specifies that the functions of the Panel are to make Determinations as to the salaries
and allowances payable to MLAs under section 47 of the 1998 Act and the pensions,
gratuities and allowances payable under section 48 of that Act.



The responsibility for Determining the quantum of pay and allowances for MLAs and
any qualifying criteria attached to that expenditure falls to the Panel. The NIAC has
responsibility for assessing whether those criteria have been met, for making resulting
payments and for reporting on all payments made to MLAs each year. Budgeting for
the costs associated with all payments made under a Determination also falls to the
NIAC.

For the 2017/18 financial year, the NIAC’s overall budget proposals (including MLAS’
costs and all other revenue and capital costs) were presented to the Assembly’s Audit
Committee in October 2016 under a Memorandum of Understanding on the NIAC
Budget Setting Process agreed with the Northern Ireland Executive (see Appendix A).
This Memorandum was agreed as a response to budgeting exercises between
2010/11 and 2015/16 that saw the NIAC’s budget reduced via Executive—led budget
plans. The Memorandum was intended to place the process for setting the NIAC's
budget on a more constitutionally sound footing.

The budget proposals that are presented to the Audit Committee include the costs
arising from the most recent Determination issued by the Panel and the staffing and
administration costs that are incurred by the NIAC when carrying out its statutory
functions. In Estimates terms, the NIAC’s expenditure is approved by the Assembly
(or by Westminster for this financial year) under a single Vote. There has been some
debate about the merits or otherwise of splitting this Vote into two parts; one for MLAS’
costs and the other for Commission-incurred running costs but a single Vote has
prevailed.

Although not explicitly set out in the Memorandum, there was considerable discussion
with officials from the Department of Finance (DoF) about the treatment of costs
associated with MLAs. These discussions were informed by previous cuts to the
Commission’s budget that were applied to the entirety of the budget when, in reality,
the costs for MLAs could not be reduced as they were established under legislation
(i.e. a Determination issued by the Panel). Consequently, the entirety of the budget
cut was managed by the Commission through reductions in staffing and other running
costs.

It was subsequently agreed that MLAs’ costs would be estimated in full but that any
excess budget provision that was identified during the financial year would be returned
to the DoF. Similarly, should the costs associated with MLAs increase for any reason
(for example, through a revised Determination issued by the Panel) the increase in
costs over and above the initial estimate would be met in full from additional resources
from DoF and the NIAC would not be required to fund this increase from its remaining
budget.

In terms of the specific areas highlighted by the Committee and set out in your letter
of 8 December, | will cover each in turn.

How the Assembly Commission forecasts its budget for Remuneration
Board Determinations?

The NIAC forecasts its budgetary requirements for MLASs’ costs based on the
maximum possible uptake of those costs. A significant element of MLAs’ costs




relates to set amounts (for example, salaries and travel costs are fixed), some
of the remainder are variable amounts but are well known in advance (for
example, office rental and rates costs based on existing leases or MLAS’
staffing costs) and much of the remaining costs are covered by annual limits
(for example, there is £4,900 limit for constituency office operating costs and
a £600 limit for mobile phone costs).

MLAS’ salaries are included in the forecast at the levels that are prescribed in
the extant Determination. The Determination includes an annual uprating of
salaries if certain inflation criteria are met and any uprating is included in the
salary forecasts. Salary on-costs (for example, employer’s national insurance
contributions and Consolidated Fund payments to the Members Pension
Scheme) are also included in the forecast.

Costs for rent and rates for MLAs’ constituency offices are constrained by limits
set out in the Determination with the estimate of costs for each year based on
the leases that must be provided to the NIAC before any rent or rates payments
can be made. These lease amounts tend to be relatively stable. Similarly, the
yearly costs for MLAs’ staff are stable making forecasting relatively simple.
Each MLA can employ 2.0 FTE members of staff and the Determination
specifies pay scales for each member of staff with uprating provisions included.
Therefore, the salary costs for MLAs’ staff (including employer’s on-costs) can
be readily ascertained.

