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Telephone: (+682) 2875; Facsimile: (+682) 248

290ctober 2014

STATEMENT OF RESPONSIBILITY

L KFE®S NBFR GKS CAYlFYyOALlf { SONBI(I NEnQragarfliiglthé SYSy i 2 7F
preparationof the Budget Appropriation 2014/15

The economic and fiscal information included in the budget is based on the best professional
judgment that we have at this time.

| accept the overall responsibility for the integrity thie Budgt Appropriation Statements 2014/15
and the compliance with th#linistry of Finance and Economic Management Act 1995/96

Honourable Mark Brown

Minister of Finance




MINISTRY OF FINANCE AND ECONOMIC MANAGEMENT
GOVERNMENT OF THE COOK ISLANDS

PO Box 120, Rarotonga, Cook Islands
Phone (+682) 22878 or 22879 Fax (+682) 23877
E-mail: richard.neves@cookislands.gov.ck

29 October 2014

STATEMENT OF RESPONSIBILITY

The 2014/13Budget Appropriation Estimates have been produced in accordance withlithistry of
Finance and Economic Management Act 199%tB6 Act).

The 2014/15 Budget process involved the annual publication of the Budget Policy Statement on 19
December 2012 which was available on the mfem.gov.ck website and the establishment of the
Budget Support Group commissioned to review department budget proposals prior to Cabinet
consideration and approval.

In addition, a budget consultation document was produced preceding these documents to encourage
community involvement in the preparation tie budget.

In compliance with Section 24 (1) of the Act the Ministry of Finance and Economic Management
provided Cabinet with the:

1 estimated revenue of the Crown;

f RSGFEAfTA 2F SIOK D2OSNYYSyid 5SLINIYSydiQa o6AR F2NJ ¥F
T / NeoyQad RSoil VYliblieaSYSy i NBalLRya

Cabinet, as required under Section 24 (2) of Mimistry of Finance and Economic Management Act

1995/96 returned to the Ministry a fiscally responsible budget in accordance with the principles
outlined in the Act.

The information in the suppting documentation is comprehensive going well beyond the
requirements of the Act and includes a Statement of Fiscal Responsibility that clearly sets out the
position in terms of fiscal responsibility as required in section 23 (2) (a) of the Act.

It shouldbe noted that financial information relating to national public finances is consistent with the
standardsoutlined in the International Monetary Fund (IMF) 2001 manual on Government Finance
Statistics.

As Financial Secretary, | accept full responsitiditghe integrity of the information provided.

Kia Manuia,

Richard Neves
Financial Secretary




PARLIAMENT OF THE COOK ISLANDS

APPROPRIATION BILL

EXPLANATORY NOTE

This note does not form part of the Bill but is intended to indicatefastef

The Constitution of the Codklands providesin Article 701) t hat fé all expenditure f
Government Account or from any other public fund or account, shall be in accordance with an Appropriation
Act éo0

Clause 1 provides that, onrectment, the Bill will be callethe Appropriation Act
2014.
Clause 2 is the application provision, which specifies the financial year to which the

Bill relates. In this case it is the financial year ending 30 Jung. 201

Clause 3 authorises expenditure baf the Cook Islands Government Account of the
amounts not exceeding those set out in the Schedules to the Bill, for the
several votes specified therein.

Subsection 5 limits any expenditure which may be charged to th&#12801
appropriation to actual expéiture incurred in the period 1 July 2010 30
June 205.

Subsections g limits any expenditure which may be charged to the3/2d1
appropriation to actual expenditure incurred up to 30 Juné. 201

Subsection 8 limits any expenditure which may be clthtgeappropriations
from years prior to 214 to actual expentlire incurred up to 30 June
2015.
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Schedule 1(a) Ministry Appropriations
Schedule 1(b) Outer Island Appropriation
Schedule 2 Benefits and Other Unrequited Expenses
Schedule 3 Borrowing Expenses and Debt Repayment
Schedule 4 Other Expenses
Summary

An Act to appropriate certain sums of money out of the Cook Islands Government
Account to the services of the year ending on the thirtieth day of June 2BJand to
appropriate the supplies granted in this period

MOST GRACIOUS SOVEREIGN: We, YourMaj est yods mo st duti ful and I
Parliament of the Cook Islands, towards making good the supply which we have cheerfully granted to
Your Majesty in this year, have resolved to grant Your Majesty the sum specified in this Act and

humbly ask Yar Majesty to assent to the sum. And the Parliament of the Cook Islands enacts as
followsd

1 Title
This Act is the Appropriation Act 2014.

2 Application
This Act applies to the year ending on the thirtieth day of Jun@2GiLt he year 0) .
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3 Grant and appropriation out of the Cook Islands Government Account

D The Minister responsible for Finance may authorise the incurrence of expenses or
expenditure and may issue and apply out of the Cook Islands Government Account,
towards making good the supplies granted to Majesty for the services of the year,
any sums which in total do not exceed the su$2@#,383,065.

2) Subject to subsection (3) the sums authorised to be supplied are appropriated for the
services set out in the votes specified in the Schedules to this Ac

3) The votes identified in Schedule 4 to this Act as being funded through loans from
financing partners or from grants by development partners are further limited to the
lesser of the votes specified in those Schedules and the loan proceeds or grants
receved for the purpose of financing the expense or expenditure in relation to those
votes.

4) Notwithstanding section 37 of the Ministry of Finance and Economic Management
Act 199596, the appropriations made under this Act will lapse on 30 Jurte 201

(5) Paymentshat may be charged against any appropriation made by this Act after 30
June 205 are limited t@

(@) self balancing journal entries to correct posting errors during the year ended
30 June 20§; or

(b) expenses incurred or payments due during the year ended @ ®20nfor
which a valid invoice was submitted before 30 June52@ut for which a
payment or payments to extinguish that liability in relation to that invoice had
not been made by 30 June 201

(6) The appropriations made in the Appropriation 281.3will | apse on 30 Jurizd14.

) Payments that may be charged after 30 Juneél 2@ainst any appropriation that
lapses under the provisions of subsection (6) are limigéd to

(@) self balancing journal entries to correct posting errors during the year ended
30 June2014 or

(b) expenses incurred or payments due during the year ended 30 Junf®or201
which a valid invoice was submitted before 30 June42®lt for which a
payment or payments to extinguish the liability in relation to that invoice had
not been made by 30 Jun@la.

(8) Where in the period ended 30 June £0the Financial Secretary appointed under
section 4 of the Ministry of Finance and Economic Management Act-48%ad
directed that an unexpended appropriation from an Appropriation Act for a previous
year be avéable for expenditure in the year ended 30 June420those
appropriations will also lapse on 30 June£01

(9) Payments that may be charged after 30 Junél 2@ainst any appropriation that
lapses under the provisions of subsection (8) are limitéd to

(@) self alancing journal entries to correct posting errors during the year ended
30 June 204; or
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(b) expenses incurred or payments due during the year ended 30 JUn®r201
which a valid invoice was submitted before 30 Juned42@ut for which a
payment or paymestto extinguish the liability in relation to that invoice had
not been made by 30 June 201
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Schedule 1
Ministry Appropriations
Ministry Personnel Operating Depreciation Gross  Trading Net Operating POBOCS Capital Total Gross Total Net
Operating
Appropriation  Revenue Appropriation Expenditure Appropriation Appropriation

Agriculture 809,653 87,643 5,035 902,330 90,535 811,795 0 0 902,330 811,795
Audit (PERCA) 877,440 104,180 26,678 1,008,298 178,700 829,598 138,100 0 1,146,398 967,698
Crown Law 493054 146,100 5,983 645,137 0 645,137 0 0 645,137 645,137
Cultural Development 487,095 254,288 96,655 838,038 175,000 663,038 722,500 0 1,560,538 1,385,538
Business Trade and Investment Board 409,486 236,574 9,000 655,060 23,380 631,680 0 0 655,060 631,680
Education 9,617,626 1,114,765 340,864 11,073,255 0 11,073,255 3,307,482 155,000 14,535,737 14,535,737
Environment 787,683 162,724 30,381 980,788 35,000 945,788 0 0 980,788 945,788
Finance and Economic Management 2,615,359 581,939 128,530 3,325,828 503500 2,822,328 14,665,983 6,294,000 24,285,812 23,782,312
Financial Services Development Authorit 231,200 178,906 9,867 419,973 0 419,973 0 0 419,973 419,973
Foreign Affairs 1,151,596 541,151 77,726 1,770,473 20,000 1,750,473 609,166 0 2,379,639 2,359,63

Head Of State 183,168 34,080 15,057 232,305 0 232,305 15,000 0 247,305 247,305
Health 8,207,307 1,756,330 654,788 10,618,425 400,000 10,218,425 1,599,870 810,000 13,028,295 12,628,295
Infrastructure Cook Islands 1,504,670 264,351 233,013 2,002,034 245626 1,756,408 645,000 8,818,500 11,465,534 11,219,908
Internal Affairs 942,109 118,085 17,264 1,077,457 6,000 1,071,457 17,484,348 50,000 18,611,805 18,605,805
Justice 1,374,361 419,371 120,547 1,914,279 500,000 1,414,279 267,000 0 2,181,279 1,681,279
Marine Resources 1,095,833 303,125 57,318 1,456,276 15,000 1,441,276 200,000 0 1,656,276 1,641,276
Ombudsman 208,382 53,840 5,822 268,044 0 268,044 0 0 268,044 268,044
Parliamentary Services 463,676 83,611 24,579 571,866 8,419 563,447 2,585,446 0 3,157,31 3,148,892
Pearl Authority 205,493 236,688 21,916 464,097 0 464,097 0 0 464,097 464,097
Police 2,876,739 458,663 218,622 3,554,024 69,360 3,484,664 210,000 154,000 3,918,024 3,848,664
Prime Minister's Office 930,638 182,849 36,069 1,149,556 0 1,149,5% 625,000 2,203,000 3,977,556 3,977,556
Public Service Commission 1,533,708 55,447 64,747 1,653,902 0 1,653,902 0 0 1,653,902 1,653,902
Tourism Corporation 1,422,893 2,908,553 16,000 4,347,446 200,000 4,147,446 2,250,000 0 6,597,446 6,397,446
Transport 480,465 138,964 39,047 658,476 36,000 622,476 56,000 0 714,476 678,476
Cook Islands Investment Corporation 0 0 0 0 0 0 75,000 2,741,000 2,816,000 2,816,000
Cook Islands Seabed Minerals Authority 211,801 123,139 5,060 340,000 0 340,000 0 0 340,000 340,000
Capital Funds Committe@MFEM 0 0 45,000 45,000 0 45,000 0 200,000 245,000 245,000
Total Ministries 39,121,433 10,545,365 2,305,568 51,972,365 2,506,520 49,465,845 45,455,895 21,425,500 118,853,760 116,347,240
Ministerial Support

Prime Minister 300,509 110,773 11,100 422,382 0 422,382 0 0 422,382 422,382
Deputy Prime Minister 130,000 85,372 5,628 221,000 0 221,000 0 0 221,000 221,000
Minister Mark Brown 186,455 81,613 6,802 274,870 0 274,870 0 0 274,870 274,870
Minister Kirias Turepu 122,907 56,931 11,162 191,000 0 191,000 0 0 191,000 191,000
Minister Nandi Glassie 101,585 78,415 12,000 192,000 0 192,000 0 0 192,000 192,000
Minister Mona loane 68,500 118,000 5,500 192,000 0 192,000 0 0 192,000 192,000
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Ministry Personnel Operating Depreciation Gross  Trading Net Operating POBOCS Capital Total Gross Total Net
Operating

Appropriation ~ Revenue Appropriation Expenditure Appropriation Appropriation
Leader Of Opposition 147,000 48,200 6,800 202,000 0 202,000 0 0 202,000 202,000
Total Ministerial Support Offices 1,056,956 579,304 58,992 1,695,252 0 1,695,252 0 0 1,695,252 1,695,252
Outer Islands
Aitutaki 1,022,283 389,111 143,884 1,555,277 48,250 1,507,027 0 262,000 1,817,277 1,769,027
Aitutaki Power Supply 254,316 1,608,228 348,789 2,211,333 1,900,943 310,390 0 0 2,211,333 310,390
Atiu 668,152 402,588 138,561 1,209,302 224,318 984,984 0 12,000 1,221,302 996,984
Mangaia 789,916 544,197 204,700 1538,812 301,000 1,237,812 0 12,000 1,550,812 1,249,812
Manihiki 613,450 175,281 92,199 880,930 136,300 744,630 0 10,000 890,930 754,630
Mauke 628,957 208,270 80,877 918,104 113,853 804,251 0 10,000 928,104 814,251
Mitiaro 472,400 66,199 55,200 593,798 58,899 534,899 0 8,000 601,798 542,899
Palmerston 248,604 65,214 44,812 358,630 20,599 338,031 0 10,000 368,630 348,031
Penrhyn 349,768 203,887 52,407 606,062 83,904 522,158 0 12,000 618,062 534,158
PukapukaNassau 697,808 145,580 140,552 983,939 73,695 910,244 0 12,000 995,939 922,244
Rakahanga 362,148 50,732 37,829 450,709 49,336 401,373 0 8,000 458,709 409,373
Outer Islands Capital Fustiministered - - 27,500 27,500 0 27,500 0 0 27,500 27,500
by MFEM
Total Outer Islands 6,107,802 3,859,286 1,367,3®@ 11,334,397 3,011,097 8,323,300 0 356,000 11,690,397 8,679,300
Gross Total 46,286,191 14,983,955 3,731,869 65,002,014 5,517,617 59,484,397 45,455,895 21,781,500 132,239,409 126,721,792
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Schedule 2
Benefits and Other Unrequited Expenses
Categoryof Benefit Budget Estimate Budget Estimate Variance Per cent
2013/14 2014/15

