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Independent Authority for Fiscal Responsibility

1 . Introduction

The Independent Authority for Fiscal Responsibility (AIReF) has a single mandate: to
ensure effective compliance by public administrations (PAs) in Spain with the princi-
ple of budgetary stability set out in article 135 of the Spanish Constitution. Its scope
of responsibility encompasses all the entities that comprise the public sector in Spain. AlIRefF was
created under Organic Law 6/2013 of 14th November, which granted it the legal prerogative of
access to the information allowing it to monitor all the public administrations individually in order
to make a continual assessment of their budget cycle, debt and their economic forecasts. The work
carried out by AlReF is underpinned by three basic principles: independence, transparency and ac-
countability.

2015 was the first full year of existence and activity for AIReF. The institution was set
up in 2014. Since then, and throughout 2015, AlRef has consolidated the work it has been carrying
out throughout a full budgetary cycle in Spain. As a result, AIReF has now published at least once
every single one of the regular reports stipulated in its statutory mandate.

This Annual Report is a fundamental component of the institution’s transparency
and accountability to society as a whole. AlReF's Annual Report describes the work done by
this institution throughout 2015, as outlined in article 5.5 of Law 6/2013, which says that AlRef
will prepare a yearly report on its activities to be "widely published and disseminated”. This report
was approved by the president of AlRef on 29th March 2016 following deliberation by its manage-
ment committee pursuant to the procedure set out in AlReF's Organic Statute. It will be made pub-
licly available on the institution’s website. In addition, it allows a comparison to be made between
the actions carried out and those scheduled in the action plan drawn up for the same year, as well
as an analysis of the implementation of AlRef's Strategy Plan for 2015-2020. As a result, it can
also form the basis of the institution's 2016 Action Plan.

The report is divided into five sections following on from this introduction. These sections
deal with AlRef's essential lines of publications, its recommendations and best practice guidelines
issued for the General Government sector, its institutional and communication activities and, lastly,
its financial management and human resources.
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2 . Documents published by AlReF

AIReF fulfils its remit by preparing and issuing reports, opinions and studies. The
reports and opinions are public, whereas the publication of the studies it conducts requires author-
isation from the administration that has commissioned them. In addition, AIRef publishes working
papers relating to issues falling within its remit. The analyses of the long-term sustainability of
government finances and of the Social Security system also form part of its functions. AlRef is
the competent authority in certain aspects of the application of the preventive, corrective and
coercive mechanisms provided for in Organic Law 2/2012 of 27/th April, on Budgetary Stability &
Financial Sustainability (LOEPSF, Ley Organica de Estabilidad Presupuestaria y Sostenibilidad
Financiera).

The reports published by AIReF are statutory reports relating to the institution’s continual
assessment of the budget cycle, government debt, and its analysis of macroeconomic forecasts.
The reports it prepares for each public administration on the four phases of the budget cycle (draft-
ing, approval, implementation and control) form part of the four-year economic and budget strategy
defined in the Stability Programme (that AlRef has to report on). AlRef is also responsible for pre-
paring reports on the application of the preventive, corrective and coercive mechanisms contained
in the LOEPSF. These are not regular reports issued at specific times, but rather are only prepared if
and when the developments envisaged in the legislation occur. Lastly, every year AlReF must issue
an Opinion on the determination of the pension revaluation rate and, will have to do the same for
the sustainability factor when it comes into force.

In 2015 AIReF published every single one of the statutory regular reports covered
in the legislation. During the year the scheduled publication date of certain reports was subject
to change due to changes in budget calendars. The following reports and opinions were issued by
AlReF in 2015:

e Report on the methodology to calculate revenue and expenditure trends and the reference
growth rate. Published on 27th February 2015, although no ministerial order on the methodol-
ogy analysed in the report has been passed to date.

* Reports on the Autonomous Regions' Economic-Financial Plans (EFPs) (article 19 of Organic
Law 6/2013). In 2015, these reports were published on 21st January, 8th, 2/7th and 29th July,
and 3rd December.

* Report on the General Government sector initial budgets for 2015, published on 31st March.
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* Reports on the Draft Stability Programme Update for the Kingdom of Spain, published on 29th
April.

e Report on expected compliance with the fiscal targets for 2015 by the public administrations,
published on 15th July.

e Report on the setting of individual budget stability and regional government debt targets for
the Autonomous Regions, published on 27th July.

e Reports on macroeconomic forecasts (article 14 of Organic Law 6/2013), published on 29th
July and 3rd December.

* Reports on the General Government draft budgets and main budgetary lines (article 20 of Or-
ganic Law 6/2013), published on 28th September, 11th November and 30th November.

e Reports on the application of correction mechanisms envisaged in the LOEPSF (article 21 of
Organic Law 6/2013), published on 30th November.

e (Opinion on the determination of the 2015 pension revaluation index, mandatory under Law
23/2013, of 23rd December, regulating the sustainability factor and pension system revalua-
tion index, published on 3rd November,

AlReF also published five working papers.

2.1. Reports

A summary of the reports prepared by AlReF under each heading is given below:

2.1.A. Reports on the budget cycle
Reports on macroeconomic forecasts

AIReF must issue a report on the macroeconomic forecasts incorporated in the budg-
ets of all the public administrations in Spain or in the stability programme. Pursuant
to article 14 of the Organic Law 6/2013, the budgets or the stability programme of these admin-
istrations shall indicate whether or not the Fiscal Authority has endorsed the forecasts included in
them. In the interests of greater transparency, AlReF published three methodological documents
specifying the assessment criteria to be used in these reports’.

1. Resolution 16/2015 concerning the methodological format of the Report on the macroeconomic forecasts contained in the
Stability Programme Update for Spain 2015-2018; Resolution 22/2015, defining the methodological format of the Report on
the macroeconomic forecasts contained in the Draft State General Budget for 2015 and Resolution 9/2014, on an alternative
methodology and simulations for appraising the macroeconomic forecasts of the 2015 budgets for the Autonomous Regions.
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AIReF issued three reports on macroeconomic forecasts in 2015. The first one was on
the macroeconomic forecasts included in the Draft Stability Programme Update (SPU) 2015-2018,;
the second one was on the macroeconomic scenario accompanying the 2016 Draft State General
Budget, and the third one evaluated the forecasts made by those Autonomous Regions (ARs) that
put forward forecasts that were different from the forecasts made for Spain as a whole,

The macroeconomic forecasts in the Draft SPU for 2015-2018 were endorsed by
AIReF. The report was based on the exogenous assumptions and the defined policies and consid-
ered the fiscal consolidation objectives to be ambitious but achievable. AlReF stated that the fore-
casts of the Government's macroeconomic scenario assumed a significant recovery in the economic
cycle such that the output gap would close by 2018, the end of the outlook period. This scenario
was underpinned by highly favourable monetary and financial conditions against a backdrop of a
dynamic external sector, with high world and EU growth and a consolidation of the improvement in
the Spanish economy’s real terms of trade.,

However, AIReF identified considerable risks of deviation in the expansionary as-
sumptions made and in the implementation of the restrictive spending policies de-
signed. The first risk would be reflected in slightly less buoyant and stable growth, according to
the historical experience shown by the analytical models used by AlReF. Likewise, a more relaxed
spending policy would fuel growth in domestic demand and prices, widening the external trade im-
balance of the Spanish economy and, more specifically, increasing private-sector financing needs.
In contrast, effective containment of public spending within the limits set in the programme would
moderate the cyclical expansion in demand, prices and the financial imbalances of the Spanish
economy and all its sectors. The report indicated that the risks highlighted for the macroeconomic
scenario would affect growth in real GDP and employment upwards in the short-term and down-
wards later on in the programme timeframe.

The macroeconomic forecasts in the Draft State General Budget (SGB) were endorsed
as likely by AIReF in its report. AlRef was of the view that the Government's macroeconom-
ic scenario was likely on the whole. However, the composition of growth might be different from
the projection given, with more consumption and less investment and slightly lower job creation
than expected. The report stated that the Government's forecasts were generally realistic but they
were subject to a number of different risks. Firstly, the assumptions for higher interest rates and
oil prices than the current ones were prudent, implying that the Government's key forecasts might
be overshot in reality. Secondly, AIRef warned that there were risks relating to the implementation
of the policies designed by the Government and to the effects they may have. In particular, those
risks concerned the effectiveness of the restriction on increasing expenditure on the part of the
regions and the stimulus the new tax cuts would entail for private consumption. However, AlIRef's
belief was that their impact on GDP would be very different depending on the combination of risks
that eventually materialised. Overall, the risks surrounding GDP growth were regarded as balanced.
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BOX 1: Summary of the reports on the macroeconomic forecasts in the Draft
SPU 2015-2018 and reports on the SGB for 2016

These reports consisted of two parts, one to evaluate the possible bias in the macroeconomic fore-
casts made in previous years (ex post assessment) and another section to evaluate the forecasts (ex
ante assessment).

First of all the macroeconomic forecasts made in previous years were examined in order to assess

whether there was any significant bias in the errors that were made. To this end, the Government's

forecasts for the main macroeconomic variables were compared first with those of other independent
private and public-sector institutions and then with the results observed.

It was observed that the average absolute error in the Government's forecasts for the macroeconomic

scenarios from 2011 to 2014 was greater than the average of the consensus forecasts. The biases

were deemed significant only in the case of the real growth rates of private consumption (2011-

2013) and public consumption (2012-2014). In both cases, the Government's initial forecasts were

outside of the respective interquartile ranges and these deviations were not justified ex post by any

greater approximation to the observed data during three consecutive years.

Then the reports focused on the analysis of the macroeconomic and budgetary scenario and on the

analysis of the risks. The goal was to assess whether the Government's forecasts were realistic and

whether they define a more likely or a more prudent macroeconomic scenario.

AlReF noted that the macroeconomic forecasts put forward by the Government in this Draft SPU and

in the SGB used the most updated information available. Nonetheless very little public information was

available about the methodologies and parameters underlying the Government's forecasts.

The key conclusions to be highlighted from the ex ante analysis of the draft SPU forecasts were;

e The assumptions about the external environment were likely but expansionary overall. In particular,
the report deemed the acceleration of the real growth in GDP in the EU to be substantially above
its potential up to the 2018 timeframe, together with the maintenance of the exceptionally benign
financial environment and historically low interest rates. All of that meant a clearly expansionary
combination with clear downside risks for GDP forecasts, employment and fiscal consolidation.

e The strength of the expansion of economic activity forecast by the Government entailed the risk of
a greater slowdown in the future. The report highlighted that the risks that affected domestic de-
mand in the short term seemed slightly upside and as they moved further away from the immediate
timeframe these risks tended to be inverted. The report underscored the strong growth in employ-
ment and steep fall in the unemployment rate contrasted with the persistent wage moderation and
scarce inflationary pressure foreseen in the macroeconomic forecast. There was therefore a risk that
it would be simultaneously higher.

e With regard to external demand, downside risks were suggested in exports and upside risks in im-
ports with a result of a risk of a higher external deficit than the deficit forecast by the Government.

The key conclusions to be highlighted from the ex ante analysis of the forecasts for 2015-2016 were;

e The forecasts were deemed realistic overall, if taking into account the normative nature of the fore-
cast for a reduction in government consumption. AlReF's view was that the initial positive biases of
the Government forecasts for real growth in gross fixed capital formation were large, and that they
were associated with the uncertainty about the strength of the change in the construction cycle
and in the slowdown in investment in capital equipment.
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________________________________________________________________________________________________________________________________|
* |n external demand upside risks were seen, both in exports and in imports, with an approximately
neutral net result. The risks for growth in real GDP and employment were judged to be balanced.

* |n the case of government consumption, AlReF warned that it would be unlikely the Government's
forecast for a reduction in government consumption would be achieved unless additional spending
restraint measures were implemented

AIReF endorsed as likely the forecasts of all the Autonomous Regions that had sub-
mitted forecasts that were different from the Central Government’s forecasts. The
Autonomous Regions that published macroeconomic forecasts that did not exactly correspond to
the forecasts for Spain in the SGB 2016 were: Andalusia, Aragon, Balearic Isles, Basque Country,
Canary Isles, Castilla y Ledn, Galicia, Madrid, Murcia, Navarra and Valencia. The Autonomous Regions
of Asturias, Cantabria, Castilla-La Mancha, Catalonia, Extremadura and La Rioja did not submit their
own updated forecasts. AlReF considered the GDP forecasts of Balearic Isles and Valencia to be
prudent whereas the forecasts of the other Autonomous Regions tended to be slightly optimistic.
The employment forecasts for Canary Isles, Galicia and Murcia were deemed to be prudent whereas
the forecasts made by Andalusia, Aragon, Castilla y Ledn, Navarra and Basque Country tended to
be optimistic.

BOX 2: Methodology of the Report on the macroeconomic forecasts of the
2016 budgets of the Autonomous Regions.

The report compared the macroeconomic forecasts for GDP, employment, or both variables, made by
each Autonomous Region for 2016 with those included in the SGB 2016 for the economy as a whole.
It estimated the confidence ranges of those forecasts and analysed whether they contained any bi-
ases,

A bias was deemed to exist in the forecast of a variable if the variable deviated by more than one
standard deviation from the forecasts in the statistical models used to contrast it. This model is a
statistical forecasting model that in addition to the growth forecasts for Spain incorporates all the
relevant information of regional economic indicators. The criteria to endorse the GDP and employment
forecasts for those ARs that had made a forecast that was different from the one contained in the
2016 SGB were as follows: the forecasts were not endorsed if they had an upward bias in both varia-
bles; they were endorsed as unlikely if they had an upward bias in one of the two variables; they were
endorsed as likely if there were no biases; and lastly they were endorsed as prudent if they did not
have any upward biases in either of the two variables.

All the forecasts by the Autonomous Regions used the most updated information available, although
none of them specified sufficiently the methodology, assumptions and parameters used.
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Report on the 2015 initial budgets for the Autonomous Regions.

In its report on the 2015 initial budgets, AIReF restated its assessment that the
2015 budgetary stability target set at 4.2% of GDP for the General Government sec-
tor as a whole was very demanding. After taking account of the variations detected in the
information analysed (with regard to the information that underpinned the drafts and main lines of
the budgets of the ARs for 2015) AlRef confirmed its assessment made in its report on the 2015
drafts and main lines of the General Government sector published in 2014.

AIReF did not detect any risk of non-compliance for the Central Government (CG). Af-
ter analysing the measures and variations incorporated since the approval of the draft SGB AlReF's
view was that the CG did not show any risks of failure to comply with the deficit target set at 2.9 %.

AIReF observed a risk of failure to comply with the deficit target for 2015 in the So-
cial Security Funds. The difficulties for compliance observed were greater than those indicated
in the report on the drafts and main budgetary lines of the 2015 budgets. Some of this deviation
from target was due to the non-achievement of the expectations existing in the previous report of
higher revenue in the Social Security expenditure budget expected from the new system of direct
settlement and the inclusion of remuneration in kind in the contribution base. This deviation would
be partially offset by the favourable impact on its revenue of an improvement in the macroeconom-
ic environment and the continuous reduction in expenditure on unemployment benefit (forecast
to end under budget). In any event, the report warned that it was highly likely the Social Security
Funds deficit would end 2015 several tenths of a percentage point above the 0.6% of GDP target.

In the case of the Autonomous Regions, AIReF was of the view that it was highly
likely the subsector would end 2015 with a similar deviation from the deficit target
to the one recorded in 2014. The regions were starting off the year with a deficit recorded in
2014 of 1.7% of GDP according to AlReF's estimate. That meant they would need to take steps to
bring down this figure by a full percentage point in order to achieve the deficit target for 2015. The
analysis of the budgets for this subsector, however, did not reveal any measures that would make a
significant contribution to cutting the deficit. Furthermore, the improved macroeconomic scenario
would only be substantially reflected in their revenues as of 2016 according to AlReF's estimates.

The conclusion reached by AlIReF for the Local Corporations (LCs) was that it was
highly likely the subsector would end 2015 with a comfortable surplus similar to
the surplus achieved in 2014. The expenditure budget scenario for the year did not show any
evidence of the economic impact envisaged for the local government reform.
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BOX 3: Analysis of the adequacy of the budgets for 2015 to meet the stability,
debt and expenditure rule targets.

Following the approval of the Draft SGB 2015 in the Central Government subsector a series of measures
were taken that entailed a loss of revenue and this led to the consequent reduction in the size of the lee-
way observed in the draft SGB, mainly stemming from the estimation of financial expenses. During 2015
one key measure to be highlighted was the approval of a 0% interest rate for lending operations with the
territorial administrations through the extraordinary financing mechanisms. Despite the impact of these
measures, no risk of failure to comply was observed for this subsector due to the likely improvement in
revenue associated with the also probable upturn in the macroeconomic scenario.

As far as the Social Security Funds are concerned, AlReF monitored the situation closely and con-

cluded that the expectations of additional Social Security revenue were not materialising. These ex-

pectations had been based on the assumed impact of the envisaged of new contribution revenue
management measures (CRETA) and the inclusion of remuneration in kind into the contribution base.

Within the scope of the Autonomous Region subsector, the new documentation analysed compared

10 the documentation used in the report on the main lines of the 2015 budgets was essentially: 2014

year-end figures, the saving on the budgeted expenditure on interest payments (estimated to be

€2.33 billion for the Autonomous Regions, following the passing of Royal Decree Law 17/2014) and
the Economic-Financial Plans (EFPs) for Cantabria, Castilla-La Mancha, Catalonia, Murcia, Valencia and

Navarra.

With this documentation the key conclusions of the reports on the main budgetary lines published by

AlReF in 2014 were upheld and it confirmed that it was unlikely the subsector would be able to comply

with the budget stability target in the subsector in 2015 due to:

 Risk of non-compliance with the stability target for 2014,

* Additional risks observed in the scenario forecast for 2015:

- Overestimation of the revenues included in the budget for 2015 with regard to the funding
system resources, to the forecast revenues from the tax on asset transactions and documented
legal acts (Impuesto sobre transmisiones patrimoniales y actos juridicos documentados,
ITPyA|D) and the tax on inheritance and donations (Impuesto sobre sucesiones y donaciones,
ISD), and the uncertainty in the materialisation of revenue from real estate asset disposals.

- Stagnation and lack of concrete development of the expenditure consolidation measures forecast
for 2015. This stems from, on the one hand, the discontinuation of measures taken in previous
years and, on the other hand, the lack of additional measures other than estimates for non-imple-
mentation or withholding of budget appropriations or decisions on their non- availability.

Taking into account both year-end 2014 and the budget scenario for 2015, AlReF identified a high

risk of non-compliance with the stability targetin 2015 for Andalusia, Aragén, Balearic Isles, Cantabria,

(Castilla-La Mancha, Catalonia, Extremadura, Murcia and Valencia.

* |n the case of Aragdn, Balearic Isles, Cantabria and Castilla-La Mancha, the risk stemmed essentially
from 2014 year-end.

e As regards Catalonia and Valencia, in addition to the retrenchment required as a result of the 2014
year-end result, there was the fact that the uncertainties stated at the time about the revenues
scenario in the draft budgets can still be seen in the scenario for 2015 contained in the EFP al-
though this time they concern different budget items.
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e |n the case of Andalusia, the sale & leaseback operation that conditioned the risk AIReF saw in the
budget lines report for compliance with the 2014 target was finally classified as non-financial in-
come in that year. The non-recurring nature of the operation, accounting for 0.2% of regional GDP,
together with the overestimation of revenues in the 2015 budget, meant uncertainties remained
about the likelihood of compliance with the 2015 stability target for the region.

Unlike all the other subsectors, in the Local Corporations (LCs) the only information available to AlReF
1o publish its report was the information provided by the Ministry of Finance & Public Administrations.
This was the aggregate information for the subsector on the budgets approved by the LCs for 2015,
Individualised information on the budgets approved by the six city councils with more than 500,000
inhabitants and the updated economic report of Law 27/201 3, on the rationalisation and sustainabil-
ity of local government. The variations analysed depended as a result primarily on the differences in
the information available.

This information confirmed that it was highly likely the LCs would end 2015 with a large surplus, even
though the expenditure budget scenario for 2015 did not reveal any evidence of the economic impact
envisaged for the local government reform.

