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1. EXECUTIVE SUMMARY
The main purpose of the strategy is to set out the government debt management objectives,
strategies and plans for the management of the State debt. The development of the strategy
includes a review of the existing MTDMS 2010-2015, the updated MTDS 2013-2015 taking
into accounts the past events that impacted on the on-going reforms and development in the
country, and its future outlook.

The major findings of the review of the existing MTDMS showed that the debt management
objectives have not been achieved. The level of debt has been above the threshold of 50% to
GDP over the last 2 fiscal years as a result of the on-going loans that have already been
committed and the new loans currently being finalized by government we now forecast that
the external debt to GDP ratio will continue to rise in medium term. The findings of the
recent joint debt sustainability analysis (DSA) by the staff of the International Monetary Fund
(IMF) and the World Bank (WB) after the cyclone Evan in December 2012, reported that
Samoa‟s risk rating deteriorated from moderate to high risk of debt distress. The impact of
the tropical cyclone Evan in December 2012 has elevated the level of fiscal deficits, whilst
continuing tsunami recovery works and impacting global financial crises. The high level of
spending due to the response to external shocks breached fiscal targets of 3.5% of GDP the
fiscal deficit, and debt to GDP ratio of 50%.

The findings indicate that there is need for caution, the implementation of the MTDMS 20132015 should be followed through to assist government in achieving its fiscal targets and
managed debt effectively and efficiently. Some of these include strengthening its legal
framework for borrowing, the in depth analysis of any new loans before approval capacity
development of the Ministry to manage and provide advice on debt matters.
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2. INTRODUCTION

2.1 Overview: MEDIUM TERM DEBT MANAGEMENT STRATEGY 20102015
The first Medium Term Debt Management Strategy (MTDMS) 2010-2015 for Samoa was
developed and approved in 2010 covering the financial year 2010-2015.
The main objective of the strategy is “to minimise the cost of debt consistent with the
Government's tolerance for financial risk”. The coverage included total public debt1
government guarantees and on lending. The strategy was also aligned to the targets and
objectives of the fiscal strategy for government budgets 2010/11 and 2011/12.
The main purpose of the strategy is to set out the government debt management objectives,
strategies and plans for the management of the State debt.
There are number of developments which have and may have impacted on Samoa‟s economy
such as the World Trade Organisation (WTO) accession in 2012, the graduation from Least
Developing Countries (LDC) status in 2014, the strive to achieve the Millennium
Development Goals (MDGs) in 2015, the 2009 tsunami recovery works, the continuous
effects of the global financial crisis and impact of the recent tropical cyclone Evan that struck
in December 2012. Simultaneously, the Government is focused on achievements of its key
priorities as set out in the Strategy for the Development of Samoa (SDS) 2008-2012 as well
as its fiscal targets.

The review of the MTDMS implementation in the years 2010-2012 has shown that the stated
strategy was not followed and specific objectives have not been met. The level of debt to
Gross Domestic Product (GDP) increased, some borrowings contracted during the period
were not concessional and costly, and no development in the domestic debt market. The
continuous impacts of the global financial crisis take its toll, the tsunami recovery efforts, the
slow growth in GDP in recent years versus the level of borrowings contracted in the period
also impacted on the government fiscal balance.

“public debt” means all liabilities of the State but does not include liability where the State is trustee for
another person, or the liabilities of any public body (PFMA 2001)
1

The updated strategy „MTDMS 2013-2015’ aims to take account of developments over the
past two years and the outstanding level of debt as well as future economic outlook. At the
end of the analysis, the strategies adopted for implementation in 2013-2015 highlights the
need for the government to prudently monitor and manage debt at sustainable level with
minimal cost and risks. This will require in depth analysis of the impact of any new loans to
the existing stocks and level of debt by Ministry of Finance before final decision is made, the
need to have proper procedures and policies for; i) issuance of government guarantees to
avoid defaults in future; ii) new borrowings processes; and to develop the domestic market to
diversify borrowing sources especially in short term financing.
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3. MEDIUM TERM DEBT MANAGEMENT STRATEGY 2013-2015
The main purpose of the strategy is to set out the government debt management objectives,
strategies and plans for the management of the State debt.

