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1.3	The Budget Plan UPDATE
Overview
The 2009‑10 Budget Plan was developed in an environment of uncertainty, with the objective of returning the budget to surplus over a longer time frame, with flexibility to respond to changed circumstances.
The economic slowdown was not as severe nationally, as well as locally, as predicted at the time of the 2009‑10 Budget.  The underlying budget is, however, still in deficit in the order of $173 million.  The need for the Budget Plan remains.
The 2009‑10 Budget Plan foreshadowed savings commencing in 2010‑11 to return the Budget to surplus in 2015‑16.
The Budget Plan targets have been updated to take account of changes in the economy, revenue growth, and new policy initiatives.  The 2010‑11 Budget Plan targets a balanced budget by 2013‑14, two years earlier than previously projected.  The Budget Plan contemplates modest surplus of around 1½ per cent of the Budget.
This Budget incorporates around two thirds of the requisite savings to return to surplus.  Further savings of $25 million would be required in each of 2011‑12 and 2012‑13.
The underlying expenditure trajectory has been lowered, with compound annual average growth rate over the Budget and forward estimates period being reduced by around ½ per cent per annum.
The gradual and sustained adjustment is a key feature of the Government’s Plan which ensures that no sharp and unnecessary adjustments are made, and that priority services to the community are preserved and in fact enhanced where necessary.


2009‑10 Budget Plan
In the 2009‑10 Budget, the Government adopted a Budget Plan to restore the budget to surplus.
In view of the considerable uncertainty around the depth and the duration of the economic slowdown both internationally and nationally, a seven‑year plan was developed with the return to surplus targeted for 2015‑16.
The objectives of the Budget Plan are to:
	adopt a measured approach to addressing the deficit;

achieve a balanced budget by the target year of 2015-16;
identify annual saving targets over the forward estimates period that set the aggregate revenue and expenditure trajectories to meet over the planning period;
ensure that in restoring the surplus, core services, community safety, and risk mitigation and protection are maintained to the high standard the community expects; and
plan for adequate growth in expenditures to meet the needs of a growing population, and in particular, in the priority service areas such as health and education.
Under the Plan, the savings task was to be progressively undertaken and completed by 2012‑13.  Beyond the forward estimates period, the expenditure and revenue trajectories were projected to converge through expenditure growth being constrained below the revenue growth rate.
The Plan incorporates flexibility and adequate lead time in realising the savings required.  For example, the 2009‑10 Budget identified the requisite savings for 2010‑11.  Likewise, the 2010‑11 Budget identifies the requisite savings under the Plan for the 2011‑12 financial year and beyond.
The Plan’s savings targets were updated following the release of the Commonwealth Budget on 12 May 2009.
Table 1.3.1
2009‑10 Budget Plan Targets and Savings Incorporated in the Budget

2009-10
$’m
2010-11
$’m
2011-12
$’m
2012-13
$’m





2009-10 BUDGET PLAN TARGETS
0
59
118
178





Measures in the 2009-10 Budget




Wages Policy
11
20
29
37
Efficiency Dividend
0
18
18
19
Unallocated Savings
-11
21
71
122

As highlighted in the above table, around two thirds of the savings required for 2010‑11 were reflected in the 2009‑10 Budget, with the remaining (unallocated) savings of $21 million.
Savings Incorporated in the 2010‑11 Budget
The 2009‑10 Budget Plan had targeted 2010‑11 as the year for commencement of savings.  This was to allow adequate time for consultation and consideration of saving measures.
Table 1.3.2 below shows the savings incorporated in the 2010‑11 Budget.
Table 1.3.2
Savings in the 2010-11 Budget and Forward Estimates
 
2010-11
2011-12
2012-13

$’m
$’m
$’m




MEASURES IN THE 2010-11 BUDGET



Wages Policy
17
25
35
Efficiency Dividend
18
18
19
Other Savings Measures
13
26
31
TOTAL MEASURES IN 2010‑11 BUDGET
48
70
86
Table 1.3.1 indicates that the original Budget Plan envisaged $59 million in recurrent savings being delivered in 2010‑11.
Table 1.3.2 above indicates that the Budget incorporates saving measures of $48 million in 2010‑11, which increase and almost double across the forward years.  In effect, this Budget partly meets future Budgets’ saving task.
As discussed below, the remaining savings task has been reset in the context of the 2010‑11 Budget Plan.
2010‑11 Budget Plan

The economic circumstances have changed since the time of the 2009‑10 Budget.  The extent of the economic slowdown both nationally and locally was not as severe as predicted at that time.
This was in part due to the fiscal stimulus measures of the Commonwealth Government to support the economy, and the local initiatives by the Territory Government.
The revenue outlook has improved since the last Budget, with the increases in GST Pool, housing market revenue, and income from financial assets.  However, over the period 2007‑08 to 2010‑11 aggregate underlying revenue is flat in real terms.
The magnitude of the forecast underlying deficit has reduced since the last budget, in part due to the improvement in economic circumstances, and the efficiencies and savings incorporated in the budget.  The underlying budget is, however, still in deficit, in the order of $173 million.
The need for the Budget Plan remains.
In view of the improvement in revenues, the Government is advancing its target to return the budget to surplus by two years to 2013‑14, i.e., over the forward estimates period.
With this exception, all the other objectives of the Budget Plan remain unchanged.  In returning the budget to surplus, the Government remains committed to preserving and enhancing priority services to the community.
The Budget Plan targets have been updated to take account of changes in the economy, revenue growth, and new policy initiatives including the advancement of the return-to-surplus date.
Figure 1.3.1 below provides an overview of the modelling periods and the associated assumptions.
Figure 1.3.1
2010‑11 Budget Plan Assumptions and Targets
file_0.wmf
Base Year

