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to the policy paper, Tuvalu is classified as country with high risk of debt distress and is therefore
eligible to receive 100% grant assistance.

82. ADB will support the Program through a grant of $3.24 million provided from ADB's
Special Funds resources to support the Government’s implementation of the policy, institutional,
and legal reforms for strengthened financial management. The framework put in place will
support the government in sound decision making regarding public corporations and
government business enterprises. The resultant decisions can be expected to have social and
political impacts. The policy framework guiding these decisions will support Government's
analysis of the impacts of its decisions and provide tools to ameliorate negative social impacts,
as well as setting out processes for broad-based consultation to generate the required political
support for change. The counterpart funds generated from the grant will allow for the
Government’s full repayment of the OIASA overdraft to NBT. The total amount of the overdraft
is estimated at A$3,795,610. Any remaining counterpart funds will be directed by the
Government toward other outstanding debt to NBT. The overdraft repayment will support the
intended outcome of the Program set out in the policy matrix through improving the
Government’s debt position while simultaneously improving the performance indicators for NBT.
There are significant potential savings to the Government from improved public enterprise
performance. Annual on-budget expenditure by the Government in support of public enterprises
has been estimated to exceed A$6 million (with further off-budget expenditure), compared with
total annual government on-budget expenditure, which has ranged between A$16.2 million and
A$32.9 million during the past decade. The size of the grant is based on the importance of the
reforms, the state of public finances, and the level of government debt.

D. Implementation Arrangements

83. Program Management. MFEP will be the Executing Agency and will coordinate policy,
legal, and regulatory actions. MFEP will also ensure that the policy reforms, as agreed to by
ADB and the Government and as described in the development policy letter and set forth in the
policy matrix (Appendix 6), are duly carried out in a timely manner. In particular, MFEP will
ensure that provisions for reporting, monitoring, auditing, and other administrative requirements
will be strictly followed. A program steering committee, chaired by the secretary of MFEP and
including representatives of the Office of the Attorney General and MFEP’s budget and public
enterprise oversight areas, will be established to monitor and coordinate the Program and
supporting TA from ADB and others.

84. Implementation Period. The Program period is from 1 November 2008 to 31 March
2010. Policy, legislative, organizational, and operational changes agreed upon with the
Government and set out in the policy matrix are to be put in place from 1 November 2008 to 30
November 2009.

85. Procurement and Disbursement. The proceeds of the grant will be disbursed to Tuvalu
as the recipient in accordance with ADB’s simplified disbursement procedures and related
requirements for programs loans.*® The proceeds will be used to finance the foreign exchange
cost of items produced and procured in ADB member countries, excluding items included in a
list of ineligible items (Appendix 7) and imports financed by other bilateral and multilateral
sources. Grant proceeds disbursed against imports will require a certificate from the
Government stipulating that the value of the total imports of Tuvalu, minus its imports from
nonmember countries, ineligible imports, and imports financed under other official development
assistance, is equal to or greater than the amount of the grant expected to be disbursed during

19 ADB. 1998. Simplification of Disbursement Procedures and Related Requirements for Program Loans. Manila.
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a particular year. ADB will have the right to audit the use of the grant proceeds, and to verify the
accuracy of the Government's certification.

86. Tranches. The grant will be provided in two tranches. The first tranche of $1.24 million
will be available upon satisfaction of the first tranche conditions and grant effectiveness,
estimated at around November 2008. The second tranche of $2 million will be available upon
satisfaction of the second tranche conditions, estimated at around October 2009. In addition, the
Government must complete the nontranche release policy actions set out in the policy matrix
during the implementation period. While these policy actions are not conditions for the release
of the first or second tranches, they are essential steps for achieving the program outcome.

87. Counterpart Funds. Local currency generated from the grant will be directed to
repayment of the Government's overdraft in the OIASA with NBT. The overdraft totals
A$3,795,610, and the local currency generated from the grant will eliminate this overdraft. In
particular, $1.24 million equivalent from the first tranche and $2 million equivalent from the
second tranche will be applied for the complete repayment of the A$3.796 million OIASA
overdraft. Any remaining counterpart funds will be directed by the Government toward other
outstanding debt to NBT.

88. Program Performance Monitoring and Evaluation. MFEP will (i) within 3 months from
grant effectiveness, establish and maintain a performance evaluation system for the Program,
which will include the policy actions from the policy matrix; and (ii) monitor and report to ADB,
on a semiannual basis, the implementation of policy actions and their impact on budget
outcomes and public enterprise performance (including financial and performance indictors), in
line with the program impact and outcome indicators agreed upon with the Government. As the
outcomes and impacts of the Program will be most clearly felt beyond the period of its
implementation, the monitoring of these will continue to be undertaken by MFEP. Monitoring of
outcomes and impacts will be useful to the Government’s own processes and decision making
and as such is not an onerous requirement. A review of the progress of the Program will be
undertaken jointly by ADB and PFTAC in consultation with the Government before the end of
the third quarter of 2009 to ensure that the second tranche conditions (and other policy actions),
as specified in the development policy letter and the program matrix (Appendix 6), are met.

89. Program Review. Apart from the joint review with PFTAC mentioned in para. 88,
program reviews will be carried out in conjunction with associated TA reviews.

90. Anticorruption. ADB’s Anticorruption Policy (1998, as amended to date) was explained
to and discussed with the Government and the Executing Agency. Consistent with its
commitment to good governance, accountability, and transparency, ADB reserves the right to
investigate, directly or through its agents, any alleged corrupt, fraudulent, collusive, or coercive
practices relating to the Program. To support these efforts, relevant provisions of ADB’s
Anticorruption Policy are included in the grant regulations. In particular, all contracts financed by
ADB in connection with the Program will include provisions specifying the right of ADB to audit
and examine the records and accounts of the Executing Agency and all contractors, suppliers,
consultants, and other service providers as they relate to the Program.

91. Technical Assistance. On 3 November 2008, ADB approved TA for capacity
development for public financial management to the Government of Tuvalu (Appendix 5).%° The

% ADB. 2008. Technical Assistance to Tuvalu for Capacity Development for Public Financial Management. Manila.
The TA, while related to the Program, was processed separately to allow the diagnostic analysis of MFEP capacity
to be undertaken promptly to provide ADB and other development partners with a better understanding of where
capacity gaps are and how to better manage for these.
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TA will enhance fiscal stability through (i) providing for a broad diagnostic analysis of MFEP’s
capacity, (ii) supporting government preparation of an MTFF, and (iii) creating the policy and
legislative environment for improving the performance of public enterprises. The TA will be
implemented over a 3-year period to enable the progress achieved under the Program to be
built upon through continued support to the implementation of government decisions regarding
reform of specific public corporations. The TA will not provide for the assessment of program
policy actions.

