PROVINCIAL
GOVERNMENT
REVENUES
2016 - 2020

NATIONAL ECONOMIC &
FISCAL COMMISSION

PROVINCIAL
REVENUE
REPORT

2016 - 2020

For the provision of basic services delivery






National Economic & Fiscal Commission Provincial Revenue Report 2016-2020

National Economic & Fiscal Commission

PROVINCIAL REVENUE REPORT

2016-2020
AL
4 N\
REVIEW OF PROVINCIAL GOVERNMENT REVENUES
2016-2020
-for the provisiow of basic service delivery
N J

~

1|Page




National Economic & Fiscal Commission Provincial Revenue Report 2016-2020

DISCLAIMER

The Revenue Report is a product of the National Economic and Fiscal Commission (NEFC).

The findings, interpretations, and conclusions expressed in this work are based on data obtained from various
sources including provinces and national agencies. Whilst the NEFC makes every effort to ensure that data
sources are valid and reliable, the NEFC requests users to exercise caution including further validation when
solely relying on the data, information, and analysis included in this report.
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FOREWORD

It gives me great pleasure to present the consolidated provincial revenue report
for 2016-2020. This is the fourth version of the report, which is released by the
National Economic and Fiscal Commission (NEFC) every five years.

The data provided in this report is intended to assist provincial governments in
better understanding revenue trends and improving their revenue projection for
budgeting purposes. The more, realistic provincial budgets are, the greater the

opportunity for delivering quality and timely services.

The 2016-2020 Revenue Report seeks to provide a more reliable basis for

informed public policy and planning by focusing on the core fundamental
objectives, which are, to improve access to service delivery consistent with the development objectives of the
government as well as the aspirational objectives of Vision 2050.

To support these objectives, provinces have to establish a balance between driving economic growth in
provinces and funding the service delivery needs of the broader community. The analysis in this report facilitates
comparisons and ways in which Provincial Governments could raise, collect and report on their revenues.

Entailed in this report is a chapter that compares in detail both internal revenues and grants available to
provinces with the NEFC Cost of Services Estimate (CoS) as the benchmark. The analysis indicates that on average
all provinces now have a 95% fiscal capacity to be able to provide basic services to their respective communities.

The NEFC fully understands the challenges experienced by provincial governments in generating and collecting
internal revenues. The report reveals that most provincial governments struggled to collect all their internal
revenues as projected in their budget appropriation in a fiscal year. Furthermore, the late release of funds is
becoming more consistent with the national government and poses a challenge for provinces to keep their
service delivery units operational and routinely maintained.

Having a highly centralized system, the national government raises approximately 95% of total tax revenues.
Provincial Governments in their capacity raise their revenues, though certain revenue sources have been
prohibited for provinces to collect to mainly avoid duplications. This emphasizes the extent to which the current
legal arrangements are hindering the ability of provinces to generate additional revenues internally; this process
alone calls for an improved revenue mobilization regime to have revenue powers re-assigned.

The revenue assignment is an important exercise in the reform process as it enables a better understanding of
acquainting public expenditure and the level of revenue that subnational governments have to sufficiently fund
expenditure needs. This concept is an important pillar in the current intergovernmental financing arrangement
system.

The NEFC will continue to collect the information contained in this report to keep building a picture of provincial
revenue patterns and what this delivers for the people of Papua New Guinea.

Finally, on behalf of the Commission, | hope that this publication will be of benefit to readers and decision-
makers, and | welcome any observations or suggestions which may assist the Commission in improving the
usefulness of this publication.
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“Make every day your masterpiece.”

DL .
X
Patrick Kennedy Painap

Chairman and CEO
National Economic and Fiscal Commission

April 2023
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EXECUTIVE SUMMARY

The reforms of intergovernmental financing arrangements in 2009 introduced a ‘needs-based’ equalized system
of determining grants to meet the cost of goods and services. The reform had to accommodate the completeness
of a decentralized system thereby adopting the dictum “funding follows functions” which reflects the idea of
revenues being assigned after the assignment of expenditure responsibilities had been completed.

RIGFA provides provinces with a ‘needs-based’ equalized system of allocating grants to meet the recurrent or
operational cost of provincial responsibilities, staffing, development, and maintenance needs. The current phase
however predominantly focuses on financing the recurrent responsibilities.

As part of the reforms, provincial government revenues were taken into account and assessed annually against
the Cost of Services Estimate for each province. This measures each province’s ability or capacity to meet its
required service delivery obligation. The national grants (recurrent goods & services grants) are then calculated
and allocated based on each province’s fiscal capacity, with much of the grants allocated to those provinces that
have lower revenues.

This revenue report sets out detailed data on provincial revenue collections from 2016 to 2020 and provides
analysis between provinces with the primary aim of assisting provincial governments to benchmark, improve
and optimize their revenue generation.

The analysis provided in this report should assist Provincial Governments in better understanding revenue trends
and improving their revenue projections for budgeting purposes. The more realistic budgets are, the greater the
opportunity for providing basic service delivery. The analysis also facilitates comparisons and ways in which
Provincial Governments can raise and collect revenue.

This report covers the various sources of revenues received by Provincial Governments which are available to
meet the cost of goods and services. These revenues are broadly categorized as follows:

e Revenues from national government grants (Excludes Personnel Emoluments and Development Grants);

e Shared revenues of Goods and Services Tax (GST);

Bookmakers Turnover Tax;

e Own-source revenue or revenue generated from the province; and

Benefits derived from natural resources or royalties and dividends earned by provinces with mining and
petroleum activities or projects.

This Revenue Report focuses specifically on Provincial Government revenues. It does not examine Local-level
(LLG) revenues, although the NEFC recognizes that Local Level Governments are part of the new
intergovernmental financing system. At this stage, there is limited quantitative analysis in the absence of data
on the different revenues available to each LLG. NEFC aims to further contribute to future LLG revenue policy
development and analysis, particularly as the government has expressed its clear intention to improve service
delivery at the front line by channelling funds to lower levels of government.

Within the period from 2016 to 2020, there have been significant changes to both national and provincial
government revenues. The effect of the APEC Summit staged in 2018 coupled with the COVID-19 pandemic
impacted revenues for the National Government and accordingly, sub-national levels of government felt its
effects.
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This revenue report also reveals that since the establishment of the provinces of Jiwaka and Hela, to date these
provinces continue to face difficulties in establishing reliable internal revenue bases. Why? This has hampered
the reporting process that outlines the available revenues in the respective provinces. Also observed throughout
the report, there continues to be little or no information available on internal revenues generated by these two
provinces. As a result, these provinces have been solely relying upon national grants to provide services to their
population.

The following summarizes the contents of the report and provides an overview of the findings.

Total Annual Provincial Government Revenues

The Summary of Provincial Government revenues (Kina millions) included in Table 1 below shows that the total
Provincial Government revenues increased from K1207 million (2016) to approximately K1270 million (2020) at
an average annual increase rate of 3%.

Table 1: Summary of Provincial Government revenues (Kina millions)

In 2020 Kina Value

Average

Average Aerfl
2016-2020 Annual Provincial Trend

Increase

National Government Goods and Services Grants 523.0 533.9 443.2 470.6 474.6 537.3 - = . . ——
All Provincial Government excluding ABG 503.7 514.7 423.6 439.6 444.7 511.5 -ﬂ [ ] . I
ABG Goods & Services Grants 15.1 15.1 15.4 26.8 25.8 21.2 13% o . .
GST Revenues 483.5 449.7 501.5 604.2 593.4 573.2 1% P . .
All Provincial Government excluding NCD 242.6 166.0 253.4 323.3 337.1 286.5

NCD GST 241.0 283.7 248.1 281.0 256.3 286.7 -2

Bookmakers Revenues 10.2 13.5 8.7 9.2 8.7 11.1 4% - . o
All Provincial Government excluding NCD 5.2 5.2 3.1 3.7 3.7 4.6 g . . J—_—
NCD Bookmakers 5.1 83 5.5 5.5 5.0 6.5 1% B _
Mining & Petroleum Royalties & Dividends 101.5 141.4 102.9 126.6 112.6 128.1 1% o . -
All Provincial Government Own Source Revenues 88.7 73.3 55.6 85.6 80.4 84.1 -3% . m_HE
TOTAL 1207.0 1211.8 1111.9 1296.2 1269.8 1333.7 -3% N .. . .

Collectively, revenues from GST distributions remain the most significant revenue source. This is followed by
national goods and services grants, royalties and dividends from mining and petroleum projects, and own-source
revenues.

o GST Revenues comprise about 43% of the total share of revenues to Provincial Governments. On
average, GST has increased at a rate of 8% annually (from K484 million in 2016 to K593 million in 2020).

e National Goods and Services grants consist of 40.3% of the total share of revenues available to
Provincial Governments also decreasing by an average of 6% (from K523 million to K474.6 million).

e Own-Source Revenues make up about 6.3% of the total share of revenues. Own Source revenues over
the years have decreased by 3% on average (from 88.7 million to K 80.4 million).

e Royalties and dividends from mining and petroleum projects had significantly increased at an average
rate of 1% from 2016 to 2020. Royalties and dividends comprise about 9.6% of the total share.

o Bookmakers’ Revenues decline at by approximately K0.9 million on average (0.8% of total Revenues),
being the least of total revenue share. Bookmakers have slightly reduced at an average rate of 5% from
2016 to 2020.

Despite the upward trends in GST receipts and Own Sources Revenues, the reduction in Royalties and Dividends
including Bookmaker’s tax revenues has impacted the provinces which largely depend on these revenue bases.
The National Grants have provided a safety net for these provinces enabling them to be in a fiscal position to
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continue providing services to their population. Western Province is a good example where function grants
increased significantly to compensate for the fall in mining revenues following the temporary closure of the
mines.

This report also provides an analysis of areas that impact provincial revenue-raising capacity. The ability of
provinces to raise revenue is crucial for fiscal sustainability to ensure that provinces have adequate revenues
available at any time to deliver basic services.

Aside from the difficulties and challenges such as the usual late function grant releases, and low collections from
budget estimates, etc. generally, proper planning, in terms of revenue generation, budgeting, and prioritizing of
expenditure by provincial governments, all contribute to sustaining and improving service delivery.

The NEFC envisages that this report is an evidence-based document that will provide Provincial Governments
with information on how they can further improve their revenue collection and commit more resources to
improve service delivery, including providing practical tips on how Provincial Governments can better manage
revenue budgets, collection, forecasting, and reporting of revenues.
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1.0 Introduction
This Provincial Revenue Report is the fourth study published by the NEFC since the new system of
intergovernmental financing arrangements commenced in 2009.

For the purpose of determining grants to cover the cost of goods and services, staffing costs, and development
needs, RIGFA created a "needs-based" equalized approach. The grants offered for recurring products and
services were the main emphasis of the current phase of the intergovernmental reforms. In order to support
their operations and service delivery obligations, provinces can now access both internal earnings and federal
grants.

It is the aim of this report that the analysis and data will enable provinces to gain a better understanding of
provincial revenues and trends. It should also assist Provincial Governments in better planning, budgeting,
collecting, and improving revenue outcomes

1.1 Scope of the Report
This report is limited to revenues that are available to Provincial Governments for use on recurrent goods and

services. It does not include grants for development or capital expenditures such as PSIP:

Revenues assessed as part of this report include:

goods and services grants from the National Government
share of Goods and Services Tax (GST)

royalties and dividends from mining and petroleum companies
Bookmakers Turnover tax; and

e Own-source revenue (revenues generated from the province).

The above are sources of funds available for recurrent operations, for example, petrol as a cost of transport
enables agricultural extension services, drug distribution, and health patrols; the power that enables
vaccinations and drugs to be kept at the correct temperatures, the classroom lights to work and the tools that
enable road maintenance to be carried out.

In addition to these primary sources, Provincial Governments which benefit from natural resource activities
within their provincial boundaries, also receive royalties and dividends.

This report does not take into account revenues received for other purposes such as:

e Staffing and leave fare grants for public servants and teachers from the National Government.

e Development grants paid by the National Government such as for Public Infrastructure Projects (PIPs),
Provincial Services Improvement Programs (PSIPs), Special Support Grants (SSGs) for mining and petroleum
projects, and District Support Grants (DSGs). However, a brief comparison among goods and services,
provincial staffing, and development grants are made to support the review of revenues from National Grants
in Chapter 4.0.
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e Grants from Development Partners (Donor Agencies), which are available to help Provincial
Governments. Whilst these revenues assist Provincial Governments to meet their costs of service delivery
(provided either in cash or in-kind), it is difficult for these revenues to be captured within provincial budgets
or reported by Provincial Governments. In the interest of fairness and to ensure meaningful comparisons,
NEFC has not yet undertaken a comprehensive survey of these revenues. Therefore, these have been
excluded from this report.

This report also does not include revenues received by Local-Level Governments (LLGs) as the NEFC has not been

able to conduct a systematic survey of LLG revenues.
1.2 Using Cost of Services estimates to measure revenues

By comparing revenues to the Cost of Services Estimate, the NEFC determines if a province has sufficient
revenues. The Cost of Services Study, conducted in 2005 by the NEFC, examined the price of providing services
across all districts and provinces. These projections, which are updated every five years, serve as a benchmark
for assessing the revenues that provinces may use to cover their ongoing operational needs. 2020 saw the
completion of the most recent Cost of Services Study. Sources of Revenue Data

The NEFC gathers revenue data from several sources. Every effort has been made to obtain data from the most
reliable and consistent information source. This includes:

National Goods and Services grants: The National Government provides Provincial Governments with a range
of goods and services grants each year to support a variety of core activities. This information is sourced from
data on actual grants paid, reported in the National Budget Papers.

GST Revenues: Provincial Governments receive a GST distribution paid through the Internal Revenue
Commission (IRC). This data is sourced from the IRC.

Bookmakers Tax Distributions: Provincial Governments that have Bookmakers operating in their provinces
receive Bookmakers Turnover Tax paid through Internal Revenue Commission (IRC). The Data is also sourced
from IRC

Own-source revenue: Provincial Governments raise and collect revenue from a variety of activities including
licenses, fees, taxes, and commercial activities. This data is obtained from the PNG Government Accounting
System (PGAS) “internal revenue” electronic summary files held by the Department of Finance (DoF), however
to the current stage, numerous provinces have shifted from PGAS to using the Integrated Financial Management
System (IFMS). For 2016-2020, this data was available for 20 provinces.

