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Intervention Summary

Title:  Montserrat Budget Aid 2014/15
	What support will the UK provide?


	1. The UK will provide:
· Up to the lower of EC$71.7 million or £16.2 million (which is the equivalent sterling amount at the current exchange rate of EC$4.425=£1) in normal recurrent budget aid to the Government of Montserrat (GoM) in 2014/15.  This includes EC$2.0 million to fill critical capacity gaps and support long term capacity development, EC$6.0 million to subsidise air and sea access to the island and EC$2.5 million to finance a Contingency Fund; and 
· Up to the lower of EC$3.1 million or £0.7 million for Short-Term Technical Cooperation (which in previous years has been funded separately through a project).  Folding STTC into the budget aid settlement will help ensure that DFID support to capacity development in Montserrat sits under the same project, working to the same stakeholders.  It will also help streamline OTD’s portfolio of projects in Montserrat.  
2. The maximum total support in both the normal recurrent budget and STTC is therefore $74.8 million or £16.9 million.   GoM revenue is forecast at EC$46.0 million, which results in a total budget of EC$120.8 million (including the additional STTC). 

3. This settlement provides for continued provision of public services to meet the reasonable assistance needs of the population of Montserrat, including health, education, and securing air and sea access

4. GoM’s recurrent budget excludes capital costs as these are met from a separate “development” budget which also finances stand-alone projects
.  For 2014/15 the development budget is estimated at £15.9 million.  GoM receives European Union general budgetary support worth up to Euro 5 million per year
.  The Caribbean Development Bank also provides technical assistance and is co-financing with GoM and DFID a new power station. UNICEF provides some limited support to Early Childhood Development.

 

	Why is UK support required?


	5. The UK is responsible for meeting Montserrat’s reasonable assistance needs.  Since volcanic eruptions devastated the island in 1995 the GoM has been ODA eligible and dependent on UK support, without which it would face a chronic budget deficit, would be unable to provide most essential public services and would not be able to create the right conditions to ensure social and economic development.  The recurrent budget provides public services to meet the reasonable assistance needs of the population of Montserrat, including health, education, and securing air and sea access, as well as a platform for wider economic development on the island. 
6. Technical capacity to deliver effective and efficient public services remains constrained and budget aid includes provision to attract qualified and skilled professionals to Montserrat whilst training Montserratians to fill these positions in the medium term.  The budget also includes a recurrent subsidy for access to ensure emergency evacuations and support economic development.
What will we do to tackle this problem?
7. The budget aid package for 2014/15 covers three specific areas.  First, it funds the shortfall between GoM’s domestic revenue and the minimum spend GoM needs to maintain reasonable provision of a range of public services.  Second, it enables qualified regional or international staff to fill critical positions which cannot currently be filled locally.  Support here also allows longer-term capacity development to drive more effective and efficient public services.  Third, it provides a subsidy to sea and air service providers to ensure that island’s access needs are met.   
Who will be implementing the support we provide?
8. Support goes directly to the GoM which is responsible for implementation.  Funds for technical cooperation, the access subsidy and the Contingency Fund are ring-fenced and require DFID agreement for alternative use, whilst funds within the normal recurrent budget financing can be moved from one budget heading to another with the appropriate GoM approval.  The use of any in-year budget surpluses requires advance approval from DFID.  All government agencies, including parastatals in receipt of government funds, are involved in implementation of budget support. 



	What are the expected results? 


	What will change as a result of our support?
9. The UK is responsible for meeting Montserrat’s reasonable assistance needs and our support will ensure that GoM’s public administration continues to function and that public services are delivered in critical areas such as education, health, access, social protection and justice.  Continuation of budget aid alone is expected to deliver only incremental economic development but without it much would change.  The island’s well-being, provision of public services and GDP per capita would fall dramatically without budget support.  This would lead to further emigration, particularly of those of working age, making public services more expensive to provide per capita and undermining efforts to encourage investment, promote private sector development, and broaden the tax base.
What are the planned outputs attributable to UK support?
10. The planned outputs of the 2014/15 budget support to Montserrat are:

i) GoM budget setting and management in line with best practice to maximise revenue and minimise expenditure e.g. PEFA standards;

ii) Reasonable assistance met through improved effectiveness of public services (measured against a sample of prioritised GoM public sector targets);

iii) Public sector capacity improved through the provision of technical assistance;
iv) Improved regular and reliable air and sea access to Montserrat to support reasonable assistance needs (including economic development)
How will we determine whether the expected results have been achieved? 
11. GoM priorities are set out in their Sustainable Development Plan (2008-2020) and incorporated into the Medium Term Expenditure Framework (MTEF) approach to planning and budgeting. CARTAC and the EU provide sustained technical assistance to improve MTEF processes, and progress is reviewed annually under the Public Financial and Economic Management (PFEM) Reform Action Plan. The Cabinet Secretariat is responsible for regular performance monitoring and reporting, enabling the Cabinet to fulfil its oversight responsibilities for the budget, public service capacity and delivery, and access to the island. Once approved, the budget is formalised through a MoU.  

12. DFID receives the quarterly progress reports provided to Cabinet prior to disbursement of budget aid tranches and conducts a mid-year review (MYR) to assess budget progress. Where performance has not been in line with expectations, remedial measures are discussed and agreed with GoM.  In addition, OTD sector advisers visit twice a year on average to review the adequacy of public services provided.  The next full annual review of budget aid in early 2015 will review overall performance against expected results and include a Project Completion Report for the 2014/15 budget.  
13. At the last budget, DFID’s share of the recurrent deficit was calculated at 56%, and providing EC$71.7 million in 2014/15 as set out above is expected to leave this ratio unchanged (using the same calculation as last year
).   The OTD Operational Plan had originally forecast a decline in DFID’s share of the recurrent budget.  This was based on a 2009 “Roadmap” economic and fiscal assumptions that have not held and, following advice to Ministers, the Roadmap targets were abandoned.  OTD will produce updated assumptions over the next three months in order to revise DFID’s target recurrent budget trajectory. 


Business Case for:   Montserrat Budget Aid 2013/14 

Strategic Case


The expected outcome of this aid settlement, building on previous budget aid provision, is that efficient and effective public services allow for continued coverage of reasonable assistance needs on Montserrat. In the context of Montserrat, “public services” extends to the provision of regular access between Montserrat and Antigua, a neighbouring island. 

	


Appraisal Case

	A. What are the feasible options that address the need set out in the Strategic case?

1. The Strategic Case sets out the financing need of the GoM to deliver basic public services.  As Montserrat is a UK Overseas Territory, HMG has a responsibility to ensure that reasonable assistance needs are being met, cost effectively.  The feasible options to address this need are limited.
2. The counterfactual “do nothing” option would consist of DFID not providing any support for the recurrent budget.  This would leave a large financing gap in the GoM’s budget and lead to a sharp fall in public expenditure and service provision.  This would in turn lead to further emigration of Montserratians, who, in general, immigrate to the UK, US and neighbouring islands.  Those that remain would face major declines in the quality of public services including education and health.   This option would not meet the reasonable assistance needs of the island and would therefore contravene the UK’s legal responsibility to Montserrat to promote to the utmost the well-being of the population, as set out in the UN Charter
.
3. Having identified the need for support to deliver against the UK’s obligations, the key issue becomes how that support is provided to deliver the best outcomes and value for money.  Two options are considered: a projectised approach whereby the UK delivers specific services through a series of projects; or general budget support to cover the full amount of GoM’s financing needs allocated through GoM’s budget management processes:
Projectised approach:  This option would involve establishing a series of projects to deliver specific services, funded and managed by the UK, requiring a parallel system of planning, budgeting and service delivery outside GoM’s control.  This represents a  clear departure from the process adopted to date of working through GoM’s systems.  It would require a readjustment in HMG’s relationship with the GoM with a significant reduction in the current level of devolution.  

