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Assessment Management and Quality Assurance

Responsibility for overall governance of the Fiji Central Government PEFA assessment that has
been undertaken in September 2019 has rested with the Ministry of Economy PEFA Committee.
This is chaired by the Permanent Secretary of Economy, and Manager Treasury. Other members of the
PEFA Committee include representatives from MoE who also has served as the oversight committee. The
PEFA Committee led the collection of evidence and carried out initial analysis and assessment prior to
the field work by PFTAC. The overall Government team consists of representatives from most of the
entities responsible for producing the evidence required for the assessment.

PFTAC has taken the lead on the PEFA assessment on behalf of the Development Partners. PFTAC
discussed the PEFA assessment with the Government of Fiji and a number of development partners,
including EU, IMF and World Bank prior to the drafting of the Concept Note. During the field work, the
MoE was the counterpart to the PEFA Assessment Team'. All the key PFM institutions were involved in
the assessmentprocess so that evidence was collected from all the involved institutions and triangulated
as necessary. The PEFA assessment team met with other organizations in Fiji such as the Office of the
Auditor General, Fiji Revenue and Customs Services, Parliament, and the Fijian Chamber of Commerce.
These institutions are in addition to the departments involved in budget formulation, budget execution,
procurement, internal audit and control, and accounting and reporting. Additionally, some major
spending ministries covering education, health, local government (including Suva City Council) and
transport were visited in order to provide additional evidence for relevantareas.

PFTAC managed and funded the PEFA assessment from its operational budget. This also ensured
an independent quality assurance process that primarily checked for accuracy and quality of supporting
evidence and compliance with the PEFA methodology. An introductory workshop outlining PEFA was
conducted for all counterparts at the start of the fieldwork and a concluding workshop was held to
provide preliminary scores based on information received at that time and highlight any outstanding
data.

A DFAT team participated in the PEFA assessment fieldwork. This was instigated as a way of reducing
the impact on Government staff that could be associated with multiple requests for information and
meetings. DFAT was conducting the information gathering for its Assessment of National Systems (as a
fiduciary risk assessment) for which the results from PEFA are a significant component.

The assessment management and quality review process is summarized in Box 1.1. This process is
required for the PEFA Check issued by the PEFA Secretariat. All of the steps relating to the Concept Note
prior to the assessment fieldwork have been carried out. The review process of the draft report was
concluded and added to the Box.

1 The assessment team wishes to give special thanks to the PEFA assessment oversight and government support team, including
Makereta Konrote, Raveena Kumar, Salaseini Raiwalui, Makita Tagicakibau, and Joana Marama. The team provided supportthroughout

the process and coordinated the work with the various ministries, bodies and agencies. The projectteam wishes to express its sincere
appreciation for the supportreceived from all the officials throughout governmentand related entities. The team was especially
grateful for the cooperation of all participants in the processin Suva, Fiji



Box 1.1 Assessment management and quality assurance arrangements

PEFA assessment management organization

Oversight Team —MoE PEFA Committee, chaired by Makereta Konrote Permanent
Secretary of Economy; Raveena Kumar Senior Manager-Treasury MoE; Salaseini Raiwalui
Manager Financial Policy Assurance Unit (FPAU), Treasury MoE; Makita Tagicakibau Senior
Accounts Manager FPAU, Treasury MoE; Joana Marama Assistant Accountant FPAU,
Treasury MoE .

Assessment Manager: Celeste Kubasta PFTAC

Assessment Team Leader: Celeste Kubasta IMF PFTAC PFM Advisor

Assessment Team Members: Richard Neves IMF PFTAC PFM Advisor. Kris Kauffmann IMF
PFTAC PFM Expert, John Short IMF PFTAC PFM Expert.

Matthew Fehre, DFAT, and Anthony Higgins, DFAT consultant, participated in the meetings
that informed the PEFA, but were not part of the PEFA assessment team

Review of concept note

Date of reviewed draft concept note: July 2,2019

Invited reviewers: Oversight Team, Matthew Fehre, DFAT, Laura Doherty and Majdeline Al
Rayess, IMF, Anthony Obeyesekere Ministry of Foreign Affairs and Trade of New Zealand
(MFAT), PEFA Secretariat Guillaume Brule

Reviewers who provided comments: Oversight Team August 19, 2019 DFAT July 9, 2019.
IMF, July 11, 2019 MFAT July 25, 2019 PEFA Secretariat July 9, 2019

Date(s) of final concept note: August 28, 2019

Review of the assessment report

Date(s) of reviewed draft report(s): November 17,2019

Invited reviewers: Oversight Team, Matthew Fehre, DFAT, Laura Doherty and Majdeline Al
Rayess, IMF, Anthony Obeyesekere Ministry of Foreign Affairs and Trade of New Zealand
(MFAT), PEFA Secretariat Guillaume Brule

Reviewers who provided comments: Oversight Team Jan 14, 2020 DFAT December 14,
2019. IMF, January 7, 2020, PEFA Secretariat 11 December 2019

Final reportissued: February 10, 2020




Methodology

Type of assessment: The PEFA was conducted using the 2016 PEFA framework, consistent with the PEFA
methodology. Although there was a PEFA carried outin 2013 (using 2011 PEFA methodology), the report
was not finalized in terms of receiving the endorsement of the PEFA Secretariat or full acceptance of the
Government. Accordingly it was been decided that the 2019 PEFA would better serve as a baseline rather
than a repeat assessment as the accuracy of the draft scores in the 2013 PEFA could not be verified
without the difficult, if not impossible, task of revisiting the 2013 PFM context?.

Number of indicators used: All 31 indicators and 94 dimensions have been assessed.

Timeline/ Dates of mission: The time period covered for the assessment has been the financial years
ending July 31,2017, 2018 and 2019 with the financial statements for the final year being unaudited. The
lastcompleted fiscal year ended July 2019. The critical date atthe time of assessmentwas September 2019
which was the last date for which data included in the assessmentwas considered. The field work was
conducted during the last two weeks in September with some remote follow up the following week
relating to outstanding data. As such, the assessmentreflects the most recent completed year for which
data is available for that indicator.

Coverage: The Main Units of Budgetary Central Government covered by the Assessment are all the 34
units of budgetary central government and the 34 extrabudgetary units: The assessment also examined
monitoring of local government which accounts for just 0.6 percent of government expenditures.
Similarly, the assessment examined the central government monitoring of the public corporations and
related fiscal risks to government. There has beenno deviation fromthe coverage of central government
as specified in the PEFA Framework.

Sources of information: Information has been collected through meetings and discussions with relevant
departmental staff and the specification and receipt of relevant data directly or on-line, where available.
All sources of information by indicator are specified in Annex 3 as is the list of people met as well as
additional document such as external reports by development partners.

Country fiscal year: 1 August to 31 July since 2016 (when it changed from the calendar year).
Exchange rate: Local currency unit = Fiji dollar (FJD) Exchange rate June 2019 1 US dollar = 2.1615 FJD
1 Australian dollar = 1.5027 FJD

2 At the request of the Government the PEFA team produced informationon comparisonwiththe 2013 PEFA for
internal discussiononly. No reference to the previous reports or comparisonwith previous will be made in this version,
thus identifying this version as a baseline.
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Executive Summary

The purpose of this PEFA assessment is to provide an objective analysis of the present
performance of the PFM system in Fiji against the PEFA indicators. This PEFA establishes a new PEFA
baseline using the 2016 PEFA methodology. Although there was a PEFA carried out in 2013 (using 2011
PEFA methodology), the report was not finalized in terms of receiving the endorsement of the PEFA
Secretariat or full acceptance of the Government. Accordingly, it has been decided that the 2019 PEFA
would better serve as a baseline rather than a repeatassessment.

Following the 2013 PEFA, the “Public Financial Management Improvement Program 2016-19"
(PFMIP) was developed. PFMIP is considered a working document. There are frequent staff meetings
on the results and management receives updates on progress. A new PFMIP will be prepared after the
PEFA assessment. This roadmap will provide the Government of Fiji the opportunity to progress existing
reforms and introduce new activities based on the PEFA scores.

Overall, the results of the PEFA show a public financial management system in Fiji that is on track
to be strong in terms of control of the execution of the budget. There are notable weaknesses in
timeliness of the annual financial statements that impinges on realizing the benefits of the good external
scrutiny that Fiji possesses. This is offset by good in-year budget execution reports and an emerging
internal audit with a proper framework now being established. The budgetprocess is evolving and some
features of a multi-year approach are in place and reflected in the budget calendar but is hindered by
the absence of a functional or program classification system and the absence of key performance
indicators. Unrealistic revenue forecasts contribute to the prepared budget being unrealizable. In —year
revenue reporting is good as is revenue administration. On the expenditure side, cash planning is
relatively effective and in reality replaces the budget forecasts. Effective commitment control enables
effective management of the release of the budget determined by monthly warrants linked to the cash
availability which is guided by the priories set out in the budget. Nonetheless, it also requires the budget
to be rearranged as planned expenditures cannot be funded, which can result in cash rationing.

As noted, the overriding feature of PFM in Fiji has been the overambitious revenue forecasts that
are produced for the budget in the three years covered by the PEFA assessment. The Fiji Revenue
and Customs Services has made significant progress in reforming its operations over the recent pastand
this is reflected in the PEFA scores relevant to revenue administration and accounting for revenue. As a
result of the implementation of the restructuring of its operations and processes, there was a growth in
tax revenue which was due to the improvement in compliance with respect to collections. Such year to
year growth will be primarily reflected in the initial years as a step change, but it is unrealistic to expect
that this will be repeated on an annual basis once the reforms have been implemented. As noted in the
revenue outturn indicator the Fiscal Department in the MOE is responsible for revenue forecasts and
discussion indicates that increased revenues from compliance had been built into the model on an
annual basis which was too ambitious and unachievable. The model that produced the forecasts for the
2019-2020 budget has been made much more realistic with respect to the compliance impact on
revenues. These overambitious revenue forecasts have nevertheless impinged on the overall impact of



the fiscal system in terms of aggregate fiscal discipline, the strategic allocation of resources and the
efficient use of resources for service delivery as what is planned cannot be fully delivered.
Figure 1: Summary of PEFA scores by indicator
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Aggregate Fiscal Discipline

Aggregate fiscal discipline is achieved due to control over spending during budget execution, as well
as realistic revenue forecasts. However, in the case of Fiji. both aggregate expenditure and revenues
outturns have been well below forecasts even though strong revenue administration has ensured that
revenues are efficiently collected. Operationally the planned budget has been adjusted to realistic levels
though cash forecasting that feeds into monthly allocations and commitment control. Treasury operations
and cash management enables expenditures to be managed within the available resources. Control of
contractual commitments is effective although the information on arrears is weak and needs to be
addressed. Given the dichotomy between the revenue forecasts in the budget and the monthly cash flow
forecasts, both virement and supplementary are used at level than would be seenin normal situations. The
strong external audit function and parliamentary scrutiny enhances fiscal discipline but the delays in
producing annual financial statements impinge on their effectiveness.

Strategic allocation of resources

The Chart of Accounts caters only to economic and administrative analysis of expenditure. There is
no link between the medium-term perspective in expenditure budgeting and costed strategic plans and an
absence of a focus on achieving results that is consistent with a strategic allocation of resources. There is
some emphasis on the overall fiscal framework but this is weakened by a lack of analysis and reporting of
changes in circumstances relating to fiscal strategy and implications of policy changes. Weak management
of investment affects the strategic allocation of resources. Recurrent cost implication of investment is not
factored into the budget process and investments are not selected to generate the best return. Similarly,
the untimely information on the extrabudgetary sector weakens the strategic allocation of resources.
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Transfers to local governments are not determined by transparent rules. While budget documentation and
public access is at a good level, there are elements that are missing such as tax expenditures and timely
audited financial statements that weaken accountability.

Efficient use of resources for service delivery

The current weaknesses in the procurement system with respect to the appeals and dispute process
could have adverse implications for the efficiency in service delivery, though the strong focus on
competitive bidding is a positive feature. The strengths in the accountability mechanisms make external
audits effective as counter checks on inefficient use of resources. However, weaknesses in the production
of consolidated annual financial statements limit the impact of audits which in turn limits the effectiveness
of oversight. These are offset, however, by the strength of the in-year budget execution reports which
includes information on the realization ofannual targets for outputs and objectives. The lack of performance
targets and outcomes deters from the efficient use of resources in service delivery units. On the revenue
side, operational efficiency is compromised by the accumulation of tax arrears but arrears now cover
historical rather than current arrears. Lack of effective tax debt collection undermines credibility of tax
assessments and the principle of equal treatment of taxpayers.

Internal control environment

The internal control environment is generally sound. The scores in related indicators and dimensions
reinforce that controls associated with the day-to-day transaction of the budgetary central government are
functioning and enable a system for good data integrity regarding the activities of these entities. The laws
and regulations provide the legal framework, and allow for specific roles and responsibilities, segregation of
duties, and operating processes. The system embeds access controls and audit trails that support the internal
control framework.

The Ministry of Economy is responsible for overall public financial management and ensures the
promotion of sound financial resource management practice among the various Government
agencies. It is also responsible for promoting sound economic management of the national economy,
consistent with macroeconomic targets for sustainable long term development. Thereis an Auditor General
which while dependent on the government budget process, isindependent in delivering its mandate. In the
context of a parliamentary democracy, there is scrutiny of the budget as well as audited financial statements
through elected representatives. This structure endures that there are checks and balances that promotes
technical improvements to eliminate weaknesses in delivering public services.
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Table 1: Overview of the scores of the PEFA indicators

PFM Performance Indicator

Scoring
Method

Dimension Ratings

Overall
Rating

PI-1 Aggregate expenditure outturn M1 D D
PI-2 Expenditure composition outturn M1 D D A D+
PI-3 Revenue outturn M1 D D D
Pl-4 Budget classification M1 C C
PI-5 Budget documentation M1 B B
PL6 Central government operations outside financial M2 D D B D+
reports

PI-7 Transfers to subnational governments M2 C D D+
PI-8 Performance information for service delivery M2 D D B D D+
PI-9 Public access to fiscal information M1 B B
lll. Management of assets and liabilities

PI-10 Fiscal risk reporting. M2 C D A C+
PI-11 Public investment management M2 C C C C C
PI-12 Public asset management M2 B C A B
PI-13 Debt management M2 A A D

Pl-14 Macroeconomic and fiscal forecasting M2 C B C C+
PI-15 Fiscal strategy M2 C B C C+
PI-16 Medium-term perspective in expenditure budgeting M2 B D D D D+
PI-17 Budget preparation process M2 A C C B
PI-18 Legislative scrutiny of budgets M1 A A A C C+
V. Predictability and control in budget execution

PI-19 Revenue administration M2 A A A D B+
PI-20 Accounting for revenue M1 B A A B+
PI-21 Predictability of in-year resource allocation M2 D A A D C+
PI-22 Expenditure arrears M1 D* D D
PI-23 Payroll controls M1 B A A B B+
Pl-24 Procurement management M2 A A C D B
PI-25 Internal controls on non-salary expenditure M2 A A B A
PI-26 Internal audit M1 A A A NA A
VI. Accounting and reporting

PI-27 Financial data integrity M2 B A A A A
PI-28 In-year budget reports M1 B A B B+

PI-30

External audit

M1

A

B

C

PI-29 Annual financial reiorts M1 B D A D+

C

C+

PI-31

Legislative scrutiny of audit reports

M2

D*

A

A

A

B+




1. PFM Contextin Fiji

1.1 Financial overview

The structure of Government in Fiji is presented in Table 1.1. It comprises 34 budgetary units as well
as 34 extrabudgetary units with 24 public corporations of which 2, the Reserve Bank and Fiji Development
Bank, are financial institutions and one Social Security Fund, the Fiji National Provident Fund. There are
13 municipalities.

TABLE 1.1: Structure of the public sector

Public sector

Year Government subsector Social Public corporation subsector
security
funds

Budgetary | Extrabudgetary Nonfinancial Financial
unit units public public
corporations | corporations

Central 342/ 34 1 223/ 2

15t tier 13

subnational (including 2

(State) cities)

Lower tier(s) of
subnational 0
1/ Depending on management control and funding arrangements, a social security fund is a publicsector entity that
may form part of a particularlevel of government or be classified as a separate sub-sector of the government sector
(GFS 2014, para- graph 2.78).
2/ Budgetary central government comprises all central government entities included in the central government budget.
In Fiji pensions, debt repayment and miscellaneous expenditure have their own budget head but are not included in the
34 budgetary units in this table.
3/ There are also 2 companies where the Government has minority share holding

Budgetary central government is the most important component of central government in terms
of revenue and expenditure. Municipalities depend on their own revenue sources and only receive a
small amount in grants from the centre. The Fiji National Provident Fund receives much more in
contributions than it pays out in benefits at this time and this has allowed it to build up assets which
outweigh its liabilities.

TABLE 1.2: Financial structure of central government —actual expenditure (Fiji $ m)

Year 2019 Central government
Budgetary Extrabudgetary | Social security Total
unit units funds aggregated”

Revenue 3,002 308 1,082 4,392
Expenditure 3,598 293 594 4,485
Transfers to (-) and from (+) other | -909 893 -16
units of general government

Liabilities 49657 1,117 6,082
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Financial assets 409/ 6,376 6,785
Nonfinancial assets 922/4 1,097 2,019

1/ Where available this should be the consolidated total, but other aggregation method may be used (with explanation).
2/ 3/ 4/ taken from audited financial statements 2016-17 dated August 2019

With respect to own revenues there has been a significant fall off as a share of GDP in 2018-19
relative to the two previous years. Grants are a very small part of total revenues. Expenditure as a per
cent of GDP was 32.9 in 2017-18 and although there was a fall in 2018-19, it was not sufficient to stop
the aggregate deficit from reaching 4.7 per cent of GDP and the primary deficit reaching 2.1 per cent in
2018-19. A primary surplus was experienced in 2016-17. Domestic financing is the main source of funding
the deficit.

TABLE 1.3: Aggregate fiscal data

Central government actuals (in percent of GDP)
2016- | 2017-18 | 2018-19
17

Total revenue 27.9 28.6 23.6
—Own revenue 21.7 28.1 23.3
—Grants 0.2 0.4 0.3
Total expenditure 29.8 32.9 28.3
—Noninterest expenditure 27.2 30.4 25.7
—Interest expenditure 2.7 2.6 2.6
Aggregate deficit (incl. grants) -2.0 -4.4 -4.7
Primary deficit 0.7 -1.8 2.1
Net financing
—External 0.8 0.7 0.6
—Domestic 6.2 2.0 5.0

Sources: Annex 4 and Financing page 325 2019-20 Budget Estimate and page 337 2018-19 Budget
Estimates; GDP Budget Supplement Documents

1.2 Institutional arrangements for PFM

The Ministry of Economy is the agency in Fiji that is responsible for overall public financial
management and ensures the promotion of sound financial resource management practice
among the various Government agencies. It is also responsible for promoting sound economic
management of the national economy, consistent with macroeconomic targets for sustainable long term
development. To achieve this, the Ministry ensures that prudent fiscal policies and practices arein place
in order to strengthen financial and macro-economic stability. It spearheads financial management
reform that will help government improve the delivery of public goods and services for economic growth
to improve the living standards of the people of Fiji. The Ministry has assumed responsibility for
providing Government with:

e Sound economic and financial forecasting, advisory and analytical services;

e Budget Management services;

e Accounting services;
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e Oversight of the tax collection function exercised by the Fiji Revenue and Customs Services
(FRCS);

e Financial assetand debt management services;

e Oversight of and key responsibility for the implementation of Government-wide financial
management reform;

e Government printing services;

e Electronic networking of Government agencies and information technology support through
the ITC services;

e Facilitation of maintenance and upgrading of road works in Government;

e Facilitation of procurement process for whole of Government.