Welfare Payments 13,583,800 16,541,348 2,957,548 22%
Parliamentary Superannuation 180,000 180,000 0 0%
Total Benefits and Other Unrequited Expenst 13,763,800 16,721,348 2,957,548 21%

Schedule 3

Borrowing Expenses and Debt Repayment
Budget Estimate Budget Estimate Variance Per cent

2013/14 2014/15
Gross Debt Servicing (see Schedule 10) 5,710,000 5,424,736 -285,264 -5%
Total Borrowing Expenses and Debt Repagmh 5,710,000 5,424,736 -285,264 -5%
Schedule 4
Other Expenses
Category of Expense Budget Estimates Budget Estimate Variance Per cent
2013/14 2014/15
Airport Authority 2,047,997 2,047,997 0 0%
Bank of the Cook Islands 181,000 181,000 0 0%
Te Aponga Uira 350,000 350,000 0 0%
Asset Management 1,800,000 1,800,000 0 0%
Contingency FundsCapital Expenditure 50,000 50,000 0 0%
Contingency FundsOperating 100,000 100,000 0 0%
Crown Infrastructure Depreciation 5,069,598 2,920,397 -2,149,201 -42%
Expenditure of ADB Loan 0 3,245,000 3,245,000 -
Expenditure of Chinese Loan (TMV) 6,946,000 6,452,000 -494,000 -1%
OfficialDevelopment Assistance 59,363,162 63,693,150 4,329,988 7%
ADB Share Capital 26,600 26,600 0 0%
Transfer to Emergary Response Trust Fund 0 100,000 100,000 -
Transfer to Reserve Trust Fund 498,263 515,476 17,213 3%
Depreciation Contingendyeserve 0 3,100,000 3,100,000 -
Debt Servicing Interest 1,429,000 2,137,300 708,300 50%
Total Other Expenses 77,861,620 86,718920 8,857,300 11%
Summary
Category of Payment Budget Estimates Budget Variance Per cent
Estimate
2013/14 2014/15
Schedule 1 101,894,147 115,518,061 13,623,914 13%
Ministry Outputs (Gross), POBOCs and Caj
Expenditure
Schedule 2 13,763,800 16,721,348 2,957,548 21%
Benefits andOther Unrequited Expenses
Schedule 3 5,710,000 5,424,736 (285,264) -5%
Borrowing Expenses and Debt repayment
Schedule 4 77,861,620 86,718,920 8,857,300 11%
Other Expenses
TOTAL APPROPRIATION 199,229,567 224,383,065 25,153,499 13%

*Note schedule 1 Ministry Appropriations includes all POBOCs whitterisreplicatedin schedule 2 Benefits and Other Required
Expenses.



3 GOVERNMENT FINANCIAL STATISTICS OPERATING
STATEMENT

The Operating Statement reflects the finangi@rformance of Government and discusses general
trends and revisions of forecasts for operating revenues, operating expenditures and the resultant
operating balance.

Table3.1 GFS Operating Statement tife Gown 2014/15 to 2017/18 ($00)

2014/15 2015/16 2016/17 2017/18

Statement of Government Operations Budget Estimate  Projected  Projected
TRANSACTIONS AFFECTING NET WORTH

REVENUE 186,966 158,299 146,471 148,324
Taxes 108,695 110,415 108,825 110,704
Social contributions 20 20 20 20
Grants 63,762 34,749 24,484 24,484
Current 17,597 12,629 9,549 9,549
Capital 46,166 22,120 14,935 14,935
Other revenue 14,488 13,114 13,142 13,115
EXPENSE 140,792 136,268 134,609 133,724
Compensation of employees 48,704 48,692 48,689 48,685
Use of goods and services 42,312 37,668 34,078 33,319
Depreciation 9,785 9,758 11,755 11,771
Interest 2,137 2,285 2,223 2,085
Subsidies 15,026 15,026 15,026 15,026
Grants 0 0 0 0
Social benefits 17,501 17,570 17,570 17,570
Other expense 5,323 5,267 5,267 5,267
NET OPERATING BALANCE 46,174 22,030 11,862 14,600

3.1 GFS Net Operating Balance

The @vernment Fnance Satistics (GFSpperating balance is the balance of operating revenues
minus operating expenditure as prescribed by the MFEM Act. Given the analysis provided in
sections 3.2.1 and 3.2.2, the GFS net operating balance in 2014/15 at the time PifetBéection

Fiscal Update REF)published in April 2014 was estimated at $4#illion. After the inclusion of
adjustments to operating revenue and operating expenditure, this has how been revised upwards by
$2.1 million due in large part to the improvement of overaltvenue estimates as well as the
reduction in several expenditure items.

Going forward, changes in expenditure and revenue estimates are predicted to result in a
$461 million operating balancen 2014/15, $221 million in 2015/16, $1.8 million in 201647 and
$14.6 millionin 2017/18.

10



3.2 GFS Operating Revenue

Operating revenues are made up of taxation receipts (59 per cent), Grdfits#DDevelopment
Assistance (ODA3B4 per cent) and other revenues, which incluagencytrading revenues, interest

and dvidend receipts (7 per cent). These revenue streams are used to finance tgeiran
operational expenditure of government, with surpluses used for investing activities such as
infrastructure development projects (where apparent).

At the time of the PEFpublished in April 2014, GFS Operating revenues were estimated to tally to
$1801 million, of which $1101 million was expected to be collected in taxes for 2014/15.

Since April 2014, total movements in operating revenue have resulteddmwnward revison of
operating revenueby $67 million to $1869 million, due to both parameter an@olicy decisions

For 2014/15, tax revenue is anticipated to be&illion lower than previously forecast, due almost
exclusively to the impact of wholesalers avoidihg final 33 per cent increase in the tobacco levies
by bringing forward tobacco purchases into the 2014/15 tax year.

Adjustments to indirect taxation include an increase of2$tillion to fisheries revenuefrom
fisheries activitiesn whichthe Cook Isinds Government has recently settled on agreed amounts
with two fishing vessels which have infringed in Cook Islands watdrs. actual for 2013/14 and
estimates for 2014/15 reflect actual monies received that were not reported at the previous
update. Taal fines received by MFEM in 2014/15 amounted to $%.2@lion.

3.3 GFS Operating Expenditure

Operating expenditure is made up of Compensation of Employees (35 per cent), Use of Goods and
services (33 per cent), Social Benefits (12 per cent), Subsidigse(lcent) Depreciation(7 per
cent), and other expenses including interest expenses (4 per cent).

At the time of the PEFlpublished in April 2014, total movements in operating expenditure have
resulted in @ upward revision of operating expenditutgy $4.4 million to $1404 million, due to
both parameter andPolicy decisions

Since April 2014, Operating expenditures at the time of the PEFU were estimated &t $ilB6n.

These have been revised upwards to reflect an increase @dlion, predominarly in goods and
services which is mainly driven by an increase to recurofiitial development assistance (ODA)
directed to fundng capital projects in 2014/15. After the exclusion of ODA, operating expenditure is
declingto take into account Crown degeciation to reflect actual capital projects completed to date

and timing issues. A depreciatioontingencyreservehas been formed to accommodate the capital
projects appropriated for the next two to three years as detailed in the capital plan book. The
Budget also includes several technical adjustments to the budget baselines to reflect an update to
the funding formula for the pa enua, reclassification and more up to date data being available which
updates forecast estimates done at the time of the bedigst year.

Further budget adjustments in operating expenditure aliscussedat length in the expenditure
chapter(Chapter 8)

4  FISCAL UPDATE

4.1 Overview

The 2014/15 Budget was developeda conservativeeontext, acknowledging that the Cook Islands
has alimited economic base which relies to a large extent on tourism as its main revenue generator.
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Government continues to appropriate funding towards underwriting two long haul service routes
between Rarotonga and Sydney, and Rarotonga and Los Angeles.

Due b the recent general elections held on 9 July 2014 and the length of time is has taken to
confirm the Executive, the normal development process of the budget has been interrupted and
changes in expenditure for 2014/15 are minimal and result from either:

9 policy decisions leading to new initiatives undertaken by Government; or

1 movements that occur outside of a decision referred toPasameter adjustmentshrough no
short term action by the government. For examplagse would include depreciationr
moverments in welfare beneficiary numbers.

Prior to this publication, according to tHeEFUpublished in April 2014, it was projected that the
starting position for Budget 2014/15 anticipated an underlying operating deficit of $0uifl8on for
2014/15. Afer updating the forecasfollowing the analysis ofctual revenue collected and
expenditures spenas of 30 June 201#he underlying budget balance has improved significantly as
result of various factors discussed below.

The Government has produced amderlying budget surplus of $W09 million in 2014/15,
worsening budget deficis of $0090 in 2015/16, $31 million in 2016/17, and $0.33% million in
2017/18.

Table4.1 Underlying Budget Balance 2013/14 t®27/18 ($000)

2013/14 2014/15 2015/16 2016/17 2017/18
(Actual) Budget Forecast Forecast Forecast

Final Underlying Revenue 119,141 123,203 123,549 121,987 123,840
Final Underlying Expenditure 115,568 123,195 123,639 125,060 124,175
FinalUnderlying Operating Balance 3,573 9 -90 -3,072 -335

The key factors in reducing the operating deficit for 2014/15 were technical adjustments to the
budget baselines to reflect ampdate to theagenciesandthe pa enua, reclassification and more up

to date data being available which in turn adjusted the forecast estimdteis. included a significant
reduction to the Crown depreciation and the reclassificatio€obk Islands Investment Corporation
(CliIG appropriation which was factored into the forwaestimates but has now been removed@he
budget also includes adjustments for the outer years as result of contracts and projects coming to an
end.

In addition savings were identified within year personnel savings as result of vacant positions from
all government ministries, line agencies, and ministerial support offices and excltrdingyitical
service delivery functions such as Health, Education and the Pa Enua.
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Table4.2 Reporting of budget balanc2013/14 to 2017/18 ($000)

2014/15 2015/16 2016/17  2017/18

Statement of Government Operations Budget  Estimate Projected Projected
$'000 $'000 $'000 $'000

NET GFS Operating Balance 46,475 22,640 14,122 16,860
GFS Revenue 186,966 158,299 146,471 148,324

Remove ODA Revenue 63,763 34,749 24,484 24,484
Underlying Revenue 123,203 123,549 121,987 123,840
GFS Expenditure 140,792 136,268 134,609 133,724

Remove ODA Revenue 17,597 12,629 9,549 9,549
Underlying Expenditure 123,195 123,639 125,059 124,175
Underlying Budget Balance 9 -90 -3,073 -335

FINAL UNDERLYING NET OPERATING
BUDGET BALANCE 9 -90 -3,073 -335

To control the impacts of fiscal policy and macroeconomic stability, the Budget 2014/15 reflects the
fiscd responsibility princigls as outlined in the MFEM Act:

1

ensuring that unless Crown debt is at prudent levels, operating expenses will be less than
operating revenues (i.e. Government will run an operating surplus);

achieving and maintaining levels of Gronet worth that provide a buffer against factors which
may impact adversely on net worth in the future;

managing prudently the fiscal risks facing the Crown; and

pursuing policies that are consistent with a reasonable degree of predictability abougvbk |
and stability of tax rates for future years.

4.1.1 Changes to Revenue

Total operatingrevenue in 2014/15 is estimated to reach $1232 million, this is made up of
$103.0 million in tax revenue and202 million in nontax revenue.These estimates include ¢h
impact ofthe followingPolicy decisioner initiativespreviouslycommitted to Government:

il
il

exemptingNew Zealand Superannuatidor incometax purposes ta31 December2012;

reducingthe dividend payout from Te Aponga Uira, to assist the utility witkgoimg capital
investments;

amendingthe Transport Act allowing overseas full driver's licenses to be used here in the Cook
Islands;

implementingthe exciseequivalent duties on local alcohol and sdfink from 1July2014; and

settlingwith a number offishingvessebperatorswho haveinfringedin Cookislandswaters
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Table4.3 Recommended Underlying Revenue Changes 2013/14 to 2017/18 ($000)

2013/14  2014/15 2015/16 2016/17 2017/18

Revenue Underlying 8ance PEFU 2014 118,447 124,518 123,820 128,794 128,795

Changes in Tax Parameters 0 -1,383 638 5,956 4,077
Other Changes to Non Tax Revenue 0 397 391 419 392
Changes to Trading Revenue 0 -708 -745 -745 -745
Impact on Revenue dParameter
adjustments 0 -1,694 284 -6,282  -4,429
Changes in Tax Decisions 0 -325 95 125 125
Other Decision Changes to Non Tax
Revenue 0 705 -650 -650 -650
Impact on Revenue of Decisions Change 0 380 -555 -525 -525
Final Underlying Revenue Balance 118,447 123,203 123,549 121,987 123,840

The Government has also receiveaymentsresulting from settlements oillegal fishingactivities.
This isa one off adjustment for 2014/15 and has not been factored into the outer year estimates.