Report on the Draft SPU 2015-2018

AIReF was of the opinion that the fiscal consolidation adjustment of 5.4% of GDP
envisaged in the SPU is ambitious but attainable. This adjustment for the whole of the
General Government sector that is required for it to comply with the stability target in the reference
period (2015-2018) would be attained to a large extent by a reduction in expenditure of 5 per-
centage points of GDP (from 43.6 % to 38.4 %) and a slight increase in revenues against GDP (from
378 % in 2014 to 38.1 % in 2018). The estimate by subsectors was for the surplus achieved in
2013 and 2014 in the local subsector to be achieved again and that the Central Government could
attain its own target. However, major difficulties were observed for the Social Security Funds and
for the AR subsector. The target in the regional subsector might be reached if the relative different
positions of the regions could be offset,

In the case of the expenditure rule, the information supplied in the SPU did not allow
compliance with the expenditure rule to be adequately evaluated. As it did not go into
sufficient detail on the subsectors and at the time the GDP reference growth rate had not been
published either, AIReF could only make an approximate assessment of its calculation for the Gen-
eral Government sector as a whole and the conclusion reached was that there would be compliance
up to 2016 with slight deviations from target estimated for 2017 and 2018.

As far as the debt limit is concerned, AIReF estimated that the long-term target (a
60% debt-to-GDP ratio, as stated in transitional provision one of the LOEPSF) would
not be met. The report forecasted a cumulative debt reduction rate over the period of 4.4% of
GDP, taking the debt ratio in 2018 to 93.2% (a gap of 33 percentage points from target).
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BOX 4: Analysis of the adequacy of the SPU for the reference period 2015-
2018 for compliance with the stability, debt and expenditure rule targets.

To determine the plausibility of the fiscal consolidation path put forward in the draft SPU, it was nec-
essary for AlReF to analyse whether the measures envisaged in that draft document for the different
subsectors were sufficient to guarantee compliance with the targets.

In the case of the Central Government, the effectiveness of the forecasts in the SPU in the period
2015-2018 would entail making a major consolidation adjustment (3.3% of GDP) that was estimated
1o be achievable, provided the margins in the medium-term macroeconomic forecasts materialised.
AlReF deemed that the adjustment would be propitiated essentially by the improvement in the macro-
economic scenario that would entail a significant increase in taxation revenue in the reference period.
AlRef estimated that it was likely expenditure on debt servicing and transfers to the State Public
Employment Service (SEPE, as it is known in Spanish) to cover the deficit would mean less pressure on
the expenditure side as a consequence of interest rate developments and the likely fall in spending on
unemployment benefits.

Most of the expenditure-related measures falling within the scope of the Central Government sub-
sector were articulated through actions aimed at rationalising public expenditure through the Public
Administrations Reform Committee (CORA) and from savings from not fully replacing public employ-
ees. The revenue measures (essentially reforms of personal income tax [IRPF] non-resident income tax
[IRNR] and of corporation tax [IS]) in 2015 and 2016 were estimated with a negative impact, whereas
in 2017 they were estimated to be positive above all because of the anti-fraud measures (offsetting
the negative impact of all the other taxation measures).

For the Social Security Funds (SSF) subsector the forecasts included in the SPU would require a con-
salidation adjustment of 1% of GDP in the reference period from 2015 to 2018. This is unlikely to be
achieved according to AlReF's estimates. As in the other subsectors, this adjustment was based on the
improvement in the macroeconomic scenario that would mean an increase in revenue from contribu-
tions in the period. However, AIReF was of the view that the positive development of revenue would
not be sufficient to reach the stability target set for the period 2015-2018, and that the measures set
out in the SPU would not manage to complete the retrenchment required.

The report advised making an analysis of the financial situation of the SSF in the short and medium
term in order to anticipate the possible depletion of the reserve fund.

For the Autonomous Region subsector AlReF estimated that the fiscal retrenchment to be made in
the period 2015-2018 would have to be 1.6 % of GDP. Whether or not it would achieve it would de-
pend on if the different relative positions of the Autonomous Regions could be offset. The discretion-
ary measures set out in the draft SPU would enable half of the necessary consolidation adjustment to
be made (0.7 % of GDP).

AlRef estimated that compliance with the exacting fiscal consolidation path in the autonomous region
subsector would require the measures considered in the SPU to obtain the expected economic impact.
Doubts were raised with regard to achievement of the tax revenue measures (ISD, ITPyA|D, hydrocar-
bons tax [IH] and environmental taxes), personnel measures (non-replacement of public employees)
and the effects of the new health expenditure rationalisation instrument (pending approval and con-
crete detail). It would also be necessary for the macroeconomic scenario to provide an improvement in
these tax revenues, a significant part of which would be transferred to the Autonomous Regions from
2016 onwards,
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For the Local Corporations subsector, AlReF estimated as highly likely that the subsector would main-
tain the surplus of around 0.5% of GDP reached in 2013 and 2014 over the outlook period of the pro-
gramme. The consolidation of the surplus in this subsector would be due to the joint implementation
of the expenditure rule and the budgetary stability target. The measures proposed by the subsector
for the period 2015-2017 focused mainly on the expenditure side, and were to stem essentially from
the local government reform (whose impact was reduced in the SPU compared to the forecasts in the
2015 Budgetary Plan).

Report on the expected compliance with 2015 targets by the Public Administrations.

AIReF stated in its report how difficult it would be for the General Government sec-
tor overall in Spain to meet the stability target set at 4.2% of GDP for 2015. In the
report it published in July 2015 AlIRef appraised the expected compliance with the budget stability,
government debt and expenditure rule targets for the different subsectors for 2015. To make its
assessment and detect any risks of non-compliance AIREF analysed primarily the budget imple-
mentation data available up to the date of publication of the report for each one of the subsectors,
the measures envisaged for the current year and those adopted in previous vears. In addition, it
made its own estimates for the future development of revenue and expenditure and the effect of
all of those measures.

The analysis by subsector reflected a likely reduction in the deficit of at least 1% of
GDP in 2015. The achievement of the target set for 2015 would require budget implementation
of the different subsectors throughout the second half of 2015 to fall within the most favourable
part of the range forecast by AlReF.

The analysis of government debt reflected the difficulties surrounding achievement
of the 60% debt-to-GDP ratio before 2030. An analysis of compliance with debt targets
was not made because the way in which the debt targets are set prevents any ex ante view being
stated about their compliance. Instead, AlReF chose to make its analysis from the standpoint of
financial sustainability in its report.

As far as the expenditure rule is concerned, AlReF estimated that the eligible ex-
penditure of the Central Government and the Autonomous Regions might outstrip
the reference growth rate set for 2015 (1.3%). The information received by AlReF was
not sufficient to be able to state a proper view on the expenditure rule of the different subsec-
tors. Nevertheless, the estimates made with regard to the key expenditure items pointed to likely
non-compliance with it,

The report stated that no risk of failure to comply with the budget stability tar-
get was observed for the Central Government. In AlReF's view, the budget implementation
data up to the date of publication of the report and its expected trajectory to the end of the year
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seemed to be compatible with the 2.9% deficit target. Additionally, the buoyancy observed in the
key macroeconomic variables was driving recovery in revenue although they were also affected by
measures entailing lower revenue collection. That is why AlReF deemed the revenue budget fore-
casts would barely be met. Expenditure, on the other hand, is being strictly implemented and the
expectation was for this trend to be maintained, thus facilitating achievement of budget stability.

For the Social Security Funds however, there was practical certainty of non-compli-
ance with the 2015 target. On the revenue side, the Social Security budget contained a very
ambitious revenue collection forecast driven by the efficiency measures put in place. In practice,
however, these measures were having a very limited effect on collection figures. Social contribu-
tions were growing at a rate slightly below nominal GDP growth. Although the improvement in
employment was injecting buoyancy into contributions paid into the system there were factors
%mostly associated with employment incentive policies that were limiting this upward trend. Ex-
penditure on pensions was in line with the forecast growth rate and even though there was an ear-
ly indication then that expenditure on unemployment benefits would perform significantly better
than the budget forecast, at best the Social Security Funds deficit in 2015 would record a similar
figure to last year and so would not meet the ambitious target set for this year.

In the case of the Autonomous Regions, AIReF indicated in the report that there was
also arisk of deviation from the target set for the subsector at-0.7 % of GDP. Meeting
the target would require a reduction of one percentage point of GDP. This did not seem to be an
achievable goal in a year in which the funds from the regional financing system barely grew by two
tenths of a percentage point of GDP. According to the analysis made of budget implementation
data, the measures adopted to date and the additional information furnished by the autonomous
regions, AlReF estimated that the reduction in the deficit compared to 2014 would be around half
a percentage point of GDP. Although the situation varied from one region to another, the risk of
non-compliance was essentially due to deviations observed in revenues from their own region-
al taxes, expected financial transfers from the State that were not included in the State General
Budget, and the non-materialisation of a large part of the sales and administrative concessions
forecast in the budgets. On the expenditure side, the interest rate saving stemming from new fi-
nancing measures has not been reflected as yet in an equivalent reduction in the deficit.

In the Local Corporations, AIReF's estimate was for the subsector to comfortably
achieve the budget equilibrium target. The report expected the surplus at year-end to be
above 0.5% of GDP as a result of maintaining the levels of revenues forecast with no significant
increases in expenditure, AlRefF also made an individualised analysis of the six local governments in
provincial capital cities with a population of over 500,000, concluding with an estimate that they
could consolidate the surplus recorded in previous years.
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BOX 5: Report on expected compliance with the 2015 targets for each
autonomous region and of the local governments in provincial capital cities
with a population of over 500,000.

The following criteria were applied to determine the risk of failure to meet the budget stability target

by each region individually.

1. Development of revenue and expenditure implementation to April, corrected with the information
on measures and other actions that might impact their rate of implementation or affect the year-
end result.

Track record of deviation from the regions’ initial forecasts with regard to their final settlement.
Possible correction or maintenance of revenue over-estimation observed in the initial budgets and
draft EFPs, basically in the items of disposal of investments and transfers received from the State.

In accordance with the criteria above, AlReF's estimation for the budget stability target in 2015 was

as follows:
e No risk of non-compliance was observed for Asturias, Basque Country, Canary Islands, Castilla y
Ledn, Galicia and La Rioja.

 Arisk of non-compliance could be observed in Andalusia, Aragén, Balearic Isles, Cantabria, Castilla-La
Mancha, Catalonia, Extremadura, Madrid, Murcia, Navarra and Valencia. This risk was especially acute
in Catalonia, Extremadura, Murcia and Valencia, where non-compliance was seen as a practical cer-
tainty.

For the first time in any of its reports, AIReF included in its analysis of the LC subsector the six local

governments in provincial capital cities with a population of over 500,000: Barcelona, Madrid, Malaga,

Seville, Valencia and Zaragoza. An individualised analysis was made for each of these local govern-

ments of the risk of non-compliance with the budget stability target and the debt limit target.

The outcome of the analysis was that no risk of non-compliance with the stability target was ob-

served in any of the six major local governments and it was highly likely that they would close the year

with a surplus that would be similar to the surplus they posted in the previous year at least.

As there is no GDP figure available in the case of local governments, for comparison purposes, the size

of the possible surplus obtained by these local governments was estimated as a percentage of their

consolidated non-financial revenues in 2015. The resulting ranges were: Madrid (20-25 %), Zaragoza

(6-21 %), Valencia (7-19 %), Malaga (6-16 %), Seville (5-15 %) and Barcelona (2-13 %).

Report on the setting of individual budget stability and regional government debt targets
for the Autonomous Regions.

AIReF published a report on the proposal made by the Ministry of Finance and Public
Administrations (MINHAP) for budget stability targets. The report included homogeneous
targets for all the Autonomous Regions for each one of the years, as a percentage of GDP (-0.3 %
in2016,-0.1 %in 2017 and 0% in 2018). The proposal was based on the argument that these tar-
gets at an aggregate subsector level would allow the subsector as a whole to comply with the ad-
justment path set together with the expenditure rule. Therefore, no major structural retrenchment
would be required in the period given that all of the deficit reduction would be possible thanks to




Independent Authority for Fiscal Responsibility

the effect of the economic cycle. For the Autonomous Regions individually, the Ministry of Finance
and Public Administrations was of the view that these targets were feasible but did not provide any
documentation to back that assertion.

AIReF proposed the setting of differentiated deficit targets in 2016 and 2017 so
that the convergence path towards a balanced budget envisaged for 2018 would be
possible. AlRef identified the existence of three groups of Autonomous Regions depending on
how quickly their fiscal adjustment could take them to the budget equilibrium target set for 2018.
The principles of feasibility of the stability targets and consistency with the application of the ex-
penditure rule were taken into account. The three groups were defined according to the information
available at the date of publication of the report and with the estimates explained in detail in the
annexes to the report:

e ARs with a budget balance target in the full period 2016-2018 through the application of the
expenditure rule: Andalusia, Asturias, Basque Country, Canary Islands, Castillay Leodn, Galicia, La
Rioja, Madrid and Navarra.

e ARswith a budget balance target in 2018 and an adjustment path envisaged for the subsector
in 2016 and 2017: Aragén, Cantabria and Castilla-La Mancha.

e ARs with a budget balance target in 2018 and a more gradual adjustment path than forecast
for the subsectorin 2016 and 2017: Balearic Isles, Extremadura, Catalonia, Murcia and Valencia.

BOX 6: Report on the setting of individual budget stability and regional
government debt targets for the Autonomous Regions.

AlReF made a recommendation to the Ministry of Finance and Public Administrations to set differen-

tiated deficit targets in 2016 and 2017 so that the convergence path to a balanced budget as envis-

aged for 2018 by the same ministry would be possible.

AlRef suggested that a feasibility analysis should be made. Using the 2015 year-end estimate in the

15th of July report (on expected compliance with the 2015 targets), an assessment would be made of

the possibility of compliance with the target in 2016, the year in which the deficit reduction required

as a target by the path set by the Ministry of Finance and Public Administrations would be more de-

manding.

The differences in both the baseline scenario (2015 year-end) and the forecast contribution made by

the resources from the financing system to the achievement of the target in 2016 highlighted the

need to set a methodology with indicators that allow discussion of the feasibility of homogeneous

targets in line with the target set for the subsector. AlReF suggested using two synthetic key indica-

tors and three supplementary indicators to do so:

Synthetic key indicators

1. Fiscal adjustment effortin terms of primary structural balance. It takes an indirect approach to fiscal
effort because it is based on an estimate of the impact of the economic cycle on public accounts.
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2. Effort required or target in terms of primary non-financial uses. It analyses the reduction effort or
the leeway for increase of primary expenditure that would be required to meet the 2016 target
given a certain level of revenue,

In line with these two indicators, Balearic Isles, Catalonia, Extremadura, Murcia and Valencia would all
have to make an above-average adjustment in 2016 to comply with the target set at-0.3 %.
The synthetic key indicators could be supplemented by other supplementary indicators (regional fis-
cal pressure index that appraise the exercising of normative capacity on taxation by the ARs; their
developments in like-for-like primary expenditure and revenue sufficiency given like-for-like primary
expenditure). These indicators have an impact on feasibility and would allow a more gradual adjust-
ment path to be devised for the five Autonomous Regions listed above, taking into account to the
sustainability analysis made.

However, the results of the supplementary feasibility and sustainability indicators were not conclusive

when it comes to defining a more gradual adjustment path to the targets for the Balearic Isles, Catalo-

nia, Murcia and Valencia as they did not identify unequivocally how gradual to make that path.

For all the other ARs, AlReF proposed making an assessment of the consistency between the stability

target and the expenditure rule given that the closer the ARs are to complying with the stability target,

the more relevant the expenditure rule becomes (because it determines what the cap on any increase
in expenditure would be). According to the estimates of eligible expenditure. AIReF concluded that the
budget balance in Asturias and Madrid would be closest to equilibrium but Andalusia, Basque Country,

Canary Isles, Castillay Ledn, Galicia, Navarra, and La Rioja would not achieve a balanced budget in 2016

(and that result would continue to be the case every year until 2018).

With regard to the debt target, AIRef made a positive appraisal of the proposal put forward by the

Ministry of Finance & Public Administrations in which the margin for discretionary action in the sys-

tem to set the debt targets was limited by reducing to only two the number of exceptions allowing

for rectification of the individual debt targets proposed for 2016-2018. Nevertheless, AlReF's view

continued to be that the debt targets proposed were still not transparent or verifiable ex ante and did

not allow the Autonomous Regions to make their budgets aligned with the debt targets, nor did they

allow AlReF to make an evaluation beforehand of the compliance with these targets.

Reports on the General Government draft budgets and main budgetary lines for 2016

The report on the General Government draft budgets and main budgetary lines had
to be divided into separate reports on separate subsectors. This was the consequence
of the early submission to Parliament of the draft State General Budget (SGB) and the holding of
local and regional elections throughout 2015. Because of the earlier than scheduled submission to
Parliament of the draft SGB for 2016, AlReF also brought forward to September the publication of
its own report on the draft budget. Early in November AlRef published its report on the main lines
of the budgets for 2016 for the LCs and the full report was completed on 1st December with the
publication of the report on the ARs. This latter report was especially delayed because several of
the new regional governments had not prepared the main budgetary lines until the submission of
the draft budgets to their respective parliaments.
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AIReF did not observe any risk of failure to comply for the Central Government sub-
sector. The deficit target forecast for the Central Government in 2016 (2.2% of GDP) seems
achievable and is supported by the buoyancy of taxation revenue, by the scaling down of the trans-
fer made to the State Public Employment Service (SEPE), and by the lower debt servicing burden
forecast

AIReF deemed there was a high risk that the Social Security funds would not attain
the deficit target set for 2016 at 0.3%, with a deviation of more than 1% of GDP. The
financial position of the Social Security Funds has been deteriorating progressively since the onset
of the crisis in 2008, building up a considerable deficit that the recent economic recovery has not
been able to turn around. Since 2008, the development of revenue has always been below expend-
iture, even though expenditure has been curtailed because of the effect of the reform measures,
which nevertheless will have their full impact over a longer time frame.

Within the scope of the Autonomous Regions, the report concluded that there was
a risk of non-compliance with the target in 2016, set at 0.3% of GDP. This was a con-
sequence of the deviation estimated for 2015 (of between 0.9 and 0.8% of GDP) and of the un-
certainties about the materialisation of certain revenue and expenditure items budgeted for 2016.
The conclusion reached on the expenditure rule for 2016 was that its compliance might entail for
several Autonomous Regions a more demanding target than the budgetary stability target. De-
viations in the development of the expenditure in the Autonomous Regions with a larger deficit
were seen that might lead to non-compliance with the expenditure rule, and that could affect the
subsector as a whole. With regard to the debt target, in the report AlReF reiterated the difficulties it
had in making an assessment. In addition the current design did not guarantee the medium or long-
term sustainability of the debt. That is why in this report AlRef focused its analysis on the medium
to long-term sustainability of government debt.

AIReF's forecast for 2016 estimated a surplus of between 0.3% and 0.6% of GDP in
the Local Corporations subsector and that the debt target was entirely attainable. All
the necessary information AlReF required to state a view on whether these lines were adequate
for compliance with the deficit and debt targets or the expenditure rule with regard to the whole
subsector was not available. Using the available information it estimated that it was highly likely
that the subsector would comfortably comply with the stability target in 2016 (although the pos-
sible surplus might be lower than the surplus obtained in previous years). No risk of non-compliance
with the stability target in 2016 was seenin any of the six largest local governments although the
margin above the target might be cut substantially. However, AlReF estimated that it was highly
likely that all of them would fail to comply with the expenditure rule, except for Malaga and Zarago-
za. With regard to the debt target, these local councils would show a debt-to-current revenue ratio
of under 110% except for Zaragoza.
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BOX 7: Adequacy of the main lines and draft budgets of the Autonomous
Regions to the stability, debt and expenditure rule targets.

In the Autonomous Region subsector, AlReF reached the following conclusions from its individualised

analysis of the Autonomous Regions:

a. Compliance with the budget stability target in 2016 was deemed likely in Andalusia, Asturias,
Basque Country, Canary Isles, Castillay Ledn, Galicia, Navarra and La Rioja. Furthermore, application
of the expenditure rule could lead to these regions achieving an even lower deficit than the 0.3%
set. Furthermore, in these autonomous regions no significant risks associated with the medium
and long-term debt sustainability were observed. Within this group, Castilla y Ledn and Galicia were
the regions where the forecast development of expenditure could compromise compliance with
the expenditure rule and in Andalusia a risk of non-compliance with this rule was detected.

b. The Autonomous Regions in which a moderate risk of non-compliance with the budget target was
detected were: Balearic Isles, Cantabria, Castilla-La Mancha and Madrid. The reason was the uncer-
tainty about the development of certain items in the budget scenario and the implementation and
economic impact of some of the measures forecast. With regard to the debt sustainability, AIReF's
view was that the Balearic Isles were not risk-free and that risks could also be seen in Castilla-La
Mancha.

