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1. INTRODUCTION

Mr. Speaker, | move that the Bill be read a second time. | am honoured to present to
the House of Parliament the 2012 National Budget. It is an honour because this is a
Budget for the people. It is an honour because in this Budget we have gone out of our
way to start the long process of ensuring that the people of Papua New Guinea share
the benefits of the massive revenue that we must manage on their behalf. There is

more to be done.

Mr. Speaker, it is an honour to present the first Budget of the O’Neill-Namah

Government.

Mr. Speaker, clearly this Government sees itself as bringing real generational change
to the leadership of Papua New Guinea, and to bring change we must look to our past

and determine what we can do better. This Budget is one step along that road.

But Mr. Speaker, while we look back and identify the need for change, the errors of
previous Governments, we should not forget that as much as past Governments may
have lost their way in general, they were motivated by the best interests of Papua New
Guinea. In that vein, Mr. Speaker, | want to pay tribute to the long distinguished service
of the Grand Chief Sir Michael Somare. His contribution to this nation can never be

repaid.

Mr. Speaker, this is a big Budget. In fact, Mr. Speaker, the 2012 Budget will be PNG’s
biggest Budget ever - a K10.5 billion Budget, a Budget which is over 13 per cent larger
than the 2011 Budget.

This Budget is responsive to the needs of our people, one directed towards ensuring
that the benefits of our strong economic growth are shared more fairly in our
democratic society. At the same time, this Budget is aimed at lowering the cost of living

for our people and improving the welfare of ordinary Papua New Guineans.

The Budget's theme is “Sharing the Wealth and Empowering our People”. In short,
Mr. Speaker, this Budget is about giving more citizens the opportunity to participate in

PNG’s growth. This is important because National progress depends on hard work



across all sectors of the economy. This is a Budget that shares the wealth for inclusive

and progressive participation by all citizens in effective socio-economic development.

But, Mr. Speaker, that requires two things. First we cannot expect the people of Papua
New Guinea to make sacrifices for the Nation if we, as leaders, fail to set the highest of
standards ourselves. Second we must put in place an economic framework that
encourages, facilitates and provides greater opportunity for a growing number of our
people to participate in the workforce, to make money and to build a future for their
families. Every new job created, every new business started provides hope and

opportunity and importantly money in the pockets of Papua New Guineans.

Mr. Speaker, in so many ways, we are a wealthy Nation. We have the strength and
resilience of our people, culture and history. We have the beauty of our country. We
have the natural wealth above the ground through our agriculture, the natural wealth
below the ground in our minerals, and the natural wealth of our fisheries in the sea. We
have a business spirit which we must nurture through our support for small and

medium size businesses.

We must more effectively share this wealth so that it gets out to all our people and
empower them so they can participate in our society and economy. We cannot eat
GDP - simply growing GDP does not improve the welfare of our people. We must
ensure that our high levels of growth, including our massive growth in government
revenue over the last three years of over 58 per cent, contributes to allowing our

people to participate in economic development.

But where has all of this extra money gone? Our people know that it has not gone to

making their lives better. Governments must do better. Leaders must do better.

And with a K10.5 billion Budget, the O’Neill-Namah Government has the resources to
take forward our people’s aspirations in line with their development plans. Our key
challenge is to make sure that this K10.5 billion in resources is best directed towards
the needs of our people. We must be transparent and we must ensure that our funding

is spent well on improving service delivery to our people.

Through the Budget document which | present today, there are many examples of how
we are directing the Budget to meet our people’s aspirations. This Budget is focused

on the key enablers to nurture the development of our children and our economy —
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towards better education, better health, better infrastructure, and better law and order.
This is a responsible Budget, a balanced Budget, a Budget designed to help reduce

inflationary pressures.

But most importantly, Mr. Speaker, this is a people’s Budget because the Budget also
recognises the cost of living pressures facing PNG families. This Budget reduces the
tax burden on income taxpayers, reduces the prices of many food items and other
materials through cutting tariffs, and ensures this is a responsible Budget aimed at not

adding to inflationary pressures.

It is important that we acknowledge that this Budget is also being delivered in the midst
of an unusually high degree of uncertainty in the global economy; debt bailouts
throughout Europe; and a down grading of the US Government’s credit rating. Who
would have believed these extraordinary events only a few years ago? We must
manage this uncertainty carefully, for we must avoid having our development capsized

by not watching out for a wild wave in the rough seas around us.

Within this economic context, the 2012 Budget will be guided by the PNG Vision 2050,
the Development Strategic Plan (DSP) 2010-2030, the Medium Term Development
Plan (MTDP) 2011-2015, the Medium Term Debt Strategy, the Medium Term Fiscal
Strategy 2008-2012 (MTFS), and the Papua New Guinea Fiscal Responsibility Act
2006.

Mr. Speaker, | will now discuss the state of the economy and the contents of the 2012
Budget.

2. STATE OF THE ECONOMY

Mr. Speaker, the economy is expected to grow by 7.8 per cent in 2012 compared to
the anticipated growth of 8.9 per cent in 2011. This would represent 12 years of
uninterrupted economic growth. Our growth rate remains nearly double the

international average.