Table4.4 Parameter adjustment¢o Tax Revenu@014/15 to 017/18($000)

2013/14 2014/15 2015/16 2016/17 2017/18

VAT Adjustments 0 1,023 1,209 -888 -137
Income Tax Adjustments 0 -402 -1,116 -2,549 -2,151
Company Tax Adjustments 0 153 94 -570 -362
Import Levies Adjustments 0 -1,889 810 -1,489 -1,189
Withholding Tax 0 0 0 0 0
Departure Tax 0 -267 -359 -459 -238
Total Changes in Revenue Taxation 0 -1,383 638 -5,956 -4,077

Note: a negative number indicates a negative impact on the Budget (@ael@trevenue)

As illustratedabovein table 4.4 VATis performing better thanpreviouslyexpected¢ even when
accounting for the fullyear impact of the VAT increase to 15 per cent (which was already accounted
for at the time of the PEFU). The reductim taxation estimates is driven layport levies which are
decreasingby $19 million in 2014/15 due to suppliers shiftingpltacco purchases forward to
2013/14to avoid increased tax rates.

Other tax tianges relate to 2013/14 actuahd changes in ecomuic forecasts, although the latter
affects all tax types.

Total operating revenue collected in 2013/14wlower by $13 million representing a variance of 1
per centin comparison to the original Budget estimates andswnainly attributed to lower than
edimated tax revenue collected.

Previouslythe Governmentommitted to the followingPolicy decisioner initiatives:

1 to refund of tax paid and/or elimination of tax debts on New Zealand Superannuation prior to
31 December2012;

i to reducethe dividend pagut from Te Aponga Uiran orderto assist the utility with orgoing
capital investments;

1 amendments to the Transport Act allowing overseas full driver's licenses to be used here in the
Cook Islands;
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1 implementation of the excisequivalent duties on lodalcohol and sofdrink from 1July2014;
and

1 one-off illegal fishing penalties

In addition to these are further revenue adjustmentsracognise riterest on loans to subsidiaries
from the Ports Authority on the subsidiary loan taken with the Crown fog tonstruction of the
AvatiuHarbour.

Motor Vehicle Registratia havebeen conservatively increased by $illion in the 2014/15
estimates due to the increased number of vehicles imported, namely motorbikes with engine
capacity over 100cc.

Minor adjusments to other revenue include changes to trading revenues collected by various
agencies and island administrations based on efficiencies in service delivery to the community and
increased fees charged.

4.1.2 Changes t&xpenditures

At the time of the 2014 BFU, MFEM estimated underlying expenditure for 2014/15 to be
$1252 million declining to $123 million for expenditure from the time of the budget 2013/14 to
the 2014/15 budgetexcluding ODA.

Adjustmentsin expenditure aranade up of two typesParameteradjustmentsand Policy decisions
Parameter adjustmentsare the result of factors outside of the immediate control of the
Government, whereaBolicy decisionslB Tt SOG G KS AYLI OG 2F (GKS D2 @SNy

Due to the general elections held on 9 Jul\20and taken to confirm the Executive, the normal
development process for the Budget has been interrupted, and changes in expenditure for 2014/15
are very minimal and result from:

9 policy decisions leading to new initiatives undertaken by Government; or

1 movementsthat occur outside of a decision, referred to Rarameter adjustmentghrough no
short term action by the government. For examplbégde would include depreciatioor
movements in welfare beneficiary numbers.

Total operating &penditure spenin 2013/14 wadower by $21 million representing a variance of 2
per cent in comparison to the original Budget estimates and were mainly attributed to lower
expenditure on the Air New Zealand amdrite, Toa pofit guarantee and lower levels of spending
my ministries.

New Expenditure Initiatives

Increased spending amouwito $1.2 million in 2014/15reducingslightly to $.1 million in 2015/16.
The increases in spending are offset by reductions to expendiammeter adjustmentdy
$2.5 million in 2014/15. In addition, MFEM has identified a total of &D4 million in savings mainly
resultingfrom the long haul underwriteand delays in recruitment for vacant positions in the past
three months. Further details on each of the initiativemn be found inhe expenditure chapter
(Chapter 8).

The Budget also includes several technical adjustments to the budget baselines to reflect an update
to the funding formula for the Panda, reclassification and more up to date data being available
which updates forecdsstimates done at the time of the budget last year. The budget also includes
adjustments for the outer years as result of contracts and projects coming to an end.

Total capital expenditure funded by the Cook Islands Government and various other sawrhess
lending, State Owned Enterprises (SOE¥M)Aand Crown reserves are budgeted at a sum of
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$21.8 million as publishedn detail in the Capital Plan@Bk 3). This represents a significant increase
of $12 4 million from the original budget of $8.million to be funded by Government in 2013/14.

1 $45milliontowards the Te Mato Vdo the water upgradeproject which is being undertaken by
GKS /221 LatlyRazI tS2L)SQa wSLWHzotAO 2F [/ KAYL

1 $4.7million has been allocated towards the third gbe of project city whichipgradethe roads
from the international airport to tupapa area.

1 $102 million towards the Renewble Energy Programme Support funded by New Zealand which
includes the construction of renewable energy infrastructure on Rarotonghiglands of the
Northern Group.

1 Concepts notes for the Chinese building repairs, Apii Nikao school rebuild are in the process of
being finalised to be submitted for consideration to be funded using the balance of China grant
funds. A request for contrittions towards the 50th Anniversary celebrations next year is also
being processedThe balance of funds will be allocated using the new process which includes
recommendations for capital projects approved by the Infrastructure Committee.

9 Improving sanitatin is a priorityof the Cook Islands Governmeas set out in theNational
Sustainable Development Plan (2Q2015), Sustainable sanitation solutions are essential to
ensuring adequate protection for public health, the environment and the tourism sector.
Following the completion of the Muri pilot upgrade, the Sanitation Upgrade Programme aims to
scale up improved sanitation to all of Rarotonga and Aitutaki from 2048 with a total
budget of$10 million.

4.1.3 Budget Policy Statement

The Budget Policy Statemie(BPSP014/15 was published in December 2013 and standard practise
includes this key document forming the basis for decisions which are incorporated into the Budget
Estimates. As mentioned above, duerexent general elections held on 9 July 2014 #ellength

of time is has taken to confirm the Executive, the normal development process of the budget has
been interrupted and changes in expenditure for 2014/15 was minimal. Therefore Budget 2014/15
includes minimal adjustments and it is anticipated thia¢ normal budget process will take place
possibly next year during the development of a Supplementary Budget to accommodate any further
necessary budget adjustments required.

It is important to note that the key intentions of the BPS 2014/15 continubdcsupported and
implemented through existing budgetary baselines of ministries and crown agencies.

The broad strategic priorities for Budget 2014/15 build on the achievements of the Government to
date by directing public spending to encourage growth aathplement private sector investment.
Taking the National Sustainable Development Plan (NSDP) as a point of departure, the Government
is certain that the broad strategic priorities for 2014/15 will provide a framework which protects our
fiscal positiorand supports inclusive sustainable growth. Our broad strategic priorities are to:

1. improve the wellbeing of our people;

revitalise growth in the Pa Enua;

maximise the social and economic benefits of infrastructure investment to our communities;
facilitate greater income generation opportunities and economic growth in the Cook Islands;
take the precautionary approach to economic development ;

promote safety and justice; and

improve public service productivity

No gk wd
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4.2 Fiscal Responsibility Ratios

The original Fisd Responsibility Ratio (FFR) benchmarks were established under the Manila
Agreement, prior to the move to GFS reporting.

Some of the ratios have now changed in their natgréor the 2014/15 Budget reporting will be
against the previous measures, but tligovernmentwill review a new set of fiscal benchmarks
which will maintain similar fiscal contréd incorporatethe new GFS reporting framewor&uring
2014/15 and introduce these in the 2015/16 budget.

4.2.1 Tax Revenue to GDP

This ratio establishes boundaries the collection of revenue and ensures government limits the
diversion of resources away from the private seaod households The benchmark that current
and previous governments have agreed to work within is to maintain collections to within 25
percent of GDP. The expected performance against this benchmark is illustratbdrid.1 below.

Current forecasts estimate that the Government will exceed the benchmark by a small margin to
26.1 percent in 2014A and remains around the approximately the same in the forward estimates.
The reason for this is the tax reform that the Government endoisaddte 2013, which included the

tax rate of VAT being increased to 15 per cent tnedrate of PAYE being reduced.

Chart4.1 Tax Revenue to GDP, 2013/14 to 2017/18
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4.2.2 Personnel Expenditure to Revenue

This ratio is aimed at controlling the expansion in the size of the public seffigeent and previous
Governmentshave agreed to workwithin a benchmarko maintainthe expenditure on personnel
within 40 percent of total revenue. As illustrated @hart4.2, the Government is expecting to
remain within the overall ratio 40 pexrent for 2014/15 and outer year is alsoimportant to note

that the actual personnel expenditure spent in 2013/14 was relatively lower by 8.5 per cent
compared to theoriginalbudget estimates.
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Chart4.2 Personnel Expenditure to Revenue 2013/14 to 2017/18
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4.2.3 Underlying Net Operating Balance

This ratioindicates that Government is able to afford the operational costs of performing the
functions of government from its own revenue streams. Government hasa deenchmark of
running an operating surplus in each Budget. As illustrated below, it is anticipated that Government
has an underlying operating surplus of @ million per the provisional actual due to the phasing of

the Tax Review.

Going forward, chnges in expenditure and revenue estimates are predicted to result in a
$0.009 million operating surplus in 2014/15 angorsening to$0.1 million deficit in 2015/16, &

$3.1 million deficit in 2016/17and-$0.34 millionin 2017/18, this is mainly due to ¢hprofile shifts in
revenue mainly caused by large investments in infrastructure progeatsa reduction in the Apex
Profit Guarantee as the contract comes to an end
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Chart4.3 Underlying Operating Balanc2013/14 to 2017/18
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4.2.4 Net Debt Servicing to Revenue

This ratiomeasures the ability of Government to service its debt obligations from revenue collected.
Debt servicing includes both interest and principle, and is now net of-d@mns in earmarked loan
reserves to more accurately reflect the ability of Government to service its debt obligations. As
shown inchartbelow, the ratio of debt servicing over the short to medium term is maintained within
the benchmark ofive per cent of total revenue.

Chart4.4 Debt Servicing to Revenu2013/14 to 2017/18
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4.2.5 Budget Overall Balance to GDP

This ratio is the operating balance less noperating expenditure (purchase of assets and
repayment of liabilities). Where theverallbudget balance is in deficit, it must be serviced through
lending or a drawdown of reserve funds. The benchmark is set to be maintained Withjper cent

of GDP to ensure thatdggernment does notapidly accumulate debt, and taken together withe

debt servicing to total revenue and net debt to GDP ratios, ensures that debt is managed and taken
on within sustainable level€hart 4.5illustrates that Government breach is expectedth® overall
Budget balance due to large scale infrastructum®j@cts, which are financed by concessional
lending. This igpredominantly drivenby large projects funded through loans i€e Mato Vaiand
Renewable Energy projects igh are highlighted in CapitaloBk 3. Thenegative balancesor
2016/17 and 2017/18 a&ralso driven by the deficit in the underlying operating balance.