C. Arisk of non-compliance with the budget stability target was detected in Aragon, although it was
impossible to quantify the risk at that time. With regard to the medium and long-term debt sustain-
ability AlRef indicated that no significant risks were observed

d. Autonomous Regions in which a very high risk of non-compliance with the budget stability target
was detected: Extremadura, Catalonia, Murcia and Valencia. These Autonomous Regions will have
to make an adjustment of more than two percentage points of GDP in 2016. With regard to the
debt sustainability, only in Extremadura were significant risks not seen. Risks were identified in
Murcia and those risks were high for Valencia and very high for Catalonia.

To give a more comprehensive view of the pasition of each region, the analysis was completed with

a study of their relative position in revenue and expenditure. In an initial approximation, this allowed

identification of the leeway for action that was seemed most clearly feasible. To do this AlReF updat-

ed and completed the calculations of the indicators included in its report published on 27th July on the
individual targets of the ARs.

2.1.B. Reports on the application of preventive, corrective and coercive measures
under the LOEPSF

Reports on the Economic-Financial Plans of the Autonomous Regions

Non-compliance with the budget stability or government debt targets, or with the
expenditure rule, makes the submission of an Economic and Financial Plan (EFP)
compulsory. Pursuant to the budgetary stability and financial sustainability legislation in Spain,
AlIReF must issue a report on EFPs prior to their approval. During 2015 AlRef reported on the
non-compliance of the EFPs in 2014 by the following regions: Asturias, Basque Country, Castilla
y Ledn, Catalonia, Madrid, Murcia, and La Rioja (in July) and Andalusia, Aragon, Cantabria, Castilla-La




Independent Authority for Fiscal Responsibility

Mancha, Extremadura and Valencia (in December). In addition, in January AlReF published its report
on the EFP submitted by Navarra due to non-compliance with the budget stability and government
debt targets in 2013 to be submitted to the Coordinating Committee of the Economic Agreement
with that region.

AIReF deemed that the EFPs of those regions with significant and recurring devia-
tions should be prepared in a multiyear framework agreed with the Ministry of Fi-
nance & Public Administrations. The preparation of the plan and its monitoring would be done
in this framework, above all in the case of those ARs with recurring non-compliances. Another new
point is that AlReF recommended for those ARs with significant deviations from the targets that
the comptroller's office in the autonomous region (or equivalent unit) should report to the regional
government on a regular basis on the monitoring of the budget implementation and give warning
of whether decisions should be taken for early correction of any deviations that might occur. This
recommendation was made in line with the framework of automatic prevention measures as cov-
ered in article 18 of the LOEPSF,

BOX 8: Reports on the EFPs submitted by Autonomous Regions due to failure
to comply in 2014.

In its report submitted to the Government in October 2015, the Ministry of Finance & Public Adminis-
trations determined the non-compliance with the budget stability target in thirteen out of the seven-
teen Autonomous Regions. -all of them except Galicia, Canary Isles, Navarra and Basque Country-, as
well as non-compliance with the debt target by Aragén, Castilla y Ledn, Catalonia and La Rioja, and of
the expenditure rule by Balearic Isles, Canary Isles, Catalonia Extremadura, Madrid, Basque Country and
Valencia. Consequently, these regions had to submit an EFP that would allow them to comply with the
targets set for the current year and the following year.

AlRef produced reports on the EFPs as and when the Autonomous Regions sent them. The timing

of the publication of the report was important as the publication of other reports prepared by AlReF

(such as the report on expected compliance with General Government sector 2015 fiscal targets, on

17th]uly, and the report on the main budgetary lines of the ARs for 2016, on 30th November) affect-

ed the conclusions and/or recommendations. The key conclusions were:

e (atalonia: For the budget stability target AlReF deemed that there was practical certainty about
non-compliance with the 2015 target. Moreover, the significant deviation that was likely to be re-
corded in 2015 compromises compliance in 2016. AlReF was not able to state a view on compliance
with the debt target due to the uncertainty associated with the procedure of setting that target. As
for the expenditure rule, AIReF believes that the expenditure rule information contained in the EFP
needed to be expanded to enable an assessment of it to be made

e Madrid: As regards the budget stability target, AlReF believed compliance in 2015 and 2016 to be
possible. Nevertheless, risks of a deviation from the stability target in 2015 were detected, and
these were primarily because of estimates skewed to the upside in certain revenue lines. The fore-
casts for the region for 2016 were viewed as likely and therefore the stability target was deemed
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10 be achievable. As for the expenditure rule, AlIReF believed that the EFP should be expanded to
incorporate the necessary information on the expenditure rule to be able to make an assessment of
compliance with it.

e Asturias: As regards the budget stability target, AIReF believed compliance to be possible in 2015
and 2016. For the expenditure rule, AIReF believed that the EFP should be expanded to incorporate
the necessary information on the expenditure rule to be able to make an assessment of compliance
with it.

e (astillay Ledn: As regards the budget stability target, AlRef believed compliance was possible with
itin 2015 and 2016. AIReF was not able to state a view on compliance with the debt target due to
the uncertainty associated with the procedure of setting that target. As for the expenditure rule,
AlReF believed that the expenditure rule information contained in the EFP needed to be expanded
to enable an assessment of it to be made.

e Murcia: As regards the budget stability target, AlReF believed that non-compliance with the target
for 2015 was practically certain. The significant deviation likely to be recorded in 2015 compromis-
es compliance in 2016. AlReF highlighted the special impartance of preparing the EFP because of
the track record of recurring deviations compared to the annual targets. The EFP should contain a
credible path to correct the imbalance in a multiyear framework coinciding with the timeframe es-
tablished in the SPU.

e [a Rioja: As regards the budget stability target, AIReF deemed compliance with it possible in 2015
and 2016. As for the debt target, AIReF was not able to state a view on compliance with the debt
target due to the uncertainty associated with the procedure of setting that target. For the expend-
iture rule, AIRef believes that the expenditure rule information contained in the EFP needed to be
expanded to enable an assessment of it to be made.

e Basque Country: As regards the expenditure rule, AlReF believed compliance with the rule both in
2015 and in 2016 to be possible. Nevertheless, it pointed out that the EFP submitted did not in-
clude the minimum contents as stipulated in the LOEPSF,

e Andalusia: As regards the budget stability target, AlRef deemed there to be arisk of non-compliance
with the 2015 target, stemming primarily from possible deviations in its forecasts for revenue from
the funding system. AlReF deemed that compliance with the stability target in 2016 was possible
but very tight due to the probable deviationin 2015 year-end and growth in expenditure. The region
was forecasting growth in expenditure for 2016 and the development of expenditure might com-
promise the expenditure rule.

e Aragon: As regards the budget stability target AlReF deemed there to be a risk of non-compliance
for 2015 and 2016. The uncertainties detected in the report on main budgetary lines that pre-
vented the risk from being measured were attenuated with the information provided on revenue.
Nonetheless, the uncertainties observed on the expenditure side remained. Due to the uncertainty
associated with the procedure to set this target, AIReF could not state a view on compliance with
the debt target.

* (antabria: AlReF deemed there to be a risk of non-compliance with the stability target for 2015,
stemming fundamentally from the developments in expenditure to date and the uncertainty about
the implementation of the withholding of unavailable budget funds. A moderate risk of non-com-
pliance with the 2016 target was detected, more so because of the expected deviation in 2015
year-end (not envisaged by the region) and because of the uncertainties about he effective materi-
alisation of capital inflows.
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e (astilla-La Mancha: As far as the budget stability target is concerned, AlReF deemed there to be a
risk of non-compliance for 2015 and 2016.

e Extremadura: AlReF concluded that the deviation from the 2015 stability target forecast by the
region could be higher due to the passible deviation in revenue forecasts. A very high risk of failure
to comply with the 2016 target was seen as only a part of the expected deviation from the 2015
target was envisaged by the region. The forecast development of expenditure might compromise
compliance with the expenditure rule in 2015 and 2016.

e \alencia: There was a very high risk of non-compliance with the stability target for 2015 and 2016.
The forecast development of expenditure might not be compatible with compliance with the ex-
penditure rule in 2015 and 2016.

Report on the application of correction mechanisms envisaged in the LOEPSF

AIReF made a recommendation to the Ministry of Finance & Public Administrations
on the application of the correction mechanisms provided for in the LOEPSF. As stated
above, AlReF detected a very high risk of failure to comply with the budget target for 2016 in Cat-
alonia, Extremadura, Murcia and Valencia (as published in its report on the main lines of the budgets
of the Autonomous Regions for 2016). AlReF prepared its report on the application of correction
mechanisms. It was published as a separate section of the report on the budget lines and in it
AlReF made a recommendation to the Ministry of Finance & Public Administrations for it to apply
the measures in article 19 of the LOEPSF. Those corrective measures are envisaged for the regions
with a high risk of failure to comply with the stability target for 2016 (the deviation from target is
estimated to be around two percentage points of GDP). Whereas the December 2014 report recom-
mended that the Ministry of Finance & Public Administrations should apply the correction measures
due to the almost certainty that the stability target for that year was not going to be achieved, the
2015 report was prompted by the high risk of non-compliance with the target for the following
year (2016). AIReF also made a recommendation to the Ministry of Finance & Public Administrations
that it should agree on rigorous and detailed planning up to 2018 with the respective regions and
that this planning should incorporate the approved EFP and the budget implementation.

2.1.C. Report on the methodology to calculate revenue and expenditure trends
and the reference growth rate

AIReF assessed the Draft Ministerial Order on the calculation of the sensitivity to the
economic cycle of the budgets of the General Government sector and its subsectors.
This assessment was published inits Report on the methodology to calculate revenue and expend-
iture trends and the reference growth rate. AlReF's assessment was that the Ministry of Economy
& Competitiveness had complied with its obligation to review the sensitivity of the budget to the
economic cycle as a consequence of the revisions made at EU level. Nevertheless, it recommended
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supplementing the Draft Order with additional information to enhance transparency and make it
easier to reproduce the calculations for all the subsectors in the General Government sector, The
ministerial order that was the subject of the report has still not yet been published.

BOX 9: Summary of the Report on the methodology to calculate the revenue
and expenditure trends and the reference growth rate

Both the contents and the methodology included in the report were established before it was pub-
lished through Ruling 11/201i5 issued by the president of AlRefF. The report focused on the amend-
ments proposed by the Draft Order and was divided into two separate sections:

e Assessment of the Draft Order: an appraisal of the substantive and formal aspects of the amend-
ments made to the Order, with particular attention paid to the information supplied with the two-
fold objective of increasing transparency and making replication of the calculations easier.

e (uidelines on possible methodological improvements; assessment of possible improvements to be
considered when applying the methodology.

The very limited scope of the amendments included in the Draft Order can be inferred from the report.
They merely adopt the new government revenue and expenditure elasticities (estimated by the OECD
and adopted by the EU in May 2014) with respect to the output gap used to determine the impact of
the cycle on government accounts of the Member States. AlRef observed that for Spain these chang-
es meant revising up the cyclical component of the budget and so a greater part of the deterioration
in government finances could be explained by the economic crisis. Moreover, AIReF's assessment was
that the Draft Order contained certain constraints that affected the distribution of the cyclical balance
among the subsectors and consequently the structural position that should be balanced.

2.1.D. Opinion on the determination of the Pension Revaluation Index 2016

The pension revaluation rate for 2016 would be below the minimum statutory in-
crease of 0.25%. As far as the values calculated by the Ministry of Employment & Social Security
are concerned the conclusion reached in the Opinion was that the result of the applicable formula
was below the minimum increase under the law.

The Government’s expenditure forecasts were deemed to be adequate and consist-
ent with AIReF’s forecasts. AlRef's own modelling using the continuous sample of working
lives and the demographic projections from the National Statistical Institute (INE) in Spain obtained
very similar results as regards the development of the number of pensioners and the replacement
rate to those supplied by the Ministry of Employment & Social Security.

The Government’'s revenue forecasts for the period 2015-2020 were assessed as
demanding by AIReF with an annual average rate of 4.1%. Compliance with the forecasts
would require the materialisation in its entirety of the macroeconomic scenario included in the Gov-
ernment’s budget scenario and full achievement of the forecast results for the measures set up to
broaden the Social Security contributions base and achieve greater efficiency in its management.
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BOX 10: Opinion on the determination of the Pension Revaluation Index 2016

The aim of this opinion was to determine whether the values and parameters used to calculate the
pension revaluation index (PRI) included in the draft SGB were realistic and matched the result of ap-
plying the values of the variables in the calculation formula agreed on to that end, or if the application
of the maximum and minimum limits defined by the legislation was necessary. Furthermore, it included
a specific section explaining the formula.

Firstly, AIReF checked with the data supplied by the Ministry of Employment & Social Security that the
result of applying the formula was lower than the statutory minimum rate of increase. Nevertheless,
AlReF also highlighted the fact that the legislation regulating the PRI includes a minimum annual rate
of increase for pensions (0.25%) and a maximum rate of increase (the December CPI compared against
December of the year before +0.5%) although it does not establish any hierarchy in their application. In
a scenario of negative development of prices as occurred in 2014, the Government's interpretation to
increase pensions by the statutory minimum rate (0.25%) meant that they actually went up more than
if the cap on pension increases had been used, given that the maximum rate was lower than the mini-
mum rate. Then AlRef compared the data supplied by the ministry against the estimates of the models
prepared by AlRef for the years 2016-2021. In this way, the expenditure forecasts were placed in the
centre of the estimated confidence band. The Government's revenue forecasts, on the other hand, fell
outside the confidence bands estimated by AlReF in the period 2016-2018 whereas the probability
was less than 10% in 2019 and rose to almost 20 % in the years 2020 and 2021.

2.2. Working papers

AIReF published five working papers that provide technical support to the analysis contained
in the reports and opinions it issues. Publication of the working papers (documentos técnicos, DT)
is also a way of increasing transparency regarding the work carried out within the institution:

e DT/01/2015El indice de revalorizacion de las pensiones (IRP): Propuestas de solucion del
problema de circularidad. Ignacio Moral-Arce & Federico Geli,

e [DT/02/2015 Modelizacioén y proyeccion de ingresos por el impuesto sobre la renta de las
personas fisicas. Carlos Cuerpo & Raquel Losada.

e DT/03/2015: Quarterly regional GDP flash estimates for the Spanish economy (MetCap model).
Angel Cuevas & Enrique M. Quilis.

e [DT/04/2015. Integrated model of short-term forecasting of the Spanish economy (MIPred mod-
el). Angel Cuevas, Gabriel Pérez-Quirés & Enrique M. Quilis.

e DT/05/2015 Modelling interest payments for macroeconomic assessment. Celestino Girdn,
Marta Morano, Enrique M. Quilis, Daniel Santabarbara & Carlos Torregrosa.
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In addition to the working papers listed above, AIReF presented a briefing document
on the expenditure rule and the sustainability of public finances. Given the increasing
importance of the expenditure rule in the context of economic recovery and upturn in Spain, the
document offers an approach to its key points in order to help make it better and more widely known.
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3 . Follow-up on reports and opinions

AIReF can make recommendations to the public administrations or government en-
tities that are the intended recipients of its reports in the exercise of its statutory func-
tions. The recipients of the recommendations are subject to the principle of “comply or explain”. This
means they are obliged to comply with the recommendations and if they do not they have to give a
reasoned explanation for why they do not.

In the reports issued so far AlReF has also indicated any limitations to the scope of
the object they cover arising from deficiencies in the relevant and necessary information it re-
quires to formulate a view on the subject matter they deal with. These limitations in turn give rise
to recommendations to which the “comply or explain” principle is also applicable. Such constraints
may also contravene the duty of collaboration set out in article 4.3 of Organic Law 6/2013 and
article 6 of AlReF's Organic Statute.

The “comply or explain” principle is a way of building a constructive dialogue pro-
cess with the public administrations. By approving Resolution 14/2015 on the calendar for
requesting and receiving information to issue reports and follow-up on recommendations for 2015,
AlReF tried to set up procedures and communication channels with the competent administrations
in order to follow up on the recommendations made in its reports.

Classification of recommendations, proposals and guidelines by subject matter

Recommendations | Recommendations Proposals in Guidelines
Limitations to the Object of the pos Best
opinions -
scope report practices

Budget stability - 25 - - 25
Financial
sustainability 1 5 : i 5
Expenditure rule 11 3 - - 14
Budgetary ) 3 3 : 12
procedures
Transparency

__---
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AIReF has been publishing its quarterly follow-up on the recommendations made.
This follow-up can be consulted on the website and contains the responses from the public ad-
ministrations to which the recommendations in the reports were addressed. In addition, given the
interest shown by those international organisations that track on a continuous basis Spain’s fiscal
policy in how the “comply or explain” principle is being implemented and its effectiveness, AlReF
kept them informed during the year on the status of the recommendations made.

Recommendations | Recommendations Guidelines
REPORTS Limitations to Object of the Best TOTAL
scope report practices

Report on the methodology to calculate
revenue and expenditure trends and the - 3 3 6
reference growth rate

Report on the government sector initial

budgets 2015 . 8 g =
Report on the macroeconomic forecasts in i 1 3 4
the SPU 2015-2018

Report on the SPU 2015-2018 2 4 l 8
Report on expected compliance with the

2015 budget stability, government debt > 4 i 6

and expenditure rule targets by the public
administrations

Report on the setting of individual budget
stability and regional government debt 4 4 - 8
targets for the Autonomous Regions

Report on the macroeconomic forecasts in
the 2016 SGB

Report on the General Government draft
budgets and main budgetary lines for 2016

Report on the General Government sector
2016 draft budgets and main budgetary 3 2 - 5
lines: Local Corporations

Report on the General Government sector
2016 draft budgets and main budgetary - 9 - 9
lines: Autonomous Regions

Report on the macroeconomic forecasts in
the Autonomous Regions’ budgets for 2016.

Reports on Autonomous Region EFPs

oL __--




Independent Authority for Fiscal Responsibility @

AIReF can include proposals in its opinions and guidelines on best practices
that are not subject to the “comply or explain” principle. In 2015 AlReF only
issued one mandatory statutory opinion on the pension revaluation rate for 2016. The
opinion contained 5 proposals in total on procedures and transparency.

Classification by the competent body to implement the proposed measure

Recommendations | Recommendations | Proposals | Guidelines
Proposal addressed to Limitations to the Object of the in Best Total
scope report opinions practices
18 20 6 44

Ministry of Finance & Public
Administrations

Ministry of Employment & Social
Security

Ministry of Economy &
Competitiveness

Ministry of Finance & Public
Administrations and Employment 1 1 - - l
& Social Security

INE, IGAE, Banco de Espafia - 2 - - 2
Autonomous Regions 1 2 - 2 5

Ministry of Finance & Public
Administrations and Autonomous 2 - - - 2
Regions

Ministry of Finance & Public
Administrations and Ministry of

Employment / Social Security and : 1 : : !
Autonomous Regions

Fiscal and Financial Policy Council - 1 - - 1
Aragdn - 2 - - l
(Catalonia - l - - l
Extremadura - 1 = = 1
Madrid - 1 . - 1
Murcia - 2 - - 2

Valencia - 1 -

- 1
z
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3.1. Recommendations on the object of the report or regarding non-compliance
with the budget stability legislation

AIReF made a total of 44 recommendations in its reports on the object of its reports.
Most of the recommendations, 25 in all, were about budget stability. Recommendations were also
made on improving transparency, financial sustainability, the expenditure rule, and budget proce-
dures.

The recommendations were addressed primarily to the Autonomous Regions. The
Autonomous Regions overall were the subject of a total of 11 recommendations and 9 of them
were addressed superficially to one or several Autonomous Regions. Another significant number of
the recommendations made, 15 in total, were addressed to the General Government sector overall.

Nevertheless, the Ministry of Finance & Public Administrations was responsible for
"complying with or explaining” 20 of the recommendations. Even though other adminis-
trations were the target of the recommendations the Ministry was the competent body to comply
with or start the process to foster compliance with them. The Ministry of Economy & Competitive-
ness and the Ministry of Employment & Social Security were also responsible for or involved in 10
other recommendations.