Our strong growth continues to be driven by construction activity on the PNG LNG
project. This is expected to boost other sectors of the economy, especially the

construction and transport storage and communication sectors. There is a small



moderation in growth in 2012 as PNG LNG project construction activity has slightly

passed its peak level, but growth remains at high levels.

All non-mining industries are expected to continue to expand in 2012. Non-mining GDP
is forecast to grow by 7.4 per cent in 2012. This remains driven by the construction
phase of the PNG LNG project and the flow on effects to other non-mining sectors.
The agricultural, forestry and fishing sector has also benefitted from the strong surge in
commodity prices in the beginning of the year which has led to higher production of

coffee, copra and palm oil.

The mining and quarrying sector is expected to grow by a very strong 20.2 per cent in
2012. The upward revision from 2011 is attributable to the return to normal production
expected at the major mines after the disruptions to production in 2011. This includes
the expected start up of production at Ramu Nickel, and the strong production
expected at Ok Tedi, Porgera and Lihir. Smaller new mines including Simberi and
Hidden Valley are also expected to expand operations supporting growth in this sector
in 2012.

Mr. Speaker, this strong economic growth will continue to put pressure on PNG’s
inflation which is expected to remain high at 7.6 per cent in 2012. This is high
considering the very strong appreciation of the Kina during 2011 — by some
19 per cent against the US dollar and 17 per cent against the Australian dollar. This
appreciation of the Kina should have lowered imported good prices by the same
amount. And this is why | continue to encourage businesses to pass on these

exchange rate savings to our people.

Mr. Speaker, in summary the domestic economic outlook is positive but not without
risks. The risks include potential disruption to the global economic recovery impacting
on PNG’s trade and Government revenue; potential disruption to the progress of the
PNG LNG project; potential disruption to existing agricultural, mining and petroleum
production; inflation increasing further, particularly in light of capacity constraints; and

loss of fiscal discipline given high expenditure pressures and the trouble-free election.

Considering these risks, the Government has responsibly structured the 2012 Budget

in order to promote macroeconomic stability and prudent fiscal management.



3. BUDGET STRATEGY

Mr. Speaker, the 2012 Budget is our first Budget over K10 billion. This is a Budget
directed towards the needs of PNG, a balanced Budget, a responsible Budget. This
Budget takes into consideration the high level of activity in the domestic economy, the
fragility of the global economy and its potentially volatile impact on commodity prices
and the demand for PNG exports. The Budget Strategy is driven by five key

considerations.

First, we must ensure that we increase the level of funding to the key enablers which
will empower our people to participate in development. These enablers are education,
health, infrastructure and law and order. And | am proud to announce that the
O’Neill-Namah Government has reversed the decline in the share of our budget which

goes to these crucial areas.

Second, we must ensure we remain focused on ensuring value for money from any

expenditure. We must work to get improved services to our people.

Third, we must remain focused on a responsible Budget that takes account of our
economic circumstances. We are in the midst of a GDP boom, but we must make sure
we manage this well and not increase cost of living pressures on our families or debt

burdens on our children. Hence we will have a balanced Budget.

Fourth, we must start to address some previous poor decisions made in the
management of our Public Enterprises. In particular, this Budget includes an
appropriation for K900.0 million to ensure PNG benefits from retaining its shareholding
in the PNG LNG project.

Finally, we must start to look ahead further than just a single year when we budget.
We must move to multi-year funding. Current projections are the 2013 and 2014
Budgets will be much more difficult than 2012. We need to prepare for this, including
by placing increased emphasis on collecting all of the revenue owed to the
Government. We are also introducing the PNG Sovereign Wealth Fund to help

manage volatile mineral revenues and getting better development outcomes.

| now turn to the Revenue outlook, Tax measures and Expenditure priorities set out in
the 2012 Budget.



4. REVENUE

Mr. Speaker, | will first outline the revenue projections for the 2012 Budget.

Total Revenue and Grants will be K10,560.3 million, which is K1,232.1 million or
13.2 per cent higher than the 2011 original Budget estimate of K9,328.2 million. The
majority of the estimated increase is attributable to higher taxes on income and profits.
In contrast, Project Support Grants are expected to drop primarily due to the

appreciation of the Kina against major currencies, particularly the Australian Dollar.

Let me put this strong revenue growth in a slightly longer perspective. In 2009, total
revenue and grants was K6,651.3 million. Three years later, it has increased by over
58 per cent. This is an astounding increase. We must ask ourselves “Have we wisely
used this extra revenue?” The answer is — not wisely enough. And the Government, on

behalf of its people, must do better.

Since the 2011 Budget, we have had a Supplementary Budget in light of increased
revenue projections. Future figures will include this Supplementary Budget and

updated estimates in the revenue calculations.

Total Tax Revenue is projected to be K8,519.7 million in 2012, an increase of
K622.9 million from 2011. This reflects strong performance in tax collections from
Personal Income Taxes, Company Taxes and Excise collections. GST revenues are
expected to fall, largely driven by a legal requirement to pay increased GST refunds.
This overall increase is consistent with strong economic growth and the tax policy

changes which | will discuss later as part of the tax measures in 2012.

