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9 THE BUDGET RULES

9.1 Introduction

This annexe provides a full description of the budget rules concerning the revenues and expenditures of the government. This integrated set of rules is based on the customary rules regarding revenues and expenditures and provide a technical examination of the agreements concluded in the Outline Agreement.

This annexe provides a succinct overview of the rules. For some technical aspects please refer to the underlying annexe.

9.2 The Outline Agreement

According to the Outline Agreement the most important basic principles of the existing budget rules will continue to apply. The Outline Agreement states that the agreement is based on the prudent CPB scenario. Revenues and expenditures are separated. As regards the expenditures, a distinction is made between three sectors (National Budget in a narrow sense, Social Security and Labour Market Policy and Healthcare). An expenditure framework (or ceiling) in real terms is laid down for each sector. Every sector must compensate any overrun within the expenditure framework. Naturally, the rules concerning the stringent budget policy for the ministries will be continued. Windfalls on the revenue side will be credited to the EMU balance. Setbacks on the revenue side will be at the expense of the EMU balance on the understanding that further measures must be taken where setbacks threaten the structural deficit reduction trajectory of 0.5 % GDP per annum necessary in the context of the Stability and Growth Pact and/or the actual limit of an EMU deficit – to be set at 2.5% GDP for reasons of prudence.

Below these basic principles are discussed in further detail, whereby they are subdivided into general rules, rules applying specifically to the expense side and rules applying specifically to the revenue side of the budget.

9.3 General rules

1. The budget rules contain both the expenditures and revenues of the collective sector.

During this term of government, the budget rules will be based on a separate treatment of expenditures and revenues. The revenue side of the budget in principle includes the revenues falling under the collective burden definition (mainly taxes and social premiums). Some of the natural gas revenues are also included in the revenue side of the budget. Tax and social security contributions refer to the compulsory payments imposed by the Dutch government without any specific related consideration or to a contribution towards a provision which use is compulsory. The expenditure side of the budget includes both the expenditures and the non-tax revenues. The expenditure mutations at the expense of the EMU balance are in principle also relevant to the review against the expenditure framework. Payments in the Care Sector are regarded as non-tax revenues and handled on the expenditure side of the budget.

2. Decision-making with regard to the outline of the expenditure and revenue side of the budget occurs in the spring upon the main decision-making moment

Once a year the Cabinet renders an integral decision on the outline of the expense and revenue side of the budget with respect to both the implementing year and the budget year. This main decision-making moment occurs in the spring.

3. A fixed real expenditure framework applies to the expenditure side of the budget. The revenue side assumes full automatic stabilization. However, additional measures will be taken when the structural EMU balance does not comply with the requirements of the Stability and Growth Pact and/or the limit of the actual EMU deficit of 2.5% is at risk.

The budget policy is based on a separate treatment of expenditures and revenues. The expenditure side is based on a real expenditure framework. The relevant expenditures must remain within the expenditure ceiling during the term of government. The revenue side is in principle based on full automatic stabilization. Income windfalls are credited to the EMU balance, income setbacks are at the expense of the EMU balance. The development of total tax and premium rates during the term of government are fixed and follow those from the Outline Agreement.

Notwithstanding these general principles further measures are taken where:

· The structural EMU balance does not comply with the requirements of the Stability and Growth Pact. The Stability and Growth Pact requires Member States to realize and maintain a budget position of close balance or in surplus over the medium term. This is further specified by the requirement that the structural EMU deficit may not exceed the 0.5% GDP limit. Where the structural deficit exceeds this 0.5% an annual improvement of at least 0.5% point is required until the required balance is complied with. A review of this criterion is based on the definition of the structural EMU balance such as used by the European Commission.

· The limit of an actual EMU deficit – set at 2.5% GDP as a signal value for reasons of prudence – is at risk. The Treaty of Maastricht provides that the Member States must prevent excessive deficits, i.e. the actual EMU deficit may not exceed the 3% GDP limit.

9.4 Rules relating to the expenditures

4. The budget rules relating to the expenditures refer to the three budget discipline sectors: the Central Government Sector, the Social Security and Labour Market Policy Sector, and the Healthcare Sector.

The budget discipline rules are applied separately to the three budget discipline sectors. As regards the central government budget, these rules are subsequently applied to the separate budgets including the related multi-annual figures.