Recommendations on the object of the report

Central Government 3 =
IVIiniSItr_y of Einance & Public i >0
Administrations

Social Security 4 3
Ministry of Economy & Competitiveness - 5
INE, IGAE, BdE - 2
Autonomous Regions as a whole 9 2
One or more ARs 11 9
Local Corporations as a whole 1 2
ARs and LCs overall 1 -
MINHAP, ARs, MEYSS - 1

All the PAs 15 =
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The activation of automatic prevention measures contained in the LOEPSF was the
subject of different recommendations made throughout 2015. Right from the start of
the year, AIReF made recommendations to the Autonomous Regions and to the Ministry of Em-
ployment & Social Security on the appropriateness of monitoring their budget implementation and
adjusting expenditure to guarantee compliance with the budget stability target. These adminis-
trations informed AlRef of their mechanisms to monitor budget implementation. The Ministry of
Employment for instance indicated that the nature of its actions make it impossible for it to take
short-term measures, only medium-term ones like those implemented through the recent reforms.
Looking ahead to 2016, the activation of automatic mechanisms was also a recommendation made
to the Autonomous Regions, stressing the need for the regional comptroller or equivalent internal
audit unit in each Autonomous Region to report regularly to the regional government on the mon-
itoring of budget implementation and flag the appropriateness of taking decisions for the early
correction of any deviations that might occur. All the Autonomous Regions responded by saying
that their internal comptrollers, i.e. internal audit services, usually through the Regional Finance
Department, give regular reports on the implementation of the budget to the regional government
cabinet.

AIReF recommended the adaptation of the EFPs to the reality of each autonomous
region. After the correction mechanisms were not triggered early enough to bring forward their
presentation as it had recommended in 2014, AlRef reiterated the need to guarantee the sub-
stantial aspects of the LOEPSF by making more flexible, as and when necessary, the procedural
aspects for their approval as well as their content. In this regard, in several recommendations AlRef
also stressed the importance of medium-term multiyear scheduling. The ministry's understanding
was that the ARs already do a multiyear schedule that they submit before 15th March and that
all the Autonomous Regions comply with this requirement. Therefore, the annual budgets would
fall within the framework of that programming. The Autonomous Regions themselves explained
their endeavours to incorporate the multiyear planning into the budgetary procedures with differ-
ent degrees of success in each region. Many of them pointed out the difficult of making multiyear
forecasts without having any estimate of the financing system resources.

AIReF made a number of different recommendations on the EFPs submitted because
of non-compliance with the fiscal rules in 2014. For instance, it considered additional meas-
ures necessary in 2015 and 2015 in order to meet the targets by Murcia and Catalonia and in 2015
in the case of Madrid. It also recommended Aragdn should give specific details of the measures
envisaged. Although the approved EFP for Catalonia contained changes compared with the earlier
version AlRef had reported on earlier, no measures of any significant financial amount were includ-
ed and so AlRefF deemed the recommendation not to have been complied with. On the other hand,
the EFPs for Aragdn, Murcia and Madrid were not approved and so it was not possible for AlReF to
state a view on whether they had complied with these recommendations. Likewise, AlIRef recom-
mended that additional information should be supplied in the stability programme by subsectors so
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that it could be considered the EFP of the Central Government and the Social Security system. The
response from the Ministry of Finance & Public Administrations was that the level of detail of the
stability programme is the same as in the EFPs and it pointed out the inclusion of new information
in this year's update. Nevertheless, AIReF maintained its view that this information is not sufficient,

With the exception of the EFP for Catalonia, the EFPs on which AIReF issued a report
were not approved. This circumstance has a negative impact on the possibility of compliance
with budget stability targets by the Autonomous Region subsector. Initially the Ministry of Finance
& Public Administrations had indicated that the EFPs would follow their usual calendar, that the
format of the EFPs already contained those points and that it did not deem it necessary to extend
them to a multiyear framework of three or four years. The Autonomous Regions that sent their EFP
to AIReF, on the other hand, in general terms would have complied with this recommendation by
providing multiyear information. Balearic Isles did not send any EFP to AlRef and so it has not met
the obligation stated in the LOEPSF. Not sending in an EFP prevented it from complying with the
recommendation. As far as the recommendation to study the application of coercive mechanisms
10 the regions that had repeatedly failed to meet their budget targets is concerned, the Ministry of
Finance & Public Administrations stated that its assessment would be conditional on the submis-
sion of the EFPs.

AIReF requested the activation of the preventive measures contained in article 19
of the LOEPSF for the Autonomous Regions with the largest deviations and recurring
deviations, such as Extremadura, Catalonia, Murcia and Valencia. Taking into account the foresee-
able failure to comply with their targets in 2016, AlReF made a recommendation to the Ministry of
Finance & Public Administrations that it should require them to do detailed multiyear planning in
order to attain a budget stability path that would take into account their particular situation, the
amount of the adjustment to be made and the sustainability of government debt. This recommen-
dation was also included in the EFP reports for Extremadura and Valencia.

The Ministry of Finance & Public Administrations did not respond to the request for
the measures to be triggered, although it pointed out that the Autonomous Regions were
already complying with the recommendation on multiyear planning as stated in the provisions in
article 29 of the LOEPSF. AlReF, on the contrary, deemed this legal requirement not to be sufficient.
Its view is that this planning should be credible and feasible and should take concrete form in each
region’s budgets and EFP. In addition, AlReF stressed that the preparation, discussion and approval
of the EFPs need to be placed within the context of a multiyear timeframe. That requirement would
not be satisfied with the scheduling referred to by the Ministry of Finance & Public Administrations.
Likewise, although it acknowledged the usefulness of knowing what the financing system resourc-
es would be, AlReF was of the view that the absence of an official estimate does not prevent mul-
tiyear planning and forecasting exercises from being carried out.
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The State General Budget included an additional provision that entailed compliance
with the successive recommendations made by AIReF on the financial situation of
the Social Security System. Additional provision 85 of the State General Budget Law for 2016
states that: “the Government will endeavour to achieve compatibility of the budget stability and
financial sustainability targets with the targets of full funding of non-contributory and universal
benefits paid for through the General Government budgets for which it will assess the conditions
of the benefits included in this system that may be classified as such”. The development of this pro-
vision might be an option for compliance with AlReF's recommendation. Additionally, the Ministry
of Employment & Saocial Security pointed out that implementation would always have to take place
with the agreement of the Toledo Pact.

AIReF stressed in several recommendations the need to analyse the financial capac-
ity of each subsector by taking into account the services provided by them in line
with the current distribution of competences in force. The Ministry of Finance & Public
Administrations was of the view that this analysis was being conducted already and had taken
concrete form in the local government reform. In any event, its view was that the Government is
the competent body to decide on the right moment to carry out that analysis. It is also qualified the
fact that the financing system should not simply be aligned with the level of expenditure without
taking any other factors into consideration, but rather that it should take into account the expend-
iture stemming from the respective scope of competences established in the legislation governing
the local government area. Likewise, the ministry deemed that the financing system and the taking
on of competences by the Autonomous Regions stemming from the Local Government reform was
still pending. AIRef, however, maintained its opinion that bringing the level of expenditure into line
with the resources stemming from the financing system and with compliance with the expenditure
rule is fundamental.

The expenditure rule was repeatedly the subject of recommendations made in
AIReF's reports. AlReF advocated that the Ministry of Finance & Public Administrations should
develop in normative terms the content of article 12 of the LOEPSF with the aim of having com-
prehensive regulation of the expenditure rule, including aspects relating its calculation, application
and the procedures for information exchanges between the public administrations. In this context,
it would be extremely useful to set up working groups within the Fiscal and Financial Policy Council
and the National Commission on Local Government to think about and discuss this rule in depth.
Likewise, AlReF recommended consistency be ensured between the budget stability target and
compliance with the expenditure rule in the budgets of the Local Corporations.

The publication by the General State Comptroller’s Office (IGAE) of a manual to cal-
culate the expenditure rule within the scope of the Autonomous Regions was a re-
sponse to one of the recommendations made by AIReF. Once it had published the guides
for the Autonomous Regions and the Local Corporations, the Ministry of Finance & Public Adminis-
trations deemed a ministerial order regulating the methodology to be unnecessary. In this regard,
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AlReF upheld the view that certain aspects of the current regulation contained in article 12 of the
LOEPSF were not sufficiently developed, nor was the methodology necessary for its calculation
or the procedure for sending the information required so that each administration can calculate a
priori and monitor the expenditure rule. That is the reason why AlReF believed it was necessary for
all those elements to be developed through a ministerial order and for working groups to be set up
within the Fiscal and Financial Policy Council and the National Commission on Local Government,

AIReF recommended the setting of differentiated deficit targets for the Autonomous
Regions in 2016 and 2017 so that the convergence path towards a balanced budget
envisaged for 2018 would be possible. In addition, for future years, AlReF said targets should
be set on the basis of a prior feasibility analysis so that they would be realistic and achievable and
on consistency of the budget stability target with compliance with the expenditure rule. However,
following the corresponding debate on the subject, the Fiscal and Financial Policy Council (CPFF) en-
dorsed the proposal made by the Ministry of Finance & Public Administrations with identical targets
for all the Autonomous Regions. That proposal was subsequently approved by a Decision of the
Council of Ministers on 11 September 2015, Furthermore, the Ministry of Finance & Public Adminis-
trations defended its position by saying that, as the president of AlReF is a non-voting member of
the CPFF AlReF had had the chance to put forward a proposal on setting targets at that meeting.
AlReF was of the view, however, that its mandate is to issue a report on the proposal for targets
prepared by the Ministry of Finance & Public Administrations before their submission to the CPFF
and that making a specific proposal on setting targets does not fall within its remit unless it is spe-
cifically requested to do so by the CPFF,

AIReF recommended setting up a system of establishing debt targets that would ful-
fil the function of controlling debt. In this regard, the Ministry of Finance & Public Administra-
tions believed that the current system is in line with the legislation in force and takes into account
European commitments. As regards the recommendation for a credible revision of the government
debt reduction path, the Ministry of Finance & Public Administrations reiterated that its belief that
the first transitional provision of the LOEPSF establishes a forecast for the revision of the govern-
ment debt reduction path and so any revision would be done in compliance with this provision and
with the limits established by EU governance when the time is right. Nevertheless, AlRef stressed
that the system does not fulfil the function of controlling debt and that the path is turning out not
to be feasible.

The Ministry of Economy & Competitiveness received recommendations on the trans-
parency of its methodologies and forecasts. The ministry gave an undertaking that it would
study the way it could comply with the recommendation about the publication of the methodolo-
gies, assumptions and relevant parameters underpinning its macroeconomic forecasts. In the case
of AlReF's report on the methodology for the calculation of revenue and expenditure trends and the
reference growth rate, an informal, open and constructive dialogue was established at a technical
level between the Ministry of Economy & Competitiveness and AlRef on the implementation of the
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recommendations. The final outcome would be dependent on the approval of the Ministerial Order.
In addition, AlReF issued a recommendation on the content that should be included in the SPU. The
Ministry of Finance & Public Administrations in its response said that the current contents are com-
pliant with Spanish and EU legislation although it took note of the expenditure rule reference rate
forits inclusion in future years

3.2. Recommendations on limitations on the scope of reports

In the course of its work, AIReF has come across some deficiencies in the availability
of the relevant and necessary information required to be able to issue a report. These
deficiencies have entailed limitations to the scope of the object of the report because sufficient
information has not been made available for AIReF to conduct its analysis. This has made it difficult
or even impossible for the institution to appraise certain aspects required by the legislation in force.
In these cases, AlReF has indicated how to overcome the information shortcomings encountered in
the form of recommendations to which the “comply or explain” principle is applicable.

Recommendations on limitations on the scope of reports

Central Government 3 =
Ministry of Finance & Public Administrations - 18
Other Central Government Departments 2 2
Autonomous Regions as a whole 7 1

Autonomous Regions and Ministry of Finance &
Public Administrations

Local Corporations as a whole 6 -

All the PAs 5 -

The expenditure rule was the subject of a great many recommendations on the limi-
tations to the scope of reports. AlRef recommended the inclusion of sufficient information on
the necessary data in national accounting terms for the calculation of the expenditure rule in the
budgets of all the subsectors in the General Government sector as well as in the main budgetary
lines, the EFPs and in the stability programme. AIReF needs to have this information when discharg-
ing its duties in order to be able to state an ex ante view on compliance with the rule.
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Compliance by the public administrations with this recommendation was uneven.
The Ministry of Finance & Public Administrations considered that it does not have any obligation
to include in the Economic-Financial Report that accompanies the State General Budget the fig-
ures for non-financial uses with the necessary breakdown for the calculation of the expenditure
rule or the information on the methodology used. On the contrary, all of the Autonomous Regions
that responded to the recommendations gave a commitment to include that information in their
draft budgets for 2016. Lastly, although the guide on methodology was published in general terms
subsequent to the preparation of their budgets, Galicia, Canary Isles, Castilla y Ledn, La Rioja, Mur-
cia and Andalusia fulfilled their commitment to include the information on the expenditure rule in
their respective draft budgets. Within the scope of the Local Government subsector the ministry
responded that the local governments already provide the information stipulated in the legislation
whereas for the EFPs it gave an undertaking to evaluate whether or not more information should be
included. Nevertheless, the ministry communicated its commitment to include information on the
degree of compliance with the expenditure rule in its monthly national accounting reports.

AIReF recommended the preparation of initial budgets and budget settlement fore-
casts in national accounting terms. This information is fundamental to be able to analyse the
adequacy of the budgets for achievement of budget stability targets. No progress was made in this
respect in the presentation of the budgets for 2016. Along the same lines, AlRef also recommend-
ed publication by the Ministry of Finance & Public Administrations of information on the economic
impact of the use of normative taxation powers by the Autonomous Regions and that it include in
the SGB information on the entities that are not public sector bodies but that are still included for
the purposes of the System of European Accounts (SEC) 2010 in the subsector.

Government debt targets were also the subject of recommendations on limitations
to the scope of the reports. The information on the government debt in the Central Govern-
ment subsector and the Autonomous Regions in their budgets is not sufficient to verify compliance
with their targets. The Ministry of Finance & Public Administrations considers that the Draft SGB
contains sufficient information already to determine compliance with the Central Government debt
as it covers the Spanish State's debt and also the debt of all the entities and bodies that fall within
the central government subsector. Nevertheless, it will evaluate the possibility of providing this
information in a more accessible format, insofar as the means are available to do so and it does not
entail any increase in operating costs. The Autonomous Regions for their part gave a commitment
to include information in their budgets despite the fact that the system for setting debt targets
itself prevents the targets from being known for the purpose of assessing ex ante compliance.

AIReF also recommended the publication in the SGB of information on the Pension
Revaluation Index (PRI). The Ministry of Employment & Social Security's understanding was
that the information is sufficient to be able to infer the application of the minimum rate set by the
legislation and that more information would only be required when the outcome of the calculationis
above the minimum. AlRef believes on the contrary, taking into account the relevance of the issue
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for society as a whole, that more transparency would be appropriate and so AlReF stressed that this
information should be made public irrespective of the outcome of the calculation of the formula.

As far as the Local Corporations subsector is concerned, AIReF recommended to the
Ministry of Finance & Public Administrations that it should increase the information
available on the subsector. In addition, it should offer more information on the six largest local
governments and facilitate access for AlReF to the information in similar terms to the information
made available to the oversight bodies for the local corporations. The ministry gave an undertaking
to supply the information AlReF requires and to evaluate the availability of more information on the
largest local governments although it does not consider there is a need to set up a system of access
to the specific information. AlRef stressed that a system of similar access to the existing system
for the oversight bodies would be the most efficient system to have access to that information.

3.3. Proposals in opinions

AIReF issued five proposals in opinions in 2015, all in its published Opinion on the re-
valuation of the annual pension revaluation index (PRI) for 2016. These proposals were
addressed to the Social Security subsector and were about procedures for the calculation of the
PRI and improvements in transparency surrounding this key aspect of the public pensions system.

Some of these proposals had already been included in an earlier report, such as the rec-
ommendation on publishing the data for the calculation of the PRIin the SGB. Other proposals had
already been put forward in the opinion in previous years, such as the recommendation on resolving
the circularity of the PRI formula.

3.4. Best practice guidelines in reports and opinions

AIReF included in its reports in 2015 a total of 16 guidelines on good practices for
the General Government sector, together with the recommendations made. AlReF proposes these
guidelines so that good practices can be used in fiscal policy and does not expect the administra-
tions concerned to respond according to the principle of comply or explain. Nonetheless, special
attention is given to those guidelines that entail the correction of shortcomings detected in the
application of any regulation other than legislation in force on budget stability and financial sus-
tainability primarily in the field of improvements to transparency.
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Best practice guidelines

Central Government 8 =
Ministry of Finance & Public Administrations - 6
Ministry of Economy & Competitiveness - 8
Autonomous Regions overall l 2
Local Corporations overall 1 -
The whole General Government sector 5 =

These guidelines concern improving transparency in the management of public re-
sources (10) and budgetary procedures (6). These guidelines are listed in detail in the ap-
pendix.

3.5. Appraisal of the implementation of the recommendations, proposals and
good practice guidelines

Recommendations are a key instrument for AIReF. They are the primary tool conferred on
AlReF by the current legislation for it to deliver on its mandate. They are supplemented with pro-
posals in opinions and good practice guidelines.

AIReF saw progress made in the substantiation of the “comply or explain” principle.
Resolution 14/2015 on the calendar for requesting and receiving information for the issuance of
reports and the monitoring of the recommendations for 2015 gave rise to the adoption of proce-
dures and communication channels with the competent administrations. This enables systematic
monitoring of recommendations to be done. Likewise, the quarterly publication of the follow-up of
recommendations on the institution's website increases reputational costs if the administrations
do not comply or explain.

The Public Administrations in Spain are taking on board the application of the “com-
ply or explain” principle. This principle must be understood primarily as a way of building up a
constructive and transparent dialogue between the General Government sector and AlReF. In this
regard, all the administrations have responded to AlRef's communications. At the same time AlRef's
reports contain the background to the recommendations and how they have been followed up with
updated information on developments and the reaction of the administrations.
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4 . Institutional activity

4.1. Institutional relations

AIReF continued to strengthen its institutional relations, both in Spain and abroad. In
compliance with the provisions of Organic Law 6/2013 and the institution’s action plan for 2015,
the president of AlReF appeared before the Congress of Deputies and the Senate for the first time
in order to make a presentation on the institution and to account for the work done. Furthermore,
in this second year of its existence, AlReF worked specifically on the relationship it has with the
regional governments as well as holding frequent meetings with representatives of the Central
Government and civil society. On the international scene, one highlight of the year was the momen-
tum given for the creation of an EU Network of Independent Fiscal Institutions (IF). The president
of AlReF currently holds the chair of the network for a two-year term.

The president of AlReF appeared before the Congress of Deputies and the Senate, on
10th March and 23rd September respectively. In his report to the Parliamentary Finance and Public
Administrations Committee in the Congress of Deputies, the president explained the work carried
out by the institution during its first year and the challenges facing it. He gave a commitment to
continue improving the transparency of budgetary procedures and the credibility of public finances.
The president's appearance before the Senate Budget Committee was on the occasion of the par-
liamentary passage of the SGB legislation for 2016. With regard to the drafts budgets of the Public
Administrations the president highlighted the two-fold function of AlReF: analysis of the Govern-
ment's macroeconomic forecasts before their inclusion in the draft budgets and the preparation of
the report on the draft budgets and main budgetary lines of the administrations. The president also
summarised briefly the work done by AlReF to date on the expenditure rule and the sustainability
of the Central Government and Social Security deficits,

AIReF continued to further its relations with the Autonomous Regions through contacts
in 2015 with all of them and face-to-face meetings with ten regional governments and their cor-
responding Finance department representatives (from Basque Country, Castilla y Ledn, Castilla-La
Mancha, Aragon, Catalonia, Extremadura, Valencia, Murcia, Balearic Isles and Madrid). In addition it
participated in CPFF and National Commission of Local Authorities (CNAL) meetings and working
groups. As far as relations with the Central State Administration are concerned it also held a number
of different meetings with government departments at different technical and executive levels.
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AIReF also held meetings with academics, civil society representatives and the me-
dia. In line with its action plan, AIRef signed collaboration agreements with universities in Madrid
(Universidad Carlos lll, Universidad Auténoma de Madrid) and with the Barcelona Graduate School
of Economics, so that final year graduate students and post-graduate students can complete their
work experience in the institution.

In 2015 AIReF worked intensively on reinforcing its international activity, particular-
ly cooperation with other IFIs. In September 2015 AlReF was one of the 21 IFIs that signed the
Bratislava Agreement?, whereby these institutions formally agreed to set up their own European
network (see the details of the agreement in the box below). It also set up effective communication
channels with other IFIs to strengthen cooperation and swap good practices. AlReF visited the Slo-
vak IFI (CBR) and the Dutch IFI (CPB).

