T réasury Monthly Budget Report - September 2019

! Summary

In September, the total net operating balance for the Government, including donor funds, was a surplus of VT
1,107.1 million. The year-to-date total net operating balance for the Government, including donor funds, recorded
at the end of September 2019 was a surplus of VT 9,339.0 million which is equivalent to 8.4 per cent of GDP.

The net operating balance for Government operations excluding donor funds in September was a surplus of VT 819.7
million. To date this year the total net operating balance for the Government operations, excluding donor funds,
has recorded a surplus of VT 6,367.0 million which is equivalent to 5.7 per cent of GDP.

Government operations excluding donor funds (VT million)

September forecast September actual Year to date

Revenue 2,153.2 2,949.7 24,564.1

Expenditure 2,128.5 2,129.9 18,197.1

Net operatmg balance 24.7 819.7 6,367.0
(Revenue minus expense)
Net acquisition of

Nonfinancial Assets T 20,8 B2e 5

Net lending/borrowing

(Net operating balance minus net -105.5 769.0 5,738.4

acquisition of nonfinancial assets)

l Government Revenue

During September, Government revenue was VT 2,949.7 million which is 37.0 per cent higher than forecast (VT 2,153.2
million). This is mainly due to greater income from land premiums, excise duty on ‘other imports’, rent tax, import
duties, registration charge recoveries and honorary citizenship program fees. Total Government receipts so far in 2019
are thus VT 24,564.1 million, which is 87.7 per cent of the revised budget target (VT 28,001.3 million) and is 18.0 per
cent more than the VT 20,808.8 million that was collected during the equivalent period last year.

VAT continues to be the main source of the Government’s taxation revenue, recording VT 722.4 million in September,
which is 1.0 per cent less than forecast (VT 730.0 million). This makes a total of VT 6,537.2 million so far this year, which
represents 74.8 per cent of the annual budget target (VT 8,738.8 million) and 7.9 per cent more than the amount that
had been collected by this time last year (VT 6,056.2 million).

Taxes on international trade and transactions, constituting import and export duties, are the second main source of
Government tax revenue, collecting VT 343.0 million in September, which is 3.2 per cent more than forecast (VT 332.3
million). The total amount collected so far this year is VT 2,578.1 million, which is 64.6 per cent of the budget target
(VT 3,990.8 million) and 1.2 per cent less than the VT 2,608.5 million that was collected during the equivalent period
last year. Excise tax collection was VT 229.3 million in September, 0.9 per cent less than forecast (VT 231.3 million); the
total for these nine months is thus VT 2,004.2 million, which comprises 69.4 per cent of the budget target (VT 2,889.8
million) and 0.8 per cent more than VT 1,989.0 million coliected by the end of September last year.

Among other revenue, constituting fees and charges, Vianuatu Development Support Program (VDSP) and Vanuatu
Contribution Program (VCP) together collected VT 1,353.4 million in September, which is 182.1 per cent more than the
forecast of VT 479.7 million. This makes a total of VT 8,779.3 million by the end of September 2019, which is 35.0 per
cent more than the revised budget target of VT 6,504.6 million and is 47.0 per cent more than the VT 5,972.2 million
that was collected during the same period last year.



Government Expenses

Government expenses were VT 2,129.9 million in September, which is 0.1 per cent more than forecast (VT 2,128.5
million). The majority of the underspending compared to forecast this month was due to permanent wages, overtime
wages, contract wages, home island passage allowances, court costs, road plant repairs and maintenance, ship repair
and maintenance and severance payments. Government expenses so far in 2019 come to VT 18,197.1 million,
representing 70.2 per cent of the revised budget target (VT 25,937.3 million) and 11.6 per cent more than the VT
16,305.3 million that was recorded during same period last year.

To date, Government expenses are controlled and in line with the budget target. However, there are some major

spending items which include:

Responsibility allowance (VT 21.4million against an annual budget of VT 0.1 million)
On-call allowance (VT 26.7 million against zero budget)

Leave expenses (VT 133.3 million against Zero budget)

Consultant fees (VT 230.8 million against an annual budget of VT 176.7 million)
Software maintenance fees (VT 81.9 million against an annual budget of VT 67.2 million)
Freight transport (VT 64.7 million against an annual budget of VT 36.9 million)

Road plant-hire (VT 54.6 million against zero budget)

Vehicle hire (VT 21.2 million against an annual budget of VT 6.8 million)

Airport cleaning (VT 34.8 million against zero budget)

International Organisations (VT 214.8 million against an annual budget of VT 164.1 million)
CBC Road repairs and maintenance (VT 46.5 million against zero budget)
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Other suppliers (VT 36.6 million against an annual budget of VT 3.1 million)

I Government Acquisition of Non-Financial Assets

The Government spent a net amount of VT50.8 million on acquiring fixed assets during September, 61.0 per cent less
than forecast (VT 130.2 million). So far in 2019, the Government has spent a net amount of VT 628.6 million on
acquisitions of fixed assets, which is 34.6 per cent of the revised annual budget target (VT 1,815.9 million).