Chart4.5 Budget OveralFiscaBalance to GDP 2013/14 to 2017/18
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4.2.6 Net Debt to GDP

This ratiomeasures the level of debt relative to national ine®rand is intended to control the
2SNttt t80S8t 2F RSod GF1Sy 2y o0& D2OSNYYSy(
Government is to maintain net debt within 35 psent of GDP. This would represent total
borrowings d& $937 million estimated in 204/15. Chart4.6 illustrates that Government is well

within the benchmark over the short and medium term.
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Chart4.6 Net Debt to GDP Ratio 2014/15 to 2017/18
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Table 4.5 Fiscal IndicatorSummary

FY13/14 FY14/15 FY15/16 FY16/17 FY17/18
Actual Budget Estimates Projeced Projeced

Statement of Financial Performance

Taxation Underlying Revenue ($m) 972 103.1 104.8 103.2 105.1

Sacial Contributions ($m) 0.0 0.0 0.0 0.0 0.0

Other Underlying Revenue ($m) 20.8 20.1 18.7 18.7 18.7

Total Operating Underlying Revenue ($m) 118.0 123.2 123.5 122.0 123.8
Total Underlying Revenue Percentage of

GDP ($m) 312 31.1 30.9 314 31.3
Tax Underlying Revenue Percentage of

GDP ($m) 25.7 26.1 26.2 26.5 26.6

Personnel ($m) 44.0 46.3 46.4 46.4 46.4
Percentage of Total Underlying Revenue 37.3 37.6 37.6 38.0 37.5

Total Operating Underlying Expenditure (9 113.7 123.2 123.6 125.1 124.2
Percentage of GDP 30.0 31.1 30.9 32.1 31.4
Percentage of Operating Underlying

Revenue 96.4 100.0 100.1 102.5 100.3
Reappropriation of Previous Years Funds

for Capital ($m) 0.0 0.0 0.0 0.0 0.0

Underlying Opeating Balance ($m) 4.28 0.01 -0.09 -3.07 -0.34
Percentage of GDP 1.1 0.0 0.0 -0.8 -0.1

TotalNon Operating Balance ($m) 15.2 27.9 27.1 16.9 11.0

Fiscal Balanc8urplus/(Deficit) ($m} -10.9 -27.9 -27.2 -20.0 -11.4
Percentage of GDP 2.9 7.0 6.8 5.1 2.9

Statement of Financial Position ($m)

Assets ($m) 530.5 600.1 642.9 660.9 681.1

Liabilities ($m) 119.0 116.0 120.4 117.0 113.1

Crown Balance ($m) 411.5 484.1 522.5 543.9 567.9
Percentage of GDP -108.6 -122.3 -130.6 -139.8 -143.5

Statement of Borrowings ($m)

Gross Debt end of FY ($m) 89.3 93.7 97.5 92.6 85.9
Percentage of GDP 23.6 23.7 24.4 23.8 21.7

Net Crown Debt, end of FY ($m) 72.4 77.7 81.6 77.4 73.1
Percentage of GDP 19.1 19.6 20.4 19.9 18.5

Loan Repayment Reserves Held ($m) 16.2 16.1 15.9 15.1 12.7

Development Partner Support ($m)

Grants ($m) 33.2 63.7 34.7 24.4 24.4
Percentage of GDP 8.8 16.1 8.7 6.3 6.2

Net Debt Servicingl ($m) 1.4 4.2 4.2 4.4 5.9
Percentage of Totdlnderlying Revenue 1.2 3.4 3.4 3.4 3.4

Memo item: Nominal GDP ($m) 378.8 395.7 400.1 389.0 395.7

*The Fiscal Balance is the sum total of the Net operating balance and theddéaaing balance The shortfall/deficit is then funded
through cash reseng depreciation and loans which can be foundhe Statement of Fiscal Responsibility (Financing and Applications
Statement)on pages 17479
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5 ECONOMIC UPDATE
5.1 Introduction

The Cook Islands is a small open economy largely dependent on towlsre its natral
comparative advantage lie€onsumer preferences and economic growtthemajor tourist source
market of New Zealand (and to a lesser extent, Australia) has a major impact on domestic economic
performance. Any international developments affectingaN2ealand will eventually impact on the
Cook Islands. Not only is New Zeal#mel Cook Islandgrgest trading partner and source of tourism,

but changes in the New Zealand dollar will also impatdomestic markets and inflation.
Increasingly, large capi works have alsbecomea driver for economic growtlirhe completion of

these projects will present challenges for maintaining the economic stimulus of construction activity
in future years.

Despite being one of the most rematiecountries in the worldand one of the smallest (even by
Pacific standards), the Cook Islandsrie of themost prosperous counigsper capita in the Pacific,

behind New Zealand and Australia. The Cook Islands has enjoyed a sustained period of economic
prosperity following therapid growth of the tourism industry and a seriespofblic sectoreforms
following the economic crisis of themid-nineties The economic dependency on tourism has
benefitted the Cook Islands greathpespite this success, thiack of economic diversityr
economies ofkcalecanmake any progress fragile and reversiblebour market constraints across
variousareas of the economy still present major limitations on economic growth.

The reliance on imports to support local consumption makes the Cooldésetiremely vulnerable

to external price shockg particularly in regards to fuel, as transpand energycosts affect the

price of almost all goods. Despite the large imbalance in goods trade, the Cook Islands enjoys a
current account surplus, owing tbe significant contribution of estimated tourisevenue(which is
counted as a service export).

Global recovery from the 2008 economic crisis continues. The Euro area (as a whole) is out of
recession but remains sluggish, while the US recovery seeefg ik continue in the near term.
DNRgOGK AY [/ KAYlF FyR 9Fad !aAl KIFa af 2sevénpef 0 dzi
cent on the back of continued government stimulirstial tensions in Ukraine anithe middleeast

have had impacts on therespectve regions, but are yet to haveignificantlywider implications on
commodity prices (such as oil and gas)

In October 2014,he International Monetary Fund (IMF) revised its forecast for global economic
growth in 2014 to B per cent, a slight denward revision, with the World Bank forecasting 2.8 per
cent (a downward revision from the 3.7 per cent growth estimated earlier this year). For 2015, the
IMF is forecasting thajlobal growth will improve to .8 per cent, and the World Bank estimates 3.4
per cent. The teryear average for world economic growth is 3.4 per cent grgrethannum

Official growth forecastdor New Zealand and Australievere not updated in time for this
publication The most recent forecasts from their respective Budget doents suggest that for
2014/15 they will grow at 3 percent and 2.5er cent respectively. Continued economic growth in
these markets should have positive flow on effects for tourism arrivals, althoegent arrival
figures (particularly out of New Zeald) have been weaker than anticipatethis may be due to
international competition coming mainly fromiscounted faregreviouslyand additional capacity
being offered into other Pacific destinations such asHivaij and Bali

Since the 2014 PEFUutasm arrivals for July and August came in around 1,500 less than exmgected
for context, this shortfall is around 1.3 per cent of total annual arrivdlkis has led to revision of
the 2014/15 arrivals forecasts.
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While tourism forecasts for 2014/15 ta been revised dowmards there has been an upward

revision to GDP estimates due to a large increagaulslic sector capital investmenThe potential

WAt ALILI ISQ 2F OFLAGIEE a dissgloRmeyitpartheprBectS &Sthemdint S Y Sy (
risks to the economy outsidef decliningtourism arrivals. fie economic gains froitihe Cook Islands
Government 2013 Tax Review atsmtributeto estimated GDP growth in 2014/15

Nominal GDP (which includes inflation) is estimated to have grown by 2.6 peinc2013/14, a
downwardrevision from the forecast of 4.8 per cent growth forecast at the time of the PEFU, due to
a combination of sloer tourist arrivals and a shift of capital projects into 2014/Neminal growth

is expected to ban estimated 4.5 precent in 2014/15, due largely to increaspdblic sector capital
investment Estimated growth falls to 1.1 per cegtowth in 2015/16 due to completion cfome
capital projects before declinng 2.8 per cent in 2016/17 due to a large reduction in the tapi
profile (a combination of completed capital projects and no hew projects being scheduled).

Tourist growth has been revised down from the forecasts at the 2PE&U This tales some
pressure df the capacity constraints that were expected smnificanty reduce growth from 201
onwards. Growth in visitor arrivals is expected to slow fth@per cent in 20B8/14 to a 0.5per cent
reduction in arrivalsn 2014/15 due mainly to a slower growth out of New Zealaadd fewer
arrivals than expected in July aAdigust 2014 The forecast for 216 has been similarly revised
down from1.7 per centgrowthto 0.9 per cent growth.

Inflation as measured by the Cook Islands Consumer Price Index (CPI) was 1.6 per cent in 2013/14,
however, year average inflation frome@ember 2013 to September 2014 was higher, at
1.9percent. Through the year inflation to September was higher still, at 2.7 per, daatthefull
inflationary impacts of the VAT increase on 1 April 2014. Through the year inflation in the June
quarter of2014 (the quarter where the VAT was increased) was expected to be around 3.5 per cent,
but the result was2.2 per cent This isonly a 1.3 percentage point increase on the March 2014
inflation result suggesting that reported price gouging by some retsiveas not widespread

With the exception of the oeroff increase in the VAT, inflation is expected to adjust towards its
longterm trend. The year average CPI is forecast to increm8e8 per cent in 2014/15 due to the
change in VAT, before increasiiog2.6 per cent in 2015/16.
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Table5.1 Summary of Economic Indicators

Economic Indicators

2012/2013 2013/2014 2014/2015 2015/2016 2016/2017 2017/2018

Actual Est Proj Proj Proj Proj
Econome Activity ($000)
Nominal GDP 369,131 378,788 395,745 400,085 389,015 395,732
Percentage change (YOY) -1.0 2.6 4.5 1.1 -2.8 1.7
Real GDP (2006 Prices) 278,953 284,652 292,778 291,925 278,536 276,956
Percentage change -1.7 2.0 2.9 -0.3 -4.6 -0.6
Inflation ($000)
Consumer Price Index  (bas 124.9 126.8 131.6 135.0 139.2 143.6
Dec. 2006 = 100) ' ' ' ' ' '
Percentage change (YOY) 2.6 1.6 3.8 2.6 3.1 3.1
Construction/Cajital Investment($000)
Commercial Building Approvals 2,975 1,859 1,859 1,859 1,859 1,859
Residential Building Approvals 5,887 6,161 5,732 5,611 5,494 5,378

Public ~ Works  (includes  De 31,295 49,455 65,311 58,365 25,185 21,002

Partners)

Productive Sector Indicatoré$000)

Visitor Arrivals 120,909 122,900 122,200 123,200 124,100 125,000
Pecentage change (YOY) 3.5 1.6 -0.6 0.8 0.7 0.7

(E$S,gg‘o"’;ted Visitor Expenditure 555 157 229100 235,200 243400 252,800 262,500

Pearl Exports 291 252 150 150 150 150

Fish Exports 8,059 20,816 20,820 20,820 20,820 20,820

External Secto($000)

(l\;%rgg;:mmse Trade Balanc  ,.6170 135411  -130200 -131,000 -132,000  -132,800

Services Trade Balance 222,127 229,100 235,200 243,400 252,800 262,500

Exchange Rate  (USD/N:
Average, April 2014) 0.822 0.830 0.863 0.847 0.847 0.847

Financial Sector (at end of financial ye~{$000)

Govemment Net Debt Positior 10126 5go44 71703 75444 60,833 41241

($'000)

Private and Public Enterpris o0 9,9 170273 - - - ;
Deposits)

Private and Public Enterpris 286,213 280,364 - - - )
Loans

* No attempt is made to estimate public or private deposits or loans due to breaks in the daés, sgithough both series show
downward trends

25



5.2 Gross Domestic Product (GDP)

Real GDPrémoving the impact of inflationfor the Cook Islandsleclined 4.8 per cent in 2013,
reversing gainschievedin 2012.Contributing tothis declinewere @nstruction (2.8 percentage
points) and fnance andbusinessservices(2.6 percentage poinjsPartially offsetting the declines
were contributions from tansport andcommunication(1.1 percentage pointand agriculture 0.7
percentage points

The 2013 GDP estimatédighlight the sensitivity of national GDP to construction projects, and their
associated implementation schedules. This is particularly important in the coming years, tivaere
level ofpubliccapital investmentvill be at record levels

Chart5.1 Contribution to 2013 real GDP growifpercentage point contribution)
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Ownership of Dwellings
less FISIM

Including price changes, nominal GDP fell 5.1 per cent in the 2013 calendar year, due to both
guantity effects mentioned above, but also tollfain price

With the arrival of new and quarterly GDP data for the 2013 year, baseline estimates of economic
activity were able to be updated to as recently as the December quarter 20ERX013/14yearis

now expected to have grown 2.6 per cent in rioal terms, as compared to an estimate of 4.7 per
cent at the time ofthe PEFUdue largely to a shifting of capital projects to 2014/15 and slower
tourism growth

Nominal GDP growth is then estimated to increase topéiScent in 2014/15 due to large ireases

in public capital investment by th€ook Islands Government addvelopment partnersSlippage of
some capital investment activity from 2013/14 into 2014/15, and the bngdorward of some
activity into 2014/15notably, renewable energy for theo&thern Group)will benefit the economic
outcome for 2014/15 By 2015/16, slow growth in tourism and the completion of some capital
projectsare expected tdead to a slowing of nominal GDP growth to an estimated 1.1 per cent.
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Table5.2 GDP growth revision§percent)

2013/14 2014/15 2015/16
2014 201415 2014 201415 2014 201415
PEFU Budget PEFU Budget PEFU Budget

Nominal GDRrowth

4.8 2.6 3.9 4.5 1.9 1.1
Real GDRrowth 2.2 2.0 0.7 2.9 11 0.3
Implicit GDP deflator 2.3 0.6 4.6 1.6 3.1 1.4

Real GDP is forecast to follow a similar pattern to nominal growth but is lowereaslitdes the
impact ofinflation. The 2014/15 Budget is the first time where attempts have been made to forecast

a DP deflator (previously this was assumed to equal inflation). Despite a large reduction in nominal
GDP growth from the forecasts at the PEFU, real GDP growth for 2013/14 was revised to 2.0 per
cent, due to lower than expected inflation over 2013/14.

The danges in the GDP deflator flow on to 2014/15, with a significant improvement in the real GDP
forecast. Real activity in 2014/15 is also anticipated to be much higher due ttevbe of public
sector capital investmerin that year. The completion of sonpgojects in 2015/16 offsets subdued
tourism growth to reduce real GDP by 0.3 pent.