The IFis held their first meeting with the alternate members of the Economic and
Financial Affairs Committee, as part of a new process of relations with the EU institutions.
At that meeting, the president of AlReF presented the network's aims, members and activity. The
topics discussed at the meeting included the relations between the IFls and this committee and the
European Commission. The purpose was for the IFIs to have updated information on the framework
of EU fiscal governance within which they operate.

AIReF also played an active part in the IFl networks under the aegis of the European
Commission and the OECD. In the case of the Commission, AlReF attended two meetings of
the network hosted by DG-ECFIN (known as EUNIFI) on 22nd June and 10th December. The purpose
of the meetings (the third and fourth meetings held by this network) was to present the latest
developments from the European Commission's DG-ECFIN as regards IFl activity indicators as well
as to make the presentation of the results and experiences of different fiscal institutions (including
AlReF). Just as in 2014, the president of AlReF attended the 7th annual meeting of OECD IFIs and
Parliamentary budget officials in the OECD, participated in the different sessions and was a speaker
on the subject of the relations between IFls and other official institutions.

AIReF has established links outside of Europe too. It exchanged information with Mexico’s
central bank, the Secretary of State for Finance in Mexico and the director of the Americas depart-
ment in the IMF. The president also participated in the IMF conference on fiscal policy for long-term
growthin Tokyo.

2. Austrian Fiscal Advisory Council (Fiskalrat), Cyprus Fiscal Council, Danish Economic Council, Estonia Fiscal Council, National
Audit Office, Finland, Haut Conseil des Finances Publiques, France, Independent Advisory Board to the Stability Council, Germany,
Parliamentary Budgetary Office, Greece, Hungarian Fiscal Council, Irish Fiscal Advisory Council (IFAC), Parliamentary Budget Office
(Italy), Latvian Fiscal Discipline Council, Lithuanian National Audit Office, Conseil National des Finances Publiques (Luxembourg),
Malta Fiscal Advisory Council, CPB Netherlands Bureau for Economic Policy Analysis, Portuguese Public Finance Council, Council
for Budget Responsibility, Slovakia, Independent Authority for Fiscal Responsibility, Spain (AIReF), Swedish Fiscal Council, Office
for Budget Responsibility UK (OBR).
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For the second year in a row, AIReF organised a joint seminar in Madrid with the IMF.
This time the seminar focused on fiscal policy in decentralised countries®. The sessions were open
to attendance from representatives of the administrations in Spain and academia and more than
seventy people attended. The speakers included international experts from several countries, from
the IMF and European public institutions as well as key representatives from the Autonomous Re-
gions and from the Spanish Federation of Municipalities and Provinces (Federacion Espafiola de
Municipios y Provincias, FEMP). AlReF so achieved one of its primary objectives with the event,
which was to provide a forum where the key stakeholders could meet and exchange views.

Speakers from international institutions and government officials from other coun-
tries also visited AIReF over the last year. AlRef held regular training and educational ses-
sionsin 2015 dealing with more technical subjects such as the measurement of discretionary fiscal
effort, or more practical issues like fiscal discipline in the German federal context. AlReF welcomed
1o its headquarters representatives from international organisations interested in finding out about
the budgetary situation and the economy in Spain, including from the European Commission, the
ECB, the IMF, and the OECD.

BOX 11: EU Network of Independent Fiscal Institutions (EUIFIS).

* Date of creation: 11 September 2015, by the signatories of the Bratislava Agreement.

e Purpose: An independent, voluntary and inclusive network open to all the fiscal institutions oper-
ating the European Union. It provides a platform to exchange views, expertise, and pool resources in
areas of common concern to its members.

e Activities in 2015: Two meetings of its Committee for EU Affairs and meetings with representa-
tives of the EU institutions and of think tanks. In fact its first goal was to reach an agreement on a
common position on the governance reforms in the European fiscal framework that was conveyed
to those institutions. Specifically, the position paper it issued states a view on three aspects of the
current debate that are relevant for the IFIs; the reinforcement of the role of the IFIs within the Eu-
ropean fiscal framework and their interaction with the European Advisory Fiscal Board, the need for
simplification of the fiscal rules and the enforcement of the existing legislation in national contexts.
In addition, internally, the need for simplification of fiscal rules and the effective implementation
of existing legislation in national contexts. In addition, internally, the working procedures of the EU
Affairs Committee were approved. Access to the calendar of meetings and to the full text of the
position paper is available on the website: http.//www.euifis.eu/.

e Organisational chart: The Network has a chair and a deputy chair and the aforementioned Com-
mittee for European Affairs. |t also has a secretariat for technical and administrative support.

- Chair: José Luis Escriva, president of AlReF, for a two-year term.
- Deputy Chair: Ludovit Odor, president of the Council for Budget Responsibility, Slovakia (CBR).

3. All the presentations and conclusions of the seminar can be found on the AlReF website,



http://www.euifis.eu/
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- Committee members: Participation is voluntary and open to all EU IFls. Under the procedure
approved, the committee takes its decisions by consensus and determines the positions of the
Network in its relations with other EU institutions (including the European fiscal framework
institutions). The committee members are: Parliamentary Budget Office, Italy; the Independent
Advisory Board to the Stability Council, Germany; the Irish Fiscal Advisory Council; the Conseil
National des Finances Publigues, Luxembourg; the CPB, Netherlands; the Portuguese Public Fi-
nance Council, the Slovak CBR; and AlReF.

- Secretariat: Formed by staff from the IFls to which the chair and the deputy chair belong, as
well as voluntary staff contributions from other members in the Network.

4.2. Communication activities

AIReF rolled out a proactive communication policy in 2015 designed to achieve max-
imum dissemination of the activities it carries out. 2015 was the first full year of activity
for the institution during which all of the statutory reports and opinions contained in the law creat-
ing AlReF were published. In addition, AlReF endeavoured especially to make the recommendations
issued in its reports as widely known as possible as well as the dialogue established with the dif-
ferent Public Administrations on the basis of the “comply or explain” principle. The institution also
made available other work relating to its primary activity such as the results of its Mipred real-time
GDP tracking of GDP model and of the Metcap model monitoring the development of the quarterly
GDP in the Autonomous Regions. Lastly, AIReF has set out to spearhead transparency in the public
sector and publishes on a recurring basis all of the information on its financial management, pro-
curement, expenditure budgets and minutes of the management committee meetings amongst
other more relevant questions.

The institution used different channels to achieve maximum dissemination, such as
briefings with the media and the publication of press releases and information notes, individual
meetings with journalists and opinion-makers, the publication of news on its website, emailing to
different institutions and to stakeholders of news and the use, albeit still at an early stage, of social
media.

AIReF’s presence in the media went beyond the publication of reports, opinions and
working papers. The data, analyses and opinions disseminated by AlRef have become a key
reference point for issues relating to budget stability and the sustainability of public finances in
the media and the academic world. The qualitative analysis shows that in 2015 a fluid relationship
with the media was consolidated furthering two-way communication. The media responded with
broad coverage of the publications issued and by requests for further information. In quantitative
terms this was reflected in the more than 4,345 impacts and almost 9,000 in the online press, up by
around 90% compared to 2014. This communication strategy covered regional media too.
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AIReF Website indicators

PageViews 249,203
Visits 62,400
Absolute unique visitors 26,163
Pages per visit 3.99
Average time on the site 4'26"

There was a significant increase in 2015 in website traffic. AIReF's website has been the
institution’s most powerful communication tool. Google Analytics data show a significant growth
in the Key Performance Indicators (KPI) of its information activity as can be seen in the table above.
The figures for website traffic for AIRefF show a growing trend in unique visitors and also a con-
tinued increase in the number of visits recorded that confirm the growing interest of users in the
contents published.

AlReF web users
(previous 365 days average)

130
120
110
100

90

15/07/2015
30/07/2015
14/08/2015
29/08/2015
13/09/2015
28/09/2015
13/10/2015
28/10/2015
12/11/2015
27/11/2015
12/12/2015
27/12/2015

Social media started to become a relevant channel for AIReF to disseminate its ac-
tivities. Web traffic also increased as a reaction to the dissemination, (still at an early stage in
2015) of the contents published through the social media. AlRef took its first steps on Twitter and
LinkedIn and had increased its number of followers to 263 on Twitter and 83 on LinkedIn by the
end of 2015. AlReF opened its own Facebook page with 39 followers by the end of the year. Lastly,
another important point to highlight is the trend in visitors interested in receiving the institution’s
newsletters, up to 202 subscribers by the close of 2015.
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5 . Follow-up on the 2015 Action Plan

AIReF’s activity during the year revolved around the key guidelines set out in the
Strategy Plan 2015-2020. The strategy plan is developed through annual action plans so en-
suring consistency between short-term and medium-term planning.

The aim of this section is to allow the 2015 Action Plan to be easily followed up. The
annual report can then become an essential part of the institution’s accountability to society. To
make it easy to monitor the rollout of the plan, an appendix with a table of actions put forward in
the plan has been included. The actions are classified according to the guidelines and lines of ac-
tions proposed in the Strategy Plan and their status at the end of the year.

The 2015 Action Plan guaranteed the statutory tasks AlReF is required to carry out
by law, such as the publication of reports and opinions, and it started to drive progress in other
areas. They included improving transparency in the use of public accounts and budgetary practices,
continual analysis of applicable EU legislation and the effective enforcement of the LOEPSF at dif-
ferent levels of government in Spain.

The implementation of the 2015 Action Plan was constrained by the limited avail-
able human resources. One of the actions to be taken for 2015 was the planned increase in
the number of posts in the institution. Insofar as AlReF was not able to have the initial estimate of
human resources it was unable to carry out all the actions set out in the plan. That meant it was
forced to prioritise the allocation of the available resources to those actions most directly related to
the publication of the statutory reports and opinions.

Nevertheless, AIReF made substantial progress in each one of the strategic head-
ings. Even thought it was not possible to complete all the actions scheduled in the plan, work start-
ed on the great majority of them. In 2016 AlReF will continue to work on those actions that it was
not able to fully complete in 2015 and this work will be incorporated into the Action Plan for 2016.

One of the significant areas of progress to be highlighted was the specific goal of
monitoring and analysis of the economic and budgetary situation. Progress like this
under the strategic heading of “contribute towards a better orientation of fiscal policy towards
budgetary stability” is a fundamental basis for the preparation of its reports. In this respect AlReF
conducted modelling of the key macroeconomic and budgetary variables and integrated its fore-
casts and estimates into a simplified accounting framework. The institutions’ reports have been
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made more robust as a result and they have increasingly used the findings of these models in the
form of confidence bands.

As part of its strategy to promote the financial sustainability of the public admin-
istrations in Spain, AIReF also furthered the work done on its analysis of the sus-
tainability of government debt, both in aggregate terms and individually for each
administration. Work was done on analysing the Social Security system from the standpoint of
its long-term sustainability. This work was primarily integrated into the Opinion on the Pension Re-
valuation Index and to a certain extent into the reports concerning this subsector. However, AlReF
was not able to take its work further in other areas relating to financial sustainability, such as the
average supplier payment terms or the enforcement of the Law on Local Government Rationalisa-
tion and Sustainability.

The recommendations on transparency and budgetary practices capitalised on the
work under the corresponding strategic heading. AlRef also published an informative brief-
ing document on the expenditure rule in order to explain how it works to a wider audience,

AIReF rolled out a global communication strategy, which was key to making progress to
achieving the strategic heading "help Spanish society to feel the benefits of financial sustainability”.
The results of this strategy are explained in an different section of this report. AlRef also increased
its presence in different academic circles in order to raise the profile of the work it does. As part
of the goal of promoting economic research in fiscal policy AlRefF awarded training and research
internship grants to seven students,

The crosscutting heading brings together all of the key actions essential for AIReF
to substantiate its remit. As well as the actions descried in the sections above, AlRef contin-
ued to improve and publish the methodology of its reports. Another point to be underscored is the
progress made in enforcing the “comply or explain” principle as shown in the section on follow-up of
reports. Progress was more limited in getting better fulfilment of the duty to collaborate in supply-
ing information but this was essentially for reasons outside the control of the institution. Under the
specific goal of “efficient and transparent management of human and financial resources’, through-
out the year AlReF gradually consolidated its administrative and management structure. However,
as stated above, it was not possible to expand the staffing as initially planned.

AIReF set up its Advisory Board in 2015. The creation of the Advisory Board, responding to
an undertaking the president gave to the Congress of Deputies, was an important step forward in
the process of increasing the accountability of the institution. The Advisory Board is composed of
ten members who are designated by the president of AlReF for a term of three years. They are all
acknowledged experts in their field of expertise in Spain or internationally, with at least ten years
experience in budgetary, economic and financial analysis. During 2015, the Advisory Board met five
times. The minutes of the Advisory Board are public and can be consulted on AlReF's website,
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The follow-up of the 2015 Action plan in this annual report is the basis for devising
the plan for the following year. The 2016 Action Planis being devised as a continuation of the

development of the Strategy Plan 2015-2020 in parallel to the preparation of the Annual Report
on the institution’s activities.
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6 . Financial management and human resources

6.1 Financial management

The financial management of AIReF’s budget for 2015 was determined by external
factors. The State General Budget Law for 2015 included a budget of €4.48 million, less than the
figure proposed by AlReF. The initial budget proposal was amended to include cash surpluses in
order to finance investments, taking the budget to €5.33 million euros. Actual expenditure imple-
mented totalled €4.71 million euros.

The budget expenditure implemented was primarily on personnel costs that ac-
counted for 59% of budget implementation. A breakdown of implementation of expendi-
ture is given in the table below. Under the heading of personnel expenses, the resolutions issued
on productivity by the Secretary of State on Budgets and Expenditure limited the possibilities for
AlReF of implementing the budget. The budget for operating expenditure on the other hand was
almost entirely implemented. Investment expenses were high because of the refurbishment work
on AlReF's headquarters to adapt the space so that all the institution’s staff could occupy the space
initially given over to the institution by the Ministry of Finance & Public administrations. This avoids
the rental of other premises. Lastly the current transfers correspond mainly to the financial assis-
tance granted for research and training internships in AlRef

AIReF implemented an active policy of financial management transparency. The trans-
parency section on the website includes information on the remuneration of the management com-
mittee members; the monthly implementation of the expenditure budget, as well as the detailed
breakdown of any expenses amounting to more than 1,000 euros and the fee revenue collected. In
addition it includes details of contractors and the list of contracts, management commissions and
collaboration agreements signed by AlReF and the subsidies granted.
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Implementation of expenditure budget 2015
(€ Thousands)

- President and private office staff 593.20
- Budget analysis division 1,03998
- Economic analysis division 582.60
- Institutional legal affairs division 476.94
- Social action 10245
Opemtngegerses  Losa st
- Rentals, repairs and maintenance 10465
- Office material 53.28

- Electricity and water -

- Telephony & Internet 8042
- Cleaning services 28.36
- Technical studies and works 101.39
- External services 44204
- Travel 1557
- Publication expenses 20.79
- Protocol 468 3.66
- Other expenses 131.38

- Works 641.87
- IT equipment 5310
- Software 435
- Furniture and fittings 15442

*Includes credit modifications
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On the revenue side, AlReF’s primary source of revenue is the supervision fee. This
fee (envisaged in additional provision two of the Law establishing an independent fiscal authority)
is paid by the public administrations that are recipients of the reports in line with the budget each
one has. This novel financing system in the world of independent fiscal institutions is a way of guar-
anteeing the institution’s financial independence. Independence is a key element that should be a
cornerstone for the institution when discharging its statutory duties. The amount collected as a fee
in 2015 was €3.81 million, 71 % of the expenditure budget. The State, the Social Security system
and all the Autonomous Regions paid the fee and only some of the local corporations failed to pay
it*. The remaining financing came from existing cash surpluses.

AIReF supervision fee revenue 2015

(Thousands of euros)

- Central government 137693
- Social Security 116293
- Autonomous Regions 113267
- Local corporations 133.09

6.2. Human resources

AIReF is organised in three divisions plus an office supporting the president. The
functions of the Economic Analysis Division include monitoring economic developments and as-
sessing the macroeconomic forecast included in the budgets. The responsibilities of the Budgetary
Analysis Division include monitoring the budget cycle as a whole. Lastly, the Institutional & Legal
Division carries out the daily tasks of managing the institution as well as advising on legal issues. It
is a highly horizontal structure that functions on the basis of collaboration and continuous commu-
nication between the different units.

AIReF's staff has not reached the optimal size to match the statutory functions it has
been assigned to fulfil. When AlReF was set up it carried out a study in collaboration with the
IMF on the staffing needs of the institution, based on an analysis of the tasks to be carried out and
on the international experience of similar institutions with analogous functions. The study conclud-
ed that at least 65 staff posts would be necessary for AlReF. During 2015 all of AlReF's efforts to

4. The following local governments failed to pay the 2014 supervision fee: Diputacién Foral de Alava, Diputacién Foral de
Guiplzcoa, Diputacién Foral de Vizcaya, Jerez de la Frontera, Palma de Mallorca, San Sebastian and Vitoria.
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increase its staff were unsuccessful and the headcount is still the same number as approved in July
2014, ie. 31 posts, as well as the four members of the management committee. Moreover, in the
second half of the year four of the five experts who were on secondment in AlReF from Banco de
Espafia and who have made a contribution to getting the institution up and running returned to the
bank when their secondment period came to an end.
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APPENDICES:
Follow-up on reports
and opinions
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Recommendations on the object of the report

. . Means of
Recommendation on the object of the report Competent body . Status Remarks
compliance

Report on the Economic-Financial Plans of the Autonomous Regions

Updating the EFP. Update the EFP including in it more information on the

forecast development of expenditure, firstly making explicit on an individual

basis the impact of each measure on the scenario, and secondly, explaining in 03/12/2015  Aragén Aragon EFP Ongoing The EFP has not been submitted to the Fiscal and Financial Policy Committee (CPFF).
concrete terms the rest of the reduction in current expenditure not underpinned

by measures.

Updating the EFP. Update the EFP in the framework of a multiyear plan
agreed with MINHAP which the drafting and monitoring of the plan would fall 03/12/2015  Extremadura Extremadura EFP Ongoing The EFP has not been submitted to the Fiscal and Financial Policy Committee (CPFF).
within.

Updating the EFP. Update the EFP in the framework of a multiyear plan
agreed with MINHAP which the drafting and monitoring of the plan would fall 03/12/2015 Valencia V/alencia EFP Ongoing The EFP has not been submitted to the Fiscal and Financial Policy Committee (CPFF).
within.

Reports on the General Government sector draft budgets and main budgetary lines in 2016: Autonomous Regions

Multiyear plan for the ARs with significant deviations. MINHAP should

ask Extremadura, Catalonia, Murcia and Valencia Regions for a multiyear planning

document whose level of detail, binding nature and duration should take into

account, with due consideration for the specificities of each autonomous region,

the following aspects: MINHAP's understanding is that the obligation is already covered in legislation

in article 29 of the LOEPSF, which sets for the regions the need to draw up a
medium-term budgetary plan with a minimum three year timeframe and including
the parameters described in the article itself. The plan is deemed to be part of the
Stability Programme framework and annual budgets must be drawn up within that

e the particular situation of each one of these regions as regards their relative
position compared to the whole subsector for revenue, expenditure and
exercising of normative capacity; Extremadura,

* thefinancial amount of the adjustment to be made; 30/11/2015 L atalonia, MINHAP Explanation framework which should guarantee budgetary planning that is consistent with

* and the sustainability of their debt path and the contribution of the Murcia and budget stability and government debt targets and compliance with the expenditure
region to making it sustainable from the standpoint of the two factors Valencia rule. Here the regions referred to sent information on their medium-term budgetary
that are most directly dependent on their own action: their commitment plans for the years 2015-2018 in March and April 2015.
fo the consolidation of public accounts and the maintenance of a stable AIReF stresses the need for a realistic adjustment path for these Autonomous
institutional framework. Regions.

This medium-term planning exercise, agreed between the Region and MINHAP,

must take the concrete form of annual programmes forming part of their

budgets and the EFPs that are put forward and approved in the Fiscal and

Financial Policy Council.”

