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Foreword 
 
 
 
This Budget Manual has been drafted by the Department of Treasury and the Department 
of National Planning and Monitoring and is designed to assist departments and agencies in 
their understanding of the annual Budget process.  It has also been designed to assist 
departments and agencies with the preparation and submission of their annual Budget 
submissions. 
 
The information contained in this document includes, the Budget Process, the difference 
between Budget Submissions and Appropriations, the responsibilities of the Departments 
of Treasury, National Planning and Monitoring and Finance, the legal frameworks, funding 
options available outside of the annual Budget, and Trust Accounts. 
 
The Government’s guiding expenditure policies for PNG, including the Medium Term 
Development Strategy 2005-2010 and the Medium Term Fiscal Strategy 2008-2012, are 
also included as Attachments to the Manual and should be referred to when drafting Budget 
Submissions. 
 
This Budget Manual is a revised version of the previous manuals with additional 
information that will be beneficial to all users in the Public Service.  It is a working 
document and will be revised and updated when required. 
 
I would like to thank the officers in the Department of National Planning and Monitoring 
for their contributions relating to the Development Budget.  I would also like to thank the 
Budget Division officers in the Department of Treasury for their input and ongoing 
management of the Budget Manual. 
 

 
 
Simon Tosali 
Secretary 
Department of Treasury 
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1. 

1. Budget Overview 
 
 
The Budget is the Government’s money plan for a year.  It shows how much money the 
Government expects to receive in the year (and from where) and how it intends to spend 
that money.  The formulation and implementation of the National Budget is very important 
to our social and economic development.  
 
The preparation of a Budget, from the smallest household to the National Government, 
requires decisions to be made on how to make the best use of the available money.  There 
will never be enough money to do everything we would like. This means that in putting 
together the Budget, the National Government needs to decide which programs and 
projects can be funded and which cannot.  This requires tough choices to be made in the 
national interest.  For example, do we budget money to buy an agency a new vehicle or do 
we budget for 1,000 children to get an education for the year – there may be reasons that 
the new vehicle is a valid choice, but the opportunity cost (opportunity cost measures what 
we have to give up in order to have the thing we want) is high. 
 
If the Government spends more money than it receives in a year, it has to borrow to cover 
the shortfall.  In the past, the Government spent more money than it received for many 
years. The result is that by the start of 2006 we owed K7.5 billion, or around K1,500 for 
every person in this country. The interest on this debt costs us nearly K100 for every man, 
woman and child in this country each year.   
 
With increased revenue from high commodity prices in 2006 and 2007, the Government 
has started repaying some of this debt.  In 2008, debt is expected to fall to K6.5 billion or 
36 per cent of GDP – the lowest it has been since 1981.  The Government has also taken 
the approach of moving its debt to the domestic market to reduce the impact of foreign 
currency fluctuations.   
 
However, it is clear we still owe too much, so we cannot afford to keep on adding to the 
debt by spending more than we receive.  At the same time, the continued repayment and 
reduction of debt is critical if we are not going to continue spending a large proportion of 
our Budget on interest payments rather than funding delivery of Government services such 
as health, education, or law and order.  For every kina we pay off of public debt, there is a 
reduction in interest payments that flows into all future budgets – making more funding 
available in the long term without increasing the cost to future generations.  
 
Once the Budget for the year is set, there is no extra money to allocate – this isn’t Treasury 
being “difficult”.  Under the Constitution, Treasury can only allocate what Parliament has 
appropriated and it is illegal for us to provide more money than has been appropriated 
(budgeted). So if money is not set aside for a program or project in the Budget, then it is 
unlikely to be funded in that year. 
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1.1. What guides Budget decisions? 
 
The Budget is developed using two main frameworks: the Medium Term Development 
Strategy (MTDS) and the Medium Term Fiscal Strategy (MTFS) – copies of these 
documents are provided at Attachments A and B.  The MTDS identifies the Government’s 
seven spending priority areas: rehabilitation & maintenance of transport infrastructure; 
basic education; primary health care; law and justice; promotion of income earning 
opportunities; HIV/AIDS prevention; and development-oriented informal adult education.  
The MTFS identifies how much money the Government can afford to spend, taking into 
account how much revenue we will receive and how much we should borrow. 

1.2. Who puts the Budget together? 
 
The Treasurer has overall responsibility for preparing the National Budget, and presenting 
it to the National Executive Council (NEC) and the National Parliament for their 
consideration and approval.  He does this with the assistance of the Minister for National 
Planning.  Each year, the public participates in the Budget process by either making written 
submissions or participating in Regional and National Development Forums. 
 
National Departments and Agencies and Provincial Governments put in their submissions 
for funding each year, which are then discussed with the Departments of Treasury 
(Recurrent Budget) and National Planning (Development Budget).  The Department of 
National Planning talks with international donors on the total amount of assistance they 
will provide in the year and what it will be spent on.   
 
The outcome of those discussions is considered by a number of budget committees.  
Initially, the Ministerial Budget Committee considers the budget submissions received in 
terms of the MTFS and MTDS targets.  It may then set parameters that subsequent 
‘bureaucratic’ committees must abide by.  The budget submissions are then considered by 
the Budget Screening Committee (BSC) which is composed of Deputy Secretaries from 
several agencies including Treasury and Planning, the Central Agencies Coordinating 
Committee (CACC) which is composed of the Secretaries of the Central Agencies and 
chaired by the Chief Secretary and the Ministerial Budget Committee (MBC) before being 
submitted to NEC. 