Mining and Petroleum Royalties: Provincial Governments with mining and petroleum activities within their
provincial boundaries may be entitled to royalties due to a Memorandum of Agreement (MOA) between the
Provincial Government, customary landowners, the mining company, and other stakeholders. In the case of
petroleum projects negotiated after 1988, Provincial Governments’ shares are provided under the provisions of
the legislation. This data has been sourced directly from mining and petroleum companies, the Mineral
Resources Authority (MRA) for mining projects, and the Mineral Resources Development Company Limited
(MRDC).

Mining and Petroleum Dividends: Provincial Governments with mining and petroleum activities within their
provincial boundaries may also be entitled to receive dividends through MOA between the Provincial
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Government, customary landowners, the mining company, and other stakeholders. This data is sourced from
the Mineral Resources Authority (MRA), Mineral Resources Development Corporation (MRDC), and direct from
relevant mining and petroleum companies (where available).

1.3 Structure of Revenue Report

The primary focus of this report is on comparisons between individual Provincial Governments in terms of the
various sources of revenue that they receive.

Chapter 2 provides a background to the report and its purpose.

Chapter 3 analyses or examines how adequate total revenues are in terms of fiscal capacity, and actual collection
against budget estimates including timeliness of revenue collection.

Chapter 4 offers some recommendations for revenue management in terms of improving revenue collection,
budgeting, and revenue projection.

Chapters 5, 6, 7, and 8 provide a chapter-by-chapter summary of the differences in collections between each of
the four main categories of Provincial Government revenues.

e Chapter 5 provides an overview of the total collections and variations between the Provincial
Governments.

Chapter 6 analyses the GST revenues received by Provincial Governments through the IRC.

Chapter 7 analyses the Bookmaker’s revenues received by several Provincial Governments also through
the IRC.

Chapter 8 analyses the mining and petroleum royalties and dividends paid to several Provincial
Governments.

Chapter 9 analyses the own-source revenues collected by Provincial Governments.

Appendix A provides a summary of revenue data tables for each Province:

1.4 Acknowledgements

The NEFC would like to thank the provincial governments and the organizations that helped by contributing a
wealth of data. They include the Departments of Finance, Treasury, National Planning & Monitoring, the Internal
Revenue Commission, the Mineral Resources Authority, Mineral Resources Development Company LTD, Ok Tedi
Ltd, Barrick (Niugini) Limited, and New Crest Mining Limited (Lihir Operations).
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2.0 Background
Papua New Guinea is one of the few countries in the world that is rich in natural resources, has a large
biodiversity, and a relatively intact environment Despite the abundance of natural resources, PNG as a
developing economy finds it challenging to translate these into substantial revenues to meet the service delivery
needs of its population.

Like other countries, PNG had to make decisions on how to structure its revenue systems to deliver the much-
needed basic and tangible services. PNG has a form of government that has multiple layers of administration.
With each layer of administration, there are allocated powers and decisions assigned to each level i.e., National,
Provincial, and Local-Level.

However, over the years reviews and developments into taxation measures as well as policies on generating
revenues were mostly focused on the macro level. Likewise, the focus was also on introducing and establishing
large-scale projects for the country’s benefit such as the Liquefied Natural Gas and Qil project to generate
economic benefits for the country.

In no contrary to these developments, as such progress will also impact subnational levels, more effort is also
needed to assist sub-national levels of government to improve and optimize their locally, own sourced revenues.

This revenue report sets out detailed data on provincial revenue collections from 2016 to 2020 and provides an
analysis of trends over time and between provinces to provide practical tips on how Provincial Governments can
better manage revenue budgets, collection, projection, and reporting.

2.1 Fiscal Decentralization
Fiscal decentralization is the transfer of power and responsibility from the national government to regional or
local levels. Theoretically, fiscal decentralization aims to increase economic stability, equality, and efficiency at
all levels of government.

In November 2001, the National Executive Council (NEC) instructed the NEFC to undertake a review of the
intergovernmental financing system and recommend changes to improve the financial arrangements at
subnational levels under fiscal decentralization. The NEFC reported back with findings and proposed an
integrated system that has seen the reforms into the intergovernmental financing Arrangements (RIGFA)
commenced in 2009.

Under fiscal decentralization, two key considerations that also form the essential component of RIGFA are:
Expenditure Responsibility: - which level of government (e.g., Provincial Government) will undertake what
activities and functions? and Revenue Responsibility: - which level of government will impose what taxes, fees,
and charges?

This report is intended to provide an overview of the second component highlighting how much revenue
provincial governments were able to collect over the years.

2.2 Fiscal Gap

In nearly every country with a decentralized system of government), the internal revenues available to provinces
are insufficient to meet their expenditure responsibilities. The fiscal gap refers to the difference between the
internal revenues and the cost of services estimate of the expenditure responsibilities.
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Graph 1 below shows each province (excluding NCD and ABG) ‘s internal revenues (column bars) from 2016 to
2020 expressed as a percentage of the Cost of Services estimate (blue line).
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Graph 1. Fiscal Gap between Provinces’ Available Revenues and Cost of Services Estimate

The fiscal gap still exists for most provinces as indicated in figure 1. There are insufficient internal revenues
(excluding grants) available to provinces to meet the service delivery activities. Therefore, the National
government continues to transfer grants to assist these provinces to meet their expenditure responsibilities.

Fiscal Gaps usually provide a picture of the extent of inequity or imbalance between provinces once costs and
expenditure responsibilities are considered. The concept of fiscal gap is relevant for financial relationships and
funding arrangements between National Government and provincial governments.

2.3 Reforms to Intergovernmental Financing (RIGFA)

In July 2008 the National Parliament passed the amendments to the Organic Law on Provincial and Local-level
Governments and introduced the Intergovernmental Relations (Functions and Funding) Act 2009. The NEFC in
administrating these legislations was able to establish the process of “vertical equalization” or the process of
adjusting resources flowing from the National Government to the Provincial and even Local-level Governments.

That was a key feature of this process, where there was a larger revenue-sharing arrangement between the
National, Provincial, and Local-level, which is based on a percentage of resources available to the National
Government.

In addition, through RIGFA, the NEFC was able to understand the relative trends and prospects of revenue
positions of each province. Since different provinces experienced economic imbalances, it became necessary for
the NEFC to maintain equity (horizontal equity) by strategically distributing grants among provincial
governments based on each province’s fiscal need.
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This system has changed how grants are distributed between provinces by ensuring the national grants
complement the provinces’ available revenues after establishing how much it costs to deliver services to each
province and LLG.

3.0 Revenue Analysis
FISCAL CAPACITY, FISCAL IMBALANCE, ACTUAL COLLECTION, TIMELINESS, AND VOLATILITY

The revenue study identified several issues including areas that were beyond the scope of this report. These
issues will be pursued separately.

To gain an insight into provincial revenues and how provinces have performed in terms of collection, budgeting,
and projection, NEFC attempted to answer the following questions:

(a) Are provinces receiving sufficient revenues to be able to provide service delivery?
(b) Are provinces receiving the revenues that they estimated in their budgets?
(c) Are provinces timely collecting revenues to be able to timely provide services?
(d) Are provinces experiencing volatility in terms of the actual collection of revenues each year?
(e) Isinformation made available and accessible to provinces to enable them to accurately project revenues
for budgeting?
These questions will also provide us with a better insight into how provincial administrations can effectively

execute their functions including improving their capacity to:

e Raise their own-source revenues to supplement national grants provided by the National Government;
and
e Obtain accurate revenue information consistently to improve revenue forecasting and budgeting.

3.1 Total Provincial Revenues compared to NEFC Cost of Services Estimate (Fiscal
Capacity)

As noted in the report, revenues from various sources have generally decreased from 2016 to 2018 by 3% in
total. Some provinces have more revenues compared to others; some provinces have raised their sources from
different bases.

Given that the revenues have decreased, from 2016 to 2018, and increased from 2019 to 2020, was it sufficient
to enable provinces to meet the cost of delivering services to their population?

Fiscal Capacity measures the ability (available revenues) of a province to meet the costs of delivering services.
It is expressed as a percentage and is calculated by dividing estimated costs by available revenues.

Comparing Total Revenues and Grants from 2016-2020 with the Cost of Services Estimate

Table 2: Total Revenues compared to Total Cost of Services Estimate

In 2020 Kina Value
Average  Average Annual = Provincial
2016 2017 2018 2019 2020  2016-2020 Increases Trend

Total Provincial Revenues & Grants | 941.7 900.9 838.7 978.8 978.6 1014.9[ -3%
Total Cost of Services Estimate 8123 8933 9721  1064.1 1152.9 1064.0 b 4%

Total Fiscal Capacity 116% 101% 86% 92% 85% 95%
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As shown above, in Table 2, all provinces on average have a fiscal capacity of 95% between 2016 and 2020 a
slight reduction from the last assessment whereby the average provincial fiscal capacity was at 125%. This means
that between the years 2016-2020, provincial revenues dropped and were depending largely on national
government support to deliver basic services.

Total Fiscal Capacity by Province

Graph 2 below shows the total revenues available (Grants and Internal Revenue) to individual Provincial
Governments and compares this to what the NEFC estimates as additional revenues required to meet the costs
of delivering basic services.

250%
2016 W2017 2018
200% 2019 W 2020
150%
Cost of Services Estimates

100% | I I I PR A | | 1 M 1 1 I
50% ‘ ‘
0%

R ¥ 2 S P S R 8 R K @ & O & @0

v & & F T OE F O & L & & O & @

S X &

Graph 2.Total Fiscal Capacity of Individual Provincial Governments from 2016-2020

Graph 2 depicts that most provinces’ fiscal capacity fell below the 100% level of Fiscal Capacity in 2020.

Provinces compared to previous years have a slight reduction in their revenues to meet the cost of delivering
basic services within the provincel.

Morobe and NIP had the highest fiscal capacity of 151% and 147% respectively in 2020

Most provinces’ fiscal capacity fell below the 100% benchmark in 2020.

The study also found that fiscal capacity for Hela (57%) and Jiwaka (64%) only reflects grants they have
received from the National Government. These provinces did not receive any other revenues according
to the sources of information available to NEFC.

Manus (156%) previously had a much higher fiscal capacity averaging 124% (2016-2020), however, that
has reduced due to the falling revenues earned from GST.

1 The Provincial Expenditure Reviews (PER) publications captures priorities through budget allocation and expenditures on the service
delivery activities.
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e All provinces had on average about 95% Fiscal Capacity.
Overall, analysis in the previous chapters has shown that those provinces who were unable to generate higher

revenues from GST, own-source revenues, royalties, and dividends, are no longer disadvantaged as they are now
in receipt of higher National Government function grants to enable them to provide basic service delivery. This
has been largely attributed to RIGFA which came into effect in 2009.

3.2 Measuring Fiscal Imbalance

Fiscal imbalance is a measure of the gap in the actual revenues (excluding National Grants) and the cost of
services estimate of the expenditure functions or responsibilities of a provincial government. Two types of fiscal
imbalances are measured; Vertical Fiscal Imbalance and Horizontal Fiscal Imbalance:

e Vertical Fiscal Imbalance - measures the difference between Expenditure responsibilities (CoS Estimate)
and Revenues available for each provincial government; whereas
e Horizontal Fiscal Imbalance — Considering each provincial government, some have more revenues than
others. The resulting difference in the resources available to each provincial government is called the
horizontal fiscal imbalance.

Chapter 2.2, Graph 1 identified that vertical imbalances (Fiscal Gap) still exist, when assessing provinces’
revenues aside from the national grant provinces received. On the other hand, the increasing national grants
have minimized closing the gap (Graph 2).

Theoretically, an ideal scenario under fiscal decentralization is when the revenues of each provincial government
(excluding National Grants) are sufficient to finance the expenditure functions and responsibilities of a province.

In PNG, like other countries, the assighnment of expenditure responsibilities is often reassigned either from the
national government to provincial governments or from the provincial government back to the national
government. It is often argued under intergovernmental financing that when an expenditure responsibility (e.g.,
of a Sector agency — health, education) is reassigned to provincial governments, revenues (rather than entirely
national grants) must accordingly be assigned so that there is no imbalance between revenues and expenditures
at any level of government.

Even though National Grants (Fiscal Transfers) have significantly supported Provincial Government revenues,
this should not discourage provincial governments from seeking more sustainable revenue from their resources.
Nonetheless, care should be taken to prevent excessive charges by provincial governments since it may
discourage investment and growth of businesses in the provinces.

3.3 Comparing Actual Provincial Revenues to Provincial Budget Estimates

Even though provincial revenues have increased, it is obvious that provinces do not collect all the revenues that
they had estimated as part of their budgetary appropriations each year. This may indicate that provinces are
either overestimating revenues in their annual budgets or that provinces are genuinely collecting revenues
below the budget estimates or a combination of both. This, by and large, hurt service delivery.

In general, the analysis below shows that there has been an overestimation in the revenues estimated in budget
appropriations to actual revenues collected. This section analyses the overestimation of Internal Revenues,
Own-Source Revenues, Royalties and Dividends, and GST.
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The NEFC and its stakeholders DPLGA, DoT, and DoF including the Auditor General’s Office and IRC are keen to
gain a better insight into the collection, budgeting, and reporting of provincial revenues through conducting
targeted reviews. This includes assessing the revenue collections, receipts, and reporting by provincial business
arms and mining company royalty and dividend receipts.

Graph 3. Internal Revenue Budget Estimates compared to Actual Internal Revenue Collection

The graph on the left shows as a percentage, the

Total Internal Revenue Estimates

total Internal revenue estimates from budget
appropriations compared to total internal revenues
collected by provinces.
The red horizontal line represents the budget
estimates against the actual internal revenue
collection illustrated by the green bars. The gap
between the green bars and the red line represents

shortfalls in internal revenue collection between
2016 and 2020.