5. The budgetary maximums are adjusted for mutations in the price development of National Expenditures [pNB].

The budget frameworks defined in real terms are adapted to the nominal development for the review of the actual development of expenditures. The price component of the National Expenditures [pNB] is used as a standard for the nominal development. The budget discipline frameworks for the budget preparation year are adopted upon the main decision-making moment in the spring on the basis of the Central Economic Plan [CEP] and adjusted in August on the basis of the Macroeconomic Survey [MEV]. The final framework for the current year is laid down in the Spring Memorandum. Subsequent amendments to the pNB are neither included in the adjustment of the framework for the current year, nor for determining the maximum of the budget preparation year.

6. The budget maximums per sector – the so-called expenditure ceilings – act as a standard for determining underspending/overruns within a budget discipline sector.

The budget frameworks act as a standard in each of three budget discipline sectors to determine underspending/overruns within the respective budget discipline sector. The estimates and related multi-annual figures laid down for the budget year acts as a standard for determining underspending/overruns of the budgets within the national budget in a narrow sense.

7. Exceeding the apportioned liabilities is only allowed if and insofar as their cash effects fit within or may be absorbed within the (cash) estimates and the related multi-annual figures agreed for the budget year.

8. Impending overruns must be prevented where possible by appropriate and timely measures.

9. The Minister of Finance is informed of any overruns and underspending in a timely fashion.

10. Any overrun must be compensated, with due regard to the agreements concluded on the carry over margins and compensation over the years.

Within the scope of the end-of-year problems funds within a budget may, to a certain extent, be shifted between budgetyears. This so-called end-of-year or carry-over margin amounts in principle to 0.1% of the (corrected) gross expenditures.

The phasing of the compensation measures may precede the phasing of the problems. It is also possible that the compensation is behind in time, namely where a parallel phasing of compensation measures and problems is not reasonably possible and all possibilities of a regular and efficient cash management have been exhausted. A certain term is used for this: in principle the duration of the term of government. Proposals for intertemporal compensation follow the decision-making at the main decision-making moment.

Mutations of a mere statistic nature are not included in the review of the actual development of expenditures within the budget frameworks.

11. Overruns are specifically compensated.

Specific compensation means compensation in the relevant scheme or elsewhere in the relevant budget for the Central Government Budget. Specific compensation for the Social Security and Labour Market Policy and the Care Sector means compensation in the relevant scheme/provision or elsewhere in the respective budget discipline sector. The minister responsible for the policy field where the overrun occurs will submit proposals for specific compensation.

12. Windfalls may serve as compensation for setbacks, but in principle not for new spending initiatives.

Windfalls may only be used for setbacks where it does not concern windfalls of funds generally added to the budget. The Council of Ministers renders a decision on the use of the windfalls within a budget or a budget discipline sector. It seems logical that any room created within the expenditure framework as a result of (temporary) windfalls due to a more favourable macro-economic development (such as lower interest expenditures, lower volume in the social security, or a terms of trade gain) may not be automatically used. Experiences in the past learn that it is useful to refrain from using such room for increasing expenditures permanently at the expense of the EMU balance. Setbacks in the future may then be absorbed more easily as a result. A balance of setbacks over windfalls on the budget or within a budget discipline sector must be compensated through restructuring.

Different rules apply to non-tax revenues and in the event of budget agreements.

1. Unexpected windfalls of non-tax revenues may no longer be used for expenditure setbacks, but they may serve as compensation for a setback of non-tax revenues.

2. Unexpected windfalls of non-tax revenues will be used to comply with the agreed revenue target and/or the total budget overview.

This rule applies to the Central Government Budget only.

Policy-based increases of non-tax revenues may continue to serve as compensation for setbacks and intensifications.

Where a budget agreement regarding a budget (or part of the budget) applies, there is an exception to the rule that windfalls may only be used for setbacks.

Within the normative budgets the windfalls on the expense side may be used for policy intensifications. The budget agreement does not apply to non-tax revenues. Windfalls in that respect may only be used for setbacks of the non-tax revenues.

9.5 Rules relating to the revenues
13. Measures on the revenue side of the budget are measured according to the definition of the development of the tax and social security contributions.

The development of tax and social security contributions is defined as the sum of the development of the taxation and premium burden [MLO] and the care allowance.

The MLO includes all measures complying with the definition of a tax or social security contribution (see rule 1). In conformance with this definition payments and package restrictions within care do not form part of the MLO. Due to the transfer of people with a voluntary private insurance to the compulsory basic insurance in the revised Care system the public sector revenues and expenditures will increase considerably. Given the special and incidental character of this shift the tax and premium overview will be corrected.