1.3. Where does the Government’s money come from? 
 
The main source of the National Government’s money is tax revenue.  This includes tax on 
income and profits (personal income tax, company tax, mining and petroleum tax, dividend 
withholding tax, gaming tax and other direct taxes), domestic tax on goods and services 
(excise, GST, mining levy and other indirect taxes), and taxes on international trade 
(import duty, export duty and excise duty on imports).  The second major source of funds 
for the National Government is donor funded project grants.  However, donors do not 
simply give their money to the Government to spend as we wish. 
 
Another important source of the Government’s income is dividends from Government-
owned businesses and agencies and various fees and charges collected by Departments (eg, 
rent on Government land, passport fees).  We refer to these as non-tax revenues. 
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As indicated above, the Government can borrow money to cover shortfalls, however, this 
ties up future recurrent budgets in increased interest payments and debt servicing.  It is not 
generally sound fiscal management to borrow to cover recurrent spending. We might be 
able to increase spending in the short term, but we will not generate financial returns to pay 
for existing services in the future.  In general, borrowing should only be done to fund 
capital projects that generate a rate of return higher than the interest rate on the loan. 
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2. Key Terms 
 
 
ADB Asian Development Bank 
Alesco/Concept Payroll System 
Appropriation Act of Parliament approving the amount of funds that can be 

spent by the Government – may or may not impose 
conditions on that spending. 

BCU Budget Co-ordination Unit 
BD Budgets Division (Department of Treasury) 
BSC Budget Screening Committee  
BSP (1) Budget Strategy Paper 
BSP (2) Bank of South Pacific 
Budget Ceiling Treasury issued figure representing the maximum amount 

acceptable for a particular budget submission  
Budget Funding Amounts appropriated to an agency by Parliament 
CACC Central Agencies Coordinating Committee 
Commodities PNG key commodities are Oil, Copper and Gold 
CRF Consolidated Revenue Fund 
Development Budget Budget for aid and Government project funding – prepared 

by DNPM 
DNPM Dept of National Planning & Monitoring 
DPM Dept of Personnel Management 
EPD Economic Policy Division (Treasury) 
Establishment DPM approved total staffing for an agency – this is not the 

same as the funded staffing level (refer to Staff Ceiling) and 
should not be used as a basis for planning recruitment. 

FBO Final Budget Outcome 
FED Financial Evaluation Division (Treasury) 
FMIP Financial Management Improvement Program 
G&S Goods and Services Budget Funding (inc capital) 
GGS General Government Sector 
GoPNG PNG Government 
GST Goods and Services Tax 
HDA Higher Duties Allowance 
IDC Inter-departmental Committee 
IFMS Integrated Financial Management System (under 

development) 
LLG Local Level Government 
MBC Ministerial Budget Committee  
MOU Memorandum of Understanding 
MTDS Medium Term Development Strategy 
MTFS Medium Term Fiscal Strategy 
MYEFO Mid-Year Economic and Fiscal Outlook 
NEC National Executive Council  
NEFC National Economic & Fiscal Commission 
PBS Program Budgeting System 



 

5. 

PDC Public Debt Committee 
PE Personal Emoluments Budget funding (inc all staffing 

related costs) 
PEA Public Employees Association 
PFE Public Financial Enterprises (public bodies operating as 

banks or financial intermediaries).   
PFMA Public Finances (Management) Act 
PGAS PNG Government Accounting System 
PM&NEC Dept of the Prime Minister and National Executive Council 
PTE Public Trading Enterprise (public bodies operating 

commercially in the market) 
Organic Law Directly under the Constitution governs relations and 

responsibilities between National and Provincial 
Governments 

Recurrent Budget All budget funding not related to projects 
RIGFA Review of Inter-Governmental Financing Arrangements 
SCMC Salaries and Conditions Monitoring Committee 
SOE State of Emergency  
SOS Staff on strength – all staff on the payroll who are not 

unattached 
SPID Structural Policy and Investments Division (Treasury) 
Spill and Fill Agency practice of placing their entire staff structure up for 

recruitment. 
Staff Ceiling Budget funded maximum staffing level for an agency. This 

is the maximum number of staff that an agency can employ, 
including unattached staff, within the provided Budget. 

TMS Treasury Management System 
TOR Terms of Reference 
Unattached staff Staff who are no longer “attached” to a position in the 

agency’s structure (normally these officers are awaiting 
retrenchment payments) 

WOG Whole of Government 
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3.  The Budget Process 
 
 
The Budget process starts in January each year, when Treasury seeks information from 
agencies, including an estimate of their cash flow needs for the upcoming budget year.  In 
February, Treasury does its first round of economic forecasts to determine the overall level 
of funds available for the following year’s budget.  Treasury then develop our proposed 
budget strategy, which, taking account of prevailing economic conditions, considers 
whether the budget should run at a loss or deficit (that is, we will need to borrow money to 
meet our proposed level of expenditure) or a profit or surplus (surplus budget funds are 
used to repay some of the Government’s existing debt).  Once that is done, a total budget 
ceiling can be set, which is then allocated between agencies. 
 
In developing agency ceilings, Treasury considers the level of funding appropriated in the 
previous year, subsequent NEC decisions, impacts of other processes such as an election, 
one-off funding in the current year, budget funded retrenchments, and public service wage 
negotiations.  The new funding level may then be indexed to take account of cost increases, 
and in some cases, population increases from year to year.   Treasury does not consider or 
include agency requests for additional funding as part of this process. 
 
Once the agency ceilings have been finalised, Treasury presents the Budget Strategy Paper 
(including high level expenditure ceilings) to the MBC for its approval.  If approved, the 
Budget Strategy Paper is presented to the CACC prior to being considered by the NEC for 
final approval.  Once approved, the Budget Strategy Paper is circulated publicly and a 
budget circular is released to agencies advising them of their ceiling and seeking their 
budget submissions.  This circular is generally released in late May or early June each year.   
 

