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AGENDA ITEM 2.2: Public Finance Management (PFM)

Purpose

1.

The purpose of this paper is two fold:

o To provide progress of the key PFM activities since the last donor
partners’ meeting;

. To highlight the gap(s) and to seek donor partners’ commitment or
interventions to address these gaps where appropriate.

Background

The 2009 Kiribati PEFA report demonstrated numerous PFM weaknesses
which are grouped under seven key dimensions — Table 1.

During the last donor partners’ meeting held in March 2010, the GoK
confirmed its commitment to developing a PFMP that would guide future
reform activities and which would provide the institutional basis for
coordinating TA support towards priority areas indicated in the PEFA report.

Many donors and in particular the European Union (EU), ADB, World Bank,
IMF, PFTAC, Ausaid and Commonwealth indicated their willingness to
support improvement to Kiribati PFM.

During 2010/2011 the EU funded a TA to assist the MFED to develop the
2011-2014 Kiribati PFM Plan. The PFM Plan was presented to key donor
partners for consideration in June 2011 and the report was well received by all
donors. The final version of Kiribati 2011/2014 PFMP was completed in June
2011 and has now become the guiding framework for all PFM related
activities.

There are five main strategic areas that have been identified and which have
now formed the basis of Kiribati PFM Plan 2012-2014 which include:



Issues:

3.

1) Exercise firm expenditure control,

1) Enhance revenue management systems and revenue flows;
iii) Improve the standard of internal and external financial reporting;
v) Increase donors’ use of Kiribati PFM system;

V) Enhance PFM regulatory framework.

The underlying objective of the 2011-2014 PFMP is to establish a basic
overall level of PFM by 31 December 2014 by addressing key weaknesses in
expenditure control, budgeting, revenue management and financial reporting
by 31 December 2012. Timely improvements in these areas will lay the
foundations for achieving wider PFM improvements in 2013-14 that will be
accompanied by enhancements to the present PFM regulatory framework.

Progress to date of the PFM main strategic areas

A number of activities and assistances had been undertaken and provided by
donors since the last donor partners’ meeting to address aspects of the PFM
strategic areas and include:

a. Expenditure control

e The Treasury’s payment and commitment procedures have been analysed
by Attaché experts with technical input from PFTAC with a view to
automate “Fund Control” function within the current Attaché Accounting
software system currently in use. Further work with regards to making this
functional is still in progress.

e Few payroll additional features have been installed recently to allow
automatic cessation of salary advance deductions and adjustment pay for
inaccurate posting of salaries;

e The Treasury is currently providing a 12 months cash flow forecast which
is done manually. The Treasury recognizes the need to automate
forecasting in the Attaché system and so an Attaché technical support is
required to conduct this exercise.

e Work is currently continuing to improve the current Chart of Account
(COA) for the recurrent and development budgets which takes into
consideration the need to align these new codes with GFS. Technical
support from PFTAC and funding of Attaché experts by the EU Technical
Cooperation Facility has made the initial ground work to start. Further
work is in progress and the new COA aligned with GFS should be adopted
in the 2013 budget.

e There has been on-going work undertaken under the ADB TA No.7166-
KIR: Economic Management and Public Sector Reform that is providing
ongoing assistance to the PFMP in the areas of implementing a medium
term approach to fiscal planning and state owned enterprise (SOE) reform.
(Refer to agenda item 2.3)



AusAID has also further provided an additional US1,000,000 through
ADB to respond to the priorities identified in the Government of Kiribati
PFM Reform Plan relating to expenditure management (particularly in the
context of improving the functionality of the Attaché system). The
indicative activities that would be financed through this funding are in
italics in Table 2 under subheads Accounting, Recording and Reporting
and General.

b. Revenue management

A study mission to Tonga, Samoa and Wellington to assess a possible
Revenue Management System (RMS) was undertaken early this year by
the Tax Commissioner, IT Manager, Comptroller of Customs and Tax
expert from PFTAC with funding support from AusAID. The mission’s
recommendation is to adopt the Revenue Management System (RMS). The
total estimated cost of the new system is $2.3m.

The position of the Tax Advisor with funding support from AusAID has
also been advertised and the expert is expected to come to Tarawa before
mid 2012. The Tax Advisor should be able to expedite the revenue
management programs associated with improving tax systems for the
MFED.