The MLO of the nominal health insurance premiums after the introduction of the basic insurance is calculated based on the average nominal premium belonging to a policy for the basic package.

14. A real tax and social security contributions framework applies to the development of tax and social security contributions.

The overall development of tax and social security contributions in the term of government ensues from the agreements laid down in the Outline Agreement. The framework for the development of tax and social security contributions has been included in table 4.6.2 in Chapter 4 of the Budget Memorandum 2004.

Temporary deviations from the tax and social security contributions framework are possible. Compensation will occur in subsequent years. Where the signal values for the EMU balance are (at risk of being) exceeded due to setbacks or the requirements of the Stability and Growth Pact are at risk, deviations from the tax and social security contributions framework are allowed for the overall development of tax and social security contributions.

Substantial budget implications of judicial decisions will be compensated where possible, whereby the budget implications of neither the judicial decision nor the compensation measures are included in the MLO. 

The amounts in table 4.6.2 in Chapter 4 of the Budget Memorandum 2004 are stated in prices 2003. Correction of the tax and social security contributions framework for the nominal development occurs as stated in rule 5 for the budget frameworks regarding expenditures.

Annexe: Technical aspects budget rules

1. Definition of the budget discipline sectors

A basic principle in determining the expenditure framework is that expenditures relevant to the EMU balance are also relevant for the expenditure framework. Expenditure mutations not falling under the definition of the EMU balance are in principle not relevant to the expenditure maximum.

A. The budget discipline sector Central Government refers to all expenditures and non-tax revenues of the national budget not included in the other two budget discipline sectors, including the related part on additional items.

A basic principle for the budget discipline sector Central Government is the relevant expenditures on the national budget minus the relevant non-tax revenues [NBO]. All expenditures relevant to the EMU balance including all Homogeneous Group of International Cooperation [HGIS] expenditures are in principle regarded as relevant expenditures. Decreases in balance sheet totals relevant to the EMU balance are also relevant. The budget discipline sector Central Government also includes the budget financed expenditures on care.

All non-tax revenues falling under the above framework, apart from gas revenues, sales of participations and repayments of non-relevant loans, are regarded as relevant non-tax revenues. Levies falling under the definition of tax and social security contributions are accounted on the revenue side of the budget.

Not relevant are the expenditures and revenues of the Economic Structure Enhancing Fund [FES] (including auction proceeds), the balance of the Animal Health Fund, the balance of the Old-age Pension Benefit Savings Fund, the VAT Compensation Fund and the compensation VAT Public Transport. The government contributions to the social funds, the interest payments to the social funds, the premium contributions and the anti-accumulation revenues Sheltered Employment Act [WSW] are not relevant in order to preclude accounting double counting. As agreed in the Outline Agreement the care allowance is not relevant to the expense framework either. For the time being, the care allowance has been included in an additional item under the budget discipline sector Central Government.

B. The budget discipline sector Social Security and Labour Market Policy refers to the total expenditure in that sector. This includes both the expenditures through the national budget and the premium financed expenditures.

The social security on the National Budget includes all expense articles for social security, childcare, labour market and working conditions policy, as well as the share of the additional items for nominal developments related to that. The expenditures are set off against the relevant (non tax) revenue articles. The premium financed share of the social security includes the Old-age Pension Benefits Act [AOW], the Surviving Dependants Act [ANW], the Occupational Disability Insurance Act [WAO] (Occupational Disability Fund [AOF], Occupational Disability Fund [AOK] therefore including excess payers and including the contribution to Reintegration Fund), Occupational Disability Insurance Self-employed Persons Act [WAZ] (Occupational Disability Self-employed Persons Fund [AfZ]), Sickness Benefits Act [ZW] Safety Net, Unemployment Insurance Act [WW] (Redundancy Pay Fund [Wgf], General Unemployment Fund [AWF] including contribution to Reintegration Fund) and the revenues and expenditures from the Government Administration Fund [UFO].

C. The budget discipline sector Care refers to all expenditures and revenues included in the Budget Framework Care [BKZ]

The BKZ is the macro-framework for the review of the financing expenditures within Care. The BKZ includes the expenditures of insurers financed by the Exceptional Medical Expenses Act [AWBZ], the Compulsory Health Insurance Act [ZFW] and the private health insurers. Non tax revenues from the contributions and excess payments fall within the scope of the budget rules. This means that the (net) BKZ is calculated by deducting the payments from contributions and excess payments from the expenditures. The expenditure ceiling Care includes the collectively financed part of the care expenditures.