3.1. Process for National Departments and Statutory Authorities 
 
Following the release of the Budget Ceilings Circular, the Secretary of Treasury holds a 
meeting with agency heads to reinforce key messages.  Once the ceilings are released, 
agencies should commence preparation of their budget submission.   
 
Budget submissions for the 2009 Budget will be due to Treasury on 11 August 2008. 
 
Agencies are required to provide Treasury with: 
 
1. An electronic copy of their budget submission as a ‘flat file’ for loading into the 

Program Budgeting System (PBS) – this should be the budget at the ceiling.  
2. One signed original and four hard copies of their full budget submissions. 
3. Optional – an additional electronic copy covering their total budget submission (that 

is, the budget at the ceiling plus any additional funding requests) as a flat file. 
 
Once budget submissions are received, they are first loaded by Budgets Division into the 
PBS.  Following this process, Budget Officers commence an evaluation of the submissions 
in order to prepare an overview briefing for the consideration of the MBC in early 
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September.  This briefing includes an update on revenue projections from those outlined in 
the Budget Strategy Paper and the overall level of funding requested by agencies. 
 
The MBC then provides high level advice to set directions on any funding available above 
the announced ceilings and policy priorities for use by bureaucratic committees (BSC and 
CACC).  This guidance from the MBC and the budget submission evaluation process 
enables Treasury to compare competing priorities for additional funding and present their 
views to the BSC.  Briefing material is then finalised for the BSC.   
 
Once BSC has made their decisions, Treasury develops briefing outlining BSC 
recommendations to CACC.  This process is repeated with CACC recommendations going 
to MBC; and MBC recommendations going to NEC. 
 
It is in an agency’s best interests to provide budget submissions by the due date with a 
properly completed electronic flat file.  This allows Treasury sufficient time to properly 
consider submissions on their merits and obtain any further information required - this 
enables views to be properly informed (which may impact on Treasury’s position) and 
improves the budget process. 
 

3.2. Process for Provincial Governments (Excluding ABG) 
 
Provincial Governments are normally provided with three ceilings, a Personal Emoluments 
(Staffing) ceiling; a Personal Emoluments (Other) ceiling; and a Goods and Services 
ceiling. 
 
The Personal Emoluments ceilings for Provinces are set in much the same way as described 
above.  The Goods and services expenditure ceilings for Provinces are made up of funding 
for function and administration grants and urban and rural local-level Government grants. 
These sub-national financing arrangements, and the minimum levels for each of these 
grants, have applied since the 2004 Budget. 
 
For the 2009 Budget, proposed amendments to the Organic Law on Provincial 
Governments and Local-level Governments are intended to result in the implementation of 
a new intergovernmental financing system for provincial and local-level government.  The 
policy objective underlying these proposed amendments is to move towards the distribution 
of funding based on needs, where each provincial government has a similar financial 
capacity to deliver its service delivery functions and responsibilities. It is anticipated that 
the proposed amendments to the Organic Law to bring about full fiscal equalisation will 
occur following a second vote in Parliament in May 2008. 
 
In order to assist Provinces to construct their own Budgets, a separate Budget circular will 
be provided to provincial governments clarifying the purposes of grants at the same time as 
advising Provinces of their goods and services expenditure ceilings.  Further information 
will also be provided to assist Provinces in the allocation of funding between the health, 
education, transport infrastructure maintenance and village court function grants, and the 
administration grant. 
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3.3. Process for ABG 
 
As with other Provinces, the Autonomous Bougainville Government (ABG) receives three 
ceilings amounts for: Personal Emoluments (Staffing); Personal Emoluments (others); and 
Goods and Services. 
 
The Personal Emolument ceiling for ABG is developed in much the same way as described 
above.  However, with the new arrangements that were introduced in 2006 the Goods and 
Services amounts that used to be itemised as individual grants:  such as Block, Local Level 
Government (LLG), Town Services and Derivation Grants are now combined into a single 
Recurrent Unconditional Goods and Services Grant.  The ABG also receives the Police 
Goods and Services Grants for Police operations in the Province and other conditional 
Grants as agreed between the National Government and the ABG, for example a grant was 
provided in both 2007 and 2008 to assist the ABG with ongoing work on the transfer of 
National Government functions and powers to the ABG. 
 
The proposed intergovernmental financing system arrangement for the Provincial and LLG 
will not affect ABG, funding will continue to be provided direct from Treasury   
 

3.4. Budget Decision Making Process 
 
As indicated above, at the beginning of September, Treasury will brief MBC on the 
submissions received from all agencies and the latest estimates of revenue estimates for the 
budget year.  This allows the MBC to set the parameters for the total funding envelope for 
the budget – identifying in the process whether additional funding will be available above 
the ceilings, or whether savings will need to be made.  MBC also indicates the 
Government’s priority spending areas for the Budget. 
 
The BSC commences meetings in mid to late September.  Working with the priorities and 
parameters set by MBC, BSC considers each submission.  Each agency is offered the 
opportunity to make a presentation to BSC based on their submission.  Following the 
conclusion of the presentation and any questions from the BSC, the agency is excused and 
the members deliberate on funding requests.  BSC reports each day to MBC on the 
outcome of decisions.  At the end of the process, BSC may need to revisit decisions in 
order to comply with the parameters set by MBC.  At the completion of this process, 
Budgets Division updates PBS and the briefing documentation to reflect BSC’s decisions. 
 
BSC briefs the CACC in early October and seeks their review and endorsement of the 
Budget decisions.  Again, once the decisions are made, PBS and briefing is updated for 
presentation to the MBC. 
 