These forecastsemain dependent on a number of recent trends continuing. The key risks to GDP
growth are:

9 poor budget execution of thpublic sector capital investmeplanned across the Cook Islargls
in particular, any delays in thmplementation ofthe renewable energy or water projects;

1 the preferences of New Zealand and Australian tourists moving towards other competing
tourism markets in the Pacific or Asia (®xample recent openings for direct flights to Bali,
Honolulu, and Manila from Auckland);

an economic slowdown in New Zealand and/or Australia;

domestic labour market failing to increase through a decline in migrant labour entering the Cook
Islands to filjob vacancies, or Cook Islanders continuing to leave the local market;

external price shocks to our major import categories (fuel or food supplied by New Zealand);

dramatic changes in consumption patterns due to VAT or import levy changes (above and
beyond those already forecastnd

9 any reductions in projecte@DA

On the upside, a return to trend levels of inflation may not occur, as current inflation levels appear
to be below what was expected in previous forecastsggesting that the GDP deflatohét
difference between nominal and real GDP) may be lower than expected
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Chart5.2 Real GDP at 20067 prices, 2003/04 to 2017/18 (®0)
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Note: the shift in the Real GDP graph is due to a revision in tife d&fator between the two
forecast periods (2014 PEFU uses CPI inflation). The availability of quarterly GDP estimates is another
difference between the two series.

Chart5.3 Nominal GDP at curm prices, 203/04 to 2017/18 ($00)
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5.3 Consumer Price Index (CPI)

Inflation in the Cook Islands is measured by the Consumer Price Index (CPI) which is reported on a
guarterly basis. Over the last ten years, the Cook Islands has enjoyednd relatively stable
inflation due to the use of the New Zealand dollar as the national currency (with the exception of the
dramatic increase in global fuel prices which drove inflation to 10.2 per cent in 2008/09).

At the time of publication, the most recent CPI dataitable was for the September quarter 2014,
which showed inflation of 2.7 per cent compared to the September quarter 2013, and average
annual inflation of 1.9 per cent for the 12 months to September.

Average annual inflation up to the September quarter 2014 wagdrby a 28.4 per cent increase in
tobacco prices (contributing 1.0 percentage points to overall inflation,Gest5.4) and a 3.5 per
cent increase in Food prices (contributing 1.1 percentage points) beinglpaxifset by 2.1 per
cent decrease in the cost of housing (subtracting 0.3 percentage points).

Chart5.4 Contribution to September quarter 2014 year average inflation
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Theyear average inflation is estated to increase from an average annual rate of 1.6 per cent in
2013/14 tothe historical average of 3.1 per cent in the outer yeasshown inChart5.5. This is
slightly higher than the New Zealand target rate

The exception to this is 2014/15, which will bear the full inflationary effect of the VAT from 1 April
2014, with an estimated average annual inflation of 3.8 per cent. This is a significant downward
revision from previous estimates of 4.6 per cent. WHbod, tobacco and alcohol appear to be
following the expected price changes sterimg from the VAT increase onAbpril, price changes in

other areas have been relatively flat. Notably, the prices in key areas such as household ogeration
housing and trasportation have fallen, providing relief to househdiddgets. Indeed, the price
increases in tobacco have been the major driver behind CPI increases since 2013, when the duty on
wholesale tobacco was increased by 33 per cent.

There are substantial rislssirrounding these forecasts. A decline in the New Zealand dollar from its
historic highs would be expected to have an inflationary impact on the Cook Island economy through
higher import prices. Similarly, fuel prices have remained relatively stable emtréimes, and any
increase from current prices could have a dramatic effect on the prices of all imported goods, which
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make up the bulk of consumer items (as occurred in 2007/08 and 2008/88)es surrounding
retailers using the increase of the VATpoce gauge also presents a risk, although this has been
partially factored into the forecasts for 2014/15.

Recent quarterly inflation figures have been less than expected both in the Cook Islands and New
Zealand. If this were to continue, inflationary pseire on the economy may be much less than
anticipated over 2014/15.

Chart5.5 Consumer Price Index (CPl), year average, 2008/2917/18

12.0%
10.0%
8.0%
[}
-
]
Ll
& 0
@ 6.0%
b
[}
=
<
4.0%
2.0%
00% T T T T T T T T T T T T T 1
=t [Te} s} r~ o0 =2} =] — o~ M =t LN (s} M~ o0
—~ — I — —~ —~ — — — — — — — — —
52} = [Tg) (s} M~ 0 - - - - - - - - -
o o o o o o =) o — o~ M =t LN w M~
o o o o o o o - - — — — — — —
o~ o~ o~ o~ o~ o~ o o o o o o o o o
~ ~ ~ ~ ~ ~ ~ ~ ~

5.4 Tourism

Tourism remains the largest industry in the Cook Islaadspunting for around 60 per cent of the
economy The Cook Islands has experienced record tourism arrival numbers almost every year since
2001 and 2013/14 was no exception, with another record year.

However, & predicted at the time of the 2014 PEFU, growt tourism arrivalsontinued to slow
from 3.2 per cenfgrowth in 2012/13 to 1.6 per cengrowth in 2013/14 (2013/14 was forecash

grow at 1.7 per cet). The strong growth experienced from New Zealand and Australian markets
likely to have peaked over @10 to 2012 and a return to double digit growth in the near teem
unlikely. Subsequently, tourist arrival forecasts have been further revised downwards.

Reflecting ongoing softness in key markets, tourist arrivals are forecast to contract 0.5 pen cent i
2014/15, the first fall in arrivals since 2007/08. Subdued growth of 0.9 per cent is predicted for

Ta LN 2F FaaSYotfAaAy3d T2NBOFada FT2NJ GKAA Lzt AOF GA ZpgcsorttheY 2 NB (K21
Cook Islands was undertaken. A regression aisaygygests that around 10 per cent of the variation in current Cook Islands inflation can

be related to either the 3nonth lag or the currenperiod New Zealand goods inflation, with up to 80 per cent of the variation being

unrelated to New Zealand goodslation (even when both time periods are used). While this is not a complete analysis, it suggests that

price shocks in New Zealand goods mayaiataystranslate to price shocks in the Cook Islands. Using New Zealand export price indices

may provide futher guidance in this area and may assist in assembling future forecasts.
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2015/16. This is a downward revision from the PEFU estimates of 1.7 per cent for 2014/15 and 1.9
per cent for 2015/16 due to lower than expected arrivaldar this financial year.

Current yeatto-date arrivals (Jarmary-August) are 0.9 per cent higher than the similar period in
2013, but the last three months (JewA\ugust) are 2.6 per cent lower than the same period last year.

New Zealand remains by farghargest market at 65 per cent of total arrivais2013/14 a slight fall
in the share of total arrivals from 2012/13.

Australia has a smaller, but increasing share (18 per cent, up 2.9 percentage points in the last four
years) which is offsetting theeglines experienced in European markets.

Theaverage stay is estimated atound8.0 days, with this averadesavilyinfluenced by the level of
New Zealand and Australian arrivals. The average daily sgiectiding accommodationjs
estimated to be aroud $200230 per visitor (including childrenput varies by time of year and by
tourist source market.

Chart5.6 Total monthly visitor arrivals (12 month moving average) 20@017
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Tableb.3 Actual and forecast total tourism numbers by quarter 2012/13 to 2018

Qtrl Qtr 2 Qtr3 Qtr4 Total
2012/13 39,113 31,571 20,493 29,732 120,909
2013/14 39,031 31,902 21,294 30,627 122,854
2014/15 37,722 31,724 21,300 31,400 122,200
2015/16 39,100 31,600 21,200 31,300 123,200
2016/17 39,300 31,900 21,300 31,600 124,100
2017/18 39,500 32200 21,500 31,900 125,000

In the lead up to the Pacific Island Leaders Forum in July/August 2012, which led to a record number
of arrivals,it was evidenthat capacity constraints are an issue in Rarotonga.2lilY continues to

be the benbmark for the maximum number of arrivals that Rarotonga can be expected to
reasonably handle until new capacity comes online (which may be as soon as late 2014). Continued
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private investment will be required to sustain industry growth during the peak ngrathough the
downward revision in tourism forecasfisr 2014/15has relieved this pressura the medium term

Tableb.4 Rising capacity utilisation of Cook Islands tourism sector, 2011¢2016/17

Months with arrivals of between...
Average 80-90 9094 9598 99-100 Estimated

Year . .
capacity per cent percent percent percent lostarrivals

2012/13 73.0per cent 2 2 0 1

2013/14 74.1per cent 2 2 1 0

2014/15 73.7per cent 4 0 1 0

2015/16 74.4percent 3 1 1 0 0
2016/17 74.9per cent 3 0 1 1 107
2017/18 75.4per cent 1 2 1 1 217

Due to the downward revision in the arrival forecasts, and an increase in some types of
accommodation, capacity constraints are not as dramatic as they once were lnwefortecast
period. Slower growth in arrivals wifovide more time for new investments to come onlirie a
timely manner However, after a short reprieve in 2014/15 and 2015/it8s expected thatluly is

back at full capacity from 2016/17, with sigo#nt strain in August (989 per cent capacity
utilisation). Increasingly, arrivals are being loaded onto the latter half of the calendar year.

While growth has been relatively muted in 2013/14, and has been revised downwards overall, the
capacity of thetourism sector (be it management capacity or additional capital investment) needs to
expand if arrivals are expected to continue. The overall Tourism Corporation strategy of increasing
arrivals in norpeak times may be able to increase the capital retushshe industry in the short

term, thereby encouraging more investment, but increases in value offerings or capacity will be
needed so long as Australia and New Zealand remain the major tourist markets.

5.4.1 New Zealand

New Zealand continues to be the Coolanslfleading market for visitors, accounting for an
estimated 65 per cent of the total market (or 80,251) in 2013/14.

Over the past ten years, New Zealand arrivals have grown an average of 9.5 per cent¢aayear
phenomenal level of growth with New Zeath arrivals more than doubling over that period
(increasing by 140 per cent). Outbound tourism from New Zealand only grew 37.3 in total per cent
over the same period, an average of 4.6 per cent a year. This represents a large shift in New Zealand
tourist preferences towards the Cook Islands over other destinations. This is supported by the
results of the recent visitor survey which estimates that 47 per cent of visitors from New Zealand are
return visitorsg an impressive achievement fare tourism industy.

However, in 2012/13 outbound tourist growth from New Zealand fell to 1.4 per cent, the lowest
growth since 2000 (the earliest data publically available). New Zealand arrivals into the Cook Islands
followed a similar trend, with growth in New Zealandiais falling to 2.9 per cent for 2012/13, the

third lowest growth outcome in 12 years, and well below the 8.1 per cent growth experienced in
2011/12.

Similarly, growth in arrivals slowed further in 2013/14, with arrivals from New Zealand only
increasing (® per cent, the slowest growth in New Zealand arrivals since 1997/98.

Going forward, New Zealand arrivals are expected to decline by 0.5 per cent in 2014/15, due largely
to poor performance in July and August (when compared to the stellar performanpeeuous
years). With the recent performance of New Zealand arrivals, as well as the slowdown in outbound
New Zealand tourists, New Zealand arrivals are expected to grow by 0.5 per cent in 2015/16 and 0.4
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per cent in 2016/1%, a significant revision. Therlg term trend is also projected to be much lower
than historical performance would suggest, at around 0.4 per cEnése forecasts are based on
recent performance, greater anticipated competition for New Zealand tourists from other Pacific
destinationsand a strong New Zealand dollar reducing relative price competitiveness.

Chart5.7 New Zealandnonthly visitor arrivals (12 month moving average) 20@®17
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Tableb.5 Actual and forecast New Zealand tourism numbers by quarter 2012/13 to

2017/18
Qtrl Qtr 2 Qtr 3 Qtr4 Total
2012/13 28,482 19,933 11,272 20,148 79,835
2013/14 28,382 19,323 11,666 20,880 80,251
2014/15 27,388 19,262 11,700 21,500 79,900
2015/16 28,000 19,200 11,700 21,400 80,300
2016/17 28,100 19,300 11,700 21,500 80,600
2017/18 28,200 19,400 11,800 21,700 81,000

5.4.2 Australia

The Australian market is the second largest tourism market to the Cook lIslands, accounting for
approximately 18 per cent of the total market share.

Australia has been experiencing a boom in outbound tourism growttheltastten years Australian

outbound tourism has grown by 112 per cent, an average of 9.3 per cent a year. To compare,
Australian arrivals to the Cook Islands have increased 97 per cent, or an annual average of 7.5 per
cent. While the growth in tourisarrivals from Australia has been impressive, the main driver of this
appears to be the overall growth in Australian tourists, rather than the Cook Islands increasing its
YFEN] SiG aKINBd LYRSSR: 6AGK GKS SEOSedfAudmdliar ¥ (KS
outbound tourism fell across the period.
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After growing an impressive 7.0 per cent in 2012/13, Australian arrivals slowed significantly in the

last half of 2013, a trend that was expected to continue into 2014. Estimates from the PEF@rare be
largely unchanged, with Australian arrivals meeting expectations.