3.1 Objective
“The main objective of State debt management is to ensure that the financing needs of the State always are
met on a timely basis and that its borrowing costs are as low as possible over the medium term, within a
prudent risk”

The MTDMS 2010-2015 main objective was to minimise the cost of debt consistent with the

Government's tolerance for financial risk. In the MTDMS 2013-2015 update, the government shall
continue to pursue the same objective which broadens clarity to ensure the financing needs of the
state are always on a timely basis. The objective is embedded in the Fiscal Strategy 2012-2013 which
is also consistent with the Principles of responsible fiscal management in the PFMA 2001.

3.2 Scope and Coverage
The scope of the MTDMS 2013-2015 covers total public debt1, loans guaranteed by the State as
well as government on lending to SOEs. The risk exposure to the State of the guarantees and onlending is sole basis of inclusion in the scope of the strategy.

3.3 Fiscal and Economic Environment
The impact of the tropical cyclone Evan has slowed downed the steady recovery from the
tsunami and global financial crisis. Before the cyclone, Samoa‟s economic performance has
been recovering but at a slow rate before the tropical cyclone, GDP growth rate of 2.2%, and
projected to grow at 2.5% in the medium term. However, the growth is likely to slow to about
1% in 2012/2013 and medium and longer term growth is likely to be moderate at around
2.5%. Government revenue is estimated to reduce widening the financing requirement gap
for the reconstruction works needed in FY2013/2014.The outstanding debt of government is
61% of GDP at end of December 2012 and forecast to increase in the medium term.
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3.4 Strategies
The strategies developed seek to ensure debt is sustainable in the medium term keeping in
view the macro economic targets set out in the 2012/2013 budget and fiscal strategy. The
strategy has been adjusted and updated to incorporate the changes that occurred in the course
of the first MTDMS 2010-2015. These are;
1. To minimise the cost of public debt by limiting approval for external loans to those with at
least 35% grant element and with minimum positive economic return sufficient to cover the
interest and repayment costs
2. To introduce effective mechanisms for review of State guarantees before approval and to
monitor the risk of default so as to avoid increases in public debt
3. To monitor the composition of public debt portfolio, identify potential financial risks and
action required to keep risks to a prudent level with annual targets and reports on
performance
4. To develop domestic debt market by introduction of T-bills program.
5. To comply with the legislative requirements of government in publication of MTDMS and
debt reporting to government annually

4

4. KEY ISSUES AND ASSUMPTIONS
There are also several issues and aspects that the MTDMS 2013-2015 will address and
consider;


Samoa’s economic performance has been recovering but at a slow rate before the tropical
cyclone. GDP growth rate of 2.2% is likely to drop to 1%, and projected to grow at 2.5% in
the medium to long term, “a rate still significantly lower that what Samoa achieved” in the
previous years before the shocks.



Debt Sustainability Rating has deteriorated to high risk of debt distress from moderate risk,
within only a year of the IMF Article 4 in April 2012. The increased spending in response to
external shocks has caused a breach of the fiscal policy goal of maintaining external debt
below 50% of GDP in the medium term. Samoa‟s current debt distress rating may have
implication with relations with development banks such as ADB and WB. It will affect the
volume and mix of loans and grants that will be made available, with lower volumes and
increased ratio of grants to loans. This may impact on the assistance from development
partners in future including the access to concessional financing from the multilateral
institutions.



The financing requirements for reconstruction work after the cyclone is estimated at
SAT393m of which preliminary estimates that 10% would be contributed by development
partners. With estimated revenue to be lower and expenditure reprioritisation, the financing
gap would need to be met and would elevate the level of the state debt should government
opted to borrow more.



The LDC status graduation in 2014 also impact Samoa‟s accession to resources a least
developing country is entitled to as currently has.



Achievement of 2015 Millennium Development Goals targets, some of which require
funding and resources for implementation, and the resource constraints with recent events
may impact on the progress.



The 2012-2016 SDS implementation



Achievement of national fiscal targets in the medium term, the need to build space for new
loans in case of future external shocks including natural disasters and international economic
impacts
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5. REVIEW: EXISTING MEDIUM TERM DEBT STRATEGY 2010 – 2015
The review covers the first two years of the MTDMS 2010-2012. The overall objective of
MTDMS has not been met within the two years of implementation under review; the level of
debt has increased so as cost of debt and the financial risks associated with it as highlighted
in the review by specific objectives. There were several factors that contributed to the
outcome of the review, namely the impact of the global financial crisis, the tsunami recovery
program of government, the slow growth in GDP versus the amount of new borrowings
contracted in the period.

