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1. Recommendations

Honourable Members are recommended to:

a) approve the key budget principles to be used in preparing the 2020/21 budget in

Appendix A.
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b) note the budget timetable for 2020/21 in Appendix B;
Additional Budgetary Implications
None.
Executive Summary
The Finance & Audit Ordinance 1988 requires the Financial Secretary to prepare and lay
before the Legislative Council estimates of revenues and expenditure of Government for
the following year (sch 7 i). The 2020/21 budget is scheduled to be laid at the
Legislative Assembly of 2 June 2020.
The budget plan for 2020/21 includes:
e The inclusion of a number of budget principles to be used for 2020/21 (Appendix
A);
e A timetable (Appendix B);
e Preparing a five year medium term financial plan (“MTFP”), and a ten year capital
plan, to include any long term major capital investment.

Background

Current Financial Position

The Standing Finance Committee meeting of 24/07/19 reported the 2018/19 operating
budget to have a provisional outturn of a surplus of £17.5m (2017/18: £38m surplus,
2016/17: £24m surplus).

A key element is what the balance on the Consolidated Fund is as this represents the
accumulated assets available for future use, either for long term growth (and a source of
income to FIG), or as a means of investing in infrastructure.

The balance on the Consolidated Fund at 30/06/19 was £269M*, compared to £247M at
30/06/18%.

Investment reserves have the potential to fall as well as increase. There are assurance
processes in place to review investment performance and also the investment strategy
taken (i.e. what the purposes of holding the reserves are and what the best investment
approach is to deal with that).

Reserves are budgeted to be 2.9 times departmental expenditure as at 30/06/20. *The
actual ratio at 30/06/20 will be a function of market value of investments, the level of in
year financial surplus, and also the definition of what departmental expenditure is*.

! Unaudited FIG Statement of Accounts year ended 30/06/19.
2 Audited FIG Statement of Accounts year ended 30/06/18.
¥ Z:\Treasury Data\Budgets\2019-20 Budget\Workbooks\Operating Budget - 1920v1 .xIsx

* By way of example, departmental expenditure excludes annual on-going road repairs, but does include some
costs that may not be incurred in the event of an economic downturn.



4.7 FIG has an ongoing capital investment programme of £102.5m° over the five year period
from July 2019. The ratio of reserves to departmental expenditure was budgeted at 2.8 by
the end of the five year medium term financial plan in June 2024.

4.8 Appendix C shows a summary of historic and projected income by type, and projections
on the movement on the Consolidated Fund.

4.9 As at 30/09/19 there was a forecast surplus of £11.9m for the year to 30 June 2020,
compared to the budgeted surplus of £5.6m. The increase in the surplus is due to £7m of
additional Corporation Tax income and assumes that there is a refund on Illex fishing
license income.

4,10Dependence upon the Fishing Industry

4.11FIG income depends upon Fishing Licence income and tax receipts from the fishing
industry. Fishing licence income to FIG in 2018/19 was £23.7m (2017/18: £23m.

4.12A significant proportion of Corporation tax (“CT”) is paid from the direct fisheries
sector. CT receipts in 2018/19 amounted to £18.5m (2017/18: £31.7m). For 2019/20, the
CT forecast is £24m, which is £7m ahead of the budgeted amount.

4.13FIG income also benefits from income for services provided (e.g. harbour dues) as well
indirect benefits to the supply chain and the wider economy.

4.14The current status of the Falkland Island fishery in terms of productivity and profitability
is an indicator of the future, but with no guarantees. For example, the llex catch has an
impact upon actual B licence income, in accordance with a published formula which has
the potential for a refund in the event of lower catches. Catches for llex can vary
significantly from year to year. With Loligo the licence fee income is more certain, but
there is a greater dependence upon CT receipts.

4.15This paper does not seek to predict what fishing licence income and CT receipts from the
fisheries industry will be for 2020/21 onwards, other than to note that the income is
material and subject to external risks and volatility.

4.16Future budgeted Corporation Tax receipts from the fishing industry can in part be
prepared using confidential aggregated data from taxpaying companies, but this will only
be of use for the very short term.

4.17Capital Programme

4.18There is an existing approved Capital programme in place of £103m for the five years to
30 June 2024.

4.191n budget terms, spending is weighted towards the early part of the programme. Budget
planning for 2020/21 and the years beyond that will need to consider progress towards
the existing committed projects, and also review the prioritisation.

> Approved Estimates of Revenue & Expenditure for the Financial Year 2019/2020



4.20The Capital Programme does include a number of spending areas that are to do with
maintaining assets rather than creating new assets. An example of maintaining assets is
that of rural roads (E2m budget per year). This is pointed out because it will not be
possible to set a Capital programme of nil without adversely affecting the maintenance of
existing assets (e.g road surfaces degrade in quality).

4.21There is a budget risk in terms of defining what a suitable level of maintenance is, and
what an acceptable level of repairs backlog would be, based upon the results of condition
surveys of different asset types (roads, municipal buildings, water supply, and sewage).

4.22Major Capital Projects

4.23The largest current fully funded capital project budgets in the 2019/20 capital programme
are: vulnerable persons unit (£7.96m), KEMH (£2.96m) and Sapper Hill Phase 6
(E2.89m). These are significant projects in their own right. However, the 2019/20
budgeted capital programme excluded major infrastructure projects such as a new port
and a replacement power station, although it did include provision for further design
work in both cases. These projects have hitherto not been included in the Medium Term
Financial Plan until their scope is clarified and the financing sources confirmed.

4.24For the purposes of this paper it is assumed that there may be major capital projects that
requires priority action, and that if any were to proceed each will be a separate project
and it is likely that any financing will be on a project basis.

4.25The cost of different major capital projects is not known. The projects are not likely to be
affordable within the existing “headroom”® in the Consolidated Fund. As with all
projects, there is the potential for the costs to be more than assumed initially. If money
has to be borrowed, then there will be a cost to that as well.

4.261f FIG changed the long established budget principle of maintaining 2.5 times annual
operating expenditure in unrestricted reserves, then a new port could be paid for from
those reserves. Another option would be to make use of some of the investments in the
Insurance Fund, and also extend the assets that are currently covered by insurance. The
impact here would be a release of funds to contribute towards the cost of a project, but an
increase in insurance premium costs to cover what might no longer be met from self-
insurance. That said, it is difficult to establish what the correct level of self-insurance
should be because the claims history of FIG has been limited (which is good in itself).

4.27FIG is seeking information from potential lenders about funding options, including
advice from a firm of accountants. In addition any funding options would have to be
benchmarked against both other options and other lenders.

4.28Furthermore, in accordance with the Finance & Audit Ordinance 1988 s35’ Secretary of
State Approval is required for any borrowing that FIG would wish to undertake to fund a
major capital project.

® By headroom, we mean the amount of money in the Consolidated Fund over and above maintaining 2.5 times
normal operating expenditure.

" https://www.legislation.gov.fk/view/html/inforce/2019-09-09/fiord-1988-11 - s35 Restrictions on
borrowing



https://www.legislation.gov.fk/view/html/inforce/2019-09-09/fiord-1988-11

4.291Investment plans will need on-going review of FIG income levels in future years. The
budget surpluses of the past have enabled the financial resilience that Falkland Islands
Government currently experiences. The accumulated Consolidated Fund reserves also
provide realised investment income that enables operating expenditure.

4.30There will need to be a consideration of other assumptions, such as the extent to which
major capital investments remain fully funded by FIG, or with contributions from users,
other partners or alternative funding arrangements.

4.31FIG has sought specialist advice to explore different funding options for a major capital
investment. This paper is not a detailed analysis of the available funding options, but
options include:

° Doing nothing and/or continuing to maintain the existing FIPASS port
structure;

° Focussing on making one element of a major capital investment a
success, and then attempting a subsequent project;

° Creation of a legally binding agreement whereby the cost of a project

would be paid by FIG, but with an obligation (rather than a promise) to
replenish reserves;

° Review the 2.5 ratio in terms of what is necessary operating
expenditure, whilst also factoring in the downside risk of a fall in
investment values that will affect the ratio;

° Releasing a sum from the Insurance Fund and investigating the
potential for Catastrophe Insurance to cover risks, and noting that as a
consequence that the cost insurance premiums will need to be met by a
transfer from the Consolidated Fund rather than investment income
within the Insurance Fund;

° There is an on-going need to ensure that the operating expenditure for
FIG does not increase to match any increased income.