General budget aid:  This involves the UK providing aid directly into the GoM’s consolidated fund which is allocated through GoM planning, budgeting and disbursement processes.  This approach allows money to be ring-fenced for specific activities if required.  In Montserrat, this means setting specific amounts for the subsidy for sea and air access; technical cooperation and training schemes to improve local capacity; a contingency fund; and an amount for any potential liabilities that may arise in-year.  This approach does not preclude the use of additional resources for targeted projects if deemed necessary.



	B. Assessing the strength of the evidence base for each feasible option including delivery routes
In the table below the quality of evidence for each option is rated as either Very Strong, Strong, Medium, Limited (or No Evidence)
Option

Evidence rating

1. Projectised approach (meeting reasonable assistance needs through a series of individual projects).
 Medium (OTD has experience of project support in other areas)
2. Providing general budget aid support (of EC$74.8 million) to meet reasonable assistance needs.
Strong (OTD has delivered budget aid in this way for a number of years)


	C. For each feasible option, what is the assessment of local capacity?  Is the intervention likely to strengthen capacity in a durable manner?

4. Option 1/ delivering support through a series of DFID projects would constrain the development of local capacity (relative to option 2/budget aid) because:  a) GoM ownership of the budget and responsibility for delivering services would be weaker; and b) this would be a less cost effective approach to delivering services, leaving less resources to direct to capacity building in Montserrat.      
5. Currently (i.e. Option 2) GoM’s Chief Human Resources Officer is responsible for identifying and coordinating priority training needs and critical capacity gaps of GoM departments to deliver GoM’s strategic plans and priorities.  Funds provide for the continuation of the Annual Country Training Scheme, which supports long term capacity development, as well as funds to help fill critical gaps in the public sector, whilst simultaneously developing GoM capacity.  This support is complemented by a separate DFID technical assistance programme which allows GoM to secure expert help as necessary on short-term or ad hoc pieces of work such as evaluation or research.


	D. What is the likely impact (positive and negative) on climate change and environment for each feasible option?

Categorise as A, high potential risk / opportunity; B, medium / manageable potential risk / opportunity; C, low / no risk / opportunity; or D, core contribution to a multilateral organisation.

Option

Climate change and environment risks and impacts, Category (A, B, C, D)

Climate change and environment opportunities, Category (A, B, C, D)

1. “Projectise”: meeting reasonable assistance needs through a series of individual projects. 
B

B
2. Meeting reasonable assistance needs through provision of general budget aid support (of EC$ 74.8 million)
B
B
22. The likely impact of this project on climate change and the environment is classified as medium.  The likely impact of climate and environment on this project is also medium.  There are related climate and environment opportunities.  From a climate and environment perspective option 2 is better value for money than a projectised approach (for the same reasons set out earlier) and so minimises climate and environment risks and maximises opportunities.  Under option 1 GoM would be less able to sustain a Department of Environment and/or be able to implement and follow up on environment and climate related strands of work. Option 1 would be a less cost effective way of providing support which could adversely impact on climate change and environment activities.


	E. If any, what are the likely major impacts on social development?
23. The proposed budget aid settlement/ Option 2 covers all GoM public services sectors, including those with key contributions to social development and human capital accumulation, namely health, education and social services. DFID’s support enables the GoM to address the needs of the more vulnerable groups in society (the elderly, the disabled, vulnerable children and families). DFID monitors these areas, providing technical assistance where appropriate.   
Capacity Development

24. Montserrat’s small and declining population has created severe capacity constraints which present a continued and significant challenge to both the effective delivery of existing government strategic objectives, including the provision of core public services, and the ambitious reform agenda. The UK Government’s responsibility to meet the reasonable assistance needs of the aid-dependent Territories encompasses the provision of technical expertise and capacity, where this cannot be sourced locally. 

25. GoM has highlighted a number of critical areas where skills are not currently available on island, for example in health, education and social services, including child safeguarding. DFID’s budget contribution includes provision to attract qualified and skilled professionals to Montserrat, whilst training Montserratians to fill posts in the medium- or longer term, in order to ensure that adequate expertise is available on island to meet reasonable assistance needs.
26. In Montserrat, DFID has responded to this obligation in a number of ways:

i) long-term capacity development through the Annual Country Training Scheme (ACTS) which is funding for training grants to enable Montserratians to gain technical, academic or vocational training/attachments in fields prioritised by public service senior managers on the basis of organisational review. These bond the recipient to return and work for GoM for a number of years, seen by GoM as a key aspect of government capacity building. From 2012/13 this is achieved through an allocation in the recurrent budget met through DFID’s budgetary aid programme, which replaces an annual standalone project.  Most of the EC$1.5 million set aside in the 2014/15 budget for this purpose has already been committed (e.g. courses already started) but it also provides for new degree/vocational courses in priority areas as agreed by GoM and DFID (including statistics, social work, engineering and construction).
ii) long-term technical cooperation: funding for technical expertise to perform priority line functions within GoM where local capacity does not exist. From 2012/13 this has been achieved through an allocation in the recurrent budget met through DFID’s budget aid programme, which replaces a series of ad hoc interventions over a number of years;

iii) short-term technical cooperation: funding for technical expertise to provide short-term advice to GoM, where local capacity does not exist, in connection with design or implementation of policy, institutional, or infrastructure initiatives. DFID has until now been supporting this through a stand-alone project and is bringing this in under budget aid this year to maximise synergies with the long term technical cooperation work. Indeed, the long term objectives and key stakeholders of both are the same. This will also mean less administrative burden for GOM. 
Social Policy

27. Montserrat, like other aided OTs, is challenged by an acute lack of socio-economic data that undermines the establishment of a decent evidence base on social development indicators, including poverty levels. This hinders policy analysis, social planning and budget prioritisation. DFID has therefore agreed with the GoM that a Chief Statistician (advert pending) and a Senior Social Policy Planner (in place) are key posts to be supported by DFID funding. This should help to create a more solid evidence base of socio-economic data and indicators to measure progress. It will also facilitate implementation of the key objectives of the GoM’s MTEF and in ensuring that one of the key underlying principles of the Strategic Growth Plan reform framework (known as the “MOU”)
  inclusive growth is being met.    
28. Though data is limited, the CDB’s Comprehensive Poverty Report, (published in 2013) reports that in 2009 36% of the population were classified as poor, a third of whom are under 15 years of age, with a further 3% classified as extremely poor
. Whilst there are some questions about data reliability, the report notes that the primary causes of poverty in Montserrat are economic – low wages, continually rising prices and lack of employment opportunities.  DFID supported a GoM welfare review in 2013 and there is EC$ 0.6 million in the 2014/15 budget to begin to implement the key recommendations
. Moreover, DFID’s anticipated support for GoM’s SGP is expected to be a key factor in economic development, providing jobs and investment opportunities for people living on Montserrat, and attracting inward investment and immigration. This work is premised on a number of key government reforms to create an enabling environment for inclusive growth as well as securing private sector commitment. 
29. Civil society is relatively weak in Montserrat, although there is a strong Church base (of various denominations) that has been engaging with the child safeguarding work. Improved dialogue with Civil Society is recommended on social policy and annual budgeting as well as GoM’s longer term development plans. 