5.1 Achievement of Specific Objectives
a) To restrict level of public debt to less than 50% of GDP in the medium term and to reduce
this ratio below 40% in the longer term. To achieve this Government will aim to maintain
prudent macro- economic management, including efforts to keep inflation at a low level and
to improve domestic competitiveness.
The implementation of the debt strategy in 2010-2011 and 2011-2012 showed that the total
public Debt to GDP ratio increased by 10.1% from 2010 to 2011, and increase by 15.2%
from 2011 to 2012. This was a result of the on-going borrowings externally including some
that were not forecasted in the original strategy, some to assist in the tsunami recovery efforts
and economic recession recovery programs. There were five new loans contracted during the
period, and the forecast of external debt to GDP ratio will rise to over 60% in the next 2
years. The global financial crisis and tsunami had adverse effect on the economy hence the
slow growth in GDP by 2% in 2010/11 and a forecast growth of 2.2% in the coming years.
The outstanding volume of outstanding debt has increased and will increase the same period
hence the increase in the ratio of debt to GDP.

b).To minimise the cost of public debt by limiting approval for external loans to those with at
least 35% grant component and restricting loans to support projects with a minimum positive
economic return sufficient to cover the interest and repayment costs.
There were five external loans contracted and approved during the review period, of which
only two were below the minimum target of 35% grant element. The average grant element
for the other loans was 21%. These loans with large amounts were being disbursed in a
relatively short timeframe and are contributing to the increasing level of government debt and
debt servicing costs, by increasing external debt service payment from SAT24.3m in 2010 to
6

SAT26.5m in 2011 (9%) and SAT27.8m in 2012 (5%). The outlook of debt service will
increase to SAT34.3m (23.5%) in 2013 and SAT38.5m (14.6%) in 2014.

c). To introduce effective mechanisms for review of SOE (State Owned Enterprises)
guarantees before approval and

to monitor the risk of default so as to avoid sharp

increases in domestic debt.
The State Owned Enterprises Monitoring Division (SOEMD) worked with the legal advisor
of the Ministry of Finance to document the processes and develop a policy for issuance of
government guarantees to SOEs. The draft is being reviewed and will be incorporated into
the Treasury instructions which are also under review. There were no defaults from
guaranteed loans during the implementation period as evidenced by the reducing level of
domestic debt, but the SOEs loans guaranteed by government increased over the period
which increases risk exposure to government. SOEMD provides on-lending and guarantee
data to Debt Management Unit (DMU) for recording, analysis and reporting on contingent
liabilities of government.

d).To monitor the composition of public debt portfolio, identify potential financial risks

and

action required to keep risks to a prudent level with annual targets and reports on
performance.
The composition of the public debt portfolio is 95.4% external debt and 4.6% domestic debt
at end of June 2012, and there have been significant changes since 2009 with regards to
creditor composition and foreign currency exposure. The Asian Development Bank (ADB)
continues to have the main share of government external debt of 34% at end of June 2012
decreasing by 1% from 2011. The World Bank (WB) share of government external debt is
27% at June 2012, a decrease from 32% in 2011. A notable increase of creditor share by the
People‟s Republic of China (PRC) of 30%, an increase of 4% from 2011. This also affected
the loan currency composition of the portfolio at end of June 2012, 60% of external debt
portfolio is denominated in Special Drawing Rights2 (SDR) 30% in Chines Yuan (CNY), 7%
in Japanese Yen (JPY), 2% in US Dollars (USD) and 1% in EURO. Given the several

Special Drawing Rights -"The SDR is an international reserve asset, created by the IMF in 1969 to
supplement its member countries' official reserves. Its value is based on a basket of four key international
currencies" the euro, Japanese yen, pound sterling and US dollars. IMF website: www.imf.org
2
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currencies in SDR, the currency exposure of the external debt portfolio at June 2012 has the
CNY at 30%, USD at 29%, EUR at 21%, JPY at 13% and GBP at 7%. The increasing share
compared to 2011 of CNY- 26% and JPY- 11% poses potential financial risk if they continue
to increase. The domestic debt consists mainly of default SOE loans now service by
government and Treasury bonds and all are denominated in local currency and the
outstanding balances of domestic debt has decreased over the period from SAT56.9m in 2010
to SAT48.8 in 2011 and further decreased to SAT41.8m in 2012. The MTDMS does not set
out any limitation levels or proportion in which the composition of debt to creditors and
foreign currency debt should be reached. Eg. 80%/20% foreign currency debt versus 20%
domestic currency debt.

e).To begin to develop a domestic debt market with the introduction of a Treasury Bills
program.