The Ministry of Economy is comprised of various operational divisions to deliver its mandate. The
Administration Division provides ministerial and executive support to the Permanent Secretary of
Economy and provides the administrative support to the core functions of the Ministry. It has a Human
Resources Unit, a Training Unit and an Offices Services Unit. The Budget and Planning Division is
responsible for the Government's development plan that is usually prepared for a five year term and
reviewed on an annual basis. The Division also prepares the annual budget estimates that allocate
resources for the implementation of the operating and capital budgets for whole of government. The
Division's strategic priority is the allocation of resources to priority sectors as outlined in the National
Development Plan (NDP). The goals of the Division are:

e To ensure that the Budget is formulated in line with the Budget Strategy;

e Efficient facilitation of Budget projects and programs in line with the Financial Management Act
2004, Finance Instructions 2010 and the Procurement Regulations 2010; and

e To undertake Quarterly Monitoring and Evaluation to ensure projects and programs are
implemented according to the Annual Work program.

The Fiji Procurement Office (FPO) under the Ministry of Economy works with Government
agencies and administers procurement and provides logistic support for the Fijian Government. It
regulates and provides advice on procurement to ensure outcomes are met. In addition to the FPO, the
Fiji Roads Authority manages its own procurement and all information technology is procured by
Government Information Technology & Computing (ITC) Services.

The Fiscal Policy, Research and Analysis Division is responsible for providing sound economic and
fiscal policy advice. This advice is to support economic growth in a sustainable macro-fiscal
environment; the formulation of the medium term budget strategy to guide the preparation of the
National Budget; revenue policy formulation for the National Budget; compilation of fiscal and
macroeconomic statistics; fiscal and macroeconomic forecasting for policy formulation; monitoring of
fiscal performance to ensure revenue collections; ensuing that expenditure implementation and fiscal
targets are maintained; undertaking economic researchto assistin the formulation of policies; processing
of tax and customs incentives to supportinvestments; and economic intelligence gathering.

The Internal Audit and Good Governance Division (IAGGD) within the Ministry of Economy has
the internal audit mandate. It carries out its responsibility for internal audits for Government Ministries
and Departments using a Risk based approach. Its key role is to provide independent and objective
assurance and consulting services designed to add value and improve Government's services. The
Division comprises: Internal Audit; Surcharge; Special Audit and Researchand Development / Teammate
(I-A Software).
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The role and functions of the Finance Division has evolved over time. Initially it focused on
processing of payments and collection of revenue function. It now places greater emphasis on overall
financial management of Government resources by assessing:

e the financing needs of sustainable Government programs/projects
e the needs of the communities and its citizens

The Finance Division is made up of two sub-divisions: Accounting Services and Assets and
Liabilities. Within Accounting Services there are several units. The Cash and Payments Unit is responsible
for the payments and accounting of collection of revenue at Whole of Government level and its related
approval and advisory services of the Chief Accountant as per the Financial Management Act 2004
Finance Instructions 2010, Procurement regulations 2010 and any other subsidiary legislations related to
finances. The payroll unit of the Finance Division is responsible for the payment of wages and salaries
and related payments at Whole of Government level and ensures the administration of the payroll
services as per the Employment Relations Act 2017 and any payroll related legislations and regulations.
The unit also facilitates the Public Service Group Insurance Scheme for Term Life & Medical Insurance in
respectof Government employees and spearheads the review of the existing payroll system. The Pension
Unit is responsible for payment of pensions to civil servants who retired under the Pensions Act No.17 of
1983. The Unit also facilitates pensions for widows and orphans who are eligible through the Widows
and Orphan Act 1914 as well as payments upon the re-engagement in respect of Fiji Corrections Service
and the Republic of Fiji Military Forces officers under the Pensions & Gratuities (Disciplined Services) Act
(Cap 78). The unit also monitors the pensions payments recorded for former parliamentarians, Prime
Ministers, Presidents, retired Judges, Chief Justices and for the re-engagement benefits for Forest Guards.

The primary aim of the Financial Management Information System (‘FMIS’) and the Monitoring &
Evaluation Unit is to administer and support the Financial Management Information System. The
software application, Masterpiece, and its related modules cover budgeting, processing, reporting and
monitoring of financial transactions at Whole of Government level. The Financial Policy Assurance Unit
is responsible for the formulation of financial policies and procedures and provides advisory services on
matters related to financial management and reporting at Whole of Government level. The unit is guided
by the Financial Management Act 2004, Finance Instructions 2010, Procurement Regulations 2010 and
any other subsidiary legislations or regulations related to financial management and international
standards on accounting and auditing in the public sector. A key role of the unit is the co- ordination of
the Public Financial Management Improvement Plan that includes the review of the Financial
Management Act 2004. The financial reporting unit is responsible for the preparation of the annual
financial statements at Whole of Government level and leads the key financial reporting reforms to
comply with International Public Sector Accounting Standards. The unit also facilitate s financial reporting
and monitoring on monthly basis ensuring that account reconciliations are done and endorsed by the
Permanent Secretary accordingly.

The Assets and Liabilities Division has three units. The Asset Management & Monitoring Unit is
responsible for the implementation of the National Asset Management Framework which was approved
by Cabinet in December 2016 for the effective management, valuation and accounting of non-financial
assets across Government. The unit also assesses the provision postal and banking services in the rural
and maritime areas and provides oversight monitoring with the Public Enterprise Unit on the state owned
enterprises. The Debt & Cash Flow Management Unit manages the borrowing plan of Government in
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accordance with the daily cash requirements at Whole of Government level. The core responsibilities of
the Debt & Cash Flow Management Unit include the management of the external debt and domestic
debt. The unit also manages the assessment of risks associated with contingent liabilities held in form of
Government guarantees of state owned entities and statutory authorities, and the management of
revenue arrears and that lent out to entities. The risk and compliance unit is responsible for the
assessment of risks and performance of inspections / audits on projects and programs of Government
with the intent to lead the implementation of the recommendations on the findings to manage/mitigate
risks. The unit also reviews key systems and processes and assists in standardizing work processes at
Whole of Government level.

Finance is also responsible for internal control relating to overall public financial management.
The Finance Manual (2018) and FMIS user policy established the control regime. There is a checklist for
requisition to incur expenditure (RIE.) which list all the aspects required: available commitments (list of 4
elements to be checked), appropriate authorising signatures (3 elements specified) and supporting
documents (list of 26 elements to be checked). The RIE has to be signed by the Accountant/Requisition
Officer by the Department/Ministry notifying the Ministry of Economy that the RIE has met the checklist
elements that are applicable.

Finance also leads key public financial management reforms. These reforms include enhanced
financial reporting in accordance with the International Accounting standards, reforms in information
technology, monitoring and evaluation on the performance of Government accounts and finances, and
the provision of financial advisory services for Whole of Government.

The Construction Implementation Unit is responsible for: improving the coordination,
implementation and monitoring of all the construction projects. It centralizes the implementation
of all construction related projects allowing agencies such as Ministry of Health and Medical Care and
Ministry Education to concentrate more on respective core service delivery.

The Climate Change and International Cooperation Divisionis the responsible national agency for
addressing climate change policy issues. It is guided by the National Climate Change Policy (NCCP)
and works in collaboration with government agencies, non-governmental organizations, regional and
international agencies and development partners.

The Government'’s Fleet Management Unit provides effective and efficient management of leasing
vehicles for whole of government.

Revenue Administration is carried out by the Fiji Revenue & Customs Services (FRCS) This is the
official tax collection agency for the State and is an extrabudgetary unit of the Ministry of Finance.

In addition to the FRCS, there are 26 statutory bodies and public corporations that sit within the
general government sector but are off-budget. With the exception of the Water Authority of Fiji and
Fiji Roads Authority, which receive a specifically appropriated grant, these entities do not appear in the
budget documents and they are not included within the annual financial reports of the Government.
These cover a wide range of activities. There are also 6 Independent bodies and 10 Independent
Commissions that also receive an appropriationand are listed in the budget estimates. In addition there
is the Fiji Provident Fund which is established by law and payments by employees and employers into
the Fund are compulsory.
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External Audit is conducted under the duties and powers of the Auditor General for the auditing
of public accounts and for other purposes incidental to its duties.

Parliament is responsible for approving the budget and scrutinizes audit reports. The Committee
of Supply deals with budget proposals and the Public Accounts Committee scrutinizes audit and other
reports of a similar nature.

1.3 Legal and regulatory arrangements for PFM

The Republic of Fiji is a Parliamentary democracy with the President appointing the Prime
Minister, who in turn selects the cabinet to run the daily business of government. The President is
appointed by Parliament, consistent with the Fiji Constitution Chapter IV Paragraph 84. The incumbent
is Jioji Konousi Konrote, who took office in November 2015. Josaia Voreqe Bainimarama led the change
of the government and was subsequently elected Prime Minister in the first free general election post
coup in 2014 and was subsequently re-elected in 2018. The next general election is due in 2022.

The current Constitution was promulgated in 2013 following abrogation of the previous
constitution in 2009. The new constitution established a single-chamber legislature with 50 seats
(amended in 2018 to 51 seats), abolished ethnically based representation and lowered the voting age to
18. Parliamentarians are elected for a four-year period. In addition, Fiji is divided into four divisions,
consisting of 14 provincial administrations. The island of Rotuma has its own council.

Parliamentary committees comprise members of Parliament who work together to consider issues
on behalf of Parliament. They are able to meet with people and call for documents to assist them in
their work. They usually report their findings to Parliament and can make recommendations for changes
to laws and administration. Parliament must officially respond to the recommendations made by
committees. The six standing committees are the: Standing Committee on Economic Affairs; Standing
Committee on Social Affairs; Standing Committee on Natural Resources; Standing Committee on Public
Accounts; Standing Committee on Foreign Affairs and Defense; and Standing Committee on Justice, Law
and Human Rights. Their functions are to: 1) examine Bills referred by the Parliament; 2) examine
subordinate legislation tabled in Parliament; 3) scrutinize the operations of government departments; 4)
consider petitions and papers presented; 5) review international treaties and conventions ratified by the
Government; and 6) perform any other functions and duties as conferred.

Standing Committees must be open to the public, including the media. This is outlined under the
Constitution and further elaborated under the Standing Orders of the Parliament, Parliament, In
exceptional circumstances, the Speaker can order the exclusion of the public.

The judicial system includes the Supreme Court, Court of Appeal, High Court and Magistrates’
Court, and is presided over by the chief justice®. The High Court comprises civil, criminal, family,
employment relations and tax divisions; the Magistrates’ Court, civil and criminal divisions, the Juvenile
Court and Small Claims Tribunal. The judicial system is independent of the executive and is regulated by
the Constitution.

Table 1.4: Main PFM laws and regulations

3 http://www.paclii.org/fj/courts.html
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PFM area

Law/ regulation

Brief description and coverage

All Constitution (2013) Sets out the overall Governance of
Fiji
Planning Financial Management Act 2004 The FMA Act 2004 and subsequent
Finance Instructions 2010 instructions establishes the basis for
Procurement Regulations 2010 planning in terms of preparing the
Finance (Amendment) Instructions 2013 budget
Finance (Amendment) Instructions 2017
The Finance Manual
Budgeting Financial Management Act 2004 The FMA Act 2004 and subsequent
Finance Instructions 2010 instructions establishes the basis for
Finance (Amendment) Instructions 2013 preparing and executing the budget
Finance (Amendment) Instructions 2017
The Finance Manual
Accounting Financial Management Act 2004 The FMA Act 2004 and subsequent
Finance Instructions 2010 instructions establishes the basis for
Finance (Amendment) Instructions 2013 accounting for revenues and
Finance (Amendment) Instructions 2017 expenditures
The Finance Manual
Audit Audit Act An act to provide for the duties
and powers of the auditor-general
and for the auditing of public
accounts and for other purposes
incidental thereto.
Intergovernmental Local Government Act 1985 (Cap. 125)13.2b. | The LGA (1985) was amended in

fiscal relations

Town Planning Act (Cap. 139) 1978 QQ
Subdivision of Land Act (Cap. 140) 1978
Public Health Act (Cap. 111) Business
Licensing Act (Cap. 204) 1976 Litter Decree
1991 Fiji Roads Authority Decree 2012.

2006 to enable councils to enter
into partnership, joint venture or
other commercial arrangements
with other statutory authorities,
companies orother legal entities, to
carry out their duties.

Legislation that governs the
development and management of
urbanareasand the maintenance of
their services

Parliament

Parliament of Fiji Handbook
http://www.parliament.gov.fi/wp -
content/uploads/2017/03/PARLIAMENT -O F-
FIJI-HANDBOOK.pdf

Standing Orders
www.parliament.gov.fi/committees/standing-

committee-on-public-accounts/

Sets out the functions of Parliament
(subject to section 74 of the
Constitution and any other written
law) and how standing committee
functions and their powers of
scrutiny.
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PFM area

Law/ regulation

Brief description and coverage

http://www.parliament.gov.fj/wp-
content/uploads/2019/04/Extra-Gazette-
Amended-Standing -Order-1-April-2019.pdf

Internal control

Financial Management Act 2004
Finance Instructions 2010

Finance (Amendment) Instructions 2013
Finance (Amendment) Instructions 2017

The Finance Manual

The FMA Act 2004 and subsequent
instructions establishes the basis for
internal  control. These are
supported by specific instructions
covering individual processes and
procedures such as the FMIS.

The Finance Manual (2018) maps
out process, procedures and

responsibilites  for  Internal
Control following the COSO
framework.

Internal Audit

Financial Management Act 2004 with its
Financial Instructions 2010 and the Finance
(Amendment Instructions 2013.

The Finance Manual

Internal audit is governed by the
Financial Management Act 2004
with its Financial Instructions 2010
and the Finance (Amendment
Instructions 2013 which specifies
that a review of internal controls is
designed to assess effectiveness,
efficiency and meeting of intended
objective. The Finance Manual
refers to internal audits as
monitoring tools of effective
internal control which is the overall
focus of the Manual.

Procurement Procurement Regulations 2010 The legal basis for procurement is
Procurement (Amendment) Regulations 2012 | contained in Procurement
ITC Act 2013 Regulations 2010 under the
Fiji Roads Authority Act Financial Management Act 2004 as
The Finance Manual amended by the Procurement
(Amendment) Regulations 2012
ITC Services and FRA have their own
Acts but all the procurement
processes are broadly similar.
Taxation There are laws for each of the taxes All taxes administered by Fiji

administered by Fiji Revenue and Customs
Services

https.//www.frcs.org.fj/our-
services/taxation/taxation-laws-and-
regulations/

https.//www.frcs.org.fj/our-
services/customs/customs-laws-regulations/

Revenue and Customs Service are
backed up by specific laws that are
up-to-date and are available on the
FRCS website as well as in hard

copy.
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PFM area Law/ regulation

Brief description and coverage

Public Standing Orders of Parliament
participation

Parliament and Standing
committees sittings must—

(@) ensure all meetings are open to
the public and the media;

(b) in order to encourage public
access to committee meetings,
provide notification of its meetings
through the media, websites
accessible to the public
advertisements and other means of
promotion;and

(c) unless otherwise directed by
Parliament, provide sufficient time,
notification and an adequate
opportunity for public
representations and input into its
activities prior to finalising its report
and recommendations.

Despite clause (a) and (b) and in
accordance withsection 72(2) of the
Constitution, a committee may,
after consultation with the Speaker,
conduct a meeting that is closed to
the public and media where the
committee is considering a matter
related to—

(@) National security;

(b) Third party confidential
information;

(c) Personnel or human resources;
or

(d) Deliberations and discussions
conducted in the development and
finalisation of committee
recommendations and reports.

1.4 PFM Reform process
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”

Following the 2013 PEFA, the “Public Financial Management Improvement Program 2016-19
(PFMIP) was developed*. The PFMIP defined and prioritized a structured program of PFM reforms to
be undertaken over a four year period to address and remedy major weaknesses identified through the
PEFA assessment. The Fijian government, in both its five year and twenty year National Development
Plan (NDP) identified continuing reforms to improve PFM as part of a suite of structural reforms which
would be undertaken to reduce the cost of doing business, promote more efficient allocation of
resources, provide more room for private sector development and provide policy space for the Fijian
Government's development agenda. The NDP outlined the continued need to build capacity and
improve the efficiency, effectiveness and accountability of PFM systems, and identified the following:

e reviewing the Financial Management Act to align it with the Constitution and international best
practices;

e adopting cash-basis International Public Sector Accounting Standards (IPSAS) for financial
reporting, with an eventual move towards accrual accounting in the future, facilitated by a review
of the chart of accounts;

e developing a national asset register; and

e enhancing procurement systems and processes.

PFMIP outlines the planned reform measures to be implemented over the medium to long term and
aims to:

e incorporate planned reform actions for all functions and units into a single document to ensure
coherence and consistency;

e provide clarity on plans and identifies the functional units responsible for implementation within
a specified timeframe;

e outline prioritized actions addressing specific weaknesses, based on a realistic assessment of
available capacity and resources; and

e improve poor performance which exists in some areas that require addressing underlying
problems in other area.

PFMIP is considered a working document. There are frequent staff meetings on the results and
management receives updates on progress. The plan includes specific activities, deadlines, and
responsibilities. PFMIP has been widely supported with a number of development partners contributing
to PFM improvement initiatives. This includes PFTAC, EU, World Bank, International Monetary Fund (IMF),
Australian Department Foreign Affairs and Trade (DFAT), New Zealand Ministry of Foreign Affairs and
Trade (MFAT), ADB and others. Table 1.5 summarizes the priorities established in the PFMIP.

Table 1.5 PFMIP PFM priorities

1. Strengthen institutions e Review legal framework
e Build capacity
2. Improve service delivery e Strengthen revenue management

e Cashplanning and management

e Centralize Payment System

3. Raise the quality of expenditure | e Develop a more policy focused approachto budgeting and
strengthen the link between planning and budgeting

4http://www.economy.qov.fi/s/f-p-f-m-i-p-2016-2019.html
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e Assess the expenditures

e Strengthen procurement

¢ Improve financial reports

e Strengthen debt management
e Strengthen assetmanagement
e Strengthen donor management
e Internal and external auditing

A new PFMIP will be prepared after the PEFA assessment. This roadmap will provide the Government
of Fiji the opportunity to progress existing reforms and introduce new activities based on the PEFA
scores.
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PILLAR ONE: Budget Reliability

In order for the government budget to be useful for policy implementation, it is necessary that
it be realistic and implemented as passed.

The evidence from the assessment fieldwork shows that budget reliability is weak. This evident
weakness stems from the over optimistic revenue projections which in turn leads to budget expenditures
that cannot be realised but also from the impact of various cyclones which has forced expenditures to
be reallocated from the budget plans. While revenue administration is very competent, the expectation
that continued annual revenue growth emanating from administrative improvements has led to an
unreliable budget. Nevertheless, actual revenue accounting is strong which has allowed actual
expenditures to be based on realisable revenues. This situation has been expedited by budget
adjustments though virement and supplementary budgets with cash forecasting and information on
commitments ceilings being adjusted on a monthly basis. Effective internal controls on payrolland non-
payroll expenditures mean that revised allocations are not circumvented, although there are weakness
relating to monitoring and measurement of arrears (if any) which means that there are not effectively
measured. Procurement procedures are also effective. Strong internal audit reinforces the control
environment. In-year budget reporting is strong which gives timely information on budget execution,
but annual financial statements are untimely.

Overall, the budget as realised is realistic even though the planned budget is not.

Pl-1. Aggregate expenditure outturn

The PI-1indicator assesses the extent to which aggregate budget expenditure outturn reflects the
amount originally approved, as defined in government budget documentation and fiscal reports.
It is a single dimension indicator examining data from 2016/17, 2017/18 and 2018/19.