92. The MTFF and the capacity assessment of MFEP will both provide important support to
program activities. The MTFF will assist in strengthening planning and reallocation of
government resources against priorities, thereby acting to reinforce program actions regarding
appropriate assessment of subsidies and costs of community service obligations. The MTFF will
also provide an anchor for the debt risk management and mitigation policy and strategy. The
findings of the MFEP capacity assessment will allow for identification of priority areas for
strengthening and will provide a mechanism to attract additional development partners’ support
for capacity building. Clearly, a stronger MFEP will be of benefit to program implementation.

93. Other Assistance. PFTAC will provide support as required for the development and
implementation of the financial institutions act through its banking supervision advisor or through
peripatetic advisors. PFTAC did, in 2002, provide model legislation to Tuvalu that had
undergone some development in-country but was not completed. PFTAC will seek to
reinvigorate this process with the intention of enabling the Government to meet second tranche
conditions.

94. A range of other development partner assistance is also relevant to the sustainability of
the program grant outcome and impact. The current and planned assistance from Australia and
New Zealand directed toward strengthened financial management creates a sound continuing
environment for program grant implementation. For example, AusAID has funded a budget
adviser in Tuvalu since 2005, with this position providing support for the development and
implementation of an MTFF. AusAID is also funding an advisor to the auditor general, with
improved functioning of this office supporting the oversight of public enterprises. ADB’s own
future program of assistance, set out in the Tuvalu CPS 2008-2012, provides for a second
phase of TA to support capacity development for financial management, which is indicative of
ADB’s ongoing commitment to this sector (footnote 2). Thus this TA is situated within a larger
and ongoing program of development partner support for strengthened financial management.
Appendix 8 contains a matrix of current and planned external assistance to Tuvalu.

V. PROGRAM BENEFITS, IMPACTS, AND RISKS
A. Benefits and Impacts

95. The major benefits of the Program will be long-term fiscal stability and improved
enterprise performance. These benefits will act to reinforce the political will to implement
change.

96. Fiscal. A reduction in the demand on the budget by public enterprises will create fiscal
space and allow for allocation of expenditures to priority areas, thus improving Tuvalu’s fiscal
performance. A 2005 estimate suggested that 13% of on-budget expenditure (about $6 million
in 2005) was directed to supporting the shortfall in operating revenues of public enterprises.
There are also clear indications that a significant level of off-budget expenditure is also directed
to supporting public enterprises.
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97. The longer-term impact of the actions supported by the Program will be to reduce the
Government’s responsibility for such support to that of providing for contracted community
service obligations. Thus the longer-term fiscal implications of the Program could be savings in
the order of 7%—8% of on-budget expenditure. The support this level of funds could provide to
meeting the fiscal PBIs would facilitate Tuvalu’s access to incentive payments from both AusAlID
and NZAID and so further leverage the benefits of the Program.

98. Greater transparency in transfers to public enterprises and the provision of these in
exchange for services will contribute to greater budget clarity. This will also be served by
strengthened financial understanding on the part of both public enterprise employees and board
members.

99. Utilization of the fiscal space created by the grant to repay the OIASA overdraft will have
benefits both for the Government, in terms of a reduced debt level and improved financial
position, and also for NBT, placing NBT in an improved financial position, freeing capital for
lending and/or investment, thus enabling greater private sector access to funds. Fiscal stability,
as well as improved NBT liquidity, is likely to engender increased business confidence and the
interest of the private sector in new and existing business development, and therefore to
contribute to improvements in social impact including better access to education and health
services through reduced household financial pressure.

100. Strengthened Government Decision Making. With the adoption of the public
enterprise governance reform strategic policy, the Government will be well placed to consider
and assess alternate ownership and management options for its public corporations and
government businesses.

101. Government Oversight of Public Corporations. Ministries with responsibilities to
public enterprises will need to develop a new working relationship with the public enterprises,
moving away from a master—servant interaction to a client—provider relationship. Ministries will
initially need to work closely with public enterprises to identify community service obligations,
set these at appropriate levels, and cost them. Ministries will benefit from such a process in that
the required supplements to public enterprise budgets will be transparent and related to the
quality and quantity of services received.

102. The establishment of a public enterprise unit will consolidate efforts to improve
government revenue through establishing profitable enterprises by establishing the unit as the
vehicle for encouraging performance, providing skill development to enterprise managers and
boards, and monitoring performance against agreed upon indicators.

103. Improved public enterprise efficiency and performance, including returning a profit, will
consolidate the value of fiscal discipline and performance measures. Improved service delivery
(the way in which services are delivered as well as what is delivered) will both enhance political
commitment and consolidate the public perception of political commitment to better fiscal
management as well as effect enterprises.

104. Public Enterprise Management. The impact of the Program will be felt most
immediately by general managers and staff of the public enterprises. Efficiency and
performance will be elevated in importance, and mechanisms will be put in place to monitor
indicators of these. Current reliance on family and communal connections to overlook poor work
effort will be reduced through the development of job descriptions and clear performance
targets. New and enforced requirements for financial and performance reporting will enforce
fiscal transparency and promote fiscal discipline within public enterprises.
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105. Within public enterprises, capacities will be developed to support performance-focused
management and strengthened financial management. This is one of the benefits of undertaking
a holistic approach to the improvement of public enterprise performance outside of a situation of
fiscal crisis, when the urgency of change would be paramount and capacity development a
lesser priority.

B. Risks

106. Risks relate mainly to continued political will to establish and carry out a robust policy
framework for improvement of enterprise performance, availability and sustainability of
appropriate technical capacity, appropriateness of institutional requirements and government
commitment to establish a public enterprise unit, and commitment to capacity development
success and sustainability. Because external economic factors may affect the willingness of the
public and the private sector to take on risk—and therefore may affect lending and business
development—they must be included in risk assessment and in management strategies.

107. Economic. World economic volatility leaves import-reliant Tuvalu vulnerable to price
escalation. National, Pacific regional, and international economic indicators will need to be
monitored as an aid to fiscal management. The recent increase in import prices, such as has
been the case for fuel and food, has left a significant impact on both customers and the
Government. While the global commaodity prices, particularly fuel are declining, the impacts of
the increases are experienced by Tuvalu with a significant lag as the prices flow through the
supply contracts through Fiji Islands, from where supply channels finally transfer the prices to
Tuvalu. This translates to built budgetary pressures that will continue to reduce Tuvalu’s fiscal
space in 2009.