Mr. Speaker, it should be noted that the strong appreciation of the Kina is estimated to
have decreased revenues by over K400.0 million. This is the downside of an exchange

rate appreciation.

The total non-tax revenue in 2012 is expected to be K520.1 million. Dividend receipts
comprise of dividends from the Bank of PNG K15.0 million, IPBC K50.0 million, and
National Fisheries Authority K5.0 million. Mining and Petroleum dividends are

anticipated to be K188.0 million.



Project Support Grants for 2012 are expected to be K1,390.5 million, K135.6 million
lower than the estimated level for 2011. This largely reflects the appreciation of the

Kina against the Australian Dollar.

5. TAXATION MEASURES

Mr. Speaker, the 2012 Budget includes some significant taxation policy measures that
have been developed to be fair, affordable and sustainable. The total net cost of these

measures is K105.0 million in 2012.

The proposed tax measures are modest yet ensure adequate funding for expenditure
priorities such as Tuition Fee Free Education and the 2012 National Election. The tax
measures aim to combat inflationary pressures and contribute to sustainable future

revenues through tax administration reforms.

| would now like to take the honourable members briefly through the four largest

measures:

Personal Income Tax Relief

The 2012 Budget will lift the tax free threshold from K7,000 to K10,000. This will mean
some of our lowest paid workers will no longer have to pay any tax and all taxpayers
will pay less tax. The increase reflects the impact of inflation — a few years ago, K7,000
was worth K10,000. For anyone earning K10,000 or more, the tax saving would be
about K660 per annum. The estimated cost is K59.0 milion based on the
commencement date of 1 July 2012, which gives time to IRC to implement the change
and communicate with employers. This tax cut is designed to put more money into the

pockets of those who need it most.

Extension of Tariff Reduction Program

Another tax policy measure implemented by the Government that will directly help
ordinary Papua New Guineans is an extension of the tariff reduction program
announced by the previous Government in the 2011 Budget. This extended program is
aimed at reducing the cost of basic commodities for families such as meat, flour, pasta
and shoes by around 5 per cent, and cost of key business imports such as steel, and
infrastructure costs such as bridges. We are a Government committed to fighting

inflation as it harms the cost of living. The measure is expected to have a direct impact
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of reducing measured CPI inflation of 0.5 to 0.7 per cent in 2012. The cost is an
estimated K30.0 million in 2012.

Mr. Speaker, this is a very cost effective measure to reduce inflation and lower the cost
of living for PNG families. It will also boost export competitiveness and medium term

economic growth. The reductions in tariffs will commence on 1 January 2012.

Highlands Highway Tax Credit Scheme

Mr. Speaker, this is a particularly important measure as the Highlands Highway is the
most important transport corridor in PNG and the lifeline for much of our nation. We
know the problems on the highway. We talk to our people. We must act urgently and in
a way that effectively uses the firms or i.e. project developers that are in place to
immediately do things. For that reason, the 2012 Budget will introduce a special tax
credit of 1.25 per cent for emergency repairs along the Highlands Highway from Lae to
Koroba and Wabag respectively, bringing the total rate up to 2 per cent of company

income. This is estimated to reduce revenue by K70.0 million in 2012.

Mr. Speaker, this will allow industry to undertake critical emergency repairs to the
highway as and when required urgently. This funding is in addition to K80.0 million
allocated for Highlands Highway maintenance expenditure, bringing the total to a

minimum of K150.0 million for the Highlands Highway alone in 2012.

Mr. Speaker, we must focus on key priorities that build and support our economy, and
so generate the income essential for funding education and health and law and order

services.

Tobacco and Alcohol Excise

Mr. Speaker, the final large tax measure is to raise excise on tobacco and alcohol
products. These products harm our society. We want Papua New Guineans to spend
the money they get from our Tuition Fee Free Education policy and our proposed tax
cuts on things which will help improve quality of their families’ living standards. The
increase is modest — only about 16 toea per bottle of beer. Excise increases in recent
years have not kept pace with inflation — and this change of 15 per cent will only return

excise to 2008 levels after taking inflation into account.



Mr. Speaker, tobacco importers and beer producers will complain, but they should
have benefitted anyway from the 19 per cent appreciation of the Kina against the US
dollar which lowers the cost of all their imported products. We will work with PNG
Customs, the Internal Revenue Commission and the Police to help stamp out illegal

importation of tobacco products without duties being paid.

Mr. Speaker, the remaining tax measures have costs of around K6.0 million. They are
designed to improve the equity, efficiency and simplicity of PNG’s tax system. They will
also help modernise tax administration and support the Internal Revenue Commission

in the introduction of a new information management system.

6. EXPENDITURE AND NET LENDING

Mr. Speaker, | would now like to discuss the Government’s 2012 Recurrent and
Development Expenditure priorities and the priorities set out in the Medium Term
Development Plan, the PNG Development Strategic Plan and the PNG Vision 2050.

For the 2012 Budget, the Expenditure is also expected to grow by over 13.2 per cent
from the 2011 Budget. We will have a K10.5 billion Budget, with K6.1 billion in the
Recurrent Budget and K4.4 billion in the Development Budget.