On average provincial governments only collected up to 47% of their internal revenues from Budget Estimates
each year.

3.4 Timeliness of Revenue Inflows

The timeliness of revenue inflows to the provincial government in a year is crucial to enabling provinces to
provide services effectively and efficiently to their population.

Revenues collected late towards the end of the year are more likely to be spent poorly or to be rolled over to
the following year. This represents an opportunity lost, as we know services cannot happen without a timely
enabling revenue stream.

Collections in Internal Revenues and National Grant

The subject of late grant releases over the years has been a real concern for provincial governments. The
Provincial Governments on the other hand have certain control over the timeliness of their internal revenue

collections whilst the National Government has a direct influence on the timeliness and prioritization of funding
releases.

The inconsistency over warrant and cash releases of grants continues to be an additional challenge for provinces
to effectively plan, budget, and execute service delivery, particularly at the front of service delivery.

However, as experienced over the period, collections of internal revenues appeared more consistent than grant
(warrant) releases. This is an incentive for provincial governments to improve their effort in generating and
broadening their own sources. Better management of their cash flow generated from internal revenues as well
as roll-over of national grants, this mayst in terms of the timeliness of funding availability.
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3.5 Difficulties in Estimating Internal Revenues

Understanding the movements or changes in provincial revenue annually is important, especially when
projecting or forecasting revenues during budget preparation.

Volatility or fluctuation refers to the extent to which provincial revenue inflows are stable or are changing rapidly

and unpredictably.

Standard deviation here is used to measure the amount of variability or dispersion around the average.
Dispersion is the difference between the actual revenue and the average revenue. The larger this dispersion or
variability is, the higher the standard deviation. The smaller this dispersion or variability is, the lower the
standard deviation.
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Graph 4. Volatility in Internal Revenues for Provincial Governments (Kina Millions)

Measuring Volatility in Internal Revenues

As depicted in Graph 4 above, between 2016 and 2020, Morobe and East New Britain experienced high volatility
in internal revenues (i.e., apart from NCD which is not shown in the above chart).

The provinces of SHP, Enga, Western, and WHP had the second most volatility with Hela, Jiwaka, Simbu, and
Central having the least volatility.

Provinces need to understand how large the actual amount of revenues collected varies from one year to
another. That would assist provinces with developing realistic and effective planning and budgeting processes.
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4.0 Revenue Management
REVENUE COLLECTION IMPROVEMENTS, BUDGETING, AND PROJECTING

As revealed in this study, provinces do not always collect all the revenues they have budgeted for within a year.
Accordingly, provinces would need to improve their locally generated revenues to see those activities that are
planned and budgeted for are implemented.

NEFC note that the grants from the National Government to provinces act as a safety net, however, the
continuous late release of these grants to provinces affects their operational duties. Likewise, most other
internal revenue is shared revenue. Mining and petroleum royalties (by way of MoA) continue to be shared on
the same basis between the National Government and other levels of government. In addition, the National
Government continues to share GST with Provincial Governments, based on 60% of the actual inland GST raised
in the province two years preceding the current fiscal year. Provincial Governments are now also entitled to
receive 40% of bookmakers’ tax collected in their province based on two years preceding.

Given that, Provincial Governments need to broaden their revenue base and generate local revenues through
charging fees, taxes, fines, licenses, etc. for them to focus on improving the revenue collection and debt
collection methodology.

4.1 Improving Revenue Collection

Common Administration Problems
Provincial Governments encounter administrative as well as logistical issues in raising and collecting revenues.
This may include:
e The cost of collection exceeds the value of the fees/ tax collected.
e |Inadequate revenue and debt collection process including poor follow-up of overdue fees/taxes.
e Capacity issues in terms of manpower/skills to effectively collect and report on their collection
e Fee and rental rates that have not been reviewed for many years and may be inconsistent with market
conditions
How can the Provincial revenue collection processes be improved?
Raising and broadening of own-source revenues must be improved by all provinces to meet the increasing
demand for delivering services to the people. NEFC provides suggestions to further assist provinces as follows:
e Reviewing and assessing the potential of a source of revenue (i.e., tax/fee) and carefully determining the
cost-effectiveness of revenue collection.
e Conducting prompt revenue and debt collection processes including compliance, this should be
complemented by proper revenue recording, record-keeping processes, and follow-up processes.
e Ensuring that appropriate staff has the skills, and all positions are promptly filled.
e Using market rates and charges that are affordable and ensuring that there are regular reviews of these
charges.
e Working closely with each respective Provincial Treasury to ensure the accuracy of revenue collections
are recorded on PGAS/IFMS.
e Using correct coding and description for revenues. For example, some revenues collected may be
generalized under ‘Miscellaneous’ or ‘Sundry’ categories increasing the risk of poor accountability.
e Conduct regular internal audits to provide assurance and integrity of revenue collection processes.
e Working closely with IRC to update the database on registered businesses required to pay GST. The liaison
can also be made with IPA or source data from IPA online to verify registered businesses that are issued
certificates of compliance.
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4.2 Local revenue sources provinces can implement

The Organic law on Provincial and Local level Government allows provinces to raise their taxes as revenues. Not
all provinces are raising the same kind of taxes, nor do they have the capacity to do so. Part of the reason lies
with the complex legal arrangements underpinning local taxes and own source collections. Provided below is a

list of taxes, fees, and charges administered by provincial governments since 1995.

Airport Service Tax

Driving Licenses

Small Crafts Registration

Alcoholic Beverages

Electrical charges

Heavy Vehicle Licensing

Bookmakers Turnover Tax

Entertainment Tax

Hotel Accommodation Tax

Business Licensing Tax

Forestry Levy

Housing Rentals

Court fees and Fines

Gaming Machine Proceeds

Land Tax

Developed Property Tax General Sales Tax Liquor Licensing Fees
Discipline Fines Health fees Market Fees
Mining Royalties Postal Agency Fees Medical Fees

Motor Vehicle Registration & License

Registration Fees Youth Women etc

Survey Fees

Penalties Heavy Vehicles

Rental Fees

Tenders Board Application Fee

Permits

Road User Fees

Tobacco Sales — Cigarettes

Petroleum Products Taxes

Sales & Services Tax

Trade Store Licenses.

PMV Application and License Fees

Sea Worthiness

Vehicle Hire

Provincial Identification Cards

Second-Hand Dealers License

Vehicle Rental

The question of whether these taxes, fees, and charges are legally imposed is not discussed here. This report
focuses on actual revenues rather than assessing their legality. Publishing this report also provides the
opportunity for provinces to compare and learn from fellow provinces on how to improve and broaden their
revenue bases.

4.3 Improving Revenue Projections for Budgeting Purposes (Realistic Estimates)

Itis crucial that Provincial Governments realistically project their revenues so that the optimum benefits desired
by provinces are achieved through effective budgeting.

It is possible that not all provinces accurately report the revenues they collect. A province may not necessarily
disclose its revenue or may record revenue amounts incorrectly, or for that matter may overlook or fail to
provide relevant revenue information. This is likely to contribute to difficulties in accurate revenue forecasting
ultimately compromising service delivery.
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If provinces overestimate their revenues, they are likely to be faced with the outcome of reducing the number
of planned activities due to a lack of available funds. On the other hand, if provinces underestimate their
revenues, it is likely to be an opportunity lost to meet their basic service delivery obligations.

4.4 Disclosing of all Provincial Revenues

Provinces may not necessarily record all their revenues from all their revenue streams. As a result, PGAS/IFMS
may not be updated or there is a delay in recording royalties, dividends, and revenue receipts generated
internally. Further management or political influence may have a bearing on the disclosure of all sources of
revenue streams. The NEFC has approached the AGO in attempting to improve this reporting, but this will
require additional effort and resources.

Provincial Governments have also established firms operating as business entities within the province or even
in other parts of Papua New Guinea. These entities or business arms pay dividends back to the provincial
administration, reported as commercial receipts in PGAS. Unfortunately, some provinces do not disclose these
revenues back to the provincial administration.

The NEFC as well as other agencies rely on full disclosure of all relevant provincial revenue streams to make an
informed decision on provincial grants calculations and recommendations. The NEFC is also responsible for
providing accurate and objective advice to National Government. Non-disclosure of revenues by provinces is
therefore considered as misinforming or misleading the government. Provincial Governments must always
strive to serve their people ethically and honestly and provide basic services that every Papua New Guinean is
entitled to receive.

4.5 Entering revenue data accurately

In some cases, the revenues reported into PGAS may not be entered correctly. While funds may be deposited
into provincial bank accounts, the accurate recording of these revenues in provincial accounts is crucial for
proper revenue management including projection.

The NEFC always seeks alternative revenue data sources to further validate and substantiate the amount of
revenue rather than just relying on one source.

4.6 Accessing accurate Revenue Information

Provinces may not be consistently provided with timely accurate revenue information by their primary revenue
providers. Further when this information is provided the information may often be incomplete, thus making it
difficult for projection and budgeting. In these instances, a province may generally estimate, using averages as
a guide, or continue historic revenue estimates from previous years.

Provinces must build their capacity within provincial administrations to consistently access accurate revenue
information from their entire revenue streams to improve revenue forecasting and budgeting.

Accurate revenue forecasting by provinces is crucial for planning effective service delivery. It will also assist
decision-makers and planners at different levels of the government to better plan for future activities including
greater confidence in revenue collection prospects.
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It is important that Provincial Governments also learn from previous inaccurate revenue projections and
budgets more effectively in future years. By doing so, the implications of earlier mistakes from inaccurate

revenue forecasting will not be repeated and better-planned service delivery will be accomplished.

5.0 Overview of Provincial Government Revenue Sources

Provincial Governments within PNG receive two major bases of revenue in general: National Government Grants
and Internal Revenues.

Most provinces largely depend on national government grants. These grants usually are determined at the
national level and then provided to provinces. There are also purposes and conditions attached to the different
types of grants provided.

Provincial Governments also generate revenues internally. Provinces usually have control over these internal
revenues. The amount of internal revenue provinces generate depends on their ability to collect, the economic
base, and how much they can broaden their revenue base as well as the rates they charged. This report
categorizes internal revenues as:

= GST revenues

= Bookmakers’ revenues

= Royalties and Dividends from mining and petroleum projects
= Own sourced revenues

This chapter summarises in total the National Grants and the Internal Revenues Sources available to provincial
governments from 2016 to 2020.

5.1 Total Revenues to Provincial Government

The Summary of Provincial Government revenues Graph 5. Summary of Provincial Government

(Kina millions) included in Table 3 below shows that Revenues

the total Provincial Government revenues increased |- 15000

from K1,207 million (2016) to approximately K1,270 i‘:zzz """" ~e_ _-—===
million (2020) at an average annual rate of [ £ 1o

approximately -3%. The subsequent decrease in the
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rate was due to the decrease in revenues reported in
2018.
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On aggregate, GST distributions remained the most | "
significant revenue source. This is followed by |'

national goods and services grants, royalties and
dividends from mining and petroleum projects, and
own-source revenues.
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In 2020 Kina Value

Average
Annual  Provincial Trend
Increase

Average
2016-2020

National Government Goods and Services Grants 523.0 533.9 443.2 470.6 474.6 537.3 = . . e —
All Provincial Government excluding ABG 503.7 514.7 423.6 439.6 444.7 511.5 -B [ ] . o
ABG Goods & Services Grants 15.1 15.1 15.4 26.8 25.8 21.2 13%.:‘ o . .
GST Revenues 483.5 449.7 501.5 604.2 593.4 573.2 1% F -— . .
All Provincial Government excluding NCD 242.6 166.0 253.4 3233 3371 286.5 (8% E m__ . . .
NCD GST 241.0 283.7 28.1 281.0 256.3 2867 |2 B _B-
Bookmakers Revenues 10.2 135 87 9.2 87 1.1 -ﬁ% - . o
All Provincial Government excluding NCD 5.2 5.2 31 37 37 T | Bl .
NCD Bookmakers 5.1 83 55 55 5.0 65 1% - B__
Mining & Petroleum Royalties & Dividends 101.5 141.4 102.9 126.6 112.6 1281 [1% o l N -
All Provincial Government Own Source Revenues 88.7 733 55.6 85.6 80.4 841 |3 . m_ HE
TOTAL 1207.0 1211.8 1111.9 1296.2 1269.8 1333.7 -3%“ am_ BB

Table 2: Summary of Total Provincial Government revenues (Kina millions)

Table 2 also shows the main sources of Provincial Government revenues collected between 2016 and 2020 at
varying rates. Generally, there were reductions in Goods and Services Grants, Bookmaker’s Tax, and Own Source
Revenues, while Mining & Petroleum Royalties and Dividends together with GST have a slight increase.

GST Revenues consist of 43%, the largest of the total share of revenues to Provincial Governments. On average,
GST has increased at a rate of 1% annually (from K483.5 million in 2016 to K593.4 million in 2020).

National Goods and Services grants make up about 40% of the total share of revenues available to Provincial
Governments and on average National Goods and Services grants have decreased at a rate of 6% (from K523
million to K475 million).

Own-Source Revenues comprise about 6% of the total share of the revenues. Own Source revenues over the
years have significantly reduced at an average rate of 3% (from K89 million to K 80 million, excluding NCD).

Royalties and dividends from mining and petroleum projects comprise about 10% of total shared revenues.
Royalties & dividends over the years have increased at an average rate of 1%.