108. Political Will. The current Government has indicted commitment to the five fiscal PBIs.
The commitment to working toward achievement of the PBIs is fundamental to program
success. A change in the Government or its leadership may weaken this commitment. The
impacts of the Program will take time to manifest themselves, but the costs will occur earlier.
The Government must be confident and present publicly the benefits of the fiscal reforms on
macroeconomic stability and how this will benefit all. Mitigation efforts will be supported by the
TA, which provides for a local project facilitator who will have the role of developing public and
stakeholder awareness and understanding of the objectives of the reforms being implemented.
This is expected to promote broad-based support for the reforms and will be complemented by
similar educational activities for members of Parliament and public enterprise staff. Mitigation
measures for those who may be negatively affected by the Government’'s subsequent actions in
relation to public corporation ownership, management, and operations will need to be developed
by the Government.

109. The Program will likely increase the workload of board members, as they will have
improved information to consider at their meetings and increased skills to apply to their task as
directors. The board will also be expected to play a role in setting the strategic direction of the
public enterprise during corporate planning activities. There is a risk that board members will not
rise to this challenge, although this will be mitigated through capacity development and
improved board selection criteria and processes.

110. Capacity Development. Embarking on fiscal and enterprise improvement of this
magnitude requires both skills and an understanding of the ongoing and iterative nature of the
process. It signifies a commitment to ongoing fiscal improvement. Public servants will require
ongoing capacity development to enable them to have the competence and confidence to
participate fully and take ownership of this process. The low skill base constitutes a significant
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risk. This risk will be mitigated through the TA, which ties TA input closely to tranche conditions.
The TA will also provide for a local facilitator to assist the technical specialists in increasing
understanding of the issues the program grant and TA are designed to address; and to support
consultation, participation, and awareness-raising directed at members of Parliament, relevant
government and public enterprise staff, as well as the public. This position will further enhance
the incorporation of an understanding of issues of political economy in specific activity design.

111. Capacity development is both an underlying risk management factor and a risk. Capacity
development of a cadre of staff with the critical mass to manage the process of fiscal reform
through to measurable impacts is essential. However, Tuvalu, like the rest of the Pacific, is
vulnerable to the loss of human resources to the enticement of greater financial rewards and
career opportunities available only in a larger economy.

112. Government Oversight of Public Corporations. Ministries and government agencies
will be placed under greater pressure to meet their obligations to public enterprises for service
provision. The Government has a poor track record in paying its electricity and
telecommunications bills, although this seems to have been largely addressed recently. It will
need to continue to make adequate provision to pay its bills, as in a more performance-focused
operating environment, TEC and TTC will need to treat the Government in a similar manner to
all their other customers when it comes to delinquency. Support provided to the Government
through the TA, and by other development partners, to improve annual budget development and
management will act to further mitigate this concern.

113. Social Impact. The public and private sector may also feel the impacts of the Program
in terms of changes in quality and costs of services. Given the degree of subsidization of
services to the consumer, both directly (through artificially low tariffs) and indirectly (through
general subsidies to public enterprise budgets), there will likely have to be some upward
adjustment of prices of services by some public enterprises. It is also expected that an improved
guality of service will be provided. Again, planning of these adjustments can allow them to be
stepped over time and also allow for development of programs of assistance to target the
neediest in society to ensure that their basic service needs are met.

114. Rationalization seems a likely path for at least one public enterprise, and such a decision
may have social impacts should the Government chose to cut jobs rather than to reposition
staff, with reductions being made through natural attrition. Again, making this decision in a less
pressured environment that allows time for analysis and consideration of options means that
steps can be taken, in terms of retraining or compensation, to avert the worst social impacts and
to avoid imposing hardship on those families directly involved. Appendix 9 contains the
Summary Poverty Reduction and Social Strategy.

115. Overall. Achievement of the potential benefits to the Government in terms of fiscal
stability, and improvements in enterprise performance and in business and public confidence
through supporting the Program far outweigh the risks. Indeed, the cost of no action would be
borne by the Government through ballooning subsidies to public corporations, and by the
people of Tuvalu through declining public services. The overall benefits of the program grant
considerably outweigh the costs and the risks.
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VI. ASSURANCES

Special Assurances

In addition to the standard assurances, the Government has given the following
assurances, which will be incorporated in the legal documents:

(i)

(ii)

(iif)

(iv)

(v)

The Government will (a) ensure that the policies adopted and actions taken as
described in the development policy letter, including the policy matrix, continue in
effect for the duration of the program period and subsequently; and (b) promptly
adopt all other policies and take all other actions indicated in the development
policy letter, including the policy matrix, and ensure that such policies and actions
continue in effect for the duration of the program period and subsequently.

The Government will keep ADB informed of policy discussions with other
multilateral or bilateral aid agencies that have implications for implementation of
the Program, keep ADB informed of the progress made in carrying out the
policies and actions set out in the development policy letter and the policy matrix,
and provide ADB with an opportunity to comment on any resulting policy
proposals. The Government will continue timely policy dialogue with ADB on
problems and constraints encountered during implementation of the Program and
on desirable changes to overcome or mitigate such problems and constraints.

Throughout the implementation of the Program, the Government will ensure that
adequate resources are allocated and released in a timely manner in order to
ensure proper implementation of the Program as described in the development
policy letter. The Government will ensure that the counterpart funds generated
out of the grant proceeds are directed, first, to the repayment of its overdraft in
the OIASA with NBT, and, second, toward the repayment of any outstanding debt
of the Government to NBT.

The Government will undertake necessary measures to create and sustain a
corruption-free environment; ensure that its anticorruption law and regulations
and ADB’s Anticorruption Policy (1998, as amended to date) are strictly enforced
and complied with during the program implementation; and facilitate ADB’s
exercising its right to investigate, directly or through its agents, any alleged
corrupt, fraudulent, collusive, or coercive practices relating to the Program.

The Government will establish, by 31 January 2009, a program steering
committee chaired by the Secretary of MFEP and comprised of representatives
of the Office of the Attorney General and MFEP’s budget and public enterprise
oversight areas to monitor and coordinate the Program and supporting technical
assistance from ADB and other agencies.

Condition to Grant Effectiveness

The Government will have fulfilled all conditions for the release of the first tranche.



28

VII. RECOMMENDATION

118. | am satisfied that the proposed grant would comply with the Articles of Agreement of the
Asian Development Bank (ADB), and acting in the absence of the President, under the
provisions of Article 35.1 of the Articles of Agreement of ADB, | recommend that the Board
approve the grant not exceeding $3,240,000 to Tuvalu from ADB’s Special Funds resources for
the Improved Financial Management Program, on terms and conditions that are substantially in
accordance with those set forth in the draft Grant Agreement presented to the Board.

