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Executive summary

Quasi-fiscal expenditures (QFEs) or off-budget expenditures can have a
significant impact on the local and national economy, and on the government’s
fiscal position. In many countries, state-owned enterprises (SOEs) undertake
QFEs on behalf of the state such as payments for social services, public
infrastructure, fuel subsidies and national debt servicing, which are not recorded
on the national budget. The IMF Manual on Fiscal Transparency' highlights the
importance of identifying and quantifying quasi-fiscal activities.

Common governance challenges include opaqgue public spending (e.g. on
defence), greater risks of fraud, lack of auditing of expenditures undertaken
by quasi-public entities?, and expenditures undertaken at a loss or below the
usual rate of profit. QFEs are often considered sub-optimal compared to fiscal
expenditures reported in the national budget, which usually has parliamentary
oversight.

As Transparency International notes in its Public Financial Management guide?,
“off-budget activities pose problems in reporting and consolidating fiscal data
and constitute a major transparency challenge. In terms of accountability, they
are often submitted to less stringent requirements for reporting and public
oversight.” This can be particularly acute in the extractive industries, where there
are often several government and state-owned entities involved in managing
significant amounts of revenues.

One of the key aspects of the EITI Standard is the traceability of extractive
revenues that are not recorded in the state’s national budget. This note
provides guidance to multi-stakeholder groups (MSGs) on how to address these
issues as part of EITI implementation and offers examples of how implementing
countries have reported on QFEs in the extractive industries.

1. International Monetary Fund (2007) Manual on Fiscal Transparency. http:/www.imf.org/external/np/
pp/2007/eng/051507m.pdf

2. A quasi-government entity is one supported by the government but managed privately. See Merriam-
Webster definition:_https:/www.merriam-webster.com/dictionary/quasi-governmental

3. Transparency International (2014), ‘Public Financial Management topic guide’, https:/www.transparency.
org/files/content/corruptiongas/Topic_guide _on_public financial management 2014.pdf, pp.45-46



http://www.imf.org/external/np/pp/2007/eng/051507m.pdf
http://www.imf.org/external/np/pp/2007/eng/051507m.pdf
https://www.merriam-webster.com/dictionary/quasi-governmental
https://www.transparency.org/files/content/corruptionqas/Topic_guide_on_public_financial_management_2014.pdf
https://www.transparency.org/files/content/corruptionqas/Topic_guide_on_public_financial_management_2014.pdf
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What can the data help answer?

1) Is the government undertaking expenditures outside the national budget,
funded by extractive revenues?

2) Is there sufficient public oversight of off-budget expenditures, and how
do they risk affecting the government’s fiscal position?

3) Is the state providing off-budget subsidies for fossil fuel consumption
through its SOEs? Are such subsidies accounted for?

4) What reforms can the government undertake to limit governance risks
linked to quasi-fiscal expenditures undertaken by SOEs?

PUBLIC SECTOR

PUBLIC
CORPORATIONS
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GENERAL
GOVERNMENT

CENTRAL LOCAL FINANCIAL NON-FINANCIAL

GOVERNMENT GOVERNMENT FUELE PUBLIC
CORPORATIONS CORPORATIONS
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CENTRAL BUDGETARY SOCIAL SECURITY QUASI-FISCAL QUASI-FISCAL

GOVERNMENT UNITS FUNDS ACTIVITIES ACTIVITIES

TAX
EXPENDITURES

Source: The International Budget Partnership (2014), ‘The Hidden Corners of Public Finance’,

https:/www.internationalbudget.org/2014/06/the-hidden-corners-of-public-finance-where-can-

csos-look-and-for-what/



https://www.internationalbudget.org/2014/06/the-hidden-corners-of-public-finance-where-can-csos-look-and-for-what/
https://www.internationalbudget.org/2014/06/the-hidden-corners-of-public-finance-where-can-csos-look-and-for-what/