PI-1 Summary of scores and performance table
PI-1 Aggregate expenditure D
outturn
1.1 Aggregate expenditure D Expenditure Outturn as % of Budget was 84% in 2016-
outturn 17, 85.9% in 2017-18 and 77.4% in 2018-19

1.1 Aggregate Expenditure Outturn

Actual expenditure as a percentage of budget expenditure is shown in the table below and the
data annex.
TABLE 2.1.1 Expenditure Outturn as % of Budget

2016-17 84.0%
2017-18 85.9%
2018-19 77.4%

Reasons for the deviations are
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e 2016/17 outturn was due to the category 5 TC Winston that affected Fiji in Feb 2016. This
resulted in the diversion of funds to relief programs and un-expected funding requirements of
$71M for Vodafone Arena, Poverty Benefit Scheme, Tertiary Education and Loans Scheme and

Child Protection Allowance.

e 2017/2018 outturn is a result of the Rehabilitation programs funds that were diverted for Care
for Fiji (Farm, E-transport, Homes) for approximately $128M;

e 2018/2019 outturn is due a number of cyclones such as TC Gita (Feb 2018); TC Keni (April 2018)
and TC Josey (April 18) where funds were diverted to address the immediate need.

e Also, the expected revenue as initially forecasted was not forthcoming due to the impacts of the
global economic down turn, as well as optimistic forecasts as noted in PI-3.

Based on the analysis and supporting evidence the score for this dimension is D as it was less than

85% in two of the three years.

Pl-2. Expenditure composition outturn

The PI-2 indicator assesses the extent to which reallocations between the main budget categories
during execution have contributed to variance in expenditure composition and use of contingency
reserves. It contains three dimensions and uses the M1 weakest link (WL) method for scoring:

PI-2 Summari of scores and ierformance table

reserves

Pl-2 Expenditure composition D+

outturn

2.1 Expenditure composition D Expenditure composition variance by administrative head was
outturn by function 15.4% in 2016-17, 8.6% in 2017-18 and 15.5% in 2018-19

2.2 Expenditure composition D Expenditure composition variance by economic category was
outturn by economic type 15.2% in 2016-17, 9.5% in 2017-18 and 18.6% in 2018-19

2.3 Expenditure from contingency A Contingency is 0.2 per cent of expenditures.

2.1 Expenditure composition outturn by function

Dimension 2.1 measures the difference between the original, approved budget and end-of-year outturn in
expenditure composition, by functional classification, excluding contingency items, and interest on debt.
The expenditure variance by administrative headings is shown in the table 2.2.1 and the data
annex. All administrative heads experienced under spends in each year, but the impact is uneven
between the administrative head but less so in 2017-18.

TABLE 2.2.1 Administrative Expenditure Composition Variance

2016-17 15.4%
2017-18 8.6%
2018-19 15.5%
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As stated in Pi-1 above the unforeseen Tropical Cyclones forced government to put the planned
capital expenditures on hold to fund immediate cyclone assistance under CARE programs and
rehabilitation works. The rehabilitation works for schools are still ongoing even in the current financial
year and close to $24m from Sugar had been diverted to CARE programs which were accounted for
according to the allocations used. Funding was diverted particularly from large funding ministries such
as Fiji Roads Authority, Water Authority and Miscellaneous.

Based on the analysis and supporting evidence the score for this dimension is D as the variance
was greater than 15% in two of the three years.

2.2 Expenditure composition outturn by economic type

Dimension 2.2 measures the difference between the original, approved budget and end-of-year outturn in
expenditure composition by economic classification during the last three years including interest on debt
but excluding contingency items.

The expenditure variance by economic classification headings is shown in table 2.2.2 and the data
annex. All economic categories experienced under spending from the budgeted amounts in each of the
three years with capital expenditure experiencing higher levels of underspending. The variance in capital
purchase and capital transfers was much less in 2017-18 relative to the 2016-17 and 2018-19, but was
high in capital construction in each of the three years.

TABLE 2.2.2 Economic Type Expenditure Composition Variance

2016-17 15.2%
2017-18 9.5%
2018-19 18.6%

Based on the analysis and supporting evidence the score for this dimension is D as in two of the
three years the composition variance was greater than 15%.

2.3 Expenditure from contingency reserves
Dimension 2.3 measures the average amount of expenditure charged to a contingency vote.

Unforeseen expenditures are treated as contingency reserves in the Fiji budget, and these have
averaged 0.2 percent for the three completed fiscal years (2016/17,2017/18 and 2018/19). Fiji
does allocate funds to contingency for disaster risk - head 50 (seg. 10) and these were F$7 m in 2016-17
and F$5m in 2017-18 and 2018-19. These financed expenditures post TC Winston, virement and
redeployments were duly authorised to provide for disaster financing of $107.7 min 2017-18. Such funds
are not included in this dimension which reflects the PEFA scoring guidelines “(T)his calibration

for this dimension is based on the volume of expenditure recorded against contingency votes, except
for transfers to a Disaster Fund or similar reserves, as this represents a deviation from policy-based
allocation”

Based on the analysis and supporting evidence the score for this dimension is A

PI-3 Revenue outturn
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The PI-3 indicator measures the change in revenue estimated in the original budget submitted to
the Parliament and end-of-year outturn. It contains two dimensions and uses the M2 (AV) method for
aggregating dimensions scores:

PI-3 Summary of scores and performance

PI-3 Revenue outturn D

3.1 Aggregate revenue D | The deviation of actual revenue from budgeted revenue was

outturn 90.4 per cent in 2016-17. In 2017-18 it was 84.1 per cent and
in 2018-19 it fell to 70.9 per cent.

3.2 Revenue composition D | The variance in revenue composition was 20.8 per cent in

outturn 2016-17. In 2017-18 the variance in revenue composition was
17.8 per cent and in 2018-19 it fell to 20.1 per cent.

3.1 Aggregate revenue outturn

Dimension 3.1 measures the extent to which revenue outturns deviate from the originally approved
budget.

From data supplied from the Ministry of Economy which is included in the data annex, the
deviation of actual revenue from budgeted revenue was 90.4 per centin2016-17. All broad revenue
types apart from direct taxes, service turnover tax, water resource tax, levies and NTR fell short of the
budgeted amounts. In 2017-18 the deviation of actual revenue from budgeted revenue was 84.1 per
cent with direct taxes, levies, NTR and Grants-in-aid above their budgeted totals. In 2018-19, the
deviation of actual revenue from budgeted revenue fell to 70.9 per cent with all tax types falling short of
the budget amount with only Grants-in-aid above estimated.

The Fiscal Department is responsible for revenue forecasts. Discussion indicates that increased
revenues from compliance had been built into the model on an annual basis which was too ambitious
and unachievable. The model that produced the forecasts for the 2019-2020 budget has been made
much more realistic with respect to the compliance impact on revenues.

Based on the analysis and supporting evidence the score for this dimension is D as in all the years
actual revenues were less than 92 per cent of budgeted revenues

3.2 Revenue composition outturn

Dimension 3.2 measures the variance in revenue composition and attempts to capture the accuracy of
forecasts of the revenue structure and the ability of the government to collect the amounts of each
category of revenues as intended.

From the data included in the data annex, the variance in revenue composition was 20.8 per cent
in 2016-17. In 2017-18 the variance in revenue composition was 22.6 per cent and in 2018-19 it fell to
20.1 per cent. As the data annex indicates there has been no consistency from year to year in terms of
which taxes have been under- or overestimated.

Based on the analysis and supporting evidence the score for this dimension is D as the variance in
revenue composition was greater than 15 per cent in two of the three years.
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PILLAR TWO: Transparency of public finances

Transparency of information on public finances is necessary to ensure that activities and
operations of governments are taking place within the government fiscal policy framework and
are subject to adequate budget management and reporting arrangements. Transparency is an
important feature that enables external scrutiny of government policies and programs and their
implementation.

While budget documentation and public access to fiscal information is good, other indicators
relating to transparency of public finance are weak. Budget classification does not cater for a program
or functional analysis of expenditures. Central governments operations outside financial reports are
significant which is offset by the production of audited annual reports of the Fiji National Provident Fund.
While transfers to local government from the center are not significant they are not rule based in the main.
Performance information on service delivery is absent from the budget process which is inhibited by the
weakness in budget classification.

The budget documentation reflects on areas that are assessed in other pillars: a well defined
budget preparation process and its scrutiny by the legislature; information on Macroeconomic
Assumptions, Debt, Financial Assets and Fiscal Risk. Public access to information is likewise enhanced
by budget documentation and access to in-year budget execution reports and audit reports which also
benefits the financial reporting of extra budgetary units.

Pl-4 Budget classification

The PI-4 indicator assesses the classification of the budget and the consistency with international
standards during all stages of the budget cycle including formulation, execution and reporting in
the last completed year 2016/17. It consists of a single dimension.

Pl-4 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-4 Budget Classification
4.1 Budget Classification C There is an administrative classification and an ability to

produce GFS economic classification but no functional
classification or reporting.

A common chart of accounts is used for budget preparation, budget execution and financial
reporting. The budget estimates are presented by administrative head, with a breakdowninto programs
and activities, with the budget for each activity divided into the main headings of the natural account
(equivalent to the first two digits of the GFS economic classification). The budget contains tables that
divide ministries into four “functional categories”, however this categorization is more akin to a sector
classification and it does not align with Classification of the Functions of Government (COFOG).

The chart of accounts is embedded in the FMIS system and requires all transactions that are
recorded in the GL to be coded according to the Chart of Accounts (CoA). The CoA includes a
detailed administrative classification and an account segment that is equivalent to an economic
classification. There is a chart of accounts manual which provides explanation to FMIS users of the
classification system and how it is applied.
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The most recently published annual financial statements for 2016-17 include detailed budget outturn
tables by both economic classification (at a level of detail equivalent to GFS 3 digit) and administrative
classification.

The Government has a mapping table that enables translation of the CoA economic classifications
to GFS economic classification at greater than three digit level. Technical assistance reports of PFTAC
PFM and GFS advisors indicate that there are some challenges in undertaking the mapping, for example
due to use of "other” categories of revenue and expenditure and the inclusion of elements, such as
programmatic coding, into the natural account segment of the current CoA. Nonetheless, these issue are
not significant and Fiji has provided GFS economic classification data to the IMF and this is available in
the GFS data portal: https://data.imf.org

The chart of accounts does not include a functional classification segment. There is currently no
mapping of CoA coding structures into functional classification. This is reflected in the absence of
functional classification in budget documents, budget execution reports or in the most recently-
published financial statements (2016-17).

The absence of functional classifications means that the score cannot be higher than C. The ability
to report on GFS economic classification at three digit level opens the prospect of scoring an A or B on
this indicator.

PI-5. Budget documentation

The PI-5 indicator assesses the comprehensiveness and public accessibility of information
provided in the annual budget documentation prepared by a government. It includes a list of four
basic and eight additional elements. Time period is the last budget submitted to the legislature (2020)
and the coverage is budgetary central government. It consists of a single dimension.

PI-5 Summary of scores and performance

Indicator/Dimension Score Brief justification for score

5.1 Budget documentation B Budget documentation fulfills nine elements,
including the four basic elements and five
additional elements.

TABLE 5.1 Information in budget documentation for FY Aug 1, 2019 to July 31, 2020

Item 2019 Source/comments
Basic Elements
Forecast of the fiscal deficit or Yes Deficit shown in Budget Supplement
surplus, or accrual operating result. Table 3.1: Medium Term Fiscal Targets
Previous year's budget outturn, Yes Budget Estimates page 318 — 324
presented in same format as budget
proposal.
Current year’'s budget presented in Yes Budget Estimates page 318-324

same format as budget proposal.
Either as revised budget or the
estimated outturn.

Aggregated budget data for revenue Yes Budget Estimate pages 11-324
and expenditure according to main
heads of classifications used data for
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[tem 2019 Source/comments

current and previous year with a
detailed breakdown of revenue and
expenditure estimates.

Additional Elements

Deficit financing, describing its Yes Budget Estimates page 8

anticipated composition.

Macro-economic assumptions, Yes Budget Summary: GDP Growth Table 2,

including at least estimates of GDP Inflation paragraphs 1.23 — 1.25, Interest

growth, inflation, interest rates, and rates 1.9-1.11

the exchange rate. Budget Estimates: Exchange rate page
295, Interest rates 284-316

Debt stock, including details at least Yes Budget Summary: Chapter 5

for the beginning of the current year Budget Estimates: 284-316

presented in accordance with GFS or
comparable standard

Financial Assets, including details at Yes Budget Summary: Chapter4 and 5
least for the beginning of the current
year presented in accordance with
GFS or comparable standard
Summary information of fiscal risks Yes Budget Supplement: Contingent
including contingent liabilities such liabilities and Guarantees chapter 5°
as guarantees, and contingent
obligations embedded in structure
financing instruments such as private,
public partnerships, contracts, etc.

Explanation of budget implications of No Budget Supplement: Revenue pages 63-
new policy initiatives and major new 73. Expenditures — MoE internal working
public investments, with estimates of information only.

the budgetary impact of all major
revenue policy changes and/or major
changes to expenditure programs

Documentation on the medium-term Yes Budget Supplement. The structure of the

framework forward forecasts is anticipated change
in amounts for forward years for the
budget year.

Quantification of tax expenditures No This information was not included®.

Budget documentation fulfills nine elements, including the four basic elements and five additional
elements. For those items with evidence in the Economic and Fiscal Update Supplement to The 2019-

SPublic private partnerships —thefirst stages are underway for PPPs in Health, Housing, and other areas. No
established PPP in place at the time of the budget.
6 This information is currently being worked on by FRCS and will be included in a future date.
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2020 Budget Address’ (budget supplement) and Budget Estimates 2019-2020% (budget estimates),
source materials are contained as shown in footnote below.

Based on the analysis and supporting evidence the score for this dimension is B.
PI-6 Central Government operations outside financial reports

The PI-6 indicator measures the extent to which government revenue and expenditure are
reported outside central government reports. It consists of three dimensions and uses the M2 (AV)
method for aggregating scores:

PI-6 Summary of scores and performance

Indicator/Dimension Score Brief justification for score

PIl-6 Central government D+

operations outside financial

reports
6.1 Expenditure outside financial D Extrabudgetary expenditure not reported, particularly of the
reports Provident Fund, is greater than 10% of budgeted expenditure
6.2 Revenue outside financial D The value of extrabudgetary revenue not reported,
reports particularly of the Provident Fund, is greater than 10% of

budgeted revenue

6.3 Financial reports of B While there is a systemic issue of delayed reporting by EBUs,
extrabudgetary units there is timely reporting of the largest EBUs.

The central government of Fiji at the time of assessment comprised both a budgetary central
government and extra budgetary units. The BCG consists of 29 Ministries that receive an
appropriation, plus 6 Independent bodies and 10 Independent Commissions that also receive an
appropriation and are listed in the budget estimates. The budget estimates also list as separate specific
grant appropriations for higher educationinstitutions, the Water Authority ofFiji and Fiji Roads Authority.
The EBUs are made up of a certain non-commercial public corporations and statutory bodies. As
required by the PEFA field guide, the Fiji Provident Fund is included for the purposes of scoring this
performance indicator. The Fiji Provident Fund is established by law and payments by employees and
employers into the Fund are compulsory.

There is no evidence of extrabudgetary activities of budgetary units, with all donor funding and own-
source revenue budgeted, recorded and reported in execution reports and reported in financial
statements.

6.1 Expenditure outsidefinancial reports

Dimension 6.1 assesses the magnitude of expenditures incurred by budgetary and extrabudgetary units
(including social security funds) that are not reported in the government's financial reports.

Those statutory bodies and public corporations that sit within the general government sector but
are off-budget are set out in table 6.1. With the exception of the Water Authority of Fiji and Fiji Roads

"https://www fiji.gov.fi/getattachment/671e886e-3fe4-401c-bb91-708ab020de31/2017-2018-BUDGET-
SUPPLEMENT.aspx. The current document on this page is the 2019-2020 budget supplement dated June 7.
8 http://www.parliament.gov.fi/wp-content/uploads/2019/06/2019-2020-budget-estimates.pdf
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Authority, which receive a specifically appropriated grant, these entities do not appear in the budget
documents and they are not included within the annual financial reports of the Government.
Table 6.1.1 Extra Budgetary Funds (F$ 000s) 2017-18

Revenue Expenditure
Fiji Roads Authority 113,949 138,154
Public Rental Board 4,205 3,425
Fiji National Sports Commission 6,353 6,487
Fiji Film 597 588
Fijian Competition and Consumer Commission 2,419 1,999
Fiji National Council for Disabled Persons 243 233
Fiji Higher Education Commission 2.744 2,427
Land Transport Authority 9.585 10,790
Fiji Revenue and Customs Services 33,115 25,967
Consumers Council of Fiji 602 733
National Fire Authority na na
Agriculture Marketing Authority na na
i-Tauki Affairs Board na na
Fiji Servicemen's After-care Fund na na
Real Estates Agents Board na na
Fiji Human Rights and Anti-Discrimination Board na na
Sugar Industry Tribunal na na
Telecommunications Authority of Fiji na na
Fiji Arts Council na na
Fiji Medical & Dental Secretariat na na
National Food & Nutrition Centre na na
Civil Aviation Authority 5.884 5,778
Investment Fiji na Na
Biosecurity Authority of Fiji 17,421 12,309
Marine Safety Authority of Fiji 3,667 3,710
Water Authority of Fiji 106,555 80,875
Fiji Teacher’s Registration Authority 42 467
Social Security Fund (Extrabudgetary Fund for PEFA)
Fiji National Provident Fund | 1.082,119 | 593,725

It is challenging to accurately assess the total size of extrabudgetary revenue as some of these
entities do not report on a timely basis (see dimension 6.3). However, those EBUs for which data are
available represent 9% of total central government expenditure in 2017-18. With expenditure in excess
of F$0.5 billion, the FNPF is equivalent to around 18% of budgeted annual expenditure as presented in
Table 6.2

This information is sufficient to score the indicator as a D. Further sampling to identify the value of
the expenditure of other extrabudgetary entities is not required. If the Provident Fund were not
included in the coverage of this indicator, the score may be C.

Table 6.1.2 EBU Revenues and Expenditure as a per cent of total BCG
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Fiji Budgetary Central Government 3,742,157.00 | 3,229,183.00 |
EBUs as % of BCG 8% 9%
Fiji National Provident Fund 1,082,119.00 593,725.00 |
Provident Fund as % of BCG 29% 18%
Total of EBU & NPV as % of BCG 37% 279%| With only one of the

off-budget entities
accounting for more
than 10% of budgeted

central government

* Note: BCG year 2017/18

revenue, the score is D.

6.2 Revenue outside financial
reports

Dimension 6.2 assesses the magnitude of revenues received by budgetary and extrabudgetary units
(including social security funds) that are not reported in the government’s financial reports.

The largest of extrabudgetary fund is the Fiji National Provident Fund, which has revenue in excess
of 1 billion FJD. The FNPF is equivalent to around 27% of budgeted annual revenue.

Other extrabudgetary entities, for which data is available, represent a further 8% of total central
government revenue. If this indicator were to be scored without the FNPF, the score would be C.
Based on the analysis and supporting evidence the score for this dimension is D.

6.3 Financial reports of extrabudgetary units

Dimension 6.3 assesses the extent to which ex-post financial reports of EBUs are provided to central
government.

In the 2018 report regarding the audit of the statutory bodies, the Auditor-General noted that
“the financial statements of most authorities audited were untimely”. Of the 15 statutory bodies
that had annual financial statements for 2016 audited by the OAG, only 3 were assessed by the OAG as
having been prepared on a timely basis. The same OAG report identified that, as of 30 November 2018,
24 statutory bodies (representing a majority of statutory bodies) had not completed audit reports for
2017.