Bookmakers’ Revenues remained at approximately K11.1 million on average (1% of total Revenues), being the
least of the total revenue share. Bookmakers have slightly reduced at an average rate of 5% from 2016 to
2020.
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5.2 Total Revenues of Individual Provincial Governments

Table 3 Annual Total Provincial Government Revenues Kina millions

Western 44.1 60.9 77.5 78.3 63.6 70.5 7% e R
Gulf 22.5 31.1 27.2 23.8 20.9 27.6 -a%8 e
Central 48.2 45.0 41.3 49.5 45.0 50.2 -5% -
MBP 45.6 34.8 29.2 36.1 32.4 39.3 138 e
Oro 23.4 19.8 18.3 19.5 21.0 22.4 -1% N =
SHP 40.8 47.0 28.9 25.0 63.7 44.8 249400 —-—_ _
Hela 14.7 14.9 19.0 18.1 20.1 18.9 4% I Y |
Enga 67.2 75.7 45.6 67.4 48.4 67.1 -69%8 il =
WHP 46.0 38.4 38.1 43.5 48.4 46.9 -2% [ P |
Jiwaka 24.9 25.7 30.3 24.9 27.1 29.1 -29% I [
Simbu 32.3 35.5 40.2 45.7 46.1 43.4 5% f e — ==
EHP 63.7 55.4 54.6 61.5 62.6 65.2 -ab8 H___ msm
Morobe 112.3 90.3 111.2 141.8 150.4 131.6 5% f| —_— o
Madang 60.2 53.1 50.7 53.3 55.4 59.8 -6%8 | [
ESP 70.1 59.7 54.9 62.0 61.3 67.7 -798 | —
Sandaun 41.3 38.7 34.1 40.9 36.2 42.0 -1 e W
Manus 28.8 32.9 23.7 25.8 19.8 28.9 138 [
NIP 63.5 67.5 45.9 50.7 59.8 63.2 -a98 il
ENB 56.0 42.5 41.0 59.0 52.2 54.9 -3% . Ee
ABG 19.3 19.3 19.6 31.0 30.0 25.8 9% I | _ _  __ Em
NCD 246.0 292.0 253.6 286.4 261.2 293.1 -29% _ I __ .
WNB 36.0 32.1 26.9 51.9 44.3 41.6 8% e
TOTAL " 12070 | 12122 | 11119 | 12962 | 1269.8 1333.8 |-39 =m BB
Excl ABG & NCD 941.7 900.9 838.7 978.8 978.6 10149 |-3 Be . .

Table 3 shows the total annual revenues for each Provincial Government between 2016 and 2020. It also shows
that total Provincial Government revenues are unevenly distributed between Provincial Governments. This is
further depicted in Figure 7 which shows each Provincial Government’s average share of total Provincial
Government revenues between 2016-2020.

e Apart from NCD which receives a total share of about 20% (K293 million) of total revenues, Morobe collected
the largest share with about 9% (K132 million) compared to all other provinces.

e Eight (8) Provincial Governments — Western, ESP, Enga, EHP, NIP, Madang, ENB, and Central — together
collected between the range of K50 million and K71 million totaling about 40% of the total Provincial
Government revenues.

e These Eight (8) provinces together with Morobe and NCD in total collected almost 69% of all available
revenues.

o The other 12 provinces share the remaining 31% with the very least six (6) provinces of Jiwaka, Manus,
Gulf, ABG, Oro, and Hela sharing only about 6% of total revenues

NCD and ABG collected on average, about 21% of the total share of revenues.

o NCD, which relies heavily on its GST revenues, alone collects, on average collects about
K293 million each year comprising about 20% of the total revenue share.

o ABG on the other hand, which relies on National Grants, collects about K26 million each
year comprising about 1% of the total revenue share.
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5.3 Provincial Government Revenues by Types of Sources

Whilst in total, GST and royalties, and dividends are the most important revenue sources to Provincial
Governments, this is not the case on a province-by-province basis.
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Graph 6. Total Provincial Government Revenues (2016-2020 average)

Graph 6 above provides a breakdown of the average Provincial Government revenue received by each
Provincial Government between 2016 and 2020 categorized into the five (5) primary sources of

revenue. It is observed from above that:

e Provincial Governments who received more
than K25 million annually can generally
attribute this to large collections from a single
revenue source as evident from:

o GST revenues in the case of NCD and
Morobe (70% of the total GST distributed to
all the provinces).

o Royalties and dividends in the case of NIP,
Western, and Enga (87% in total for the
three provinces).

o National goods and services grants in the
case of ESP, EHP, Madang, Central, ABG,
Sandaun, MBP, and Simbu.
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e Graph 8 from the right shows the annual growth rates by revenue type and by province. As
illustrated, on average, all revenue sources have been decreasing since 2016

e As represented, a mounting negative —mm——m—————————

growth occurred primarily in three main L L e e e e e e

sources, Own Source Revenues, Mining & |- 6%
Petroleum Royalties, and Dividends and |- -

Bookmakers significantly affecting MBP, |- *”
Enga, and Manus. S o I ‘
SR 0% I |y

e Since these sources of revenue form a |- National Source Mining & | Bookmake. " I;I;I
. ] 0% Grants nues Petroleum

major revenue component of these three  |-1-1- -20% Royalties &

. . . R dend

(3) provinces, the fall in this revenue | ""-1 _40% pividends

source significantly reduces their total
revenues with others also experiencing
minimal or zero growth.

2016 = 2017 2018 = 2019 2020

e SHP and ABG notably experienced higher
growth than all other provinces. This is |-
attributed to increasing Own Source |- Average Annual Growth
Revenues generated within the period.

Graph 8. Annual Growth rates by revenue
types
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6.0 National Goods and
Services Grants
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The three types of grants provided to
Provincial Governments by the National

Government are:

= Goods and services grants to fund the
recurring or operational expenses
= Staffing Grants to fund personnel emoluments and
= Grants to fund development or capital expenses, such as for PSIPs, PIPs, and SSGs.

This chapter reflects the overall funding levels for goods and services grants from 2016 to 2020 for the
Provincial and Local-level Governments. The grant is also briefly compared against staffing, capital,
and goods and services funding to National Government agencies at the end of this chapter.

6.1 Types of Provincial Function and Administration Grants
Goods and Services grants that provincial governments usually receive are the Function and

Administration Grants

Since the inception of the Reforms of the Intergovernmental Financing Arrangement (RIGFA) in 2009,
the current Function Grants and the method used in calculating and distributing these Grants to
Provincial Governments were introduced. These Function Gants are Constitutional grants with set
conditions to ensure that funding was directed towards national priorities set out in the Medium-Term
Development Plans and strategies.
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Listed below are the type of Function Grants the provincial governments currently receive.

e The Health Function Grant is for funding the cost of delivering basic recurrent health services such
as drug distribution, health patrols, immunization, supporting women during childbirth, and
HIV/AIDS awareness activities. Though with the introduction of Provincial Health Authorities
(PHA), the Health Function grants are now transferred to PHAs.

e The Education Function Grant is for funding the operational costs of basic education (elementary,
primary, secondary school education, and vocational centers). This includes funding the cost of
delivering basic recurrent education goods and services such as the provision of school materials
to schools, supporting supervision activities of teachers and standard officers, and supporting the
cost of district education offices.

e The Transport & Infrastructure Maintenance Function Grant is for funding the recurrent
maintenance costs of existing roads, bridges, jetties, wharves, airstrips, and airfields. The grant is
not intended to support the costs of new roads, or for building, construction, rehabilitation, and
building maintenance.

e The Village Court Function Grant is for funding the costs associated with the administration,
supervision, and support of the village court system in a province. The grant is not intended to
fund the costs of salaries or allowances for village court officials (a separate staffing grant — Village
Court Allowance is provided for this purpose).

e The Land Mediation Function Grant (introduced in 2015) is for funding the costs associated with
the administration, supervision, and support for Land Mediation services in a province. The grant
is not intended to fund the costs of salaries or allowances for land mediators (a separate staffing
grant - Land Mediators Allowances is provided for this purpose).

e The Primary Production Function Grant is provided to further the development of subsistence,
domestic trade, and export commodities in the province. The purpose of the grant is to fund the
recurrent costs associated with agriculture and livestock, fisheries, and forestry. It covers activities
such as extension services to farmers, farmer training, and the distribution of seeds and other
technologies to farmers and fishermen.

e The Administration Grant is for funding the day-to-day operational costs of the Provincial and
District Administrations. It includes costs of utilities, stationeries, and the administrative costs of
specific sectors provided for under the service delivery function grants.

e The Other Services Delivery Function Grant is for funding functions other than those which have
a specific service delivery function grant. This includes business development, community
development, natural resource management, sports, environment, disaster management, land
administration, etc.
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6.2 Summary of Total National Grants

Graph 9. Annual Total Provincial Government Revenues

2016 2017 2018 2019 2020
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Table 4 National Government Goods and Services Grants to Provincial Governments

(Kina millions)

In 2020 Kina Value

Average (TR Provincial
2020 0162020  AMMYAl - greng
Increases

Provincial Government Grants (excl. ABG) 3 . a

Administration Grant 33.7 40.0 34.2 43.5 40.4 41.8 1% i —m__ Hm
Other Senices Delivery Grant 46.9 42.8 38.0 45.6 43.0 47.4 —G%II .
Health Function Grant 110.5 114.2 39.8 30.9 13.4 703 oo |(mwm_ _
Education Function Grant 110.0 116.6 116.6 119.8 128.5 129.2 -1% E e I
Transport Infrastructure Maintenance Function Grant 155.1 155.6 148.2 151.4 163.6 169.4 3% [k

Village Court Function Grant 7.7 7.2 7.8 8.0 9.4 8.7 1% 3

Land Mediation Function Grant 1.4 1.3 1.2 1.3 1.6 1.5 -1%

Primary Production Function Grant 38.5 37.0 37.8 39.2 44.8 431 -1%

ABG Goods and Services Grants
Total (including ABG)

Table 4 shows the actual goods and services grants received by Provincial Governments between 2016
and 2020.

As noted,
e The total annual level of goods and services funding provided to all Provincial Governments

(including ABG) decreased from K519 million to K470 million with an annual rate of -6%
annually.
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Excluding ABG, the level of annual goods and services grants received by Provincial Governments
decreased from approximately K504 million to K445 million at an annual rate of -7% on average.

e A larger share of these grants is from the Transport & Infrastructure, Education, and Health

Function Grants comprising 69% in total than all other grants.

o The level of grants paid to ABG steadily remained at K21.2 million on average with a 13% increase
each year.

In general, graph 10 depicts a decreasing trend of Function Grants from 2016 to 2020. The decreasing
trend of Function Grants is primarily due to lower total tax revenue collections every two years before
the period between 2016-2020. The years 2017 and 2018 saw reductions in the Equalization pool
distributed to provinces resulting in subsequent decreases in function grants for these years.

Refer to Appendix A for the detailed province-by-province information on the Function and
Administration provided to each Provincial Government between 2016 and 2020.

6.3 Goods and Services Grants by Individual Provinces

Table 5: National Goods and Services Grants received by Individual Provincial Governments

(Kina ‘000)

In 2020 Kina Value

Average

Average Annual Provincial

2016-2020 Increases Trend
Western 13,417.9 36,075.5 35,191.6 31,564.1 15,665.2 28,859.6
Gulf 21,493.1 20,902.8 23,416.4 20,848.8 17,876.2 22,969.4
Central 30,613.2 29,778.7 27,158.8 34,519.6 32,119.1 33,710.7 2% —— B =
MBP 32,251.6 31,276.0 20,786.1 24,478.1 24,430.3 29,409.8 -9% -
Oro 20,569.6 18,177.0 13,935.4 13,492.0 12,594.1 17,459.8 e
SHP 12,381.8 20,956.4 19,396.9 17,540.4 29,509.1 21,551.8 — —— .
Hela 14,256.9 14,214.9 18,111.7 17,435.1 19,249.0 18,113.0 4% )
Enga 27,353.6 29,455.1 15,214.9 14,470.3 23,188.0 24,256.9 -1% [ ] P
WHP 23,980.1 25,187.1 8,870.5 11,069.8 9,887.8 17,719.3 -15% -
Jiwaka 24,838.9 24,896.4 29,993.5 24,061.4 25,898.1 28,393.6 2% — -
Simbu 28,103.9 32,670.6 35,729.1 40,091.6 39,431.8 38,267.6 4% ———
EHP 46,812.9 45,086.6 39,883.3 38,774.2 42,506.3 46,825.3 | P
Morobe 7,782.2 541.3 541.3 2,500.0 - 2,632.6 -
Madang 43,850.2 43,973.5 34,530.6 34,158.5 31,075.6 41,439.3 -12% | ] [
ESP 58,371.5 54,170.6 43,212.0 39,487.8 40,790.1 52,197.6 -12% [ [ —
Sandaun 36,775.6 34,424.5 28,504.4 29,387.4 30,458.4 35,130.4 | R
Manus 13,360.1 7,265.5 2,842.6 2,134.6 13,101.6 8,546.4 e W
NIP 4,017.9 3,124.5 - - - 1,674.9 0% LN
ENB 22,917.5 30,426.6 13,536.9 15,746.6 8,830.6 20,444.4 -17% -—- —
WNB 20,564.1 12,061.1 12,758.9 27,868.0 28,048.9 21,918.1 16% -— .
ABG 19,267.7 19,267.7 19,617.2 30,967.6 29,968.0 25,777.0 9% __ _ Em

Total Provincial l
Government Grants 522,980.3 533,932.4 443,232.1 470,595.9 474,628.2 537,297.3 -6% . _ .
Total Excl. ABG 503,712.6 514,664.7 423,614.9 439,628.3 444,660.2 511,520.3 7% || [ —

Table 5 shows the actual goods and services grants received by each Provincial Government
between 2016 and 2020. As illustrated also in Graph 10.

33|Page




National Economic & Fiscal Commission

Provincial Revenue Report 2016-2020

e ESP continues to be a significant recipient of
Grants from the National Government. ESP
together with two other provinces, EHP, and
Madang on average received in total over a
quarter (27%) share of total grants to
provinces.

e Five provinces of NIP, Morobe, Manus, Oro,
and WHP collectively received just 8% of the
total G&S Grants. NIP & Morobe have ceased
receiving G&S grants from National
Government since 2018.

e Four (4) provinces of Western, SHP, Manus,
and WNB have received more than a 15%
increase in their grants each year between
2016 and 2020.

e Twelve (12) provinces of Gulf, Central, MBP,
Oro, Enga, WHP, Jiwaka, EHP, Madang, ESP,
Sandaun, and ENB encountered negative
growth each year on average.

6.4 Goods and Services Grants
Compared to Staffing and
Development

Provincial Staffing and Development - Total
Funding

Graph 10. National Goods and Services Grants
to Provincial Governments

. 23 o @ & ® & 3
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As noted, there are three main types of National Government grants provided to Provincial and Local-

level Governments.
development grants?