° To review current level of expenditure and identify efficiencies and/or
waste.

. Examining the potential for funding from UK Export Finance®
(“UKEF”) which is preparing a country risk assessment for FIG;

° Lending by banks — contact has been made with Standard Chartered

Bank (“SCB”) and Lloyds Bank;

(1) The Government shall not borrow money except in accordance with this Ordinance and with the prior
approval of the Secretary of State:

Provided that if the Secretary of State has not, within thirty days after an application for approval of a borrowing
detailing the intended amount, intended purposes and intended terms and conditions of that borrowing is
received by him, notified that he will not approve the same, he shall, for the purpose of this Ordinance, be
deemed to have approved that borrowing.

(2) The powers conferred by a general or any specific Loans Ordinance or by an Appropriation Ordinance to
borrow money by means of advances from a bank or from the Crown Agents may be exercised by means of a
fluctuating overdraft.

(3) Debt charges upon any money borrowed by the Government in the manner provided for in subsection (2)
shall be charged upon and paid out of the Consolidated Fund without further appropriation than this Ordinance.

® https://www.gov.uk/government/organisations/uk-export-finance



https://www.gov.uk/government/organisations/uk-export-finance

. Exploring other funding sources, such as pension funds that mighthave
a longer time horizon;

° Exploring user pays options — which might be relevant for power
station or air terminal but less so for the port;
. Looking in detail at any funding proposals received and then having

those proposals independently benchmarked.

4.32The 2020/21 Budget Select Committee may wish to discuss whether or not a major
capital investment in a port is acceptable or not, and consideration given to financing
costs. Financing costs would be a new budget line. There will of course need to be
substantial work done on the financing costs of a project, aside from the actual building
of a port. A bank may require repayment in a relatively short period of time (10 years).

4.33Policy Led Budget Planning

4.34The 2020/21 budget planning exercise will reflect the priorities and support the
objectives of the Islands Plan and the Economic Development Action Plan and the
National Infrastructure Plan.

4.35Proposals for new programmes, projects and services, and/or for significant
enhancements or reductions of services, will be supported by stated objectives and
expected outcomes, submitted for approval by the Budget Select Committee. Executive
Council will approve policy changes and major investments / financial impacts after a
concluded budget process.

4.36Improvement Reviews

4.37For the 2017/18 budget there was an opportunity to undertake an initial Director led
improvement reviews of services. It is understood that the first review within Health led
to some practical benefits such as a shift away from agency nursing staff and also some
procurement opportunities for pharmaceuticals. There will be a report prepared for CMT
in 2020 in which any learning from the exercise can be shared, and identify other service
areas for review.

4.38 As well as looking at the service quality, costs and investment requirements of
individual services, there is also scope to undertake Government-wide cross cutting
reviews of processes and activities.

4.39Subvention Bodies

4.40Requests for subventions from FIDC, FIMCO, FITB and other bodies will be
incorporated into the 2020/21 budget process.

4.41Funding requests will be reviewed assessed against FIG priorities and plans.

4.42Timetable

4.43The budget timetable for 2020/21, including meeting dates is at Appendix B



4.44Budget Process

4.45The work required to prepare budgets across FIG, before submissions to the Budget

Select Committee meetings is detailed at Appendix D.

4.46For 2020/21 it is suggested that a default annual fee increase is set for all FIG fees and

services. The basis of this fee should be the rate of inflation for the nine month period to
30/09/19. For a number of years fee increases have been based upon the inflation rate as
at 31 December of the year before the new financial year. There will be an administrative
efficiency here in that a more accurate budget can be set earlier on in the budget process,
with no material detriment to FIG or fee payers. A further administrative benefit is that
the preparation of the annual Finance Bill could start earlier in the year and make best
use of the time of legal and finance professionals to engage with other tasks.

4.47The option remains of course, during the Budget Select Committee process, to change

specific fees and charges from the default increase. It is hoped that if there are any policy
matters that could affect fees, that these are prioritised and resolved before the budget
setting process. A list of potential policy matters was identified after the 2018/19 budget
round, and these will need to be considered against any other policy work that is
currently prioritised.

4.48A further change proposed will be for budgets to be prepared on an accruals basis for

each Accounting Officer / department. There ought to be no need to amend the current
Appropriation provisions that are contained in the Finance & Audit Ordinance 1988. The
process of the supply of cash (by way of an annual Appropriation Bill, and any
subsequent Supplementary Appropriation Bill) remains. In practical terms, FIG already
accrues for income an accruals basis where appropriate, and already prepares resource
accounts. What needs to happen though is ensure that the capture of liabilities by
Accounting Officers / departments is identified at budget setting stage. Treasury will
need to have reconciliation between what the resource requirement for a department is,
and what the cash requirement is®.

4.49The budget setting process takes up a lot of time. Treasury will be looking to make best

5.

use of time for FIG officers, MLAs and others. This could range from amending the
proposed content of the Budget Selecting Committee days to focus on areas that need
decisions, or an acceptance of risk. For example, the liability and policy position of the
two pension funds is known and there is a steady forward direction; but this is not the
case yet with any potential decision for a major capital programme.

Options and Reasons for Recommending Relevant Option

5.1 The approach outlined in this paper complies with Falkland Islands Legislation and

Constitution. There is no option available to avoid setting an annual budget, and it
would be poor management and governance not to have a defined budget and a
coherent financial plan. There are different ways to compile a budget. Having a “zero
based” budget process will be difficult to effect successfully without suitable

° An example of the difference between “cash” budgeting and “accruals” budget is the Travel Credit Scheme.
FIG is already budgeting for the Travel Credit Scheme on an accruals basis: the amount that is owed (through
credits accumulated through being registered / eligible) is what is budgeted for, rather than the amount of cash
paid out (which won’t be much in the early years of the scheme as people tend to save up their credits).
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benchmarks, markers of success and flexibility of different ways of delivering public
services. For the 2020/21 budget process the current incremental approach to budget
setting will be maintained, but with the addition of setting a default assumed fee
increase and also budgeting on an accruals basis.

The principle of stakeholder involvement in budget preparation is continued, and this is
reflected in the role of MLA Portfolio leads, the 2018-22 Islands Plan and on-going
engagement with the wider community.

Resource Implications

Financial Implications

There are no direct financial implications from the adoption of the recommended
budget process in this report, other than the staff time involved. There will be financial
implications arising from the 2020/21 budget itself, which will be the subject of future
ExCo approval after the Budget Select Committee process has concluded.

Human Resource Implications

There are no direct implications from the report itself, other than the amount of officer
time taken up in the production of the budgets. However, there will be decisions made
during the budget process that will have human resource implications.

Other Resource Implications

None
Legal Implications

Compliance with the Finance & Audit Ordinance 1988 has been reviewed as part of
this paper.

As stated in paragraph 4.49 FIG will prepare budgets and year end departmental
accounts on an accruals basis from financial year 2020/21 onwards. It is considered that
this approach will serve FIG and the Legislature better in terms of a fuller
understanding of liabilities and timing of transactions. Although the Finance & Audit
Ordinance 1988 does require updating, the supply side of the Ordinance does not need
amending. In other words, the Appropriation of cash that is necessarily approved by the
Legislature before any spending can take place remains a fundamental element of
governance and law. Accounting standards and instructions to Accounting Officers on
ensuring that liabilities are identified on an accruals basis can take place without a
change in legislation.

Environmental & Sustainability Implications

None

9. Significant Risks
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Without a coherent budget plan, there is a risk that the Falkland Islands Government
may not succeed in preparing a budget that is sustainable and directs financial resources
in the most appropriate way. This risk can be mitigated by ensuring that decisions are
made in accordance with priorities outlined in the Islands Plan and associated plans.

Risks of Budgeted level of Corporation Tax Receipts

Corporation tax (“CT”) receipts for 2019/20 have been budgeted at £17m, with a
stepped increase of around 2% per year thereafter to reflect assumed contributions
arising from economic growth.

CT receipts were £20.5m in 2016/17, £31.7m in 2017/18 and £18.5m in 2018/19. By
early September 2019, CT had been received from a number of taxpayers with 31
December year ends, and the total CT received by FIG as at 30/09/19 was £23.1m.

There is no guarantee that the level of CT receipts budgeted for will continue. The
corporation tax receipts have a dependence upon the level of taxable profits from the
fishing industry (after allowable deductions, including investment costs of new
vessels).