Table 6.3 Audits of Statutory Bodies
Type of entity

Total no. of.
SES
Audited

Audits
delayed

Audits up-to-
date

Statutory Authorities - 2016
Statutory Authorities - 2017 26 4 22 85
Source: OAG

However, these statutory bodies are small in comparison to the Fiji National Provident Fund. In
2018 the FNPF prepared, audited and published its annual report within three months of the end of its
financial year. Those extrabudgetary units that submitted data to government within three months
equate to around 87% of the value of expenditure of such bodies.

Based on the analysis and supporting evidence the score for this dimension is B.
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Pl-7. Transfers to subnational governments

The PI-7 indicator assesses the transparency and timeliness of transfers from central government
to subnational governments with direct financial relationships to it. It considers the basis for
transfers from central government and whether subnational governments receive information on their
allocations in time to facilitate budget planning. It contains two dimensions and uses the M2 (AV) method
for aggregating dimension scores.

PI-7 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-7. Transfers to subnational D+
governments
7.1 Systems for allocating transfers C Programs supporting subnational government are
not allocated based on rule-based criteria.
7.2 Timeliness of information on D Budget cycles are not aligned and may resultin
transfers changes in budget allocation during the fiscal year of

Sub-national government comprises two distinct primary levels of government. These comprise
(i) municipal governments (of which there are currently 2 city governments and 11 town governments,
both types referred to as municipal councils), governed by the Local Government Act (Amendment) (No.
1) Decree 1988; and (ii) provincial governments (referred to as provincial councils, of which there are 14),
governed by the Fijian Affairs Act (Cap 120), plus the self-governing Rotuma island council, founded
under the Rotuma Act of 1927. In practice, the municipal councils cover largely urban areas, whilst
provincial councils (and, below them, the districts and villages) cover non-urban (mainly, rural) areas.
There is no program of transfers from central government to subnational government specifically
designed to address horizontal or vertical fiscal imbalance. There is no specific policy document that
sets out in detail the central government's policies or commitments to funding of sub-national
Government. Nonetheless, discussions with the Ministry of Local Government and representatives of
local government, as well as the narrative in budget documents, indicate that there is recognition that
subnational governments do not have sufficient revenue to address all of the needs in areas of spatial
planning, garbage collectionand disposal and firefighting —their main responsibilities. Specific programs
exist to support good governance, administration and service delivery outcomes in local government.
With a total value of around $2.5 million, total recurrent programs of support for sub -national
governments from the central government represent around 0.1% of the annual central government's
recurrent budget.

There is a recognized weakness in the quality of administration in sub-national governments. As
a result, administrators are funded by the central government and specific grants are provided to
improve the quality of administration and administration personnel.

7.1 System for Allocating Transfers

This dimension assesses the timeliness of reliable information to subnational government of their
allocations from central government.
The 2018-19 central government budget included recurrent grants to subnational governments:

e Ministry of ITaukei Affairs grants to Provincial Councils ($1,919,653), including:
o $1.1m for Personnel Emoluments for the Provincial Councils staff and;
o $0.7m for operational funds to assists the Village Profile Exercise in all 14 Councils.
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e Ministry of Local Government funding of Special Administrators in Municipalities ($500,000);
e Ministry of Local Government Town Council Management Support ($116,000)

Of these recurrent grants, the iTaukei Affairs grant is calculated by a formula by which it funds
one third (33%) of the cost of the administration of the Provincial Councils. This formula-based
approach for the transfers made by the ITauki Affairs is transparentin that it has been used for past (as
well as current) budget process and is understood by the recipient institutions.

The funding provided by the Ministry of Local Government is a fixed amount. It covers the planned
value of funding administrators and subsidizing management personnel costs and is not determined by
any formula.

In addition, the Ministry of Local Government provides funding for capital projects, which are also
not in the nature of a transfer. Many of these projects are specifically identified in the budget, with
their own allocation. In 2017-18 these included for example, the following projects with a budget
allocation of greater than $1 million:

e On-going Construction - Lautoka Botanical Garden Swimming Pool ($2,500,000);

e Improvement of Ventilation and Lighting - Lautoka Market ($1,000,000);

e Redevelopment of Govind Park - Ba ($1,000,000);

e Completion of Namaka Market ($1,000,000);

In addition, the budget includes an appropriation of $4 million for the Challenge and Investment
Fund. This provides a pool of funds for supporting other capital projects, as approved by the executive.

In most cases, the respective local government will be responsible for operating and
maintaining the assets that result from these capital projects.

All of the capital grants from the Challenge and Investment Fund are allocated on a case by case
basis having regard to the priorities of the local government and central government. Local
governments carry out their own individual planning and budgeting activities and make capital project
funding requests to central government using the standard PSIP form. The Ministry of Local Government
prioritizes these requests having regard to central government priorities. These requests and analysis are
sent to the MoE, who also undertakes analysis of the requests.

As with other budget requests there is bilateral discussion at permanent secretary level and
ministerial level regarding the proposals to support prioritization of projects and allocation of
funds. At this stage, other project funding ideas and requests, including those from other stakeholders
(outside of local government), may come into consideration for funding. A final listing of prioritized
projects is sent for Cabinet approval as part of the final budget proposal. The budget documents do not
describe the basis on which funding decisions were made.

There was a shift in approach to project implementation during 2018-19. The central Construction
Implementation Unit is now responsible for implementing most capital projects, against the grant
funding allocated to the Ministry of Local Government. As such, local government is now not receiving
a cash allocation for the grants for projects located within their municipality/city/province. In this current
situation, following this change in project implementation during 2018-19, these capital grants will not
represent a “transfer to subnational government”. However, as this indicator focuses on the 2018-19
budget and how it was prepared, this dimension is scored as if these were transfers to local government.
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In summary, some funding is formula based. The only grants that are formula based are the iTaukei
Affairs grants to Provinces, totaling $1.9 million.  Against total transfers of around $6.5 million (being
$1.9 million of grants to Provinces, $0.5 million in grants for Special Administrators plus $4 million in
capital grants under the Challenge and Investment Fund), this represents slightly less than 30% of total
transfers. As only some of the transfers are formula based, the score for this dimension is C.

7.2 Timeliness of Information on Transfers

This dimension assesses the timeliness of reliable information provided to subnational governments on
their allocations from central government for the coming year.

The majority of central government support for subnational government was in the form of
funding for specific capital projects. The process for allocating capital grants is outlined in the narrative
for PI-7.1 above and involves decisions made in the context of the central government budget process.
Local Government do not find out about the nature of this capital project funding until the end of the
central government budget process. Local governments find out about this funding in the same way that
the public does, via the budget speech and release of budget documents when the budget is released
to Parliament.

Local Government in Fiji has remained on a calendar (31 December) fiscal year, whereas central
government has moved to a fiscal year ending 31 July. This means that budget decisions, including
those which may impact the current fiscal year, occur mid-year from the local government perspective.
This may force a local government to require supplementary budget adjustment to accommodate
unforeseen changes in central government funding.

Based on the analysis and supporting evidence the score for this dimension is D.

P1-8. Performance information for service delivery

The PI-8 indicator examines the service delivery performance information in the executive’'s
budget proposal or its supporting and documentation in year-end reports. It determines whether
performance audits or evaluations are carried out. It also assesses the extent to which information on

resources received by service delivery units is collected and recorded. It contains four dimensions and
uses the M2 (AV) method for aggregating dimension scores.
PI-8 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-8. Performance information | D+
for service delivery
8.1 Performance plans for D The executive budget documentation provides minimal
service delivery information on planned outputs and outcomes of
programs or services financed through the budget.
8.2 Performance achieved for D Delays in annual reports and publication of
service delivery information on programs resultin delay public
documentation on performance result achievements.
8.3 Resources received by B Information on resources received by frontline service
service delivery units delivery units is collected and recorded for at least one
large ministry. A report compiling the information is
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annually.

8.4 Performance evaluation for D The percentage of funds covered within the
service delivery performance audits is miniscule compared to the

Fiji's National Development Plan (NDP), with the vision of “Transforming Fiji”, maps out the way
forward with a 20-Year Development Plan (2017-2036) and a comprehensive 5-Year Development
Plan (2017-2021). These plans work together, as the 5-Year Development Plan provides a detailed
action agenda with specific targets and policies that are aligned to the long-term transformational 20-
Year Development Plan. These plans recognize the integrated nature of development and the need for
multi-sectoral solutions. Critical cross-cutting issues such as climate change, green growth, the
environment, gender equality, disability and governance are mainstreamed in the NDP.

From the development plans, each MDA prepares a multi-year strategic plan. These are the basis
for preparation of an annual corporate plan, as required in Division 3 of the FMA. While annual corporate
plans are to have measures in them, KPI (output and outcome), delays in preparation and publication
minimizes transparency. The programs are linked to administrative entities and may not reflect
programmatic structures. The annual reports are intended to document the achievements. The FMA Part
7 Division 1 requires the annual whole of government report for each financial year. These are intended
to include the audited financial statements. The Ministry of Economy is responsible for consolidating all
MDA information into the whole of government report. Delays in audited financial statements are
delaying the publication of annual reports.

The budget documentation, including the Budget Estimates and the Budget Tool-Kit provide
additional information (financial and goals) on some activities. However, it is not linked within the
documentation to performance measures or achievements. The FMA Part 7 Division 2 requires each
budget sector agency to prepare and make publicly available, for each financial year, an annual report,
which must be tabled in Parliament. This reportmust demonstrate performance in terms of outputs and
outcomes, annual financial statements, and other information required by Finance Instructions.

Government has recognized the value of measuring performance of staff and implemented the
performance management framework (PMF) in November 2017. It aims to objectively link and
measure civil servants work against the outcomes of their Ministry. It confirms the parameters for
applying performance-based pay, contract renewals and the basis for probationand annual assessments.
PMF training and awareness continues.

TABLE 8.1 SAMPLE MINISTRIES FOR DIMENSIONS 8.1 AND 8.2

Ministry Latest Published Documents with Performance Data, including Last
published KPIs, output or outcomes with quantity of measurable published
results, costing of programs or activities annual

report on
Parliament
website

Ministry of 2014 annual corporate plan Audit report

Economy Includes KPI, outcome and outputs with measurable results, of 2016

Economy.gov.fj | documentation on costing not linked
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Ministry of Annual operations plan 2018/19 Annual report
Health and Annual reportJan—July 2016 2015
Medical Annual Corporate plan2017-18
Services Strategic plan 2016-2020
www.health.gov.fi/?page id=198
Ministry of Strategic Development Plan 2019-22

Infrastructure | Corporate Plan 2017 draft
and Transport | Annual report 2014

Ministry of 2015 annual corporate plan

Agriculture Includes KPI, outcome and outputs with measurable results,
documentation on costing linked to pillars
http://www.agriculture.gov.fj/images/docs/publications/2015-

annual-corporate-plan.pdf

Ministry of Annual Corporate plan 2018- 2019 Ministry 2015;
National www.defence.gov.fj/uploads/docs/annual%200perational%20Plan. | Policy 2015
Security and pdf

Defence

8.1 Performance plans for servicedelivery

Dimension 8.1 assesses the extent to which key performance indicators for the planned outputs and
outcomes of programs or services that are financed through the budget are included in the executive’s
budget proposal or related documentation, at the function, program or entity level.

The executive budget documentation provides minimal information on planned outputs and
outcomes of programs or services financed through the budget. The framework is intended to
include multi-year strategic plans, annual corporate plans, and annual reports, which provide additional
details and should be published on ministry websites. A sample representation of data available is noted
in table 8.1 above, which includes a lack of supporting documentation to ensure the framework is in use
forthe performance indicators, planed outputs and outcomes. As noted in the table, delays in publication
of the documents by ministries result in a lack of published information on performance for the fiscal
year 2019 — 2020 and does not substantiate the use of the framework.

Based on the analysis and supporting evidence the score for this dimension is D.

8.2 Performance achieved for service delivery

Dimension 8.2 examines the extent to which performance results for outputs and outcomes are presented
either in the executive’s budget proposal or in an annual report or other public document, in a format
and at a level (program or unit) that is comparable to the plans previously adopted within the annual or
medium-term budget.

Delays in annual reports and publication of information on programs result in delay public
documentation on performance result achievements. As noted above, minimal data has been
published and linkage with executive budget, by program or unit, is limited. Of the sample ministries
selected for assessment, published information, as shown in Table 8.1 is not adequate to establish the
results of performance in an annual report that is published with the budget or in an annual report.
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Based on the analysis and supporting evidence the score for this dimension is D.
8.3 Resources received by service delivery units

Dimension 8.3 measures the extent to which information is available on the level of resources actually
received by service delivery units of at least two large ministries (such as schools and primary health
clinics) and the sources of those funds.

Specific information, by service delivery unit, is available for schools for the last three completed
fiscal years. The reports are prepared every year although the reports are not published until annual
financial statements have been audited. Funding is detailed throughout the annual reports by school
districts. The base funding formula is provided on population while additional funding is included within
the appropriate categorical grants — building, curriculum, projects, etc. All sources of funds available are
included within the annual reports.

Based on the analysis and supporting evidence the score for this dimension is C.

8.4 Performance evaluation for servicedelivery

Dimension 8.4 considers the extent to which the design of public services and the appropriateness,
efficiency, and effectiveness of those services is assessed in a systematic way through program or
performance evaluations.

The Office of the Auditor General conducts limited performance audits, two of which were
reviewed for the assessment. A focus on efficiency and effectiveness was included in the performance
audit relating to Violence against Women. However, in general, the percentage of funds covered within
the performance audits is miniscule compared to the annual budget at this time.

Based on the analysis and supporting evidence the score for this dimension is D.

PI1-9 Public access to fiscal information

The PI-9 indicator assesses the comprehensiveness of fiscal information available to the public
based on specified elements of information to which public access is considered critical. It consists
of a single dimension.

PI-9 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-9 Public access to fiscal B
information
9.1 Public access to fiscal B The government makes available to the public six
information elements, including at least four basic elements, in
accordance with the specified time frames.

9.1 Public access to fiscal information

Dimension 9.1 assesses the comprehensiveness of fiscal information available to the public is based on
specified elements of information to which public access is considered critical. Five elements are categorized
as basic information requirements. A further four are considered additional This information should be
available without restriction, provided within a reasonable timeframe without a requirement to register,
and free of charge, unless otherwise justified in relation to specific country circumstances.

TABLE 9.1 Elements of availability of Fiscal Information
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Basic Information
Annual executive | The Economic and Fiscal Update Supplement To The 2019-2020 Yes
budget proposal | Budget Address (budget supplement), Budget Estimates 2019-2020
documentation (budget estimates), and Budget Kit were made available the day of
submission to the legislature (June 7, 2019). They are placed on the
MoE website and on the Parliament website. Dates and access on
website were substantiated by PAC during pre-PEFA discussions
and upload dates prepared by the IT departmentin MoE.

Enacted Budget | https://www.laws.gov.fi/LawsAsMade# Budget passed June 20, Yes
2019. Published June 24, 2019

In-year budget | 3™ quarter budget execution 2018/19 (ending April 30, 2019)- Yes

execution available on-line May 14, 2019

reports

Annual budget 2018-19. Presented January 2019 for year ended July 31, 2018 Yes

execution report

Audited annual Not on website No

financial report,
incorporating or
accompanied by
the external
auditor's report.
Additional Elements
Pre-budget Yes — May 9, 2019 Yes
statement.
Other external Yes — Published on Parliaments website when tabled Yes
audit reports
Summary of the | Y -June 7, 2019 Budget Kit Yes
budget
proposal.
Macroeconomic | Y —June 7, 2019 Yes
forecasts.

Based on the analysis and supporting evidence the score for this dimension is B.
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Management

Effective management of assets and liabilities ensures that risks are adequately identified and
monitored, public investments provide value-for-money, financial investments offer appropriate
returns, asset maintenance is well planned, and asset disposal follows clear rules. It also ensures
that debt service costs are minimized and fiscal risks are adequately monitored so that timely mitigating
measures may be taken.

The indicators that make up this pillar show variable results. The basis for debt management is good
but lacks a current debt management strategy. Public assets management is good particularly with
respects to monitoring of financial assets and disposal of assets. However fiscal risk reporting relating to
public corporations and local authorities needs strengthening to match the quality of reporting on
contingent liabilities and other fiscal risks. Public investment management needs to be strengthened.

Pillar three dimensions feed in to the budget preparation process. Debt and investment information
areimportant components of the overall macroeconomic and fiscal forecasts, fiscal strategy and medium
term perspective in expenditure budgeting. The absence of recurrent cost implication of capital projects
and future debt means that the preparation of the budget is constrained. However, the information on
contingent liabilities and other fiscal risk assist in the budget process.

PI-10. Fiscal risk reporting

P1-10 measures the extent to which fiscal risks to central government are reported. It contains
three dimensions, and uses the M2 (AV) method for aggregating dimension scores:

PI-10 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI1-10 Fiscal risk reporting C+
10.1 Monitoring of public C The majority of public corporations do not publish
corporations audited financial statements within 6 months but most
do submit reports to Government within 9 months.

10.2 Monitoring of subnational D Subnational government does notreporton a timely
governments basis.

10.3 Contingent liabilities and A Comprehensive information on contingent liabilities is
other fiscal risks published.

The non-financial public corporations sector of the GoF includes both State Owned Enterprises
and statutory bodies that operate in a competitive marketplace.
Both SoEs and commercial statutory authorities are required to publish an Annual Report. Annual
reports contain:

e Operations of the company or authority and those of subsidiaries during the financial year.

e Audited consolidated financial statements in case of those which have subsidiaries.

e Auditor's report on the financial statements.
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e Other information as may be necessary to show the financial performance of the company or
authority and its subsidiaries, including comparison of its performance with its statement of
corporate intent.

The Minister of Economy is required to lay before Parliament the statement of corporate intent
of company or entity for that year together with the annual report and audited financial
statements for preceding financial year.

Table 10.1 Reporting by SoEs
Entity Type

Legislative Framework Legislative Timeframe

Government Commercial Public Enterprises Act | 30" April
Companies, Commercia 1996
Statutory Authorities, Re-| e Finance Management Act
organized Entities 2004
Statutory Authorities e Legislation establishing | ® 3-6 months following end of
entity and related financial year
regulations e Not specified/ as soon as
e Finance Management Act practicable
2004
e Finance Management
(Amendment) Act 2016

Borrowing is undertaken by SOEs and also by Local Government. The GoF supports both local
government and public corporations via both lending to these entities but also by guaranteeing their
borrowing from external lenders. Both lending and the issuing of guarantees are subject to approval by
the central government.

10.1 Monitoring of public corporations

Dimension 10.1 assesses the extent to which information on the financial performance and associated
fiscal risks of the central government’s public corporations is available through audited annual financial
Statements.

Table 10.1.1 Public Coriorations Financial Documents

Air Terminal Services Not Available >9
Airports Fiji Limited 2018 Audited FS 4/6/19 <6
Fiji Pine Not available

Fiji Broadcasting Corporation Draft Management 2018 FS 31/1/19 <6
Food Processors Fiji Limited Draft Management 2018 FS 4/2/19 <6
Post Fiji Limited 2018 Audited FS 30/7/19 <6
Fiji Rice Limited 2016/2017 Audited FS 13/8/19 >9
Yaqgara Pastoral Company Limited 2015 Audited FS 18/7/19 >9
Fiji Hardwood Corporation Limited Draft Management 2018 FS 6/3/19 <6
Fiji Airways* 2018 AFS na na
Fiji Meat Industry Board Draft Management 2018 FS 18/2/19 <6
Pacific Fishing Company Limited Draft Management 2018 FS 20/3/19 <6
Copra Millers of Fiji Limited Draft Management 2018 FS 31/1/19 <6
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Fiji Sugar Corporation Audited FS (31 May) 1/8/18

Fiji Ports Corporation Limited Draft Management 2018 FS 3/2/19 <6
Fiji Electricity Authority 2018 Audited FS 31/5/19 <6
Fiji Public Trustee Corporation Draft Management 2018 FS | 30/1/19 <6
Limited

Unit Trust of Fiji (management) Draft Management 2018 FS 2/2/19 <6
Limited

Assets Fiji Limited - -

Housing Authority Draft Management 2018 FS 6/2/19 <6

Note *: Fiji Airways press release on Fiji Airways website.