How do goods and services grants compare to provincial staffing grants and

Provincial Staffing Grants that are provided to provinces:
e Public Servant Salaries: provincial and district administration staff, extended service staff of
national agencies including health workers (except in hospitals and church-run health

centers).

e Teacher salaries: all teacher salaries in elementary, primary/community, secondary/high, and
vocational institutions (except for the NCD and the national high schools).
e Teacher and public service leave concerning the above staff.

Note: The village Court Allowances that were previously paid to the provincial governments
are now paid directly from the Department of Justice and Attorney General.

Development Grants include:
e Public Investment Programs (PIP),

e Provincial Services Improvement Program (PSIP)

Special Support Grants (SSGs) and other funding related to mining and petroleum projects,
Provincial Special Intervention Program and Members Non-Discretionary grants which are

either paid through Provincial Governments or directly to Districts.

Some Provincial Governments also receive development grant funding off-budget through the

tax credit scheme (these are not included in this analysis).
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e District Services Improvement Program (DSIP) which is directly paid to the districts.
Table 6 below shows the relative importance of the staffing, development, and goods and services

grants provided to Provincial Governments between 2016 and 2020.

Table 6 National Government Grants to Provincial Governments (Kina millions)

In 2020 Kina Value

Average
2020  Average Annual Provincial
2016-2020  Increases Trend

PROVINCIAL GOVERNMENT GRANTS (EXCLUDING ABG)

Goods and Services Grants 503.7 514.7 423.6 439.6 444.7 511.5 -7% ml_ _ _
Staffing Grants 1,631.1 1,662.6 1,793.7 1,931.4 1,671.0 1,900.3 -3% __mB_
Public Servant Salaries 315.2 289.9 290.7 293.2 313.1 329.1 -4% H___nm
Teacher Salaries 1,2742  1,332.2 1,462.7 15942 13124 1,524.8] -3% _—mB_
Public Servant Leave Fares 12.8 13.4 13.4 13.4 13.8 14.6 -3% _mmmll
Teacher Leave Fares 29.0 27.0 26.9 30.5 31.7 31.7 -2% -__mil
Development Grants 1,050.6 262.3 625.6 1,262.0' 904.5 893.9 29% H_=lm
Other Public Investment Program 3.0 1.0 0.0 0.0 0.0 0.9 [. -84% [ .
Members Non-Discretionary Fund 0.0 0.0 0.0 0.0 0.0 00| | 0%

NADP Funds 0.0 0.0 12.5 34.0 53.5 20.6 E% —ml
Provincial Special Intervention Program 0.0 0.0 0.0 0.0 0.0 0.0 0%

Public Infrastructure Projects (PIPs) 9.5 26.0 3.0 38.2 315 23.2 _m_Hm
SSGs and other Mining Agreement Grants 11.7 20.5 0.0 0.0 0.0 7.5 [i -17% ™1 |

DSIP 848.0 169.7 4332  1,029.8 659.5 684.5 B4°o H_ ==
PSIP 147.7 45.1 176.8 160.0 160.0 149.8 E4% m_HEm
LLGSIP 30.7 0.0 0.0 0.0 0.0 7.4 [! -100% ||

TOTAL 3,185.5 2,439.5 2,842.9 3,633.0 794.0 2,860.4 1% Emml_
AUTONOMOUS BOUGANIVILLE GOVERNMENT (ABG) 200.2 137.9 174.3 154.9 148.5 179.6 -9% B wm__
Goods and Services Grants (excluding LLGs) 19.3 19.3 19.6 31.0 30.0] 25.8| 9% ___Hinm
Staffing Grants 113.9 111.3 119.8 1239 118.5 128.5 -3% —_—mim
Development Grants 67.0 7.3 34.9 0.0 0.0 25.4] I]SO% B = _
TOTAL (INCLUDING ABG) . -18% | 1 1

Table 6 above and Graph 11 indicate that goods and

services grants are the proportionately smaller funding =~ Graph 11. Goods and Services Grants
source for Provincial Governments as compared to ~ compared to staffing and development
provincial staffing and development grant funding. | _ _ _ _ oo

= AUTONOMOUS BOUGANIVILLE
GOVERNMENT (ABG)

Goods and services grants, although has decreased
from K504 million in 2016 to K445 million in 2020,
relative to total National Grants it has proportionately
remained stable at 16%.

= Development Grants

= Staffing Grants

= Goods and Services Grants.

2016 2017 2018 2019 2020

Autonomous

Development Grants cover a larger share (20%) of total | Souganivile

Government\‘
National Grants decreasing from K1. billion in 2016 to | ==~ oS g
K904.5 million in 2020. Development grant? has |-
. " . opment

decreased in relative terms to staffing grant funding. ifi;.;.ra..ts
S

Goodsand .. . .
— Services Grants+ - - - |
16%

Provincial Staffing grants comprise 59% of total
National Grants increasing from approximately K1.6
billion in 2016 to K1.7 billion in 2020.

2 Development grants figures are based on actual amounts to provinces obtained from the National Budget Books.

35|Page




National Economic & Fiscal Commission Provincial Revenue Report 2016-2020

An important implication of National grant funding for goods and services grants growing at a lower
rate than development grant funding to Provincial Governments is that goods and services funding
will become increasingly inadequate to meet the operational costs resulting from an increased
number of capital projects funded from development grants. For example:

e New roads constructed will require ongoing funding for maintenance to ensure that the road does
not deteriorate through normal wear and tear.

e New schools requiring maintenance, basic materials, and schoolbooks to provide a good learning
environment; and

o New health centers require fuel to maintain the correct temperatures for storing drugs and to pay
for fuel to deliver medical supplies, and the costs of health patrols to carry out immunizations.

36|Page




National Economic & Fiscal Commission Provincial Revenue Report 2016-2020

7.0 Goods and Services Tax (GST)

Goods and Services Tax or GST is a tax, which is imposed on the sale of goods and services in Papua New
Guinea or the importation of goods into Papua New Guinea. GST is imposed at a rate of 10% of the value
of the goods and services sold (or goods imported).

Businesses with an annual turnover greater than, (or expected to be greater than) K250,000 usually register
for GST. Businesses with turnovers of less than K250,000 per year can register for GST voluntarily.

The GST is collected and administered by the IRC and is imposed at all stages of production, from the
manufacturer to the final consumer. The GST also imposes a levy on the importation of goods. Businesses
that are registered with the IRC can obtain credit for the GST paid on business inputs. These input tax
credits are offset against any GST collected by the taxpayer. The taxpayer pays the net excess amount to
the IRC. If the input tax credits exceed the GST the taxpayer collects, the IRC refunds the excess amount
to the taxpayer. Final consumers (e.g., householders, salary and wage earners, and others who are not
entitled to register for GST) must pay prices that include GST when they purchase most goods and services
and are not entitled to any offsetting credits.

Companies with branches in more than one province, or associated companies with a common and
majority shareholding, may register all branches as a group and submit one GST return for the whole group.

The multi-province group is required to list the total sales and GST collected in each of those provinces in
the GST return. This enables the IRC to distribute to the Provinces the GST collected in those Provinces
according to the GST Distribution Act 2003.

The IRC distributes a portion of the GST revenue it has collected to Provincial Governments and the NCD
based on sharing arrangements set out in the GST Revenue Distribution Act 2003 (the Distribution Act).
Any remaining GST that is not distributed to Provincial Governments or the NCD under these sharing
arrangements is paid into a consolidated revenue fund (to the National Government).

The GST commonly comprises two different components- port GST and inland GST. Port GST is the GST
imposed on all items that enter the country through the major ports (airports and seaports). Port GST is
collected by PNG Customs on behalf of IRC. Inland GST is the GST imposed on most transactions with goods
and services within the country. The National Government retains all the port GST and shares some of the
inland GST (less any refunds (input tax credits) about inland GST paid to taxpayers) with Provincial
Governments.

7.1 Total Net Inland GST Collections and Distributions

In every fiscal year, each Provincial Government is entitled to receive an amount equal to 60% of the net
inland GST collected in the province during the second preceding fiscal year. Using the second preceding
fiscal year as the basis for calculation of the GST distributions means that, for example, the amount of GST
a Provincial Government receives in 2020 will be based on what was collected in the province in 2018.

The GST continues to be paid into provincial trust accounts and is distributed every month by the IRC. This
amount is available to be used at the discretion of the Provincial Government. By calculating each
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Provincial Government’s fiscal needs amount, it is assumed that Provincial Governments apply the GST to

meet the recurrent cost of their assigned service delivery functions and responsibilities.

Table 7 Total inland GST collections and distributions from 2016- 2020

In 2020 Kina Values
Average
Distribution Year 2017 Average Annual Trend
(2016-2020 Increases

Total GST distribution to provinces 550.6 6%
% Change

Collection Year

Total net Inland GST collection 805.9 749.5 835.5 1,007.3 964.0 872.4 2% I
% Change 4% 9% 0% -2% | l

Table 7 and Graph 12 showed an overall increase in total GST distributions to all Provincial Governments.
GST Distributions gradually increased from K483.5 million in 2016 to K593.4 million in 2020, reflecting a
corresponding increase in total net inland GST collections.

A higher GST collection and distribution often reflects growth in the economy within the period. Generally,
it reveals that there is a higher overall consumption of goods and services with more taxpayers registering

and more collections made from GST.

L {Graph 12. GST Distributions to Provincial
The amount of GST collected and distributed also depends | Governments

on timely payments by taxpayers. On most occasions, IRC -

officers had to pursue outstanding payments. This is an |-
additional load to the already limited resources which the IRC - S~ -
currently has. NS

The Distributions of GST are sometimes affected by the built- |-
up of a backlog of unidentified electronic payments already [ ——Total GST Distribution to provinces
collected but need to be examined before distributions are |:-- = =1In2020Kina Values

made.

2017 2018 2019

7.2 GST Distributions to Individual Provincial
Governments

Table 8: GST distributions to individual Provincial Governments

West. Province 13.9 2.2 3.8 5.3 8.0 4.9 32%|W_ -
Gulf 0.3 0.4 1.7 0.9 2.7 1.3 93%/|_ __wm=_H
Central 5.1 0.6 2.1 2.0 2.8 1.9 7% | M
Milne Bay 8.2 3.2 6.7 9.4 6.2 7.0 242 | M __ wm -
Oro 2.1 0.9 3.7 5.3 6.9 4.4 78%|— _ _wmm il
South. Highlands 16.8 5.5 6.9 4.9 7.0 5.8 8»w|m_ _
Hela 0.4 0.4 0.9 0.7 0.8 0.7 29%| . __ HmmE
Enga 1.6 0.9 2.1 3.0 3.8 2.5 A432%| — ==l
West. Highlands 17.8 8.9 28.5 29.6 36.2 26.6 9% | = mm
Jiwaka 0.1 0.1 0.3 0.8 1.2 0.7 68%| __mHE
Simbu 2.7 1.0 3.1 4.0 5.1 3.4 A% | w= _ wm o
East. Highlands 13.1 6.2 12.5 16.9 15.2 13.6 25%|m__ =l W
Morobe 89.6 75.5 95.3 123.3 133.4 110.2 13%|— —ml
Madang 12.5 4.9 12.6 15.3 20.3 13.7 A2% | wu v wm W
East Sepik 8.8 2.7 8.9 17.1 17.0 12.5 65%| o= == W
Sandaun 2.0 0.9 3.3 3.8 2.8 2.9 9% | = W=
Manus 14.7 24.6 19.2 22.0 6.1 18.8 -16%| =l mm__
New Ireland 5.0 2.9 6.4 7.5 11.2 7.1 38%| —__ w=mml
East New Britain 17.9 7.4 23.9 35.1 38.0 27.9 6%|=__mmEE
West New Britain 10.2 16.8 11.4 16.4 12.4 14.7 -2%| W _ M
NCD 241.0 283.7 248.1 281.0 256.3 270.0 29| W _ M

Total 483.5 449.7 501.5 604.2 593.4 550.6 6%|_ . HHE
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Table 8 and Graph 13 shows that GST distributions significantly vary between provinces, with most
distributions being shared by Provincial Governments with large commercial centers and NCD (where GST
is paid on the sale of goods and services).

Graph 13 shows that on average, between 2016 and 2020:
¢ NCD received approximately 50% of GST distributions.
¢ Morobe received approximately 20% of GST distributions.