Health

30. From the limited data available on progress against the Montserrat MTEF (2011-2014), it is clear there are challenges in meeting reasonable assistance needs in some public service areas. Health indicators in Montserrat are reasonably good in terms of life expectancy, vaccination coverage and low infant and child mortality
, but the prevalence of Non Communicable Diseases (NCDs) is high, with 10% and 16% of the adult population suffering from diabetes and hypertension respectively.  Approximately 14% of the total recurrent budget is allocated to health and social services. Health needs on Montserrat are largely determined by the demographic profile (ageing population) and disease burden. The burden of NCDs is likely to increase in the future due to the expected growing proportion of elderly people, the prevalence of risk factors in the adult and child population, and the delayed impact of any preventive or corrective measures that may be implemented. DFID will support a functional analysis of Health and Social Services this year and will support an operations and management improvement programme aimed at improving range, quality, efficiency and effectiveness of service provision. 

Education
31. In education, there was significant improvement in 2013 in both primary and secondary school learning outcomes.  Primary pupils’ performance in the Grade 3 and Grade 5 tests in English and Maths was reported to be slightly better than in 2012, with girls continuing to achieve higher scores than boys. Pupils in the two grant-aided primary schools regularly perform better than those in the two public schools.  At secondary level, 26% of the students in the Form 5 year group achieved five good passes in the CSEC subject examinations, including English and Maths, in 2013. This is significantly better than the 23% in each of the two previous years but still falls short of the overall 30% target for 2013, set in the MSS Review Report of 2011. 24% of the boys and 29% of the girls met the target, which represents a very significant reduction in the gender gap. At post-secondary level, Montserrat Community College (MCC) also reports an improvement in CAPE results (equivalent to A Levels) from 73% in 2011, to 79% in 2012, and to 90% in 2013. In 2012 and 2013 reductions in the subvention to MCC resulted in the regrettable withdrawal of some programmes, particularly technical and vocational courses. At tertiary level, 14 students from Montserrat currently hold scholarship awards for first degree courses at various universities, including six at UWI (at a total cost of EC$1.1m).
Housing

32. GoM finally closed the temporary shelters in 2013, in place since the volcanic eruptions, and is beginning to decant the temporary wooden family units this year. Whilst this demonstrates progress there is still an unmet need for sheltered housing for vulnerable people and over 400 people on the general housing waiting list. Approximately 4% of Montserratian homes are below decent home standards, with no water or sanitation, a situation GoM will seek to address during 2014, with budget aid support. A small but growing number of deportees also require to be housed by the GoM.

33. During 2013 DFID supported a condition survey on the Force 10 houses and flags which raised significant safety issues due to a combination of design problems and lack of maintenance.  Lack of maintenance is also a concern with regard to the sustainability of the sheltered housing for the mentally challenged and vulnerable population. DFID and GoM will discuss further during 2014. Meanwhile, acceptable housing standards will be enshrined in the Housing Bill (2009) due to be enacted by June 2014 and in the draft building code, awaiting approval. Both will provide for an improved regulatory and procedural housing framework, supported by a restructuring of MAHLE. 
34. With regard to other vulnerable population groups, child safeguarding will continue to be supported through the budget aid settlement and through a new OT wide child safeguarding project. A recent amendment in Montserrat’s Penal Code has seen an increase in sentencing for the abuse of a child under 13 from 2 to 14 years and for children 14-16, to 10 years. Outstanding work on the Mental Health Bill should also be taken forward this year and TC funds will support for a mental health officer. Funding is available within the hospital and health care improvement project to support improvements in reach and quality of elderly care, starting with a review with options in 2014.
35. GoM faces difficult choices in how to allocate available resources, which are being made in the context of important efficiency drives. Table 2 provides an overview of recent GoM budget performance in the social sectors.
Table 2: Social Sectors Recurrent Budget Comparison

EC$ 

(All figures exclude technical cooperation)

2011/12

Actual 

Expenditure

2012/13

Actual Expenditure 

2013/14

Actual

Expenditure

2014/15

Estimate
Ministry of Education, Youth Affairs & Sports 

7,773,028

8,910,273

8,648,362

8,118,800

Ministry of Health and Social Services, comprising:  

16,565,543

15,692,189

16,520,978

15,046,600

36. The Draft Budget Estimates for 2014/15 include projected recurrent expenditure of EC$8,118,800 under the Ministry of Education, Youth Affairs and Sports. This represents a reduction of 5.4% from the Revised Estimate for 2013/14, which was itself a reduction of 3.7% from the actual expenditure in the previous year. Total public expenditure on education in the 2014/15 budget estimates will be made up of three elements: the recurrent budget of MoEYS; capital expenditure on school infrastructure under MoFEM; and ‘subventions’ (to UWI and to MCC) and ‘grants’ to private primary schools under the Office of the Premier. This amounts to a total of EC$11,973,000 on education, which represents 8.25% of total public expenditure in Montserrat, compared with a Caribbean regional average of 11.9%  and a global median of 14.4% in 2011 (according to the UNESCO Global Monitoring Report for 2013/14). The Ministry of Education out-sourced the school meals and bus services in January 2013, in order to reduce the public sector headcount and payroll, and to stimulate the private sector.  These aims have not been achieved and the 2014/15 budget includes the same EC$0.5 million bus service subsidy as was made in 2013/14.   
37. The draft budget estimates (2014/15) for the Ministry of Health and Social Services currently shows a decrease of approximately EC$1.5m from actual spend in 2013/14. Over time there is a fall in the budget, especially when taking inflation into account.  The fluctuations in this time period show that severe budget pressures cause draft estimates generally to be revised upwards during the year. It is important to monitor these pressures in relation to service delivery against set performance targets to ensure adequate provisioning. The functional analysis expected during 2014 may recommend efficiency.

38. In general, efficiency savings across all budgets will need to be clearly distinguished so that performance targets can be pursued with minimal negative impact on service delivery.


	F. For fragile and conflict affected countries, what are the likely impacts on conflict and fragility, if any?   Not applicable.

	G. What are the costs and benefits of each feasible option?  Identify the preferred option.
Option 1: “projectised” approach: meeting reasonable assistance needs through a series of individual projects. 
Benefits (relative to providing budget aid/Option 2):

· The principal benefit is that Option 1 would increase DFID’s direct control over specific areas of budget spending and delivery (although this control also has costs attached).

The principal costs (relative to providing budget aid/Option 2) are:  

· Setting up and delivering a series of projects would be significantly more expensive to administer (particularly as the support provided covers the full range of public service sectors).   
· A parallel system of planning, budgeting and service delivery owned by DFID would be required.  
· There would be sizeable additional transactional costs from delivering projects remotely in this way, including DFID staffing costs.

· There is a risk that OTD is stretched too thinly by such as an approach, and is less able to focus on the key, priority parts of the Montserrat budget and wider programme. 
· Reducing GoM’s direct ownership of parts of the budget in this way could also constrain longer-term technical capacity development within Montserrat’s public sector.   
· Such an approach could also skew accountability away from domestic constituents, and potentially impair DFID’s relationship with GoM.
Option 2: “provision of general budget aid support to meet reasonable assistance needs (of EC$74.8 million)
39. As set out above, benefits of Option 2 relative to a “projectised” approach include: a) reduced transactions costs from local delivery; b) minimising duplication of planning and delivery systems; c) empowering authorities to improve their policies, budgets and service delivery systems; d) encouraging longer-term technical capacity development; and e) strengthening public accountability.   There are potential costs to DFID (relative to option 1) through weaker ownership and therefore control of the detail of service delivery and public financial management.  Overall, the benefits of Option 1 clearly outweigh any such costs.    
40. Option 2 is therefore the most efficient way of meeting OTD’s reasonable assistance needs.   In terms of the overall size of DFID’s contribution, the overarching objective of budget aid engagement throughout the year is to meet reasonable assistance needs in the most efficient way. DFID’s financial contribution and policy engagement covers the full range of public functions in Montserrat, including (but not restricted to) the individual Departmental settlements (e.g. health, social services, education, policing, justice, customs, agriculture, works, labour and the finance ministry) and areas such as financial sector liabilities, tax, access, regional subscriptions and fees, contingency budgeting, training through ACTS and technical capacity support
. 