Most non-financial public corporations do not publish audit annual financial statements within
six months of the end of the fiscal year. Table10.1.1 shows the timing of reporting by non-financial
public enterprises. This data is consistent with the information contained in the OAG's report on the
audits of SoEs and commercial statutory bodies, published in June 2019, which contained the following

analysis — where the second last column shows a traffic light report on timeliness of reporting®.

9 Note: (1) Timeliness in the OAG report does not align with the PEFA definition. A green traffic light
indicates that financial statements are submitted for audit with 3 months of the end of the year. (2)
coverage of entities in the OAG report does not align with the GFS definition of non-financial public

corporations.
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Table 10.1.2 Information contained in the OAG's report on the audits of SoEs and commercial
statutory bodies
Entity

Internal controls Financial

Statement
Preparation
Government Commercial CE RA |CA |IC | MA T Q
Companies
1. Airports Fiji Limited * * * " * * *
2. Fiji Broadcasting Corporation * * [ * * * *
Limited
3. Fiji Public Trustee Corporation » * * | * » * L
Limited
4. Post Fiji Limited * »
5. Unit Trustof Fiji (Management) * * | % | % » * *

Limited
Commercial Statutory Authorities

6. Energy Fiji Limited * * *» *
Majority- owned entities

7. Copra Millers of Fiji Limited * * * * *

8. Pacific Fishing Company Limited #* #* * *
Other entities

9. FDB Nominees Limited * » * * *
10. Fiji Development Bank * * * *
CE=Control Environment RA=Risk Assessment CA=Control Activities

IC=Information and Communication Control MA=Monitoring Activities
T=Timeliness of draft financial statements Q=Quality of draft financial statements

Source OAG report on the audits of SOEs and commercial statutory bodies

The OAG report also lists those entities with delays in submission of financial statements that
extend beyond one year.

Table 10.1.3 Information contained in the OAG's report on audit delays
Government Commercial Last year Audits

Company audited delayed
(Years)

1. Fiji Rice Limited 2017 1

2. Viti Corporation Limited 2006 11

3. Yaqara Pastoral Limited 2015 3

4. Food processes Fiji Limited 2008 10

5. Fiji Hardwood Corporation 2016 2

6. Walesi Fiji Limited New 4

7. Fiji Investment Corporation 2005 13

Limited
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Most public corporations (on a weighted average basis) do submit their financial reports to
government within nine months of the end of their fiscal year. In the analysis of weighted averages,
timely reporting by the Fiji Airports Authority and Fiji Electricity Authority had a significant impact in
bringing the average number of entities that reported within 9 months above 50%.

Based on the analysis and supporting evidence the score for this dimension is C.

10.2 Monitoring of subnational governments

Dimension 10.2 assesses the extent to which information on the financial performance, including the
central government's potential exposure to fiscal risks is available through audited annual financial

statements of sub national governments.

Table 10.2. Timeliness of Audits of Municipal Councils

Municipal Council Lastyear Audits delayed
audited (Years)
1. Suva 2011 6
2. Lami 2013 4
3. Sigatoka 2017 Nil
4. Nadi 2014 3
5. Lautoka 2013 4
6. Ba 2017 Nil
7. Tavua 2013 4
8. Rakiraki 2017 Nil
9. Levuka 2011 6
10. Nausori 2013 4
11. Nasinu 2009 8
12. Labasa 2017 Nil
13. Savusavu 2010 7

Source: OAG audit report to parliament on municipal audits

The publishing of annual financial statements for subnational government is significantly delayed.
A report by the Office of the Auditor General to Parliament regarding municipal audits, published in
August 2019 found that “the financial statements of most councils audited were not received on time”.
The reportidentifies that, out of a total of 46 financial statements of Municipal Councils which are due
and yet to be completed:

¢ 11 audits are in progress and mostly in finalization stage

e 4 accounts will be resubmitted

¢ 21 financial statements yet to be received

¢ 10 audits are yet to be commenced

The OAG report indicated the reasons why the audits are in backlog. These are due to the following:
¢ Delay in submission of draft accounts for audits or draft accounts submitted were incomplete
and were returned to the councils for further action; and
¢ Relevant information/records were not provided for audit on a timely basis.
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Based on the analysis and supporting evidence the score for this dimension is D.
10.3 Contingent liabilities and other fiscal risks

Dimension 10.3 assesses monitoring and reporting of the central government's explicit contingent
liabilities from its own programs and projects, including those of EBUS.

The annual financial statements of the Government and the supplementary budget paper identify
all significant contingent liabilities, including explicit guarantees of loans raised by all
government entities, including financial and non-financial public corporations. Schedule 5 of the
financial statements also identifies the implicit guarantee of the central bank and local government as
well as a significant litigation claim on the FRSC outstanding. Contingent liabilities associated with
membership of IBRD and ADB, being the callable capital in each entity, are also listed. The last published
financial statements are for the period to 31 August 2017.

The financial statements are somewhat out of date (not covering the most recently completed
financial year). Nonetheless, the 2019-20 Budget Supplement contains the same level of details
regarding contingent liabilities (as observed in the 2016-17 financial statements) including a time series
of contingent liabilities up to 31 July 2018. The budget supplement also specifically addresses fiscal risks,
including analysis of interest rate, foreign exchange and refinancing risks associated with debt as well as
the contingent liabilities.

There is no reporting on implicit contingent liabilities of the BCG, such as potential failure of investments
by the Fiji National Provident Fund. However, these implicit contingent liabilities are not possible to
quantify, and in the case of the FNPF the fact that it is a defined contribution scheme reduces possible
exposure.

Based on the analysis and supporting evidence the score for this dimension is A.

PI-11. Public investment management

The PI-11 indicator assesses the economic appraisal, selection, costing, and monitoring of public
investment projects by the government. It contains four dimensions and uses the M2 (AV) method for
aggregating dimension scores:

PI-11 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-11 Public investment C
management
11.1 Economic analysis of C Economic analysis is undertaken for “major” investment
investment projects projects (by donors), however these are not undertaken in
the context of any national guidelines.
11.2 Investment project C Prioritization is done during the budget but without set
selection decision criteria.
11.3 Investment project C Total capital costs of major projects over the 3-year period
costing are shown in the budget estimates but without recurrent
costs.
11.4 Investment project C Physical and financial progress of major projects is tracked
monitoring quarterly but associated reporting is not published.
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As at time of drafting, the assessment team did not receive data on the ten largest public
investment projects to assess the size of such projects relative to the total size of the budget.
Rather than sampling these ten largest projects, the assessmentis based on the methodology applied
to assessment of public investment project — which apply irrespective of size.

11.1 Economic analysis of investment projects

Dimension 11.1 assesses the extent to which robust appraisal methods, based on economic analysis, are
used to conduct feasibility or prefeasibility studies for major investment projects and whether the results of
analyses are published.

The budget process is well articulated in budget circulars and includes a process for assessing
investment projects that is well understood by line ministries. Part C of the Budget Submission
Template relates to capital projects and is known as the PSIP form. The template requires information
regarding the status of the project, the purpose, rationale, alternative options, results of stakeholder
consultation, level of preparedness, results of previous program evaluation, possible revenue generation,
capital cost (but no recurrent), timelines of projected activities and outputs. Section C.4 of the PSIP form
seeks an outline of project benefits as well as the results of any comparison of costs and benefits but
does not make this cost-benefit analysis mandatory. Section C6 seeks an analysis of risk associated with
the project, including project implementation risks as well as risk associated with not funding the project
As such, there is no national guidelines that require detailed economic analysis.

However, the assessment team did find evidence of detailed economic analysis for each of the three
“major investments” included in the 2011-19 Budget:

1. Transport Infrastructure Investment Sector Project, for which the budget allocated $74.2 million
for roads and $67.6 million for bridges to the Fiji Roads Authority. Total funding of $141.8
represents 3% of total budgeted expenditure. This project is allocated $41.1 million by the ADB
and ; $20.5 million by the World Bank. Detailed economic analysis was undertaken by the World
Bank (Report No: PAD1092)

2. Fiji Rural Electrification Project, for which $50.8 million is budgeted under the Ministry of
Infrastructure and Transport, equivalent to 1.1% of total budgeted expenditure. Financing for the
project is received by the ADB, who undertook a detailed economic appraisal of the project
https://www.adb.org/sites/default/files/project-document/69376/35487 -fij-tacr.pdf

3. Urban Water Supply and Wastewater Management Investment Program funded from within the
$238.8 million grant to the Water Authority of Fiji and funding from the ADB, the Green Climate
Fund and the European Investment Bank. Total project value is $405 million USD, with $185
million funded by the GoF, making the project greater than 4% of total budgeted expenditure.
The project underwent detailed economic appraisal by donors, including ADB appraisal:
https://www.adb.org/sites/default/files/linked-documents/49001-002-ea.pdf

These were the only projects identified as meeting the definition ofa “major project” with a project spend
that represented more than 1% of the budget and among the largest 10 projects for each of the 5 largest
central government units.

As each of the major investment projects underwent a robust economic analysis but these were
not within the context of any national guidelines, the score is C.
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Dimension 11.2 assesses the extent to which the project-selection process prioritizes investment projects
against clearly defined criteria.

Standard PSIP forms are completed. Projects are prioritized by individual line ministries once ceilings
areset. Prioritization of projects between ministries, in the setting of ceilings, is not based on set criteria
but rather based on discussion of alternatives at Permanent Secretary and Ministerial level in budget
planning meetings. Reference is made to the National Development Plan, sector plans and the business
plans of individual agencies during project selection and prioritization. Input is provided by CIU on the
practical aspects of construction project feasibility. However, there are no defined decision criteria for
prioritizing projects. Beyond these standard processes for assessing PSIPs, there are no special processes
or criteria for prioritizing “major investment projects”.

As major projects are prioritized, but not on the basis of set criteria, the score for this dimension
is C.

Dimension 11.3 evaluates whether the budget documentation includes medium-term projections of
investment projects on a full-cost basis and whether the budget process for capital and recurrent
spending is fully integrated.
The budget document shows the capital spend of each “Program” by “Activity”. This is for each
Ministry, split between sub-heads as follows:

8. Capital Construction

9. Capital Purchase

10. Capital Grants and Transfers

For each Activity, there is a listing in the budget estimates of key items under each sub-head. This
includes a listing of major projects funded and the cost of each projectin the budget year. However, this
information does not include the recurrent costs associated with the project. Furthermore, the forward
estimates of the recurrent sub-heads in the budget estimates book consistently show zero planned
change in the value of recurrent expenditure of all programs. This reflects that the recurrent costs of
capital projects is not data that is required in the budget submissions templates. Discussions with the
MoE and MDAs suggest that securing recurrent funding for capital projects will come as an ad- hoc
request in subsequent budget processes —closer in time to when the projectcomes on-stream. Thus, the
forward estimates in the budget are not being used to project the recurrent cost of capital projects
approved.

There is no special or additional information presented for “major investment projects” in the bud get
documents.
Based on the analysis and supporting evidence the score for this dimension is C.

Dimension 11.4 assesses the extent to which prudent project monitoring and reporting arrangements are
in place for ensuring value for money and fiduciary integrity.

The Ministry of Economy tracks the physical and financial progress of major projects. The MoE
requires the entity overseeing the project to provide information on a quarterly basis using a set
template. In addition, the MoE undertakes site visits to confirm the validity of this information. There is
no special or additional monitoring of “major investment projects” by the implementing government
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unit — standard processes described above apply. While the information gathered is used for decision-
making in the budget process, itis not collated into a report that is published.

The CIU closely monitors the projects for which it is the implementing agency. The CIU maintains
up to date information of project progress using a formal project management methodology. A
“situation room” is in place at the CIU which includes information on the status of key projects.
Nonetheless, the CIU does not produce whole-of-government reports on project status and the
information that it does produce is not published.

Based on the analysis and supporting evidence the score for this dimension is C.
PI-12. Public asset management

The PI-12 indicator assesses the management and monitoring of government assets and the
transparency of asset disposal. It contains three dimensions and uses the M2 (AV) method for
aggregating dimension scores.

PI-12 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
Pl-12 Public Asset Management B
12.1 Financial Asset Monitoring B BCG reports on financial asset holding and their
performance.
12.2 Non-financial asset C Asset registers are maintained but not published.
monitoring
12.3 Transparency of asset A Asset disposal is well controlled and transparent.
disposal

12.1 Financial asset monitoring

Dimension 12.1 assesses the nature of financial asset monitoring, which is critical to identifying and
effectively managing the key financial exposures and risks to overall fiscal management.

The Government'’s financial assets consist mainly of cash, loans, receivables and equity holdings
in public corporations. The Fiji National Provident Fund collects pension contributions from employees
and employers under a government mandate and invests these funds in various ways, including direct
investments in property as well as equity investment in commercial subsidiaries (including entities in the
telecommunications, tourism and banking sectors).

The government maintains records of its financial asset holdings and publishes a financial balance
sheet as part of its annual financial statements. The balance sheet includes an estimate of total equity
and the notes to the financial statements include tables listing all equity investments and showing
movements in equity. The notes to the financial statements also include information on accounts
receivable, which for the GoF, the largest elements are tax receivables and loan receivables.

All assets are recorded at their acquisition cost, except for equity holdings. These reflect the
reported fair value (on balance sheet) of the respective entity.

The annual budget supplement includes a chapter on the balance sheet. This includes basic
information on the performance of most financial assets, including return on equity on equity holdings
in SoEs as well as data on tax receivables, including time series and age profiles. Financial reports do not
include information on the performance of loans to public entities, which amounted to $273.3 million as
end of 2016 (equivalent to more than 10% of total financial assets).

The Fiji National Provident Fund includes information on its asset holdings in its annual report.
This also includes some basic information about investment performance.
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As performance of most, but not all, categories of financial assets is reported the score for this
dimension is B.

12.2 Nonfinancial asset monitoring

Dimension 12.2 assesses the features of nonfinancial asset monitoring for BCG. Reporting on
nonfinancial assets should identify the assets and their use.

TABLE 12.2 Categories of nonfinancial assets

Categories Subcategories Where Comments
captured
Fixed assets Buildings and structures MDA asset Assets are managed ona
registers decentralized basis. These are kept
Machinery and equipment |MDA asset for management purposes and not|
registers currently used for assigning cost
Other fixed assets MDA asset of consumption of asset or for
registers financial reporting.
Inventories — MDA registers
Valuables — MDA registers
Non-produced | Land Ministry of Land [Central land register, with GIS.
assets Mineral and energy No evidence
resources
Other naturally occurring |No evidence
assets
Intangible non-produced |No evidence
assets

Note: The categories in the table are based on the GFS Manual 2014, but different categories applied by the
government may be used.

Ministries keep an asset register. These registers include information on asset type, age, location and
cost. The asset register is verified annually by a Board of Survey. The annual audit report by the OAG
points to some issues with completeness of asset registers and incomplete board of survey stock -takes.

Asset registers have traditionally been paper-based ledgers of assets. However, the MoE is rolling
out an excel-based asset register system as part of the implementation of a broader whole of
government asset management framework. Neither of these asset registers is published.

The Ministry of Lands maintains a register and administers State land in accordance with the State
Lands Act. Fiji has participated in the Pacific Catastrophe Risk Assessmentand Financing Initiative and
has data, including basic valuations, for some of its existing property holdings also through this dataset.

The Government’s annual Financial Statements do not contain a full balance sheet including non-
financial assets. It is more akin to a financial balance sheet. As an example, the Non-current assets in
the balance sheet in financial statements include two items: “term-loans receivable” and "equity
investments”.

On the basis that asset registers are maintained but not published, the score the score for this
dimension is C.

12.3 Transparency of asset disposal
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Dimension 12.3 assesses whether the procedures for transfer and disposal of assets are established
through legislation, regulation, or approved procedures.

The Financial Management Act and Financial Instruction provide a clear set of procedures for asset
disposal. These include internal controls that require approvals under delegations based on the value of
the assetto be disposed. Information on significant assetdisposals is included in the budget. An example
of this is the sale of shares in public corporations, which are included in budget estimates and actual
revenue is reported in annual financial statements as well as subsequent budget documents (which
report on actuals).

Based on the analysis and supporting evidence the score for this dimension is A.

PI-13. Debt management

The P1-13 indicator assesses the management of domestic and foreign debt and guarantees. It
contains three dimensions and uses the M2 (AV) method for aggregating scores.

PI-13 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-13. Debt management B
13.1 Recording and A Domestic and foreign debt and guaranteed debt
reporting of debt records are complete, accurate, updated, and reconciled
management monthly.
Comprehensive management and statistical reports covering
13.2 Approval of debt and A Primary legislation grants authorization to borrow, issue new
guarantees debt, and issue loan guarantees on behalf of the central

government to a single responsible debt management entity.
Documented policies and procedures provide guidance to
borrow, issue new debt and undertake debt-related
transactions, issue loan guarantees, and monitor debt
management transactions by a single debt management
entity. Annual borrowing must be approved by the

13.3 Debt management D A draft DMS was prepared in 2016, this was not
strategy endorsed by government. A revised draftis currently

TABLE 13.1 Public debt levels in Fiji 2012/13 to 2018/19

2013 | 2014 2015 2016 2017 2018 | 2019
Total Debt (FJD m) 3,753.7 | 3,929.1 | 4,382.8 | 4,507.7 | 4,671.7 ] 5,220.5 | 5735.2
Total debt (% of GDP) 48.2 46.4 45.8 44.6 43.9 45.7 48.4
Total debt serving (FJD m) 495.7 449.7 446.6 989.8 [ 1,303.6| 876.7| 1,588.1
Debt serving as % of GDP 6.4 5.3 4.7 9.8 12.2 7.7 13.4

13.1 Recording and reporting of debt and guarantees

Dimension 13.1 assesses the integrity and comprehensiveness of domestic, foreign, and guaranteed debt
recording and reporting.
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Fijian public sector debt consists of: (i) general financing through the issuance of Treasury Bills
and Bonds; and (ii) multilateral and bilateral borrowing for specific projects. MoE utilizes the
Commonwealth Secretariat Debt Recording and Management System (CS-DRMS) to monitor overall
CG'0 debt. Debt level reporting is provided through the MoE website ' which contains a mix of quarterly
and annual reports on debt. Information on market operations is available through the RBF website. ™
Domestic and external debt information in the CS-DRMS is reconciled monthly with the MoE FMIS.
Current data is also provided through an electronic general data dissemination system (E-GDDS) hosted
through the RBF website.”® The governance processes for government incurring debt on behalf of the
State is established through the FMA.

Quarterly debt reports are available and are, to a degree, accessible. At the time of assessmentsome
previous years' reports were missing, however reports were available for more recent periods, namely
quarters two and three of the 2018/19 financial year. Up to date data is also available through the E-
GDDS component of the RBF website.

The quarterly debt report provides details on debt. It includes (i) the total stock of debt; (ii) whether
debt is external or domestic (iii) debt servicing costs for the preceding quarter by type of debt; (iv) the
composition of creditors and currency; and (v) contingent liabilities with guarantees on behalf of public
sector entities.

Overall responsibility for management and reporting of debt rests with MoE’s Debt Management
Unit.