A further potential threat to the profitably of the fishing industry, and indirectly to CT
receipts is the impact of a potential no deal BREXIT. If it were the case that Falkland
Island fish exports were to be subject to import taxes in the European Union, then this
will reduce taxable profits.

There is no mitigation against reduced CT receipts, other than FIG being able to budget
prudently, make well-chosen infrastructure investments for the medium term and
enable flexibility in future financial plans.

Risk of Investment Income not being Achieved

FIG received investment income of £12.9m in 2016/17, £13.9m in 2017/18 and £11.8m
in 2018/19%°.

Previous investment performance is no guarantee of future investment performance.
The level of investment income is also in part a reflection of the rate of disinvestment
of some of the accumulated reserves to pay for infrastructure development.

Risk of Fishing Licence Income Not being Achieved

The full amount of llex fishing licence income is not included in the budget. An
assumption has been made that in some years a partial refund of Illex licences will be
made. It is not possible to predict in advance of the Illex season what the level of take
up of licences will be and what the likelihood of a particular year being one in which a
refund occurs.

1% Investment income is dividends received and net profits from the sale of investments. The investment income
relates to the Growth Fund, Capital Equalisation Fund and Income Fund. Investment income from the Pensions
equalisation Fund, Pensions (Old Scheme) Fund, Insurance Fund and Currency Fund is credited to those funds,
rather than the Consolidated Fund.
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The mitigating action in the medium and long term is on-going fisheries science and
investment in protection & management of stocks, which do not respect national
borders.

Risk of Pension Liabilities being Different from that Expected

Pension costs are a long term financial liability. Falkland Islands Government has
managed the risk of an unforeseen financial liability by quantifying the issue, seeking
external assurance and taking practical steps to address financial deficits.

The Pensions (Old Scheme) Fund (“POSF”) had an actuarial review as at 30/06/18.
This fund was assessed as being over 100% funded. There are additional annual
transfers that FIG makes to the POSF to pay for certain costs that are not part of the
actuarial review relating to transitional guarantees made to staff in post before 1997.
The actuaries estimate this amount to be £2m a year, whereas the annual budget that
has been set aside is £1m. A further actuarial review is being undertaken as at 30/06/19
with a revised assumption about changed investment objectives.

The Retirement Pension Fund has had a preliminary actuarial review as at 30/06/18.
The high level feedback is that no additional policy measures are required to address
funding levels other than the actions being undertaken. These measures are to continue
to pay in a lump sum each year increasing at 1% above the rate of inflation, increase
retirement age by a year every ten years and increase employer / employee
contributions until 2022,

Risk of Additional Costs Arising from the Second Flight

The 2019/20 budget included a provision of £1m to recognise the potential for route
development support to be paid to LATAM as the contracted operator of the weekly
flight to Sao Paulo.

REDACTED

REDACTED

REDACTED

REDACTED

UK Ministry of Defence

In 2018, MoD settled an outstanding contribution to KEMH medical services of some
£2.5m. Since July 2018, MoD has not paid any contributions towards medical services
at KEMH. REDACTED

There has been an additional capital project budgeted for in 2019/20 and this is for

waste management. MoD are partners for this work, but the nature of any financial
contributions needed to be ascertained and contractualised.

10



9.26 REDACTED

9.27 The estimated ongoing base contribution made by FIG to MoD, or for services
previously provided by MoD, includes:

Activity fm
Defence Contractors Exemption for Income Tax 3.0
REDACTED REDACTED
FIG wishes to construct two houses a year at MPA REDACTED
Contract - meteorological services through UK Gov dept REDACTED
BEIS

Contribution by FIG towards postal carriage 0.1
Contribution by FIG towards MPA terminal -

Annual cost of security to support commercial flights 0.5
Marginal cost of Airbridge medical evacuations 0.2

Import Duty waived in alcohol & tobacco -

Total 5.1

9.28 It should be noted though that MoD contractors are required to pay Corporation Tax in
accordance with the Taxes Ordinance 1997, and this leads to taxation income to FIG.

9.29 Oil Development

9.30 There has been no reliance placed upon the potential financial benefits to the Falkland
Islands oil activity in relation to the Sea Lion development™. This is a prudent
approach. There are costs being incurred for specialist advice within the Oil
Development Budget and also for the Department of Minerals. An ExCo paper has
recently been drafted to indicate the potential scale of resources required (people,
services and assets) should the Sea Lion project proceed.

9.31 Work has been undertaken to start to update the National Infrastructure Plan (“NIP”)
from the 2015 version. The updated draft NIP includes updated estimates and the
current aspirations to ensure that the Falkland Islands is resilient in terms of the
suitability of the infrastructure. On option to consider in the future, and subject to
appropriate consultation, is that after putting aside any funds in the event of an
uninsured contingent liability arising, then the fulfilment of the NIP may be possible by
using a proportion of available oil revenues, as a priority, should the oil development
proceed.

9.32 South American Atlantic Shipping Ltd (“SAAS”)

9.33 For many years FIG has been a shareholding partner in SAAS. The operations of SAAS
are broadly profitable at present, and it is hoped that this will continue. There is a
commercial arrangement between shareholders that will require a financial commitment

1 The exception being oil acreage licence rents projects at £250k in account code 0620-0166.

11
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from FIG to finance this valuable component of economic infrastructure, should that
situation arise.

The financial commitment of FIG (through a company called South Atlantic Nominees
Ltd (“SAN”) is contained in a shareholders agreement approved by Executive Council
(paper 106/18) REDACTED.

REDACTED

REDACTED

Falkland Islands meat Company (“FIMCQO™)

The annual subsidy that FIG has budgeted for FIMCO in 2019/20 is £450k.
REDACTED

Therefore there is a potential risk that the funding request from FIMCO to enable it to
breakeven will be greater than in recent years, where the subsidy from FIG has been
£450k.

Medical Treatment Overseas (“MTQ’s”)

Expenditure on MTOs in 2016/17 was £1.5m, in 2017/18: £1.7m and in 2018/19 was
£1.9m.

The budget for MTOs for 2019/20 is £1.2m, which is less than actual expenditure in
recent years.

There is scope for the cost of MTO’s to vary depending upon the medical situation that
is being addressed, the length of stay and the costs of travel, accommodation and
subsistence when paid. There is no certainty as to what the costs for MTO’s will be.

Workforce Accommodation

A contract with an accommaodation provider requires FIG to meet the cost of
underutilisation of bed spaces, should this occur during the early years of the contract.

Fuel Costs

FIG is a consumer of fuel. The total budget for fuel for 2019/20 was £3.3m. A variation
in price can have an impact on FIG running costs.

The price of fuel supplied to FIG by Stanley Services Limited (“SSL”), is based upon a
formula, but is subject to the fluctuations in world market price.

There is mitigation in that some of the fuel that FIG purchases are consumed in the

power station. There is a user pays policy for electricity. And prices can be increased
in-year if need be.

12
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Staffing levels — Number of Posts and Grade Mix

The level of vacancies can affect the overall cost of the FIG staff costs. It is assumed
that staff increments are paid for from overall vacancies in staffing. There is not a
formally agreed vacancy factor. A mitigation exists in the ability for accounting officers
to review monthly financial reports containing payroll / staff costs and take corrective
action (for example, a virement from another area. Fluctuations in the payroll bill
within departments are managed corporately.

A non-financial risk is that of programmes or services not being delivered as a result of
staff vacancies.

Locum and Agency Staff

Locum and agency staff perform a valuable role in helping maintain the delivery of FIG
services. Locum and agency staff can sometimes cost more than permanent staff, and
sometimes less, depending upon the job that is being filled. Measures can be taken
towards having a fully staffed permanent establishment, but is not fully controllable
within a service area.

Subvention payments & Statutory Corporations

If the payment of subventions is not targeted towards those entities that are most
closely aligned to the requirements of the Islands Plan, then FIG funds might not be
used to best effect.

During the 2020/21 budget process there will be scope for a discussion on the financial
relationship between FIG and the statutory corporations, and other bodies that receive
subvention payments.

Mitigation of Financial Risks

FIG has sufficient unrestricted reserves to manage short and medium term fluctuations
in income.

The budget principle of maintaining a level of reserves of 2.5 time operating
expenditure means that in absolute terms there is unlikely to be a short term solvency
issue.