41. As set out in more detail elsewhere in the Business Case, there has been a rigorous process over the year to maximise revenues and minimise costs in the 2014/15 budget, culminating in a proposed DFID contribution of EC$74.8 million.   This included the Medium Term Economic Framework (MTEF) process that fed into initial Departmental bids to the finance ministry, two budget aid missions (where DFID interrogated policy progress as well as budget performance and spending needs), complemented by OTD sectoral advisor visits and analysis.  Overall, the 2014/15 DFID settlement outlined has been contained to a (below inflation) 2% rise on last year’s contribution, whilst accommodating an increase in recurrent spending on (amongst other things): maintenance, access, training, and implementation of a social welfare review.   This has been achieved by stretching targets for tax revenue growth (up 6% on 2013/14)
, and spending restraint, including ongoing civil service rationalisation and a pay freeze.
42. A lower 2014/15 settlement amount would not represent an efficient, sustainable way of ensuring that reasonable assistance needs are met.  For example, a smaller DFID contribution in 2014/15 would likely lead to some or all of the following: a) underspending on routine maintenance (which will lead to degrading of assets at a higher future cost), b) under-provisioning for regional liabilities (leading to another build-up of arrears, with associated interest payments), c) sub-optimal spending on access and other functions that are critical for economic development (weakening medium-term private sector and tax revenue growth) and; d) less provision of training and capacity support (constraining the goal of reducing dependency on UKG).   

43. Based on the available evidence, Option 2/ budget aid support (of EC$74.8 million) is therefore the recommended option.



	H. Theory of Change for Preferred Option

[image: image1.emf]Processes

Annual budget aid mission agrees  

budget settlement and monitors 

performance against previous budget 

settlement, as well as quarterly and mid 

year reviews of financial and policy 

progress.  

GoM manage budget efficiently and 

effectively to deliver public services.

GoM engenders an environment that 

encourages macro-economic growth 

through private sector development, 

greater levels of tourism and inward 

investment.  (Implementing the May 

2012 MoU).

TC officers in critical posts across 

government, implementing service 

delivery activities; and up skilling  of local 

staff.

Access subsidy covers annual operational 

costs of the ferry and subsidises air 

services.

Inputs

Finance– DFID funding of up to 

EC$74.8m/£16.9m.  GoMfunding of 

EC$46m/£10.4m.

HR – DFID advisory and programme 

management.  GoMtechnical and 

administrative support.

Outputs

Budget 

management in line 

with best practice to 

maximise revenue 

and minimise

expenditure.

Improved 

effectiveness of 

public service 

provision 

(measured against a 

selection of 

prioritised GoM

public sector 

targets).

Improved human 

resource capacity in 

the public sector.

Improved regular, 

safe and reliable air 

and sea access to 

Montserrat.

Outcome

Efficient and 

effective public 

services maintain 

coverage of 

reasonable 

assistance needs 

with minimum 

budget 

contribution from 

UK Government

.

Impact

Robust fiscal 

management 

delivers 

sustainable 

social and 

economic 

development.

Assumptions

The main endogenous assumptions are:

•

Tax compliance improves revenues;  accurate budget forecasting. 

Evidence: Medium

•

Implementation of the MTEF ensures adequate budget allocated to 

priority public services. Evidence: Medium

•

Effective training and capacity development leads to improved skills 

and retention of qualified staff. Evidence: Medium

•

The combination of inputs, together with complementary activities to 

improve conditions for investment will create an enabling 

environment for economic and social development on the island and 

over time this will reduce dependency on the UKG.  Evidence: 

Limited




	44. Whilst UK aid to Montserrat is non-discretionary under the provisions of the 2002 International Development Act, there are nevertheless a set of key assumptions and evidence underlying a theory of change for budget aid support. These underline the choice of Option 2 and may be summarised as follows:

· DFID funding allows Montserrat to balance its recurrent budget and this enables GoM to maintain essential public services and access to the island (evidence: strong/medium.)  Before and during the mission, the DFID budget aid team assesses a range of evidence provided by GoM including national and departmental accounts and estimates, MTEF strategies and planning documents, information on budgetary and public service delivery processes, and conducts an Annual Statement of Progress on the Fiduciary Risk Assessment.  
· The development of a Medium-Term Expenditure Framework (MTEF) enables GoM to improve budget management overall. Specifically, it helps GoM to manage its total budget in line with best practice to maximise revenue and minimise expenditures, effectively allocating the budget in line with the GoM Sustainable Development Plan (SDP) to promote economic and social development (evidence: medium/low).  The DFID team and GoM review performance on expenditure and revenue raising mechanisms in detail during the Budget Aid Mission, including how performance and planning links to service delivery outputs and outcomes. Although budget settlements are currently agreed on an annual basis, continued monitoring of the MTEF process enables discussion of budget allocation and service sector performance over time. This is a work in progress and GoM are working with their government departments to improve overall budget and planning processes. 
· Provision of technical co-operation (TC) enables improved financial management and delivery of services, and is intended to support local skills development and staff retention (evidence: medium).  TC supported expertise is in place in some areas which has proven to be effective in critical posts such as the Chief Medical Officer. Last year, DFID included TC for a Chief Economist and a Chief Statistician within its budget aid settlement to beef up the GoM’s macro-economic and social analytical capacity. Unfortunately, the recruitment rounds for both roles were unsuccessful however measures are now in place to get greater traction this year.  Once in place, these roles will improve financial and public service planning and delivery, with improved transparency and accountably of corporate government. Such capacity should significantly support the MTEF process.  A range of TC is being provided to support other public sector and economic development areas including providing long term capacity development. Evidence of impact will be provided through assessment of SDP and MTEF key performance indicators on an annual basis. 
· DFID support helps to create an enabling environment for economic and social development on the island and this will reduce dependency on UKG (evidence: medium to low).  In supporting the means to develop human and physical capital through better education and health services, and better access to the island, DFID is supporting key economic and social development.  Physical capital enhances economic productivity and provides access to goods and services for economic and human development
. Human capital (a healthy and educated population with the right skill sets) is similarly necessary to provide healthy and educated people that will support and create economic and social development opportunities. This is considered to be a key driver of growth in many economic models
. To ensure maximum benefit adequate financial and technical resourcing will be required to ensure that human and physical capital is not only maintained at minimal levels but expanded and improved to create a stronger platform for economic growth, and especially to both support and exploit the opportunities in implementation of the Strategic Growth Plan. In the longer-term, diminishing dependence on the UK could be expected to ensue. 
I. What measures can be used to monitor Value for Money (VFM) for the intervention?
45. For this type of intervention the assessment undertaken focuses on overall cost effectiveness. Although individual advisers focus on cost effectiveness in the provision of public services in their particular area of responsibility, e.g. health, education and social protection, the broad approach is to focus attention on ensuring that resources are allocated efficiently in order to achieve agreed targets across the business of Government. As part of the implementation of an MTEF approach to planning and resource allocation, these GoM objectives and targets have been set out in a medium term policy framework against which departmental strategic plans are aligned. Allocative efficiency (choosing where and how to allocate budget funds based on the expected efficiency of options) is thus addressed by the GoM through the use of the MTEF, which is an important part of Budget Aid discussions. The addition of a Chief Economist to the GoM, supported through DFID TC will help to support and improve this process.
46. GoM, under the leadership of the Cabinet Secretary, will monitor performance against the MTEF policy framework and departmental strategic plans on a quarterly and annual basis, using output and outcome indicators that enable easy and relevant monitoring of progress against performance targets across all sectors. As part of efforts to improve the MTEF , a new format for budget presentation – aligning expenditure to programme priorities and performance indicators – was introduced in 2012/13. This remains a work in progress and will improve the GoM’s ability to include details of how resources (both human and financial) have been allocated against their stated priorities as part of their regular financial and performance management information.  Over the last six months GoM has rightly reduced the number of policy reporting indicators to make the process more management.  However, further work is needed to make the indicators smart and measurable and to fully operationalise the framework.  These two sets of information (policy and financial performance) will help GoM and DFID to measure the results and cost-effectiveness of this intervention.
47. Assessing whether the provision of budget aid represents value for money also requires an assessment of GoM’s internal financial processes.  This is conducted as part of the Fiduciary Risk Assessment and an annual statement of progress on this was carried out in November 2013.  The EU will carry out a PEFA in August 2014 which will be followed by a Fiduciary Risk Assessment. In addition, we monitor financial management by tracking PEFA indicators through our Business Case logframe, considering revenue raising effectiveness as well as budget allocation management.   