The key additional drivers on expenditure are the Tuition Fee Free Education policy, as
well as the 2012 National Election costs. This Government has also increased the
domestic component of both the Development and Recurrent Budget to allocate
significant additional funding to MTDP Enablers, which includes Education, Health,
Infrastructure, and Law and Order. This demonstrates the Government’s commitment
to see real progress in MTDP enabling areas that will empower our people and

improve participation in our economy.

Mr. Speaker, this Government is committed to delivering major impact projects such as
a nationwide restoration and maintenance of run-down education and health
institutions, creating a centralised national medical supplies base, attending to repair,
rehabilitation and maintenance of key highways, and supporting key port, airfield

infrastructure, and improving sporting facilities.



Mr Speaker, | am proud to announce that we have reversed the decline in the share of
the Budget which goes towards these crucial areas of education, health, infrastructure
and law and order. Through the 2011 Supplementary Budget, and this 2012 Budget,
we have increased spending on these four key areas by a very substantial 31 per cent

in comparison to the 2011 Budget.

As part of this Government’s commitment to fighting corruption in our system, the
Government has provided funding to support the creation of an Independent

Commission against Corruption.
2012 RECURRENT BUDGET

Mr. Speaker, the Government's 2012 Recurrent Budget is K6,123.2 million,
K785.2 million or 14.7 per cent higher than the 2011 revised estimate. Key areas of

expenditure include the following:

e Improving Education K1,346.9 million
e Improving Health Outcomes K712.5 million
e Improving Law and Order K679.7 million
e 2012 National Elections K330.5 million
e Improving Transport Infrastructure K281.8 million

Education —Our Children and Our Future

Mr. Speaker, education is our children’s future - our Nation’s future. The Government
is proud to announce that in 2012, funding of K649.0 million has been provided for
Tuition Fee Free Education, including the K300.0 million funding set aside in the 2011
Supplementary Budget and K47.0 million in education infrastructure development. This
will fund Tuition Fee Free Education up to year 10 and a 75 per cent subsidy for year
11 and 12. This funding also triggers additional support of K27.0 million from the

Australian aid program.

Mr. Speaker, education is the key to our future and for participation by all Papua New
Guineans in the modern economy. However, simply reducing fees is not enough to
invest in our children’s future. This Budget funds 6,700 new teachers to work in the
Provinces. It funds an additional K13.0 million increase in the Basic Education

Function Grant to Provinces. It supports K24.5 million for teachers colleges, technical
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schools and vocational schools. It also provides a substantial increase in recurrent

funding to our universities of nearly K10.0 million.

In addition, Mr. Speaker, the Development Budget will provide support for University of
Papua New Guinea (K43.5 million — including the Law School Building and a Science
building), University of Technology (K8.0 million — including for a Petroleum and Petro-
Chemical Engineering School), University of Natural Resource & Environment
(K18.0 million — including a library and staff housing), and the University of Goroka
(K12.0 million counterpart funding for a Chinese loan of K30.0 million for a dormitory

extension) and Trade Skills Scholarships worth K20.0 million.

Mr. Speaker, our greatest resource is our people. We must provide them the tools and
skills and incentives to succeed. Significant support to education is the right path that

the O’Neill-Namah government has chosen.
Mr. Speaker, free education is of little value if the quality of education is not the best.

Mr. Speaker, therefore our next challenge is to lift the standard of education across
PNG — from primary schools through to tertiary—level institutions. We must ensure that
qualification from our educational institutions is at least as good as a similar

qualification from any other nation.

Mr. Speaker, we must make our education broad—based with particular emphasis on

trade and other skills.

Mr. Speaker, funding is also provided for the re-introduction of Natschol which will
provide 10,000 students with a living allowance. As a Government we are proud of this

integrated package of assistance which invests in our children’s future.

In total, the Government allocates a minimum of K1,954 million, or 18.5 per cent of the
total Recurrent and Development Budgets to Education in the 2012 Budget. Taking
into account the K305 million for education in the Supplementary Budget, we have
lifted education expenditure by a very substantial 30 per cent in comparison to the
2011 Budget.
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Improving Health Outcomes

Mr. Speaker, quite frankly, our health system must do better. To that end the
Government will provide an overall increase of K59.7 million funding for the Health
sector in the 2012 Recurrent Budget to improve health outcomes. The increase is
primarily for goods and services spending and grants to provinces. There is also a
funding of K28.0 million for the continuation of the existing medical equipment
replacement and refurbishment program and K110.0 million, a K17.0 million increase
for the purchase of medical supplies. This level of government funding will attract
additional PNG-Australia Partnership for Development donor funding of K30.0 million
for medical kits and around K200.0 million for HIV/AIDS Services.

Mr. Speaker, we know that even basic medicines are no longer available in so many of
our aid posts, especially in rural areas. This is a clear sign of how the former
Government was not focusing enough on empowering rural PNG for effective
participation in economic development. Without basic medical supplies, how can our
people be healthy so that they can participate meaningfully in advancing PNG?
Through this Budget and improved delivery mechanisms, we will reverse this decline in
the provisions for rural health. The Development Budget also proposes a total of
K283.5 million for the Health sector.