Design of the debt targets system for the Autonomous Regions. MINHAP believes that the current system is in line with the legislation in force and

MINHAP should design a system to set debt targets that complies with the takes into account European commitments. In addition, the targets are set annually

function of oversight of the EDP debt and in which it should incorporate a Autonomous : in a 3-year multiyear framework and that allows them to be adapted to any changes

revision of the debt reduction path so that the path is a credible, demanding SOOI Regions AR Eplemition that take place.

refere:ncelt.hat allows the Public Administrations to guarantee financial AIReF stresses that the current system does not comply with the function of EDP

sustainability. debt oversight.

Expenditure methodology and working groups. MINHAP should draft . ‘

implementing rules for the content of article 12 of the LOEPSF with the Given that the IGAE has already prepared a methodology guide for ARs and LCs

aim of having comprehensive regulation of the expenditure rule including MINHAP does not believe it is necessary to set up working groups in the CPFFand

aspects relating to the calculation, application and procedures for exchange of . CNAL to deal with these questions.

information between the Pubic Administrations. In this context it would be very e MINFAP Explanation AIReF on the other hand believes there is a need for the PAs to think about and

useful to set up working groups within the Fiscal and Financial Policy Council discuss the current regulation on the expenditure rule and so will continue to stress

and the National Local Administration Commission in which in-depth examination the need to have these working groups and to develop their regulation.

and discussion of this rule can take place.




Annual Report 2015

Recommendations on the object of the report

Independent Authority for Fiscal Responsibility

recommendation en e ObjeCt o oo Competent bOdy - yoer:;ﬁ:r:ce

Multiyear programming in the EPPs. MINHAP should promote this
multiyear programming in the field of budgetary coordination and the activation
and implementation of the corrective measures provided for in the LOEPSF. In
particular, the preparation discussion and approval of the EFPs should be placed
within the context of a multiyear outlook without prejudice to the more detailed
breakdown that can be made for the two years covered in the plan.

CTCN internal rules of procedure. The National Accounts Technical
Committee —created by the first additional provision of Organic Law 6/2013—
should approve and publish in the BOE its internal rules of procedure and so
comply with the provisions of section 2 of that provision.

Provision of reports issued by the CTCN. The National Accounts Technical
Committee should provide AlReF with the reports issued as part of the
discharging of its duties and so comply with the provisions of section 4 in the
same first additional provision cited above

Automatic prevention measures in the LOEPSF. In the framework of

the automatic prevention measures provided for in article 18 in the LOEPSF,

the autonomous region’s general comptroller (or equivalent unit) must

report regularly to the regional government on its monitoring of the budget
implementation, and bring to its attention the advisability of taking decisions for
the early correction of deviations that might be produced.

Multiyear planning framework. The governments of the Autonomous
Regions should consolidate the budget as the document specifying annually the
multiyear planning of the region in the medium term, especially right now when
the fiscal and budgetary plan for the next four years is at the definition and
start-up phase.

Concrete details of the adjustment measures. Aragén should make the
measures and actions underpinning the major adjustment in its expenditure
items already communicated more explicit in its budgets. Likewise it should turn
the forecast tax reform into a law.

Reports on the General Government sector draft budgets and main budgetary lines in 2016: Local Corporations

30/11/2015

30/11/2015

30/11/2015

30/11/2015

30/11/2015

30/11/2015

All PAs

All PAS

All PAs

Autonomous
Regions

Autonomous
Regions

Aragon

MINHAP

INE, IGAE, BdE Internal rules of
procedures

INE, IGAE, BdE Provision of
reports

Autonomous

Regions

Autonomous

Regions

Aragon

Explanation

Commitment to comply

Compliance

Commitment to comply

Explanation

Commitment to comply

MINHAP is of the understanding that the Autonomous Regions already prepare

a multiyear programme that they send in before 15th March and that all the
Autonomous Regions comply with this requirement. Therefore, the annual budgets
would fall within the framework of that planning.

AIReF stresses the need to put in the context of a multiyear timeframe the
preparation, discussion and approval of the EFPs, and this recommendation would
not be complied with through the programming MINHAP is referring to.

The IGAE and the INE have informed AlReF that work is being done to prepare the
rules of procedure.,

The INE provided the reports.

All of the Autonomous Regions have given an commitment to comply with the
recommendation, indicating the budget implementation monitoring mechanisms they
are implementing.

Most of the Autonomous Regions make reference to the multiyear information
sent to MINHAP although some ARs have indicated greater progress than others
including its incorporation into their respective budgets.

AIReF stresses the need for more efforts to be made to develop further a realistic
multiyear planning that appears in the budgets.

The Aragon regional government sent more information about the adjustment
measures.

Consistency between the stability target and the expenditure rule.
Budgets should be drawn up in line with actual forecasts for implementation.
That would mean that within the parameters of the stability target set for the
LCs as a whole and the requirement set by the LOEPSF for each subsector to
achieve a balanced budget or surplus, each local corporation can set the stability
target for its budgets taking into account the expenditure rule, exactly as stated
inarticle 15 of the LOEPSF.,

12/11/2015

Local
Corporations

MINHAP

Explanation

According to MINHAP as the IGAE has published a guide on the methodology

of the calculation of the expenditure rule applicable to the LCs, when the local
entities supply information in the framework of the budget stability and financial
sustainability legislation they know whether or not they are complying with that
expenditure rule and ultimately whether they are complying or not with the budget
stability target.

AIReF stresses the advisability of consistency between both fiscal rules.
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Recommendations on the object of the report

Means of

Recommendation on the object of the report Competent body . Status Remarks
compliance

According to MINHAP, it is only right to qualify that the financing system should
not be brought into line with the level of expenditure without further considerations,
but rather it should take into account the expenditure arising out of the respective

Financial capacity of the subsectors. Analyse the local and regional powers that fall to the local corporation defined in the regulatory legislation on local

financing systems together as a whole and make any normative changes ég;?gr?smous governmentx Likewise, it believes that the regulation of the ﬁnancinlg system and
as necessary in order to bring the financing systems in line with the levels 121172015 =2/~ MINHAP Explanation move fo taking on more competences on the part of the ARs following on from the
of expenditure and financial capacity of each one of its subsector and so Corporations Local Government Reform is still pending,

contribute to a more efficient distribution and use of public resources. AIReF is of the view that it is essential to bring the level of spending into line

with the resources arising from the financing system and with compliance with
expenditure rule and will continue to make this same recommendation again in
future reports.

Report on General Government draft budgets & main budgetary lines: SGB 2016

Ministry
Social Security System sustainability. Actions should be taken with the of Finance The MEYSS will assess those benefits that might be non-contributory, as applicable.
aim of developing Additional Provision Sixty-five in the 2016 Budget Bill and (MINHAP)/ In any event, it will be discussed and adopted by the Toledo Pact and accepted by all
guaranteeing the compatibility between the budget stability targets approved 29/09/2015  Social Security  Ministry of Law Commitment to comply the ministerial departments concerned that will also have to evaluate the impact it
for the Social Security Funds and the funding of the benefits included in the Employment & will have on budgetary stability and financial sustainability.
System. (Sl\géi\f(ig)ewﬂty MINHAP confirmed that the Government will carry out this analysis.

Given that the IGAE has already written a methodology guide for ARs and LCs,
Expenditure rule working groups. The creation of working groups within MINHAP does not believe it is necessary to set up working groups within the CPFF
the Fiscal and Financial Policy Council (CPFF) and the National Commission on and the CNAL to address these questions.

Local Administration (CNAL) to think about and discuss in depth the expenditure ~ 29/09/2015 aAt!naiunti)lsltCrations MINHAP (dZ(I:CFiI;E«nCNAL Explanation AIReF, on the contrary, holds the view that thought needs to be given to the
rule and then produce a paper on the resgarch C_arried out and its conclugions as subject and a discussion held within the General Government sector about the
well as concrete proposals to be debated in their respective plenary sessions. current expenditure rule regulation and so it will continue to stress the need for such

working groups to be created.

Report on the macroeconomic forecasts SGB 2016

Transparency in macroeconomic forecasts. AlRefF recommends that work Central Stability The Ministry of Economy and Competitiveness is in the process of complying with

should be completed so that the published macroeconomic forecasts include all 30/07/2015 C MINECO Programme Ongoing this recommendation and it would be desirable for the Stability Programme Update in
. " v overnment ’ ' "

the relevant methodologies, assumptions and parameters underpinning them. Update spring 2016 to include these points.

Report on the setting of individual budget stability and government debt targets for the ARs

The report on the individual budget stability and government debt targets was the

Differentiated deficit targets. Differentiated deficit targets should be subject of a proposal, debate and vote in a meeting of the CPFF so MINHAP is of
setin 2016 and 2017 so that the convergence path to a balanced budget as the view that AIReF had the chance to include in that report a proposal on setting
envisaged for 2018 is possible. The following elements could be taken into both targets based on the assumptions that it considered the right ones at the time,
account to do this: CPEE The request for additional justification or motivations with regard to the targets
e The relative position of the autonomous region as regards the feasibility of 27/07/2015 ARs MINHAP Acreement Explanation finally approved by Agreement of the Council of Minister on 11th September 2015 is
its compliance with the target measured in terms of the relative adjustment g therefore not appropriate according to MINHAP.
required. AIReF is of the view that its mandate is to make a report prior to the submission in
e The consistency of the budget stability target with compliance with the the CPFF meeting on the proposal for targets prepared by MINHAP but that making a
expenditure rule. specific proposal on the setting of the targets does not fall within its remit unless so

requested by the CPFF.
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Recommendations on the object of the report

recommendation en e ObjeCt o oo Competent bOdy - yoer:;ﬁ:r:ce

The report on the individual budget stability and government debt targets was the
subject of a proposal, debate and vote in a meeting of the CPFF so MINHAP is of
the view that AlReF had the chance to include in that report a proposal a proposal
on setting both targets based on the assumptions that it considered the right ones

Initial feasibility analysis. For future years, the budget targets set for the at the time. The request for additional justification or motivations with regard to the

General Govgrnment sector overall anq fgr each one Qf its supsector; Shguld be 27/07/2015 ARS MINHAP CPFF Explanation targets finally approved by Agreement of the Council of Minister on 11th September
based on an initial analysis of the feasibility of compliance with the individual Agreement 2015 is therefore not appropriate according to MINHAP.
targets. AIReF is of the view that its mandate is to make a report prior to the submission in
the CPFF meeting on the proposal for targets prepared by MINHAP but that making a
specific proposal on the setting of the targets does not fall within its remit unless so
requested by the CPFF.
MINHAP is of the view that the ARs have the necessary elements to set their own
Design of debt targets. Debt targets should be set that allow the ARs to debt volumes in their budgets. Likewise it is of the view that the CDGAE agreements
draw up budgets in conformity with the targets that will eventually be used to were not made public because of their nature and the confidentiality that must
verify their compliance and AIReF to make an ex ante evaluation of the debt Publication govern the actions of Government collegiate bodies. In particular, the relevant
targets. With that aim in mind AIReF believes it would be appropriate to make 27/07/2015  ARs MINHAP CDGAE Explanation stakeholders (the ARs themselves or AlRef) will have knowledge of the content of
public the agreements reached by the Government's Delegated Committee on agreements the CDGAE Agreements as far as the Financing Fund for ARs is concerned.
Economic Affairs (CDGAE) with the financial amounts distributed to each one of AIReF is of the view that it lacks the necessary information to evaluate ex ante
the autonomous regions as well as the accounts classifications of units. compliance with the debt targets and so will reiterate this recommendation in future

reports.

According to MINHAP, the information on the resources in the financing system

subject to interim payments is released immediately after the sending by the INE

of the “Regional Shareout Indices for VAT and Special Duties on Beer, on Alcohol
Explanation and Related Beverages and on Intermediate Products”. Insofar as the necessary

information is available sufficiently in advance, MINHAP will bring forward the release

of information on the resources of the system paid out as interim payments.

AIReF will take a positive view on all efforts made in this respect.

Communication of the AR financing system resources. The information
on the resources of the financing system that will be paid out to the regions as 27/07/2015 ARs MINHAP
interim payments should be released earlier.

Practical
application

Report on expected compliance with the 2015 budget stability, government debt and expenditure rule targets by the public administrations in Spain

MESS: The MEYSS carries out continuous and transparent monitoring of the
financial situation of the Social Security System. In the framework of the Toledo
Pact, major reforms have been made whose effects will not be felt in full until
2027. The current deficits are linked to the current economic circumstances and
are financed by the Reserve Fund. Furthermore, Additional Provision 85 has been

Sustainability of the Social Security System. An evaluation should be included in the SGB.

made of measures that could be adopted to ensure on a permanent basis the : : . MINHAP: The Government includes its analysis on the implementation of the Social
) ‘ ) . s 15/07/2015 Social Securit MESS Law Commitment to compl

financing of Social Security deficits through the State General Budget, or for y A Security subsector in the medium-term planning documents such as the Stability

other decisions to be adopted to balance the Social Security system. Programme and the Budgetary Plan. In the SGB Law for 2016, Additional Provision

85 has been included as a proposal to work on the analysis of the different schemes
for contributory benefits that might help towards its sustainability. Another point to
be underscored is that as the projections made by the MINECO take into account the
sustainability factor, like the revaluation index , they reduce the sustainability risk in

the long-term.
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Corrective measures in the LOEPYSF. EFPs should be adapted to the
actual circumstances of each region in a way that guarantees the substantive
aspects of the LOEPyYSF. The procedure for approval of the EFPs as well as their
content should be made more flexible as and where necessary. With that aim in
mind, AIReF is of the view that:

1. The strategic lines underpinning the EFPs that have to be prepared because
of non-compliance with the 2014 targets should be presented at the meeting
of the Fiscal and Financial Policy Council (CPFF) likely to be held at the end of
July. The detailed plans would then be submitted and approved at a new Council
meeting that could be held in September or October. That would give the new
regional governments the time they need to examine the circumstances in the
region and prepare on this basis an EFP with a credible path for the correction

of the existing imbalance. In addition, they would be able to incorporate into the
budget scenario for 2016 the funds to be paid to them by the regional financing
system as that information will be released by MINHAP at the end of July.

2. The autonomous regions should adapt the content of the EFPs in line with
aspects such as the size and recurrent nature of the deviation, including the
possibility of automatic correction without the need for any additional measures
on top of those already adopted.

3. Additionally, the ARs of Balearic Isles, Catalonia, Extremadura, Murcia Region
and Valencia Region, which show recurrent deviations from targets, should
prepare their EFPs within a multi-year framework coinciding with the timeframe
set in the Stability Programme Update (SPU). These plans should contain the
annual correction commitments and identify the economic and financing
assumptions underpinning their revenue and expenditure forecasts, as well as
the concrete fiscal consolidation measures that are going to be taken.”

Financial capacity of the subsectors. The whole financing system for
the different subsectors should be analysed so that it can be brought into line
with the level of expenditure (assessed on the basis of efficiency parameters)
associated with the competences exercised by each of them and with
compliance with the expenditure rule regulated by the LOEPYSF.

Central Government & Social Security EFP. Provide additional information
with the sufficient level of detail broken down by subsector so that the Stability
Programme Update (SPU) can be considered as the EFP for the Social Security
Funds and Central Government subsectars.

Report on the Economic-Financial Plans of the ARs

15/07/2015

15/07/2015

15/07/2015

ARs

All PAs

Central
Government

MINHAP/ARS

MINHAP

MINHAP

MINHAP: Explanation
ARs: Compliance, except for

&7 the Balearic Isles that has not
sent an EFP
Explanation

Stability

Programme Explanation

Update

According to MINHAP, with regard to proposal 1, the decision adopted in the July
CPFF was to approve the Catalonia EFP as it was deemed suitable and defer all the
other plans to a later CPFF meeting.

With regard to proposal 2, it informed AlReF that the current content of the EFPs
already includes that information.

With regard to proposal 3, AIReF was informed that the regulation of the duration of
the plan is already established in the stability law itself and covers two years. This
duration was changed from one to two years to incorporate the multiyear aspect
although it was not considered necessary to extend it to 3 or 4 years as AlReF is
proposing.

The ARs that have sent their EFP to AlReF will have complied in general terms with
this recommendation by providing multiyear information. In this respect, Extremadura
has endeavoured to incorporate into a multiyear path the annual correction
commitments with the identification of the economic and financing assumptions on
which the forecast development of its revenue and expenditure is based. Likewise,
other Regions with recurring deviations from their targets, like Murcia or Valencia
have provided multiyear information but a greater effort would have been necessary
to contribute a more realistic path.

AIReF continues to hold the view that the extension of the EFP time horizon would
be desirable as would their adaptation to the reality of each Autonomous Regions
so that they would not just be a mere formality. Likewise, the lack of approval of the
EFPs has a negative impact on the possibilities of meeting the budgetary stability
targets.

According to MINHAP, it is within the Government's remit to determine the right
moment to approach this analysis, taking into account the many legal, financial,
social and institutional circumstances that come together in this analysis.

AIReF believes it is essential to bring the level of expenditure into line with

the resources that come from the financing system and to compliance with the
expenditure rule and so it will continue to make this same recommendation in its
next reports.

According to MINHAP, all the programmes, budgetary plans and budgets contain
highly detailed data and measures to be applied in those subsectors in order to meet
their targets, with the same level of detail as the EFPs. It reminds AlRef that a new
aspect since 2015 is the inclusion in addition of tables containing State and Social
Security measures in the Stability Programme.

MEYSS has given a similar response and has referred the matter to MINHAP as the
responsible ministry for the SPU.

AIReF is of the view that the current information in the SP is not sufficient to
comply with the minimum content that the LOEPYSF requires from the EFPs and that
would prevent it from being given that status.

Additional measures for 2015. To reach the 2015 budget stability target,
the EFP draft submitted by Murcia Region should be expanded to include
additional measures.

27/07/2015

Murcia

Murcia

EFP Not valid

EFP pending submission to the CPFF. The end of 2015 makes the effectiveness of
this recommendation no longer valid. The fact that the law does not provide for the
possibility of AlReF knowing the final text that is to be put to the CPFF for approval
prevents it from giving a view on compliance with this recommendation.
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Additional measures for 2016. To reach the 2016 budget stability target,
the EFP draft submitted by Murcia Region should be expanded to include
additional measures.

Additional measures for 2015. To reach the 2015 budget stability target,
the Catalonia draft EFP should be expanded to include additional measures
although this region has used its normative powers over taxation more than the
average of the common regime ARs.

Additional measures for 2016. To meet the 2016 budget stability target,
the Catalonia draft EFP should be expanded to include additional measures and
the adaptation of the revenue scenario forecast for year-end.

Additional measures for 2015. To meet the 2015 budget stability target
Madrid should revise its revenue scenario and incorporate if need be additional
measures that offset the corrections made.

Report on the Stability Programme Update 2015-2018

27/07/2015

08/07/2015

08/07/2015

08/07/2015

Murcia Murcia
Catalonia (Catalonia
Catalonia (atalonia
Madrid Madrid

EFP Ongoing
EFP Explanation
EFP Explanation
EFP Not valid

EFP pending submission to the CPFF The end of 2015 makes the effectiveness of
this recommendation no longer valid. The fact that the law does not provide for the
possibility of AIReF knowing the final text that is to be put to the CPFF for approval
prevents it from giving a view on compliance with this recommendation.

The EFP approved by the CPFF does not contain additional measures that add up to
a significant amount and so the recommendation is not deemed complied with.

The EFP approved by the CPFF does not contain additional measures that add up to
a significant amount and so the recommendation is not deemed complied with.

EFP pending submission to the CPFF. The end of 2015 makes the effectiveness of
this recommendation no longer valid. The fact that the law does not provide for the
possibility of AlRef knowing the final text that is to be put to the CPFF for approval
prevents it from giving a view on compliance with this recommendation.

Transparency in forecasts. Include in the macroeconomic forecasts
published the pertinent methodologies, assumptions and parameters that
underpin them, thus meeting the requisites established in Directive 2011/85 on
budgetary frameworks.

Financial capacity of subsectors. Review the funding made available to the
different levels of the PAs with a view to bringing their resources in line with the
public goods and services provision responsibilities of each one pursuant to the
current distribution of competences.

Financial situation of the Social Security. Analyse the situation of the
Social Security Funds given that the short and medium-term financial tensions
in this subsector could pose a real and significant risk to the fiscal consolidation
path.

Content of the Stability Programme. Adapt the draft SPU to the provisions
in Directive 2011/85 on budgetary frameworks and in article 29 of the LOEPYSF
which defines the content of the parameters that the medium-term budgetary
plans include in the draft SPU. In particular: prepare the budgetary projections by
subsectors and increase the level of detail of certain items; and distributed by
subsectors, government debt targets and information on eligible expenditure as
well as the reference rates for the expenditure rule calculation for all the years
included in the update.