48. As set out in more detail earlier, DFID’s budget engagement throughout the year (including during the mid-year and final budget missions) is focussed on maximising domestic revenues and minimising expenditures - to meet reasonable assistance needs in an efficient and sustainable way.  Partly reflecting the spending pressures exerted by OTD, the Ministry of Finance holds Departments to a tight envelope in the initial budget setting round, with key spending areas and new bids scrutinised during into the budget process.  The 2014/15 budget is based on ongoing civil service rationalisation, a pay freeze and stretching domestic revenue growth.  As a result, DFID’s contribution has been contained to a below inflation rise on last year’s settlement, whilst accommodating higher forecast inflation (of 4%) in 2014/15, an increase in recurrent spending on maintenance, access, training, and implementation of a social welfare review. 


	J. Summary Value for Money Statement for the preferred option

49. The preferred Option 2 is judged to offer the best value for money.  As outlined above, there is very little opportunity to reduce the amount to GoM in budget aid without impacting on the delivery of public services.  
50. The provision of TC funds to support capacity development and the access subsidy also represent value for money.  TC to top up local budgetary provision is the most cost-efficient way to address skills gaps on the island, whilst simultaneously developing GoM on-island capacity to diminish the need for this in the long term. Similarly, providing the access subsidy does not only meet the island’s reasonable needs for access, it also provides opportunities for Montserrat to increase its tourism base, which over time is expected to reduce GoM dependence on DFID for budget aid.  
51. Further, DFID will continue to strengthen its VFM analysis around HM Treasury’s and the National Audit Office’s concept of the “3 Es” – Economy, Efficiency and Effectiveness.  GoM will undertake the procurement of all goods and services and will perform all procurement in accordance with GoM procurement rules, guidelines and procedures. This process will be further strengthened by work which is currently being undertaken by Crown Agents to revise procurement guidance (including provision of training) and by the arrival of a Commercial Adviser to the DFID team.  GoM put in place a credible programme of reform to improve internal financial processes following the Fiduciary Risk Assessment and the overall risks set out in the FRA have more recently been assessed as stable.     


Commercial Case

Delivery through a third party entity (multilateral organisation; civil society organisation; or support to government)
	A. Why is the proposed funding mechanism/form of arrangement the right one for this intervention, with this development partner?

52. In line with DFID’s Blue Book Guidance, a Memorandum of Understanding between DFID and the GoM’s Ministry of Finance and Economic Management will be used for this intervention.



	B. What assurance has been obtained on capability and capacity to deliver?

53. DFID has a good knowledge of GoM capability and capacity to deliver public services as budget aid has been provided in this way for many years, and there is close ongoing engagement with GoM on capacity building and public sector reform.   Sufficient resource is available either locally or will be supplemented through the use of TC funds.


	C. Is there an opportunity to negotiate on anticipated costs?

54. This intervention is not expected to open up opportunities for further negotiation and cost savings.  



Financial Case

	A. Who are the recipients of all proposed payments?

55. GoM (Ministry of Finance and Economic Management) is the only direct recipient of all proposed payments under this project.  Funds will be made available to departments through GoM’s recurrent budget warrants to Accounting Officers.

	B. What are the costs to be incurred directly by DFID?

56. The total cost to DFID is up to the lower of £16.9million or EC$ 74.8 million, which includes:
· EC$5.99 million as the access subsidy; 

· EC$1.98 million to fill critical skills gaps and develop GoM capacity in the long term;
· EC$2.5 million to finance the Contingency Fund; and,
· EC$3.1 million for Short-Term Technical Cooperation.


	C. What are the costs to be incurred by third party organisations?

57. There are no third party organisations that contribute support to the recurrent budget of GoM.  The only other source of finance is from GoM’s own revenue streams.


	D. Does the project involve financial aid to governments?  If so, please define the arrangements in detail.

58. DFID will make four disbursements of funds (in May, August, November and February) upon receipt and approval of expenditure reports and funding requests from GoM’s MoFEM.  


	E. Is the required funding available through current resource allocation or via a bid from contingency?  Will it be funded through capital/programme/admin?

59. Funds will be provided from DFID’s OTD programme provision for Montserrat for 2014/15.  


	F. What is the profile of estimated costs?  How will you work to ensure accurate forecasting?
60. In prior years GoM has drawn down funds in four equal instalments.  For 2014/15, GoM would like to receive funds to cover the financing gap for the particular quarter – given there are fluctuations in government revenues across the year, this means funding will be provided on the basis of need but within the overall allocations agreed.  On GoM’s part it has appointed a new Budget Director and a Public Financial Management Adviser.  DFID has drafted a protocol on the use of surpluses and revised the Budget Aid Memorandum of Understanding (including annexes) to strengthen processes on use and reporting of budget funds. Additionally DFID and GoM have agreed to meet quarterly to assess budget performance and forecasts.  The combination of these efforts should improve the accuracy of forecasting.


	G. What is the assessment of financial risk and fraud?

61. A Fiduciary Risk Assessment of Government of Montserrat financial systems and processes was concluded in early 2011 and an Annual Statement of Progress against the FRA was undertaken in November 2013. These revealed that the overall fiduciary risk is substantial and that the corruption risk is moderate. A new Public Expenditure and Financial Accountability (PEFA) Assessment Report will be produced this year, expected in August, which will result in a new PFEM Action Plan 2014-2017 and a new Fiduciary Risk Assessment (FRA) towards the end of 2014. DFID welcomes the opportunity to collaborate with the EU and the GoM in taking this work forward
, ensuring that budget management is further strengthened and supported by robust public administration that will improve the efficiency and effectiveness of public services. This collaboration also underpins the fact that the EU’s EDF conditions also hinge on macroeconomic stability for which predictability of budgets and UK budget aid provisioning is a key indicator.