Overview of steps

Steps Key considerations Examples
Step 1: What is the adequate
Agree a definition definition of QFEs in the
of quasi-fiscal national context, taking into
expenditures consideration the minimum
(QFEs) definition in the EITI Standard?
Step 2: Is the revenue financing the * Nigeria
Identify all activity/expenditure related to e Republic of
expenditures the extractive industries? Congo
o S Is the revenue financing the
revenues that - .
are not recorded actwﬁy/gxpendlture off- '
) ] budget, i.e. not recorded in
) e RETerey the state’s annual budget (or
SUelge funded by Treasury)? In the

absence of a clear answer, the

MSG is encouraged to include

the revenue flow in the scope

of its review.
Step 3: Is the expenditure a type of e Cote
Identify specific activity that would normally be d’lvoire
quasi-fiscal expected to be undertaken by e Mongolia

activities linked
to off-budget
extractive
revenues

the government?

What are the different types
of quasi-fiscal expenditures
identified?
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Steps Key considerations Examples

Step 4: ¢ Have the government/SOE * Nigeria
Design a reporting entities with information about | ¢ Kazakhstan
framework for full these quasi-fiscal activities

disclosure of QFEs been identified?

e Do any of the entities
already disclose any relevant
information on QFEs through
their regular reporting?

e Have reporting templates for
quasi-fiscal expenditures been
agreed in consultation with
reporting entities concerned?

Step 5: e Do disclosures include the ¢ Mongolia
Ensure value of payments for each e Ukraine
comprehensive type of QFE for the year « PNG
government under review, disaggregated

and company by project, company, revenue * Madagascar
disclosure of QFEs stream and receiving entity?

e s that data subject to quality
assurance mechanisms?




Requirement 6.2

Where state participation in the extractive industries gives rise to material
revenue payments, implementing countries must include disclosures from
SOEs on their quasi-fiscal expenditures. The multi-stakeholder group

is required to develop a reporting process with a view to achieving a level
of transparency commensurate with other payments and revenue streams,
and should include SOE subsidiaries and joint ventures.

Quasi-fiscal expenditures include arrangements whereby SOEs undertake
public social expenditure such as payments for social services, public
infrastructure, fuel subsidies and national debt servicing, etc. outside of the
national budgetary process. Implementing countries and multi-stakeholder
groups may wish to take the IMF’s definition of quasi-fiscal expenditures into
account when considering whether expenditures are considered quasi-fiscal.

Source: EITI Standard 2019, pp.29-30.

See: EITI Standard terminology



https://eiti.org/document/eiti-standard-2019#r6-2
https://eiti.org/document/eiti-standard-2019#terminology
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How to implement
Requirement 6.2

The EITI International Secretariat recommends the following step-by-step
approach to MSGs for reporting on quasi-fiscal expenditures (QFESs) in the
extractive industries. It is recommended that the findings from each step are
documented in MSG minutes, scoping studies and as part of EITI reporting itself.

In line with the default expectation that EITlI implementing countries systematically
disclose data required by the EITI Standard,* the MSG should work with SOEs and
government entities to ensure publication of information listed under Requirement
6.2 by the custodian entities. The EITI reporting process should review publicly
available information, address any gaps in the existing data and analyse the data
to contribute to improving the transparency and management of the sector
around QFEs.

T Step 1
—»\)y:-]: Agree a definition of quasi-fiscal

expenditures (QFEs)

The MSG should first agree a definition of QFEs in line with the
minimum required by the EITI Standard. Requirement 6.2 states
that QFEs include “arrangements whereby SOEs undertake
public social expenditure such as payments for social services,
public infrastructure, fuel subsidies and national debt servicing,
etc. outside of the national budgetary process.” It should clearly
distinguish quasi-fiscal expenditures from social expenditures
that are not undertaken on behalf of the state and infrastructure
provisions undertaken in full or partial exchange for oil, gas or
mining exploration or production concessions or physical delivery
of such commodities (see Requirements 6.1 and 4.3 of the EITI
Standard). In categorising an expenditure as quasi-fiscal, the
MSG is encouraged to explain its rationale for considering an
expenditure as being undertaken on behalf of the state.