There were no developments in the domestic debt market with regards to the issuance of Tbills as anticipated. With the increasing external borrowing, there was little concentration on
the domestic debt market development. There are outstanding long dated T-bonds and loans
as results of defaulted SOEs guaranteed loans exist in the domestic debt portfolio.



Since formulation of the first MTDMS, the Treasury Cash Management Committee was
established and the committee meets regularly to report, discuss and address issues that arise
with regards to cash management. Also, as part of government budget Forward Estimates; the
government ministries are encouraged to submit cash flow forecasts on expenditure and
revenue to assist in government budget and cash management forecasts. A daily update of the
cash position for the government operating accounts, including all government account
balances is circulated to management and the divisions concerned. Also, DMU submits
quarterly forecasts of debt payments to CBS in both USD and currencies of payment to assist
in their cash flow forecasts as well.

5.2 Developments in debt management since MTDMS 2010-2015
a) Establishment of the Debt Management Unit within the Aid Coordination and Debt
Management Division of the Ministry of Finance in September 2011. This is part of on-going
reforms under the Public Finance Management Reform program. Consolidation and
coordination with the EPPD, SOEMD, Accounts Division of the Ministry together with the
CBS on the collection of debt data and information. The data and information collected
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helped with the IMF Article 4 mission meetings and questionnaire, input in the Fiscal
strategy for FY12/13 budget, provide debt analysis for advice and informed decision making.
b) Reviews and Assessments - The DeMPA 2010 findings were very helpful and supported
reforms which are being implemented under the PFMR program. Also the 2010 PEFA
conducted jointly by a consultant led by government officials‟ also assessed key areas of debt
management and overall linkages to budget and accounting functions of the government.
c) Capacity Building - The staff continue to participate in debt management courses and
knowledge sharing such as DEMPA Tool Training, DSA Training, debt management forum,
and CS-DRMS trainings and on-line courses.
d) First public debt bulletin was developed and published for the June 2012 quarter, and will
continue on a quarterly basis
e) Proposed amendments to the Public Finance Management Act 2001, introducing
requirements to have a debt strategy and debt reporting to parliament annually
f) Debt Management Reform mission – In October 2012, World Bank field a mission upon
request of Ministry of Finance to assist mainly in the areas of institutional arrangements, debt
policy and debt management strategy, cash management and operational risk management.
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6. ANALYSIS OF TOTAL PUBLIC DEBT
Samoa's total public debt as at end of December 2012 stood at SAT949.8m and equivalent to
61% of GDP3. The total public debt comprised of external debt of about SAT909.8m (96%)
and domestic debt of SAT40.0m (4%) at end of December 2012. Total public debt increased
by 9.5% compared to December 2011 and increased by 3.7% compared to the September
2012 quarter.

Table 6.1.1: Total Public Debt (millions of SAT)
2012/13
Disbursed Outstanding Debt

2008/09 2009/10 2010/11

2011/12

Dec 2012

External Debt

591.3

657.4

737.7

864.6

919.8

Domestic Debt

62.0

56.9

48.8

41.8

40.0

Total Public Debt

653.2

714.4

786.5

906.4

959.8

Total Public Debt Service

32.7

35.0

39.2

38.3

8.9

Total Public Debt to GDP (%)

46%

49%

52%

58%

61%

MTDMS Threshold

40%

40%

50%

50%

50%

1,425.7

1,452.2

1,514.6

GDP (current)

1,558.7

1,562.0

Source: Ministry of Finance and Samoa Bureau of Statistics

6.1 External Debt Portfolio
Disbursed Outstanding Debt (Stock)
The total external debt outstanding at end of December 2012 stood at SAT909.8m of which
60% was from multilateral sources and 40% bilateral. The external debt outstanding
increased by 11.9% in December 2012 compared to December 2011, and a 5.1% increase
compared to September 2012 quarter. The high loans disbursements since 2009 and
depreciation of the Tala against the main currencies of the portfolio caused the continuous
increase of disbursed outstanding debt to December 2012.