62. GoM is making progress against the Public Financial and Economic Management Reform Action Plan.  Notable changes have included strengthening institutions (e.g. Internal Audit), and improving transparency and accountability through providing quarterly published budget reports to the Legislative Assembly.   GoM is working with the EU to complete a new Public Expenditure and Financial Accountability (PEFA) assessment by August, after which a new Fiduciary Risk Assessment will be undertaken.   This will form the basis of ongoing DFID monitoring of public financial management, including at the next set of budget discussions.
63. It is not possible to design budgetary aid to directly reduce fiduciary risk, and in particular the risk of leakage and fraud.  Looking at the key areas of risk of leakage: 
(i) Revenue collection:  through fiscal pressure there is greater incentive to strengthen revenue operations (registration, assessment and collection) and these are already being pursued more vigorously in response to consecutive budget aid missions; 
(ii) Large procurement: this is not an issue for the recurrent budget; and 
(iii) Statutory bodies: there is no evidence of leakage from these. 
64. OTD is working to ensure that we have robust systems in place and that we minimise any chance of fraud or financial mismanagement.  The GoM has committed to continue to strengthen its procurement capacity and has taken steps to implement a centralised contracts award register and publish details of Procurement Board decisions. Work has also been undertaken to reform the procurement framework to respond to the findings of the FRA. OTD is providing additional technical assistance through Crown Agents to strengthen GoM procurement processes and practices, involving training of relevant staff, re-writing of procurement manuals and placement of a procurement specialist on the GOM Public Procurement Board to provide advice, quality control and guidance for the six months period. DFID has a permanent seat on the GoM Public Procurement Board. DFID’s Internal Audit Department will carry out a review of fraud risk during June 2014, as part of IAD’s routine audit of OTD.

65. OTD will continue to monitor progress alongside GoM as part of implementing GoM’s public financial management action plan and through formal annual statements of progress against the FRA. During the Budget Aid mission (Feb 2014) EU colleagues commented that Montserrat’s procurement rules are exceptional in the region and also link their support in this area to EDF funding.


	H. How expenditure will be monitored, reported, and accounted for 

66. Consistent with DFID guidance, existing GoM systems will apply to accounting and auditing of DFID budgetary aid support. Accounting functions will be undertaken by GoM’s office of the Accountant General, under the supervision of the Financial Secretary. Budgetary Aid funds will be passed to GoM directly from DFID upon receipt and satisfactory assessment of quarterly expenditure and revenue reports approved by the Cabinet. GoM will also provide a quarterly progress and financial report on use of the access subsidy. The access subsidy cannot be vired for use for any other purpose.
67.  GoM has appointed a new financial adviser. The financial Adviser will help to improve the financial accounting, reporting and financial management systems of Statutory Corporations and Public Companies.  The EU is undertaking the PEFA.

68. Protocols governing the management of the contingency fund, technical cooperation funding for line positions, short-term assignments and funding for capacity development have been agreed with GoM.  In accordance with these protocols, GoM will produce an internal monthly monitoring statement detailing expenditure and forecasts.  This statement will be submitted to DFID on a monthly basis along with the reports highlighted in the preceding paragraph.  A monthly VC will be held between GoM and DFID to address any issues and share best practice.  Funds can be reallocated in-year, and with prior DFID approval, to other activities of a technical cooperation nature.  Any surplus budget will not be drawn down.    

69. Montserrat’s Auditor General will produce an annual audit report covering GoM’s recurrent expenditures and revenues. There is currently a backlog in finalising annual audited accounts with the latest produced (and received by DFID) relating to 2012.  Performance this financial year has improved on previous years with DFID receiving audited accounts for periods ended March 2010, 2011 and 2012.   Although GoM has cleared a substantial backlog, they have missed the deadline for the 2012/2013 audited accounts.  DFID will continue to monitor performance closely to ensure that this compliance is achieved.  
70. DFID’s Programme Management team for Montserrat, supported by the Senior Economic Adviser, is responsible for monitoring expenditure and revenue reports on budgetary aid.  The Private Sector Adviser monitors expenditure on the access subsidy, with the Governance Adviser doing the same for technical cooperation funding. The latter will also monitor GoM’s progress in producing annual audited accounts and ensure these provide sufficient assurance for the safeguarding of DFID funds.  


	I.  Are there any accounting considerations arising from this project?

71. There are no specific accounting considerations during the lifetime of this project with the exception that DFID and GoM funds are, in effect, pooled into the GoM recurrent budget.  This pooled funding mechanism means that forecasting, accounting or attribution of either DFID or GoM funds unique to the other’s funds is neither possible nor sensible.




Management Case

	A. What are the Management Arrangements for implementing the intervention? 
72. GoM is fully accountable and responsible for the implementation of its strategic priorities and, through the Financial Secretary, for the management of the financial contributions of DFID in support of this, for the provision of transport subsidies facilitating access to the island, and for the technical assistance provided. 

73. Montserrat’s budget is set annually. It is initially approved by the Cabinet, including the Premier (elected by citizens of Montserrat) and the Governor (an appointed mainland-UK civil servant). The budget then passes to the Legislative Assembly (including elected representatives from the non-ruling party). It is made public to citizens of Montserrat through a budget speech, including a forward look of planned activities and expenditure as well as a statement on how funds from the previous year were spent.

74. DFID, the EU and others (such as CARTAC) are supporting ongoing initiatives to improve the effectiveness and efficiency of Montserrat’s policymaking, budgeting and service delivery. This includes support to the MTEF approach to policy, planning and budgeting, which will help ensure limited state resources are allocated in greater accordance with publicly declared policy priorities. The EU support for PFM is formally linked to EDF funding.
75. In an effort to improve transparency and citizen oversight of the budget, the Ministry of Finance and Economic Management has committed to publishing greater budget information.  Quarterly budget reports are published for the Legislative Assembly.  A publicly available annual report on the budget is planned following the close of the financial year.  


	76. In terms of the design and administration of budgetary aid there are broadly three options:

· A line-by-line assessment of revenue and expenditure proposals involving an assessment that each item is ‘reasonable’. 

· Focus on the aggregate revenue and expenditure budgets and the systems employed to create these, and looking at sector strategies and spending plans.

· A mixture of the above with the focus on the aggregates supplemented by partial line-by-line coverage.

77. Prior to 2011, DFID budget aid missions scrutinised Departmental budgets line-by-line to try and make sure that every item of expenditure was independently justifiable.  This practice was abandoned because it did not permit GoM sufficient scope to develop its own competencies in managing operational efficiency and was administratively very expensive for both parties to operate.
78. The current practice is to concentrate on the aggregate budget and headline sectoral level budgets, asking Departments questions about their strategies and spending plans. GoM is encouraged to improve both its national planning and budgeting systems together with sector policies and plans so that general operational efficiency can improve over time. By way of compromise, during the annual review DFID employs the third of the above options to scrutinise one major government service sector each year (education in 2011/12, health in 2012/13 and infrastructure in 2013/14) on a line-by-line basis as part of a rolling, transparent schedule.  The approach should not only have direct impacts on the sector under scrutiny, but will also send messages about the importance DFID places on value for money to the sectors that will be scrutinised in future. 
79. The whole budget should be subject to line-by-line analysis over a period of five years. Central to the infrastructure review in 2014 was DFID’s response to GOM’s presentation of its draft Infrastructure Sector Review – Maintenance Strategy and Budget. DFID’s response covered priority capital investment and maintenance needs in a number of sub-sectors, including roads, government buildings, water, sanitation and waste management. Specifically, DFID highlighted the need to improve annual routine maintenance planning, financing and delivery, whilst dealing with the effects of neglected maintenance that has built up through years of inadequate funding. DFID also highlighted the need to clearly separate operational costs, such as fuel, from maintenance budget lines and encouraged GOM to re-assess its preferred in-house delivery of works, to promote wider private sector participation and to reduce pressure on the budget by divesting services, such as the PWD workshop, to the private sector.  