The MSG may wish to consider the definition of quasi-fiscal
activities in the IMF’s 2007 Fiscal Transparency Manual. The
manual includes a typology of quasi-fiscal activities that MSGs

4. EITI Board Decision 2018-08/BM-39, February 2018, https://eiti.org/board-decision/2018-08.

5. The International Budget Partnership has also prepared a useful guide on quasi-fiscal activities. International
Budget Partnership (2013) Guide to Transparency in Public Finances Looking Beyond the Core Budget: 3.
Quasi-fiscal Activities. http:/internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-

Quasi-Fiscal-Activities.pdf



https://eiti.org/board-decision/2018-08
https://eiti.org/document/eiti-standard-2019#r6-1
https://eiti.org/document/eiti-standard-2019#r4-3
https://eiti.org/board-decision/2018-08
http://internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-Quasi-Fiscal-Activities.pdf
http://internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-Quasi-Fiscal-Activities.pdf
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Types of

quasi-fiscal
activities

Examples

Operations e Subsidized lending, where state-owned banks provide

related to subsidized loans to state enterprises or the private

the financial sector;

system e Under-remunerated reserve requirements, where
banks are required to hold reserves on which they gain
a reduced profit from that which they could earn by
investing the funds;

e Credit ceilings, where banks are subject to a limit on the
amount of credit which they are allowed to issue.

Operations e Multiple currency exchange rates, where the central bank

related may use a series of different exchange rates for different

to the transactions, for example, by giving a state-owned

exchange enterprise a better rate;

EREIEEER ¢ Import deposits, where companies may be required to

systems pay a deposit to the central bank to cover the cost they
will eventually pay on imports;

e Exchange rate guarantees, where the central bank may
provide government contractors with guarantees on the
exchange rate they will be required to pay on imports;

e Nontariff barriers, where imports of certain goods that
compete with products produced in the country may be
banned or restricted.

Operations e Charging less than commercial prices, where state-owned
related enterprises may provide, for example, electricity at a
to the subsidized price to some or all consumers;
commercial - ) . . .

. e Provision of noncommercial services (e.g., social services),
enterprise . )

where state-owned companies may provide some

sector

services at less than full cost; for example, universities
may not charge the full cost of tuition;

e Pricing for budget revenue purposes, where state-
owned enterprises may be in a monopoly position
and so may be able to charge prices above what a
competitive market might establish to raise revenue for
the government;

e Paying above commercial prices to suppliers, where local
suppliers may be paid above the market rate as a form of
protection for their industry.

Source: IMF 2007 Fiscal Transparency Manual.



https://www.imf.org/external/np/pp/2007/eng/051507m.pdf
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Step 1 may find useful and indicates how governments should cover

Continued quasi-fiscal activities in their budget documents. According to the
manual, budget documentation should include statements on the
purpose, duration and intended beneficiaries of each quasi-fiscal
activity, based on information provided by those agencies that
undertake such activities. Public corporations should include in
their reports specific information on, for example, noncommercial
services that the government requires them to provide or
lending to other government-owned agencies.® Where budget
reports and SOE annual reports or financial statements are
publicly accessible, these may be useful starting points for MSGs
to understand the type of quasi-fiscal activities related to the
extractive industries or revenues collected from the sector.

.E[I:I. Step 2

@ Identify all expenditures from extractives
revenues that are not recorded in the
national budget

With reference to the definition of QFEs established in Step 1,
the MSG should identify expenditures funded by extractives
revenues not recorded in the national budget. The MSG

should first undertake a comprehensive review of all extractive
industry revenues that are collected by government or quasi-
government entities,® particularly SOEs. Then, it should review
the detail of expenditures funded by extractive revenues that
are not recorded in the national budget. Useful documents to
review include budget documents and SOEs reports, such as
annual reports and financial statements. In the absence of a
clear categorisation of a revenue flow as off-budget, the MSG is
encouraged to include the revenue flow in the scope of its review
of potential quasi-fiscal expenditures.