Following final consideration by MBC (mid-October), the process of seeking NEC sign-off 
of the Budget commences.  NEC considers the budget in mid-October.  The Parliamentary 
Plans and Estimates Committee is briefed and any final changes are recorded in the PBS. 
 
Once all decisions are finalised and recorded, Treasury prepares the Budget books and 
appropriation bills.  These are then sent for printing. 
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The Budget is handed down at 2pm on the second Tuesday in November.  From 10am on 
budget day, the Treasurer and the Minister for Planning present the Budget to journalists 
and other interested parties in the budget ‘lock-up’.  Once the lock-up commences, 
participants are unable to leave the premises until the budget speech in Parliament 
commences. 
 
Weeks after the Budget and appropriation bills have been introduced into Parliament, the 
Opposition are given a chance to respond and a vote is taken on the bills.  If the bills are 
passed, they need to be certified by the Governor-General in order to pass into law. 
 
The Minister for Treasury issues a warrant to the Secretary of Treasury to enable the draw 
down of appropriation. 
 
In December, Treasury requests all agencies to submit their work plans and cash flows for 
the following year to enable Treasury to assess cash requirements month by month. 
 
Assuming these processes are complied with, the appropriations will be available for 
warrants to be issued from 1 January. 
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4.  Budget Submissions vs Appropriations 
 

4.1. Budget Ceilings 
 
Every year, agencies prepare a budget submission for consideration by Government.  A 
circular goes out identifying a budget ceiling for each agency.  The ceilings are formulated 
by Treasury based on our best estimate of the level of revenues the Government is expected 
to have available for the next year.  Treasury requires that budget submissions are prepared 
at the budget ceiling issued because this is the expected limit of funding available to 
Government.   
 

4.2. Requests for Additional Funding 
 
Almost every agency in Government considers that they need more funding (this is not 
only in PNG, but is a world wide phenomenon).  The majority of budget submissions 
coming in to Treasury are substantially higher than the ceiling – in some cases more than 
three times the ceiling level.  Every agency argues that they are ‘under-funded’ and that 
they are a “special” case for additional funding.  These requests are unrealistic and simply 
raise an expectation in the agency that can never be fulfilled. 
 
It is possible, by the time the budget committees commence hearings, that some additional 
funding may be available that could be distributed to agencies.  In some years, therefore, 
the Government may request agencies to put forward an argument for a share of that 
additional funding.  Any requests for additional funding should take into account the reality 
of our fiscal situation and the Government’s priorities.  Consider that any additional 
funding is likely to be limited and that opportunity costs are high – for example, for five 
additional staff members, we could have paid to immunise 2,000 kids.  Keep this in mind 
when considering whether your expenditure is a priority. 
 
Also bear in mind that if the fiscal position significantly worsens between the release of the 
ceilings and the commencement of BSC, less funding could be available and the 
Government could request that savings be identified. 
 

4.3. Appropriations 
 
Once the budget committees have considered the budget submissions of agencies and 
decided on the level of funding for each agency, these decisions will need to be approved 
by NEC. 
 
Once NEC has approved the decisions, Treasury prepares appropriation bills for 
consideration by Parliament.  If Parliament approves the bills and they become law, this is 
the amount of funding available to the agency. 
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4.4. Budget Submission vs Appropriation 
 
Regardless of what the agency has requested, the amount appropriated is the limit of an 
agency’s funding.  Following approval by Parliament of the appropriation amounts, 
agencies should adjust their own budgets to fit within the level of their appropriation.  If an 
agency’s original budget was prepared at the ceiling, with additional funding requests 
prioritised and kept to a minimum, this will reduce the need for an agency to substantially 
rework its budget. 
 
It is illegal for an agency head to commit to more spending than the agency has funding for 
– this includes staffing costs.  It is not a sufficient argument to state that the agency was 
under-funded and that had they been funded to the level requested they could have met 
their expenditure.  The agency has been funded at a level that is sustainable.  That is, there 
is no under-funding, the funding provided to agencies (when good public expenditure 
management principles have been adhered to) is the level of funding that is reasonable to 
allocate to ensure that the Government does not take on any further debt that future 
generations will have to bear the cost for. 
 
A sustainable budget is important, as it means that we can ensure that agencies have some 
certainty that at least the same level of funding will be available each year – barring 
catastrophes.  Otherwise, an agency cannot budget with any degree of comfort that they 
will be able to continue funding for new projects.   It follows, therefore, that agencies have 
a responsibility to ensure that the funding available to them is used in the most cost 
effective manner. 
 

4.5. Treasury Staff Ceilings and DPM Approved Establishments 
 
Please note, just because DPM has approved a new establishment this does not guarantee 
any additional funding for staffing from Treasury.  Staffing is limited by the number of 
staff approved in the budgeted staff ceiling and the amount of funding appropriated. Each 
year the Secretary for Treasury advises agency heads by letter of the Total Staff Ceiling for 
which they are funded and to which they are required to manage their agencies.  Substantial 
increases in staffing numbers are unlikely to be approved, particularly if the agency has a 
large number of unattached officers. 
 
Agencies are often surprised to discover that they can not get additional funding for large 
increases in staffing numbers and that approval to advertise new positions is withheld 
because insufficient funding is available.   Note, new positions should not be advertised or 
filled until a position number is approved.   
 