¢ Five other Provincial Governments shared 17% of GST distributions (WHP — 4.6%, ENB — 4.6%, Manus-
3.3%, Madang- 2.5%, and WNB - 2.6%).

e EHP, SHP, ESP, NIP, Gulf, and MBP have each received between 1-2 % of total GST distributions totaling
10% of GST distributions; and

¢ The remaining eight Provincial Governments
shared the remaining 3% of GST distributions, Graph 13. Total GST Distributions to Provincial
with each receiving less than 1% of total Governments

distributions.
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Table 9: Provincial Government GST Net Inland Collections versus Distributions (Kina millions)

Net Inland 2016 Distributio Net Inland 2017 Distribution et Inland 2018 Distribution  Net Inland 2019 Distribution Net Inland 2020 Distribution
GST Distribution as9% of GST Distribution as % of net GST Distribution as % of net GST Distribution as % of net GST Distribution as % of net
Collection net Collection collection cojlection collection  collection collection Collection collection
(2014) collection (2015) (2016) (2017) (2018)
West. Province 23.2 13.9 60% 3.7 2.2 60% 6.3 3.8 60% 8.9 5.3 60% 13.3 8.0 60%
Gulf 0.4 0.3 60% 0.7 0.4 60% 2.8 1.7 60% 1.6 0.9 60% 4.5 2.7 60%
Central 8.5 5.1 60% 1.0 0.6 60% 3.6 2.1 60% 3.3 2.0 60% 4.7 2.8 60%
Milne Bay 13.7 8.2 60% 5.3 3.2 60% 11.1 6.7 60% 15.6 9.4 60% 10.4 6.2 60%
Oro 3.5 2.1 60% 1.5 0.9 60% 6.1 3.7 60% 8.8 5.3 60% 11.5 6.9 60%
South. Highlands 28.0 16.8 60% 9.2 5.5 60% 11.5 6.9 60% 8.2 4.9 60% 11.7 7.0 60%
Hela 0.7 0.4 60% 0.6 0.4 60% 1.5 0.9 60% 1.2 0.7 60% 1.4 0.8 60%
Enga 2.7 1.6 60% 1.4 0.9 60% 3.5 2.1 60% 5.0 3.0 60% 6.3 3.8 60%
West. Highlands 29.7 17.8 60% 14.9 8.9 60% 47.6 28.5 60% 49.3 29.6 60% 60.3 36.2 60%
Jiwaka 0.1 0.1 60% 0.2 0.1 60% 0.5 0.3 60% 1.3 0.8 60% 2.1 1.2 60%
Simbu 4.4 2.7 60% 1.7 1.0 60% 5.2 3.1 60% 6.7 4.0 60% 8.5 5.1 60%
East. Highlands 21.9 13.1 60% 10.4 6.2 60% 20.8 12.5 60% 28.2 16.9 60% 25.3 15.2 60%
Morobe 149.3 89.6 60% 125.8 75.5 60% 158.9 95.3 60% 205.5 123.3 60% 197.4 133.4 68%
Madang 20.8 12.5 60% 8.1 4.9 60% 21.1 12.6 60% 25.5 15.3 60% 33.8 20.3 60%
East Sepik 14.6 8.8 60% 4.4 2.7 60% 14.8 8.9 60% 28.5 17.1 60% 28.3 17.0 60%
Sandaun 3.3 2.0 60% 1.6 0.9 63% 5.2 3.3 60% 6.4 3.8 60% 4.6 2.8 60%
Manus 24.5 14.7 60% 41.1 24.6 60% 32.1 19.2 60% 36.9 22.0 60% 10.2 6.1 60%
New Ireland 8.3 5.0 60% 4.8 2.9 60% 10.7 6.4 60% 12.5 7.5 60% 18.7 11.2 60%
East New Britain 29.8 17.9 60% 12.3 7.4 60% 39.8 23.9 60% 58.4 35.1 60% 63.3 38.0 60%
West New Britain 17.0 10.2 60% 28.0 16.8 60% 19.0 11.4 60% 27.4 16.4 60% 20.7 12.4 60%
NCD 401.6 241.0 60% 472.8 283.7 60% 413.4 248.1 60% 468.3 281.0 60% 427.1 256.3 60%
Total 805.9 483.5 60% 749.5 449.7 60% 835.5 501.5 60% 1007.3 604.2 60% 964.0 593.4 60%
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Provinces without large commercial centres sometimes argue that the distribution of GST to provinces
is unfair. This is primarily because most people from these provinces usually travel to the large
commercial centers such as Port Moresby, Lae, Mount Hagen, and East New Britain to purchase goods
and services as well as sell their products contributing to more GST collections for the large urban
center.

NCD and Central Provincial Government in recognizing this entered into a mutual agreement, whereby
the NCD shares with Central Province 5% percent of its GST distribution each year.

However, in the long run, all provinces should work towards improving their local economy by
engaging and encouraging growth in industries such as SMEs (Small to Medium Enterprises), tourism,
and agriculture.

The larger the provinces develop commercially, the more GST revenues they can generate and benefit
from. These revenues can then be used to improve access to services such as roads, street lighting,
upkeep of markets and their facilities, and pay utilities which every people can benefit from.
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8.0 Bookmakers Turnover Tax Distributions

Provincial Governments are entitled to shared revenues raised from bookmakers’ tax collection. A
Bookmaker Turnover Tax is a 4 percent tax imposed on the value of the bet made by a punter on a race with
a registered bookmaker.

Bookmakers Turnover Tax was previously imposed under sections 16 to 25 of the Bookmakers Act 1974. The
Bookmakers Act 1974 was abolished as part of the Reforms in Inter-government Funding Arrangement
(RIGFA) in 2008.

The Bookmakers Turnover Tax is implemented through the Intergovernmental Relations (Functions and
Funding) Act 20089.

The Gaming Authority administers the Bookmakers act which requires a license to operate bookmaking while
a portion of the Bookmaking Act, Ch No 265 is administered by the Commissioner General of IRC.

The bookmaker’s turnover tax is paid into a provincial trust account and distributed every month with the
amount being available for use at the discretion of the Provincial Government.

8.1 Total Bookmakers Distribution
Each year, Provincial Governments with licensed bookmakers operating within their province receive a

distribution of bookmakers’ tax.

Of all provinces, only 6 provinces (Eastern Highlands, Western Highlands, Morobe, Madang, East New
Britain, and West New Britain), as well as NCD, have bookmakers operating and thus have been receiving
these revenues.

40 percent of Bookmakers’ Turnover Tax collection from Provinces is distributed back to the province after
2 years. (The second preceding year?)

8.2 Bookmakers’ Distribution to Individual Provincial Governments

Table 10 Bookmakers Turnover Tax Distributions to Provincial Governments (kina 000’)

In 2020 Kina Values

Average (2016- I:\Av:r:zir
2020)

Increases
NCD 6,057,390.8 9,496,303.5 6,030,617.3 5,737,790.1 | 4,990,000.0 32,312,101.7 0% . W
MOROBE 1,923,111.5 1,824,564.7 1,232,698.6 1,487,963.9 1,524,000.0 7,992,338.7 e p——
MADANG 1,925,768.1 1,827,085.2 899,599.1 1,359,944.4 | 1,396,000.0 7,408,396.9 0% M _ wm ==
WHP 634,740.9 602,214.6 427,090.1 316,900.6 83,000.0 2,063,946.3 | 1 1 .
EHP 584,407.2 554,460.2 480,287.9 454,364.1 433,000.0 2,506,519.4 N
ENB 1,152,279.9 1,093,233.2 372,084.7 155,302.3 148,000.0 2,920,900.1 | HE__
WNB - - - 150,055.6 143,000.0 293,055.6 -1% HE
TOTAL 12,277,698.5 15,397,861.4 9,442,377.8 9,662,321.1  8,717,000.0 55,497,258.7 A% - _

% Change 25% -39% 2% -10%

3 Bookmakers turnover tax is distributed to provinces monthly. Example- May 2018 Collection is distributed to the province in May
2020.
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Table 10 and Graph 14 shows that the total distribution of bookmakers to Provincial Governments remains

the same in general each year with no real growth.

NCD receives the largest share of about 58 percent of total
bookmakers’ distribution

Apart from NCD, Morobe, and Madang are the largest recipients
collecting about 27 percent of total Bookmakers' distribution on
average annually.

WHP, EHP, ENB, and WNB share the remaining 15 percent of
bookmakers’ total distribution. A decline in the Bookmakers’ tax
collection in 2020 is primarily due to the Covid 19 pandemic
which causes most of the Bookmakers’ companies to shut down
for a long period. It has been anticipated that the same
situations will be encountered in the next coming years.

Graph 14. Share of Bookmakers

Distribution to Provincial Governments

WHP
4%

MADAN:E\
_.1.3%—}
T o

14%

Legislative Changes to Bookmakers

During the 2017 National Budget, the Inter-Governmental Relations
(Functions & Funding) Act was amended and established the
bookmaker’s turnover tax sharing arrangement with eligible provinces
to receive 40 per cent while National Government retains 60 per cent.

Correspondingly the Stamp Duties Act was amended to repeal stamp
duty on bookmakers betting tickets. This is because the revenue
generated from Stamp Duties is significantly lower relative to its
administration costs. The intention was to simplify the administration in
which the lost revenue from this arrangement will be collected through
the increased Bookmakers Turnover Tax to be shared between eligible

provincial governments and the national government.
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9.0 Benefits from Natural Resources
MINING AND PETROLEUM ROYALTIES AND DIVIDENDS

Mining and Petroleum projects provide substantial revenues to a small number of Provincial Governments.

Generally, the Mining Act 1992 and the Oil and Gas Act 1998 provide minimal guidance on the distribution
of benefits from mining and petroleum projects. Instead, the terms under which each mining or petroleum
project proceeds and how the earnings from a project are distributed to beneficiaries (landowners, Local-
level Governments, Provincial Governments, the State, and developers) are outlined in the MOA for each
project.

Broadly, the main categories of benefits from mining and petroleum projects are:
= Royalties
= Dividends from equity holding in projects
= Special Support Grants
= Tax Credit Schemes
= Development Levies
= QOther miscellaneous grants or discretionary payments (as provided for in the MOAs)

This report only provides data on the first two categories of revenue as these are generally available to
Provincial Governments to fund recurrent goods and services (rather than being aimed at capital spending).

9.1 Types of Royalty and Dividend benefits for Provincial Governments

Royalties

For mining projects, the State receives two percent of the mine head value of the minerals. Usually, the
wellhead (mine-head) value is derived by calculating the “gross value” of the total value of minerals (gold,
copper, oil, or gas) recuperated from the project and deducting all the costs incurred for the project to the
point of sales.

In all projects developed to date, the National Government has agreed to transfer all royalties to Provincial
and/or Local-level Governments and landowners.

Similarly, for petroleum projects, two percent of the wellhead value of all petroleum produced from the
license area is provided to the State, with the further distribution of these royalties provided for in the MOA
for each project.

Dividends from Equity Holdings in Projects
Provincial Governments with mining and petroleum projects are sometimes entitled to purchase or be
assigned (for free) equity stakes in projects which generate both dividends and profit shares.

For example:
= Petroleum Resources Kutubu Ltd (PDL 2 Kutubu Project) which benefits SHP and Gulf
= Mineral Resources Ok Tedi No 2 Ltd (Ok Tedi Project) that benefits Western
= Mineral Resources Enga Ltd (Porgera Gold Project) which benefits Enga

These equity stakes are held through corporate vehicles to manage the provincial and landowner equity
shares. These shares are managed through trust arrangements by Mineral Resources Development
Corporation (MRDC) which distributes the dividends from these equity holdings as per the MOA for each
project.
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Which Provincial Governments Benefit from Mining and Petroleum Projects?
Under the MOA for various projects, the following Provincial Governments have been receiving royalties or
dividends from existing mining projects.

Mining projects:
= New Ireland (royalties from the Lihir project)
= Western (royalties and dividends from the OK Tedi project)
= Enga (royalties and dividends from the Porgera project)
= Morobe (royalties from the Hidden Valley project — from 2008) and
= Eastern Highlands (royalties from K92 Mining project, Kainantu)

Petroleum projects:
= Southern Highlands (royalties and dividends from the Kutubu and Moran projects) and
= Gulf (dividends from the Kutubu project).

Mining projects open and close. For example, a new MOA has been negotiated for the Ramu nickel mine in
Madang that will provide revenue benefits to this Provincial Government in the future.

9.2 Summary of Total Royalty and Dividend Revenues

Table 11: Total Revenues from Royalties and Dividends to Provincial Governments (kina millions)
In 2020 Kina Values
2016 2017 2018 2019 2020 Average Average Trend
2016-2020 Annual

Royalty & Dividend Revenues 101.5 141.4 102.9 126.2 . 1% I
% Change 39% -27% 23% -11% _ _II

Graph 15. Total Royalty and Dividend
Payments to Provincial Governments
Table 11 and Graph 15 depict a decreasing trend of royalties

and dividends between 2016 to 2020 which annually 1800

160.0

decreased by 5%. The decreasing trend is due to the lower 1400
royalties and dividends paid to the provincial governments. e /\/\
80.0

Kina Millions

60.0 e Royalties & Dividend payments

The Gold and Copper Prices as depicted in figure 16 show an

40.0 In 2020 Kina Values

increasing trend in Gold Prices from 2016 to 2018 and a 200
decline in 2019. . 2016 2017 2018 2019 2020
Copper Prices increased constantly from 2016 to 2020. The London Metal Exchange Prices Source:BPNG

increase was due to the high production of metal ore grades

by the mining companies. This contributed immensely to the o0
high production and affected benefits to provincial . M -
governments. 2000 s

100.0

9.3 Royalty and Dividend Revenues to 0

Individual Provincial Governments

wm=Gold US/0z (left scale)  e====Copper US/Ib (right scale) 500.0

The table below provides a summary of the royalties and
dividends that are available to Provincial Governments from mining and petroleum projects.
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Table 12: Provincial Government benefits from mining and petroleum projects (Kina ‘000s)

In 2020 Kina Values

Average( Average
2020 2016- Annual
pLoro)] Increases

15,800.0 21,300.0 37,400.0 40,300.0 37,888.0
0.0 9,485.0 1,750.0 590.0 0.0
10,599.1 20,471.6 1,502.3 0.0 12,320.0
19,585.8 28,990.0 20,440.0 38,872.2 9,359.8
0.0 0.0 357.5 716.1 1,554.4
2,621.2 1,173.3 2,877.5 3,743.5 3,881.7
52,938.9 59,987.5 38,621.2 41,947.2 47,633.9| 53,102.2

Graph 16. Royalty and Dividend Revenues
to Provincial Governments

¢ New Ireland continues to be the largest recipient of revenues - === o
from total royalties and dividends. New Ireland on average o
receives about 41.5% of total royalties and dividends from all " =« TR

provincial governments. These revenues however have £ ” ‘
'."230
‘ I|‘ ‘ |I|‘| I|- I I-_ u-nllll .-

Table 12 and Graph 16 depicted that in summary;

fluctuated between the period 2016 to 2020.

* Gulf Provincial Government was liable to receive dividends -
from the Kutubu petroleum project from 2017 to 2019. These - NP Westem Enga P  Guf Morobe  EHP
royalties and dividends declined to zero level in 2020. o

e Southern Highlands royalties from the Kutubu project grew
from approximately K10.6 million in 2016 to K12.3 million in
2020 at an average of K2.0 million per year.

e Enga royalties and dividends from Porgera Mining declined
from K19.6 million in 2016 to K9.4 million in 2020 at an average
decreasing rate of 10% per year. The decrease in 2020 was due
to the shut-down of the Porgera mine.

e Western royalties and dividends increased to K22.1 million in
2020 at an average growth rate of 8.67% annually. This increase
attributes to high production from OK Tedi Company which
proportionately increases the revenues from royalties and dividends for Western Province.

e Eastern Highlands royalties from K92 Mining Ltd increased from K0.4 million in 2016 to K1.6 million in
2020.