Effective Financial Management

In terms of budget monitoring, a key way to help mitigate financial risk is through
effective financial management by budget holders, financial monitoring and
engagement. The responsibilities of accounting officers are contained in s32 of the
Finance & audit Ordinance 1988,

12 32

Accounting officers (1) An accounting officer shall be appointed by relation to office by the Governor

in respect of each expenditure vote to control and account for the expenditure of moneys applied to that vote by
an Appropriation Ordinance.

13
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There are some characteristics of effective financial management:

Medium financial plan that focusses resources on priorities;
Medium term financial plan links to outcome measures / KPIs;
Different scenarios are examined;

The medium term financial plan and the assumptions within it are
reviewed.

As stated earlier, there are financial risks in terms of the potential for volatility in the
main income streams that FIG depends upon to pay for services that are delivered. For
example, Corporation Tax receipts, Fishing Licence income (and the absence of
Refunds) and Investment income. Other financial risks include that of exchange rate
movements, increases to commodity and supply prices and also any impact of Brexit.

Mitigating action has been undertaken by having an annual budget planning process
that looks ahead for five years, and can be amended or reprioritised after each year.
Excess of income over expenditure in previous financial years has contributed to a
healthy level of reserves for FIG.

The budget principles that were agreed by Executive Council for 2019/20 are a means
of containing financial risk, as this is the closest that FIG has to a defined corporate risk
appetite.

Further mitigation can occur through an annual budgeting process that reviews the

previous five year plan, and adjusts spending assumptions in accordance with identified
priorities and changes to the financial outlook.

In terms of managing revenue risk, the practical steps that can be taken are:

° Make increased use of economic and policy information to be able to
make defensible decisions;

° Having a fall-back position of sufficient financial reserves to fund
operating costs where there is an absence of reserves;

° Staging investment decisions at different points in a five year plan,
with the opportunity to defer or amend that decision if need be.

° It would be possible to amend spending in year for some projects if

this was deemed necessary, and to plan different budgets in future
years of the MTFP should income received be lower, or indeed higher.

Another risk is being too cautious. This would manifest itself as economic and social
investment decisions not being made due to concerns about the ability of FIG to fund
those investments. There is no easy middle point that achieves the correct balance
between extreme caution and taking too much risk.

On the expenditure side, financial risk exists if there is not the capacity to carry out the
plans contained in the Operating Budget and the Capital Budgets. For example, some
FIG departments have had a number of posts unfilled for some time. Also, when
budgeting for projects there can sometimes be a risk of budget optimism about the start
dates of the actual expenditure.
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9.72 Since the current financial year, FIG will monitor and review the progress of in year
projects at a Programme level, and also the impact of previous years projects still in
progress. Regular updates will be provided to MLAs.

10. Consultation

10.1 The Chief Executive and Financial Secretary have discussed the proposed budget
process with MLAs on 05/09/19.

11. Communication

11.1 A summarised version of the approved budget process will be communicated to
Directors by Treasury memorandum.
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Appendix A - Budget Principles — 2020/21 onwards

The Budget Strategy for 2019/20 has been reviewed, and the principles from previous years
have been incorporated into the 2020/21 budget process.

FIG continues to recognise that the main factors involved in setting the budget are:

a) The need to operate public services at the level expected by the local community;

b) The need to establish and support economic policies that encourage economic
development and a sustainable future for the Falkland Islands;

c) The need to provide social policy schemes such as pensions and improving the quality
of life in the Falkland Islands.

d) That the net expenditure plans for the five year term of the medium term financial
plan (“MTFP”) and ten year capital plan reflects financial prudence and long term
sustainability.

Budget principles:

Principle 1 — To seek to enhance the quality of life in the Falkland Islands

The successful and appropriate delivery of public services by Falkland Islands Government
(including the outcomes of improvement reviews) and the achievement of the Economic
Development Strategy will contribute to enhancing quality of life in the Falkland Islands.

Principle 2 — To encourage economic development in the Falkland Islands

The Islands Plan and the Economic Development Action Plan will be the mechanism to
achieve this objective and specific deliverables. Input requirements will be reflected in the
2020/21 budget.

Principle 3 — To strengthen infrastructure within the Falkland Islands

For 2019/20 a significant capital investment programme was agreed, amounting to £103m
over five years, with a weighting towards the first two years. Unbudgeted items include a port
and a replacement power station, but these remain as critical pieces of infrastructure.

Putting this principle into action:

1. For 2020/21 onwards the capital programme will be set over ten years. This then has
the benefit of a longer time horizon and perhaps be more achievable in terms of
prioritising works and planning based upon the capacity to get the work done (either
by FIG or contractors).

Principle 4 - “To invest in the long term financial sustainability of the Falkland Islands
whilst managing variable income levels”

Although deficit budgets can be created in the short term, there is a requirement to be
financially sustainable in the long term for future generations.
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Putting this principle into action:
1. Making realistic'® estimates for income (in particular CT and fishing licenses™®),
whilst acknowledging potential volatility;

2. Setting expenditure targets (operating and capital) that reflect long term sustainability
when considering projected reserves>;

3. Maintaining financial control — accounting officer responsibilities include ensuring
that expenditure is within budget;

4. Ensuring a financial forecasting system is in place to check on the projected financial
position for FIG in the future, and that this is regularly and clearly reported.

Principle 4.1 - “To optimise income collection and investment returns”

There are some additional areas that can be examined for the purpose of optimising revenue
and cash to FIG, without undue cost or risk.

Putting this principle into action:

1. Reviewing workflow and resourcing of the corporation tax assessment & enquiry
team and collecting tax debt due;

2. Reducing number of debtor days — by collecting balances due to FIG on time;

3. Optimising cash balances — ensuring liquidity whilst avoiding excessive cash with
low rates of investment return;

4. Making sure that investments held are performing well against benchmarks /
objectives set, and that these are subject to external assurance.

Principle 4.2 - To ensure that liabilities are assessed and appropriately accounted for

The Retirement Pension Fund and the Pensions (Old Scheme) Fund both had actuarial
reviews as at 31/12/18. The information from these two actuarial reviews has acted as a
source of external assurance that the policy direction being undertaken by FIG is sound.

Putting this principle into action:

1. Pension liabilities to be quantified using actuarial expertise. Liabilities should be
disclosed in financial statements, if appropriate to do so*°.

2. Develop a plan to either accept or mitigate the liabilities can be part of long term
financial planning for FIG.

3. Consider any contingent liabilities” and the extent to which these may crystallise
into a liability in the future, and seek to set aside funds to pay for these if possible.

3 Realistic should not mean either excessively cautious or optimistic. Assumptions can be stated. It is important
that any major investment decisions are underpinned by evidenced (as far as possible) income scenarios.

4 An action from 2018/19 was to amend the assumption about llex licence refund potential from increasing the
budgeted income, although there does always remain the possibility of a full refund having to be given.

15 A decision to be made will be whether to include major infrastructure costs in the five year budget, and to
identify how they should be funded.

18 Falkland Islands Government has still to select a set of International Accounting Standards. Under
International Public Sector Accounting Standards (“IPSAS”), the Retirement Pension Fund would be treated as
a State Plan and as such with no liability to be disclosed on the balance sheet -
https://www.ifac.org/system/files/publications/files/ipsas-25-employee.pdf
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Principle 5 — To work in partnership and collaborate with other organisations -

FIG will work with other organisations, including those within the private sector, to identify
and develop opportunities to co-invest, share risk and leverage knowledge and capacity to
deliver infrastructure and services for the Falkland Islands.

Principle 6 - “To ensure that FIG services are fit for purpose”

There is further scope for FIG departments to demonstrate that services delivered are fit for
purpose, as well as being safe, efficient and economic. One device to work towards this is to
have an overall understanding of assurance processes (internal and external) that exist across
FIG that looks at different service areas.

The previous intention to have Director led service reviews has progressed in a limited way.
During this current year a programme will be put together to review FIG services. As well as
looking at the service quality, costs and investment requirements of individual services, there
is also scope to undertake Government-wide cross cutting reviews of processes and activities.

Additional ways of putting this principle into action:

1. Identify scope for external assurance of service delivery®® in areas that do not have
this at present;

2. Encourage Spend to Save initiatives at the budget setting stage and be open to pay
back periods of several years.

3. Ask MLAs and members of staff to identify inefficiencies and potential areas for
improvements.

Principle 7 — No Public Sector Borrowing for operating purposes

The 1988 Finance & Audit Ordinance does not allow any borrowing by FIG without the
approval of the UK Government.*

This principle does not impede the investigation of collaborative approaches to the funding of
capital infrastructure investment.