Based on the analysis and supporting evidence the score for this dimension is A.

13.2 Approval of debt and guarantees

Dimension 13.2 assesses the arrangements for the approval and control of the government’s contracting
of loans and issuing of guarantees, which is crucial to proper debt management performance.

A guarantee policy was recently developed as an internal procedural guide for MoE to manage
fiscal risks arising from government guarantees. The policy applies to all entities requesting a
government guarantee for any borrowing they intend to undertake with a nominated lending institution.
The Constitution prevents the government from providing a guarantee to an individual or body
without the authorization of Parliament. It also establishes a reporting mechanism back to
Parliament’*. Part 9 of the FMA allows the Minister to borrowin line with the constitutional requirements.
A guarantee policy has also beendeveloped as an internal procedural guide to assist MOE with managing
fiscal risks that arise from government guarantees.

Based on the analysis and supporting evidence the score for this dimension is A.

13.3 Debt managementstrategy

Dimension 13.3 assesses whether the government has prepared a debt management strategy with the
long-term objective of contracting debt within robust cost-risk trade-offs.

10 For EBUs, when the Minister of Economy approves the loan or guarantee, it becomes part of the
?overnment process for managing loans, guarantees and related payments.
T http://www.economy.gov.fi/indexphp/en/resources -main/publications/corporate -resources-2/debt-report
2 https//www.rbfgovfi/Left-Menu/Fina ncial-Market-Operations

13 https://www.rbfgov.fj/Statistics/e-GDDS
14 Chapter 7 Section 145
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A draft DMS was prepared in 2016. This DMS was not endorsed by government, and a revised draft s
currently being prepared.
Based on the analysis and supporting evidence the score for this dimension is D.
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Policy-based fiscal strategy and budgeting processes enable the government to plan the
mobilization and use of resources in line with its fiscal policy and strategy.

While there are some dimensions in this pillar that have strong scores the indicators scores show
overall limitation due to weaknesses in more dimensions. Fiscal forecasts are good but the overall
macroeconomic and fiscal forecasting is lowered due to weaknesses in macrofiscal sensitivity analysis
and the absence of assumptions and independent review. The good fiscal strategy adoptionis dampened
by neither having forward fiscal impacts of policy proposals nor reporting onfiscal outcomes. The medium
term expenditure estimates are not supported by costed sector strategies and medium term ceilings and
a review of past performance. There is a budget calendar that allows sufficient time for budget
preparation but lacks hard ceilings and gives the legislature less than a month to scrutinize the proposal.
Nevertheless the budget is passed before the start of the fiscal year with a good review process in place.

As highlighted in pillar one, although forecasts are prepared, there has been an underlying
weakness in revenue forecasts that have undermined the creditability of the budget as budgeted
expenditures are based on them This has had a knock on impact on the effectiveness of processes and
procedures in the budget formulation process. Realism in expenditure has been implemented by
replacing good monthly reporting of revenues that has established in-year expenditure allocations
supported by solid expenditure controls.

Pl-14 measures the ability of a country to develop robust macroeconomic and fiscal forecasts,
which are crucial to developing a sustainable fiscal strategy and ensuring greater predictability of
budget allocations. It also assesses the government's capacity to estimate the fiscal impact of potential
changes in economic circumstances. It contains three dimensions and uses M2 (AV) for aggregating
dimension scores.

PI-14 Summari of scores and ierformance

Pl-14. Macroeconomic and C+

Fiscal Forecasting

14.1 Macroeconomic C Forecasts of the macroeconomic indicators are prepared for
forecasts the budget and the two following years, however only the

budget and one forward year are published. Underlying
assumptions on the exchange rates and interest rates
supporting the budget are not published.

14.2 Fiscal forecasts B The government prepares forecasts of the main fiscal
indicators, including revenues (by type), aggregate
expenditure, and the budget balance, for the budget year and
two following fiscal years. These forecasts, together with the
underlying assumptions, are included in budget
documentation submitted to the legislature.

14.3 Macro-fiscal sensitivity C The macro-fiscal forecasts prepared by the government
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analysis include a qualitative assessment of the impact of alternative
macroeconomic assumptions.

Two major macroeconomic forecasting rounds are conducted by government during the year. The
November round informs the development of the fiscal strategy for the forthcoming budget. In
November 2018 the fiscal strategy developed by MoE, was endorsed by Cabinet and guided the overall
budget development process for the 2019/20 budget. This differs from previous years where prepared
fiscal strategies were noted by Cabinet, but not endorsed.

The second forecasting round is conducted in June prior to the finalization of the budget. The
outcome of which forms the macro-economic assumptions underlying the budget.

Macroeconomic forecasts are separately prepared by the MoE and the RBF. In this regard, they meet
biannually as part of the Macro-economic Forecasting Committee (MFC)'® to review macro- economic
forecasts. The “Economic and fiscal update supplement to the budget address” presented annually to
the Parliament at the time of the budget provides the major narrative on the macro-economic and fiscal
environment. No mid-year update published. More detailed information on revenue and expenditure is
provided in the "Budget Estimates” document presented to Parliament.

Dimension 14.1 assesses the extent to which comprehensive medium-term macroeconomic forecasts and
underlying assumptions are prepared to inform the fiscal and budget-planning processes and are
submitted to the Legislative Assembly as part of the annual budget process.

Table 14.1 — Production of Macroeconomic Forecasts

2017/18 Budget 2018/19 Budget 2019/20 Budget
GDP Growth Published Published Published

17/18 and 18/19 18/19 and 19/20 19/20 and 20/21
Inflation Published Published Published 19/20 and

17/18 and 18/19 18/19 and 19/20 20/21
Exchange Rates Not published Not published Not published
Interest Rates Not published Not published Not published

Forecasts of the macroeconomic indicators are prepared for the budget and the two following
years. Underlying assumptions on the exchange rates and interest rates supporting the budget are not
published.

Based on the analysis and supporting evidence the score for this dimension is C.

Dimension 14.2 assesses whether government has prepared a fiscal forecast for the budget year and the
two following fiscal years based on updated macroeconomic projections and that reflects government -
approved expenditure and revenue policy settings.

Table 14.2 Published Fiscal forecasts
| | 2017/18 Budget

| 2018/19 Budget | 2019/20 Budget

15 The MFC also has further representation from FBOS, OPM, MITT, Investment Fiji, MIT
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Aggregate Revenue Published 17/18, 18/19 | Published 18/19, Published 19/20,
and 19/20 19/20 and 20/21 20/21 and 21/22
Detailed Revenue Published 17/18,18/19 | Published 18/19, Published 19/21,
and 19/20 19/20 and 20/21 20/21 and 21/22
Aggregate Expenditure | Published 17/18,18/19 | Published 18/19, Published 19/21,
and 19/20 19/20 and 20/21 20/21 and 21/22
Detailed Expenditure ¢ | Published 18/19, 19/20 | Published 18/19, Published 18/19,
and 20/21 19/20 and 20/21 19/20 and 20/21
Budget Balance Published 17/18,18/19 | Published 18/19, Published 19/21,
and 19/20 19/20 and 20/21 20/21 and 21/22

Fiscal forecasts are published by the government through the budget documents. The annual
“Economic and Fiscal Update Supplement to the budget address” provides the reader with the
macroeconomic and fiscal environment for the projected three years (including budget year), fiscal
information is provided at an aggregate level. Detailed information is also provided in the “Budget
Estimates” document.

Based on the analysis and supporting evidence the score for this dimension is B.

Dimension 14.3 assesses the capacity of governments to develop and publish alternative fiscal scenarios
based on plausible unexpected changes in macroeconomic conditions or other external risk factors that
have a potential impact on revenue, expenditure, and debt.

MOE prepared alternative fiscal scenarios for the 2019/20 budget. The MoE showed different
unpublished modelled scenarios which where were used for internal working purposes during the
development of the budget.

Based on the analysis and supporting evidence the score for this dimension is C.

PI-15 analyses the capacity to develop and implement a clear fiscal strategy and measures the
ability to develop and assess the fiscal impact of revenue and expenditure policy proposals. It
contains three dimensions and uses the M2 (AV) method for aggregating dimension scores.

16 Total estimates are not shown it is the change from the previous year at a very detailed level that is
presented but added to the based year provides the total.
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PI-15 Summari of scores and ierformance

PI-15. Fiscal strategy C+

15.1 Fiscal Impact of C The Government prepares estimates of the fiscal impact of all

policy proposals proposed changes in revenue and expenditure policy for the
budget year.

15.2 Fiscal strategy B The Government has adopted and submitted to the

adoption Legislature a current fiscal strategy that includes quantitative

or qualitative fiscal objectives for at least the budget year and
the following two fiscal years.

15.3 Reporting on C The government prepares an internal report on the progress
fiscal outcome made against its fiscal strategy. Such a report has been
prepared for at least the last completed fiscal year.

The 2018/19 Economic and Fiscal Update Supplement to the Budget Address outlined the
medium-term fiscal strategy. This specified fiscal policy for the medium term would be geared towards
sustaining Fiji's current positive economic growth momentum and securing financial stability. These were
focused on achieving the following key macroeconomic targets over the medium to long term:
e achieving annual growth of four to five percent;
e propelling annual investments (combined private and public investments) to rise beyond 25
percent of GDP;
e managing inflation ataround three percent;
e ensuring foreignreserves coverage of about four to five months;
e maintaining budget deficits at sustainable levels; and
e reducing Government's debt stock to 40 percentof GDP in the medium term and working
towards reducing debt to 35 percent of GDP by 2036.

A specific report outlining progress against the fiscal strategy is not produced. However, the
supplement to the budget does contain historical fiscal information.

Dimension 15.1 assesses the capacity of the government to estimate the fiscal impact of revenue and
expenditure policy proposals developed during budget preparation.

The supplement document accompanying the 2017/18,2018/19 and 2019/20 budgets outlined
specific policy decisions of government.'’ The annual fiscal impact of these measures was prepared
by government and published in some instances. New expenditure policy initiatives are announced by
government in the budget. However, the ongoing fiscal impact beyond the budget year of the new
measures does not appear to be systematically calculated. Not all information is published for all
measures. The 2017/18 budget supplement contained a table'® outlining the cost of social assistance
programs and ruraland maritime development for 2016/17 and 2017/18 allowing the reader to calculate

T77ax policy measures described in 2017/18 Budget Supplement Chapter 10 2018/18 and 2019-2020 Budget
Supplement Chapter 8

18 Table 6.1: Government Assistance for Social Protection M)
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the impact of those decisions for the 2017/18 year'?. It was difficult to ascertain whether the fiscalimpact
of different policy announcements was one off or ongoing in nature.
Based on the analysis and supporting evidence the score for this dimension is C.

Dimension 15.2 assesses the extent to which government prepares a fiscal strategy that sets out fiscal
objectives for at least the budget year and the two following fiscal years.

The 2018/19 economic and fiscal-update supplement sets out the medium-term fiscal strategy
outlining fiscal consolidation as a key focus. This has the objective of building fiscal buffers following
the recovery and reconstruction arising from the impact of Tropical Cyclone Winston in 2016. The
strategy outlines some key quantitative measures which have been mentioned previously. These,
however, are not explicitly time-based.

Based on the analysis and supporting evidence the score for this dimension is B.

Dimension 15.3 assesses the extent to which the government makes available—as part of the annual
budget documentation submitted to the legislature—an assessment of its achievements against its stated
fiscal objectives and targets.

The Government does not provide a full set of data on the previous and current years’ fiscal
performance. Neither the budget supplement nor the budget estimates document provides information
that can establish progress against its fiscal objectives. These data are prepared internally.

Table 15.3 Reporting on Fiscal Strategy
2018/19 Fiscal Strategy Reporting on 18/19 revised
Objectives estimates in 19/20 budget
Maintain budget deficits at No figure provided on the
sustainable levels estimated budget balance for
2018/19.

2019/20 Fiscal Strategy
Objectives

Budget deficits at below 3.0
percent of GDP

Reduce Government's debt stock

to 40 percent of GDP in the
medium term, and work towards

Estimated to be 45.9% Outlining
increase was due to
reconstruction efforts following

Government's debt stock of 45
percent of GDP in the medium
term.

reducing debt to 35 percent of
GDP by 2036 as outlined in the
NDP.

Cyclone Winston.

Based on the analysis and supporting evidence the score for this dimension is C.

The PI-16 indicator examines the extent to which expenditure budgets are developed for the
medium-term within explicit medium-term budget expenditure ceilings. It also examines the extent
to which annual budgets are derived from medium-term estimates and the degree of alignment between
medium-term budget estimates and strategic plans. It contains four dimensions and uses the M2 (AV)
method for aggregating dimension scores.

19 Social welfare spending rose from 133.9 in 2016/17 rose to 328.78 in 2017/18; Rural and maritime development
spending rose from 40.2 millionin 2016/17 to 76.8 millionin2017/18.
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PI-16 Summary of scores and performance

Pl-16. Medium-term D+
perspective in expenditure
budgeting
16.1 Medium-term expenditure B The annual budget presents estimates of expenditure
estimates for the budget year and the two following fiscal years
allocated by administrative and economic
classification.
16.2 Medium-term expenditure D Medium term expenditure estimates are provided in
ceilings the budget documentation, but these are not
ongoing established ceilings endorsed by
government.
16.3 Alignment of strategic plans D Localized strategic plans vary in their scope and
and medium-term budgets timing; some were released prior to the NDP. Of the
top 11 agencies by funding level (89%) only one had
a costed plan.
16.4 Consistency of budgets with D No explanations are provided of the changes to
previous year's estimates expenditure estimates between the second year of
the last medium-term budget and the first year of
the current medium-term budget neither at the
aggregate nor spending agency level.

Fiji’s National Development Plan (NDP), incorporates both a 20-Year Development Plan (2017-
2036) and a five-year Development Plan (2017-2021). The five-Year plan provides a detailed action
agenda with specific targets and policies that are aligned to the long-term aspirational 20-Year
Development Plan.?°

Medium term expenditure estimates are provided and provide a profile of estimated changes to
the expenditure profile going forward. These are not established nor approved ceilings.

Dimension 16.1 assesses the extent to which medium-term expenditure estimates are prepared and
updated as part of the annual budget process. The preparation of medium-term estimates is intended to
strengthen fiscal discipline and improve predictability of budget allocations. Medium-term estimates should
be disaggregated by high-level administrative, economic, and program or functional classification.
The 2018/19 budget estimates provide a significant amount of information on expenditure. The
budget estimates (2018/19) are provided and details on the planned change for the subsequent years
(2019/20 and 2020/21). Expenditure estimates are provided at:

e an aggregate level by economic type;

e an aggregate level by administrative entity; and

e detailed expenditure by head (or appropriation level.

20 National Development Plan https://www fiji.gov.fi/getattachment/15b0ba03-825e-47f7-bf69-
094ad33004dd/5-Year-20-Year-NATIONAL-DEVELOPMENT-PLAN.aspx
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Based on the analysis and supporting evidence the score for this dimension is B.

Dimension 16.2 assesses whether medium-term expenditure ceilings are applied to the estimates produced
by ministries to ensure that expenditure beyond the budget year is consistent with government fiscal policy
and budgetary objectives. Such ceilings should be issued to ministries before or when the first circular is
distributed at the commencement of the annual budget preparation cycle.

Medium term expenditure estimates are provided in the budget documentation, but these are not
ongoing established ceilings endorsed by government. The first forward year becomes the base from
which the following year’s budget envelope is developed.

Based on the analysis and supporting evidence the score for this dimension is D.

Dimension 16.3 measures the extent to which approved expenditure policy proposals align with costed
ministry strategic plans or sector strategies. Strategic plans should identify resources required to achieve
medium- to long-term objectives and planned outputs and outcomes.

The NDP is not a costed document at either the five or 20 year level. Localized strategic plans vary
in their scope and timing; some were released prior to the NDP. Of the top 11 agencies by funding level
(89%) only one had a costed plan. There was little evidence that expenditure proposals for that agency
were linked to its costed plan.

Table 16.3 National budget share covered by costed agency and sector plans in 2019 %!
Operating Capital Total % Budget Costed
Ministry of Education, Heritage and Arts 456,918 8,800 465,718 18% No
Fiji Roads Authority 19,665 399,761 419,427 17% No
Ministry of Health and Medical Services 303,529 34,749 338,278 13% No
Water Authority of Fiji 88,994 169,722 258,716 10% No
Fiji Police Force 164,305 10,825 175,130 7% No
M|n|§try of Women, Children & Poverty 124,782 2250 127,032 5% No
Alleviation
Higher Education Institutions 100,587 15,000 115,587 5% No
Republic of Fiji Military Forces 90,771 3,198 93,968 4% No
Ministry of Infrastructure and Transport 56,986 31,241 88,226 3% Yes
Ministry of Economy 82,503 3,727 86,230 3% No
Independent Bodies 84,724 - 84,724 3% No

Based on the analysis and supporting evidence the score for this dimension is D.

21 Data Annex
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Dimension 16.4 assesses the extent to which the expenditure estimates in the last medium-term budget
establish the basis for the current medium-term budget. This will be the case if every expenditure variation
between the corresponding years in each medium-term budget can be fully explained and quantified.

Medium term expenditure forecasts were provided inthe 2016/17,2017/18 and 2018/19 budgets.
No explanations are provided for the changes to expenditure estimates between the second year of the
last medium-term budget and the first year of the current medium-term budget neither at the aggregate
nor spending agency level.

Based on the analysis and supporting evidence the score for this dimension is D.

The PI-17 indicator measures the effectiveness of participation by relevant stakeholders in the
budget preparation process, including political leadership, and whether that participation is
orderly and timely. It contains three dimensions and uses the M2 (AV) method for aggregating
dimension scores.

PI-17 Summari of scores and ierformance

P1-17 Budget B
preparation process
17.1 Budget Calendar A A clear annual budget calendar exists, is generally adhered
to, and allows budgetary units at least six weeks from receipt
of the budget circular to meaningfully complete their
detailed estimates on time.
17.2 Guidance on C A budget circular or circulars are issued to budgetary units,
budget preparation including ceilings for administrative or functional areas. Total
budget expenditure is covered for the full fiscal year. The
Budget estimates are reviewed and approved by Cabinet
after they have been completed in every detail by budgetary
units.
17.3 Budget C The executive has submitted the annual budget proposal to
submission to the the legislature atleast one month before the start of the
legislature fiscal year in two of the last three years.

The process for the preparation of the 2019/20 budget in 2018 followed some key steps. A fiscal
strategy forming the underlying basis for budget process was developed by MoE and endorsed by
Cabinet in early February, this included funding envelopes for each Agency, no evidence was provided
on Cabinet endorsement. The circular distributed to agencies on 7 February (immediately after the
Cabinet decision) provided some time for preparing submissions, which were due on 29 March.

Public consultations were held on the budget during March and April across the country.

Assessments of the submission were conducted during the month of April with Cabinet finalising the
budget in early June for subsequent tabling to Parliament.
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Dimension 17.1 assesses whether a fixed budget calendar exists and the extent to which it is adhered to.
The Budget circular issued by the Permanent Secretary of Economy on 7 February 2019 contained
a clear calendar outlining that submissions were due back to MoE on 29 March. Three out of the
51 agencies required to provide a submission did not meet the deadline.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 17.2 assesses the clarity and comprehensiveness of top-down guidance on the preparation of
budget submissions.

The Budget circular issued by the Permanent Secretary of Economy on 7 February 2019 clearly
outlined the government’'s fiscal targets, medium term fiscal expenditure strategy and
expenditure policy. Ministries were provided with aggregate expenditure envelopes to cover
operational and capital expenditure, no evidence was provided that Cabinet endorsed the envelopes
prior to the circular. The envelopes considered current budget execution performance, in particular in
relation capital.