2009-10

2010-11

2011-12

2012-13

2013-14

2014-15

2015-16

Assumptions

Revenue

Expenses

Budgeted

$95 million

$136 million

$140 million





Projection Period

Growth

Saving Targets



Budget and Forward Estimates

5.25 per cent

4.5 per cent



Table 1.3.3 below provides the updated savings targets for the 2011‑12 and 2012‑13.
Table 1.3.3 
2010-11 Budget Plan Targets
 
2011-12
2012-13
2013-14

$’m
$’m
$’m
2009-10 Budget Plan Savings
118
178
178
2010-11 Budget Plan Savings
95
136
140
Savings Incorporated in the Budget
70
86
89
Unallocated Savings – 2010-11 Budget
25
50
51
Under the updated Budget Plan, the savings task for 2011‑12 is $95 million.  Measures identified and incorporated in this Budget would deliver $70 million in savings, leaving unallocated savings for 2011‑12 in the order of $25 million.
The above table highlights that savings incorporated in the 2010‑11 Budget significantly reduce the savings task in the forward years.
In summary, the updated Budget Plan for 2010‑11 targets a balanced budget by 2013‑14 through additional savings of around $25 million each in 2011‑12 and 2012‑13, in addition to those incorporated in this Budget.  
The Expenditure Review and Evaluation Committee will continue its work in conjunction with agencies to develop and assess savings measures.
Under the Budget Plan, the underlying expenditure trajectory (i.e., excluding the stimulus measures) has been lowered substantially, with compound annual average growth rate over the Budget and forward estimates period being reduced by around ½ per cent per annum.
Beyond the forward estimates, expenditure growth is to be restrained at 4½ per cent per annum, while revenues are projected to grow at 5¼ per cent per annum.  A modest surplus is projected at the end of the Budget Plan period in 2015‑16.
The gradual and sustained adjustment is a key feature of the Government’s Plan which ensures that no sharp and unnecessary adjustments are made, and that priority services to the community are preserved and in fact enhanced where necessary.
Figure 1.3.2 below highlights the effect of the Budget Plan on the trajectory of the underlying expenses.  The chart also includes the Budget Plan projections to 2015‑16, indicating a surplus reaching around 1½ per cent of the budget.
Figure 1.3.2
2010-11 Budget Plan Underlying Aggregate Expenditure
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Approaching the Implementation Task
In the 2009‑10 Budget, the Government outlined its implementation approach involving:
	community engagement;

establishment of Expenditure Review and Evaluation Committee; and
regular reporting to and consideration by the Budget Committee of Cabinet.
This approach was implemented in 2009‑10, and will continue in the coming year.
Community Engagement
In July 2009, the Treasurer invited community, industry, unions and business groups to provide input into the 2010‑11 Budget development process.  Stakeholders were asked to share their views and suggestions for future priorities, along with ideas on how to achieve savings to return the Budget to surplus.
A total of 72 submissions were received with two thirds from community groups and non government organisations, a quarter from individuals and the remainder from unions and business.
Two thirds of the submissions focused on the need for additional resources, particularly in response to the increased demand for services as a result of the global financial crisis.  A third of the submissions addressed budget recovery issues, with a small number proposing increased taxation or cost recovery for government services.  
The initiatives funded in the 2010-11 Budget were developed taking into account the views and suggestions provided by the community in the consultation process. 
In the coming year, the Government will continue its approach of consulting with the community and seeking its views on service delivery and the savings task.
Expenditure Review and Evaluation Committee
The Expenditure Review and Evaluation Committee was established in 2009.  The Committee is jointly chaired by the Under Treasurer and the Chief Executive of the Chief Minister’s Department.
The Committee reports to Cabinet and is to provide advice on measures and options to improve the efficiency and effectiveness of Government services and programs and on resource allocation priorities.
The Committee’s governance, as agreed by Government, involves the Management Council as a Reference Group.
The Committee’s task is to engage with agencies to identify:
	opportunities to improve efficiency through better processes and structures, and where appropriate, through the use of new technologies;

options to redesign agency programs, and cross‑agency service delivery models to increase their effectiveness; and
opportunities to target programs from areas of lower need to emerging higher needs within an agency, and across agencies.
The Committee has provided advice in the development of 2010‑11 Budget.  Its remit, however, is longer term in nature, to assist with the recovery of the Budget as well as to develop options to maximise welfare and services delivered by the Government in an environment of growing need and limited resources.
During 2009‑10, the Committee assessed the agency implementation plans for efficiency dividend measures and provided advice to the Budget Committee of Cabinet on their achievability and any potential risks.
During the year, the Committee scoped a number of reviews of whole of government areas with a view to improving efficiency of structures and business processes.  Those areas include procurement, HR, finance and shared services.  The reviews would be completed in the first half of 2010‑11.
The Government has agreed to post implementation reviews of past initiatives and programs.  This work will commence early in the financial year, and completed in advance of the 2011‑12 Budget process.

Savings in the 2010‑11 Budget
The savings incorporated in the 2010‑11 Budget significantly improve the operating balance, as highlighted in Figure 1.3.3 below.
Figure 1.3.3
Budget Net Operating Balance – Effect of Savings
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During 2010‑11, the Committee will again work with agencies to develop and assess implementation plans for the delivery of the efficiency dividend for 2011‑12, and to identify further measures to achieve the unallocated savings of $25 million.