04/05/2015

04/05/2015

04/05/2015

04/05/2015

Central MINECO

Government

All PAs MINHAP
Ministry of

: : Employment &

Social Security Social Security
(MEYSS)

All PAs MINHAP

Next Stability
Programme Ongoing
Update

Explanation

Commitment to comply

Next Stability
Programme
Update

Explanation

MINECO is studying how to comply with the recommendation.

According to MINHAP, the Government is the competent body to determine the
right moment to conduct this analysis, taking into account the whole range of legal,
financial, social, political and institutional circumstances involved in it.

AIReF believes it is essential to bring the level of expenditure into line with the
resources that come from the financing system and with compliance with the
expenditure rule and so will continue to make this same recommendation in its next
reports.

MEYSS: The financial situation of the Social Security is under continuous analysis
and measures are taken as part of commitments agreed with the social partners and
within the Toledo Pact framework of permanent dialogue and consensus. Examples
of this are the reforms implemented in the last few months.

MINHAP: The analysis would be included in the Stability Programme and the
Budgetary Plan.

SGB 2016: Additional provision 85: study of the non-contributory and universal
benefits.

According to MINHAP, neither art. 9 of Directive 2011/85/€U, nor art. 29 of the
LOEPYSF provide for the publication of the proposed information. The SP Code of
Conduct does not cover it either.

The measures by subsectors are covered in the reinforced procedure and so it
has been included. The Code of Conduct provides for the publication of eligible
expenditure but not the expenditure rule.

The debt targets and reference rate of the expenditure rule up to 2017 are public
(ACM of the year before) and the targets and rate for 2018 have been approved this
year on 10th July and will be published whenever they are passed by the Spanish
Parliament.

MINHAP takes note of the recommendation on the publication of the reference rate
which will be included in the next SPU. The rate approved is from the CM the year
before.
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Debt reduction path. Use the appropriate legal procedures in order to extend
the transition period for compliance with the limit foreseen in article 13 of the
LOEPYSF, adapting the requirements set up in transitional provision one of the
aforesaid act and devising a reference path that is both credible and demanding,
in order to achieve a sustained reduction in the government debt ratio.

Report on the initial budgets for 2015

04/05/2015

All PAs

MINHAP

Organic Law

Explanation

MINHAP reiterates that the first transitional provision DT1 of the LOEPYSF
establishes a forecast for the revision of the government debt reduction path that
will be in compliance with this provision, and with the limits set by EU governance,
whenever its implementation is appropriate.

Debt reduction path. Revise in 2015 the debt reduction path and use the
appropriate legal mechanisms to extend the transitional period for compliance
with the limits set out in article 13. The requirements specified in the first
transitional provision should be adapted and a credible, demanding reference
path defined for the sustained reduction of the debt ratio that would allow the
public administrations to guarantee financial sustainability.

Financial capacity of the subsectors. Analyse the financial capacity of
each subsector taking into account the services provided in line with the current
distribution of competences.

Preventive measures in the LOEPSF. Early action by each administration,
within the scope of the LOEPSF, implementing the automatic prevention
measures envisaged in article 18.1 in the LOEPSF so that each one monitors its
budgetary implementation and expenditure adjustment in order to guarantee
compliance with the budgetary stability target.

Corrective measures in the LOEPSF. Publication before 15th April by the
MINHAP of the report on the degree of compliance with the budget stability
target, public debt target and expenditure rule for 2014, for the purposes of
activating the procedure set out in the LOEPSF,

Coercive measures in the LOEPYSF. Appraise the implementation of the
coercive measures envisaged in article 25 of the LOEPYSF, specially in the case
of those regions whose budget for 2015 shows a clear risk of non-compliance
again.

Information on the Social Security budgets. Provide together with the
Social Security budgets all the documentation required by budget legislation,
especially a preview of the settlement of the budget for the current year and
information enabling the budget balance to be matched up with the national

accounting balance

31/03/2015

31/03/2015

31/03/2015

31/03/2015

31/03/2015

31/03/2015

All PAs

All PAS

All PAS

All PAs

One/several ARs

Social Security

MINHAP

MINHAP

MINHAP, ARs,
Ministry of
Employment &
Social Security

MINHAP

MINHAP

Ministry of
Employment &
Social Security

Organic Law

Compliance
report

Law (budget
draft and law)

Explanation

Explanation

ARs: Commitment to comply
by some, no response from all
the others.

Ministry of Employment:
Explanation.

MINHAP: Compliance

Explanation

Ongoing

Explanation

The Ministry of Finance is of the view that the first transitional provision of the
LOEPYSF covers the revision of the public debt reduction path and that whenever
the recommendation is implemented it will be done in compliance with that provision
and with the limits set by EU governance.

According to MINHAP, the Government is the competent body to determine the
right moment to conduct this analysis, taking into account the whole range of legal,
financial, social, political and institutional circumstances involved in it.

AIReF believes it is essential to bring the level of expenditure into line with the
resources that come from the financing system and with compliance with the
expenditure rule and so will continue to make this same recommendation in its next
reports.

All the Autonomous Regions have given an Compliance commitment and
have indicated the budget implementation monitoring mechanisms that they
are implementing, except for the Balearic Isles, Cantabria, Castilla-La Mancha
and Valencia, that did not respond to the request for information on this
recommendation.

For its part, the Ministry of Employment & Social Security has explained that
although it monitors the execution of revenue and expenditure on an ongoing basis,
the nature of its actions makes it impossible to take short-term measures, only
medium-term ones such as the measures put in place through the recent reforms.

MINHAP considers that it is the responsibility of each administration
notwithstanding the measures adopted to improve their implementation.

The report on the degree of compliance was published on 24th April. MINHAP
indicated that for the ARs the usual calendar is being followed and that the EFPs
would be evaluated in the July CPFF. However, in July only the Catalonia EFP was
evaluated and approved, leaving all the other EFPs still pending approval.

As far as the LCs are concerned, the earlier EFPs are being published and they are
following their own timeline.

MINHAP considers that the appraisal is dependent on the submission of the 2015-
2016 EFPs,

AIReF believes it is necessary for progress to be made on the phased application of
sanction measures envisaged in the LOEPYSF.

MEYSS considers that it complies with the information required in the accounting
legislation that does not include the preview of settlement of the budget for the
current year. Furthermore, it points out that IGAE is the competent administration for
national accounting and therefore would be responsible for complying or explaining
in the case of this recommendations.
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Report on the methodology to calculate revenue and expenditure trends and the reference growth rate

Competent body

Means of
compliance

Status

Independent Authority for Fiscal Responsibility

Remarks

Semi-elasticities of the subsectors. Specify the parameters necessary for
the calculation of the semi-elasticities of each one of the subsectors as well for ~ 27/02/2015 All PAs
the individual ARs.

Statistical sources. Specify the public statistical sources of the series used in
the calculation of the weights of the revenue and expenditure items for all the 27/02/2015 All the PAs
subsectors.

Information on methodology. Specify the methodology for the calculation

of the elasticity to the funds linked to the funding system of the ARs with

regard to the output gap (1.34) and the items to include as transfers linked to 27/02/2015 All the PAs
the funding system to which the proposed 1.34 cyclical elasticity should be

applied.

MINECO

MINECO

MINECO

Ministerial Order

Ministerial Order

Ministerial Order

Ongoing

Ongoing

Ongoing

An informal, open and constructive dialogue has been established at a technical
level between the Ministry of Economy & Competitiveness and AlReF on the
implementation of the recommendations. The final outcome is dependent on the
approval of the Ministerial Order.

An informal, open and constructive dialogue has been established at a technical
level between the Ministry of Economy & Competitiveness and AlReF on the
implementation of the recommendations. The final outcome is dependent on the
approval of the Ministerial Order.

An informal, open and constructive dialogue has been established at a technical
level between the Ministry of Economy & Competitiveness and AlReF on the
implementation of the recommendations. The final outcome is dependent on the
approval of the Ministerial Order,
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Report on the Economic-Financial Plans of the Autonomous Regions

Competent body

Means of
compliance

Status

Independent Authority for Fiscal Responsibility

Response

Information on the expenditure rule in the EFPs. Expansion of the
content of the plans for the purpose of being able to evaluate compliance with
the expenditure rule.

03/12/2015

Reports on the General Government sector draft budgets and main budgetary lines in 2016: Local Corporations

Autonomous

Regions

MINHAP

Commitment to comply

According to MINHAP, after the publication of the guide on the expenditure rule
for the ARs, the Ministry will assess whether or not it is appropriate to expand the
content of the EFPs on that subject. In any event, it has pointed out that the Report
on the Draft Budgets of the ARs for 2016 has incorporated for the first time in the
section on each one of the Autonomous Regions a reference to the way each region
deals with the expenditure rule as show in its draft budget.

Information on the expenditure rule in LCs. The information needed to

calculate the expenditure rule and an analysis of the consistency of this rule

with the budget balance or surplus inferred from the budget scenario of revenue ~ 12/11/2015
and expenditure assessed in national accounts terms should be incorporated

into the information on the main budgetary lines and approved budgets.

Increase information on the LCs. All the necessary actions should be taken
to publish all the required data, such as the national accounting adjustments

for the verification of compliance with the stability target and the expenditure
rule of the LCs; these publications should be completed with individualised
information in national accounts terms of the six largest city councils.

12/11/2015

Access by AIReF to the information on the LCs. MINHAP should take all

necessary actions and make the normative modifications as required in order to

facilitate access to the information from the LCs that is necessary for AlReF to 12/11/2015
properly fulfil its functions and establish a system of access to the information

that should be similar to the access that exists for the financial oversight bodies.

LCs

LCs

LCs

MINHAP

MINHAP

MINHAP

Explanation

Commitment to comply

Explanation

According to MINHAP, the IGAE provides national accounting data on Local
Corporations in the terms required by EU and Spanish legislation. It identifies as
additional elements of transparency the IGAE manuals on the deficit and expenditure
rule of the Local Corporations. Furthermore Eurostat is notified about the national
accounting adjustments that affect the sectors.

AIReF stresses that the information provided does not allow it to properly discharge
its duties as it is not possible to make an ex ante appraisal of compliance with the
expenditure rule.

MINHAP is of the view that more information than the statutory information
required by legislation is published and it would be willing to supply or clarify any
additional information required by AlIReF when fulfilling its remit. As for the data
on the 6 largest local governments, it will evaluate the possibility of providing this
information in a more accessible format, within the available resources.

MINHAP is of the view that AlIRef has access to the information it requires
to discharge its duties and it would be ready to supply or clarify any additional
information AlRef should require.

AIReF stresses that a similar system of access to the one that exists for the
oversight bodies would be the most efficient way of having access to that
information.

Report on General Government draft budgets & main budgetary lines: SGB 2016

Information on expenditure rule in the CG. Inclusion in the State General

Budget draft of all the necessary information required to determine the variation

in the eligible expenditure in the Central Government. Likewise, the difficulties

arising in the interpretation and appraisal of the components of the expenditure ~ 29/09/2015
rule, such as the impact and time frame of the normative changes that lead to

higher or lower revenue collection, make it necessary for normative development

of the content of article 12 of the LOEPYSF.

Information on the debt target in the CG. More complete information
should be given in the Draft State General Budget so that an assessment canbe  29/09/2015
made specifically of compliance with the debt target by the Central Government.

Central
Government

Central
Government

MINHAP

MINHAP

SGB 2017

SGB 2017

Commitment to comply

Commitment to comply

MINHAP is of the view that the SGB documentation contains all the necessary
information and has pointed out that all the existing budgetary information is public
and that there is no other additional information that could be included.

Nevertheless, MINHAP agrees that, insofar as the means are available to do so and it
does not entail any increase in operating costs, there is a need to continue to promote
measures that might help to improve the presentation of the economic-financial and
budgetary information on the General Government sector.

MINHAP is of the view that the draft SGB contains sufficient information to
determine compliance with the government debt target of the CG. It has pointed
out that the SGB covers the State debt and the debt of all the entities and bodies
that form part of the CG. However, it will evaluate the possibility of providing this
information in a more accessible format, insofar as the means are available to do so
and it does not entail any increase in operating costs.
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Initial budget and settlement forecast in National Accounts. An
initial budget should be drawn up in national accounting terms for the Central

Government and the Social Security Funds and forecasts of settlements for the CEIOEI20LS
current year for the Social Security Funds.

Information on CG subsector entities. The State General Budget should

include information on the entities that are not public entities but that are still 29/09/2015
included for the purposes of ESA 2010 in the Central Government subsector.

Information on the PRI in the SGB. The State General Budget should 29/09/2015

include sufficient information required to make the PRI calculation.

Report on the setting of individual budget stability and government debt targets for the ARs

Central
Government &
Social Security

Central
Government

Social Security

MINHAP/MEYSS

MINHAP

MEYSS

SGB 2017

SGB 2017

SGB 2017

MINHAP: Explanation
MEYSS: Explanation

Commitment to comply

Explanation

According to MINHAP, the current legislation in force on budgets and stability does
not require the General Government sector to submit a budget in national accounting
terms and the information contained in the draft SGB is sufficient. Nevertheless,
insofar as the means are available to do so and it does not entail any increase

in operating costs, MINHAP intends to continue promoting measures that might
contribute to improving the economic, financial and budgetary information on the
General Government sector.

MEYSS is of the view that the IGAE is the competent body to prepare the budget in
national accounting terms. With regard to the settlement forecasts, its understanding
is that they are solely and exclusively internal in nature.

AIReF is of the view that the information is necessary for it to be able to perform its
functions.

MINHAP acknowledges the residual existence of certain entities not covered in
the SGB, and which as a consequence of temporary and ad-hoc reclassifications of
national accounting (such as essentially the case of the Deposit Guarantee Fund)
form part of the CG subsector in national accounting.

If that classification is maintained and insofar as the means are available to do so and
it does not entail any increase in operating costs, an evaluation could be made of the
expansion of the information contained in the SGB.

MEYSS’s understanding is that the PRI figure can be inferred on the basis of the
information in the SGB and that in 2016 it is clearly lower than the applicable
minimum rate and so the revaluation is therefore 0.25. It believes that explicit
information must only be included whenever the result is a different revaluation.

AIReF is of the view that this information is necessary irrespective of the result of
the formula.

Information on the expenditure rule. MINHAP should include in its report
on the degree of compliance with the budget stability, government debt and
expenditure rule targets for each year a more detailed explanation of the
adjustments to be made for the calculation of the expenditure eligible for
inclusion according to the rule.

27/07/2015

Expenditure rule manual. The IGAE should publish a Guide to calculating the

expenditure rule for the regions. 0TS

Expenditure rule methodology. MINHAP should publish a ministerial order
with an approved calculation methodology for the expenditure rule and develop
its contents and the procedure for sending the necessary information so that
each administration can make an a priori estimate (when drafting its budget) and
monitor its budget spending against the expenditure rule,

27/07/2015

Information on the impact of the use of taxation powers by the ARs.
MINHAP should publish the economic impact of the normative powers exercised
by the autonomous regions on taxation broken down by individual tax as well as
the existing margin for action by each region.

27/07/2015

ARs

ARs

ARs

ARs

MINHAP

MINHAP

MINHAP

MINHAP

Practical
application

Publication of
guide

Ministerial Order

Practical
application

Commitment to comply

Compliance

Explanation

Commitment to comply

Insofar as the means are available to do so and it does not entail any increase in
operating costs, MINHAP intends to continue promoting measures that might
contribute to improving the economic, financial and budgetary information on the
General Government sector.

The IGAE has published the Guide for the calculation of the expenditure rule for the
ARs,

Given that the IGAE has already prepared a methodology guide for ARs and LCs,
MINHAP does not believe it is necessary ta issue a ministerial order regulating the
expenditure rule methodology.

With regard to the expenditure rule, AIReF believes it is necessary to develop

its content, the procedure for sending information and the methodology that are
necessary for its calculation, and it continues to hold the view that the approval of a
Ministerial Order for the regulation of these aspects is necessary.

Insofar as the means are available to do so and it does not entail any increase in
operating costs, MINHAP intends to continue promoting measures that might
contribute to improving the economic, financial and budgetary information on the
General Government sector.
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Recommendation on limitations to scope

. Lo Means of
Recommendation on limitations to scope Competent body i Status
compliance

Report on expected compliance with the 2015 budget stability, government debt and expenditure rule targets by the public administrations in Spain

Independent Authority for Fiscal Responsibility

Response

Expenditure rule methodology. MINHAP should approve through a

ministerial order a methodology to calculate the expenditure rule and develop

the content and procedure for the information required to be sent so that each 15/07/2015 All PAs MINHAP Ministerial Order  Explanation
administration can make its own a priori calculation and monitor the expenditure

rule which limits its spending.

Initial budget and settlement forecast in National Accounts. Draw up General
the initial budgets and forecasts for the current year for the CG, SSFs, ARs and 15/07/2015 All PAs MINHAP Government Explanation
LCs in national accounting terms. Sector budgets

Report on the Economic-Financial Plans of the Autonomous Regions

As far as local entities are concerned, according to MINHAP, actions have been taken
since 2013 along the lines of AlReF's recommendation. Work has been ongoing to
prepare a manual or guide for all the Public Administrations and for the publication

of the implementation of the expenditure rule by IGAE in the regular budget
implementation reports.

Irrespective of the fact that IGAE has already published a manual for the
determination of the expenditure rule for Autonomous Regions, AIReF still
believes the approval of a Ministerial Order to regulate other aspects relating to the
expenditure rule is necessary.

According to MINHAP, the settlement forecasts are done for the Central
Government in the preparation of the draft SGB law; in the case of each Autonomous
Region, the settlement forecasts are included in the carresponding EFP and in the
monitoring report.

AIReF believes such information is necessary for it to be able to perform its
functions.

Information on the expenditure rule in the EFPs. In order to be able to

evaluate and monitor the expenditure rule, the EFP should include any necessary

information to calculate the growth in the expenditure to be included in the 08/07/2015 ARs MINHAP EFP Commitment to comply
calculation of expenditure for the expenditure rule in the period covered by the

plan (2015 and 2016).

Report on the Stability Programme Update 2015-2018

According to MINHAP, after the publication of the guide on the calculation of the
expenditure rule for the ARs, the Ministry will assess whether or not it is appropriate
to expand the content of the EFPs on that subject. In any event, it has pointed out
that the Report on the Draft Budgets of the ARs for 2016 has incorporated for the
first time in the section on each one of the Autonomous Regions a reference to the
way each region deals with the expenditure rule as shown in its draft budget.

Information on the expenditure rule. Include in the budgets of all the PAs
for 2016 a specific section in their Economic & Financial Report, or equivalent,
identifying the components and calculations of the expenditure rule in sufficient
detail to be able to reproduce it

ARs: Ongoing

04/05/2015  AllPAs MINHAP, ARs 2016 budgets MINHAP: Explanation

Monthly information on the expenditure rule. Regular information
should be made available throughout the year on the extent of compliance with ~ 04/05/2015 All PAs MINHAP Monthly reports ~ Commitment to comply
the expenditure rule at the different levels of general government.

Report on 2015 initial budgets

MINHAP considers that the budgets already contain the information for the
expenditure rule and that it is compliant with the legislation on the information that
should be provided.

The ARs already stated their intention of including this information in their

next draft budgets. Notwithstanding the fact that this methodology has been
published, in general and subsequent to the preparation of the budgets, Galicia,
Canary Isles, Castilla y Ledn, La Rioja, Murcia and Andalusia have complied with the
recommendation.

MINHAP is working on the inclusion of this information in its monthly national
accounting report.

Information on the expenditure rule. Include in the economic & ARs: Commitment to comply
financial reports submitted together with the budgets of the different public iver.l v SEverEl and e Epl
administrations the information on non-financial uses including the breakdown 31/03/2015 All PAs MINHAP, ARs SSIES/BUdgETS §rom thye o — Py
required for the calculation of the spending rule, as well as information on the . )
methodology used. MINHAP: Explanation

The Autonomous Regions have given a commitment to include this information

in the next budget drafts, indicating the need for a common methodology.
Notwithstanding the fact that this methodology has been published, in general and
subsequent to the preparation of the budgets, Galicia, Canary Isles, Castillay Ledn, La
Rioja, Murcia and Andalusia have complied with the recommendation.

MINHAP considers that is not under any obligation to include this information in the
Economic & Financial Report of the SGB. However, it is working on the inclusion of
this data in its monthly national accounting reports.
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Independent Authority for Fiscal Responsibility

recommendation on fatons e Competent bOdy - Eﬂoen?;;:nfce

Expenditure rule manual for ARs. Publication by the IGAE of a manual to
calculate the expenditure rule for ARs similar to the one that already exists for
LCs.