In total, the Government allocates a minimum of K996.0 million, or 9.4 per cent of the
total Recurrent and Development Budgets to primary and preventative health in the
2012 Budget. Taking into account the K109.5 million for health in the Supplementary
Budget, we have lifted health expenditure by a substantial 15 per cent in comparison to
the 2011 Budget.

Improving Transport Infrastructure
Mr. Speaker, roads are a critical component of our economy, particularly our rural

economy. Just ask any villager trying to get his/her produce to the market.

The Government will also provide substantial increased funding in Transport
infrastructure. Priority is given to the much needed maintenance of our existing
national roads. There is no point building new roads if we are not maintaining our

existing roads. As we go forward, we will work to build a better system to fund and
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maintain our infrastructure. In the 2012 Recurrent Budget, the Government will provide
an overall increase of K23.4 million funding for the Transport sector. The increase
funding is primarily for the Department of Works road maintenance activities. The bulk
of funding for the Transport sector is provided through the Development Budget. The

list of roads include:

e Highlands Highway (K150.0 million — including the new tax credit);
e NCD roads (K65.0 million);

e Lae city roads (K28.7 million);

e Mt Hagen roads (K20.0 million);

e Kumalu by-pass road (K14.0 million);

e Madang roads (K10.0 million);

e Magi Highway (K10.0 million);

e Kerema town roads (K10.0 million);

e Tolukuma road (K10.0 million);

¢ Malalaua-Kaintiba road (K10.0 million);

e Gumine-Karamui road (K10.0 million);

e Goroka roads (K10.0 million);

e Kusuan to Timbunke road (K10.0 million);
e Baiyer-Madang road (K10.0 million);

e Alotau-Gurney roads (K5.0 million);

e Northern Highway (K5.0 million);

e Kokoda Highway (K5.0 million);

e Obura-Wanenara road (K5.0 million); and
e Gobe-Sembirigi-Erave road (Under IDG)

This will be supplemented by spending by the National Roads Authority (NRA) which
assumes responsibility for minor road maintenance and other expenditure through the
tax credit scheme for firms investing in improvements to the Highlands Highway. There
is also substantial funding provided through our donor partner agencies for roads and
other infrastructure. For example, the ADB is providing supplementary loan funding of
K36.6 million for road maintenance and upgrading as well as K42.2 million for the
Highlands Region Roads Maintenance and Improvement Program and the World Bank

is providing K16.9 million for a road maintenance and rehabilitation project.
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In total, the Government allocates a minimum of K1,797.0 million, or 17.0 per cent of
the total Recurrent and Development Budgets to infrastructure (including utilities and
land) in the 2012 Budget. Taking into account the K230.8 million for infrastructure in
the Supplementary Budget, we have lifted infrastructure expenditure by a historic
51 per cent in comparison to the 2011 Budget. Once again, we have the revenues to
make great strides forward in improving the delivery of services. We now must ensure

that we spend our funds effectively.

Improving Law and Order

Mr. Speaker, the recent experiences in Lae highlight again the importance of improving
funding for Law and Order. In particular, we need more Police. This has been a priority
area for the Budget. But we are currently limited by the number of new recruits we can
train each year. As such, the Government has allocated K679.9 million for operations
of agencies in the Law and Order sector. This will provide for 400 new Police recruits
at a cost of K2.4 million and an enhanced focus on Provincial Policing.

In addition to this, Mr. Speaker, the Government is also providing for the maintenance
and expansion of the existing Bomana Training College and the acquisition of land and
preliminary construction of a new Police training facility in Lae. By 2014, the Royal
PNG constabulary will have the capacity to train up to 1,000 new police personnel
each year, 600 at Bomana and 400 in Lae. For the Correctional Services the Recurrent
Budget appropriates for the recruitment of 160 new officers and 500 new recruits for

Defence.

There is also funding for the Law and Justice sector in the Development Budget of
K207.5 million.

In total, the Government allocates a minimum of K905.0 million, or 8.6 per cent of the
total Recurrent and Development Budgets to law, order and justice in the 2012 Budget.
Taking into account the K20.0 million for law, order and justice in the Supplementary
Budget, we have lifted law, order and justice expenditure by a substantial 19 per cent

in comparison to the 2011 Budget.
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Bougainville

Mr. Speaker, this Government is absolutely committed to honouring our commitments

under the Bougainville Peace Agreement. This is reflected in this Budget.

The challenge for the Autonomous Government is to match our support with a genuine
improvement in capacity. As the Bougainville Peace Agreement envisages as
Bougainville develops capacity, it will gain greater input, and indeed control over its
own affairs. In the meantime, this Government will honour the peace agreement and
act in the best interest of Bougainville. This budget reflects the promise of the Prime
Minister Peter O’Neill to provide K100.0 million per year over five years to rebuild
Bougainville across a range of sectors. The major activities will be K33.5 million for a
land transport infrastructure improvement program, K19.6 million for Bougainville high
schools, secondary and technical schools, and K15.1 million for the Arawa Town

restoration and redevelopment program.

2012 National Elections

The Government recognises that our elections in 2012 must be free, fair and safe to
sustain PNG’s democracy. This requires a substantial investment. The K330.5 million
is provided to support the election. This is estimated to be over four times the cost of
the 2007 election. But it is a worthwhile investment to maintain our democracy and
allow our people to choose their leaders. Of the K330.5 million, Electoral Commission
is allocated K180.0 million, Police K105.1 million, Defence K35.8 million and CIS
K9.6 million.

