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FINANCIAL ANALYSIS 
 
1. The financial sustainability of the Domestic Resource Mobilization Project was assessed 
on a fiscal and project-level basis in accordance with Asian Development Bank (ADB) guidance.1 
The assessment includes an analysis of historical and projected expenditures to evaluate the 
impact of the project on the budget of the Government of Solomon Islands and its ability to absorb 
incremental recurrent costs. Since the project has no revenue-earning component, financial costs 
and benefits were not analyzed. 
 
2. The project will support the government’s goals of reforming the tax system, improving 
operational capability, and upgrading the tax administration information system (TAIS). A 
consulting firm, to be selected, will work with the TAIS vendor and IRD staff to implement the 
TAIS, support tax administration reforms, and project management activities. 
 
3. The Ministry of Finance and Treasury (MOFT) will be the executing agency. The project 
costs are estimated at $20.12 million, of which ADB will finance $5.50 million through a grant, 
cofinanciers will finance $10.00 million through grants, and the government will provide 
counterpart support amounting to $4.62 million. The implementation period is 2022–2026. 
 
A. Macroeconomy and Fiscal Position of the Government of Solomon Islands 
 
4. Since 2013, Solomon Islands has experienced solid economic growth (driven by logging, 
agriculture, and construction) with inflation contained (although heightened in 2018 because of 
domestic price increases following a hike in fuel import duties).2 However, growth in 2020 was 
negative because of the severe economic disruptions brought about by the coronavirus disease 
(COVID-19) pandemic (Table A6.1). 
 

Table A6.1: Selected Indicators, 2016–2020 
 
Item 

2016 
Actual 

2017 
Actual 

2018 
Actual 

2019 
Actual 

2020 
Forecast 

GDP growth (%) 3.4 3.7 3.9 1.2 (4.5) 
Inflation rate (%) 0.5 0.5 3.5 1.6 4.5 
IRD revenues (SI$ million) 1,649.6 1,906.1 1,987.4 1,821.8 2,049.0 
CED revenues (SI$ million) 962.0 1,048.3 1,325.4 1,088.8 976.0 
Nontax revenues (SI$ million) 496.2 579.0 502.9 480.6 546.0 
Government revenues (SI$ million) 3,107.8 3,533.4 3,815.7 3,391.2 3,571.0 
 Budget support revenue (SI$ million) 193.1 153.8 281.6 314.0 371.0 
 Donor funding (SI$ million) 153.1 98.5 70.0 187.8  
 Total externally sourced funding (SI$ million)  252.3 418.9   
 General budget support (SI$ million)   67.3   
 Development bond (SI$ million)   150.0   
Total revenues (SI$ million) 3,454.0 3,785.7 4,384.6 3,893.0 3,942.0 
 Payroll (SI$ million) 1,008.8 1,112.8 1,168.6 1,231.4 1,284.0 
 Other charges (SI$ million) 1,424.8 1,547.1 1,660.7 1,736.3 1,800.0 
 National debt servicing (SI$ million) 81.8 168.5 69.7 64.9  
Recurrent expenditures (SI$ million) 2,515.4 2,828.4 2,899.0 3,032.6 3,084.0 

 
1 ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB. 2009. Financial Due Diligence: A 

Methodology Note. Manila; and ADB. 2019. Financial Analysis and Evaluation: Technical Guidance Note. Manila. 
2 International Monetary Fund. 2018. Solomon Islands: Press Release, Staff Report, and Statement by the Executive 

Director for the 2018 Article IV Consultation. IMF Country Report. No. 18/309. Washington, DC (p. 4). 

http://www.adb.org/Documents/RRPs/?id=53305-001-2
https://asiandevbank.sharepoint.com/sites/app_operations/SitePages/Create-Request.aspx?projNo=53305-001
https://asiandevbank.sharepoint.com/sites/app_operations/SitePages/Create-Request.aspx?projNo=53305-001
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Item 