6. IMF (updated March 2017), Government Finance Statistics Manual 2014, https:/www.imf.org/external/Pubs/
FT/GFS/Manual/2014/gfsfinal.pdf.



https://www.imf.org/external/Pubs/FT/GFS/Manual/2014/gfsfinal.pdf
https://www.imf.org/external/Pubs/FT/GFS/Manual/2014/gfsfinal.pdf
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CASE STUDY

Nigeria
SOE deductions from government’s share of production

Below, the retention of a share of domestic (Naira) crude oil allocations account to cover the
share of the subsidy paid by NNPC (Nigerian National Petroleum Corporation) without being
recorded in the national budget.

Source: NRGI (2015), ‘Inside NNPC Oil Sales’, p.14.
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CASE STUDY

Republic of Congo
Allocation of in-kind oil revenues

In recent years, SNPC (Société nationale des pétroles du Congo) has withheld a share of the proceeds
from the sale of the state’s in-kind revenues to pay off infrastructure loans without compensation
from the national budget.

MAPPING ALLOCATIONS OF IN-KIND OIL REVENUES IN THE REPUBLIC OF CONGO
IN USD FOR THE 2017 FISCAL YEAR

— .
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Source: International Secretariat, based on Republic of Congo’s 2016 EITI Report

Step 3
@ Identify specific quasi-fiscal activities
carried out using extractives revenues not

recorded in the national budget.

The MSG should categorise off-budget expenditures using
extractive revenues as quasi fiscal and distinguish from other
types of social expenditures (e.g. mandatory or voluntary social
expenditures). Social expenditures that are not undertaken

on behalf of the state are covered under Requirements 6.1 of

the EITI Standard. Infrastructure provisions undertaken in full or
partial exchange for oil, gas or mining exploration or production
concessions or physical delivery of such commodities are covered
under Requirement 4.3 of the EITI Standard. The MSG should
review the detail of expenditures funded by extractives revenues
collected and retained by government-related entities such as
SOEs. The categorisation should be consistent with the definition



https://eiti.org/document/eiti-standard-2019#r6-1
https://eiti.org/document/eiti-standard-2019#r4-3
https://eiti.org/sites/default/files/documents/rapport_itie_congo_2016_version_finale.pdf
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Step 3
Continued

Types of

quasi-fiscal
activities

agreed under Step 1. The MSG might wish to consider whether the
expenditure is a type of activity that would normally be expected
to be undertaken by the government.

The MSG is encouraged to consult with locally-based experts on
the issue of quasi-fiscal expenditures, including representatives
from the IMF, the Ministry responsible for the state budget,
economic think tanks, public accountants, academics, etc. The
MSG should document its discussions on the categorisation of
QFEs in EITI reporting, including a summary of its approach to
categorising specific expenditures as quasi-fiscal through EITI
reporting. In categorising an expenditure as quasi-fiscal, the
MSG is encouraged to explain its rationale for considering an
expenditure as being undertaken on behalf of the state.

Examples of public or quasi-fiscal missions assigned to SOEs
are also available in the Natural Resource Governance Institute’s
‘Guide to Extractive Sector State-Owned Enterprise Disclosures’:

Examples

Regulatory e Regulatory activities that benefit specific actors in the
activities extractive industries;

within t.he e Administration of subsidies on fuel or other commodities.
extractive

sector

Activities e Public infrastructure construction or maintenance;
out5|de. e e Education or healthcare services;

extractive

sector e Borrowing on behalf of government and/or repaying

government loans;

e Other delivery of funds, goods or services on behalf of
the government;

e Other business activities outside of the oil, gas or mining
sector.

Source: NRGI (2018), ‘Guide to Extractive Sector State-Owned Enterprise Disclosures’.



https://resourcegovernance.org/analysis-tools/publications/guide-to-extractive-sector-state-owned-enterprise-disclosures
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Cote d’lvoire
Natural gas subsidies

The government subsidises natural gas sales to domestic power producers for expenditures above
XAF 50bn, without this being recorded in the national budget. The subsidies are drawn from the
state’s in-kind “profit gas” under PSCs, which are processed domestically for electricity generation.