Another issue to consider is that if an establishment approves a spill and fill at increased 
grades, this will increase salary costs.  If the increased cost is higher than the appropriated 
level of funding, then the agency cannot undertake the spill and fill until funding has been 
identified and approved.  For Departments, they will need to seek approval to move 
funding from elsewhere in their budget through a Section 3 or 4 transfers.  For Statutory 
Authorities, they will need to reduce costs in other areas to fund the salary increases, 
however they should not then complain when their goods and services funding is reduced 
because they have overspent on wages. 
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4.6. Devolution 
 
Under devolution arrangements proposed by DPM, agencies will be able to manage their 
own establishments without reference to DPM.  The aim of this policy is to allow agency 
heads to be more responsible and responsive to their agency’s needs.  However, with this 
power comes the need for the agency to maintain greater control over their payroll 
expenditure.  Changes must be managed within the level of funding approved for the 
agency – there will be no DPM establishment.  Treasury will publish a funded staff ceiling 
as part of the budget papers each year.  This will indicate to agencies how many positions 
Government has agreed funding for, but, under devolution, it is the level of funding that is 
the primary test of whether new staff can be employed.   
 
Where an agency overspends, they are likely to face penalties, including the removal of 
devolved powers. 
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5. Treasury, Finance & Planning 
 

5.1. Who is responsible for what? 
 
Considerable confusion continues to exist in agencies around which of the three financing 
agencies is responsible for various issues.  This often leads to correspondence and requests 
being incorrectly addressed, causing considerable frustration for the person making the 
request and the person receiving it.  This can also be responsible for a perceived lack of 
action on a request – the reason the request has not been actioned can be as simple as it has 
not gone to the right agency. 
 

5.2. Treasury 
 
Treasury’s key responsibilities include: 
 

• Advising the Government on economic management; 
• Developing and managing the recurrent budget (including transfer of funds to fund 

new policy); 
• Release of warrants - this releases appropriation to enable Finance to draw down  

funds from the CRF to provide them to an agency; 
• Management of the Government’s debt portfolio; 
• Advising the Government on investment proposals; and 
• Financial Investigations. 

 
Where your request lies in one of these areas it should be addressed, in writing, to the 
Secretary for Treasury. 
 

5.3. Finance 
 
Finance’s key responsibilities include: 
 

• Provincial Treasuries; 
• Non-tax revenue issues; 
• Government accounts; 
• Oversight of Trust accounts; 
• Whole of Government payroll processing issues; 
• Release of funds from CRF; 
• Financial Instructions; and 
• Internal audit functions. 

 
Where your request lies in one of these areas it should be addressed, in writing, to the 
Secretary for Finance. 
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5.4. Planning & Monitoring 
 
The Department of National Planning and Monitoring’s key responsibilities include: 
 

• Developing and managing the development budget (including recommendations on 
the transfer of funds to fund new policy); 

• Considering and advising on new and ongoing projects for funding through the 
development budget; and 

• Liaising with aid donors. 
 
Where your request lies in one of these areas it should be addressed, in writing, to the 
Secretary for National Planning 
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6. The Law 
 

6.1. No spending without an Appropriation 
 
Section 209 of the Constitution of the Independent State of Papua New Guinea states that 
“the Parliament shall be responsible for the authorisation and control of all revenue 
collection, expenditure and financing activities of the National Government”.  To enable 
this, the National Government must prepare a budget for each fiscal year (the fiscal year 
and the calendar year are the same).   
 
There will be at least three separate appropriation acts (although in practice, this is broken 
into four acts): 
 
a) the services of the Parliament – which include the salaries and allowances (financial 

and otherwise) of the Members of Parliament, the maintenance of the precincts of 
the Parliament, and the Parliamentary Service established under the Parliamentary 
Service Act 1995; 

b) general public services – in practice, the general public services appropriation has 
been broken into two acts – the recurrent budget appropriation and the development 
budget appropriation; and 

c) the services of the Judiciary – which includes the salaries and allowances (financial 
and otherwise) of Judges of the Supreme and National Courts; the maintenance of 
the Supreme and National courts; the National Judicial Staff Service established 
under the National Judicial Staff Service Act 1987; and the salaries and allowances 
(financial and otherwise) of all persons appointed under the Supreme Court Act 
1975, the National Court Act 1975 and the Sheriff Act 1973. 

 
The Constitution also allows the Parliament to approve such other supplementary Budgets 
and appropriations as are necessary.  
 
The Speaker of the Parliament and the Chief Justice are required to submit their budgets to 
the Prime Minister before 30 September each year.  All other agencies must submit their 
budget in accordance with an instruction from the Secretary of Treasury. 
 

6.2. Spending in Accordance with Budget 
 
Section 5 of the Public Finances (Management) Act 1995 (PFMA) sets out the 
responsibilities of the head of each agency.  These include: 
 
(a) the provisions of the PFMA are complied with; 
(b) all accounts and records relating to the functions and operations of the Department 

are properly maintained;   
(c) all necessary precautions are taken to safeguard the collection and custody of public 

moneys;  
(d) all expenditure is properly authorized and applied to the purposes for which it 

is appropriated;   
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(e) there is no overcommitment of funds and a review is undertaken each month 
to ensure that there is no over-expenditure or overcommitment and the 
collection of public moneys is according to approved plans and estimates (that 
is the budget as shown in the budget books); and 

(f) all expenditure is incurred with due regard to economy, efficiency and effectiveness 
and the avoidance of waste;  

 
The responsibility of a Departmental Head to ensure that an agency meets these 
requirements is not derogated or reduced by reason of any delegation of functions by him 
to another person. 
 
This means that every time an agency commits or spends more money than they are 
appropriated, they are breaking the law and could be eligible for prosecution. 
 
 

6.3. Section 3 and 4 of the Appropriation Act 
 
Under Sections 3 and 4 of the Recurrent Budget Appropriation Act and Section 3 of the 
Development Budget Appropriation Act, the Secretary of Treasury is given limited powers 
to re-allocate unexpended appropriation between programs and activities in order to fund 
new or existing services. 
 
This power is limited to a maximum kina figure equivalent to ten per cent of the budget.  
Note, this is not ten per cent per agency, so if one agency receives re-allocations in excess 
of ten per cent, others will not be able to seek re-allocations.   
 