The BKZ remains the macro-framework for care expenditures upon the introduction of the new insurance system for Care. From that time onwards the measurement of the framework will be based on the total expenditures for the general basic insurance and the Exceptional Medical Expenses Act. This adjustment of the framework concerns an administrative operation which in itself has no effect on the available room for care expenditures during this term of government.

D. Statistical corrections

Mutations of an evidently bookkeeping nature will not be included in the review of the actual expenditures against the expenditure frameworks. The expenditure framework will in such a case be increased or decreased as a result of which the mutation will not affect the budget room. The background of a statistical correction is often an adjustment of the (financial) set-up of policy compared to the situation as originally laid down in the Outline Agreement. The altered set-up affects the amount of the net expenditures but it does not usually have the alteration of the level of public amenities as its primary objective. A statistical correction is in principle applied once. Mutations to an already booked statistical correction follow the expenditures under the framework.

In order to determine whether a statistical correction applies, the mutation must have a technical character in the net expenditures, i.e. must be of an evidently bookkeeping nature. In order to determine the evidently bookkeeping nature a mutation within the public sector must in principle be EMU balance neutral. In addition, a mutation is only of an evidently bookkeeping nature where the public amenities level and the target group remain the same upon an adjustment of the financial set-up of policy (in other words: no one loses or gains anything).

Financing shifts between the private and the public sector may involve evidently bookkeeping cases that nevertheless affect the EMU balance. This is the case where the public amenities level remains the same for everyone within the target group. Financing shifts of the public sector to the private sector may only lead to room under the expenditure framework in case of actual restructuring. In all other cases the budget effect is corrected to the expenditure framework in statistical terms.

Evidently bookkeeping financing shifts between the expenditure and revenue side may mean that the tax and social security contributions framework, in addition to the expenditure framework, is also corrected in statistical terms. In order to determine the evidently bookkeeping nature the mutation within the public sector must once again be EMU balance neutral. In addition, it may only concern a statistical correction where the public amenities level remains the same for everyone and the target group upon an adjustment of the financial set-up policy. This is for example the case where a tax scheme is converted into a subsidy scheme with an almost equal effect on the target group. In addition, the grossing up effect may be statistically corrected in net-net linked expenditures.

2. Tax expenditures

A compulsory review framework has been provided within the scope of the introduction of new fiscal instruments and intensification of existing tax expenditures. This review framework is laid down in the Budget Memorandum 2003. This review framework may be used to consider whether a tax measure or the intensification thereof is preferred. Such a review framework already existed for the expense side.

Review framework fiscal instruments (tax expenditures).

The << review framework tax expenditures >> must be used upon the introduction of new tax expenditures or the intensification thereof. This review framework must be applied when submitting the policy letter or possibly via the Council of Ministers. The review framework specifically comprises the following components:

1. Does it concern a clear problem?

2. Is the objective to be attained formulated clearly and unequivocally?

3. Can it be demonstrated why financial intervention is necessary?

4. Can it be demonstrated why a subsidy is preferred to a levy?

5. Can it be demonstrated why a tax subsidy is preferred to a direct subsidy?

6. Is the evaluation of the measure sufficiently safeguarded?

The following may be noted in explanation of these steps.

The review framework acts as a kind of funnel for the feasibility and desirability of tax expenditures. Where the answer to any of the questions is no, the next step is no longer necessary. A tax expense is only relevant where all questions may be answered affirmatively and satisfactorily. The objective is in particular to come to a clear consideration of expenditures. Exact criteria are thereby difficult to provide beforehand, they must be worked out and quantified per scheme in as far as possible.

The sixth step regarding the evaluation refers, contrary to the first five, in principle to the period after the introduction of the measure (ex post). Nevertheless, it must also be clear ex ante, i.e. before the introduction or adjustment of the measure, that a proper evaluation is ensured. The same criteria must (once again) be examined in the evaluation. Where such an evaluation shows that the measure no longer meets one or more of the provided review elements, the measure may be adjusted or cancelled. In conformance with the Performance Data and Evaluation Regulations [RPE] the tax expenditures must be evaluated at least once every five years.

For an explanation to the questions please refer to paragraph 3 of Annexe 2 to Annexe 10 of the Budget Memorandum 2003, as well as paragraph 4.8 << Review framework fiscal instruments >> of Annexe 4 to the Budget Memorandum 2001 and the Central Government Performance Data and Evaluation Regulations [RPE].