Proceeds of the sale of the S
state’s in-kind revenues

OO

PETROCI
State-owned enterprise

OIL COMPANIES

i 111 LI

STATE TREASURY GOVERNMENT
Ministry of Economy
and Finance

y

for the natural gas it receives,

CIE is required to pay the Treasury
up to XAF 50bn a year S

PR

JIII ® %

COTE D’IVOIRE ENERGIES POWER PLANTS
(CI ENERGIES)
Electricity state-owned
enterprise

DOMESTIC MARKET

Source: EITI International Secretariat, based on public disclosures.




EITI REQUIREMENT 6.2
Quasi-fiscal expenditures
Guidance Note

CASE STUDY

Mongolia
Reporting quasi-fiscal expenditures

The 2016 inception report proposes a methodology for reporting quasi-fiscal expenditures, proposed
by the IA for the MSG’s approval.

Source: Mongolia 2016 inception report, p.15.

/\7|| Step 4
@/ Design a reporting framework for full

4 disclosure of quasi-fiscal expenditures

The MSG should review the state of systematic disclosures

of quasi-fiscal expenditures funded by extractives revenues.
Often, countries under support programmes from international
institutions like the IMF are required to bring their quasi-fiscal
expenditures and contingent liabilities on-balance sheet, for these
to be recorded in the national budget overseen by Parliament.
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CASE STUDY

India
Transparency of quasi-fiscal activities

The central bank, the Reserve Bank of India, publishes regular reports on fiscal transparency,
alongside quarterly and annual reports on quasi-fiscal activities.

Source: Reserve Bank of India, ‘Report of the Advisory Group on Fiscal Transparency’

CASE STUDY

Ghana
SOE management of petroleum revenues
The statutory Public Interest & Accountability Committee publishes twice yearly reports on the

management and use of petroleum revenues. These clearly highlight quasi-fiscal expenditures by the
national oil company GNPC (Ghana National Petroleum Corporation).

Source: Ghana'’s Public Interest & Accountability Committee, 2018 annual report, p.14.



https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?ID=245
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Step 4 Based on the review of systematic disclosures, the MSG should

Continued consider what additional information ot be reported and agree
on reporting templates for each of the relevant entities deemed
to have information related to QFEs linked to extractives
revenues. The reporting templates should be tailored to each of
the specific types of QFE identified and to the individual reporting
entities, such as for the Ministry of Finance and specific SOEs.

The reporting templates should be designed to ensure a

level of disaggregation commensurate with other payments

and revenues. Requirement 4.7 of the 2019 EITI Standard

requires disaggregation of data by individual project, company,
government entity and revenue stream. Disclosures of QFEs
should include the value of payments for each type of QFE for the
year under review, disaggregated by project, company, revenue
stream and receiving entity.

MSGs are encouraged to include appropriate and comprehensive
guidance alongside the reporting templates when these are sent
to reporting entities and organise capacity-building workshops
where needed.

CASE STUDY

Kazakhstan
Social and quasi-fiscal expenditures

Appendix 4 of the 2017 EITI Report provides coverage of quasi-fiscal expenditures, both ad
hoc and under commitments with local governments. However, there are concerns over the
comprehensiveness and categorisation of disclosures.

Source: Kazakhstan’s 2017 EITI Report Appendix 4.


https://eiti.org/document/eiti-standard-2019#r4-7
http://eiti.geology.gov.kz/images/stories/ipdo2/national_reports2017/kosimsha_english_2017.rar
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CASE STUDY

Nigeria
Data collection template

Nigeria’s Oil and Gas EITI reporting templates cover disclosures of the quasi-fiscal component of fuel
subsidies, deducted by national oil company NNPC to cover subsidies in excess of those covered by
the national budget.

Source: Nigeria EITI reporting template for quasi-fiscal expenditures in 2016.
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Step 5
Ensure SOEs’ and government entities’ full
disclosures of quasi-fiscal expenditures

The MSG should follow up with relevant reporting entities to
ensure comprehensive reporting of all quasi-fiscal expenditures.
This could include undertaking capacity-building seminars with
reporting entities on a needs basis. EITI reporting should include

a comprehensive description of all arrangements whereby SOEs
undertake quasi-fiscal expenditures. Close collaboration between
the MSG and the management of SOEs is needed to ensure that a
robust reporting process is designed.