The forecast for those elements of the Determination that are expressed as
limits are calculated as “number of MLAs x limit set out in the Determination”.
So, for constituency office operating costs this would be 90 (MLAs) x £4,900
(limit in Determination) = £441,000. Other costs of this type are forecast in a
similar manner. In practice, not every MLA will utilise the full limit available but
provision is made for the full amount in the NIAC's initial budgets to provide
sufficient budgetary cover for this eventuality.

There are a small number of costs where year-on-year estimates are made.
These include costs for statutory redundancy payments for MLAs' staff, for
costs associated with MLAs retiring through ill-health and for costs that are
claimed by MLAs as result of disability adjustments. These costs are estimated
based on experience of previous claims of these types and from regular
interactions with MLAs.

Whether the way in which the Assembly Commission provides
information on the underspend is clear and transparent?

Any forecast underspend or overspend on MLAS’ costs is calculated internally.
As noted previously, the NIAC's budget for 20171/8 was agreed by the Audit
Committee in October 2016. The budget that was approved for Non-Ring
Fenced DEL Resources (i.e. Departmental Expenditure Limits Resources
excluding depreciation and impairment charges) was £38.414m and this total
was split according to the relevant categories of expenditure. Of this amount,
£15.709m related to MLAs’ costs covering MLAs’ salaries, MLAs’ Other Costs



(including winding up expenses, disability payments, etc.), MLAs' travel costs
and constituency office costs (including MLAs’ staffing costs).

Each month, the actual expenditure against the total budget is reported and
revised forecasts for each category of expenditure are calculated. An extract
from the management accounts for December 2017 is shown at Appendix B.
These reports are reviewed by senior managers and reported to the NIAC.
Following that review process, the actual expenditure for all categories of
expenditure (including the various categories of costs associated with MLAs
such as salaries, constituency costs, travel costs, etc.) is reported to the DoF.
This reporting is largely for cash management purposes. In addition, the NIAC
also reports to the DoF on its up-to-date forecasts for each of these categories
including MLAs' costs on a monthly basis. In this way, the impact of the
agreement that is mentioned above about releasing surplus funds (or seeking
additional funds) is readily apparent.

The operation of the spirit and intent of the Memorandum has been clearly
demonstrated throughout 2017/18. For example, the NIAC’s budget for
2017/18 that was agreed in October 2016 included the costs associated with
108 MLAs. The unexpected Assembly election in March 2017 saw a reduction
in the number of MLAs to 90. In addition, the absence of Executive Ministers
and a lower than anticipated utilisation of the budget for MLAs’ staff costs
meant that there has been excess budget provision for MLAs' costs for
2017/18 of approximately £3.754m.

Although the political situation meant that the timing of in-year Monitoring
Rounds was not as intended during the year, £3.0m of this total was
immediately identified to the DoF and returned at the first available opportunity.
This reduced amount was then included in the NIAC’s budget plans presented
to Parliament by the Secretary of State for Northern Ireland in the absence of
local budget arrangements. The remaining surplus over and above the £3.0m
that was initially identified arose over the course of the financial year and was
also highlighted and returned to DoF in subsequent Monitoring Rounds.
Therefore, the agreed procedure for dealing with surplus funds that arise from
an underspend on costs associated with MLAs has been implemented.

In terms of external reporting, as the categories of expenditure are below the
level that is reported in Estimates and Voted by the Assembly or Westminster,
there is no routine external reporting of the total costs incurred on MLAs’ pay
and allowances. However, in the NIAC’s Annual Report and Accounts, an
analysis is provided of deviations of actual expenditure from Voted amounts.
This analysis typically shows how these deviations have arisen according to
the different categories of expenditure (for example, NIAC staff salaries, NIAC
admin costs, MLAs’ salaries, etc.). In addition, details of all payments made to
each MLA are reported for each year on the Assembly’s website.

How the Assembly Commission decides to utilises the underspend after
meeting the Remuneration Board’s Determinations?