C. Lawrence Greenwood, Jr.
Vice President

19 November 2008
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Design Performance Data Sources/Reporting Assumptions and
Summary Targets/Indicators Mechanisms Risks
Impact Assumptions

Sustained economic
growth and fiscal

Meeting of annual
targets agreed upon with

Budget papers

Private sector
opportunities exist

stability development partners Tuvalu Trust Fund Government

for performance Advisory Committee S

benchmark indicators (TTFAC) reports mamteyns its

(PBIs) relating to budget commitment to PBIs

balance, debt level, Economy will sustain

primary education, and continued demand for

basic health care current or greater

expenditure levels of service

Lending for business Reports from National Risk

purposes by domestic Bank of Tuvalu (NBT) ISKS ,

financial institutions _Long lag before fiscal

increased above 2008 Improvement

levels Economy not
sufficiently buoyant to
enable significant
private sector growth
Expenditure
inconsistent with
budgets
High turnover of
trained staff in
Ministry of Finance
and Economic
Planning and public
enterprises

Outcome Assumptions

Improved government
fiscal planning and
management capacity

Annual budget aligned
with medium-term fiscal
objectives, including
PBIs

Transparent monitoring
of and reporting on
Government’s financial
support to public
enterprises

All public enterprises in
compliance with all
aspects of Public
Corporations Act

By end-2009
improvements in key
financial indicators as
reported by public

FY2010 budget papers
Medium-term fiscal
framework

Budget papers
Public enterprise
management and
performance reports

Auditor general’s reports

Program grant monitoring
reports

Government
commitment to fiscal
reforms, containment
of public expenditure,
and reform of public
enterprises continues

Continuing assistance
from Public
Enterprise Unit and
good quality advice

Risks
A credible budget will
not be produced

Staff changes reduce
continuity and quality
of planning

Skilled senior staff
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Design
Summary

Performance
Targets/Indicators

Data Sources/Reporting
Mechanisms

Assumptions and
Risks

enterprises

already have high
workloads

Limited capacity of
the Public Enterprise
Unit to monitor and
ensure compliance

Outputs
1. Improved public debt
management capacity

2. Strengthened
oversight of public
enterprises

3. Strengthened
management capacity in
public enterprises

Debt Risk Management
and Mitigation Policy
and Strategy
implemented

Timely and accurate
tracking and reporting of
public debt

Achievement of PBI 1.3

Outer islands agency
suspense account
(OIASA) overdraft
account at NBT settled

Parliamentary approval
of taxation reforms

Public Enterprise
Governance Reform
Strategic Policy and
Public Corporations Act
implemented

By end-2009, NBT
financial performance
(as measured by
liquidity, value of assets,
nonperforming loans,
and profits)
strengthened from
end-2007 position

More regular and higher
quality financial and
performance reports
from public enterprises

Associated Ministry of
Finance and Economic
Planning reports

Budget papers

TTFAC reports
Budget reports and data

Annual reports of NBT

Program grant monitoring
report

Annual reports of NBT

Annual reports of public
enterprises

Assumptions
Government meets its
commitment to settle
OIASA overdraft

Government
maintains its
commitment to raising
performance of
selected public
enterprises
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the fiscal situation, and is committed to a program of fiscal and public sector reform. This
is most clearly demonstrated in our establishment of a set of Performance Benchmark
Indicators (updated annually in agrcement with development partners to reflect conditions
and affordability):

¢ Benchmark 1.1. The Government’s recurrent expenditure each year should not
exceed the total of its recurrent revenue plus a sustainable Tuvalu Trust Fund
(TTF) distribution (Consolidated Investment Fund [CIF] drawdown).

¢ Benchmark 1.2. The target minimum value of funds retained in the CIF
should be not less than 16% of the maintained value of the TTF, at the
beginning of the TTF year so as to ensure that a sustainable distribution is
available to help finance annual budgets.

« Benchmark 1.3. The Government’s total debt liability (both domestic and
external) at any time should not exceed 60% of GDP, as specified in Te
Kakeega II.

* Benchmark 2.1. In 2008, the Government will increase its budgeted
expenditure on basic education on non-salary expenditure by at least 5%,

e Benchmark 22. In 2008, the Government will increase its budgeted
expenditure on primary and preventative health services (non-salary)
expenditure by at least 5%.

Fiscal performance against these indicators is looked to by AusAID and NZAID as a basis
to assess the Government's eligibility for incentive payments to support the recurrent
budget.

5 The Government is aware that broad, ongoing reforms are needed to meet these
performance benchmarks. Already a process of taxation reform has been commenced with
the support of ADB, with Parliament expected to approve the legal changes on 17
November 2008. The Public Accounts Commitiee has been reinvigorated to provide
greater oversight and accountability to public financial management. In support of the
operations of the Public Accounts Committee, audited accounts of all public corporations
have been completed through until 2006, Further, in 2008 the Government gave a practical
indication of commitment to tackling debt by repaying A$1.0 million to the Outer Islands
Agency Suspense Account overdraft with the National Bank of Tuvalu (NBT).

6. The Government has recognized improved governance as an important
requirement if Tuvalu is to address its development challenges. In particular, the need to
maintain an affordable public sector is a pressing priority. The public sector is too large,
crowding out the private sector in terms of both employment opportunities and wage rates,
influencing income distribution, and encouraging rent-seeking behavior.

7. Government-owned corporations have proven to be a significant drain on the
budget. Tuvalu’s public corporations operate in key sectors of the economy, including
power, telecommunications, finance, tourism, and fisherics. The total level of subsidies
being paid is unclear, as responsibility for the corporations is spread across five ministries.
Most public corporations also rely on the Government to fund major items of capital
acquisition or replacement, some look to the Government to support maintenance and
training needs, and several public corporations have overdraft or term loan facilities with
NBT or elsewhere, guaranteed by the Government.

8. There is ample scope to reduce fiscal leakages and pave the way lor private sector
development through reform of public corporations and taking a more coherent approach
to considering the role of govemnment enterprises. No overarching legislation exists for
public enterprises, while the individual Acts for each Corporation do not detail planning



and reporting requirements, and performance requirements are generally not prepared or
required by Boards. Without these requirements and their enforcement this vital
management information is just not available.

9, The attached Program Policy Matrix sets out a Program of reform to which the
Government of Tuvalu is committed and for which ADB’s partnership is sought in the
form of a US$3.24 million Program grant and supportive technical assistance. The
Program has been formulated through a consultative process with the objectives of
improved macroeconomic stability and avoidance of fiscal crises, facilitating our goal of
sustained growth and directly supporting achievement of the five Performance Benchmark
Indicators. Specifically it will improve the financial performance of public corporations
through prudent management and financial controls; reduction in direct and indirect
subsidies; and development, consolidation, and enforcement of regulatory controls and
performance monitoring systems.