3

GDP at current prices - SAT1.56 billion in Dec 2012 quarter.
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Creditor Composition
Chart 6.1.1: External DOD by Creditor – December 2012

ADB
31%

EIB/EEC

33%

IDA
IFAD
1%

26%
7%

1%

JPY
OPEC

1%

PRC

Source: Ministry of Finance

ADB through the Asian Development Fund (ADF) and WB through its International
Development Association (IDA) branch are the main multilateral creditors and the PRC
through the Export Import (EXIM) Bank is the largest bilateral creditor. ADB and PRC held
the largest share of debt of 32% each, ADB reduced debt holding shares by 1% compared to
December 2011 and PRC debt holding shares increased by 4% over the same period. Debt
outstanding with WB decreased to 26% from 29% in December 2011.
There are 4 loans outstanding with Organisation for Petroleum Export Countries (OPEC)
including the loan approved in 2011 for developments in energy sector and is yet to be
disbursed. The outstanding external debt with European Investment Bank (EIB) and
International Fund for Agriculture Development (IFAD) were loans contracted in late 1970s
to early 1990s to assist mainly with agriculture projects and there have been no new
commitments with these two creditors since then. The loan from the government of Japan
through Japanese International Cooperation Agency (JICA) loan is current and funded part of
the Power Sector Expansion Program. One long outstanding commitment with government of
France was matured in June2012.
There were seven loans sourced externally during the implementation period under review,
the three budget support loans from WB and ADB to assist in the economic recovery from
global financial crisis and tsunami recovery works, the post tsunami reconstruction loan for
infrastructure rehabilitation in the tsunami affected area, one loan from OPEC for energy
development project, and three loans from PRC through the Exim Bank for MOH
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headquarter and National Medical centre and the Huawei Broadband Project. The impact of
the loans disbursed in a short timeframe has pushed the level outstanding debt above the
threshold of 50%.

Currency Composition
Chart 6.1.2: DOD by Loan Currency-Dec 12

Chart 6.1.3: DOD by Currency Exposure-Dec 12
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Source: Ministry of Finance

Chart 6.1.2 portrayed the currency composition of public debt has changed over the years,
the largest share of external debt remains denominated in SDR which is 58% at end of
December 2012, decreased from 62% in December 2011. Over the same period, the CNY has
increased its share from 28% in December 2011 to 31% in December 2012, JPY share
increased from 6% 7%, and debt in Euro decreased to less than 1%. ADB and IDA loans are
all denominated in SDR except for 2 IDA loans contracted in the early 1970s that are
denominated in USD. The EIB and IFAD loans are denominated in Euro, the JICA loan in
JPY and PRC loans in CNY.
As stated earlier, SDR is a basket of currencies namely the Euro, JPY, GBP and USD. Chart
6.1.3 showed that at end of December 2012 the debt portfolio has high exposure to CNY
(31%), USD (28%) and EUR (21%) with an increase of JPY (14%) and GBP (6%).

Debt Service (flows)
Total actual external debt service to December 2012 for FY12/13 was 16.5m against total
budget for the year of SAT34m. The external debt service payments made was SAT27.8m
actual for FY11/12 against budget of SAT27.6m and increase of 4.9% compared to previous
financial year. The USD is the main currency of repayment for most loans and appreciation
of Tala against the USD eased the external debt service burden for the December 2012
12

quarter alone. The exchange rates fluctuated and the Tala depreciated against the USD, CNY,
EUR and SDR at end of December 2012 compared to end of December 2011 exchange rates.
If the Tala continues to depreciate against these currencies in future, it will cost more to
government to service debt as these are the main currencies of debt service payments.
The increasing trend of debt servicing costs was due to the amount of borrowings within the
last six years 2007/08 - 2011/12. Total debt service spending of SAT26.5m in FY10/11 was
recorded and increased to SAT27.8m at end of FY11/12. Future forecasts in FY2012/13 are
about SAT34.3m and in FY2013/14 SAT38.5m and these will have a significant impact on
the government budget in the next out years as shown in Table 6.1.2.