¢ Morobe royalties from Hidden Valley Project grew from K2.6 million in 2016 to K3.9 million in 2020 at an
average increasing rate of 33.3% annually.

9.4 Upcoming Mining and Petroleum Projects that would benefit Provincial
Governments

The next generation of projects certainly will increase revenues in this sector and also will generate revenues
for the host provinces including benefits to landowners and the state.

e The Wafi-Golpu Project, located in Morobe Province, which according to the project director, could
operate for over three decades.
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e The Frieda River project (Frieda River Copper and Gold Project) which is 70kms south of the Sepik River
on the border of the Sandaun and East Sepik Provinces is estimated to operate with an initial mine
life of 17 years.

Several smaller projects including Woodlark, Wau, Milne Bay, Mount Kare, and the first underwater mining
operation in Solwara 1, all once in operation will also provide direct or indirect benefits to the host provinces.

9.5 Challenges in obtaining Data from Sources

Ensuring consistent and reliable data on the benefits deriving from mining and petroleum projects is a
challenge as there is little published information available. The primary sources of data are the companies
that operate the relevant projects. There are also Government agencies such as MRA and MRDC that gather
information on royalties and dividends paid by the mining and petroleum companies from mining and
petroleum projects.

Another challenge in analysing revenues that are available to Provincial Governments is that while most of
the distribution of benefits is by the MOA, some Provincial Governments have given up additional royalty
shares to landowners or may have diverted these benefits to other investment vehicles.

This report does not analyse distribution arrangements that may not be set out in the MOA. We have detailed
the royalties and dividends to which a Provincial Government is entitled.

Below is a summary of the royalties and dividends from mining and petroleum projects that are available to
Provincial Governments, provided by mining companies and (or) Government agencies if mining company
data is not available or incomplete.

Table 13: Summary of Royalties and Dividends from various sources

Royalties 15.8 21.3 25.4 32.3 34| |Company (Ok Tedi) and MRA
Western Dividends 0.0 0.0 12.0 8.0 3.9] [IMRDC
Total 15.8 21.3 37.4 40.3 37.888
Gulf Dividends 0.0 9.5 1.8 0.6 0.0] |[MRDC
Southern
Highlands | Royalties 10.6 20.5 1.5 0.0 12.3] [MRA
Enga Royalties 19.6 19.0 18.4 30.9 9.4] |Company (Pogera) and MRA
Dividends 0.0 10.0 2.0 8.0 0.0] |[MRDC
Total 19.6 29.0 20.4 38.9 9.4
Eastern
Highlands | Royalties 0 0 0.4 0.7 1.6] | MRA
Morobe Royalties 2.6 1.2 2.9 3.7 3.9] IMRA
Royalties 34.9 37.5 38.6 41.9 47.6] | Company (New Crest) and MRA
New Irelan{ Dividends 18 22.5 0 0 O] | MRDC
Total
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Comparative Data Sources

As noted, data on the royalties and dividends for mining and petroleum projects can also be obtained from
Government agencies and from the revenue reported in the PGAS internal revenue summaries provided by
Provincial Governments to the DoF (which should match the data reported in Provincial budgets and financial
statements).

There is a significant variance between the data sources for some of the mining and petroleum projects. In
general, these differences reflect factors such as:

e Thereis no requirement to report the benefits from mining and petroleum projects at both the National
and Provincial levels.

e PGAS data may not bear a close relationship to mining company or Government agency data due to funds
not being transferred into Provincial Government bank accounts and instead being paid into the trust,
landowner, or other bank accounts.

e Weaknesses in the collection, classification, and reporting of revenue data in Provincial Government
accounts. For example, data may be coded incorrectly, not entered, or be entered into a miscellaneous
or sundry revenue category.

e Dividend data is recorded by the MRDC on an accrual accounting basis — that is the year in which the
dividend is declared (not paid). However, the dividend is recorded on a cash accounting basis in PGAS —
that is the year in which the dividend is paid. As such, there may be some similarities between the PGAS
data for a particular year and the prior year of MRDC data.

Improving the Reporting of Benefits from Mining and Petroleum projects

As highlighted the significant challenge lies in ensuring reliable and accurate data as it concerns mining and
petroleum projects. In particular, the revenue streams into Provincial Government accounts often do not
match the comparative data from mining companies and Government agencies (particularly for Western,
Gulf, and Southern Highlands Provincial Governments).

This arises primarily as dividends, and sometimes royalties, are often paid as a cheque or transferred into
trust accounts maintained by Provincial Governments, allowing some Provincial Governments to deal with
substantial benefit flows outside the mainstream budget and financial management arrangements such as
PGAS.

In comparison, GST distributions to Provincial Governments are paid directly into Provincial Government
operating accounts by the IRC. As a result, the discrepancies between different data sources are not as great.
This is because the funds must be deposited directly into Provincial Government bank accounts by an
independent government agency. Therefore, these distributions are much more likely to be properly
accounted for in PGAS.

The establishment of the Extractive Industries Transparency Initiative (EITI) Secretariat in PNG, responsible
to report on the benefits derived from the extractive sector at both the national level as well as sub-national
level can resolve the challenges and improve the reporting requirements within this sector.

The tax credit scheme for resource companies to pay for infrastructure in provinces instead of company taxes to the
IRC has the potential to amount to large additional sources of provincial revenue. These contributions are not
dividends or royalties but constitute a share of the company’s profits distributed directly to the Provincial Government.
It would be useful to obtain individual provincial data on these amounts
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10.0 Own-Source Revenues e
“Own-source” (or locally raised) revenues are local taxes, licenses, fees, charges, commercial receipts, and
other revenues raised and collected directly by the Provincial Government. The following analysis concerns
the amounts collected by Provincial Governments rather than the validity or appropriateness of different
OWN-source revenues.

Different Provincial Governments classify revenue types differently. For the analysis in this report, three

main categories of own-source revenues are used. These are:

(i) Licenses, fees, and taxes: which comprise the following main sub-categories:

a) Motor vehicles: includes driving licenses, motor and passenger vehicle registrations, and other motor
vehicle-related revenue such as traffic infringement notices and road usage taxes.

b) Liquor: liguor and entertainment related licensing.

c¢) Land: includes land rates and taxes, garbage and sanitation charges, and any other revenue derived
from developed property.

d) Other licenses, fees, and taxes: from any other sources not listed above, such as gambling-related
taxes and village court fees and fines.

(ii) Commercial receipts: revenue derived from business activities such as rental income, user charges for
electricity, and returns on investments from economic projects (revenue derived from mining and
petroleum activities is not included, as it is included in the earlier chapter on this topic).

(iii) Other revenues: any revenue derived from other sources not listed in (i) or (ii) or listed as miscellaneous
or sundry.

10.1 Data Sources and Methodology of Determining Own Source Revenues

Own-source revenue data has been obtained from the PGAS and IFMS “internal revenue” electronic summary
files held by the DoF. The data available was for 18 Provincial Governments excluding NCD, ABG, Hela, and
Jiwaka.

For comparison purposes, information was also sourced from provincial budgets and financial statements.
However, in most cases, provincial budget books generally do not have records of actual revenue collections.
Audited financial statements are also not available until several years after the end of the relevant fiscal year.

The “internal revenue” electronic summary files include all revenues not paid to Provincial Governments
from national agencies, and as a result, these files also contain GST, royalties, and dividends from mining and
petroleum projects. To enable an analysis of own-source revenues for the relevant fiscal year, the following
data was removed from each PGAS file:

e Data on GST distributions, and royalties and dividends from mining and petroleum projects.

e Carried over revenue, including carried-over bank balances and National Government grants that have
remained unspent from the previous year. Unlike National Government agencies, Provincial
Governments do not return unspent funds to National Government consolidated revenue. This includes
grants for goods and services, staffing, and development (such as SSGs and the DSG).

e Any revenues that are not intended for goods and services, such as major asset sales (over K100,000 in
revenue) and occasionally staff co-contributions to pay for leave fares.

e Any donor revenues.
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10.2 Summary of Total Own-Source Revenues

The Table summarises total own-source revenues collected by all Provincial Governments between 2016 and
2020.

Table 14: Summary of own-source revenues (Kina millions)

Average
Percentage Provincial
REVENUE CATEGORY 2016 2017 2018 2019 2020 Average . Annual
of Total . Trend
increases
Licenses, fees and taxes 38,946.0 36,842.0 27,847.2 43,499.1 39,510.7 35.7 47.1% ]_5% II - II
C‘t’mme“’"‘." recte'pts't ”Sfr Charges, 135206 40365 48732 144975 3759.4 I I
returns on investments etc. 85 11.2% % s B
Other revenues 37,266.8 32,386.2 22,867.0 27,566.9 37,125.0 316 41.7% " II - .I
Total Own Source Revenues 88,742.5 73,264.7 55,587.4 85,563.5 80,395.2 | 75.8 100% [i—S% I=_Nn
percentage change -21% -32% 35% -6%

Table 14 and Graph 17 also reveal that own-source revenues have decreased from approximately K89 million
in 2016 to K80 million in 2020 all at an average rate of 24% annually:

. Revenues collected from licenses, fees and taxes fluctuated over the period between 2016 to 2020.
The lowest year in which revenues from licenses, fees, and taxes
were collected was 2018. This attributes to low collections by |Graph 17. Total Own-Source Revenues of
the government from licenses, fees, and taxes. Figure 18 Provincial Governments
indicates that revenue collected from licenses, fees, and taxes |~

decreased from approximately K39 million in 2016 to K28 ’ e
million in 2018. However, in 2019, the revenues from licenses, |- \\\ ==
fees, and taxes began to climb. \\,,’
[y
e Revenues collected from commercial receipts, user |
charges, and returns on investments fell from K12.5 |17 7 commen oo
million in 2016 to K3.8 million in 2020. These revenues j:j:j:j-J — —In2020 Kina Value
have been less static between 2016 and 2020 then |-
2016 2017 2018 2019 2020

increased by 7% on average from 2016 to 2020.

Revenues from this category however still comprised a |I-1-0-0- 777770t ]
smaller share of total Own Source Revenues with |-
11.2%.

e Other revenues have remained at the same growth rate [
between 2016 to 2020 with slight increases. On average the |

other revenues have increased by approximately 32% and it |-
comprises of approximately 42% of the Total Own Source [- - "Shew™
Revenues. -l e

e Total own-source revenues correspondingly have |-
decreased by (5%) compared to GST collections. Although
numerically GST revenues are much higher than Own Sources,
this may reflect a similar trend where higher Own Source
revenue generation will also lead to a higher GST collection.
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10.3 Own-Source Revenues of Individual Provincial Governments

Table 15: Total Own-Source Revenues by Provincial Government between 2016 and 2020 (Kina 000’)

In 2020 Kina Value

Average . .
Provincial
2017 2019 2020 Average % of Total Annual .
Increase

Western 982.6 1,304  1,101.5  1,1315 2,079.6 1,427.5 1.7% 20% - — 1
Gulf 785.2 276.7 362.8  1,4241 297.2 688.8 0.8% || 39% -_ W _
Central 12,521.3 14,623.7 11,9967  13,047.2 10,073.1 13,7003 |  16.3% -8% e
Hela 0.0 204.5 0.0 0.0 0.0 46.5 01% || -25% [ ]

MBP 5,172.7 326.1 1,772.4  2,255.8 1,694.6 2,513.8 3.0% || 80% | [—
Oro 780.9 706.7 737.4 741.7 1,520.3 968.7 1.2% 19% e __m
SHP 1,015.3 33.1 1,156.9  2,528.8 14,866.9 4,007.4 4.8% e _—m
Enga 18,715.4 16,419.6  7,791.4  11,125.4 12,085.7 14,677.0 |  17.4% -8% [ J——
WHP 3,671.9 3,709.3 3473 2,576.2 2,210.9 2,783.5 33%  |f] 125% |MW_mm
Simbu 1,531.8 1,826.6  1,395.2  1,584.5 1,602.1 1,740.3 2.1% -2% N PE——
EHP 3,247.3 3,591.7 1,419.8  4,616.9 2,896.7 3,454.2 4.1% 29% mm_ -
Morobe 10,731.3 11,470.7  11,300.9  10,895.4 11,530.5 12,2415 |  14.6% -3% _HEm_N
Madang 2,245.2 2,6105  2,6952  2,500.0 2,601.9 2,765.4 3.3% -1% _Elmm
ESP 2,931.6 2,886.2  2,837.1 54248 3,542.4 3,825.7 4.5% 8% e _Em_
Sandaun 2,555.4 3,357.4  2,298.7  7,662.0 2,945.8 4,075.4 48% [ 37% o _E_
Manus 743.5 1,006.6  1,611.3  1,309.5 551.4 1,143.9 1.4% 0% — =l _
NIP 1,582.8 1,530.5 8317  1,315.0 919.3 1,369.1 1.6% -9% EE_w=_
ENB 14,244.7 37160  3,1835 80221 5,289.9 7,698.3 9.2% 3% | [
WNB 5,283.5 3,2585  2,747.6  7,402.6 3,686.9 4,899.0 5.8% -5% m___H_
Jiwaka 0.0 400.0 0.0 0.0 0.0 91.0 0.1% -25% ]

Total 88,742.5 73,264.7  55,587.4  85,563.5 80,395.2 84,117.5 | 100% -2% B _Em
Table 15 and Graph 18 both show that between 2016 and 2020:

° Enga has collected the largest share

Graph 18. Share of Own-Source Revenues to

Provincial Governments
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comprising (17.4%) of total own-source revenues
averaging K14.7 million annually.

. Central collected about 16% (K13.7 million
on average) increasing to 17% each year.

° Morobe collected about 14.6% (K12.2
million on average) increasing to 7% each year.

. All other provinces share 33.2% of own-
source revenues. These include East New Britain
(9.2%), West New Britain (5.8%), Sandaun (4.8%),
Southern Highlands (4.8%), East Sepik (4.5%), and
Eastern Highlands (4.1%). These six Provincial
Governments account for over one-third (over 33%)
of total own-source revenues.