Based on the analysis and supporting evidence the score for this dimension is C.

Dimension 17.3 assesses the timeliness of submission of the annual budget proposal to the legislature or
similarly mandated body so that the legislature has adequate time for its budget review and the budget
proposal can be approved before the start of the fiscal year.

The Fiji budget year begins August 1. For the last three completed fiscal years, the proposals were
received within the month of June, thus atleast one month but not two months before the start of the
fiscal year.

2020 Budget proposal submitted on June 7, 2019%°

2019 Budget proposal submitted on June 28, 201823,

2018 Budget proposal submitted on 29 June 20172%%,

Based on the analysis and supporting evidence the score for this dimension is C.

The PI-18 indicator assesses the nature and extent of scrutiny of the annual budget by the
Legislative Assembly. It contains four dimensions and uses the M1 (WL) method for aggregating
dimension scores:

22parliament of the Republic of Fiji, Parliamentary Debates Daily Hansard Friday 7t June 2019
http://www.parliament.gov.fi/wp-content/uploads/2019/06/Friday-7th-June-2019-FINALpdf Page 1692
Accessed 17 September 2019.

23parliament of the Republic of Fiji, Parliamentary Debates Daily Hansard Friday 28N June 2018
http://www.parliament.gov.fi/wp-content/uploads/2018/07/THURSDAY-28TH-JUNE-2018fdocx.pdf Page 1880
Accessed 17 September 2019.

24parliament of the Republic of Fiji, Parliamentary Debates Daily Hansard Friday 29th june 2017

http://www.parliament.gov.fi/wp -content/uploads/2017/03/THURSDAY-29TH-JUNE-2017-FINAL2.pdf Page 1880
Accessed 17 September2019.
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PI1-18 Summary of scores and performance

P1-18 Legislative Scrutiny of C+
Budgets
18.1 Scope of budget scrutiny A The Legislature’s review covers fiscal policies, medium-
term fiscal forecasts, and medium term priorities as well as
details of expenditure and revenue.
18.2 Legislative procedures for A The legislature’s procedures to review budget proposals
budget scrutiny are approved by the legislature in advance of budget
hearings and are adhered to. The procedures include
internal organizational arrangements such as specialized
review committees, technical support, and negotiation
procedures.
18.3 Timing of budget approval A The legislature has approved the annual budget before the
start of the year in each of the last three fiscal years.
18.4 Rules for budget adjustments C Clear rules exist which may be adhered to in some
by the executive instances or they may allow extensive administrative
reallocation as well as expansion of total expenditure.

Chapter 7 of the Constitution of 2013 requires the Minister responsible for finance to provide
Parliament with the estimates of revenue, capital and current expenditures. The FMA of 2014
provides for financial management of resource allocation (Part 4) and budget sector agencies (part5).
The key elements of the proposed budgetto Parliament include the Budget Address, Appropriations Bill,
Budget Supplement, and Estimates Documents. These documents cover the fiscal policies, budget
aggregates and details of revenue and expenditure. The processes guiding Parliament are covered in a
document called “The Budget process: a step-by-step guide and frequently asked questions”. This
document highlights the principles of effective budget scrutiny, review of estimates document (including
programmatic information), the Budget Supplement (including medium term fiscal framework), and
Revenues measures (from FRCS circular). Details on the procedures are covered within Standing Orders
(SO)?* and include SO100 for the procedures ofa Committee of Supply. Amendments to the budget are
within Standing Order 107. After the Committee of Supply considers the estimates, the Standing Order
101 is voted on by the Committee prior to being tabled before Parliament with a motion for third reading,
prior to the vote.

Dimension 18.1 assesses the scope of legislative scrutiny

The discussion, as noted in the Step-by-step guide,includes areview of documentation withinthe
Budget Summary and Budget Estimates. This cover fiscal policies, medium term fiscal framework, as
well as details of expenditure and revenue.

Based on the analysis and supporting evidence the score for this dimension is A.

2 hitp://www.parliament.gov.fijiwp-content/uploads/2019/04/Extra-Gazette-Amended-Standing-Order-1-
April-2019.pdf
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Dimension 18.2 assesses the extent to which review procedures are established and adhered to.

As noted above, the legal framework for legislative procedures on budget scrutiny is supported
by processes outlined in the Standing Orders and documentation provided by the Ministry of
Economy. During discussion with Public Accounts Committee (PAC) it was noted public consultations
procedures were part of the process, however no mandate exists. A Research & Library Services division
together with the Committee clerks provides technical support. In recent years, a regional team
supported by UNDP has participated in the review processes to enable Parliament to have additional
information and ability to scrutinize the budget. Negotiation procedures are limited to floor amendments
during Committee of Supply.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 18.3 assesses the timeliness of the scrutiny process in terms of the legislature’s ability to
approve the budget before the start of the new fiscal year.

As noted in table 18.2, the legislature has approved the annual budget before the start of the
year in each of the last three fiscal years.

TABLE 18.2 Timetable for submission of Budgets to the Legislative Assembly?°

FY 2019 -2020 June 7, 2019 June 17, 2019 June 20, 2019
FY 2018-2019 June 28, 2018 July 9, 2018 July 12, 2018
FY 2017-2018 June 29, 2017 July 10, 2017 July 17, 2017

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 18.4 assesses arrangements made to consider in-year budget amendments that do not require
legislative approval

The Minister of Economy is able to authorize amounts to be reallocated to new heads of
appropriation or between existing heads of appropriation and appropriation categories to be
administered by the same or different budget sector agencies by FMA Division 2 paragraph 21.
Details of the reallocation are to be published in the Gazette as soonas possible. The amounts allocated
under this section are taken to be appropriated by the most recent Annual Appropriation Act. It is also
included within Committee of Supply discussion and was included in discussion by members of the
Finance Committee. The power of this cannot be delegated under the Act. While there is no limit on the
reallocation, there is no provision for increase in total expenditure.

Based on the analysis and supporting evidence the score for this dimension is C.

% All details in table from applicable date Hansard minutes.
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Predictable and controlled budget execution is necessary to ensure that revenue is collected and
resources are allocated and used as intended by government and approved by the legislature.
Effective management of policy and programimplementation requires predictability in the availability of
resources when they are needed, and control ensures that policies, regulations, and laws are complied
with during the process of budget execution.

Pillar five shows many strong features. Revenue administration and accounting for revenue is very
strong. While the nature of the banking system means that bank and cash balances are not consolidated
within at leasta month, cash forecasting and monitoring and the resultant information on commitment
ceilings are very good. Adjustments to the budget either through virement or supplementary budgets
need stronger control. Expenditure arrears needs strengthening as data on arrears is not monitored.
Payroll controls are generally positive as is procurement which would be strengthened further with better
public access to information and an independent complaints process. Internal controls and internal audit
are both very positive.

As noted in pillars one and four, strong and positive budget execution has ensured that the budget
is in line with available revenues. Nevertheless, this does not mean that the strategic priorities that
have been set out in the budgethave beenrealised. Expenditure composition outturns, at administrative
and economic category levels, are below basic and while adjustments are made via supplementary
budgets and virement, there is no limit to the latter and the former is so frequent not to be structured.

PI-19 relates to the entities that administer central government revenues, which may include tax
administration, customs administration, and social security contribution administration. It also
covers agencies administering revenues from other significant sources such as natural resources
extraction. These may include public corporations that operate as regulators and holding companies for
government interests. In such cases the assessmentwill require information to be collected from entities
outside the government sector. The indicator assesses the procedures used to collectand monitor central
government revenues. It contains four dimensions and uses M2 (AV) method for aggregating dimension
scores.

PI-19 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
PI-19 Revenue Administration B+
19.1 Rights and obligations for A The legal basis for all revenues is up-to-date and
revenue measures available with redress processes and procedures. There

is an active taxpayer education system with outreach
programs thatis delivered throughout all the islands
that comprise Fiji and easy to follow supporting
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19.2 Revenue risk management A Fiji Revenue and Customs Services and Fiji National
Provident Fund have well researched and implemented
risk management strategies that include data sharing,
Tax Identification Numbers, Tax Compliance Certificates
and a penalty regime for law breaking that is pursued

19.3 Revenue audit and A There is a detailed and well specified annual audit plan
investigation of tax payers. Evidence supplied by the FRCS shows that
the annual audit planis implemented as intended.

19.4 Revenue Arrears Monitoring D The available evidence shows that the stock of arrears is
9.1 per cent of total revenue collected but some 94% of
the arrears are older than 12 months

The total revenues assessed in this indicator are those administered by the Fiji Revenue and
Customs Service which is responsible for direct and indirect taxes and the Fiji National Provident
Fund which collects 8 per cent of employee’s wages and a further 10 percent of wages as
employers’ contribution to the Fund. Direct and indirect taxes and FNPF contribution amounts to 89.3
per cent of total revenue assessed in this indicator.

Table 19.1 Revenue Composition 2017-18

S000 %
Tax revenues 2,831,550 73.7
Direct Taxes 826,768 21.5
Indirect Taxes
Value Added Tax 788,804 20.5
Customs Taxes 668,629 17.4
Service Turnover Tax 97,872 2.5
Water Resource Tax 64,290 1.7
Departure Tax 147,495 3.8
Stamp Duty 85,266 2.2
Levies 152,426 4.0
Non-Tax revenue 412,782 10.7
Total revenue 3,244,332 84.4
Fiji National Provident Fund 599,855 15.6
Employers Contributions 328,081 8.5
Members Contributions 271,774 7.1
Grand Total 3,844,187 100.0

Sources: Data Annex (Tax and Non-Tax Revenue) and FNPF Annual Report 2018

Dimension 19.1 assesses the extent to which individuals and enterprises have access to information about
their rights and obligations, and to administrative procedures and processes that allow redress, such as a
fair and independent body outside of the general legal system (ideally a “tax court”) that is able to
consider appeals.

All taxes administered by Fiji Revenue and Customs Service are backed up by specific laws that
are up-to-date and are available on the FRCS website as well as in hard copy.
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https://www.frcs.org.fj/our-services/taxation/taxation-laws-and-requlations/ __https://www.frcs.org.fi/our -
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In addition, FRCS publish Practice Statements which are prepared to provide direction and
assistance to taxpayers alike on interpretation and application to take when performing duties or
dealing with practical issues arising out of the administration of the Revenue and Customs laws.
This ensures consistency and certainty on the interpretation and application of tax laws which requires
clarification. Practice Statements can be relied upon by taxpayers in the conduct of their tax affairs.
https.//www.frcs.org.fi/our-services/practice-statements/. A further service is the development of
published binding ruling or standard interpretation guidelines and these are listed on the website
according to their current status. https://www.frcs.org.fi/our-services/practice-statements/standard-
interpretation-guideline-2018-02/

FRCS has a Directorate that is responsible for International and Stakeholder Engagement which
has a Tax Education Unit and Call Centers. FRCS sees taxpayer education as an important enabler in
achieving an efficient tax administration with stakeholders able to understand the tax rules that are
simple and clear in order to enhance tax compliance. It conducts Tax Education programs though
workshops and seminars with associations throughout Fiji and uses social media. A series of Tax Talk
documents are produced on a regular basis highlighting specific issues and guidance.
https://www.frcs.org.fj/tax-talk/

The Fiji National Provident Fund is governed by the 2011 Decree No 52. Like the FRCS, the FNPF
engages with its stakeholders through education programs. FNPF publishes fortnightly articles in the
local dailies, on general but important Fund matters https://myfnpf.com.fj/index.php/corporate-2/bi-
weekly-featured-articles and also The Member Quarterly e-Newsletter is distributed online via email
https://myfnpf.com.fj/index.php/corporate-2/member-e-newsletter.

Both FRCS and FNPF have legal procedures for addressing complaints. For the FRCS the first stage
is a review by the Objections Review Team which is internal to the organization but independent from
the matter under review. If there is no agreement, there is provision for referral to a Tax Tribunal and
eventually a Tax Court. Schedule 2 of Decree 52 Review of Decisions and Determinations is concerned
with complaints. These are dealwith in-house by a senior member of the FNPF or by the Board although
there is provision for referral to the Courts. The latest FNPF annual reports states that there were 96
complains in 2017-18 of which 55 were resolved within a month, 37 resolved later in the year and 4
carried over to the following year.

Discussion with the Chamber of Commerce indicated that work carried out by FRCS in terms of
taxpayer information and education was good and there was a positive response. Concern was
raised regarding the capacity of the Tax Court (only one judge who was not full time) which could be a
cause of delays should there be multiple complex cases.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 19.2 assesses the extent to which a comprehensive, structured and systematic approach is
used within the revenue entities for assessing and prioritizing compliance risks.

FRCS has a strategic plan that guides its operations. Aligned to the Strategic Plan, is its Compliance
Improvement Strategy that is designed to enhance voluntary compliance by addressing risk factors in

67


https://www.frcs.org.fj/our-services/taxation/taxation-laws-and-regulations/
https://www.frcs.org.fj/our-services/customs/customs-laws-regulations/
https://www.frcs.org.fj/our-services/customs/customs-laws-regulations/
https://www.frcs.org.fj/our-services/practice-statements/
https://www.frcs.org.fj/our-services/practice-statements/standard-interpretation-guideline-2018-02/
https://www.frcs.org.fj/our-services/practice-statements/standard-interpretation-guideline-2018-02/
https://www.frcs.org.fj/tax-talk/
https://myfnpf.com.fj/index.php/corporate-2/bi-weekly-featured-articles
https://myfnpf.com.fj/index.php/corporate-2/bi-weekly-featured-articles

different sectors of the economy: Large and International Customers, Construction Industry, Real Estate,
Supermarkets, High Wealth Individuals and VAT and Customs as focus taxes. The actions developed in
the Strategic Plan have been based onresearch onhow the tax systemworks and how it canbe improved.
Compliance Risks have been identified and addressed in the areas of Registration, Filing, Payment and
Reports. The mostrecent Compliance Plan covers the period from 2019 to 2021

To better improve data on taxpayers, FRCS has signed Memorandums of Understanding with
various organizations. These include Fiji Immigration Department, Fiji Police Force, FNPF, Registrar of
Companies, Land Transport Authorities and has access to data from Municipal Councils, Car Dealers, Fiji
Electrical Company and Insurance Companies. FRCS also operates a Whistleblower policy and conducts
Door-to Door projects to detect non registration and non-issuance of tax receipts.

The Tax Identification Number (TIN) became compulsory for a number of purposes following an
announcement in the 2010 Revised Budget. This was initially for those wishing to create a new bank
account, register a vehicle, obtain a driving licence, or register a business. The TIN can be obtained from
Fiji Revenue and Customs Services by filling a registration form which has to be accompanied by a valid
Birth Certificate and photo identification such as FNPF card, driver’s licence or Passport. An official letter
will then be issued by FRCS. There is also a joint FRCS/FNPF card which has the holder’'s TIN and FNPF
details along with photo identification. A TIN is required for
e Renewing or applying for a license or permit with Land Transport Authority
e Registering a used or new vehicle of any description with the Land Transport Authority
e Applying for a new business licence or renew of their business licence with the local
municipalities
e Applying for Charitable Trust
¢ Non-Government Organisations and Religious Bodies
e Registration with the Registrar of Titles
e Registering a company, partners in partnership businesses whether jointly or severely
registered with the Registrar of Companies
e Opening and operating a third party’s bank account together with the Taxpayer Identification
Number of the third party
e Opening or operating a bank account of any description with any financial institution, from
within or outside of Fiji
e Complying with Employer Payroll requirements by any person who is a new or existing
employee Identification Number of the third party
e Complying with other organisation’s requirements not specifically stated but requires TIN in
their process.

FRCS also operates a Tax Compliance Certificate (TCC) system. A TCC is issued with a validity of one
year from FRCS to a person (or persons in a company) as proof that the person is compliant with the
lodgements of tax returns and payment of taxes in accordance with relevant tax law. A TCC is required
for the Expression of Interest or tender to supply goods and services for any government or public sector
business contract; or applies for any registration, permit or license from any government ministry or
entity; or Exporter/Importers License; Bank Loan, Financing or Asset Transfer; Vehicle Registration or
transfer with LTA and for Visa/ Travel and Migration.
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FRCS uses the ASCYUDA World system at the ports to facilitate imports assess duties and other
taxes applicable taxes. It operates the risk module and inputs data on type of good, countries and
importers which determines which channel an import is assigned to: Green 46.4%2” (no inspection),
Yellow 29.0 % document inspection), Red 5.3% (document and physical inspection) and Blue 14.3% (post
clearance audit). Only accredited Customs Brokers can use the system which is also a risk mitigating
factor.

FNPF also adopts arisk mitigation strategy. The Board has an Audit and Risk Committee that provides
assurance on the effectiveness of the Fund’s internal controls, compliance and risk management. It has
conducted a detailed compliance check which indicated a reasonable degree of compliance and
improvements have been implemented on an on-going basis. In an effort to strengthen compliance
monitoring, a compliance register was developed to increase efficiency and reduce the risk of non-
compliance. A MOU was signed with the Fiji Revenue and Customs Services and is pursuing similar
partnership with other key stakeholders.

The Tax Laws and the FNPF Act has penalties for non-compliance. In 2017-18 FNPF total of 52
employers’ cases were registered in the criminal jurisdiction with Magistrates Courts. The total debt for
all prosecution cases in court was $1.34 million. Cases prosecuted were initiated based on a) failing to
pay contributions for workers; b) failing to produce documents on demand; c) giving false or misleading
statements to FNPF and d) deduction of 8% from workers without remittance to FNPF. At the close of
the year, 74 court cases that included some new cases were completed. This enabled the recovery of
$1.7 million in outstanding contributions. In addition to its powers of enforcement, the Fund also actively
pursues civil recovery against directors. FRCS has issued a Tax Talk- Tax and Duty Evasion where it
highlights several cases where legal steps have been taken to successfully prosecute offenders.
https://www.frcs.org.fi/wp-content/uploads/2019/08/Tax-Talk-Fraud-Issues.pdf. It also publishes the
names of defaulters https://www.frcs.org.fj/wp-content/uploads/2018/04/defaulters.pdf. It also
highlights how offences are dealt with. https://www.frcs.org.fj/wp-content/uploads/2018/02/69.Talk -
Customs-on-Customs-Offence-and-its-Consequences-CEOs-amendments.pdf.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 19.3 assesses whether sufficient controls are in place to deter evasion and ensure that
instances of noncompliance are revealed.

FRCS has an Intelligence Compliance & Investigation Division that is responsible for tax audits.

It produces an annual audit plan which outlines the work plan, combination of strategies, different
audit approaches, methodologies, risk analysis and resource allocation for the fiscal year. This plan will
also include the high-risk sectors and industries from where auditors select cases.

The primary role of the audit program is to promote voluntary compliance to taxpayers with the
tax laws. It seeks to achieve this by reminding taxpayer's the risks of non-compliance and by
engendering confidence in the broader community that serious abuses of the tax law will be detected
and appropriately penalized. It guides the activities to detect non-compliance at the individual taxpayer
level: By concentrating on major areas of risk (e.g. unreported cash income) and those individual

27 In 2018, 4.9% of imports used a simplified system that reflected the nature of the import (personal effects and non-
commercial imports).
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taxpayers most likely to be evading their responsibilities, audits are planned to address significant
understatements of tax liabilities, and additional tax revenue collections.

The Division gathers information on the “health” of the tax system (including patterns of
taxpayers’ compliance behaviour): The results of normal audit activity are designed to provide
information on the general well-being of the tax system. Audits conducted on a random basis are also
used to assist overall revenue administration by gathering critical information required to form
judgments on overall levels of tax compliance—that over time can be used to identify trends in overall
organizational effectiveness—and to gather more precise information that can be used to inform
decision-making on future compliance improvement strategies, to refine automated risk-based case
selection processes, and even support changes to tax legislation. Audits are also used to gather
intelligence to bring to light information on evasion and avoidance schemes involving large numbers of
taxpayers that can be used to mount major counter-abuse projects. The audit process supports Taxpayer
Education as they assist to clarify the application of the law for individual taxpayers and to identify
improvements required to record-keeping and thus contribute to improved compliance by taxpayers in
the future.