Debt targets. Establishing by MINHAP of a transparent and verifiable system
of debt targets that limits as far as possible the margin for discretion.

LCs national accounting adjustments. Add to the budget information

of the LCs the data on national accounting adjustments that will allow for an
equivalence to be established between the budget figure and net lending (+)/
borrowing (-).

ARs public debt information. Include in the ARs budgets sufficient and
adequate information enabling verification of the public debt targets.

31/03/2015

31/03/2015

31/03/2015

31/03/2015

ARs overall

ARs overall

LCs overall

ARs overall

MINHAP

MINHAP

MINHAP

ARs

IGAE manual

Council of
Ministers
decision

2016 budgets

Drafts/budgets
2016

Compliance

Explanation

Partial compliance
commitment

Commitment to comply from
several ARs and no reply from
the other ARs

IGAE has published the Guide for the calculation of the expenditure rule for the
Autonomous Regions.

MINHAP does not regard the exceptions as being discretional and it is likely they
will decrease in number over time. The exceptions are published and explained in the
April and October compliance reports. Although MINHAP has made progress towards
a system of more transparent and verifiable targets by limiting the exceptions that
allow the debt targets to be rectified for the period 2016-2018, AIReF is of the
view that this system of establishing targets still does not allow ex ante verification
of compliance with those targets.

MINHAP considers that the adjustments are made by the local audit bodies and
not validated by the ministry although work is ongoing to be able to expand the
information published by the larger municipalities.

The Autonomous Regions have committed to include this information in their
draft budgets for 2016. This recommendation is conditional on the availability in
the ARs of the information required to know the debt target. Despite this limitation,
Galicia, Canary Isles, Castilla y Leén and Murcia have all included information on the
debt target.
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Proposals in opinions

. . Means of
Proposals in opinions Competent body compliance Status Response

Opinion he determination of the annual PRI

PRI information. The Ministry of Employment & Social Security should publish

the information of substance that would allow calculation of the PRI to be made 03/11/2015  Social Securit MEVSS SGB Non-compliance AlReF included this proposal as a recommendation in its Report on the

in accordance with the content of additional provision one of the Law 23/2013 y P Macroeconomic Forecasts in the budgets for 2016 of the Autonomous Regions.
regulating the Sustainability Factor and the Pension Revaluation Index.

PRI in the SGB. The State General Budget should include the necessary : : ) : AlReF included this proposal as a recommendation in its Report on the
information required for the calculation of the PRI, CSALLIZOLS - | SedE Saauiy HIZSE Sl Mo-aemEliEnEe Macroeconomic Forecasts in the budgets for 2016 of the Autonomous Regions.
Consolidated revenue and expenditure. Use the consolidated revenue 03/11/2015  SocialSecurity ~ MEYSS T

and expenditure values for the Social Security System.

MEYSS does not believe it is necessary to make constant reference to the problem of
circularity of the formula as it has been sufficiently studied, although it is true that
when the value to be taken to increase the pension in a specific year depends on
the different criteria of the variables involved in its calculation this debate will arise,
not so much because of the circularity of the formula as for the estimation of the
variables that come into the formula itself.

Circularity problem in the PRI. The Government should make public and
explicit the method used to solve the circularity of the mathematical formula for ~ 03/11/2015  Social Security MEYSS Non-compliance
the PRI calculation

Updating with negative price developments. The Ministry of

Employment and Social Security should request a report from the State General : . State General ) .
Counsel or the Council of State on the way to address the annual revaluation of OBHLLIZ0LS | Smdal Securiy HIEVES Counsel Mon-gamaliance
pensions in a negative price development scenario.
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Best practice guidelines

. L Means of
Best practice guidelines Competent body compliance Status Response

Report on the macroeconomic forecasts in the budgets for 2016 of the Autonomous Regions

Comparison with other forecasts and methodology. Include the
comparison with other independent forecasts and make the methodology, Autonomous Autonomous .
assumptions and parameters of the forecasts more explicit. All the Autonomous UBileietls Regions Regions UL/ bueizeis UnEEn

Regions must comply with the requirements of EU legislation.

Standardise the GDP and employment variables. All the Autonomous
Regions that do not use in their future budgets identical forecasts to the Autonomous Autonomous .
forecasts in the State General Budget should provide at the very least forecasts UEleizals Regions Regions 2017 Blageits ngeing

on GDP and employment in like-for-like terms.

Report on the macroeconomic forecasts in the SGB 2016

Scenario with no change in policies. The government should make its
forecasts using the assumption of ynchanged po\lmes. The forecasts should be 30/07/2015 Central MINECO 2017 Budgets Ongoing
accompanied by a separate quantification of the impact of any new measures Government

planned and how they would affect the macroeconomic aggregates.

Simplified national accounting framework. Include the key elements in
the forecasts in a simplified national accounting framework. This would make it

possible to understand the connecltlons between economic .actlwty,ldernand and 30/07/2015 Central MINECO 2017 Budgets Ongoing
employment on the one hand, and income flows and borrowing requirements Government

on the other, and so identify the impact of the policy measures adopted by the

government.

Report on the Draft Stability Programme Update 2015-2018

Increase the information on fiscal policy measures in the draft SPU.
In particular, with regard to the fiscal reform, it would be advisable to itemise
individually the financial impact of the reform in greater detail in order to be able
to appraise it. Moreover, the most significant variations in the information on
measures compared with the information contained in the previous SPU or the
current Budget Plan need to be justified.

04/05/2015  AllPAs MINHAP Draft SPU Ongoing

Information on contingent liabilities. Increase the information concerning

contingent liabilities to guarantee the possibility of analysis. It would be a good

idea to include more detailed information that would allow a proper analysis 04/05/2015  AllPAs MINHAP Ongoing
of the guarantees provided by the different Public Administration and existing

contingent liabilities..

Report on the macroeconomic forecasts in the Draft Stability Programme Update 2015-2018

Alternative scenarios. Prepare supplementary macroeconomic and budgetary

scenarios that factor in the possible materialisation of the key risks identified in 04/05/2015 Cemitral MINECO 2016 SGB Non-compliance
. Government
this report.
e Central AlReF has reiterated this guideline in its Report on the macroeconomic forecasts in

in the future it would be advisable for the government to make its forecasts on 04/05/2015 MINECO 2016 SGB Non-compliance - S
; ; - Government the Autonomous Regions’ budgets for 2016.
the assumption of keeping current policies unchanged.
Simplified national accounting framework. On the minimum information Central
to be supplied in forecasts, AlRef reiterates its recommendation to include the 04/05/2015 s MINECO 2016 SGB Non-compliance
. . o . . overnment
key elements in the forecasts in a simplified national accounting framewaork.

AlRef has reiterated this guideline in its Report on the macroeconomic forecasts in
the Autonomous Regions' budgets for 2016.
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Best practice guidelines

. L Means of
Best practice guidelines Competent body compliance Status Response

Report on 2015 initial budgets

Details of the tax reform impact. It would be advisable for the MINHAP
to g|vel|tem|sed details of the economic impact of the individual measures . 31/03/2015 Central MINHAP 2016 SGB Non-compliance
stemming from the tax reform that affect personal income tax and corporation Government

tax.

Nt 70 2 I (R B L ) | e AL s Central AlReF has reiterated this guideline as a recommendation in the Report on the
It would be desirable for the draft budget and the initial budget to include a 31/03/2015 MINHAP 2016 SGB Non-compliance . o
General Government sector drafts and main budgetary lines: SGB 2016.

o ; Government
presentation in national accounts terms.

National accounting adjustments. It would be advisable for the

reconciliation between the budget balance and the balance in national accounts

terms included in the draft and the budget to give detailed information allowing Central ) . AlReF has reiterated this guideline as a recommendation in the Report on the
for the deficit/surplus balance of the entities to be analysed, especially for Si0siz0ls Government ANt Ol e on-gomisliEnce General Government sector drafts and main budgetary lines: SGB 2016.
those entities forming part of the central government but whose budgets are

not included in the SGB.

Information on largest local governments. Publication of the

individualised information on budget implementation and compliance with AlRef has reiterated this guideline as a recommendation in the Report on the
the three fiscal rules for the six largest municipalities, in line with the debt 31/03/2015  LCs MINHAP Publication Commitment to comply General Government sector drafts and main budgetary lines: SGB 2016
information according to the Excessive Deficit Procedure (EDP) published by MINHAP will assess publication of this data.

Banco de Espafia.

Report on the methodology to calculate the revenue and expenditure trends and the reference growth rate
Drafting. Drafting suggestions for the ministerial order 27/02/2015 All PAs MINECO Ministerial order ~ Ongoing The ministerial order has not been published.

ESA 2010 adjustment. |t would be advisable to adjust the boundaries
established in the European System of Accounts. In addition, given the special
characteristics of State Public Employment Service (SEPE),it would help to
specify in the cyclical component of the SEPE within the Social Security Funds.

27/02/2015 All PAs MINECO Ministerial order ~ Ongoing The ministerial order has not been published.

Adjustment for the financing system settlements. The draft order

should be compatible with the institutional environment provided by the

Autonomous Region financing system currently in force and the proposed 27/02/2015 All PAs MINECO Ministerial order ~ Ongoing The ministerial order has not been published.
methodology needs to be adjusted to offset any imbalances caused by the

interim payment settlements.
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Follow-up on the 2015 Action Plan

2015-2020 STRATEGIC PLAN ACTION PLAN 2015 STATUS 31/12/2015

CONTRIBUTE TO A BETTER ORIENTATION OF FISCAL POLICY TOWARDS BUDGETARY STABILITY

T e e oo e e

Modelling of the key macro variables:
¢ |ntegrated short-term forecasting model (MiPred).

¢ Medium-term (from 3 quarters to 2 years) GDP forecasting model:
error correction models (ECMs) and Bayesian autoregression models.

e MetCap: preliminary estimates of quarterly regional GDP.

e Working paper DT/04/2015. Integrated model of short-term
i Develop models to forecast and project macroeconomic and budget variables Develop new forecasting and projection models forecasting of the Spanish economy (MIPred model).

e Working paper DT/03/2015: Quarterly regional GDP flash estimates
for the Spanish economy (MetCap model).

Annual revenue modelling
ARIMA prediction model for the current year for the main tax items.

e Working paper DT/02/2015 Modelizacion y proyeccién de
ingresos por el impuesto sobre la renta de las personas fisicas.

¢ National Accounts Working Group: integration of different
institutional sectors:

- Reconciliation of macro and fiscal variables.
- Reconciliation of financial and non-financial variables.
- Application of shocks through elasticities.
- Improvements to sectorial distribution methods.
- Simulation tool.
¢ (ontinuous monitoring to be reflected in the corresponding reports.

: L : . o ) L i * (General Government sector accounting framework
.. [Establish and maintain budget implementation data monitoring and early warning systems for possible imbalances in ) ) ) o
U cah o e Bs ¢ Establish budget implementation data monitoring systems

for the different subsectors

* Working paper DT/05/2015 Modelling interest payments for
macroeconomic assessment,

e Working paper DT 2/2015 Modelizacion y proyeccion de ingresos
por el impuesto sobre la renta de las personas fisicas.
e Working paper DT/01/2015 El indice de revalorizacién de las

pensiones (IRP): Propuestas de solucion del problema de
circularidad.

B —— e e

e (Creation of the Output Gap Working Group and publication of an
initial approach to calculating the potential output.
Develop internally the necessary capacities to estimate the variables used in determining fiscal rules, especially the Identify weaknesses in the methodologies to calculate the  Attendance at the seminar on the output gap organised by the
structural balance and the output gap output gap and structural balance European Commission in 2015. (Workshop on “Assessment of the
real time reliability of different output gap calculation methods",
28th September 2015, Brussels).

Identify relevant issues for the preparation of reports on budgetary stability. The in-depth analysis will take the form of

iii .
working papers

Analyse their robustness by comparing them with alternative
ii  Analyse the consistency and compatibility between EU and national rules measures based on both the output gap and alternative
elasticities

Briefing document on the expenditure rule and the sustainability of
public finances.

* LOEPSF Working Group: Evaluation and analysis of the impact of
existing fiscal rules and possible proposals for improvement.

Working Group on the Analysis of Moral Risk in the application of
the Fiscal Framewaork.

e \Work within the EU IFIs Network.

Study the best application to the different General Government

iii  Analyse and propose methodological improvements in the application of national and EU fiscal rules where required <ubsectors
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Follow-up on the 2015 Action Plan

2015-2020 STRATEGIC PLAN ACTION PLAN 2015 STATUS 31/12/2015

. FOSTER THE FINANCIAL SUSTAINABILITY OF THE PUBLIC ADMINISTRATIONS
T Jovoe e et e e — 7

Roll out a set of tools that allow the financial debt (EDP) of the Debt Sustainability Warking Group: Government debt simulation by
ARs and LCs to be monitored subsectors.

i Monitor and analyse the sustainability of the debt of each of the PAs

Debt Sustainability Working Group. AlReF in-house Sustainability

i Construct and publish synthetic and easy-to-understand indicators
Observatory.

Analyse the contingent liabilities and risk associated with the PA consolidation perimeter (global view of the public
sector)

e Advisory Board presentation.
e Long-term Social Security Sustainability Working Group.

iii Working group on analysing the public business sector Contingent Liabilities Working Group.

i Analyse the Social Security system from the standpoint of long-term stability Internal working group

e long-term Social Security Sustainability Working Group.

ii  Analyse the effect of ageing on public policies as a whole, especially on pensions, health and social services . : :
y BEMEON P P P yonp » (ollaboration with FEDEA (health expenditure).

Identify other factors (technologies, birth, death and morbidity rates, migratory movements, etc.) with an impact on the

TS e P e Long-term Social Security Sustainability Working Group.

Internal thematic working groups: * Monitoring of the data published on average payment terms.
¢ Monitor data published on average payment terms ¢ (reation of a Working Group on the Structure of Revenue and
iv Analyse the long-term trends and dynamics of the main expenditure components: including health, education and social « Study the full effect of the Local Administration Expenditure in Territorial Administrations.
services Rationalisation and Sustainability Law on the government ¢ Development of public sector employment (ongoing).
sector * Working Group on the Analysis of the Sustainability of the Self-
Public employment performance by subsectors employment Cessation Benefit (ongoing).

. ENHANCE TRANSPARENCY AND BUDGETARY PRACTICES IN PUBLIC ACCOUNTS MANAGEMENT

] oottt v e T

i Identify gaps in existing economic and budgetary information Section on limitations to the scope of reports and recommendations.
ii  Help to standardise, simplify and distribute information on budgetary stability and financial sustainability

Analysis of the degree of representativeness of the initial budgets in

iii  Analyse budget implementation information and the degree of compliance of the budgets approved the Local Corporations subsector compared to budget implementation.

Briefing document on the expenditure rule and the sustainability of
public finances and infographics.

a whole

Analyse the application of the expenditure rule Working paper

Proposal to coordinate internal procedures in accordance with *  Briefing document on the expenditure rule and the sustainability
the calendar of EU commitments undertaken by Spain of public finances and infographics.

i Analyse and identify best budgetary practices nationally and internationally Foster a presence and participation in major economic forums e (hair and official creation of the EUIFIs Network,
and international institutions with a presence of other « Participation in the EUIFIs Network and OECD Network of
independent fiscal institutions Parliamentary Budget Officials and Independent Fiscal Institutions.

ii  Analyse and diagnose improvements in performance-based budgeting and other implementation indicator systems Internal working group OECD network of budgets and results monitoring.
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2015-2020 STRATEGIC PLAN ACTION PLAN 2015

.! Promote and analyse the application of the principle of a multiyear framework in budget planning

Analyse and make proposals for extending the application of the principle of a multiyear framework in budget planning
processes

Promote and help to estimate and publish the short and medium-term economic and budgetary effects of the reforms
brought in by the PAs

. HELP SPANISH SOCIETY TO PERCEIVE THE BENEFITS OF FINANCIAL SUSTAINABILITY

Independent Authority for Fiscal Responsibility

STATUS 31/12/2015

Recommendations on the EFPs and on a multiyear budgetary
framewaork.

T oot cmmmisr e 7

i Define and roll out a global communication strategy including the website, media and social media Consolidate the global communication strategy

ii  Easyaccess for society to the work done by AlReF (website)

ili.  Appearances before Parliament At the request of Parliament

Presence in academic forums to raise awareness about the o

iv  Participate in discussion forums to explain the work of AlReF o
institution

Development of the global communication strategy.
Website maintenance and improvements,

Appearances in the Congress (March) and the Senate (September).

Participation in a variety of events (UIMP, Vienna, Circulo Liberal...).

Meetings with Autonomous Regions, international organisations
and other institutions.

Bilateral relations with other IFls.

o ronate ot ety s e

i Produce educational material with informative content for tax payers

Organise both internal and external seminars

ii  Organise internal and external seminars and conferences on budgetary stability and financial sustainability issues ) . ) o
concerning the financial sustainability of the PAs

In-house seminars.

Summer Course on Fiscal Rules and Fiscal Institutions- Escuela de
Verano CEMFI- 7-11 September 2015.

AlReF-IMF Seminar: Budget policy in decentralised countries;
design, implementation and coordination. 2nd-3rd December 2015.

|| o s o st e e

i Publish working papers on fiscal policy Publish working papers

Establish collaboration mechanisms with universities and research centres, international institutions and other

independent fiscal institutions in order to carry out research Collabarsite v academic nstiuders

Cooperation agreements with universities and other agencies

iii ~ Programme of research fellowships and scholarships in AlRef for internships in AIReF

5 working papers.

Collaboration with FEDEA.

Summer Course on Fiscal Rules and Fiscal Institutions- Escuela de
Verano CEMFI- 7-11 September 2015,

AlReF-IMF Seminar: Budget policy in decentralised countries:
design, implementation and coordination. 2nd-3rd December 2015,

7 internship grants to students for training and research in economic-
budgetary analysis for fiscal stability and sustainability.

CREATE AN EFFICIENT AND TRANSPARENT AlReF

.H Design and draw up reports, opinions and studies
i Internal assessment of procedures and methodologies Review and assess the methodologies published in 2014

ii  Draw up aninternal procedure and best practices manual for report writing Draw up and complete in 2015

Publication of new methodologies and adaptation/updating of existing
methodologies.

Ongoing, pending approval.

& AIReF
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Follow-up on the 2015 Action Plan

2015-2020 STRATEGIC PLAN ACTION PLAN 2015 STATUS 31/12/2015
i Draw up and publish the methodologies used in reports and opinions New methodologlles for'thle reports that are published for the Publication Qf new methodologies and adaptation/updating of existing
first time and review existing methodologies methodologies.

e Setting up of Advisory Board.
iv  Advisory Board on economic, budgetary and institutional matters Develop its internal rules of procedure and calendar of meetings e Approval of its rules of procedure,
e 5meetingsin 2015 and publication of the minutes.

Substantiate the comply-or-explain principle and the duty of collaboration when submitting information __

Publish and implement the resolution e Quarterly publication of the follow-up to recommendations.
i Apply the principle of comply-or-explain and follow up on recommendations Establish and publish the follow-up of recommendations onthe e  Calendar for requesting and receiving information to issue reports
website and follow-up on recommendations for 2015,

e |nformation requirements corresponding to each report.
ii  Define and gather the necessary information for drafting reports Continuation of work already started « (Calendar for requesting and receiving information to issue reports
and follow-up on recommendations for 2015.

Procedure for the exchange of information with the Ministry of

Finance & Public Administrations Information Centre Infarmation requests on a case-by-case basis.

iii  Give momentum to the Economic-Financial Information Centre and cooperation mechanisms

. , . , _ Procedure for exchanging information and consultations + Recommendations on the development of its rules of procedure.
iv  Cooperate with the Technical Committee on National Accounts on methodology with the Technical Committee on National ) )
Accounts ¢ Information requirements every so often.

* Negotiations with the CECIR to increase the number of posts.
i Consolidate and maintain a competent team of people Draw up a second list of staff officers e Training plan for the staff.
e Social benefits plan.

i Develop objective elements for appraising the work done Roll-out in 2015 Preparation of regular reports.
iii  Create an independent administrative and management structure Transparency portal Consolidation of the administrative and management structure,

iv  Establish an assessment and monitoring system for AlReF activities, including an external mid-term review Draw up and define the system Continuous monitoring of the Action Plan.
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