These transfers require the written approval of the Secretary of Treasury; therefore, any 
agency who reallocates funds without that approval is breaking the law. 
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7. Additional Funds between Budgets 
 
 
Treasury often receives requests for additional funding between budgets.  There are several 
ways to obtain additional funds: 
 

• Secretary’s Advance; 
• Supplementary Budget; 
• Reprioritising agency expenditure to achieve offsetting savings; and 
• Close of Account process. 

 

7.1. Secretary’s Advance 
 
The Secretary of Treasury is appropriated a limited amount of funding (generally K20 
million per annum), known as Secretary’s Advance, that can be used for unbudgeted 
expenditure throughout the year.  Generally this funding should only be used for urgent, 
unavoidable and unforeseen expenditure.  Its limited nature means that the Secretary’s 
Advance should not be relied on as a source of funding, particularly for recurrent 
expenditure. 
 

7.2. Supplementary Budget 
 
Additional funding can be sourced through the Government returning to Parliament to 
approve a supplementary appropriation bill.  However, the Government’s ability to prepare 
a supplementary budget is limited by whether additional revenue has been raised.  If there 
is no additional revenue, the funds being appropriated would need to be borrowed from 
other sources.  
 
Borrowing to meet current year unplanned expenditure would be a position of last resort, 
likely only to be used in the case of a National Emergency.  Aside from the fact that such a 
position would be inconsistent with the Government’s fiscal policy, it is extremely unlikely 
that the supplementary appropriation bill would be passed by the Parliament unless there 
was an absolute necessity.    
 
Again, we note that borrowing to meet current costs is a bad practice as it impacts on future 
year recurrent funding.  The need to meet increased interest costs and principal repayments 
reduces the amount of funding available to spend on critical services in future years. 
 

7.3. Offsetting Savings 
 
Funds can also be raised by the agency choosing to reprioritise its expenditure, making 
savings that can be used to fund new policy.  This will usually require an agency to recast 
its budget.  The savings should be agreed with Treasury and approval for the transfer will 
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need to be obtained from the Secretary of Treasury under Section 3 of the relevant 
Appropriation Act. 
 

7.4. Close of Accounts Process 
 
While it is possible that some limited funds could be made available during the close of 
accounts process to meet outstanding expenses, agency heads should note that by 
committing to expenditure over the level of their appropriation they are committing an 
illegal act – this applies to salary expenditure as well as other expenditure.  No agency 
should ever rely on availability of funds in the close of accounts process, as there is no 
guarantee that funds will be available.   
 
Treasury is seeking to discourage any perception that agencies do not really have to 
manage their costs as any outstanding expenses that they cannot meet will be met by 
Treasury in the annual Close of Accounts process.  There is a legal requirement on 
agencies to manage their costs within their budgets. 
 

7.5. NEC Decisions approving Additional Funds 
 
Although NEC may approve additional funding for new policy, it may not be in Treasury’s 
power to provide any additional funding.  Treasury is constrained by the requirements of 
the Constitution and the Public Finances (Management) Act 1995 to only approve 
expenditure of funding that has been appropriated.  Once appropriations are exhausted, 
there is no additional funding that Treasury can lawfully meet commitments from.  Funding 
for new policy could then only come from savings in the agency or in a Supplementary 
Budget. 
 
Agencies should consult with Treasury on budget impacts and availability of funds before 
they go to NEC seeking additional funding.  Administratively, there is a requirement for 
agencies to consult with Treasury on any new policy proposals that require additional 
funding.  In practice, this does not happen.  However, working with Treasury will limit the 
risk that an agency will have policy approval but no additional funding or that costs have 
not been properly considered. 
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8. Use of Trust Accounts 
 

The criteria that Treasury will consider in evaluating whether a trust account should be 
established to fund a particular expenditure item is as follows: 

 
1. the purpose of the funding be investment related (that is, rehabilitation plans and 

provisions for payroll  arrears would meet this criterion - funding to meet current 
consumption shortfalls, for example, would not); 

2. the purpose of the funding be specific in nature (for example, multi-year 
rehabilitation / upgrade projects would meet this criterion as would a provision for 
payment of arrears of Police salary increments); 

3. the level of the funding be sufficiently high to justify the creation of a trust account 
(that is, a highly compelling case would need to be established to justify the 
creation of a trust for funding items of K1 to K2 million); 

4. there is a timeframe in which the purpose of the funding can be concluded (that is, 
there is a natural finite period over which the funds could be fully expended); 

5. the signatories to the trust account are appropriate and relevant to ensure 
accountability and transparency of the transactions from the trust account; and 

6. appropriate reporting arrangements (to be stipulated by Finance, in consultation 
with Treasury) are agreed by the agencies responsible for the administration of the 
trust. 

 
Once Treasury considers that a Trust is the appropriate funding mechanism, they will 
approach Finance (as the agency responsible for trust accounts) for their opinion.  
Assuming that a Trust is supported, the establishment, management and use of a trust will 
be carried out in accordance with Sections 15 and 16 of the Public Finances 
(Management) Act, 1995, as follows: 
 
1. A Trust Account is established by the Minister for Finance; 
2. Unless funds represent the PNG Government’s contribution to a donor-funded 

project, then funds will need to be appropriated into the Trust Account – they 
cannot be paid into a trust once they have been released to the agency.  The details 
of the Account and the amount to be appropriated should be set out in the Schedule 
attached to the Appropriation Bill; 

3. To ensure that the Trust Account can be established quickly, in order to receive the 
appropriation, draft Trust Instruments should be attached to the NEC Submission 
seeking approval of the Budget Bills; 

4. The Draft Trust Instrument needs to be forwarded to the Minister for Finance for 
signature; and 

5. Bank accounts for the Trust can be established as quickly as required.  Finance will 
establish the account at any commercial bank.  To do this they will require: 

 
a. The completed Trust Instrument, signed by the Minister for Finance; and 
b. Details of the signatories to the account and copies of their signatures 

(for urgent processing, this information can be supplied after the account 
is opened; however, no money can be withdrawn until this information 
is provided). 
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6. The agency will need to ensure that they get all necessary forms printed as soon as 
possible including cheques and ILPOCs. 