Table 6.1.2: Debt Service (Actual in millions of Tala)
2012/13
JulyFiscal

2006/07

2007/08

2008/09

2009/10

2010/11

Year
Principal

13.8

Interest

4.2

Total DS

17.9

14.1

5.3

16.1

6.0
19.4

16.9

7.4
22.0

24.3

2011/12

2011/12

Dec 12

2013/14

Forecast

Actual

Actual

Forecast

17.9

18.4

17.8

11.0

8.5

9.1

10.0

5.5

26.5

27.6

27.8

16.5

27.8
11.5
38.5

Source: Ministry of Finance

External Debt Maturity Profile

The maturity profile of the existing external debt shows a rising trend in principal repayments
and interest payments in the next 10years and is projected to peak in 2020/2021 and will
stabilize from thereon. The Chart 6.1.4 also depicts the impact of longer repayment periods
from some creditors, e.g. ADB and WB as against the heavy concentration of debt servicing
for the 15years maturity loans, resulting in high levels of repayment over a limited timeframe.
Chart 4 also shows the trend for interest payments for the outstanding external debt, which
will further raise the debt service payments.
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Chart 6.1.4: External Debt Maturity Profile (millions of Tala)
50,000,000
45,000,000
40,000,000
35,000,000
30,000,000
25,000,000
20,000,000
15,000,000
10,000,000
5,000,000
-

Principal Repayment

Interest Repayment

Source: Ministry of Finance

Table 6.1.6: External Loans Contracted in 2011-2012
Creditor

and

Project Currency

Terms

Status

ADB Economic Recovery SDR6,863,000

1% p.a.

Effective

Support

22yrs maturity including Fully

Name

Program

Subprogram

2

-

(Budget

disbursed

6yrs grace period

June2012

0.75% p.a.

Effective

in

Support)
IDA

Samoa

Agriculture SDR5,200,000

Competitiveness

40yrs maturity including First disbursement in

Enhancement Project

10yrs grace period

Aug 2012

3.2% p.a.

Effective

OPEC

Petroleum

Storage

Facility

Bulk USD12,000,000
Project

Phase 2
PRC

Samoa

National CNY205,000,000

Medical Centre Phase 2

PRC

Huawei

Broadband
Project

20yrs maturity including No disbursements to
5yrs grace period

date

2% p.a.

Effective

20yrs maturity including Fist

disbursement

in

5yrs grace period

June2012

National CNY136,000,000

2% p.a.

Effective

Highway

20yrs maturity including First disbursement in
5yrs grace period

December 2012
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6.2 Domestic Debt Portfolio
Disbursed Outstanding Debt (Stock)
Total domestic debt outstanding at end of December 2012 SAT40.0m and about 2.6% of
GDP. It comprises of outstanding Treasury bonds of SAT0.4m and government loans of
SAT39.6m which were SOEs loans guaranteed by the state and defaulted. The domestic debt
outstanding decreased by 12% compared to SAT45.5m in December 2011. All domestic debt
are denominated in Tala. The domestic debt continued to decline since 2009 from SAT62m
to SAT40.0m in December 2012.

Table 6.2.1: Domestic Debt 31 December 2012 (millions of SAT)

Domestic Debt

2008/09

2009/10

2010/11

2011/12

2012/13
July-Dec12

Treasury Bonds
Loans

4

TOTAL

2.5

2.5

0.4

0.4

0.4

59.4

54.4

48.3

41.4

39.6

61.9

56.9

48.7

41.8

40.4

Source: Ministry of Finance and Central Bank of Samoa

Creditor Composition
There are three creditors one being the ANZ Bank (Samoa) Ltd which is a commercial bank
and the Samoa National Provident Fund (SNPF) and Unit Trust of Samoa (UTOS). The four
outstanding loans with SNPF is SAT5.6m at end of December 2012, on average fixed interest
rate of 11%, and repayment is monthly. There is one loan at the ANZ Bank refinanced by
UTOS saw to the discharged of SAT16.4m in May 2012 from ANZ Bank, and now
government is repaying UTOS at rate of 7.5% interest rate with monthly repayment with an
outstanding balance of SAT15.9m at end of December 2012. The remaining outstanding loan
with ANZ Bank is SAT18.1m contracted on commercial lending terms with variable interest
currently at 7.75% and monthly repayment.

4

SOEs’ loans previously guaranteed by government, defaulted and government is now repaying the loans
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Table 6.2.2: Domestic Loans (millions of SAT)
Creditor

SOE

Loan

2008/09

2009/10

2010/11

2011/12

2012/13

Amount

JulyDec12

SNPF

PAL

10.0

7.73

SNPF

SSS Ltd

2.9

2.90

SNPF

SAA

2.0

2.00

SNPF

PTO

4.98

ANZ

PAL

ANZ
UTOS

2.94

0.11

0.00

2.72

2.66

2.66

2.00

2.00

2.00

1.97

2.69

2.25

1.76

1.22

0.94

26.7

24.80

23.24

21.23

18.99

18.12

DBS

20.00

19.33

18.71

17.75

0.00

0.00

DBS

16.41

16.41

15.91

41.4

39.6

TOTAL

5.46

2.78

59.5

54.4

48.4

Source: Ministry of Finance

The Treasury bonds were issued by the Central Bank of Samoa (CBS) on behalf of
government in FY05/06, and have been serviced using the Sinking fund account with CBS.
The outstanding amount of SAT0.4m at end of December 2012 consisted of 2 treasury bonds
outstanding, one to mature in 2016 and other in 2020. Quarterly updates are requested from
CBS and all transactions for bonds have been entered into the CS-DRMS as at end of
December 2012.