As noted above, this situation does not arise as any underspends on MLAs'
costs are released back to the DoF. However, if a scenario arose whereby
there was underspend on MLAs' costs but the NIAC required additional
resources for its other activities, the NIAC would release the surplus funds
available from MLAs' costs and seek additional resources through the in-year
mechanisms set out in the Memorandum. This may involve further interaction
with the Audit Committee.

How other parliaments, within the UK and more widely, budget for
expenditure related to Members’ pay and allowances?

I trust that the above analysis provides a useful reply to this question from the
Northern Ireland perspective.

It is acknowledged that the Memorandum of Understanding on the NIAC Budget
Setting Process that underpins much of the above analysis has only been in operation
for one year and that the current financial year has not been a normal accounting
period. However, the principle that an underspend on MLASs’ costs should be released
and not utilised by the NIAC has been applied this year and the NIAC has no cause to
doubt that it will apply in the future. Similarly, should a future Determination require
additional funds, the NIAC anticipates that those funds would be made available
without recourse to the other funding streams that are managed by the NIAC.

| trust that this information is helpful to the Committee.

Yours sincerely

LESLEY HOGG
Clerk to the Assembly/Chief Executive



MEMORANDUM OF UNDERSTANDING ON THE NIAC BUDGET SETTING
PROCESS

Appendix A
Preparation of Draft Budget:

Context

The Assembly Commission (the "Commission") prepares a draft budget for the
period of the Executive’s Budget as notified by the Department of Finance (DoF). This
budget is established in advance of the timetable established by DoF for
Executive Departments;

Key Milestones
a. As part of the development of the Commission's draft budget, the
Commission actively obtains data and projections from the DoF
relating to the wider outlook for the Northern Ireland Block for the
entirety of the budget period,;

b. The Commission, taking account of the DoF projections, proposes its

draft budget and presents it to the Audit Committee. At the same time,
the Commission also provides the draft budget figures to the DoF;

Interaction with Audit Committee:

Context

Via an agreed mechanism (e.g. Standing Orders) and in keeping with the
Executive budgetary timetable, the Audit Committee lays a report on the
Commission's draft budget;

Key Milestones

a. In advance of laying that report, the Commission attends an Audit
Committee meeting(s) to give evidence on its draft budget;

b. In advance of laying that report, the Audit Committee receives
written evidence from DoF (cleared in advance by the Finance
Minister) on the wider outlook for the Northern Ireland Block and
the DoF view of the Commission’s draft budget. In considering the
Commission’s draft budget, the Committee should have due regard
to the evidence provided by the DoF.

c. Evidence to the Committee from the DoF shall be included in the
Committee’s report to the Assembly;

d. The Committee prepares and lays its report;



MEMORANDUM OF UNDERSTANDING ON THE NIAC BUDGET SETTING
PROCESS

Appendix A
Finalisation of Budget:

Context

The Commission prepares its final budget, taking on board the recommendations
of the Audit Committee and submits a motion to the Business Committee;

Key Milestones

a. The Assembly as a whole debates the final budget in Plenary before
voting on the motion (without amendment) that it be "agreed and
incorporated into the Executive's Budget and the subsequent Main
Estimates."

b. The vote of the Assembly in respect of the Commission's budget is
reflected, without amendment, in the budget prepared by the
Executive;

In-Year Amendments to Budget:

Context

On an in-year basis, financial controls are established that are aligned to the
arrangements for setting the initial budget.

Key Milestones

a. TheCommission preparesand submits its contribution to Monitoring
Rounds and the Spring Supplementary Estimate. The submission
of the Commission's contribution to Monitoring Rounds and the
Spring Supplementary Estimate will be subject to agreed
thresholds between the Commission and the Committee. If these
thresholds are not exceeded, the Commission will not seek the
Audit Committee's view on its in-year position.

Review:

This methodology will be reviewed within one year of its first use and at the conclusion
of every Executive budget setting period.
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