Due to fewerarrivals than expected iduly andAugust, the growth in arrivals for 2014/15 is
expectedto be around 1.6 per cent. Growth is then assumed to follow the outbound tourist
numbers comingrom Australia. Using Australidmased industry forecasts as a proxy for Australian
arrivals into the Cook Islandi,is estimated that Australian arrivals will grow by 2.9 per cent in
2015/16, before slowing to 2.8 per cent growth in 20164nd 2017/18.

The expected change in fleet from a Boeing 767 to a Boelidgii the underwritten Sydney route
presents an opportunity to improve fare competitiveness with other destinations in the region

(notably Fiji), but also presents the financialswinability risks of the current strategy if arrival
numbers are unable to meet expected targets.

Chart5.8 Australiamonthly visitor arrivals (12 month moving average) 202917
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tourists does not change dramatically over the forecast period. Historically, esedeas been

mixed, with 2013/14 showing a falling share of the outbound market, but 2011/12 and 2012/13
showing an increasing share.
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Tableb.6 Actual and forecast Australian tourism numbers by quarter 2012/13 to 218

Qtrl Qtr 2 Qtr 3 Qtr 4 Total
2012/13 5,854 6,528 4,157 5513 22,052
2013/14 6,064 7,068 4,196 5,362 22,690
2014/15 6,043 7,111 4,300 5,600 23,100
2015/16 6,400 7,200 4,400 5,700 23,700
2016/17 6,600 7,400 4,500 5,900 24,400
2017/18 6,800 7,700 4,600 6,000 25,100

5.4.3 Other major markets

Outside of the two major markets, growth in tourist arrivatsitinues toremainrelatively weak. The
European and Canadian markets have continteedecline from the historic highexperiened in
2000/01 While North American and Canadian markets have shown some recent resilience, growth
moving forward is expected to be relatively flat. Asia and other marketstinue to remain
relatively minor contributors.

Arrivals from other major marketgrew 4.7 per cent in 2013/14, due to increases from Asian and US
market and relatively stable numbers from Canada and Europe. Continued economic issues for most
of the EU countries are liketp contain any future growth from this markelmproved economic
recoveries in North America and Asia hold some promis@dbtential growth from these markets.
European arrivals are expected to fall 4.3 per cent in 2014/15 on the back of relatively weak growth
in the European area, before falling a further 3.6 pertden2015/16. US arrivals are expected to

hold at around 4,900 for 2014/15 before growing 4.5 per cent in 2015A16hartered flight from

China in early 2015 will add significantly to Asian arrivals in-261dut this is assumed to be a en

off improvenent.

Key risks and opportunities in the ndsian markets relate to the future of the underwritten route
to Los Angeles. The significant increase in capacity and associated reductioséatpenss present
an opportunity to keep fairs low and encourageeater arrivals from those markets, but if growth
does not improve, the additional expense of the largécraft could risk the financial sustainability
of the current strategy.
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Chart5.9 Other major marketsmonthly arrivals(12 month moving average) 2068017
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Tableb.7 Actual and forecast tourism numbers by quarter 2012/13 to 2018

Qtr1 Qtr2 Qtr3 Qtr4 Total
2012/13 4,777 5,110 5,064 4,071 19,022
2013/14 4,585 5,511 5,432 4,385 19,913
2014/15 4,292 5,350 5,300 4,300 19,200
2015/16 4,600 5,200 5,200 4,200 19,200
2016/17 4,600 5,200 5,100 4,200 19,100
2017/18 4,600 5,100 5,100 4,200 18,900
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5.5 Marine Resources

The Cook Islan@narine sectolis predominantly made up of tuna fisheries atala smaller degree
black pearls Recently, exports have been dominated by fresh fish (mainly tuna). In 2013f&4h
fish exports werés12.1m, aralmost 2.5per centincrease from 2012 exporfs

Other marine exports include live fish for agquarium trade and black pearls. Although in 2012/13 the
exports of these products were at a historical low of $57,000 for live fish and $241,000 for black
pearls.

The recent increases in fresh fish exports are significantly greater than the previous annual average
from 20062011 of around $Z& million dollars peryear. The recent increase in exports are attributed
to efforts to encourage the foreign fishing fleets to offload more of their catches into Rarotonga.

Since 2012, a Taiwanese fishing company has operated two fish carrier vessels to offload its fresh
catdhes into Rarotonga. This offloading is done in partnership with a domestic Cook Islands fishing
company. The tuna are exported by airfreight to markets in Japan, U.S and New Zealand.

Themain direct revenuelerived from fishing activitiefor governmentcontinues to be thdicensing
revenue received by the Ministry of Marine Resources from treaties and fishing liceprsémated
at $5.5 million in 2013/14comprising of $2 million from foreign purse seiners, ¥Bmillion from
foreign longliners and $8million from Cook Islands flagged longliners.

Chart5.10 Domestically Procesed Fish Exports 2008/09 to 2017/188000)
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% Fish exports (as counted by the Cook Islands Statistics Office) includes any catch landed at Avatiu
harbour and excludefish caught in Cook Islands waters that are offloaded in Pago Pago. The catch
landed in Avatiu does not necessarily need to be processed onshore, and includes catch that is
simply transshipped from one vessel to another. As such, the value of fish exporthe Cook
Islands economy is likely to be less than what exports suggest as the value of the catch is not
captured by local production.
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5.5.1 Fishing

The Cook Islandsx@8usive Economic Zone is divided into aNorthern and Southern fishery. The
majority of fishing takes place ithe Northern fishery where the waters are more stable and

productive. The main fishing grounds arerh Penrhyn in the easb Pukapuka in the west, and
south of Suwarrow.

Since 2002 the main fisheiy the Cook Islands EBAs been long lining for albacore tuna which is
offloaded frozen to the cannery in Pago Pago. Many of the fishing vessdimsed in Pago Pago or
Fiji. From 2009 onwardghe Cook Islandfishery hadiversified and expandeflom three thousand
tonnesof mainly longline catches 2008to 27 thousand tonnes of longline and purse seine catches
in 2012

Chart5.11 FisheryCatch in the Cook Islands Exclusive Economic Zone
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Longline fishery M Purse seine fishery

In 2013 therewere a total of 17 Cook Island flagged longliners, 26 foreign flagged longliners and 17
foreign purse seiners that fished within the Cook Islands waikabl€5.8). In addition two foreign
flagged carrier vessels aridur Cook Island flagged vessels operated exclusively on the high seas.
This brings the total number of licensed offshore fishing vessels managed by the Ministry of Marine
Resources (MMR) to 66 fishing vessels.

Table5.8 Number of licensed and active fishing vessels

Licensed and active vessels 2012 2013
Offshore fishery
Long liner 60 45
Purse seiner 16 17
Other commercial 4 4
Total 80 66
Local artisanal and game fishery 223

The total catch fothe longline fishery in 2013 was 8,500 tonnes with an estimated landed valueSohiiibn
dollars Table5.10), a reduction from the 15,500 tonnes caught in 2012 due to a fall in the number of vessels.
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Table5.9 FisheryCatches in the Cook Islands EEZ by Species

2012 2013

Longline  Purse Seine Longline Purse Seine Local

Albacore 8,800 - 6,500 - 1
Bigeye 2,800 100 500 60 <1
Yellowfin 1,800 800 900 300 180
Skipjack - 11,000 900 3,400 10
Other 2,100 - - - 80
Total 15,500 11,900 8,800 3,760 270

Table5.10 Landed value of fishery catche$rf)

Landed value 2012 2013
Longline fishery 40 32
Purse seine fishery 25 9
Local artisanal and game fishery 2
Total 65 43

The total catch for the purse seine fishery in 2013 (from June 2012 to Junev2€xE33},800 tonnes,
with a landed value of million dollars, down fom the 11,900 tonnes in 2012 when there was a
spike in interest by US purse seiners in the Cook Islands waters.

The recorded catches in artisanal and game charter fishery was 212 tonnes from 9 out of the 12
inhabited islands. The total estimated catch2®il3 was 270 tonnes. The landed value assuming an
average price of $8 per kilogram of round weight i2$gillion dollars.

In 2013 there were 240 tonnes of fresh offshore fishery catches offloaded into Rarotonga for fresh
airfreight export and local consmption. Most of the exported tuna are the high value bigeye tuna
and the export grade yellowfin tuna.

Additional to fresh catch, in 201340 tonnes of frozen offshore catefere offloaded by the foreign
owned Cook Islands registered company Huanan Bishi&t into Rarotonga. These catches were
mainly transshipped from the fishing vessels into container ships for overseas markets.
Approximately 40 tonnes of byatch was sold locally. It was estimated that oveérd$nillion of
direct expenditure was incued during the offloading process into the local economy, mainly
through fuel purchases, employment, food provisions and port charges.

In 2014 the Huanafishery Ltdntends to expand the offload of catches irtoe port of Rarotonga
to 2,500 tonnes. As dkugust 2014 the company has offloaded 900 tonnes of frozen ¢ait@014

The 2014 purse seine catches are already registering peak catches under the US Fishery Treaty. As of
April 2014, nine months into the annual reporting cycle, there have been ajppatedy 16,000

tonnes of catch recorded. The Cook Islands has also begun a dual payment system of receiving catch
revenues, whereby a regional portion of the catch is paid on a catch tonnage basis and additional
catch revenues acquired by selling fishirayslin advance on a bilateral basis. So far 400 additional
fishing days have been sold to the US treaty under the bilateral arrangement at a (&A&H000 a

day.

In 2014 it is anticipated that a purse seine fishing day rate will incredd&SEK8,000 gr day.

The spike in purse seine fishing activity by the US treaty fleet in the Cook Islands water is attributed
to newly established regional quotas set out by the Western Central Pacific Fisheries Commission
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(WCPFC) which has assigned a national anloabtion of 30,000 tonnes and 1,250 fishing days to
the Cook Islands.

In 2014,MMRis proposing to introduce a quota system to limit the longline catches caught in its EEZ
for albacore and bigeye tuna. This will ensure catches ateatesl to sustainate levels. MMRwill
continue its efforts to seek compatible catch limits on the high seas to ensure overfishing does not
occur at the regional leveTherecontinue to besignificantpotential growth prospects for the Cook
Islands fishery:

1 The local fisheris an important economic activity supporting the gaomarter operators, semi
commercial sales and subsistence fishing. The local fishery has recorded good catch rates in
2013 with significantly increased catches around Rarotonga in 2013 attributed €o th
deployment of fish aggregate devices (FADs). Sustained catches can be expected provided these
FADs are properly resourced and maintained.

1 There is potential for high valued airfreighted export for fresh high quality fish. The medium
term targets of 1,00@Qonnes per annum are feasible provided the market demand, particularly
in the US and Japan, is sustained and there are regular airfreight links.

1 The offloading of frozen longline catches into Rarotonga is expected to continue to expand. A
medium term arget of 6,000 tonnes offloaded into Rarotonga per annum is feasible. The
logistical constraints and costs for offloading into Rarotonga will determine whether there are
further prospects for value added processing activities. Onshore processing is eqenbasathis
would lead to wider economic benefits.

1 The purse seine fishery is likely to become the most significant source of licensing revenue for
the offshore fishery. The Cook Island total allowable catches of 1,250 days or 30,000 tonnes
equates to a coservative licensing value of aroundi®illion dollars per annum. Combined
with current licensing revenue from the longline fishery of arouBdrfiilion, the total licensing
revenues are expected to be in the order o#$illion per annum.

5.5.2 Pearls

Cooklslands pearls are sold dyoth domestic and international markets. The performance of the
Cook Islands pearl industry is mainly assessed on the export trends over time because it is difficult to
guantify the size of the domestic market.

The value of expts hascontinued to decline from $6.millionin 2009/10 t0$0.14 million for the

year ending December 201Blowever, the production base in terms of seeded oysters during this
period has remained relatively stable at around 290,@0800,000 shells. Ithe December 2012
survey, seeded oysters were estimated at 279,000. The saleable pearl crop for 2013/14 is estimated
to be 106,000 pearls a significant increase on the 70,000 estimated for the 2013 calendar year

Previously, the bulk of pearls were extad with the domestic market only absorbing around 20 per
cent of the annual crop. Since 2009, the declining export figures suggest that an increasing
proportion of pearls are being sold on the domestic market where prices are beitebeing
stockpiled athe Pearl Exchange

The current plan is to increase the production of Cook Islands pearls with the assistance of a revised
pearl production revitalisation programme funded by theviNZealandAid Programmaevhich was
approved in July 2013Until such timethat production increases are evidenced under this
programme, the pearl production capacity over the néwb to three years will continue to be
stable and modest at around 270,03800,000 seeded oysters, estimated to yield ,00®-115,000
saleable pearls

The decline in international market prices for black pearls since 2009 (current prices are the lowest
on record) has had a major impact on the Cook Islands pearl indD&tngand for high quality pearls
from the Chinese jewellery market was beginninghe reflected in improved pearl prices by
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mid-2014 It is expeted that export levels in 201456 will continue to decline in comparison to
domestic sales

Chart5.12 Pearl Exports (including pearl ste2008/09 to 2017/18, ($00)
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5.6 Agriculture

The Agriculture sector accountddr 3.2 per cent of GDP in 2018n increase of 0.9 per cewmr
approximately $& million (as compared to $8.millionin 2012). Agriculture production and export
trends appear to she some improvement for 204, with this trend expected to continue to
improve

Agriculturalfood production is an important part of Cook Islandltural tradition, while also forming

an important element of food security and overall nutrition. The 20gticltural Census showed
that 72 per centof households in the Cook Islands are engaged in some form of agricultural,
horticultural, aboricultural or livestock activities. In Rarotonga, @ér cent of households are
engaged in agriculture food productioffgriculture Census 2011). These households vary from
subsistence agriculture or bkyard gardens that supplement purchasptbduce, to semiand
fully-commercial farming.