Principle 8 - A reasonable level of funds are held in uncommitted reserves

In recent years, a sum of at least 2.5 departmental spend has been considered to be a
reasonable level of reserves.

The 2020/21 budget process will need to confirm or otherwise what an appropriate ratio of
reserves is.

7 Depending upon the nature of the contingent liability, insurance can be a device to cover the risk of a financial
liability arising.

8 For example, RFIP is having review by independent consultants. Internal Audit has undergone a self-
assessment and is seeking CPA funding for a review by the UK Government Internal Audit Agency.

9 For major capital infrastructure projects the potential for a mix of different funders accords with economic
development aims and avoiding an over reliance on government.
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Putting this principle into action:

Monitor the reserves level at all stages of the budget planning process®:;

2. Reviewing what activities are currently classed as “Capital” and transfer to
operating budget if appropriate®’.

3. Review whether 2.5 times departmental spend is appropriate or whether it should

be changed.

=

Principle 9 - An appropriate level of funding is provided to maintain efficient and
effective public services

There was a significant amount of growth in the 2018/19 budget, both in terms of posts (e.g.
RFIP, teaching posts), and also for making resources available for policy initiatives (e.g.
nursery provision, travel credit scheme, professional services framework to move on capital
projects).

For 2020/21 there is to be NO GROWTH in operating budgets, and any proposals from
Directors must be self-financing from within the Directorate or from another part of FIG.

However, Directorates will have the opportunity during the budget process to make proposals
for ‘spend to save initiatives’ or the provision of improved services.

The aim is to have a controlled start point from which to assess any proposed changes and
have these visible in the budgeting process.

Putting this principle into action:

1. Provide flexibility for Directors to reallocate resources within their areas of
delegation and for the Chief Executive to reallocate between Directorates;
2. Additional expenditure proposals to be presented separately.

Directors will be responsible for preparing budgets across their directorate, with the help of
their heads of departments. Directors and budget holders need to reallocate uncommitted
funds within their Directorates as appropriate, subject to having had discussions with their
relevant Committees / MLAs where there would be a major service shift.

SFC will generally not consider additional spending requests for the first six months of the
financial year. This is to encourage departments and Chief Executive to look at possible
solutions within existing budgets rather than asking for more funds, for example identifying
areas of expected underspends.

The following principles can be summarised from the above:

% During the 2018/19 Budget Select Committee meetings a useful device was a summary of the planned
operating and capital budget for the next five years, and what the impact on unrestricted reserves (Consolidated
Fund and Capital Equalisation Fund)

21 An example is that Road maintenance costs are described as a Capital project, when it is an operating cost.
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Principle 9.1 - Incremental budgeting is used for departmental budget preparation, as a
means of identifying proposed changes, and is not intended to stifle change and
innovation;

Principle 9.2 - SFC will generally not consider any additional requests for the first six
months of the financial year, and virements should be sought instead.

Principle 10 - To ensure appropriate funding of FIG Special Funds

Putting this principle into action:

1. Pension liabilities to be quantified and acknowledged using appropriate actuarial
reports and 1AS19 compliant financial reporting — see principle 4.2;

2. Ensure that transfers from Consolidated Fund are made to ensure that Currency
Fund, Capital Equalisation Fund and Insurance Fund are fully funded.

3. Report of fund balances and balance sheet in general to SFC meetings on a routine
basis, as part of balance sheet reporting and also the movements in the funds.
Otherwise, these funds are not as visible as they could be.

4. Reviewing whether the current size of the Insurance Fund is sufficient, based
upon the excess on the Insurance policy held and the potential cost of
replacement.

Principle 11 - To ensure sustainable pension arrangements are in place

Putting this principle into action:

1. An actuarial review on the Pensions (Old Scheme) fund as at 30/06/18% has been
completed and the results will inform the 2020/21 budget setting process;

2. An actuarial review of the Pensions Equalisation Fund has taken place 31/12/18%,
and will inform the completion of the 2020/21 budget and medium term financial
plan and whether any changes to the existing agreed policy need to be made..

22 An additional actuarial review of the pensions (Old Scheme) Fund will take place as at 30/06/19 to establish
the impact of a proposed change to investment objectives and updated investment performance.

% The Legislation requires an actuarial review every five years. This review comes only two years after the last
one, and then have a review every three years. The liability is such, and the in-year costs to FIG so material, that
the time and cost of an actuarial review is justified.
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Appendix B — Budget Timetable 2020/21

Budget timetable 2020/21 - CMT

Budget priorities meeting with MLA’s Opening discussion on
key issues MLA's would like addressed in 20/21 budget.

05/09/19

Budget approach to be discussed at CMT Corporate Awayday.
This will include:

review of 19/20 corporate risks,

key assumptions (e.g. inflation rate),

key priorities,

Financial outlook for the medium / long term.

Also, administrative aspects and timetable.

16/09/19

Obtain inflation figures for the nine months to 30/09/19

31/10/19

Human Resources to send establishment details to Treasury to
inform budget sheets (include establishment posts not yet
recruited, gratuity, pensions, scale point of posts, contract end
dates if applicable, and other variables affecting the actual cost of
employing a post).

25/10/19

Forecast financial outturn as at 30/09/19 to be presented to SFC
(and CMT also), to include Corporation tax forecast, capital
forecast, and quantification of financial risks in the operating
budget.

30/10/19

ExCo - budget planning paper - to include principles, but also
economic trends, updated financial position.

30/10/19

Meeting with Treasury MLA Portfolio holders to explain budget
process.

04/11/19

Consultation plan / invite bids for small grants from voluntary
sector - issue guidance

18/11/19

Treasury issue budget spreadsheets to Directorates. This will
include standard workbook template, detailed workbook (for
material lines), spreadsheet detailing new operating proposals (to
include details of new establishment posts) and cross
departmental activity review (training, recruitment, IT assets).

18/11/19

Treasury send Capital Programme template out to Directorates
for updating.

18/11/19
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Subvention templates issued. 18/11/19

Control sheet of Fees to be prepared — non legislative, legislative, | 18/11/19

UK driven. Establish links with Legislative Drafters.

Directors consult portfolio holders on budget proposals. 18/11/19 to
20/01/20

MLAs discuss any policy reviews that will be relevant to the 18/11/19 to

19/20 budget process. 20/01/20

Treasury to be available to assist Directors with their budget 18/11/19 to

preparation. 20/01/20

Programme Manager to be available to assist Directors with 18/11/19 to

Business Case Preparation (Operating & Capital). 20/01/20

Treasury to provide budget training to departments. | 26/11/19

Indicative / outline business cases for changes / new activitiesto | 11/11/19

be presented in summary at CMT

Directorates to discuss any staffing proposals with HR with a | 29/11/19

cut-off date for any changes to be notified to Treasury. NB -

staffing proposals to come to Treasury from HR, with one cut-off

date.

Face to face meetings with Subvention bodies - HoF, MA Dec-19

Face to face meetings with Directorates - HoF, MA Dec-19

Subvention bodies submission deadline. 17/01/20

HR collation of new post proposals and report back to CMT 14/01/20

CMT discussion on 2020/21 budget issues 20/01/20

Programme manager to report on assessment of achievability of | 20/01/20

in year Capital Programme and impact on 19/20 and beyond

Directors submit completed spreadsheets to Treasury (Operating | 17/01/20

and Capital), have reconciled all Establishment details and have

prepared all required supporting documentation to Treasury to

collate for CMT.

Production of Draft Business Cases for review by CE /| 17/01/20

Programme Manager

Treasury prepare Fees & Charges Summary | 31/01/20

Review of posts to confirm no changes since December 2019 — | 31/01/20

HR
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Chief Executive meets with individual Directors to assess 20/01/20 to
budgets against Falkland Islands plans. 14/02/20
The Chief Executive will lead a CMT discussion at which overall | 10/02/20
budget (including capital projects and prioritisation of posts) will

be confirmed.