Table 6.2.3: Treasury Bonds Outstanding (SAT)
Creditor

Nominal

Interest

Maturity

Value

Rate

Period

2008/09

2009/10

2010/11

2011/12

2012/13
JulyDec12

Tupai Se Apa

5,000

5% p.a.

5yrs

5,000

5,000

5,000

0

0

SLAC

100,000

5% p.a.

5yrs

100,000

100,000

0

0

0

SLAC

200,000

6% p.a.

10yrs

200,000

200,000

200,000

200,000

200,000

SLAC

200,000

7% p.a.

15yrs

200,000

200,000

200,000

200,000

200,000

ACC

2,000,000

5% p.a.

5yrs

2,000,000

2,000,000

0

0

0

Total

2,505,000

2,505,000

2,505,000

400,000

400,000

Source: Ministry of Finance and Central Bank of Samoa
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6.3 On-lending and Guarantee issued to SOEs
The total amount of guarantees issued to SOEs and outstanding at end of December 2012 was
SAT194.1m while the on-lending balance at the end of same period was SAT80.3m. As
shown in Table 9, there has been an increase to on-lending and guarantees mainly due to the
on-going power sector program on-lent to EPC, and guarantee issued to DBS of SAT10m.
The high level of guarantees and on lending poses both a credit risk and refinancing risk to
government if not managed and monitored prudently.

Table 6.3.1: On-lending and Government Guarantees (millions of SAT)
Outstanding

2008/09

2009/10

2010/11

2011/12

Balances
Government

2012/13
July-Dec12

On- 50.4

44.0

74.6

78.9

194.1

74.9

72.1

67.8

72.1

80.3

lending
Government
Guarantees
Source: Ministry of Finance
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7. MANAGING FINANCIAL RISKS
The analysis demonstrates that total public debt has increased and will continue to increase
over the medium to long term, and so will the cost of debt and the risks associated with debt.
This is due mainly to the increasing volume of external borrowing in the last few years for
infrastructure and recovery efforts for tsunami and economic recession; as well as the
potential risks associated with the contingent liabilities of government through the guarantees
issued and on-lending to SOEs. The government therefore has to effectively manage and
monitor the risks and at the same time achieve MTDMS objectives and fiscal targets.

7.1 Foreign Currency Risk
Total public debt is 95% external debt and Government is exposed to the risk of adverse
exchange rate movements that would affect external debt service costs and the nominal value
of external debt in local currency. These risks include depreciation of the SAT against the
loan currencies and movements in cross currency rates that result in appreciation against the
SAT. The appreciation of the Tala against the USD since 2009, helped ease the debt service
burden since then, but the USD performance started to pick up recently. At the end of
December 2012, the Tala depreciated against the USD, CNY and JPY and Euro currencies
compared to September 2012 hence Tala was needed to service the debt. The increasing
share of CNY currency in the debt portfolio with poses high foreign currency risk as this
currency is forecasted to increase over the years with the continuous disbursement of the new
hospital loan and the new Huawei Broadband loan. In addition, there are no foreign reserves
available in CNY currency. There is very little the Government can do to mitigate or manage
foreign currency other than to diversify the funding sources in terms of creditor and the
domestic borrowing versus external borrowing. To minimise foreign currency risk, the
government will constrain new borrowings, and should the need be, to enter into new foreign
currency loans that are highly concessional with a grant element of at least 35% and restrict
borrowings in currencies that are not favourable to the local currency. There is no foreign
exchange rate currency risk in the domestic debt portfolio as all are denominated in local
currency.