7. All financial transactions and statements for the account must be processed through 
PGAS or its successor – this can be done by the relevant department or, if required, 
Finance. 

8. The trust should only operate for a limited period – preferably short term. 
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9.  Program & Performance Budgeting 
 
 
Consistent with the MTFS, Treasury has been pursuing reforms to improve budgeting 
processes to increase the effectiveness, efficiency and transparency of public spending.  As 
part of this, budgeting is moving towards a management framework to monitor the 
performance of all levels of government.  Under this framework, agencies justify their 
annual budget bids against programs and activities, with continued access to funding being 
based on their performance against agreed indicators. This will help to ensure that planned 
results are being achieved with allocated resources.  This framework is referred to as 
performance budgeting. 
 
Performance budgeting helps to:  
 

(i) clarify policy priorities;  
(ii) focus expenditures more tightly on priorities;  
(iii) potentially inform and motivate program managers and service providers;  
(iv) identify the causes of good and bad performance and thereby reduce waste and 

increase impact; and  
(v) facilitate cross-agency working.    

 
This is achieved by allocating budget resources to spending departments and agencies on 
the basis of reviews of past performance and statements of future strategy, and in return for 
commitments to achieve defined results. 
 
The imperative behind performance budgeting is to ensure that scarce budget resources are 
used to their best possible effect.  This supports a framework for good public expenditure 
management (PEM).  Good PEM is characterised by three core principles: 
 
1.  Aggregate Fiscal Discipline 
 
Budget totals should be the result of explicit, enforced decisions; they should not merely 
accommodate spending demands.  These totals should be set before individual spending 
decisions are made, and should be sustainable over the medium-term and beyond.  This is 
the ceiling setting process. 
 
2.  Allocative Efficiency  
 
Expenditures should be based on government priorities and on effectiveness of public 
programs.  The budget system should facilitate reallocation of funding from lesser to higher 
priorities and from less to more effective programs.  This is the budget committee process. 
 
3.  Operational Efficiency  
 
Agencies should produce goods and services at a cost that achieves ongoing efficiency 
gains and (to the extent appropriate) is competitive with market prices. 
For a program budgeting system to be effective, it needs to provide operational data for 
current budgeting needs, but also be able to provide information for future foreseeable 
budgeting needs.   
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9.1. Program/Performance vs Line-Item Budgeting 
 
Program/performance budgeting is generally considered to offer better transparency, 
accountability and control than line-item budgeting.  In addition, in contrast to line-item 
budgeting, program budgeting is considered to overcome: 
 
• its short-term focus; 
• its incremental nature; 
• the emphasis on inputs rather than the delivery of services (outputs);  and 
• its excessive detail which tends to obscure whether an agency is achieving the 

Government’s objectives. 
 
Performance budgeting does not preclude continued presentation of line-item information.  
It is more about changing the emphasis on the use of that information – shifting from the 
line-item being the main focus of budget discussions to the line-item being of concern only 
as it impacts on the ability of the agency to deliver its functions. 
 

9.2. What does this mean for Agency Budget Preparation? 
 
Although agencies continue to prepare and provide information to Treasury in detailed 
line-item formats, justification for continuation of program funding at current levels, as 
well as any requests for additional funding, should concentrate on identifying what the 
benefit is to Government and to PNG in terms of the funding enabling delivery of outputs. 
 
That is, an agency should justify their requests in terms of what additional resources they 
need and what that resourcing will achieve.   
 
For example:  If a hospital was seeking funding for five community health workers to 
deliver a new immunisation program, their justification should include why five workers is 
the right number and how many people the program would target and what would be the 
health outcome to those people – for example, a target of 50,000 children immunised (65 
per cent of the target population) against measles, mumps and rubella would be expected to 
largely contain the spread of this disease, reducing death or deformity in early childhood by 
x per cent and reducing the risk of transfer to pregnant women, with an expected reduction 
in miscarriage and foetal abnormalities. 



 

23. 

10.  Costings 
 
 

Before an agency requests additional funding for new policy, it should undertake a proper 
costing process to ensure that the impact of the policy is properly captured.  The following 
represents a brief summary of the issues that should be taken into account.     

In a costing exercise, it is usually desirable to:  

• specify the program objectives and targets to be met;  

• identify the means (including alternatives) by which the objectives can be achieved;  

• identify constraints e.g. policy, safety standards and rules; and  

• specify quantity and quality.  

The first step in any costing exercise is to identify the objectives of the program, good or 
service to be costed.   For example, an HIV/AIDS awareness campaign has as its objective 
an increased awareness in the general population of the existence of HIV/AIDS as a 
disease, how the disease is transmitted, how to protect against transmission, symptoms, 
where to get tested, and how to access treatment, if required. 

The second step is to think about the possible methods of delivery that could achieve this 
objective.  For example, in looking at the costs of providing an HIV/AIDS awareness 
campaign, consideration might be given to delivering the service through: posters 
distributed to businesses; media notices and advertisements (TV, radio or print); a mail-out 
of printed advice direct to target audiences; utilizing church groups and other non-
government organizations; establishment of a telephone advisory service; or through a 
combination of the above.   At the outset, a program officer will need to judge which 
options are feasible.  This step should always include an option to ‘do nothing’, or deliver 
the service as it is currently delivered.  This provides a benchmark against which all other 
options can be assessed in terms of the net economic worth they provide to society. 