I, Government Transactions in Financial Assets and Liabilities

In line with the Supplementary Budget appropriated in June 2019, the Government has lent VT 2,000.0 million to Air-
Vanuatu for a deposit on the purchase of new aircraft. The net acquisition of financial assets in the GFS tables has been

broken down into finer detail to show this®.

In September, the Government paid off VT 183.8 million worth of external debt and no domestic bonds. So far this year,
the Government has paid off VT 1,978.3 million worth of external debt and VT 262.1 million worth of domestic debt.

B Development Budget Highlights?

During September, VT 566.2 million worth of grants were received from donors, making the grand total to date this
year VT 5,933.6 million. This amount represents 83.3 per cent of the budget target (VT 7,122.7 million). Major donors
so far this year include the World Bank (VT 2,816.6 million), Australia (VT 815.2 million), ADB (VT 694.7 million) and

1 Net acquisition of financial assets includes currency and deposits (i.e. cash in the Government’s bank accounts), loans where the
Government is the creditor and other financial assets. DoFT currently calculates the net acquisition of currency and deposits as a
balancing item in the Government Financial Statistics (GFS) recording system, rather than being based on actual transactions.
Therefore in the GFS system, ‘A321 — Net acquisition of financial assets — domestic’ has been broken down into finer detail, with
‘3212 — Currency and deposits’ showing the balancing item, and ‘3214 — Loans’ showing the loan from the Government to Air
Vanuatu.
2 DoFT is working on improving the collection of information regarding loan disbursements throughout the year, for inclusion in
the monthly budget report. The department is targeting the budget report for December to detail total disbursements for 20189.
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New Zealand (VT 530.7 million). Other contributing donors are gratefully acknowledged. To date this year, donor
funding expenditure has totalled VT 2,961.6 million which is equivalent to 41.6 per cent of the budget target (VT 7,122.7

million).
0 Key Terminology

» Net operating balance is equal to revenue minus expenses and indicates whether the government is able to
sustain its current level of operations. The Government must aim for a surplus.

> Netlending/borrowing is equal to the net operating balance minus net acquisition of nonfinancial assets and
is often referred to as the fiscal surplus/deficit. It indicates whether the Government is taking out resources
from or giving resources to the economy,.

» Expense is a decrease in net worth resulting from a transaction.

» Revenue is an increase in net worth resulting from a transaction.

» VAT (Value Added Taxes) is the tax on goods or services collected in stages by enterprises but ultimately
charged in full to the final purchasers.

»> Interest payments and Grants are paid on fixed dates as they are payments to external Government entities.

» Taxes on international trade and transactions are almost all import duties based on Cost, Insurance, and
Freight (CIF) values.

» Excise is charged on goods sold in the country regardless of whether they were produced domestically or
overseas.

» In terms of revenue, grants refer to funds for donor assisted projects provided by donors and also general
budget support from donors.

» The Government operations funded by donors’ numbers represent only revenue and expenses to and from
the Government’s central development fund account. Some donors continue to operate outside the
Government system so these numbers understate the total value of donor support to Vanuatu.

» Net acquisition of domestic financial assets is positive when the Government accumulates cash reserves and
negative when it draws down on its overdraft.

» Netincurrence of domestic financial liabilities is positive when Government bonds are raised through auction
and negative when they are retired (paid out).

» Net incurrence of external liabilities is positive when the Government draws down external loans and
negative when principal on these loans is repaid.

» Compensation of employees figures follow the pay days. The Government of Vanuatu runs a fortnightly pay
system.



I_Anyex 1: Govermment Revenue Trend

Government Revenue collected in september2019 was higher than the budget target figure predicted through cash

flow analysis of previous fiscal years (Figure 1). This is mainly due to greater income from land premiums, excise duty

on ‘other imports’, rent tax, import duties, registration charge recoveries and-honorary citizenship program fees.

Cumulative revenue flow (Figure 2) indicates robust revenue collections relative to the budget target.
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l Annex 2: Expenditure Trend

Government Expenditure (excluding donor funds) for September 2019 was marginally lower than predicted through
cash flow analysis of previous fiscal years, as shown by Figure 3. The majority of the underspending compared to
forecast this month was due to permanent wages, overtime wages, contract wages, home island passage
allowances, court costs, road plant repairs and maintenance, ship repair and maintenance and severance payments.

The cumulative expenditure trend (Figure 4) shows that overall expenses are controlled and in line with the budget
target.

Figure 3

Monthly Expenditure - Budget vs Actuals
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