CASE STUDY

Mongolia
Quasi-fiscal coal subsidies

The 2016 EITI Report discloses the quasi-fiscal component of subsidies on thermal coal to domestic
(state-owned) power plants.

Source: Mongolia’s 2016 EITI Report, p.125


https://eiti.org/sites/default/files/documents/2016_m_eiti_report_final_english.pdf
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CASE STUDY

Ukraine
Quasi-fiscal coal subsidies

The 2016 EITI Report calculated the implicit subsidy by state-owned thermal coal producers to
(state-owned) power plants and compared this to the government subsidy to coal producers.
The figures matched, meaning there was no quasi-fiscal subsidy.

Source: Ukraine’s 2016 EITI Report, p.122.



https://eiti.org/document/2016-ukraine-eiti-report
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CASE STUDY

Papua New Guinea
SOE repayment of sovereign loan

While EITI reporting has yet to cover payment for national debt without it being covered in the
national budget, the government transferred a USD 1bn sovereign loan to a subsidiary of its national
oil company Kumul Petroleum Holdings in 2016-2017. It was repaid through withholdings of dividends
from the PNG LNG project.

Source: PNGI, ‘UBS and Oil Search’



http://pngicentral.org/reports/ubs-oil-search-and-the-forgotten-middle-men-the-short-version
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CASE STUDY

Papua New Guinea (continued)

Although SOEs did not report any quasi-fiscal expenditures, the 2017 EITI Report includes a
recommendation for a comprehensive review of all SOE expenditures to identify quasi-fiscal
expenditures.

Source: Papua New Guinea’s 2017 EITI Report, p.140.

CASE STUDY

Madagascar
Quasi-fiscal spending on infrastructure and ministry expenses

EITI reporting and online disclosures by SOE OMNIS (Office des Mines Nationales et des Industries
Stratégiques) provided details of payments of officials’ overseas travels and road rehabilitation
undertaken by OMNIS.

Source: Madagascar’s 2018 EITI Report, p.7109.



https://eiti.org/sites/default/files/documents/pngeiti-report-2017-1.pdf
https://eiti.org/files/documents/eiti_2018_-_rapport_final_du_13122019.pdf

Further resources

e |MF (2007), ‘Fiscal Transparency Manual 2007’, accessible at
https://www.imf.org/external/np/pp/2007/eng/051507m.pdf

e International Budget Partnership, ‘Guide to Transparency in Public
Finances: Quasi-fiscal activities’, accessible at https:./www.
internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-
Quasi-Fiscal-Activities.pdf

e Natural Resource Governance Institute (2018), ‘Guide to Extractive
Sector State-Owned Enterprise Disclosures’, accessible at https:/
resourcegovernance.org/sites/default/files/documents/guide-to-extractive-
sector-state-owned-enterprise-disclosures_0.pdf

e Transparency International (2014), ‘Public financial management topic guide,
accessible at https:/www.transparency.org/files/content/corruptiongas/
Topic_guide_on_public_financial_management_2014.pdf

Extractive Industries
Transparency Initiative


https://www.imf.org/external/np/pp/2007/eng/051507m.pdf 
https://www.internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-Quasi-Fiscal-Activities.pdf
https://www.internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-Quasi-Fiscal-Activities.pdf
https://www.internationalbudget.org/wp-content/uploads/Looking-Beyond-the-Budget-3-Quasi-Fiscal-Activities.pdf
https://resourcegovernance.org/sites/default/files/documents/guide-to-extractive-sector-state-owned-enterprise-disclosures_0.pdf
https://resourcegovernance.org/sites/default/files/documents/guide-to-extractive-sector-state-owned-enterprise-disclosures_0.pdf
https://resourcegovernance.org/sites/default/files/documents/guide-to-extractive-sector-state-owned-enterprise-disclosures_0.pdf
https://www.transparency.org/files/content/corruptionqas/Topic_guide_on_public_financial_management_2014.pdf
https://www.transparency.org/files/content/corruptionqas/Topic_guide_on_public_financial_management_2014.pdf
mailto:secretariat@eiti.org
http://eiti.org