Budgeting individual tax expenditures

The budget effect pertaining to new tax expenditures and intensifications of existing tax expenditures must in principle be budgeted. The opportunities of (further) budgeting are reviewed for existing tax expenditures.

3. End-of-year margins and loan applications

The end-of-year margin creates the possibility of shifting funds from one to another budget year to a certain extent. This must prevent inefficient spending of funds at the end of the year.

The end-of-year margin amounts to 1% of the corrected budget total. The corrected budget total is determined based on the gross expenditures.

As regards the budget chapters of the Ministry of Defence and of Kingdom Relations an underspending of not more than 135 million and 9 million euro, respectively, may be taken to the next year. In conformance with the existing agreement the end-of-year margin for the budget chapter regarding Kingdom Relations may be stretched to include amounts concerning the debt rescheduling of Aruba. Apart from the regular end-of-year margin for the budget of the Ministry of Home Affairs there is a separate end-of-year margin for terms of employment resources of not more than 25 million euro.

No end-of-year margin applies to the budget funds as the balance of revenues over expenditures may by definition be taken to the next year. The agreement that underspending up to a maximum of 181.5 million euro may be taken to the next three years applies in the case of the Homogeneous Group of International Cooperation. A maximum of 45 million euro applies to the overrun.

The amount of the actual use by the ministries of the end-of-year margin is determined by the Provisional Accounts. The transferred amounts are added to the budgets in the Spring Memorandum. The final scope of the actual use is determined based on the Final Budget Act (and may therefore lead to marginal mutations to the Expected Results).

The addition to the Spring Memorandum, under the presumption that the end-of-year margin will also be used next year, is accompanied by an estimate-technical presumption (the so-called in=out objective) on an additional item. The combination of the addition to the budgets and the estimate-technical presumption means that the overall expense overview remains unchanged. Underspending occurring after the Spring Memorandum may be used to realize the objective.

Underspending in the liquid means of agencies may be expressed in the balance of these public services. This also applies to sections of Central Government that – without the agency status – use an accrual accounting system. The balance of agencies is, like the loan and deposit facility, not relevant to the expense framework. By reviewing the plans of the agencies at the main decision-making moment, the link with the EMU balance is monitored.

The loan applications of Legal persons with a statutory task [RWT] within the scope of integrated resources management must be submitted by an RWT to the relevant line minister. Applications may be submitted throughout the year, but given the review of the budgetary logistics, it is logical to concentrate the loan applications on the main decision-making moment. This loan may only be granted provided the line minister guarantees the payment of interest and repayment obligations. The ministry, in order to be able to act as guarantor, must first review, inter alia, the budgetary logistics, utility and necessity of the loan, whether the loan will be used for the statutory task, whether it concerns an investment in fixed assets with a minimum duration of 1 year and whether the repayment scheme is in conformance with the expected economic life.

4. Structure multi-annual figures and extrapolation

The estimates of the expenditures for the budget years and each of the subsequent years consist of:

· the expenditures ensuing from obligations to be assumed in the next budget year;

· the expenditures ensuing from obligations to be assumed in the years following the next budget year as they constitute a necessary continuation of previously assumed obligations;

· the expenditures ensuing from the obligations to be assumed in the years following the next budget year as they constitute a technically necessary follow-up to previously assumed obligations;

· the other obligations ensuing from existing policy or agreements at cabinet or ministerial level to be assumed in the years following the next budget year.

The following basic principles apply to the extrapolation of the multi-annual figures (next extrapolation year 2008):

1. The estimates take account of existing regulations.

2. The extrapolation year for the ministerial budgets and funds is extrapolated assuming unchanged policies. The demographical development is decisive for the extrapolation assuming unchanged policies

In all cases it must concern the obligations to be assumed and the ensuing expenditures based on the continuation of existing or unchanged policies, or expenditures approved by explicit decisions of the Minister of Finance or the Cabinet. Where existing policy does not necessarily imply that new obligations are assumed (e.g. in projects) it must be presumed that no new obligations are assumed unless it has been decided to continue that policy.

3.
The economic growth will be in line with the average development from the term of government as presume in the drafting of the expenditure frameworks.

4.
The extrapolation year is based on quantitative (performance data) information. In the absence of any explicitly different agreements, the volume and price on which the estimates are based must remain constant.

5.
The extrapolation year is also based on qualitative (which programmes, projects, contributions, etc.) information.

6.
The estimates must be based on the realization of multi-annual projects at similar speed.

� Published in Annexe 9 to the Budget Memorandum 2004