7.2 Interest Rate Risk
The government external debt has interest rates that are highly concessional and fixed with
weighted average interest rate of 1.4% hence there is little interest rate risk with the external
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public debt portfolio. Currently, domestic debt is a combination of a fixed rate (Government
bonds) and a floating rate (short-term bank finance and the SOE default loans with
commercial banks), with weighted average interest of 8.8%. Though domestic debt is only
4% of total government debt, but there was refinancing occurred during the reporting period,
excessive interest payments over the last 6years compared to the principal amount repaid, and
one loan with no progress in loan balance.
Should the government re-introduce Treasury bills to assist in the short term financing and
cash flow management, this will increase not only interest rate risk but also refinancing risk
which should be managed effectively to gain optimum benefit.

7.3 Refinancing Risk
Refinancing risk exists in the debt portfolio given the current level of total debt of 61% to
GDP and expected to increase. As noted above, should the Government re-introduce T-bills,
this will present a higher level risk as they are required to be repaid within a shorter time
period. The guarantees provided for SOE loans are not always subject to analysis prior to
approval. It is recommended that such provision for risk management be provided by all
SOEs to inform decisions by Cabinet.

7.4 Credit Risk
Credit risk is "the risk of non-performance by borrowers on loans or other financial assets or
by counterparty on financial contracts" (IMF Guidelines for Public Debt). There is high
credit risk exposure with Government on-lending and guarantees issued to SOEs, should the
SOEs default in repayments. Also there is credit risk exposure to investments and cash
balances, but these are short term and therefore do not pose a significant credit risk.

7.5 Operational Risk
Operational risk is defined by the Bank of International Settlements as risk of losses resulting
from inadequate or failed internal processes, people and systems or from external events.
This definition includes legal risk, but excludes strategic and reputational risk.
The operational risks facing the Ministry of Finance includes the difficulty in developing and
retaining skilled staff, the lack of a business continuity plan and debt management awareness,
and dependence on the Commonwealth Secretariat Debt Recording and Management System
(CS-DRMS) and TAs sourced externally.
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To mitigate these risks, on-going staff capacity development is important and utilise
assistance by the ComSEC on the CS-DRMS and the debt advisory services, the WB, ADB
and IMF. The findings and recommendation from the debt reform plan should be carefully
considered and implemented, tailored to the resources available and capacity development
need of staff. Also, the importance to have operational manuals in place to assist with
continuity plan for the unit to minimise operational risks for new staff. There is also the risk
involved in ensuring quality information being provided on a regular basis but more
importantly ensuring that the information generated is used in decision making.
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8. FORECAST
The following forecast for the total external debt in the next 4 years taking into account all
the new loans contracted and in pipeline (Table 6.1.6). It is important to note that domestic
debt exists and around 3% of GDP at end of June 2012. With the government's intention to
develop the domestic market through the issuance of T-bills in the future, this will increase
the level of debt in addition to the projected external debt level, and so will the costs and risks
involved. Also the exchange rate in future may not be in favour of the SAT against the loan
currencies and will push the total public debt level higher.

Table 8.1.1: Forecast
Fiscal Year

2011/12

2012/13

2013/14

2014/15

2015/16

External Debt (millions of SAT)

839.8

936.1

1,005.3

1,057.1

1,080.7

Debt Service (millions of SAT)

27.6

34.3

38.5

43.0

46.0

GDP (current prices)

1,604.4

1,694.9

1,781.8

1,876.3

1,920

External Debt % of GDP

55.3%

55.2%

56.4%

56.3%

56.3%

Debt Service % of GDP

1.8%

2.0%

2.2%

2.3%

2.4%

Note - forecast is based on the current loan stock and the new loans as per Table 6.1.6.
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9. KEY INITIATIVES AND TARGETS FOR 2012/2013-2013/2014


Approval of the MTDMS 2013-2015.



Approval of the PFMA 2001 Amendments to support the development of the strategy and
implementation of the strategy.



Develop and implement policies and processes for the issuance of government guarantees and
on - lending



To consider how best to utilise budget support which loans are highly concessional to
restructure debt portfolio and establish positive cash balances.



To provide quality information on a regular basis to be used to inform decision making.
The Ministry of Finance will undertake a major review of domestic government debt with the
primary objective of determining the scope to develop the market for Treasury bills and
potentially in the medium term Treasury bonds and retail instruments;



Capacity Building development for the Ministry of Finance



The Ministry of Finance will conduct evaluations of debt management operations and
performance. The DeMPA Tool and MTDMS will be key documents to use and guide the
evaluation process.



The Ministry of Finance will develop a business continuity plan that will cover key
operations and systems such as needed for management of public debt and government
account

22