2012 DEVELOPMENT BUDGET

Mr. Speaker, the 2012 Development Budget is K4,437.1 million of which the GoPNG
component is K3,046.6 million. This comprises K2,437.2 million in domestic funds,

K479.4 million in concessional loans and K130.0 million in Infrastructure Tax Credits.

Mr. Speaker, the 2012 Development Budget reflects the priorities set out in the
Medium Term Development Plan, the PNG Development Strategic Plan and the PNG
Vision 2050. The key issue is not the total level of funding but ensuring that we spend

the money well. In recent years, it has not been spent well.
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For 2012, major programs that have taken up the majority of the domestic funding in

the Development Budget include:

2012 Budget

Activity (K millions)
2015 South Pacific Games 180.0
DSIP - Rural and Feeder Roads 178.0
Loan counterpart payments 173.3
National Development Bank — agriculture, tourism, fisheries and

SME credit support 130.0
Infrastructure Development Grant (UBSA) 120.0
ABG Restoration and Development Grant 100.0
Special Support Grants (SSG) 88.1
Highlands highway (noting there is also an additional K70m

from the Highlands Highway tax credit) 80.0
NCD roads 65.0
District Support Grants 54.5
High Impact Projects (UBSA) 50.0
UPNG Infrastructure Development Programs 43.0
Rehabilitation of hospitals (named hospitals) 40.7
Education infrastructure development programs 40.0
Water and sanitation programs 39.0
National Parliament Maintenance 35.0
Lae city roads 28.7
Other Important Components worth K10m to K25m 391.8
Others 600.1
TOTAL 2,437.20

Pacific Games

Mr. Speaker, the Government is very committed to support the 2015 Pacific Games.
To show this support, the 2012 Budget provides K180.0 million of funding for the 2015
Pacific Games to be hosted in Port Moresby. This is in addition to the K20.0 million
provided in the 2011 Supplementary Budget. Taking the two together, K200.0 million
has been provided for the Pacific Games by the Government. This will be the third time
PNG has hosted the Pacific Games, and the Government is committed to making
these the best games ever. This funding will support the construction of new
infrastructure, including accommodation for athletes at the University of PNG which will
be available to future students, new sports facilities, and the maintenance and

upgrading of existing sports facilities.
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DSIP — Rural and Feeder Roads

Mr Speaker, the 2012 Development Budget provides K178.0 million for district rural
and feeder roads under the District Services Improvement Program, of which
K2 million will be provided to all 89 districts. In addition, as at the end of September,

there was an additional K314.5 million still in DSIP Trust Accounts.
Loan Counterpart Payments

Mr Speaker, as part of the partnership we have with donors that provide loans, we are
required to provide counterpart funds. This expenditure of K173.3 million will release
K479.4 million in concessional loan funding. These loans cover many important
projects. The largest projects covered include the Pacific Marine Industrial Zone
(K10.0 million in counterpart and K71.2 million in loan funds), the Highlands Region
Roads Maintenance and Improvement Program (K35.0 million in counterpart and
K42.2 million in loans), and the Road Maintenance Upgrading Project Supplementary
Loan (K30.0 million in counterpart and K36.6 million in loans). For our grant aid
donors, especially AusAID, there are not such formal counterpart payment

arrangements as we work cooperatively through agreed programs and partnerships.

UBSA Commitments

Mr. Speaker, the 2012 Development Budget also provides K170.0 million towards the
Government’s Umbrella Benefits Sharing Agreement (UBSA) commitments, to support
the construction of the PNG LNG project. This funding will support the development of
public infrastructure and high impact projects in the areas where the PNG LNG project

will operate.
Small Medium Micro Enterprises (SMMEs)

Mr. Speaker, the more small and micro businesses, the stronger our economy. In total,
we are providing K130.0 million through the National Development Bank to help grow
our Small, Medium and Micro Size Enterprises and support our agriculture, fisheries
and tourism sectors. Of this amount, K100.0 million is allocated to agriculture for on-
lending to farmers, K10.0 million for lending to tourism and fisheries sectors,
K10.0 million is provided to directly support SMMEs and K10.0 million to assist SMMEs
participate in local tenders for work through helping meet the guarantee requirements.

This will build on the work we are doing to improve SMME’s business environment
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through simplifying and improving regulation. The Development Budget also includes a
World Bank/IFC funded Risk Sharing Facility which, in partnership with the Bank of
South Pacific, will make K150.0 million available to PNG’s SMEs.

This Government is determined to help Papua New Guineans become significant
partners in business, hence to ultimately increase local and national content in the

country’s economy.

The O’Neill-Namah government’s unprecedented support to the SME sector illustrates
the faith we have in our people. We must empower the people to develop the

agriculture and the tourism industries as entrepreneurs.

This government believes in the people of this nation. A conviction that the progress of
this nation must be placed in the hands of those who own it. We are proud to empower

and provide the opportunity for our people.

Mr. Speaker, it is our job to provide the opportunity, whilst it is the people’s duty to take

ownership and grow the nation.