. Conversely, eleven (11)  Provincial
Governments collected 4% or less of total own-
source revenues (with seven collecting less than
2%).
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What are the causes of the differences in revenue collection levels between Provincial Governments?

e Some of the differences are due to the size of the local economy (i.e., the tax base), and that is why
provinces with large GST collections also have large own-source revenue collections.

o Administrative effort to collect taxes varies between Provincial Governments reflecting the number of
resources put into revenue collection, particularly staffing and resources for travel around the province.

e The local willingness to comply with tax laws. Residents may be more willing to comply with local tax laws
if they observe and experience the benefits of government service delivery.

e Provincial Governments that are entirely dependent on either a single revenue source or grants from the
national government available to them may also have less incentive to collect own-source revenue. This
may be the case for Western (Royalties), Southern Highlands (Royalties) and Western Highlands Provincial
Governments (GST), and East Sepik (Grants).

From all other sources of revenue, Provincial Governments mostly influence their own-source revenue
collection. Given the control they have, Provincial Governments ought to always seek ways of improving
collection from existing revenue sources and broadening their revenue base

10.4 Types of Own-Source Revenue between Provincial Governments
Whilst in total, licenses, fees, and taxes are the common revenue generated by Provincial Governments, this
is not the case on a province-by-province basis.
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Graph 19. Own Source Revenues by Types to Provincial Government (2016-2020 average)

Graph 19 shows the 2016-2020 average collections for each Provincial Government by each major own-

source revenue category. Figure 18 also reveals that:

e revenue collections from licenses, fees, and taxes constitute most revenue collections for 12 Provincial
Governments:

e ENB and Sandaun received more revenues from commercial receipts, user charges, returns on
investment, etc. (28.5% and 22.1% respectively). Ten (10) other provinces Morobe, WNB, East Sepik, EHP,
Milne Bay, Madang, Manus, NIP, and Gulf all total generates about half of this revenue category.
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Licenses, Fees, and Taxes

The Organic Law on Provincial and Local-level Government provides that Provincial Governments are
permitted to raise their taxes, fees, and charges as revenues. Not all Provincial Governments are raising the
same kinds of taxes, nor do they all have the capacity or sufficient revenue base to do so. Part of the reason
for the differences is in the complex legal arrangements as well as administrative structure requirements that
underpin provincial tax collection.

Table 16: Licenses, Fees, and Taxes (Kina ‘000s)

In 2020 Kina Value

Average e
Percentage Provincial
Average of Total Annual Trend
Increase

Western 915.9 985.1 1,058.6 997.6 2,049.0 1,293.9 3.2% 1 pil7) I— |
Gulf 315.3 144.3 170.3 172.8 171.4 216.1 0.5% || -13%| W
Central 143.1 244.3 250.6 213.2 1,599.1 509.1 12% | 1bax|  m
Hela 0.0 204.5 0.0 0.0 0.0 46.5 0.1% [l -25% |

MBP 1,174.0 274.9 1,267.6  1,203.1 927.9 1,058.7 2.6% D 57% | __ W =
Oro 757.2 676.6 692.6 696.6 1,353.7 903.6 2.2% l] 6% W
SHP 546.7 33.1 48.8 628.8 16.9 284.7 0.7% m__H_
Enga 1,302.9 977.8 569.8 1,030.0 916.5 1,058.7 2.6% l 4% -
WHP 3,598.7 3,629.0 344.0 2,532.4 2,173.4 2,730.3 6.7% .:I 124% (0 B __ =
Simbu 1,356.8 1,398.2 1,058.0 1,272.7 1,286.8 1,398.8 3.4% 4% _ mm-
EHP 2,760.3 3,253.6 1,077.5  4,151.0 2,664.7 3,041.6 7.4% i 44% [ mm w0
Morobe 10,051.4 10,606.4 10,120.9 10,012.5 9,607.4 11,054.5 27.1% -5%| w0
Madang 2,057.9 1,927.8 1,509.1 2,438.0 1,971.9 2,167.5 5.3% 1% | B
ESP 2,158.4 2,673.4 2,552.4  3,285.9 3,335.6 3,039.4 7.4% e
Sandaun 1,592.5 1,643.9 1,312.5 1,784.0 2,079.7 1,832.7 4.5% L7 ———
Manus 354.2 383.3 355.2 631.6 373.9 457.0 1.1% 5% W __
NIP 1,388.0 1,281.4 730.4 1,136.3 794.4 1,181.2 2.9% II -10% (M W =
ENB 5,777.0 3,412.6 2,742.0 6,303.6 4,754.7 5,034.2 12.3% 21—
WNB 2,695.5 2,691.8 1,987.0 5,009.1 3,433.7 3,430.4 8.4% |] 18%| e e I
Jiwaka 0.0 400.0 0.0 0.0 0.0 91.0 0.2% [I -25%| M

Total 38,946.0 36,842.0 27,847.2  43,499.1 39,510.7 40,829.9 100% | { 0%|mmm __ W m

Table 16: Licenses, Fees, and Taxes (Kina ‘000s)Table 16 shows the level of revenue collections in each
province between 2016 and 2020.
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Graph 20. Average collections of licenses, fees, and taxes by Provincial Governments

Graph 20 above depicts the sub-categories of the licenses, fees, and taxes category by province. As indicated
most provinces collected more from Motor Vehicles (48%), followed by Liquor (25%), Land (16%), Other
licenses, fees, and taxes (9%), and Gambling (2%).

e Motor vehicle-related revenues are by far the most important type of license, fees, and taxes in all
provinces throughout the country. Nearly all provinces generate the bulk of revenues from this revenue
sub-category.

e Liquor licensing and taxes are the next most important sub-category of licenses, fees, and taxes in most
provinces. East Sepik (33%), Central (32%), Jiwaka (30%), Morobe (21%), and Manus (25%) collected more
revenues from this sub-category compared to revenues from Land and Others.

e Land-related revenue collections were assessed as only being prioritized in New Ireland and Simbu.

e Other licenses, fees, and taxes are most important in Madang, Western, and Simbu (mainly group wage
tax). Other provinces include Enga (Tender board and Survey fees).

Commercial Receipts
This revenue category consists of revenue derived from business activities such as rental income, user

charges such as electricity, and returns on investments from economic projects (excluding revenue derived
from mining and petroleum activities).

Table 17 below shows the level of revenue collections in each province between 2016 and 2020.
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Table 17: Commercial receipts, user charges, returns on investments (Kina ‘000s)

In 2020 Kina Value

Average
Average Percentage Annual Provincial
of Total Increase Trend

Western 0.0 0.0 0.0 0.0 0.0 0.0 0.0% 0%

Gulf 457.4 123.5 183.0 118.4 120.8 226.7 2.6% & 18%|m
Central 114.6 73.4 76.3 89.3 78.2 95.2 1.1% 7% M e
Hela 0.0 0.0 0.0 0.0 0.0 0.0 0.0% | 0%

MBP 521.4 39.2 442.2 528.7 718.1 485.0 5.5% ]
oOro 11.7 0.0 9.1 9.1 33.4 13.4 02% B 25%| = — W
SHP 0.0 0.0 0.0 0.0 0.0 0.0 0.0% | 0%

Enga 133.0 260.2 161.0 134.7 83.3 171.2 1.9% 0% — M e
WHP 0.0 0.0 0.0 0.0 0.0 0.0 0.0% | 0%

Simbu 154.9 4101 322.1 294.0 297.2 321.9 3.7% | Bl 20%| M mmem -
EHP 487.0 338.1 3423 4438 15.7 364.7 42% & 27%| M —_
Morobe 389.0 278.6 340.5 329.3 83.3 316.8 36% || -5%| M -
Madang 159.6 669.6 3723 55.6 361.5 355.8 41% | B A% M -
ESP 106.8 174.3 281.0  2,1386 206.7 616.7 7.0% _ 163%| W
Sandaun 695.8 711.8 9826 58702 839.0 1,942.9 221% |8 J104%| m
Manus 359.6 312.8 640.3 360.4 127.3 398.1 a5% || -8%| e B
NIP 194.8 249.1 101.3 178.7 124.9 188.0 21% || 8% M
ENB 8,255.7 157.6 3403 1,553.2 416.8 2,499.7 285% |0 ] es%|m_ _ _
WNB 488.3 238.1 279.1  2,3935 253.2 785.1 8.9% | daow|_ __ _m_
Jiwaka 0.0 0.0 0.0 0.0 0.0 0.0 0.0% 0%

Total 12,529.6  4,036.5 4,873.2 14,4975  3,759.4 8,781.2 100% ||l Uy|m W

In summary:

e ENB collected a huge bulk of this category of revenue, accounting for over 29% of the total (K2 million on
average). Almost all ENB’s own-source revenue is from Business receipts generated through Trust
Investments & Dividends.

e Sandaun collected about 22% of this revenue type (K2 million on average). Sandaun Commercial receipts
on average however has increased by about 5% annually between 2016 and 2020.

o Twelve (12) provinces, Gulf (2.6%), Central (1.1%), MBP (5.5%), Enga (1.9%), Simbu (3.7%), EHP (4.2%),
Morobe (3.6%), Madang (4.1%), ESP (7%), Manus (4.5%), NIP (2.1%) and WNBP (8.9%), together share
about 48.7% of this revenue type.

e Remaining six (6) Provincial Governments collected K12,000 or less with each comprising less than 1% of

the total revenue type on average.

Other Own-Source Revenues

This source of revenue represents revenue items allocated to the sundry or miscellaneous categories in the
PGAS files. These revenue sources generally represent either licenses, fees, or tax, or a commercial type of
revenue that has not been properly allocated to a revenue source.

Table 18 below shows the level of revenue collections from any other own-source revenues by each
Provincial Government between 2016 and 2020.
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Table 18: Other own-source revenue collections (Kina ‘000s)

In 2020 Kina Value
Average

Percentage

Annual Provincial
of Total fe OMIREIS

Increase Trend

Average

Western 66.7 325.2 42.9 133.9 30.7 133.6 0.4% || 119%| _ M —
Gulf 12.6 9.0 9.6 1,132.9 4.9 245.9 0.7% ___m_
Central 12,2637 143060  11,669.7 12,7447 83958 13,0960 | 38.0% |l 2% | W
Hela 0.0 0.0 0.0 0.0 0.0 0.0 00% i 0%

MBP 3,477.3 11.9 62.6 524.0 48.5 970.1 28% | 230%|m_ _ _ _
Oro 12.0 30.1 35.8 36.0 133.2 51.7 01% |i 8% _ M
SHP 468.6 0.0 1,108.1 1,900.0  14,850.0 3,722.8 10.8% |l 150%|_  _ _m
Enga 17,279.5 151816  7,060.7 9,960.7 11,0859 | 13,447.1 39.0% || AL | -
WHP 73.1 80.4 3.3 438 37.6 53.2 02% |f  o27s%(mE_ -
Simbu 20.1 18.2 15.1 17.9 18.1 19.6 01% |l 5% | -
EHP 0.0 0.0 0.0 22.1 216.3 47.9 01% |l 208% _m
Morobe 290.8 585.7 839.4 553.6 1,839.8 870.2 25% i 2% W
Madang 27.7 13.1 813.9 6.4 268.5 2421 0.7% C_H_ -
ESP 666.4 38.5 3.7 0.4 0.0 169.5 0.5% ol%|m_
sandaun 267.1 1,001.6 3.6 7.8 27.1 299.9 0.9% |i 124%| W _
Manus 29.7 3106 615.9 317.5 50.3 288.8 0.8% (I 211%|  wm M
NIP 0.0 0.0 0.0 0.0 0.0 0.0 0.0% 0%

ENB 211.9 145.9 101.1 165.3 1183 164.5 0.5% 11%| M -
WNB 2,099.7 3286 4816 0.0 0.0 683.4 2.0% -36%| M _
Jiwaka 0.0 0.0 0.0 0.0 0.0 0.0 0.0% |l 0%

Total "37,266.8 ' 32,386.2  22,867.0 @ 27,566.9 = 37,125.0 | 34,506.4 100% A% Hm_ |

Noted from Table 18 above:

e Enga and Central collected the bulk of this category of revenue, accounting for over 39% and 38% of the
total (K13 million and K13 million on average). Both provinces approximately collect more than three
quarters (77%) of revenues from own-source revenue. Enga and Central both receive large amounts of
revenue from this revenue category.

e The remaining 23% of total other own-source revenues are shared by other 18 provincial governments
with 14 provincial government’s collections equal to or less than 1%.

Subject to the strength of the local economy and the importance of creating incentives for economic
development, provincial governments should attempt to increase own-source revenue collections annually.

An overriding comment on own-source revenue data quality is required before reporting the findings. While
PGAS data is the best data available and recent data that the NEFC can obtain on own-source revenues, the
NEFC has some reservations about how complete a picture the PGAS data reflects of the own-source
revenues of provincial governments (given that the NEFC has found that not all revenues are being recorded
in PGAS).
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Appendix A provides a province-by-province analysis of own-source revenues per Provincial Government
between 2016 and 2020, including showing the above revenues that have been removed from PGAS files to

enable a meaningful comparison.

Appendices
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11.0 Appendix A: Provincial Government Revenue Tables

The following tables provide summaries of Provincial Government revenues between 2016 and 2020. The
first table shows total Provincial Government revenues for all Provincial Governments. The following tables
are for individual Provincial Governments:

o Summary of Revenues between 2016 and 2020. This table lists the major revenue types received by each
Provincial Government (as summarised in chapters 3 to 6).

e PGAS Internal Revenue Summary Files between 2016 and 2020. This is the raw data reported by each
Provincial Government to the DoF (classified into standard categories by the NEFC). This data also shows:

= What non-own-source revenues the NEFC has removed from the PGAS internal revenue files to obtain
own-source revenue estimates. The detailed actual data on each revenue item that makes up each
own-source revenue category used by the NEFC. Each revenue item is listed under the relevant
categories as they are described in the PGAS summary file.

= Data for the NCD and ABG was directly sourced from the respective administrations.

= PGAS Internal Revenue Summary Files for Hela and Jiwaka were unavailable at the time of the study.
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