An assessment on the PC Trade software currently used by the Customs
division was undertaken in 2011 and completed in early 2012. The
recommendation is to install the Customs Management System (CMS) and
to do away with the PC Trade software. It is anticipated that the
installation of the new software will commence in 2014 following the
installation and full roll out of the RMS in the tax division. The total
estimated cost is $1.725m

c. Financial reporting

Preliminary work has already started since 2011 in revising the current
format of development budget to indicate the different types of donor
flows. This is part of improving the current CoA which is provided by
technical assistances from PFTAC and ADB and funding of short term
Attaché experts through the EU TCF for Kiribati.

The proposed change to Development Fund budgeting and reporting
formats is currently in progress. Once the new reporting format is
completed, it should assist donors in developing targets for the proportion
of aid flows to be managed by the Kiribati PFM system. It is anticipated
that the reconfiguration of the Development Fund budget should be
completed by 31 December 2012 and reflected in the 2013 Development



budget while reporting of actual in-kind donor flows should commence
thereafter.

The application of appropriate expenditure commitment accounting
procedures which is currently in progress as part of the technical assistance
provided by PFTAC and ADB should further improve the quality of in-
year budget reporting by 2013.

The expanded use of the Attaché system has been very slow due lack of
funding to engage an Attache specialist to work with staff within the
Treasury division for several months. The additional financial support
provided of US$1 million by AusAID through ADB should assist to
progress this milestone. Once this has been completed, the current
accounting software package should be able to produce timely annual
reconciliations of advance accounts and Telmos by the end of 2014.

There are further enhancements to financial reporting which are proposed
for 2013-14 following a number of technical missions undertaken by
various technical experts during 2011-2012 and these include the
implementation of the basic GFS classification system in financial
reporting (currently in progress and supported by PFTAC), the
commencement of reporting on fiscal risks arising from SOEs (also in
progress and supported by ADB).

There is little progress in addressing the Financial reporting reflecting
fiscal risks from local government and the need to prepare consolidated
financial statements to comply with the [IPSAS cash accounting standard.

d. Donor’s use of PFM system

Following the development of 2011-2014 Kiribati PFM Plan, a number of
donors have already indicated their interest to channel their funding
support to Kiribati through a direct budget support and in particular the
European Union.

The planned reformatting of the Development Budget in 2012-13 should
enable donors to set an initial target for the use of Kiribati PFM systems
based on budgeted cash and in kind aid flows by 2013/2014.

A number of donors have already provided information relating to the
development budget support and disbursement on their aid to the GoKfor
the 2012 budget. We would still encourage all our donor partners to
provide this information for our future budgetary preparation as it will
improve the MFED’s ability to coordinate aid flows in the short to medium
term.

e. PFM regulatory framework

The current Financial and Stores Regulations have been reviewed and will
be submitted to Cabinet for endorsement. Thanks to the European Union



for providing a short term TA since 2011 to assist the MFED to prepare
these regulations.

The Public Finance, Control and Audit Act (PFCAA) (CAP 79) require
revision/amendments which will necessitate further revisions to the
prevailing financial regulations in due course.

The Procurement Act 2002 also requires revision. Supporting procurement
regulations should be introduced following the revision of the procurement
legislation to replace the prevailing stores regulations.

f. Challenges / Problems

Table 2 which is part of the PFM Plan sets out estimates of external
resourcing requirements. A total of more than AUDS8 million is required.
This clearly shows that significant donor support is required to facilitate
the implementation of the PFMP and achievement of the 2014 specified

performance targets.

The reshuffling of key technical staff away from the MFED is one of the
major challenges in the implementation of this PFM Plan. The
Government is expected to support the implementation of the PFMP by
ensuring that key MFED posts and in particular the Director of Planning is
filled up immediately.

Human resources capacity within the MFED and particularly the
Accounting and IT division also poses greater challenges in the

implementation of the PFM Plan.

In addition to the human and financial challenges that the MFED is facing,
there is also an issue associated with improving the current work
environments and provision of latest hardwares and softwares that will

make our current PFM Plan achievable.

Recommendations

Donors are invited to note the progress and major challenges made so far
on the 2011-2014 PFM Plan;



e Donors are further requested to study the financial resources required for
the implementation of this PFM Plan;

e And if possible to indicate or make commitment to areas where they will
be able to provide assistance.

Government of Kiribati
3 -4 April 2012
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