Communications Manager - inclusion in overall understanding of | 10/02/20
key policy / budget themes

Double check Customs Motion and confirm with Customs | 10/02/20
A budget pack needs to be made available for MLAs in advance | 10/02/20
of first BSC meeting

Business cases / policy proposals to be prepared by authors with | 21/02/20
intended redactions in Italics, with a BSC header, but in the

format of an ExCo paper. These papers will be attached to the

back of the 08/05/19 ExCo budget paper.

Revise income budget for 2020/21, based upon aggregated | 28/02/20
feedback from fishing companies re taxable profits — HoT
Communications / presentations prepared May-20
Budget summary & prepared and issued Jun-20
Approved budgets sent to Directors — available in detail Jun-20
Public meetings — Chamber of Commerce, Town Hall, farmers | Jun 20
Week, FIRS phone in

Treasury prepare budget book Jul-20
Legislative Process (Budget Select Committee) — 2020/21

“Budget Strategy” — meeting with MLAs, to include economic 05/09/19
outlook, overview of capital programme, pensions - part of a

SFC Exempt section meeting

ExCo - Budget planning paper - to include principles, risks and 30/10/19
timetable.

Opening of Budget Select Committee at Legislative Assembly 30/01/20
BSC meeting 1 — Income forecast, reserves policy, major 06/02/20
investment decisions

BSC meeting 2 — Overview of draft budget — Operating and 13/02/20
Capital Programme.

BSC meeting 3 — Departmental budgets (and the impact of | 04/03/20 &
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Capital investment decisions upon operating budgets). | 05/03/20
BSC - meeting 4 - Fees, charges and contributions that are 11/03/20
anything other than the default change. Also, identifying matters

to raise with subvention bodies.

BSC - meeting 5 — Transfer payments, grants and subventions — | 18/03/20
including face to face meetings with subvention bodies to ask

questions

BSC - meeting 6 - Finalisation of remaining issues and covering | 02/04/20
draft EXCO paper

BSC — meeting 7 - **spare ** 08/04/20
BSC — meeting 8 - **spare** 15/04/20
ExCo - budget paper deadline 28/04/20
ExCo - Budget paper including any Policy / Investment 14/05/20
implications from the budget process - business cases, policy

papers, fee increases, changes to posts

ExCo paper deadline for 01/06/20 meeting. 19/05/20
ExCo meeting — Finance Bill 2020, Draft Estimates 2020/21 | 01/06/20
containing Appropriation bill 2020, capital Appropriation Bill

2020

Legislative Assembly to pass Appropriation Bill 2020, the | 02/06/20
Capital Appropriation Bill 2020 and the Finance Bill 2020.

BSC meeting - if required — Legislation not passed 02/06/20
BSC - Final scheduled sitting of the Budget Select Committee — | 03/06/20
if required.

Legislative Assembly (if required) 07/06/20

FIRS feature - with MLA's

Chamber of Commerce Meeting

Public meeting
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Appendix C - Current Financial Position

Income 2012-13 — 2019/20 - £°000°s [2019/20 are budgeted figures]

Revenue
0321-0070-

0609-0186-
0609-0185-
0603-0157-
0603-0155-
0851-0179-
0355-0115-
0358-0105-
0300-0061-
0300-0059-
0620-0166-
0300-0060-
0353-0088-
0201-0044-
0603-0119-
0102-0005-
0201-0189-
0551-0140-
0357-0078-
0201-0040-
0602-0188-
0325-0072-
Remaining
ALL

ALL

ALL

Directorate
Natural Resources

Corporate Resources
Corporate Resources
Corporate Resources
Corporate Resources
Executive Management
Public Services
Public Services
Community Safety
Community Safety
Mineral Resources
Community Safety
Public Services
Health

Corporate Resources
Central Services
Health & Education
Community Safety
Public Services
Health

Corporate Resources
Natural Resources
Operating Revenue
Internal Transfer

Dept
Fisheries

Name

Fishing Licence Fees
lllex Squid

Loligo Squid
Restricted Finfish

Finfish, Hoki, Rockcod, Southern Blue Whiting, Redcod

Taxation Department

Taxation Department
Investment Income & Public Debt
Investment Income & Public Debt
FIGO

Public Services

Public Services

Customs & Immigration

Customs & Immigration

Dept Of Mineral Resources
Customs & Immigration

Public Services

Health and Social Services
Investment Income & Public Debt
FIGAS

Health and Social Services

Police and Prisons

Public Services

Health and Social Services
Treasury

Fisheries

Fund Transfers - Revenue
Transfer Payments - Revenue

Total Revenue

Toothfish

Others

Corporation Tax

Personal tax

Profit on Sale of Investments
Interest/OVERSEAS Investments
FIGO Travel Revenue

Sale of Electricity - Private
Rents Received

Customs Services

Passenger Levy

Oil Licence Acreage Rents
Customs Duty

Sale of Quarry Products (PUBLIC)
Reim. from MOD - CSA

MPA Wind Farm Recharge
Passenger Revenue

Medical Services Levy

Road Traffic Licences

Service Water Charge
Hospital & Medical Charges
Land Rent

Berthing Fees

2012/13

21,592
10,524
6,375
1,453
1,203
754
1,283
38,942
11,195
2,000
3,197
-101
2,160
1,008
1,168
485
839
999
an
1,57
0

357
1,616
315
262
325
129
269
4,117
4,011
0

44
96,627

2013/14

21,800
10,552
6,375
1,435
1,134
1,059
1,254
18,281
6,508
4,320
3,7%
656
2,135
1,125
1,687
570
730
1,005
1,324
1,262
0

a
1,015
340
273
329
131
175
3,511
4,065
0

39
75,501

2014/15

21,750
11,242
6,375
980
1,013
858
1,82
7,736
10,000
3,852
3,866
0
2,137
1,257
1,589
934
761
1,109
1,348
1,62
0

425
1,74
377
284
284
131
209
5,086
3,277
279

0
69,276

2015/16

14,655
3,204
6,375
1,575
1,390

931
1,140

11,299

14,461
4,986
3,907

451
2,076
1,306

883
1,357

7%

97

860

841

316

495
1,562

384

289

659

336

m
5,773
3,747

104

59
72,791

2016/17

20,803
10,998
6,375
1,021
880
346
1,183
20,499
8,654
7,416
4,689
1,300
2,104
1,353
1,083
1,046
906
1,156
748
1,157
632
497
889
392
311
264
332
206
4,706
4,306
368
29
85,387

2017/18

22,880
11,248
6,482
1,450
1,172
1,473
1,056
31,717
8,655
7,916
4,991
3,807
2,141
1,458
1,147
1,068
1,034
1,025
919
908
790
560
491
404
308
255
23
25
3,725
4,383
-46

9
101,504

2018/19

23,658
8,323

15,336
18,467
9,613
5,231
5,670
3,573
2,207
1,470
1,134
1,366
%5
1,101
857
1,188
632
609
18
a1
321
47
m
195
3,831
6,565
1,792
9
91,532

2019/20

Trend
21,093 —.
8323 ~ WV —

12,771 i
17,000
9,271 A
4201
4,080 _——~
3,780
232 — -~
1617 ——
1,269 S —
1,407 _~——
634 ~—\
1,145 _~
927
900 A
632 __——
567 __——

400 —

323 _——

466 N~

276 __/

200 \om~——
3,869 _
6,520

210

83,155 ~_~

25



Unrestricted reserves and capital Investment?*

2019/20 2020/21 2021/22 2022/23 2023/24
Operating Revenue £m £m £m £m £m
Corporation Tax 17.0 17.3 17.7 17.3 17.0
Fishing Licence Fees 21.1 21.8 22.3 22.7 23.2
Investment Revenue 9.3 9.2 9.3 9.7 10.1
Other Dept. Revenue 35.5 35.0 34.3 34.2 34.2
Departmental Revenue 82.9 83.3 83.6 83.9 84.5
Oil Revenue 0.2 0.5 0.5 0.5 0.5
Total Operating Revenue 83.2 83.8 84.1 84.4 85.0
Operating Expenditure
Departmental Expenditure 66.2 65.7 65.3 65.2 65.0
Island Plan Investments 7.7 6.5 6.6 6.7 6.7
Pensions - FIG Contribution 2.7 2.8 2.8 2.8 2.8
Oil Expenditure 0.9 0.4 0.3 0.3 0.3
Total Expenditure (excl depn) 77.5 75.4 74.9 74.9 74.9
Operating Surplus/(Deficit) 5.6 8.4 9.1 9.5 10.2
Review the cover of Consolidated Fund over Departmental Expenditure:
Departmental expenditure: 66.2 65.7 65.3 65.2 65.0
Transfers to Capital 4.3) 4.3) 4.3) 4.3) 4.3)
Adjust for Recharges of Senices 1.2) 1.2 1.2 1.2 1.2
Adjust for MoD Flight payments (4.4 (4.9 (4.4 (4.9 (4.9
Revised departmental expenditure 56.4 55.9 55.4 55.3 55.2
Summary of Capital (Project) Budgets
Capital Income 0.3 0.3 0.2 0.1 0.0
Capital 39.3 30.0 14.3 10.4 9.3
Net Capital Expenditure 39.0 29.8 14.1 10.3 9.3
Opening Consolidated Fund Balance 185.4 161.3 155.5 154.4 154.5
Operating Surplus/(Deficit) 5.6 8.4 9.1 9.5 10.2
Transfer to Capital Equalisation Fund (29.8) (14.1) (10.3) (9.3) (9.3)
Closing Consolidated Fund Balance 161.3 155.5 154.4 154.5 155.4
Revised Ratio of Uncommitted Resenes to adju 2.9 2.8 2.8 2.8 2.8
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Source:

Z:\Treasury Data\Budgets\2019-20 Budget\Workbooks\Operating Budget - 1920v1 .xIsx

Appendix D — Budget Preparation and Approval Process

1.

2.

3.1

3.2

3.3

4.1

A purpose of this Appendix is to explain how the 2020/21 budget is prepared, amended
and approved, within the agreed timetable.

The sections below describe the process by which the 2020/21 budget will be prepared:

Governance Framework

Budget Governance Prior to Budget Select Committee Approval
Key Budget Planning Principles and Assumptions

Operating Budgets — Preparation & Governance

Capital Budgets — Preparation & Governance

Staff Establishment Approvals

Budget Select Committee Meetings 2020

Subventions

Fees and Charges

Legislative Process

Governance Framework

The Finance & Audit Ordinance 1988 requires the Financial Secretary to prepare and lay
before the Legislative Council estimates of revenues and expenditure of Government for
the next (following) year (sch 7 i). The 2020/21 budget is scheduled to be laid at the
Legislative Assembly of 2 June 2020.

The estimates (budget) prepared must describe the ambit of the vote, the sum required
for each vote, and have a named accounting officer for each vote. Financial Instructions
specify that a vote represents the sum that is granted annually to each Director (as
accounting officers) as part of the overall budget.

The Falkland Islands Constitution Order 2008 (sec 83 (2)) states that the Chief Executive
shall be the head of the public service and has the power to make appointments to public
offices.

Budget Governance Prior to Budget Select Committee Approval

The Financial Secretary and Chief Executive have established a process to ensure that a
draft budget is available by 10/02/20 for the Budget Select Committee (“BSC”)

meetings. Before the budget is aggregated there will be a BSC discussion of emerging
themes on 06/02/20. A detailed discussion of capital proposals is scheduled for 13/02/20,
and operating budgets on 04/03/20 and 05/03/20. The purpose of this meeting will be to
enable MLA’s to scrutinise the spending plans and assumptions behind the preparation of
the 2020/21 draft budget, and associated operating Medium Term Financial Plan (to 30
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4.2

4.3

5.1

5.2

5.3

6.1

6.2

6.3

June 2025), and the ten year capital plan.

Directors, as accounting officers, will prepare budgets on a Directorate basis and look at
their departments within the context of a Directorate as a whole, as well as other
corporate considerations. The aim should be to ensure that budgets should align with the
priorities of the Islands Plan and Economic Development Strategy, rather than
necessarily perpetuating an historic mix of costs in specific account codes within cost
centres. There is nothing to suggest that budgets have been passively carried forward
from one year to the next, but in the absence of a “zero based budgeting” or “activity
based budgeting” approach, then it is healthy for accounting officers to continue to
reflect upon what is needed within their service areas, and how this then manifests itself
as a budget request.

A key assumption is that the draft 2020/21 budget presented to the BSC meetings will
not be greater than 2018/19 budgets by Directorate, unless there is a matching of
increased income or reductions of costs elsewhere. However, departments will have the
opportunity to propose increases to their operating budgets where it can be demonstrated
that net savings can be delivered over the course of the five year MTFP (“spend to save’
initiatives).

Key Budget Planning Principles and Assumptions

The budget principles to be used in 2020/21 are described in Appendix A.

Assumptions will be made around income (including: corporation tax, personal tax,
investment income, fishing licence income, passenger levy, embarkation tax, oil acreage
rents and fee charges relating to services delivered).

The income forecast is crucial and needs to strike a balance to prevent excessive caution
impeding investment decisions, or not being sufficiently prudent. The budget principles
help frame the level of risk appetite in terms of making income assumptions.

Operating Budgets — Preparation & Governance

Salary budgets will be prepared by Directorates, using corporate information. There will
be central control over bids received for additional staffing. There will need to be
visibility as to the mix of contractor posts, agency posts, consultants and permanent staff
across FIG as a whole.

There is scope to use workforce information to help identify any efficiency opportunities,
should they exist. Increment costs for those posts not at the top of the scale will be
added, as well as the ability to add a cost of living pay award if one is recommended as
part of the Budget Select Committee process. Directorate accounting officers will have
access to this information to help them be aware of the existing resources within their
areas, and will be required to report changes (e.g. planned post deletions) to finance. A
centralised overview will help with overall corporate planning.

Directors will be able to reallocate non staff costs within their Directorates.

Collaboration between Directorates will be encouraged by the Chief Executive. This
may help move Government away from perpetuating budget lines purely because that is
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what the budget always has been (though no evidence to suggest this), and also free up
and empower Directors within their areas of responsibility. As part of their
responsibilities, Directors as accounting officers are required to ensure that their budgets
are realistic and include known contractual commitments and other obligations.

Directors will be asked to put forward proposals for reallocation of resources where
appropriate and spend to save initiatives. Payback for these bids should be within the five
year lifespan of the Medium Term Financial Plan. Proposals for increased expenditure to
support improved service delivery can be put forward for consideration by Members.

For 2020/21, as in previous years, the decision has been taken to avoid a full “zero based
budgeting” exercise, as this could take up more staff time for limited gain. Instead there
will be a programme of Director led service improvement reviews to take place over the
next four years.

Directors and MLAs will need to ensure that there are no surprises when it comes to
what is actually contained in the budget proposals.

Any proposals for changes to staff posts should have been advised to the Director of HR
by 15/11/20. It is acknowledged that there are capital projects that may have implications
for staffing levels, but as far as possible advance planning should take place, and the
Director of HR is able to complete an initial staffing assessment to match the draft
budgets that Treasury receive, but feeding back to Directorates as soon as possible.

Directors will submit their draft budget packs to Finance by 17/01/20, and present their
budget for the next five years (capital: ten years) to colleagues at a CMT meeting on
10/02/20. The Chief Executive will ensure that priorities identified within existing
strategies and plans are used as a basis to accept proposals and reallocate financial
resources as necessary. For example, the National Infrastructure Plan, existing approved
capital spending decisions and actions in the Economic Development Plan are part of
this.

All known capital project proposals for the ten years to 30 June 2030 will therefore need
to be considered at the CMT meeting of 10/02/20. This is to ensure that there can be
corporate challenge and prioritisation, and also to capture resource and capacity
implications for the organisation as a whole. New project proposals will be required to
have a planning document in a simple and consistent format suitable for a first “gateway”
review.

6.10There will continue to be greater visibility of special projects. Account codes to be kept

7.

7.1

specific to what is being purchased, and to keep “projects” at Cost Centre level.

Capital Budgets — Preparation & Governance

Finance staff will continue with presentational changes that will assist openness and
transparency of the overall budget decision making process. For example, the Capital
budget will differentiate between projects that are ‘value enhancing’ expenditures
opposed to those that are repairs & maintenance in nature (e.g. MPA road repair).
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A summary of Capital projects will be maintained by Treasury. Capital project will have
a reference to any relevant Executive Council paper and approval. This will then reduce
the scope for new projects to be started off that do not link to identified priorities (e.g.
National Infrastructure Programme) or other policy decisions.

There will be an overall control total of budget spend, distinguishing between projects of
a ‘value enhancing’ nature and projects of a ‘repairs and maintenance’ nature. However,
what counts is the amount of overall resource required, compared to the overall level of
income received by FIG and the level of reserves required to ensure financial
sustainability.