The 2011 Agricultural Census recorded 240 commercial or-s@minercial farmers 0 Rarotonga,
compared to 238 farmers at the time of the 1988 Census of Agriculture.

The Cook Islands has considerable potential for increased local agatydtoduction (drinking
coconuts, root crops, ornamentals, fruits, vegetables, hydroponics abgs, and processing and
value adding products including handicraft products). However, there are numerous constraints that
limit further growth in this sector including: substandard facilities for international market access;
labour shortages; high fuebsts; high local wages; low water supply; coordination failures in supply
chains; land issues; and high costs of transportation to get produce to markets (from the Outer
Islands to Rarotonga, or from Rarotonga to abroad).

The Ministry of Agricultureealisethe need to collaborate with other government agencies (such as
Health and Educationyjrowersassociations, and other negovernment stakeholders in an attempt
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to address the issue of nezommunicable diseases (NCDs), especially in relation to thréiowal
benefits that could be derived from greater consumption of local food crops.

Current initiatives that the Ministry of Agriculture has underway include the establishment of select
high valued crops such as vanilla and maire (under shade clotexpart. In addition, the use of
coconut product for high grade virgin oil and body shop cosmetics, the launching of the Cook Islands
Delicious Cactai (dragon fruit), and the newly introduced Cook Islands Golden Pineapple is expected
to increase availabili on the domestic market from 2013/14 onwards. The forecast of agricultural
products has been kept conservative until some of these initiatives show some success.

Chart5.13 Agriculture Exports 2008/09 to 207/18, ($000)
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Export forecastcontinue to decline due to lowanaire exports and no growth in the export of noni.

With regards to domestic production, there has been a marked increase in the number of
hydroponic and semi hydroponic, biological/organand aquaponic systems in Rarotonga, Atiu,
Mauke, Manihiki and Aitutaki for the supply of salad products. These products include lettuce, herbs,
spring onionspok choi and some other summer vegetables that cater for the high demands from
the local restatants, super markets and hotels. Together with household consumption, the size and
growth in the tourism market suggests that there are still numerous opportunities to fill domestic
demand requirements.

5.7 Goods Exports and Imports

5.7.1 Goodsimports

In 2012/13 the total value of imports to the Cook Islands was $238illion, a decrease of 4.8 per
cent from 2011/12. Imports for 2012/13 were predominantly made up of food and live animals (22.6
per cent); machines, transpoaind equipment (20.0 per cent); mineabhnd fuel (19.6 per cent); and
miscellaneous manufactured goods (which includes finished or consumer goods) (9.9 per cent).

Data br the 12 months to September 2013 shows that imports decreased by 0.3 per cent from the
year to September 2012. The Septemiguarter 2013 showed 13.9 per cent higher imports as
compared to September 2012, due almost entirely to a 70.7 per cent increase in machinery and
equipment. In fact, without the significant contribution from machinery imports (assumedly for
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constructionprojects) imports grew just 0.7 per cent from the previous September, and fell 6.7 per
cent for the 12 months to September. This is assumeldet@ ore off importation of equipment for

a construction project and is expected to contribute only to the 2043ygar, before returning to
trend levels in 2014/15.

Imports are expected to grow by 4.5 per cent in 2013/14, and then fall by 1.7 per cent in 2015/16
(due to the purchase of machinery in 2013/14 only affecting that one year).

New Zealand continues to like leadingexporter tothe Cook Islands, accounting for approximately
68 per cent of total imports in 2013.
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For 2012/13, it is estimated thaimport leakage from the Cook Islands was approximately 35 per
cent ¢ or more simply, that for every dollar spent in the Cook Islands economy, 35 cents went to
foreign production. This is because of the Cook Islands heavy reliance on imported producet to me
local demand (including that derived from the tourism industry).

5.7.2 GoodsExports

Total goodsexports in 2013/14 grew to $28 million, a $126 million (40.1 per centincrease on
2012/13, driven by a $18million increase in the export of fish. Theogth in fish exports is due to
the arrangement with Chinese fishing vesgelaanan)eing able to offload catch at Avatiu harbour.
It is notable that the all the other categories (noni, pearls, maire and other) experienced declines.

For 2012/13, it is egnated that for every dollar earned in the economy, approximatelx&3s is
derived from foreign sources (although this is almost exclusively driven by tourism, with a small
contribution from goods exports).

It is expected that totafjoodsexports will eécline 0.4 per cent in 2014/15, due largely to declines in
non-fish exports. If the arrangement with Huanan is expanded, these forecasts will need to be
revised to accommodate the additional fish exports.
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5.7.3 Balance of Trade

A negative merchandise balance of $BIiillion is estimated for 2013/14, improving to a deficit of
$117 4 million in 2014/15. The improvement is largely driven by a reduction inirtiq@ort of capital
machinery versus a stable forecast for exports.

Tourism dominates the services trade, with estimates for tourism spend reachingl$gaiéon for
2013/14, and $232 millionin 2014/15.

When estimated services trade is included, theefast balance of trade is a surplus of
$1095 million for 2013/14, and $11B.million in 2014/15? This trade surplus is expected to grow in
line with increases in tourism spending rising faster than the associated increases in imports (as

most tourism spading is paid to the provision of services that are produced locally).

* While there are no official capital account figures, estimates of a trade surplus (when including
tourism arrivaly are supported by cash holdings at Banks in Rarotonga having to be transferred to
New Zealand for prudential reasors this prevents the buildip of cash reserves normally

associated with trade surpluses.
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Chart5.16 Balance of Merchandise (goods) Trade 2008/09 to 2017/18, ($'000)
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Chart5.18 OverallBalance of Trade 2008/09 to 2017/18, ($'000)
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5.8 Banking and Finance

The Reserve Bank of Australia reports that there has beeansinued improvement in financial

stability with internationaffinancial market® SAy 3 WNBYIFI N] Fo6f & &aGLDheSQ F2N
US Federal Reserve hasmmitted to the final tapering off ofits monetary stimulus and
international markets have baally been unaffected from the difficulties in the Ukraine and the

Middle East

Domestically, nosperforming loans and credit rationing remain an issue. The implementation of the
Banking Review has been delayed, with future progress likely to be Atmarding to the Financial
Supervisory Commissionpn-performing loansappear to have worsened slightly in 2014, to 11.1
per cent of the total loan pool

5.8.1 Deposits

Due to a revision in the historical seri&®m the 2013 calendar year, it is difficult to ke
meaningful comparisongrior to 2013 This revision includes the -ptassification of codes where
balances owed to other banks have now been removed from term deposits and hence the dramatic
decrease in reported deposits from December 2012 to March 2013

Total deposits increasedoly $164 million between June 2013 and June 2014, to a total of $175.3m.
At $109.5m, norterm deposits are the second highest on record.
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Chart5.19 Total Value of Deposits, June 2010 June 2014, ($000)
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5.8.2 Loans

The overall total value of loans has been in a slow but steady decline since &@&argely to
declines in personal creditotal loans fell from $268 million in June 2013 to $246millionin June
2014 due largely tan $81 million decline in personal loans.

The ongoing portfolio of norperforming loans, together with lenders engaging in credit rationing, is
expected to weigh on loan growth going forward. Demand for credit is also assumed to remain
weak with most irdustries showing little change (or small declines) in overall levels of credit in the
past five years.

Chart5.20 The Total Value of Loans, June 2010 to June 2014, ($000)
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5.8.3 Housing and Construction

The vale of building approvals has been @ steady decline since 289 driven by both
commercial and residential construction

The value of approvals for residential constructfeth 5.7 per cent between the March quarter 2013
and the March quarter 2014, ta total value of $®Bmillion. Residential activityis currently
estimated to fall by an annual average of 2.1 per cent for each of the forecast years.

Commercial building approvals were not forecast due to their volatility and sometimes long lead
time before construction beginddowever, there are significant upside risks to the current level of
commercial construction, with the Nautilus Resort likely to add significantly to activity in 2014.

Chart5.21 Valueof building approvals 2002/03 to 2016/1@000)

30,000
25,000
20,000 1 Forecast
Commercial
15,000 . .
lﬁumdomml
10,000
0
S 5 =] s o o =] 3] o — o~ o = Ly o
2 & 2 8§ § 8§ § 8 8 © © © © ©o -
™ = = ™ ™ ™ ™ ~ ~ ~ ~ ~ ~ ~ ~

5.9 Financial Services Industry

The financial services industry is estimated to collect tdesnet value of $1.&million for services
undertaken in 2013/14. In 2014/15, net value of services is expetitietle slightly lower at
$1.40 million due to changedJSD exchange rateasregistration fees are generally denominated in
USD.

There has beerslight decline in trust andlimited liability company(LLC) registrations and an
increase in company registratisrfor 2013/14.The Financial Supervisory Commissstimatesno
annual growth in the number of new international companies, s.li€lists and foundations
registrationsin 2014/15 Foundations are being registered at a slow rate. Captive Insurance is the
newest servicewith legislation passed in June 2013. It is expethe first captive registratiomay
occurduring the 2014/15 Budget year.

New products and services as well as amended legislation for existing services are part of the effort
to grow and dversify client markets. The International Companies Act is in the process of being
overhauled ands expected to be passed in 201Bbocus continues on promotion of timok Islands

in Asia particularly for trusts, foundations, and companies. Promotidrcaptive insurance in the

next year will be targeted to the Australia and New Zealand corporate madeetsell as to existing
clients.
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The industry continues to comply with international regulatory standards. At the end of 2013,
numerous amendments to xisting industry legislation were enacted to address areas of
AYLINRBSYSyYy(l KAIKES4DKRICEGD Glopal Eofrid Phase @afedi ReRiew. e
PhaseTwo Peer Review toolplace in May 2014 and a positive report is expecatdhe Global

C 2 NXHzYsSién inZe&ly 2015New legislation has also been passed to allow banks and trustee
companies to comply with international tax information exchaageeementgnamely FATCA out of
the United Statespand each financial institution has registered under FPATQ014/15 will see a
follow up report to the Asia Pacific Group Mutual Evaluation Report onrMaotiey Laundering and
Know Your Customer laws and practices.

5.10 Sensitivity Analysis

There are several risks surrounding the forecasts presented. Modellinghalée scenarios assists
officials in planning for possible contingencies should the outlook change and these risks become
realised.Four scenarios which are viewed as most likely to affect the foredaste been modelled
andare summarisedelow.

Scenariol: Capital projects experience slippage similar to that experienced in the last two
years¢ Capital projects contribute a substantial amount to the local economy and
missed deadlines delay the economic benefit from wages, contractor fees, and the
benefitof the completed infrastructure.

Scenario 2:  Local capacity to carry out capital projects is approaching its lingt3here are
concerns that there is not the local capacity to deliver the volume of capital projects
scheduled for 2014/15. The capital ptarfor both 2014/15 and 2015/16 are
significantly higher than previous years and may present issues for local contractors
to absorb or tender for the new projects.

Scenario 3: Weaker than expected tourism arrivalg if the weaker than anticipated tourism
arrivals experienced in the three months to August 2014 continue for the remainder
for the 201314 year, the tourism arrivals will need to be revised downwards.

Scenario 4. Suppliers of tobacco products stretch out inventories till the end 2015/4& has
become clear that tobacco suppliers invested significant funds in 2012 to stockpile
tobacco products prior to the 33 per cent increase in the tobacco import duties in
2012, 2013 and 2014. Within nine months, importers had stockpiled approximately
3 years wath of supply. Current estimates predict that imports in 2014/15 will be
much lower than would have been the case without the bringing forward of stock
purchags, with stock running out sortime in 2015. If lower consumption means
that importers can stretie inventories further into 2015/16, then there will be less
need for importing replacement stock in 2014/15.
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Tableb.11 Sensitivity Analysis

Impact on total revenue

in...
Impact on
nominal GDP RealGDP in
2014/15 2014/15
(percentage  (percentage 2014/15 2015/16
Scenario contribution)  contribution) ($000) ($000)
Scenario 1: Slippage in capital proje: -2.6 -2.6 -2,084 -1,957
Sce_narlo 2 Lack of capacity to deli 30 30 2.426 1.870
capital projects
Scenario 3: Weak tourist arrivals -1.4 -1.2 -1,336 -1,491
Scenario 4: Extended tobact 01 04 780 790

inventories

5.11 Special report: Depopulatiorg Income and cost of living

5.11.1 Background

Depopulation has been an evpresent feature of the Cook Islamdocial and economic landscape
since the opening of Rarotonga International Airport in 1974. Depopulation has numerous cultural,
social, and economic implications, although formal studies of the overall impacts on Cook Islands
society are not widespread.