10. The Government commits to the following specific actions prior to grant
effectiveness:
o Parliament’s passing of taxation reform legislation.
o Cabinet approval for development of a Debt Risk Management and Mitigation
Policy and Strategy
o Cabinet approval for development of a Public Enterprise Governance Reform
Strategic Policy
e Cabinet approval for preparation of a Public Corporations Act
« Preparation of a short assessment of private sector business potential

11.  The Government further commits to the following specific actions ahead of release
of Tranche 2:

o Debt Risk Management and Mitigation Policy and Strategy approved by

Cabinet

» Use of the counterpart funds generated by the grant’s first tranche of US$1.24
million to repay part of the Outer Islands Agency Suspense Account held with
the National Bank of Tuvalu
A Public Enterprise Governance Reform Strategic Policy approved by Cabinet
Tabling in Parliament of a draft Public Corporations Act
Preparation of a detailed report on private sector growth potential
The National Bank of Tuvalu will have in place written and board-approved
policies for the timely collection of past due loans and advances of credit, and
for measuring, monitoring, and maintaining adequate liquidity
¢ Parliament to adopt a legal framework for the licensing and on-going

supervision and regulation of banking institutions

- ® 8 @

12.  The specific proceeds of the grant will be used to support the Government’s
settlement of its outstanding overdrafis with NBT. This will improve the liquidity of NBT
and, in combination with the broader reforms planned to strengthen public corporation
performance, will allow for a transparent government decision concerning the most
appropriate ownership structure for NBT, and indeed for other public corporations and
enterprises. This is part of the broader strategy to make the public sector more cfficient
and to better support the growth of the private sector.
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13.  The policy actions adopted under the Program grant rellect the national priorities
as laid out in Te Kakeega II. The implementation of these policy actions will give
direction to the future public sector reform process, with positive impacts on the
performance of government-owned corporations and on the availability of capital to the
privale sector. | am confident that our strong ownership, supported by financial and
technical assistance from ADB, will assist us to achieve these reform goals.

Yours sincerely

[l

Lotoala Metia

Att. Policy Matrix



Table A6: Policy Matrix for Improved Financial Management Program

Focus of the
Reforms

Policy Actions to be Taken Prior to First
Tranche Release December 2008

Policy Actions to be Taken Prior to
Second Tranche Release November
2009

Policy Actions to be Taken Prior to Program
End ,i.e., by 30 March 2010 (Non-tranche policy
actions)

Achieving Performance Benchmark Indicator 1.3: In 2009, Government’s Total Debt Liability (both domestic and external) at any time should not exceed 60% of
GDP, as specified in Te Kakeega Il

Output 1:
Improved Public
Debt
Management
Capacity

1.1 Parliament to pass taxation reform
legislation (an income tax act amendment,
a customs act amendment, and a
consumption tax bill).

(MFEP to provide copy of the enacted
legislation)

1.2 Cabinet to approve the development of
a Debt Risk Management and Mitigation
Policy and Strategy, which shall include:

(i) the processes and responsibilities for
the analysis and approval of proposed
new guarantees and debt;

(ii) processes for prioritizing and
scheduling debt repayment including
debt which is currently not being repaid;
and

(iii) a schedule of timely and standardized
reporting on  Government's debt
portfolio.

(Recorded in cabinet minutes, copy of

the minutes to be provided to ADB)

2.1 Cabinet to approve the debt risk
management and mitigation policy and
strategy, which shall include:

(i) processes and responsibilities for the
analysis and approval of proposed
new guarantees and debt;

(ii) processes for prioritizing and
scheduling debt repayment including
debt which is currently not being
repaid; and

(ii)a  schedule of timely
standardized reporting
Government'’s debt portfolio.

(Recorded in cabinet minutes, copies

of the approved policy and strategy,

minutes, and cabinet paper
supporting the decision to be
provided to ADB)

and
on

2.2 Part of the outer islands agency
suspense account overdraft is repaid
using the counterpart funds generated
from the proceeds of the first tranche
($1.24 million)

(Recorded in Tuvalu Trust Fund
Advisory Committee (TTFAC) and/or
NBT reports)

MFEP to put in place mechanisms and risk
management measures identified in the debt risk
management and mitigation policy and strategy to
ensure  continued improvement  of  debt
management.

(MFEP report on implementation of the debt risk
management and mitigation policy and strategy)

Balance of the outer islands agency suspense
account overdraft is repaid using counterpart funds
generated from the proceeds of tranche 2 ($2.0
million).

(TTFAC and/or NBT reports)

Achieving Performance Benchmark Indicator 1.1: The Government’s recurrent expenditure each year shou
sustainable TTF distribution (Consolidated Investment Fund [CIF]

drawdown).

Id not exceed the total of its recurrent revenue plus a

Output 2:
Strengthened

1.3 Cabinet to approve the preparation of a
public enterprise governance reform

2.3 Cabinet to approve the public
enterprise governance reform strategic

Create a public enterprise reform steering
committee to provide overall guidance on reforms;

9 Xipuaday
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Focus of the

Policy Actions to be Taken Prior to First

Policy Actions to be Taken Prior to

Policy Actions to be Taken Prior to Program

Reforms Tranche Release December 2008 Second Tranche Release November End ,i.e., by 30 March 2010 (Non-tranche policy
2009 actions)
Oversight of strategic policy, which shall include policy, which shall include: to identify lessons learned during implementation

Public Enterprises

(i) Government’s service delivery priorities
and requirements;

(ii) identification of strategic assets and
position on ownership of each
enterprise;

(iii) a process for review of the social and
sustainability implications of changes in
ownership of government assets; and

(iv) identification of small government
business-like activities for possible
transfer to the private sector.

(Recorded in cabinet minutes, copy of

the minutes to be provided to ADB)

1.4 Cabinet to approve the preparation of a

public corporations act, which shall include

(i) the roles of the board of directors and
management of a public corporation,
and procedures and criteria for their
appointment and dismissal;

(i) the requirement for periodic disclosure

of information and filing of audited

accounts;

(iii) a procedure for decorporatization;

(iv) the roles of the relevant ministers and
the auditor general; and

(v) a provision for the
performance contracts
management.

(Recorded in cabinet minutes, copy of

the minutes to be provided to ADB)

introduction of
for

(i) service delivery and
requirements;

(i) identification of strategic assets and
position on ownership of each
enterprise;

(iii) a process for review of the social and
sustainability implications of changes
in ownership of government assets;
and

(iv) identification of small government
business-like activities for possible
transfer to the private sector.