2016 
Actual 

2017 
Actual 

2018 
Actual 

2019 
Actual 

2020 
Forecast 

Development (SI$ million) 1,021.3 1,078.5 819.2 568.7 627.0 
 Budget support expenditure (SI$ million) 182.0 144.5 155.0 197.1 211.0 
 Contingency warrant provision (SI$ million)     20.0 
 Outstanding arrears (SI$ million)   138.0   
Total expenditures (SI$ million) 3,718.7 4,051.4 4,011.2 3,798.4 3,942.0 
Fiscal balance (SI$ million) (264.7) (265.7) 373.4 94.6 0.0 
( ) = negative, CED = Customs and Excise Division, GDP = gross domestic product, IRD = Inland Revenue Division. 
Sources: Asian Development Bank. 2020. Asian Development Outlook Supplement: Lockdown, Loosening, and Asia’s 
Growth Prospects. Manila (June, Table 1); Government of Solomon Islands, Ministry of Finance and Treasury. Final 
Budget Outcome Reports for 2016–2019. Honiara; and Government of Solomon Islands, Ministry of Finance and 
Treasury. 2020 Approved Recurrent Estimates (Budget Paper: Volume 2). Honiara. 

 
5. Total revenues increased by 13% from 2016 to 2019, while total expenditures increased 
by 2% during the same period, which helped bring about a notable improvement in the 
government’s fiscal balance. However, recurrent expenditures increased significantly during 
2016–2019 (by 21%) and are unlikely to be reduced, as they cover mainly payroll and operation 
and maintenance. Additionally, government revenues, which had increased by 23% from 2016 to 
2018, decreased by 11% from 2018 to 2019 because of lower economic activity.3 Furthermore, 
external financing—in the form of budget support, donor funding, total externally sourced funding, 
and general budget support—fell by 40% from 2018 to 2019. Hence, the government’s fiscal 
situation by the end of 2019 to withstand an external stock was already weak, and, despite a 
balanced budget, the fiscal situation for 2020 was severe because of declining revenues following 
the global coronavirus disease situation and increased spending. 
 
B. Financial Sustainability 
 
6. The IRD manages the existing TAIS and covers the related operation and maintenance 
costs.4 The appropriated annual budgets and actual spending of the IRD for 2016–2023 are 
shown in Table A6.2. 
 
Table A6.2: Analysis of the Inland Revenue Division’s Budgets and Expenditures, 2016–

2023 
 
Item  

 
2016 

 
2017 

 
2018 

 
2019 

 
2020 

 
2021a 

 
2022a 

 
2023a 

Average 
2016–
2019 

Payroll charges 
(SI$‘000) 6,800 6,400 6,600 8,300 8,900 8,900 8,900 8,900 7,025 

Other charges 
(SI$’000) 7,500 7,400 8,200 21,500 21,100 21,100 21,100 21.100 

 11,150 

Project impacts 
(SI$’000)      (1,000) (1,473) (1,498)  

Appropriated 
budget (SI$’000)b 14,300 13,800 14,800 29,800 30,000 29,000 28,527 28,502 18,175 

Payroll charges 
(SI$’000) 6,800 6,400 7,200 8,000     

7,100 

 
3 While in 2019 revenues from licenses and other fees, personal tax, and stamp duty where higher than budgeted, 

there was a substantial shortfall in company, goods, sales, and withholding taxes. 
4 The MOFT’s Information and Communications Technology Support Unit maintains servers and networks but is not 

involved in managing the existing TAIS and would also not be involved in managing the new TAIS. In the budget 
classification, the Information and Communications Technology Support Unit is termed “MOF Computer” (accounting 
code 273-0427). 
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Item  

 
2016 

 
2017 

 
2018 

 
2019 

 
2020 

 
2021a 

 
2022a 

 
2023a 

Average 
2016–
2019 

Other charges 
(SI$’000) 8,000 9,700 5,200 19,300     

10,550 

Actual spending 
(SI$’000) 14,800 16,100 12,400 27,300     

17,650 

Payroll charges 
utilization rate (%) 100.0 100.0 109.1 96.4     

101.4 

Other charges 
utilization rate (%) 106.7 131.1 63.4 89.8     

97.7 

Overall budget 
utilization rate 
(%) 

103.5 116.7 83.8 91.6  
   

98.7 

( ) = negative. 
a ADB forecasts for 2021–2023 are based on constant payroll and other charges, which is in line with the government’s 
recruitment freeze imposed by the Ministry of Public Service from 1 January 2021 and later announced by a press 
release. Government of Solomon Islands. 2021. Government Places Freeze on Public Service Recruitment. News 
release. 8 February. 
b The budget figures are from the original budget (as appropriated by Parliament) rather than the revised budget. 
Source: Government of Solomon Islands, Ministry of Finance and Treasury. 
 