Officers should be looking for the most cost effective method of delivery that meets the 
objectives of the program – for example, a TV ad will be expensive and may only be 
effective in reaching a limited number of people where a radio ad in conjunction with 
posters and efforts by church groups may reach a much larger population for the same or 
lesser cost. 

The third step will be to identify any constraints that will limit the available methods, 
including available funding, existing policy, legislative problems or other legal issues, 
infrastructure, cultural constraints or donor imposed constraints (whether for this program 
or for another program that this proposal could impact on). 

The last step is to identify the key stages in delivering the program and to specify the 
quality and/or quantity of the item(s) to be costed in each stage.  This step should be 
undertaken with a number of principles in mind:  

• the level and quality of service should be consistent with policies outlined in 
submissions to be provided to NEC or decisions approved by NEC.  Any significant 
variance to the proposal approved by NEC indicates that the costed policy is not the 
same as that proposed for consideration by Government;  
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• where the level and quality of service is not readily identified from policy 
documents, the standard of service to be costed should be realistic and adequate, 
rather than tending towards a “gold plated” option (that is, it should be fit for 
purpose); and  

• the degree of precision required in specifying what is to be costed will depend on 
the purpose of the costing.  Where a good or service is to be implemented with new 
funding required, careful specification will be necessary.  Where the costing is of 
resources to be reallocated internally with no risk to the Budget, then a lesser degree 
of precision in specifying the levels of service or activity may be acceptable.  

This step will need to include all costs involved with delivery of the item, not just the cost 
of the item itself.  For example, the HIV/AIDS awareness campaign has decided that 
distributing posters to businesses and church groups will be the most effective method of 
meeting their objectives.  The cost of this proposal will not just be printing, but will 
include:  poster design; printing; staff to manage the process and communicate with 
business and church groups; training, etc. 

Consideration will also need to be given to any flow on effects to other activities (e.g. a 
public awareness campaign on the need for HIV/AIDS testing should result in an increased 
use of medical services who provide that testing).    

Once this process has been completed, you will need to then work out the cost of the 
identified components. 

A checklist of full costs will include:  

• the direct cost of staff to deliver the program.  This labour component can be 
broken up into two components;  

- the normal salaries1 and wages rates of those staff, which can be expressed in 
annual, fortnightly, daily or even hourly terms;  

- other direct labour costs for those staff eg allowances, overtime, and leave fare 
payments;  

• the direct costs of materials and services consumed in the production process (eg 
printing, travel, stationery, consultancies, vehicles);  

• an appropriate share of indirect labour costs including:  

- computers, office costs, personnel, and audit services;  

- office accommodation costs (including rent, repairs and maintenance, cleaning 
and utility charges);  

• a share also of indirect materials and services, such as minor stores, 
communications (telephone, email, internet), incidentals, office machines and 
stationery, advertising, insurance, and freight; 

• capital costs, including ongoing maintenance. 

                                                 
1  Please note that under the proposed Chart of Accounts for the implementation of the Integrated Financial 
Management System, the current draft configuration provides for separate economic items for salaries and 
allowances.  Under the current system, salaries and allowances are captured under Item 111.  However, it is 
proposed that there will be a salaries economic item and an allowances economic item.  This will enable these 
costs to be estimated separately. 
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Note, it is important that indirect costs and flow on costs are identified to ensure that 
proposals can be properly evaluated and implemented.  For example, if a major capital 
purchase is proposed, what are the associated costs of running the capital asset (this could 
be additional staff, utilities, fuel).   

Where this isn’t done the risk that an agency cannot implement its programs increases – for 
example, if 10 additional staff are recruited but they don’t have a desk or a computer, or if 
increases in utilities aren’t taken into account, then the agency won’t have sufficient 
resources for the new staff to undertake any work.  It is better to have 5 additional staff 
with full resources for them to do their work than 10 additional staff with no resources. 
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11. Completing a Budget Submission 
 
In May/June each year, Treasury issues a budget circular calling for submissions in early 
August of that year.  The circular contains instructions on completing the submission and 
these should be complied with.   
 
Other than requiring completion of a number of summary forms, the format of a 
submission is largely left to agencies.  However, the following information is provided to 
assist agencies in preparing their submissions: 
 
• Detailed definitions of expenditure line items have been provided as Attachment C 

to this manual; 
• A possible template for your submission and instructions for completing it have 

been provided as Attachments D and E to this manual. 
 
Agencies are required to provide one (1) signed and four (4) hard copies of their 
submission to Treasury by the due date. 
 
In addition to the hard copy submission, all agencies are required to complete an electronic 
budget submission template, at or below the provided Budget ceiling, to enable uploading 
of their Budget into Treasury’s budgeting system.  Instructions for completing this 
submission are included as Attachment F.  However, agencies should attend the courses run 
by Finance on completing their e-budget. 
 

11.1. Submissions Requesting funding above the Budget Ceiling 
 
As indicated in the Budget Circular and previously in this manual, agencies must submit a 
budget at the level of their ceiling.  Any requests for additional funds must be identified 
separately.  The purpose for this is two-fold.   
 
1. It allows both agencies and Treasury to identify what is new spending and what is 

existing spending which then enables easier justification and prioritising of 
expenditure. 

 
2. Agencies can clearly identify the appropriate distribution of funds between 

programs, activities and line items at the ceiling.  This should reduce the need for a 
large number of Section 4 transfers at the beginning of each year and ensure that 
funds are budgeted correctly. 