(copies of the approved policy and

strategy, minutes, and cabinet paper

supporting the decision to be
provided to ADB)

priorities

2.4 Cabinet to submit to Parliament a
draft public corporations act, which shall
include

(i) roles of the board of directors and
management of a public corporation,
and procedures and criteria for their
appointment and dismissal;

(ii) requirements for periodic disclosure
of information and filing of audited
accounts;

(iii) a procedure for decorporatization;

(iv) the roles of relevant ministers and
the auditor general; and

(v) a provision for the introduction of

performance contracts for
management.
(Recorded in parliamentary record,

copies of the draft policy, cabinet
paper supporting the submission and
parliamentary record to be provided
to ADB)

and to discuss and then incorporate these in to
subsequent planning and review.

(Copies of terms of reference, committee
membership, and first meeting agenda for the
committee to be provided to ADB)

Create a public enterprises unit within MFEP staffed
by 2 professional staff and a secretary.

(MFEP organizational structure documents to
be provided to ADB)

The preparation of necessary revisions to the
governing acts of each enterprise reflecting
implications of the public corporations act for

1]
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Focus of the
Reforms

Policy Actions to be Taken Prior to First
Tranche Release December 2008

Policy Actions to be Taken Prior to
Second Tranche Release November
2009

Policy Actions to be Taken Prior to Program
End ,i.e., by 30 March 2010 (Non-tranche policy
actions)

submission to Parliament.
(Recorded in parliamentary record)

MFEP to assess trends in, and issues behind, the
current level of subsidies or overdraft request, and
develop clear plans to reduce and eliminate
subsidies within a defined time frame.
(MFEP report on subsidies to
corporations)

public

MFEP to review existing studies and assess the
current tariff levels as a basis for providing options
as to how the financial requirements of TEC and
TTC could be balanced with the cost of the
community service obligations required of them by
the Government. The MFEP to develop a plan to
move TTC and TEC to a financial sustainable basis
where  nonprofitable  social  services are
transparently funded by the Government.

(MFEP’s public enterprises unit reports on TEC
and TTC, to be submitted to ADB)

Achieving Performance Benchmark Indicator 1.1: The Government’s recurrent expenditure each year shou
sustainable TTF distribution (Consolidated Investment Fund [CIF]

drawdown).

Id not exceed the total of its recurrent revenue plus a

Output 3:
Strengthened
Management
Capacity in Public
Enterprises

2.5 The National Bank of Tuvalu to have

adopted written and board-approved

policies, as proposed in PFTAC report of

July 2008, for

(i) the timely collection of past due
loans and advances of credit; and

(i) measuring, monitoring and
maintaining adequate liquidity.

(NBT reports submitted to ADB)

2.6 The Parliament to adopt a legal
framework for the licensing and on-going
supervision and regulation of banking
institutions, which shall provide for
implementation and adherence to the
Basel core principles for effective
banking supervision.

9 Xipuaday
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Focus of the
Reforms

Policy Actions to be Taken Prior to First
Tranche Release December 2008

Policy Actions to be Taken Prior to
Second Tranche Release November

Policy Actions to be Taken Prior to Program
End ,i.e., by 30 March 2010 (Non-tranche policy
actions)

1.5 MFEP to undertake a short assessment
of private sector business potential based
on analysis of sector lending and loan
repayment trends, collation of informal
information through sources such as the
chamber of commerce, as well as
identification of successful small
businesses and a brief analysis of why they
are successful.

(Paper prepared by MFEP and reviewed
by relevant secretaries, a copy of the
paper to be submitted to ADB)

2009
(Recorded in parliamentary record,
copies of parliament record and

relevant legislation adopted are to be
submitted to ADB)

2.7 MFEP to prepare a detailed report on

private sector
reflect the

which shall
community

potential,
results of

consultation. The report shall cover:

@)
(ii)

(iii)
(iv)

v)

(Report

private sector capacity to undertake
small-scale management contracts;
additional upstream and
downstream business potential as a
result of management contracts, as
well as untapped business potential
from existing businesses,
identification of new business
niches;

assessment of business support
requirements including business
and accounting services, and
assessment of outer
business opportunities.
prepared by MFEP and

islands

reviewed by relevant secretaries, a
copy of the paper to be submitted to
ADB)

MFEP to assess the viability of improving
performance of the small business-like activities
that are embedded in relevant ministries’ functions,
through contracting out of services.

(MFEP’s public enterprises unit assessment of
government business-like activities, to be
submitted to ADB)

Assess the capacity and potential of Government
noncorporatized businesses and develop planning
and reporting frame works based on MFEP’s
templates for corporations.

(MFEP report on Government noncorporatized
businesses)

MFEP to review board membership to ensure to the
degree possible that all major roles and skill
requirements are covered by board members.
(Public enterprises wunit report on skills
assessment of current public corporation board
membership and plan to fill skills gaps, to be
provided to ADB)

MFEP to provide capacity building for boards and
general managers in preparation, management,

9g
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Focus of the
Reforms

Policy Actions to be Taken Prior to First
Tranche Release December 2008

Policy Actions to be Taken Prior to
Second Tranche Release November
2009

Policy Actions to be Taken Prior to Program
End ,i.e., by 30 March 2010 (Non-tranche policy
actions)

and monitoring of the corporate plan against its
targets as well as the relationship between the
board and the general manager and the
requirement for role separation.

(Public enterprises unit report on
implementation of its training program for
public enterprise boards and general managers,
to be provided to ADB)

MFEP to develop a proposal for introducing
performance contracts for general managers
(initially) based on achievement of the corporate
plan targets.

(Public enterprises unit report on performance
contracts for public corporation managers, to
be provided to ADB)

Ensure auditor control issues are incorporated into
the corporate plans and progress to implementation
of corporate plans are reported quarterly and
annually to the board.

(Public corporation quarterly and annual
reports, to be provided to ADB)

Public corporations to develop or recruit Financial
management expertise and ensure internal
accounts are prepared internally and not through
external auditors.