The execution of the audit plan is driven by the achievement of performance objectives that are
measurable and follow a defined set of audit principles around determined deliverables. Risk
profiling and assessment are used to select audit cases. The audit plan specifies different audit types
and allocates staff hours to carry them out.

Table 19.3.1 FRCS Tax Audits

Type of Audit?® Coverage No of
hours

SPECIFIC ISSUE VERIFICATION | This may constitute simple desktop verifications that 7.5
can be performed by an auditor to ascertain the
correctness and validity of information and documents
submitted by taxpayers, accountants or agents.

SIMPLE AUDIT-SINGLE ISSUE This type of audit covers a single issue that is not 37
complex in nature. This can relate to specific issues
such as VAT desk audits, 1st VAT refund audits or an
audit on the Outputs or Reports from the VAT
Monitoring System

COMPLEX AUDIT/MULTIPLE These are audits where more in-depth examinations of | 120
the technical tax issues are required and it can include
more than one tax type. In certain cases, it would
require the inputs from the legal team on interpretation
issues with respect to certain elements of the tax laws.

FULL INTERGRATED AUDIT [ These are more comprehensive audits that would cover | 250
3YRS or more] a period of 3 years or more depending on the risks
identified at the risk profiling and audit planning
stages. It is possible that such cases have been under

% There are also transfer pricing audits.
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audit examination in the past and there is a higher risk
of non-compliance.

FORENSIC AUDIT These types of audits require more in-depth 250
examination of the tax affairs covering the business
processes, source documents, electronic information
systems etc. A forensic audit can be conducted in order
to prosecute a party for fraud or tax evasion.

SIMPLE INVESTIGATION A simple tax investigation can focus on a specificissue | 37
and does not require prior information on what is
going to be investigated. It can be based in suspicion,
information from an informant or by following the
money trail or flow of transactions.

COMPLEX INVESTIGATION Complex investigations would require more time and 120
resources and can be prolonged in order to gather all
substantial evidence. The process allows investigation
officers to take possession of records, documents and

The scope of the audit required is defined by the risks identified within the case selection process.
The Risk Assessment and Planning Team identify and issues high risk cases to the audit managers and
team leaders. Audit Managers also identify certain medium to high risk auditable areas for their teams.
Once the teams have set the scope of the audit, the auditor can use limited discretion to alter the scope
during the audit. During the audit, additional or new information may be acquired that needs to be
examined by the auditor. Other pre-audit factors are recognized in audit selection. In particular, these
factors concern assuring the public that the burden of audits will not fall disproportionately on any
segment. Also, there are controls that prevent individual auditors from repeatedly auditing the same
business, and to require an auditor to exclude themselves from taking up an audit where they are
acquainted with the taxpayer selected for audit.

Audits are conducted by teams such as Large & International Audit Team which manages and
audits taxpayers with gross annual turnover of above $15million or other cases approved by
Executive Management. Large & International taxpayers have complex finance & business structure,
multiple operating entities & international business dealings, cross border and tax transactions with
related parties, high volume of transactions and contribute a significant portion of tax revenue. The Small
& Medium Team manages and audits taxpayers with annual gross turnover of less than $15million or
other cases as approved by Executive Management. Small & Medium taxpayers comprise of the majority
number of taxpayers with high risk cash transaction, deficient document & record keeping and internal
control operating structures.

Evidence supplied by the FRCS shows that the annual audit plan is implemented as intended.

Table 19.3.2 FIJI REVENUE AND CUSTOMS- PLANNED AUDITS vs ACTUAL
FOR AUGUST 2018-JULY 2019

Planned Actual
Audit Classification Audits Audits Variance
Large and International Businesses 50 58 16%
Small and Medium Businesses 650 886 36%
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Individual Taxpayers 150 237 58%

VAT Audits 1200 1013 -16%
Customs Compliance Audits 130 197 52%
Totals 2180 2391 10%

Additional Work Undertaken by Audit for 1st VAT
Refund Audits, New Dwelling House Audits, VAT
Project verification and VAT Deregistration Audits
[Not Full Audits]

| 5424

3033

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 19.4 assesses the extent of proper management of arrears within the revenue entities by
focusing on the level and age of revenue arrears.

The available evidence shows that the stock of arrears is 9.1 per cent of total revenue collected
but some 94% of the arrears are older than 12 months. The FRCS are managing to ensure that taxes
dues are being collected during the year but there is a historical overhang of arrears greater than one
year in age.

TABLE 19.4 Total Arrears as of 31 July 2019

Total FRCS Arrears F$ m 204.1
Arrears Older Than 12 Months F$ m 204.1
Total FRCS Revenue Collected F$ m 2,818.0
Stock of FRCS Revenue Arrears as % of Revenue Collected 7.24%
FRCS Arrears older than 12 months as % of Total Arrears 100%
Total non-tax revenue Arrears F$ m 79.0
Non-tax Arrears Older Than 12 Months F$ m 62.1
Total non-tax Revenue Collected F$ m 298.0
Stock of non-tax Revenue Arrears as % of Revenue Collected 26.5%
Non —tax Arrears older than 12 months as % of Total Arrears 78.6%
Total non-tax Revenue Arrears F$ m 283.1
Non-tax Arrears Older Than 12 Months F$ m 266.2
Total Revenue Collected F$ m 3,116.0
Stock of Total Revenue Arrears as % of Total Revenue Collected 9.1%
Total Arrears older than 12 months as % of Total Arrears 94.0%

Source Ministry of Economy
FRCS has engaged in general recovery processes such as telephone calls, emails, field visits and
garnishee orders. In addition FRCS has initiated recovery action through distress and sale of properties.
FRCS has already put out two tender bids for the sale of properties owned by taxpayers who have tax
debts outstanding and the owner has either absconded overseas or has passed away. Twelve taxpayer's
(debt value of F$ 16,956,332.79) properties are being petitioned for sale through the Court. More than
13 taxpayers have been profiled for property sale also with a tax debt value around
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F$35,699,140.63. The Management Team for Debt is also meeting directors and taxpayers with high value
debt to understand more of their current business environment and ways which the taxpayers could pay
off their debt and at the same time continue their business. The team is also classifying debts to priority
arrears such as trust taxes and income taxes and to assist in educating taxpayers on the importance of
trust taxes and how trust taxes works so that the debt relating to trust taxes reduces going forward. FRCS
is also profiling cases for write off ifit meets certain criteria such as uneconomical business, taxpayesr that
have passed away, taxpayers that have absconded overseas, bankrupt, etc. FRCS considers this as last
resort for the debt team following all other recovery actions being exhausted.

Based on the analysis and supporting evidence the score for this dimension is D.

PI1-20 assesses the procedures for recording and reporting revenue collections, consolidating
revenues collected, and reconciling tax revenue accounts. It covers both tax and nontax revenues
collected by the central government. This contains three dimensions and uses M1(WL) for aggregating
dimension scores.

PI-20 Summary of scores and performance

Indicator/Dimension Score Brief justification for score

P1-20 Accounting for Revenue | B+

20.1 Information on revenue B Information is available on most tax and non-tax

collections revenues on a monthly basis.

20.2 Transfer of revenue A | Over 90% of payment of revenues are paid directly

collections into the CFA on a daily basis

20.3 Revenue accounts A |Reconciliation of payments made by a taxpayer are

reconciliation made monthly against assessments. With respect to
reconciliation of FRCS payments and MOE General
Ledger receipts these are done on a monthly basis.

Dimension 20.1 assesses the extent to which a central ministry, ie. MoE or a body with similar
responsibilities, coordinates revenue administration activities and collects, accounts for, and reports timely
information on collected revenue.

FRCS prepare a monthly report on tax revenues broken down by tax type collected in that month
and year to date (by month and cumulative). It includes an analysis of collections including variance
of collections against forecast as well as a comparison with the previous year collection on the same
basis. This reportis submitted to the FRCS executive board and the Ministry of Economy. The Fiscal
Department in the Ministry of Economy uses this reportas an input into a monthly overall revenue report
which is submitted to management. This reportalso includes an analysis of revenue performance.
However, the revenue data is only that related to tax and non tax revenue (budgetary central
government) but does notinclude collections by the Fiji National Provident Fund which reportinternally.
Based on the analysis and supporting evidence the score for this dimension is B as over 85% of
revenues are reported monthly in a consolidated report.

73



Dimension 20.2 assesses the promptness of transfers to Ministry of Economy or other designated agencies
of revenue collected.

FRCS states that all payments of tax and non-tax revenues types are paid directly into the
consolidated fund accounts. The FRCS accepts walk-in payments at all of its 10 offices throughout Fiji.
Payments made by internet are transferred on a monthly basis to the CFA account which allows
reconciliation and deduction of transfer fees. Payments using the internet accounts for some 7 to 10 per
cent of tax revenue payments.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 20.3 assesses the extent to which aggregate amounts related to assessments/charges,
collections, arrears and transfers to (and receipts by) Finance or designated other agencies take place
regularly and are reconciled in a timely manner.

Reconciliation of payments made by a taxpayer are made monthly against assessments which
generates a report by the Debt Management Team. When payments are made the format allows the
tax payers to select the tax that is being paid. Misclassification errors are picked up during the
reconciliation process. New taxpayer accounting software?® is being rolled out and will be fully
operational by June 2020. This will replace the Fiji Integrated Tax System. With respect to reconciliation
of FRCS payments and MOE General Ledger receipts these are done on a monthly basis. FNPF conducts
its own reconciliation process for social security contributions.

Based on the analysis and supporting evidence the score for this dimension is A as all revenues
collected by FRCs are reconciled monthly which represents over 85% of all revenues.

This indicator assesses the extent to which the central Ministry of Economy is able to forecast cash
commitments and requirements and to provide reliable information on the availability of funds
to budgetary units for service delivery. It contains four dimensions and uses the M2 (AV) method for
aggregating dimension scores.
PI-21 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
Pl1-21 Predictability of in-year C+
resource allocation

29 New Tax Information System (SAP). The implementationofthe NTIS allows taxpayers to access tax services
electronically. These include online registration, online filing, online payments etc. One of the features of the new tax

system is the ability to validate information online through an interface. For example, the birth registration numberof a
birth certificate will be validated through the registrar of births interfaced database.
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21.1 Consolidation of cash D On every working day, a Daily Cash Movement
balances Balance (CMB) is prepared. This report details
the balances in each account. However, unique
accounts are maintained for all 125 trust
accounts, included in the general ledger. The
cash balances in these accounts are significant
and are not part of the consolidation efforts.

21.2 Cash forecasting and A A cash flow forecast is prepared for the fiscal

monitoring year and is updated monthly on the basis of
actual cashinflows and outflows.

21.3 Information on commitment A Budgetary units are able to plan and commit

ceilings expenditure for at least six months in advance

in accordance with the budgeted
appropriations and cash/commitment ceilings.
21.4 Significance of in-year D Adjustments to budget allocations are made at
budget adjustments mid-year and, if necessary at year end. These
are to be reported to Parliament and tabled.
No evidence was available on the website.
Documentation provided quarterly reflects only
the approved budgets by Ministry. From
discussion with staff, in the past these amounts
reflected approved and adjusted budget by
Ministry. While this is common practice and
the adjustments are transparent, the lack of
documented procedures for adjustments to be
consistent with the government's stated
priorities is critical.

Cash Management is guided by the Finance Instruction Clause 35 and is within the MoE Cash
Management Unit (CMU). While Fiji does not maintain a Treasury Single Accounts (TSA), it has three
consolidated fund accounts (CFAs)*° and 15 accounts where revenues are deposited. Daily CM meetings
review account balances and prepare required transfers to ensure adequate funds are available in the
correct accounts.

Dimension 21.1 assesses the extent to which MoE can identify and consolidate cash balances as a
basis for informing the release of funds.

On every working day, a Daily Cash Movement Balance (CMB) is prepared. This report details the
balances in each account. Statements for each account (excluding trust accounts as noted below) are
attached and include the report movements between accounts, including deposits, transfers, and other
activity. All drawing accounts are noted in the CMB report daily. On each daily report, the details of
transfers required are noted. This includes the amount and account to be transferred from (revenue
accounts) and to CFAs. The Constitution in paragraph 140 requires all revenues to be paid into the

30 Operating Fund Account-Fund 1, TMA-Fund 4 and Trust-Fund 9. There are 6 accounts in Fund 1 of the
CFA.
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Consolidated Fund. All revenues are deposited into accounts that are included in the CMB reportand
moved into the appropriate account to cover daily cash needs. Transfers occur within the day requested.
Unique accounts are maintained for all 125 trustaccounts, included in the general ledger, but are
not part of the current cash management consolidation. The cash balances in these accounts at end
of fiscal year 2018/19 were approximately F$279 million and are not part of the consolidation efforts.
Based on the analysis and supporting evidence the score for this dimension is D.

Dimension 21.2 assesses the extent to which budgetary unit commitments and cash flows are forecast and
monitored by MoE.

Ministries must prepare cash flow forecasts and submit to Budget Division, FMIS and the CMU by
one month before the start of the year per Finance Instructions Clause 35. The ministries start
providing to MoE as the budget has been approved by Parliament. All ministries submit the cash flow
forecasts. The cash flow is reviewed for accuracy and it is uploaded into the FMIS. Adjustments during
the year are submitted via the FMIS using a cash flow adjustment form, which must have approval by
the respective ministry Permanent Secretary.

The CMU maintains the cash flow forecast and monitors against the forecast on a daily basis.
Revisions are made as required and through the FMIS. There are revisions made at least monthly.
Ministries are limited to spending $150,000 per day. For those months where a ministry seeks cash flow
greater than the limit, discussions take place with the ministries to enable funds to be available for the
payments. In 2018-19, the revenue shortfalls were noted and, at the same time, some projects were
delayed by ministries who were not able to complete required documentation and project approvals.
Daily reviews of recent and projected cash flows by the CMU team enable a proactive status on cash
management and allow Finance to revise as needed.

Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 21.3 assesses the reliability of in-year information available to budgetary units on ceilings for
expenditure commitment for specific periods.

At the start of the fiscal year, Ministries provide the MoE with monthly cash flow forecasts for the
coming year. If known conflict exist on timing when the cash flow forecast is prepared, meetings are
held between MoE and the ministry with the conflict to resolve. These forecasts formthe basis of monthly
budget releases that are recorded in the FMIS and used to control payments (at purchase order stage).
The link between cash flow plans and budget release enables Ministries to plan their expenditures across
the 12 months of the budget cycle. Any allocation that is unused is carried forward to future months (of
the same year). Where agencies wish to commit in advance of their monthly budget allocation, for
example for repeat purchases across multiple months, only the spending obligationrelated to the current
month is recorded in the FMIS — with the commitment for spending in future months recorded manually
outside the system.

In addition, daily drawing limits are placed on drawing accounts. Any delays in regular payments
are one or two days. In situations where there is a cash shortage, the timing of the release of grants and
subsidies will be managed, such that funds are received by the recipients of the grant on a just-on- time
basis.
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Based on the analysis and supporting evidence the score for this dimension is A.

Dimension 21.4 assesses the frequency and transparency of adjustments to budget allocations.
Governments may need to make in-year adjustments to allocations in the light of unanticipated events
that affect revenues or expenditures.

Adjustments to budget allocations are made at mid-year and, if necessary at year end. These are
to be reported to Parliament and tabled. No evidence was available on the website. Documentation
provided quarterly reflects only the approved budgets by Ministry. From discussion with staff, in the past
these amounts reflected approved and adjusted budget by Ministry. In 2017-18, revenue shortfalls
resulted in reductions, requiring capital budget cuts to accommodate the shortfalls. While this is
common practice and the adjustments are transparent, the lack of documented procedures for
adjustments to be consistent with the government's stated priorities is critical.

Based on the analysis and supporting evidence the score for this dimension is D.

The PI-22 indicator measures the extent to which there is a stock of arrears, and the extent to which a
systemic problem in this regard is being addressed and brought under control. It contains two
dimensions and uses the M1 (WL) method for aggregating dimension scores.

PI-22 Summary of scores and performance

Indicator/Dimension Score Brief justification for score
Pl-22 Expenditure arrears D
22.1 Stock of expenditure arrears D* |Insufficient evidence to score (shown as *). There

is no reporting on arrears by government and
therefore no balances, but a sample of payments
examined shows that arrears exist.

22.2 Expenditure arrears monitoring D [Thereis no monitoring of arrears.

Dimension 22.1 assesses the extent to which there is a stock of arrears.
There is no formal system-generated data on arrears with which to score thisindicator. Arrears are
not reliably recorded in the FMIS and are not reported in budget execution reports and not reported
within the annual financial statements.
While there is an invoice date in the FMIS, and a payment date, the invoice date is not used to
record the date on the invoice. The reason provided for this is that current business processes require
this date to be entered after the invoice is received and the system does not allow past dates to be
posted to this field. Therefore, system-generated reports mostly show invoice date same as payment
date.
Anecdotal evidence, including discussions with line ministries and the Chamber of Commerce,
suggest that arrears do exist. In order to test the existence of arrears, a sample of 30 payment vouchers
from the month February 2019 was examined, including the supporting documents. The results of this
sample were as follows in Table 22.1.

Table 22.1 Arrears Sample
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Voucher/
Sample | cheque Time to
No. No. Amount Paid Invoice Pay
1 44648 1150 | 12-Feb-19 07-Feb-19 5
2 44680 41966.31 12-Feb-19 11-Feb-19 1
3 44681 20897.36 | 12-Feb-19 | 24/01/2019 19
4 44682 8810 | 12-Feb-19 | 11/02/2019 1
5 44683 106.28 | 12-Feb-19 07-Feb-19 5
6 44684 42986.89 | 12-Feb-19 11-Feb-19 1
7 44685 291495 12-Feb-19 03-Oct-18 132
8 44686 3976.08 | 12-Feb-19 13-Dec-18 61
9 44687 20321.73 12-Feb-19 07-Dec-18 67
10 44688 15315 | 12-Feb-19 11-Dec-18 63
11 44689 1215.03 12-Feb-19 06-Dec-18 68
12 44690 525 | 12-Feb-19 28-Sep-18 137
13 44691 11739.45| 12-Feb-19| 16-Nov-18 88
14 44692 3231.64 | 12-Feb-19 07-Feb-19 5
15 44693 1124.02 | 12-Feb-19 08-Feb-19 4
16 44694 14063.66 | 12-Feb-19 18-Sep-18 147
17 44695 203.68 | 12-Feb-19 11-Feb-19 1
18 44696 15258.27 | 12-Feb-19 11-Feb-19 1
19 44697 161.4| 12-Feb-19 11-Feb-19 1
20 44698 1560 | 12-Feb-19 11-Feb-19 1
21 44703 520 | 12-Feb-19 07-Feb-19 5
22 44704 5287.27 | 13-Feb-19 | 21-Nov-18 84
23 44705 2091.31 13-Feb-19 11-Jan-19 33
24 44699 2380.59 | 13-Feb-19 06-Feb-19 7
25 44701 2022.73 13-Feb-19 05-Feb-19 8
26 44702 711.09| 13-Feb-19 04-Feb-19 9
27 44707 303.8| 14-Feb-19 14-Jun-18 245
28 44708 1046.4 | 14-Feb-19 12-Feb-19 2
29 44709 565.71 14-Feb-19 13-Feb-19 1
30 44710 1190.29 | 14-Feb-19 13-Feb-19 1

It should be noted tha