80. DFID is likely to have an indirect influence on GoM operational efficiency, through varying the quantity of budgetary aid over time and encouraging GoM to contain spending, focus on delivering priority policy objectives, and raise revenue. The response from GoM is to cut services or costs in some areas whilst continuing to deliver public services, and to seek efficiency savings so that that same services can be supplied using fewer inputs, or by transferring the service out of the public service to a more efficient private or parastatal provider: GoM has outsourced a number of services to the private sector and plans to do more. However, stronger cost-benefit analysis is advisable to ensure that value for money is obtained in the process, with an effective delineation of government/private sector responsibilities, including for quality control, and monitoring of subsequent service delivery.
81. Reducing the numbers of established and non-established staff, if done strategically, would achieve greater operational efficiency.  Better workforce planning so that GoM can align human resources and capacity development to its strategic priorities is being supported as an element of the GoM Public Service Reform Programme.  GoM is also undertaking an overarching review of the organisation of the public service which will look critically at the functions of Government and identify options for future rationalisation and divestment. This will require careful monitoring with regard to the impact on public service delivery outcomes and efficiency. In general, there appears to be reluctance to down-size the public sector (due to the potential of people either leaving Montserrat or becoming dependent on the state) until private sector employment opportunities appear, for example, as a consequence of port and Little Bay town development and geothermal energy.  The Public Sector Reform programme had been lacking in traction however a project improvement plan is now in place and some positive steps have already been taken including the agreement at Cabinet level of the Public Administration Bill which will pass into law before the summer recess.  Among other things, the Bill embeds performance appraisal in the public sector and ends the double payments of salary plus benefits from the Social Security Fund when a public servant is sick.
82. Looking to the long term, DFID is working with GoM to agree a strategic package of investments to stimulate the economy to improve the prospect of self-sufficiency.  This is being complemented by a series of GoM public sector reform measures targeting investment and growth.  DFID has indicated to the GoM that as the economy grows and revenues to GoM increase, they can expect a decrease in budgetary aid over the medium to longer term.  This is in tune with GoM’s desire to re-establish Montserrat’s self-sufficiency.  


	B. What are the risks and how these will be managed?

83. The overall risk to this programme is medium.
A.  External shocks
Risk Factor

Impact

Probability

Mitigating Measures

Natural disaster, particularly hurricanes and/or increasing volcanic activity leading to increased costs for response, recovery and re-building. The impact of this risk will be slower economic growth and restricted private sector activity.
High

Medium-High
Montserrat benefits from regional Disaster Risk Reduction programmes which include early warning and disaster risk management.  Monitoring by the MVO will continue where there is pro-active management of hazard levels and access restrictions.

Disaster response plans will be kept up to date and operational.

New development and design should take into account hurricane risk and be located on the relatively safer northern half of the island.
Falls in the £ against EC$ means value of UK budget support in local currency falls below amount in Estimates.
Medium
Low
There is no currency hedging in place and DFID has no separate contingency amount set aside to increase the £ value of the 2014/15 Montserrat budget.   GoM and OTD will therefore closely monitor the exchange rate and discuss throughout the year where additional savings within the agreed settlement could be made in the event of significant fall in the £ against EC$.  
Repercussions of global economic downturn damages financial institutions in the region leading to financial recapitalisation of Montserrat banks.

Medium
Medium
Further analysis of CLICO/BAICO losses – and of the impact of plans to wind down the Government Savings Bank   , including clarity on any GoM liability and a robust contingency plan. 

Governor and Financial Services Commissioner monitor risks and report to Cabinet.  
High food and fuel costs have serious impact on a high proportion of the population.

Medium

Medium
GoM to pursue Social Welfare Review to improve targeting of support and ensuring reasonable needs are met.

Concrete actions to diversify Montserrat's energy production by getting renewable energy sources on line as soon as possible.
B.  Domestic Factors
Risk Factor

Impact

Probability

Mitigating Measures

GoM fails to implement public financial management reforms required to address substantial fiduciary risk (e.g. as identified in PEFA and FRA reports).
High
Medium
· Promote implementation of PFM Action Plan as a co-ordinated GoM/donor response to risks identified in PEFA/FRA.

· Further DFID assistance to strengthen GoM MoF and particularly the Treasury through advancing the public service reform programme and other technical assistance programmes.   
Public service reforms in revenue and customs fail to deliver increased effectiveness and efficiency, and / or political interference in the form of tax exemptions: leading to lower revenues for GoM.
Medium
Medium
· GoM has expert technical leadership in place at MCRS.
· Governor to discourage and potentially overrule conferment of tax exemptions where economic justification absent.
Human resource capacity cannot be improved sufficiently to support improved public service delivery compromising the quality and impact of services and value for money.
High
Medium
· DFID providing finance via budget aid to allow GoM to source experts for critical areas.

· Additional Technical Assistance to public sector performance standards and delivery via Public Sector Reform programme and Short Term TC. 


	C. What conditions apply (for financial aid only)?

84. There are no specific conditions attached to this disbursement of aid.


	D. How will progress and results be monitored, measured and evaluated?
85. As part of the budget aid negotiations in February 2014, the DFID Budget Aid team assessed GoM progress against the 2013/14 budget aid logframe targets, selected as a proxy for how GoM delivers public services generally.  Several areas were noted by DFID as on track, including estimated outturn of local revenue and expenditure compared to GoM approved plans which are expected to fall within Public Expenditure and Financial Accountability (PEFA) standards.  However other areas were noted as follows:

· In pursuit of public sector reform GoM set a target of reducing the public sector headcount from 953 to 944 full time equivalents (FTEs) by 2013, subsequently achieving 959 in 2012 following the outsourcing of some services and 950 in April 2013. As of February 2014 approved headcount is at 955. Whilst this appears to be a slight increase put down to requirements for a new audit office, in fact only 877 are currently filled. The significant numbers of vacant posts that continue year on year suggest some room for efficiency improvements in the human resource structure. Meanwhile, the approved target for 2014/15 has risen to 960 due to restructuring of Finance.   Once the organisational functional reviews have been completed (due March 2014) GoM will further consider headcount requirements. 


· The key outcome indicator, focussing on the quality of education, is the proportion of the secondary Form 5 cohort achieving five good passes in CSEC, including English and Maths.  This is independently measured by the Caribbean Examinations Council (CXC) and monitored by DFID, but is still unrecognised by GoM as a key performance indicator. Looking forward, the need is to focus on the proportion of the cohort entered for these examinations, the number of subjects for which they are entered, the inclusion of English and Maths for all of them, the setting of targets for each student in each subject, and the tracking of individual student progress towards their own targets. The heads of departments (HoDs) in MSS are expected to play a key part  in this process.  


· Progress was observed in diabetes management over the past year and the output level target was achieved but not the outcome level target. Improving prevention, early detection and quality of care for people with NCDs (Non-Communicable Diseases) is a priority focus for MoHSS as reflected in their strategic plan and also a key intervention supported by the Hospital and Health Care Improvement Project (HHCIP). The programme to improve awareness, prevention, self-management and follow-up, care/support of people with NCDs will be further expanded over the coming year to ensure next year targets will be achieved. The establishment of an electronic management information system with HHCIP funds during 2014/15 will further facilitate improved monitoring and follow-up. 

· GoM committed to processing 90% of judicial matters within prescribed timescales in 2013/14, from a baseline of 30% in 2011/12. GoM achieved 70% in 202/13 and around 85% in 13/14. Although this is short of the target, it is a significant improvement over the baseline.

· GoM was expected to draw down DFID technical assistance to fill twelve critical vacancies in 2013.  Six posts were filled internationally and two locally which is an improvement upon 2012/13 results where only one of eight posts was filled. 