(Public corporation quarterly and annual
reports, to be provided to ADB)

MFEP = Ministry of Finance and Economic Planning, MTFF = medium-term fiscal framework, PFTAC = Pacific Financial Technical Assistance Centre.
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Appendix 7

DESCRIPTION OF INELIGIBLE ITEMS

No withdrawals will be made for the following:

@ expenditures for goods included in the following groups or sub-groups of the
United Nations Standard International Trade Classification, Revision 3 (SITC,
Rev. 3) or any successor groups or sub-groups under future revisions to the
SITC, as designated by ADB by notice to the Recipient:
Ineligible Items
Chapter Heading Description of ltems
112 Alcoholic beverages
121 Tobacco, unmanufactured; tobacco refuse
122 Tobacco, manufactured (whether or not containing tobacco
substitute
525 Radioactive and associated materials
667 Pearls, precious and semiprecious stones, unworked or worked
718 718.7 Nuclear reactors, and parts thereof, fuel elements (cartridges),
nonirradiated for nuclear reactors
728 728.43  Tobacco processing machinery
897 897.3 Jewelry of gold, silver or platinum-group metals (except watches
and watch cases) and goldsmiths’ or silversmiths’ wares
(including set gems)
971 Gold, nonmonetary (excluding gold ore and concentrates)

Source: United Nations.

(ii)

(iii)

(iv)

v)
(vi)

(vii)

expenditures in the currency of the Recipient or of goods supplied from the
territory of the Recipient;

expenditures for goods supplied under a contract that any national or
international financing institution or agency will have financed or has agreed to
finance, including any contract financed under any loan or grant from the ADB;

expenditures for goods intended for a military or paramilitary purpose or for
luxury consumption;

expenditures for narcotics;

expenditures for environmentally hazardous goods, the manufacture, use or
import of which is prohibited under the laws of the Recipient or international
agreements to which the Recipient is a party; and

expenditures on account of any payment prohibited by the Recipient in
compliance with a decision of the United Nations Security Council taken under
Chapter VII of the Charter of the United Nations.



DEVELOPMENT COORDINATION MATRIX

Sectors and
Themes

Alignment with
Te Kakeega ll
Priorities

Current ADB
Strategy/
Activities

Other Development Partners’ Strategies and/or Main Activities

Multilateral Institutions and the UN System

Bilateral

Aid Coordination

(i) Development partners agreement under preparation
(ii) Half-yearly donors meetings around TTF meetings
(i) Efforts to promote joint programming and missions (e.g., ADB, Australia, and New Zealand have had joint programming

missions)
Education Goal 6: Human Upgrade of TMTI EU Science equipment for primary and Taipei, Support to TMTI
Resource secondary schools China
Devel t . . . i
evelopmen Outer islands primary school projects AusAID | School supplies
Textbooks for secondary schools Tuvalu education support program
Development school intakes
Health, Nutrition Goal 3: Social UNDP Support women's health programme NZAID Operation and management of health
and Social Development . . . services—NZMTS
Protection Social development policy project _
HIV/AIDS prevention campaign AusAID Health (fiscal management reform)
PIFS Sector planning—AusAID India Establishment of the open learning
center
Japan Outer islands medical facility upgrade
Law, Economic Goal 1: Good Law Revisions — UNDP Improving capacities of Parliament Taipei, | General elections
Management, Governance Leadership Code . China . .
gen ; P UNESCO | Support to strengthening local Council of chiefs
and Public Policy
Goal 2: Demography and governance .
oal z Kakeega Il matrix
Macroeconomic riealth Survey PIFS Computer—aid management .
Growth and (jointly with Australia defense program
s AusAID T
Stability ) SPC Board of Governors meeting—ADB Support for ministers’ travel
Taxation Reform ;  otaticti
Capacity development—statistics Support for UN mission to New York
department
Land reforms microfilming
Office maintenance—prisons and
police
Turkey Travel document (passports)
AusAID | Advisors to auditor general and

attorney general
Demography and health survey

People’s lawyer

8 Xipuaddy
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Sectors and
Themes

Alignment with
Te Kakeegalll
Priorities

Current ADB
Strategy/
Activities

Other Development Partners’ Strategies and/or Main Activities

Multilateral Institutions and the UN System

Bilateral

NZAID

India

Japan

Staff attachment—Auditor General's
Office

Auditor General's Office—office
equipment

Advisor for Prime Minister
(development policy)

Water Supply,
Sanitation and
Waste
Management

Goal 8:
Infrastructure and
Support Services

EU

UNDP
and
UNEP

Waste management—Funafuiti and
Nanumea

Water sanitation

Implementing sustainable integrated
water resource and wastewater
management

Japan

AusAID

Some initiatives on stable water
supply

Construction of Rotamould water
tanks

Transportation
and
Communication

Goal 8:
Infrastructure and
Support Services

Japan

Taipei,
China

Nivaga ll—fuel
Manufolau—fuel
Upgrading Funafuti port

Improvement of AM broadcasting
system

Nanumea Meapu bridge

Niutao Olioli causeway

Nukufeatu jetty

Mataili slipping

ICT development activities

Funafuti high-speed wireless internet

Government network enterprise
internet

ICT spare parts

Queens warehouse maintenance

Energy

Goal 8:
Infrastructure and
Support Services

UNDP

Assistance toward accessing affordable
renewable energy

Japan

TEC fuel provision

Establishment of Japanese
counterpart fund

Solar photovoltaic introduction

09
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Alignment with

Current ADB

Other Development Partners’ Strategies and/or Main Activities

Private Sector
Development

Sectors and Te Kakeegalll Strategy/
Themes Priorities Activities Multilateral Institutions and the UN System Bilateral
Environmental Goal 7: Natural Country SOPAC Environmental awareness program Taipei, Renovation of Niulakita meteorological
Sustainability Resources: Environment Tuval i China station
Agriculture, Assessment preenergy potey Recycling plastics and other solid
Fisheries, Tourism, Tuvalu topographical update was%les gp
and Environmental )
Management Land marketing
SPREP Survey to assess EIA capacities and
and capacity needs Japan Feasibility study for environmental
NZAID protection
GEF GEF grant
Pacific adaptation to climate change— Italy Outer islands solar power
Tuvalu included.
UNDP National adaptation program of action
and (NAPA) implementation
UNEP . .
Establish environmental database
UNEP Persistent organic pollutants
Capacity development to sustain global
environmental benefits
Accelerating the use of renewable energy
technologies
AusAID Phase Il of Pacific island climate
prediction project
Governance Goal 2: Fiscal UNESCO | Computer India Vehicle
Macroeconomic Governance
Growth and (Modernization of AusAID | Support tax reforms
Stability Customs Act)
Private Sector Goal 4: Taipei, Support SMEs
Development Employment and China