Directorates that do have any requests for Capital funding should submit these first in the
form of a Budget Select Committee business case paper (for those projects deemed
necessary by CMT) to Treasury by 17/01/20.

The Programme Manager will advise on the development of the business cases in terms
of being able to articulate the requirement for investment and Treasury can assist with
reviewing financial aspects. Any new project proposals will be required to have a
planning document in a simple and consistent format suitable for a first “gateway”
review.

All Capital proposals should include project development costs associated with the cost
of implementation, as well as any on-going operating costs.

As a result of discussions between Chief Executive and the Corporate Management
Team a draft Capital Programme for 2020/21 to 2030/31 will be prepared. Directors will
revise their draft ExCo papers accordingly.

A summary paper for the Budget Select Committee will be prepared and put forward to
the 13/02/20 Budget Select Committee meeting.

The Budget Select Committee will decide whether to approve the package of Capital
works and whether any changes need to be made — either in prioritisation, inclusion or
timing.

Staff Establishment Approvals

Treasury will obtain details of the 20/21 establishment from Human Resources.
Directorates will prepare their establishment budgets using current known posts. The
Directorate establishments will be populated with filled posts and vacant posts, and
additional information added for known contract end dates, increments due for staff not
at the top of the scale and other known changes that Human Resources control.

Treasury will update the central establishment 20/21 budget control sheet, based upon
information supplied from HR

Directorates that wish to reallocate posts between departments or create new posts
funded by savings elsewhere should document their proposal outlining the reason for the
reallocation / new posts, as well as salary and grade details. This needs to be with the
Director of HR for review by 15/11/20.
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Budgets for 2020/21 will need to be realistic in terms of vacancies and the financial
impact of staff turnover or necessary handover periods, as well as addressing workforce
planning issues such as succession and use of locums.

The Chief Executive will meet with Directors and lead a CMT discussion on 10/02/20 at
which overall prioritisation of FIG posts will be discussed.

Any post changes proposed by CMT and agreed by the Chief Executive will be included
as part of the budgets that will go to the Budget Select Committee of 04/03/20 to
05/03/20.

On behalf of the Chief Executive, the Director of HR will prepare an ExCo paper
summarising all approved posts. This paper will be cross checked by treasury for
consistency with departmental budget submissions. This paper will be submitted to the
Executive Council meeting planned for 06/02/20, as part of the overall budget
submission.

Budget Select Committee Meetings 2020

The purpose of the Budget Select Committee is to enable an agreed budget to be
submitted to the Legislative Assembly on 02/06/20, and for this budget to be in
accordance with any requirements of the Finance & Audit Ordinance 1988

For the 2020/21 Budget Process the draft budget will be submitted to the Budget Select
Committee of 13/02/20 to 02/04/20, with additional meetings on 08/04/20 and 15/04/20
if required.

The 06/02/20 Budget Select Committee is when high level issues will be discussed:

Major capital projects;

Preventing unfettered growth in operating budgets, without savings to match;

Overall financial resilience and level of reserves;

Reviewing Risks identified in section 9 of the main report and confirming an

approach to how these should be reflected in the budget;

Confirming a suitable level of cover of annual operating expenditure;

e Analysis of budgeted income for Corporation Tax, Personal Tax, Fisheries — ITQ,
Fisheries — llex, Customs — Harbour dues, Investment returns;

e Fee increases that deviate from the default inflation position (based on nine
months to 30/09/19);

e Income trends over the next five years, for example strength of CT receipts;

e Impact of Brexit;

e Summary of total posts in the draft budget for 20/21, looking at existing levels
rather than adding more posts;

e Departmental operating budgets with Directorate summary

e Capital budget proposals — in a consistent format between projects;

e Full narrative of results for any internal reviews.
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10. Transfers and Subventions

10.1The timetable for Subventions will be for organisations (including corporations, such
FIDC, FIMCO and FITB) to submit their requests in required format to Treasury by
14/01/20.

10.2The BSC meeting of and 11/03/20 will be used to identify matters for further discussion
with subvention bodies from the submitted applications. This meeting will also be used
to review the requests for Subventions that have been received and also transfers (for
example lump sum contributions to the Retirement Pension Fund and the Pension (Old
Scheme) Fund).

10.3 The BSC meeting of 18/03/20 will be for the meeting to raise questions with subvention
bodies (which  will have been notified before, so no surprises).

10.4BSC may choose not to have presentations from each subvention body, but rather focus
on particular themes identified.

11. Fees and Charges

11.1A baseline inflation figure will be derived from the nine months to 30 September 2019.
Directorates will be required to incorporate a default provisional fee increase based on
inflation as part of the draft budget submission.

11.2Along with the budget submission, Treasury will main a central list of fees and changes
updated by the fees assumption. These default figures are subject to later review, but
helps front load the administrative process from a financial and legal perspective.

11.3Treasury will maintain a control list of all fees and charges. The fees and charges can be
categorised into: fees that must be reflected in legislation (e.g. Banking licence), no
legislation required (e.g. electricity unit prices) and those fees determined by UK
legislation (e.g. Civil Aviation charges).

11.4The Public Accounts Committee has made some recommendations about the basis on
which “user pays” charges are calculated and amended, along the theme of transparency.

11.5In terms of the timetable, the Budget Select Committee of 11/03/20 will review fees and
charges, and whether there should be any fees that deviate from the central inflation
assumption.

11.6Proposed changes to Taxation allowances, reliefs and charges should be considered at
the same time, and also any budget implications considered.

11.7The ExCo meeting of 06/05/20 will consider policy and major investment implications
arising from the budget process, having already been agreed by the Budget Select
Committee meetings.

12. Legislative Process
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12.1Treasury will be responsible for maintaining the Fees and charges control schedule and
will work with the Legislative drafters on the Finance Bill 2020.

12.2The following pieces of legislation will arise from the 2020/21 budget setting process:

e The Appropriation Bill 2020 - to authorise the withdrawal from the Consolidated
Fund of money for the financial year ending 30/06/21;

e The Capital Appropriation Bill 2020 - to authorise the withdrawal from the
Capital Equalisation Fund for the next financial year;

e The Finance Bill 2020 - to increase various allowances, benefits, charges,
contributions, fees and penalties provided for under the laws of the Falkland
Islands and to make new provision for certain new charges.

12.3 The above Bills will be read for the First time at the Legislative Assembly of
Tuesday 2 June 2020 at 09:00. The Bills will then be referred to the final Budget Select
Committee meetings should this be required. Should Members decide that they are content
with the Bills as they stand and have no further amendments to be made, they may seek to
suspend clause 65 (1) of the Legislative Assembly Standing Rules and Orders “When the
annual Appropriation Bill has been read a second time, the Financial Secretary shall move
that the Bill, and the draft Annual Estimates of Revenue and Expenditure shall be referred to
a Select Committee and such Committee shall consist of the Chief Executive, the Financial
Secretary and all the elected Members of the Assembly.” By virtue of clause 72 “Any of
these Standing Rules and Orders may be suspended with the consent of the majority of
elected Members present.” in order that the Bills may proceed to the second and third
reading.

12.4 Should Members not agree to 12.3, then the final Budget Select Committee
meetings are Tuesday 2 June 2020 at 14:00 (after Legislative Assembly) and Wednesday 3
June 2020 at 08:30. At these meetings the Budget Select Committee will reaffirm the
proceedings of the Committee of the last four months. In the event of any amendments to the
Appropriation Bill, the Capital Appropriation Bill or the Finance Bill following the
Legislative Assembly of 2 June 2020, these would need to be processed.

125 Should there be any changes to the Appropriation Bill 2020, the Capital
Appropriation Bill 2020 or the Finance Bill 2020 from the final Budget Select Committee
meetings on Tuesday 2 June 2020 and Wednesday 3 June 2020, these changes will be made
by Attorney General’s Chambers.

12.6 Legislative Assembly then resumes at 09:45 on Friday 7 June 2020 and addresses
the remaining the remaining stages of the Appropriation Bill 2020, the Capital Appropriation
Bill 2020 and the Finance Bill 2020. The Financial Secretary will report back from the
Budget Select Committee meetings of Tuesday 2 June 2020 and Wednesday 3 June 2020 and
explain any policy changes and reasons for them.
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