Geographically, depopulation is focused in the Pa Enua, with Pa Enua Tonga (the Southern Group)
particularly affected. Depopulation in Pa Enua Tokerau (the Northern Ghaigd)eera more recent
phenomenon, with depopulation being a major feature from @3%hwards. In terms of individual
islands, Atiu and Mangaia have been the most affected, with their populations declining from peaks
of 1,455 and 2,081 (in 1971) to just 480 and 5&spectively. Most other islands experienced
declines in population, buio nowhere near the same extent (usually between 100 to 300 people

per island) despite being significant proportions of the individual island populations. Rarotonga is the
only island to experience population growth.
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Chart5.22 Cook Islands population trends 19€2011
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Census Years

Source2011 Cook Islands Census

Of those who identify themselves aghnic Cook Islanders living overseas, 60,255 are in New

Zealand and 15,726 are in Austrdli®vhen combined with those reding in the Cook Islands, there
are almost 91,000 individuals identifyingethnic Cook Islanders across the three countries.

Table5.12 Where Cook Islanders are born and where they live

Born in.. Total Cook
Nomngs NewZedland  austalia IS T
ki The Cook Islands 11,095 2,357 340 14,974
% < New Zealand 12,804 46,551 702 60,255
& Australia 4,108 6,300 5,318 15,726
Total Cook Islanders born in 28,007 55,208 6,360 90,955

each county

Source2011 Australian Census tables; 2013 New Zealand Census tables; 2011 Cook Islands Census

Across the three countries, of the 28,007 individuals born in the Cook Islands, 12,804 are in New
Zealand (46 per cent of all Colstanders who were born in the Cook Islands) and 4,108 in Australia
(15 per cent). This suggests that if you are born in the Cook Islands you are much more likely to be in

New Zealand or the Cook Islands than you are to be in Australia (migration talruls&ing a much

more recent phenomenon, as cited by the relatively low level of second generation Cook Islanders in

Australia).

52011 Australian Census and the 2013 New ZebGensus
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countries had returned téhe Cook Islands by the time of the 2011 Census. The high number of Cook
Islanders born in New Zealand and Australia suggest that most of the Cook Islanders living in
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5.11.2 An aside on economic development

Economic development is a difficult concept to measure. No single measure can capture the wide
RSTAYAGAZ2Y 2F WLINRPIAINBaAaaQ>r FfadK2dzaK ydzYSNBdza | (i
often cited asbeing the best single measure, it is well known that this excludes several important
indicators of social development. The United Nations Human Development Index (HDI) attempts to
correct for this by including such things as life expectancy and educétsothe Cook Islands is not

part of the UN exercise it is difficult to make comparisons without first calculating an index for the

Cook Islands.

Using census information, calculations done by MFEM and the Ministry of Education suggest that the
Cook Islandsvould have an HDI of arod 0.780 In terms of a ranking, this would place the Cook
Islands slighyl higher tlan the nearest sovereign Pacific Island Country of Palau (HDI: 0.775, ranked
60). While this rank should be commended as showing significant ggegn overcoming the
challenges of Pacific islands, Cook Islanders more often compare themselves to Australia and New
Zealand than to their island peers. Australia (0.933) and New Zealand (0.910) are ranked second and
seventh in the world, making the ditecomparison a little unfair, but it is important to know the
differences between the three economies to better understand the reasons that Cook Islanders
choose to migrate, and hence, which polices could be adopted to attract returning Cook Islanders.
Ewven when adjusting for overall inequality, the relative positions of the three countries would be
relatively unchanged.

This special report examines two of the most commonly cited concerns relating to depopulation: the
ability to earn an income and thedal cost of living.

5.11.3 Income and employment factors

A key area of economic development is the ability to generate an income, usually through
employment. It is commonly understood that the more disposable income that is available for
individuals and familig, the more likely they are to have a higher standard of living. Indeed, as far as
single indicators are concerned, income is often used as the best single measure for economic
development as it often correlates with other development outcomes (such asatidm and
health).

Using ensus data, it is not surprising that Cook Islanders living in New Zealand and Australia have
higher nominal incomes compared to the Cook Islands average. A Cook Islander living in New
Zealand can expect an average income of ath$22,549.30, and $41,677.62 if they live in
Australia’ This compares to an average income of $17,038.75 if they lived in the Cook Islands.

® The Gini coefficient (an indicator, where 0 = perfect equality and 1 = perfect inequality) for the
three countries is around similar levels. The range of the coefficient for Australia is between 0.309
and 0.468, and 0.330 and 0.455 for New Zed)alepending on the sample used in estimation. Using
tax data, the Gini coefficient for the Cook Islands is around 0.417, so somewhere in the middle of the
Australiasian ranges.

" For Australia: AUD$37,972.48 at an exchange rate of $0.9111 NZD/AUD.
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However, looking at income alone masks significant differences in employment outcomes, or more
simply, the proballity that someone will be employed. Cook Islanders living in New Zealand face an
unemployment rate of 19.0 per cent, almost three times higtiemn the 8.3 per cent they face if

they lived in the Cook Islands. The unemployment rate for Cook Islandeustiralf is significantly
lower than that in New Zealand, but still quite high, at 10.2 per cent.
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positions between Cook Islanders in the three countries riesydhe same (Australia being the

highest income, then New Zealand, then the Cook Islands), but the income gap between New
Zealand and the Cook Islands is significantly reduced. This strongly suggests that income motivations

for migration to New Zealand ar(on average) out of step with the actual experience of Cook
Islanders who have migrated or were born in New Zealand. There are likely other reasons for
migration (like education, future career opportunities, specialist opportunities, healthcare or welfar
benefits), but on income measures alone, Cook Islanders in New Zealand are not as significantly
better off that those living in the Cook Islands than direct comparisons would suggest. This is
particularly true for those who migrate without first securieagployment before they arrive.

However, Australia remains the clear frontrunner in terms of total income, even after accounting for
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pure income compar@ns alone, Australia is likely to continue to attract further migration for those

seeking higher incomes. This confirmswell-known issue for both the Cook Islands and New

Zealand.

In conclusion, while incomenly comparisons to Cook Islanders in New &@®land Australia are
generally favourable to those countries, once unemployment is taken into account the Cook Islands
performs much better. Cook Islanders living in New Zealand gain only a marginally higher level of
income but suffer an unemployment rat@most three times that of the Cook Islands. Australia
remains the best performer overall, with the much higher income more than enough to offset the
marginally higher unemployment rate.

5.11.4 Cost of living factors

A World Bank study in 2011 aimed to provideuniversal comparison of prices across the world,
including a special chapter on the Pacific. The study formed an average basket of consumer goods,
and then priced this basket in separate countries. Below is the table for the three countries of
interest,where 100 represents the average world price.

Table5.13 Price comparisons with Australia and New Zealand

Price level Percentage Percentage
index (world = higher than the higher than the
100.0) world average  Cook Islands
Cook Islands 148.4 48.4 -
New Zealand 149.8 49.8 1.0
Australia 187.8 87.8 26.5

Source2011 International Comparison Program, The World Bank

Perhaps surprisingly, New Zealand and the Cook Islands have index numbers which are extremely
close (only 1 per cent difference in cost of living). While consumers in New Zealand spent smaller
portions of their income on things like food and utilities, other items including housing, healthcare
and restaurants drew significantly larger parts of thegome. This is a similar pattern to Australia,
although housing and healthcare are more expensive again (particularly housing).
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It is important to note that these price indices are averages, and there is likely to be substantial
variations within all thre countries in regards to urban/rural, high income/low income, household
size and between ethnic groups.

In regards to overall price differences in housing, cheaper access to land in the Cook Islands for
indigenous Cook Islanderkdly plays a significarpart to keep the cost of living low (despite
creating issues for investment). Indeed, the issue around housing affordability in Australia and New
Zealand are ongoing political issues.

5.11.5 Summary

The much higher average income for Cook Islanders in Aasisanough to compensate individuals

for the higher likelihood of being unemployed and the much higher cost of living, but once these
factors are included, the difference between the Cook Islands and Australia on income measures is
much reduced. The diffence in average income with Australibased Cook Islanders$84,638.87

but taking higher cost of living and higher unemployment into consideration, this difference reduces
to around$11,889.3352 per cent less than what nominal numbers would suggest)

Similarly, the income gap with Cook Islanders in New Zealand falls&@&@h5.55%0 $2,485.98a 55
per cent reduction), due mainly to the much higher level of unemployment among New
Zealandbased Cook Islanders.

For those choosing to migrate to eithétew Zealand or Australia without jobs already secured, the
potential income gap between the Cook Islands and the two countries is much lower than average
figures would suggest. While Australia still has a clear advantage in income potential, other, factors
such as future earning potential, access to education and health services, or access to retail markets
may play a larger role, particularly in relation to Cook IsleMe® Zealand migration.
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6 CLASSIFICATION OF FUNCTIONS OF GOVERNMENT
(COFOG)

As part ofii K S

1 UN Supported Classification of Functions of Government (COFOG).
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of the budget, performance indicator 5 requires the Government budget to be classified in two
international standards:

1 Government Financial Statistics (GFS) fowtath can be found in Chapter 3 of this bopakd

The COFOG h#en main functions at the highest level aadurther69 functions at the second (sub
functional) level.

Table 6.1and chart6.1 demonstrate the budget 2014/18t the main functional level.

Table6.1 Classification of Functions of Cook Island Government Budget 2014/15

COFOG  Sector Government ODA
Codes Spending Percentage  Spending Percentage
2014/15 % 2014/15 %

(% million) ($ million)

701 General Public Services 38.4 17.1% 20.6 32%
MFEM 11.7 5.2% 19.3 30%
Parliament 3.3 1.5% 0.0 0%
Outer Islands 11.7 5.2% 0.0 0%
Ministerial 1.7 0.8% 0.0 0%
Other 9.9 4.4% 1.3 2%

704 Economic Affairs 26.7 11.9% 18.1 28%
Tourism 18.9 8.5% 2.2 3%
Marine Resources 1.7 0.8% 1.0 2%
Agriculture 0.9 0.4% 0.2 0%
Other 5.2 2.3% 14.7 23%

Tgp  Nodeeion, CUILE 1.8 0.8% 0.2 0%

Religion
Sport 0.2 0.1% 0.0 0%
Culture 16 0.7% 0.2 0%

710 Social Protection 18.4 8.2% 1.4 2%
Internal Affairs 18.4 8.2% 1.4 2%

703 Public Order and Safety 6.7 3.0% 6.8 11%
Policing 3.9 1.7% 6.8 11%
Justice 2.2 1.0% 0.0 0%
Crown Law 0.6 0.3% 0.0 0%

705 Environmental Protection 1.0 0.4% 4.8 7%

707 Health 13.0 5.8% 1.2 2%

709 Education 14.5 6.5% 3.5 6%

e LBy el iy 16.1 7.2% 7.1 11%

Amenities
ICI 115 5.1% 6.9 11%
CliC 4.6 2.1% 0.2 0%
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COFOG  Sector

Government ODA

Codes Spending Percentage  Spending Percentage
2014/15 % 2014/15 %
(% million) (% million)

Other 24.1 10.7% 0.0 0%

Gross Debt servicing 5.4 2.4% 0.0 0%

Contingery 0.2 0.1% 0.0 0%

Depreciation 6.0 2.7% 0.0 0%

Expenditure Loans 9.7 4.3% 0.0 0%

Debt Servicing 2.1 1.0% 0.0 0%

Other 0.6 0.3% 0.0 0%

Total Government 160.69 72% 0.00 0%
Spending

) ODA Contribution 63.69 28% 63.69 100%

Total Appropriaion 224.38 100% 63.69 100%

Amount

Chart6.1 Classification of Furiions of Cook Island Government Budge®14/15
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Chart6.2 Classification of Functions of Gk Island GovernmenOfficial Development
Assistance (ODA)014/15
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4 REVENUE
7.1 Total Revenue

It is expected thattotal Crown revenue (including ODAWwiIll reach $1870 million in 2014/15
representing a increaseof $36.4 million on theestimated$1506 million received in 2013/14

As illustrated inChart7.1, total revenue mostly consists of general taxation (62 per cent), with a
significant contribution from grants from other governments (31 per cent). réh®ining revenue
is from sources such as sales of goods and services, dividends, fines and interest.

Table 7.1 providestotal revenue amountgincluding ODA as classifiedby the IMF Government

Financial Statistics Maal2001.Table7.2 provides revenue amount excluding ODA to determine
total underlying revenue.

Table7.1 Total GFS Revenue 2013/14 to 2018 (Transactions affectinglet worth)
($000)

2013/14 2014/15 2015/16 2016/17 2017/18
Actual Budget Estimate Projected Projected

Taxes 103,510 110,020 110,515 108,925 110,804
Social Contribution 14 20 20 20 20
Grants 33,208 63,693 34,679 24,414 24,414
Other Revenue 14,559 13,233 13,084 13,112 13,086
Total Operating Revenue 151,290 186,966 158,298 146,472 148,324
Growth on Previous Year 23.6% -15.3% -7.5% 1.3%

Chart7.1 Total GFS Revenue 2014/15 (Transactionsctffey Net worth)
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