ADB = Asian Development Bank; AusAID = Australian Agency for International Development; EU = European Union; GEF = Global Environment Facility; ICT = Information and
Communication Technology; NZAID = New Zealand Agency for International Development; NZMTS = New Zealand Medical Treatment Scheme; PIFS = Pacific Islands Forum
Secretariat; SME = Small and medium enterprises; SOPAC = Pacific Islands Applied Geoscience Commission; SPC = Secretariat of the Pacific Community; SPREP =
Secretariat of the Pacific Regional Environment Programme; TEC = Tuvalu Electricity Corporation; TMTI = Tuvalu Maritime Training Institute; UNDP = United Nations

Development Programme; UNEP = United Nations Environment Programme; UNESCO = United Nations Educational, Scientific and Cultural Organization.
Source: Government of Tuvalu.
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62 Appendix 9

SUMMARY POVERTY REDUCTION AND SOCIAL STRATEGY

Country and Project Title: Tuvalu Improved Financial Management Program

Lending/Financing
Modality:

Department/ | Pacific Department/Pacific

Program Grant Division: Subregional Office

l. POVERTY ANALYSIS AND STRATEGY

A. Link to the National Poverty Reduction Strategy and Country Partnership Strategy

1. Based on the country poverty assessment, the country partnership strategy, and the sector analysis, describe how the
project would directly or indirectly contribute to poverty reduction and how it is linked to the poverty reduction strategy of
the partner country.

Tuvalu has experienced poor economic growth over the last 5 years. Real gross domestic product grew at only around
2%—-3% per annum. Economic growth is mainly driven by offshore earnings, public sector expenditure, and construction.
Broadening of economic activity and private sector development are key strategies for improving economic growth rates
and reducing poverty.

The Government's Te Kakeega Il 2004-2010 lays the foundation for sustainable and broad-based economic growth
supported by continued reforms and private sector development to improve the quality of life for all people in Tuvalu. In the
micro-sized economy of Tuvalu, poor expenditure allocation decisions have significant opportunity costs. For this reason,
effective fiscal management will make the greatest contribution to meeting Government priorities and is the focus of the
CPS. Poor people are disproportionately affected by shifts in government expenditure and also by poor reliability and
quality of utility services (power, water), and by inefficiencies in public utilities

B. Poverty Analysis Targeting Classification: General intervention

1. Key Issues

During implementation of the public enterprise governance reform strategic policy included in the policy matrix poverty
analysis will be required in relation to changes made to public service providing public corporations and government
business enterprises—these may include providers of power, water, telecommunications and banking services. This
should include both analysis of impact of any changes (including in tariffs and service quality) on current clients and also
on potential clients where access to services is increased. This analysis should inform the design of community service
obligations and allow for better targeting of safety nets to ensure the access of the poorest to basic levels of services.

2. Design Features.
There are no specific pro-poor design features.

Il SOCIAL ANALYSIS AND STRATEGY

A. Findings of Social Analysis

Key Issues. The impact of the program on the budget should provide benefits to the Tuvalu economy and the Tuvaluan
people. The specific areas of impact ans scale of impact will be dependent on the decisions government makes once a
strengthened policy and legislative environment is put in place and so is unable to be assessed at this point. The potential
impacts of resultant government decisions will be assessed and analyzed under the supporting TA.

B. Consultation and Participation

1. Provide a summary of the consultation and participation process during the project preparation.

Stakeholder analysis will be undertaken as part of the reform process to fully understand and take into account the views
of, and interests of, and impacts on all stakeholder groups. This analysis will be supported through the technical
assistance (TA) for Capacity Development for Public Financial Management.

2. What level of consultation and participation (C&P) is envisaged during the project implementation and monitoring?
[ Information sharing X Consultation [] Collaborative decision making [ ] Empowerment

3. Was a C&P plan prepared? [] Yes [X] No
If a C&P plan was prepared, describe key features and resources provided to implement the plan (including budget,
consultant input, etc.). If no, explain why.
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Stakeholder analysis will be undertaken as part of the reform process to fully understand and take into account the views
of, and interests of, and impacts on all stakeholder groups. This analysis will be supported through the technical
assistance (TA) for Capacity Development for Public Financial Management.

The TA for Capacity Development for Public Financial Management which supports the implementation of the policy matrix
includes provision for a local project facilitator, the TOR for which focus on consultation and participation activities to be
undertaken under the guidance of the technical specialists and advisors. These activities will be directed at client groups
and public enterprise workers, as well as government officials and parliamentarians. The TA for Capacity Development for
Public Financial Management incorporates the preparation and implementation of stakeholder participation and
consultations into the reform process.

C. Gender and Development

1. Key Issues.
Currently, no specific adverse impacts on women are foreseen.

2. Key Actions. Measures included in the design to promote gender equality and women’s empowerment—access to
and use of relevant services, resources, assets, or opportunities and participation in decision-making process:
[J Genderplan [ Other actions/measures  [X] No action/measure

Summarize key design features of the gender plan or other gender-related actions/measures, including performance
targets, monitorable indicators, resource allocation, and implementation arrangements.

The activities supported under the policy matrix will actively encourage representation by women on the boards of public
corporations.

l. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS

Issue Significant/Limited/ Strategy to Address Plan or Other Measures
No Impact Issue Included in Design
No impact The Program is not
Involuntary envisioned to require any ] Full Plan
Resettlement resettlement [] Short Plan
[] Resettlement Framework
XI No Action
No impact The Program is not
Indigenous Peoples envisaged to have any ] Plan
impacts on indigenous [] Other Action
people. [J Indigenous Peoples
Framework
XI No Action
Limited In the medium term the
Labor Program is expected to
X Employment create new private sector ] Plan
opportunities job opportunities as [] Other Action
[] Labor retrenchment contracting out of XI No Action
[ Core labor standards government services is

considered. In the longer
term more efficient public
corporations should reduce
the costs of doing business
and promote private sector
development, hence,
create private sector job
opportunities.

Limited Government is currently
Affordability ensuring affordability of ] Action
utility services (power Xl No Action

telecom, water, etc.) by
controlling tariffs. This,
however, does not
specifically target the
neediest, and has become
unaffordable to
Government. The review of
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tariffs and development of
processes for identifying
and funding community
service obligations will
provide affordable services
for targeted groups in a
manner that is financially
sustainable for
Government.

Other Risks and/or
Vulnerabilities
[CIHIV/AIDS

[JHuman trafficking
[Jothers(conflict, political
instability, etc), please
specify

No impact

No other social risks of the
Program have been
identified.

[ Plan
[] other Action
XI No Action

V. MONITORING AND EVALUATION

Are social indicators included in the design and monitoring framework to facilitate monitoring of social development
activities and/or social impacts during project implementation? X] Yes [J] No

Given the expected positive impact of the program on Tuvalu’s budget the Performance Benchmark indicators relating to
primary education and primary health expenditure as a proportion of total budget expenditure will be monitored.