7. The IRD’s appropriated budget was stable during 2016–2018, although actual spending 
increased by 9% from 2016 to 2017 and decreased by 23% from 2017 to 2018. This resulted in 
a budget utilization rate of 103.5% in 2016, 116.7% in 2017, and 83.8% in 2018. The appropriated 
budget then increased by about 100% from 2018 to 2019, and actual spending increased by 
120%, which lowered the budget utilization to about 92%. 
 
8. The significant increase in “other charges” for 2019–2020 (appropriated budget) and 2019 
(actual spending) was mainly because of the budget line item “IRD – Refund of Previous Years,” 
which covers refunds to taxpayers who have tax credits with the IRD. While this provision is made 
by the IRD every year, the budgeted amount was increased from SI$4.5 million in 2018 to SI$15.0 
million in 2019 and 2020 in an agreement between the IRD and the MOFT’s Budget Unit.5 
 
9. Up to 2018, the IRD received support from the New Zealand Ministry of Foreign Affairs 
and Trade for maintaining and upgrading the TAIS and advisor support. After the phasing out of 
this external support, the government increased the relevant budget line item in the IRD’s budget 
(“Capex – Computer Software and Hardware”). The 2018 actual spending was SI$0.3 million 
(covering TAIS maintenance only), the 2019 budget appropriation was SI$1.6 million, and the 
2020 budget appropriation was SI$1.8 million. While this was to cover both maintenance and 
upgrades of the TAIS (as well as another system), according to the IRD, an additional SI$1 million 
was required in 2020 to upgrade the TAIS (for tax administration changes) and improve the 
interface of the TAIS with the MOFT’s accounting system.6 Hence the IRD had a funding shortfall 
of SI$1.0 million, equal to 4.7% of its “other charges” budget in 2020 (or 3.3% of its total budget 
for 2020), to fully operate and maintain the total network of assets. With significant funding 
constraints in 2020, the IRD had to find work-arounds to meet its tax administration needs. This 
cost will not be met in 2021 as well, with an upgraded TAIS expected in 2022. Maintenance costs 
of the upgraded TAIS will be met by the project during project implementation. 
 

 
5 Unlike some countries, Solomon Islands does not pay tax refunds from a consolidated fund. Refunds are instead 

budgeted as part of the IRD’s entity-level budget. Tax refunds have accumulated to about SI$40 million. 
6 The TAIS maintenance budget in 2020 was 0.4 million. 
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C. Recurrent Cost Implications of the Project 
 
10. The recurrent cost driver of the project is the annual payment to the TAIS provider for 
maintenance, which is estimated at $200,000. This will be covered under the project during the 
5-year implementation period (2022–2026) and subsequently must be covered by the government 
(Table A6.3). 
 

Table A6.3: Tax Administration Information System Maintenance Costs, 2022–2026 
Item 2022 2023 2024 2025 2026 2027 onward 

Maintenance 
costs ($) 183,293  186,409  189,578  192,990  196,464  200,001  

Maintenance 
costs (SI$) 1,473,416  1,498,464  1,523,938  1,551,369  1,579,294  1,607,721  

Notes: 
1. The maintenance costs during 2022–2026 will be financed by the project, while those from 2027 onward will be 
financed by the government. 
2. The United States dollar–Solomon Islands dollar exchange rate as of 1 March 2021 was $1.00 = SI$8.038585. The 
international cost escalation factor is 1.6% for 2021, 1.7% for 2022, 1.7% for 2023, and 1.8% for 2024. Asian 
Development Bank. 2021. International Cost Escalation Factors, 2021–2025. Manila. 
Source: Asian Development Bank estimates. 
 
11. The estimated maintenance cost for 2022 (SI$1.473 million) is less than the IRD’s budget 
for the line item “Capex – Computer Software and Hardware” in 2019 (SI$1.6 million) and 2020 
(SI$1.8 million). This line item also covers other systems and items across the government, but 
the government will increase the funding for this budget line item once the government is required 
to meet the maintenance costs of the TAIS from 2027 onward. This is from a fiscal perspective 
and is fully manageable by the government. 
 
12. The government has assured ADB that starting in 2027, it will allocate adequate resources 
to cover the maintenance costs of the TAIS. 