· GoM is expected to increase cargo revenue from the ferry service by 7% in 2014/15.

86. A more detailed assessment of GoM performance will be captured within the 2013/14 Budget Aid Project Completion Report, to be completed in June 2014.  The above analysis feeds into setting the performance framework for the 2014/15 logframe which will be reviewed as part of the mid-year and annual reviews of budget aid.  The logframe for 2014/15 is expanded to include monitoring progress in a sample of other departmental targets (to be randomly selected).  During the course of FY 2014/15 regular comparisons will be made of actual as against individual budgeted revenue and expenditure items and a variety of sources, including DFID’s own advisers, will regularly review the adequacy of services provided. 
87. GoM is implementing a revised Public Service Management System.  The main function of this system is the MTEF approach to policy, planning and budgeting.  As part of this approach, GoM has produced a consolidated policy framework and Ministry strategic plans. GoM has committed to produce quarterly and annual monitoring reports against MTEF strategic planning documents and targets, under the leadership of the Cabinet Secretary.  Support to ensure clear lines of responsibility within the MTEF planning and reporting frameworks and credibility of performance measurements will be provided through the Public Service Reform 2 project.  DFID staff will monitor and discuss progress on policy priorities as set out in the MTEF with GoM.   

88. A joint DFID/GoM mid-year review will take place by end Oct 2014. The annual review of budgetary aid will be completed towards the end of the financial year, most likely January 2015 and will involve a visit by the AH team leading on the budget aid allocation. It was agreed ahead of the 2014 annual review that the review would be expanded to include a review of the full project portfolio for Montserrat (budget aid and capital). GoM will lead the logistical arrangements for the review.  The cost of the review mission will be borne by DFID. Reviews will be completed against agreed joint review criteria and reference to this business case to ensure the basis for the provision of funds remains valid.


	Logframe

Quest No of logframe for this intervention:  4404788


� Most of the development budget is funded by DFID with each project subject to business case approval.  


� Allocation of these EU funds is decided by GoM but is within the confines of improving access to the island or infrastructure


� For consistency with previous budgets, amounts spent on access, TC, settling arrears and liabilities, and on contingency events are stripped out of the calculation.  In last year’s budget aid business case, two figures were presented: one in which all of the aforementioned amounts had been stripped (which gave DFID’s share of the budget at 56%) and one in which only access and TC were stripped out (which gave a 58% share).  For the recommended 2014/15 budget, both these ratios remain unchanged (i.e. 56% or 58%).  Note, the 2014 budget includes EC$0.3million to settle arrears to regional institutions and an EC$1.6 million increase in provision in order to stay current on regional liabilities.  Because the actual annual fees/liabilities to regional institutions have not increased relative to last year, only the provision in the 2014/15 budget to remain current on payments (i.e. to prevent the build-up of arrears) these amounts are stripped out of OP target calculation - consistent with the treatment in previous budgets.  


� FCO, 2012.The Overseas Territories: Security, Success and Sustainability..


� Montserrat Census 2011


� European Convention on Human Rights (ECHR), the International Covenant on Civil and Political Rights (ICCPR), the International Covenant on Economic, Social and Cultural Rights (ICESCR), the International Convention on Elimination of all forms of Racial Discrimination (ICERD), the Convention Against Torture and Other Cruel, Inhuman and Degrading Treatment or Punishment (UNCAT), and the Convention on the Rights of the Child (CRC).








� Halcrow Group Limited, on behalf of Government of Montserrat and the Caribbean Development Bank, 2012. Montserrat Survey of Living Conditions, 2009.





� In addition to this recommended increase in recurrent maintenance spending, OTD plans to introduce a 3-year reinstatement capital project starting in 2014/15 aimed at rehabilitating assets to a condition where they will be routinely maintained more cost effectively through the recurrent budget.


� The 2013/14 budget included less than half of the increase in the ferry subsidy as it was introduced beyond the mid-point of the fiscal year.  


� In 2013/14, the full LTTC budget was not utilised by GoM due to delays in recruitment of posts.  Based on a detailed assessment of the current stage of recruitment for LTTC posts, the 2014/15 estimate of take-up of funds has been revised down by $EC0.25 million


� UN Charter 1945, Declaration Regarding  Non-Self Governing Territories: Article 73


� A Memorandum of Understanding (the MOU) on GoM reform measures was signed by DFID and GoM on 1 May 2012.


� In 2009, extreme poverty, the “indigence line” is around EC$4,735 (cEC$13/US$5 per day), based on minimum food requirements; the “general poverty line” is around EC$14,400 (cEC39.5/US$15 per day) based on minimum food requirements plus an element of non-food expenditure; maximum welfare payments are EC$7,200 (cEC$20/US$8 per day).


� The recommendations focussed on policy improvements (improved targeting at the working poor, the elderly, the disabled and children); legislative improvements (including reform of the social welfare act) and administrative changes; financing (increasing the amount of benefit to meet a basic food basket) and improving delivery mechanisms (including use of NGOs). GoM is working through these reform areas to determine order of priority and actions. 


� Life expectancy at birth (76.9 years for men and 81.5 years for women), vaccination coverage (95% during 1998-2006); low infant and child mortality (1 infant since 1998, 0 deaths amongst children aged under 5 years).


� Extracted from GoM Estimates, May 2014.


�  It is not possible to individually appraise the cost and benefits of such numerous and wide-ranging areas.   


� The settlement assumes stretching but achievable domestic revenue grow from EC$43.4 million in 2013/14 to $46.0 million in 2014/15, which includes a large increase in collection of tax arrears. 


� Ferro, Gustavo and Emilio Lentini, 2008. Infrastructure, integration and equity: the social impact of the health and public transportation infrastructure, ECLAC, Bulletin, Issue 268.


� Petrakos, George, et al, 2007. Determinants of Economic Growth: the Experts’ View. Dynamic Regions in a Knowledge Driven Global Economy: Lessons and Policy Implications for the EU.


� DFID will feed into the development of the PEFA ToRs. The EU will make available 170,000 Euros to support development of the action plan.
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Processes



Annual budget aid mission agrees  budget settlement and monitors performance against previous budget settlement, as well as quarterly and mid year reviews of financial and policy progress.  



GoM manage budget efficiently and effectively to deliver public services.



GoM engenders an environment that encourages macro-economic growth through private sector development, greater levels of tourism and inward investment.  (Implementing the May 2012 MoU).



TC officers in critical posts across government, implementing service delivery activities; and up skilling  of local staff.



Access subsidy covers annual operational costs of the ferry and subsidises air services.

Inputs



Finance – DFID funding of up to EC$74.8m/£16.9m.  GoM funding of EC$46m/£10.4m.



HR – DFID advisory and programme management.  GoM technical and administrative support.

Outputs



Budget management in line with best practice to maximise revenue and minimise expenditure.



Improved effectiveness of public service provision (measured against a selection of prioritised GoM public sector targets).



Improved human resource capacity in the public sector.



Improved regular, safe and reliable air and sea access to Montserrat.

Outcome



Efficient and effective public services maintain coverage of reasonable assistance needs with minimum budget contribution from UK Government.

Impact



Robust fiscal management delivers sustainable social and economic development.



Assumptions



The main endogenous assumptions are:



Tax compliance improves revenues;  accurate budget forecasting. Evidence: Medium   



Implementation of the MTEF ensures adequate budget allocated to priority public services. Evidence: Medium 



Effective training and capacity development leads to improved skills and retention of qualified staff. Evidence: Medium 



The combination of inputs, together with complementary activities to improve conditions for investment will create an enabling environment for economic and social development on the island and over time this will reduce dependency on the UKG.  Evidence: Limited
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