7. ONGOING ECONOMIC REFORMS

Mr. Speaker, this is a Government of reform, a Government determined to improve the
way services are delivered to our people. We will work towards even better integration
of the Recurrent and Development Budgets, improving medium-term planning,
focusing on our development priorities and re-introducing a proper process for

evaluating project proposals.

No projects should be funded until they have been properly assessed and costed

under the project cycle.

The Government will re-introduce public sector reforms in 2012 to ensure that we have
the public service structures that best support the efficient and effective delivery of our
services. There are too many agencies duplicating the work of each other. The

Government is determined to build a better and more efficient public service.

Promoting private sector growth remains a key priority of the Government. The
development of a competitive private sector is important as it creates jobs, generates

income and stimulates economic growth. The private sector can deliver services
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without imposing costs on the taxpayer. The 2012 reforms will focus on enhancing
competition (prioritising the electricity and telecommunications sectors), improving
regulation (via the Independent Competition and Consumer Commission (ICCC)),
developing more efficient markets (focusing on land development, housing and access
to finance), reducing business impediments (via a review of the Companies Act 1997)
and further examination of introducing the Extractive Industries Transparency Initiative
(EITI) to PNG.

Mr. Speaker, the 2012 Budget helps lift the lid on the status of the State’s public enterprises
and commercial investments — we are a more transparent and accountable Government
committed to sharing important information with our people. In 2010, the assets of this
sector were valued at K7.8 billion (or K1,100 for each person in PNG). We must ensure
that these valuable assets are managed well. This Government has made clear that the
State expects its investments to operate with a commercial focus. Transparency of these
funds is dramatically increasing with the public release of the audited accounts for the
Independent Public Business Corporation a couple of weeks ago. The Government will
develop details of the Government’s four commercially focused reform priorities for public
enterprises in 2012. These are Dividend Policy, Community Services Obligations (CSO)

policy, Public Private Partnership (PPP) law, and on-lending policy.

Mr. Speaker, our public enterprises are not performing to their best potential. In a
Statement titted “The State of PNG’s Public Enterprises” my Ministerial colleague
Sir Mekere Morauta, highlighted that despite enormous public resources being given to our
public enterprises they have not delivered the rural air services, reliable power, efficient
ports, competitive telecommunications or fast and affordable internet services. Action is
being taken to reinstate the Independent Public Business Corporation back to its original

function of ensuring our public enterprises were managed in a commercially focused way.

Mr. Speaker,in deals done to finance our important shareholding in the PNG LNG project,
some decisions could have been better. In particular, the PNG LNG financing deal for the
Government’s shareholding did not manage the foreign exchange risks of the loan. The
O’Neill-Namah Government was presented with a choice — sell part of the Government’s
share in the project at below market value, or else finance its full share in the most effective

fashion possible. As the PNG LNG project is so important to our future in replacing
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declining mineral revenues, the Government has decided to maintain our 19.4 per cent

share. This will require additional financing of K900.0 million.

Given the nature of the financing, and international reporting standards, this financing will
not impact on the fiscal balance other than through higher interest costs. However,
consistent with the Constitution, this financing does require an appropriation passed by the
PNG Parliament. The Government is, therefore, introducing the need for this financing in a
transparent manner, and will obtain the required Parliamentary approval for an
appropriation. Once again, this action demonstrates the required standards against which
all Governments should be judged. This is an honest Government, one that will responsibly

manage our public finances in the interests of all our people.

We are absolutely committed to honest open and accountable government.

8. MANAGING OUR FUTURE REVENUES

Mr. Speaker, despite the positive economic outlook on the domestic front, we are a
Government that wishes to plan ahead. Our nation has been buffeted by international
turmoil in the past. We have seen commodity prices rise and fall. We have seen the
effects of disruptions to economic activities such as mines. We have seen our access

to international money markets cut off.

As a new nation, we expected some of these challenges. So we created the Mineral
Resource Stabilisation Fund as one way to deal with the volatility in commodity prices.
As we know, this Fund failed to meet its objectives, and the moneys initially saved

were ransacked and wasted more than a decade ago.

We face the same challenge of volatile mineral prices, but we will not make the same
mistakes. We must learn from our past. And in consultations with our people during the
early design of a new way to meet the challenge of fluctuating mineral prices, we were
told we should have an Organic Law with strict rules to ensure that the PNG Sovereign

Wealth Fund remained independent and had clear deposit and withdrawal rules.
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We have listened to these lessons from our past and built these lessons into the
proposed Organic Law on the PNG Sovereign Wealth Fund which was gazetted on the
2nd of November 2011. The Government will table this legislation during this sitting of

Parliament.

Mr. Speaker, it is proper that this Government recognises and acknowledges the work
of the previous Government and that what is being developed now is a continuation
and development of the earlier work.

The PNG Sovereign Wealth Fund will be onshore managed, offshore invested and
onshore spent. In short, the PNG Sovereign Wealth Fund will operate and be governed
within PNG with an independent Board that will invest the assets predominantly
overseas to help macroeconomic management and seek the best returns for PNG, but
all spending will be in PNG through the Budget.

The Government agreed to establish two distinct operational arms of the PNG
Sovereign Wealth Fund to manage public mining and petroleum resource revenues:

the Stabilisation Fund and the Development Fund.

Mr. Speaker, the Stabilisation Fund can help everyone in PNG. It will help ensure a
steady stream of revenues to the Government Budget for social and development
spending. It will help protect PNG’s economy from the volatility and uncertainty in
global markets that we continue to see. Without it PNG risks repeating the cycles of

boom then bust, and not making the most from our resource wealth.

Looking ahead, our mining and petroleum resources will one day be exhausted. We
cannot forget that they are limited and non-renewable. The Development Fund will
safeguard a portion of revenues to provide a dedicated stream of funds for urgently
needed nation-building infrastructure maintenance, the re-capitalisation of our State

Owned Entities, and for future development priorities.

One of the key features of PNG Sovereign Wealth Fund is that while investments are
undertaken by an independent Board the State will retain full ownership and control
over its assets. Lessons from the past will lead to the PNG Sovereign Wealth Fund
being fully integrated into the Budget to manage government spending and the

economy.
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Mr. Speaker, the importance of the PNG Sovereign Wealth Fund cannot be overstated.
It aims to ensure PNG’s natural resource revenues are well managed and used, and
support the economy and future development of our nation as envisaged in the PNG
development strategies. Nearly 40 Nations around the world have Sovereign Wealth
Funds and it is time for Papua New Guinea to also benefit from this well established

practice of managing resource wealth.

The Government recognises that the Sovereign Wealth Fund is a new concept to the
people of Papua New Guinea and we are currently undertaking a public information,
education and awareness program across the country to foster understanding on this

matter of national importance.

Looking over the horizon to 2013 and 2014, and prior to the PNG Sovereign Wealth
Fund having a chance to build any balances, the immediate outlook is for difficult
Budgets in coming years. Growth in revenues for 2013 and 2014 are not even
expected to keep pace with inflation. This Budget provides major increases to the
Internal Revenue Commission and PNG Customs so that these government agencies
have the manpower to do their important jobs of collecting the revenues agreed to by

this Parliament.

Mr. Speaker, it is important that our expectations are realistic. Even when we look
ahead to beyond 2015 when PNG LNG revenue start flowing, we see that there will not
be as much money as many people think. PNG LNG revenues will be important, but
they will simply replace mineral revenue from projects which are winding down or
becoming less profitable. Money does not grow on trees, and for all of its importance,
the PNG LNG project is not a magic saviour to the PNG economy. The challenge will
remain on spending our Government revenues well. We must use what we have well

and honestly, as we do not have money to waste or be stolen through corruption.

With these budgetary challenges ahead of only slow growth in revenue collections, our
nation will require the re-election of a responsible Government, a Government
committed to spending more effectively whatever revenues we have. And as |
mentioned earlier, we have had extraordinary growth of 58 per cent in revenues over
the last three years to meet our service delivery needs. What we need now is a focus
on better spending. We need a Government that will improve the performance of our

public enterprises. We also need public sector reforms aimed at better and more
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efficient delivery of services, better collection of funds for the sake of fairness, and

action against corruption.

Mr. Speaker, let me say clearly and loudly — honesty in government is critical to our
future. The best Budget in the world will be undermined by corruption. That applies to
the public service. It applies even more so to political leaders. We are the custodians
of our nation and every member must accept that we are equal before the law and that
we must honour the trust that the people of Papua New Guinea put in us at each

election. If we fail that test we do not deserve to be here.

Mr. Speaker, it is important to note that this Budget provides strong support to

resource the Courts of Papua New Guinea.

There have been some challenging moments in the last few weeks but let there be no
doubt that I, and this Government, are absolutely committed to the full and proper

functioning — and independence — of the Judiciary system in Papua New Guinea.
This Budget reflects that commitment and provides K73.8 million for the judiciary.

9. CONCLUSION

Mr. Speaker, in conclusion, the 2012 Budget is for all our PNG people. It is one that we
can collectively be proud. This Budget delivers on the theme of “Sharing the Wealth
and Empowering our People”. It invests in our children. It improves our health
system. It focuses on our key infrastructure, and commits major funds to maintaining
our key infrastructure such as the Highlands Highway, airports, and seaports. It
supports all levels of our Government — national, provincial and district. It prepares for
the future through the final design of the PNG Sovereign Wealth Fund. It helps repair
some of the damage done by the former Government to our public enterprises and
shareholdings. It provides tax cuts to all income tax payers. It cuts the cost of living of
PNG families. It funds a free and fair election for our young democracy. It honours
commitments made during UBSA and LBSA forums, commitments for Bougainville as
well as commitments to our neighbours — Solomon Islands. It also shows strong

support for the Pacific Games.

Mr. Speaker, as | said at the outset, this is a Budget for the people of Papua New

Guinea. It is a promising start on a long road to get the Nation back on track.
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We have much to do but working together, hand in hand with the people of Papua New

Guinea we will build a better and stronger future for our nation — for our people.

Mr. Speaker, | commend the 2012 National Budget to the Honourable Members and

the people of Papua New Guinea.

HON. DON POMB POLYE, BE (Civil), MBA, MIEPNG [Reg.], MP
MINISTER FOR TREASURY & FINANCE
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