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I. DEVELOPMENT TRENDS AND ISSUES  
 
 
A. Country Background  
 
1. Demography. Nauru has a population of approximately 10,000 people and a land 
area of 21 square kilometers. The rate of population growth has been low (0.58%) in recent 
decades. Nauru is the smallest state in the South Pacific and second smallest state by 
population in the world, also the smallest ADB development member country (DMC). The top 
ethnic groups of Nauru are Nauruan (58%) and other Pacific Islander (26%).  
 
2. Millennium Development Goals Nauru is 56.6% on track and 34.7% off track in 
relation to the achievement of the eight Millennium Development Goals (MDGs) agreed by the 
international community to strengthen performance in social and economic development by 
2015. A status report on progress towards meeting MDG goals and targets is included in 
Appendix 1, Table 1. Progress is considered to be lagging in three areas:  

 
(i) Extensive land degradation, caused by mining, affects about 90% of the 

island indigenous vegetation and species. Water resources are very limited. 
Drinking water and basic sanitization does not meet the World Health 
Organization (WHO) standard;  

 
(ii) Promoting gender equality and empowering women, where for example only 

two women have ever been elected to Parliament in Nauru; and 
 

(iii) Aid is an essential source of funding for Nauru’s development. As a 
percentage of Gross Domestic Product (GDP) aid receipts are higher in 
Nauru than any other Pacific Island Country.  Most aid is centrally managed 
and captured by the Ministry of Finance, with project appraisal, monitoring 
and reporting conducted by the Aid Management Division (AMD). Much of the 
aid is nevertheless fragmented through Government departments dealing 
directly with donors without a coherent and coordinated framework.  

 
3. Economic growth and prospects The reopening of the Australian regional 
processing centre for asylum seekers (RPC) is providing a major economic boost to Nauru. At 
the same time it stretches service delivery and distorts the local labor market. The RPC is 
providing substantial benefits to Nauru in terms of more jobs. The RPC currently employs 600 
Nauruans (as of 1 September 2013). There also has been job growth in other parts of the 
economy with Eigigu Holding Company, a large Sate Owned Enterprise (SOE), and Central 
Meridian, the largest local construction firm, both reporting a quadrupling and tripling of staff, 
respectively. Nauru’s labor market is likely at, or approaching, full employment. If the RPC 
reaches capacity of 3,200 transferees, the Australian government estimates a demand for an 
additional 1,000 local staff. How this demand will met requires careful consideration given 
current distortions and shortages in the local labor market with local employers reporting 20% 
average wage increases to attract and retain staff.   
 
4. Growth of 8% is forecast for FY2015 following growth of 10% in FY2014 with the 
economic boost from the RPC being partly offset by lower phosphate exports. In addition to the 
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boost from the RPC, growth in Nauru in 2014 and 2015 will also be boosted by the liquidation of 
the Nauru Phosphate Royalties trust, which has holdings of over A$90 million that will be 
distributed to Nauruan landowners. Phosphate production is expected to continue to decline to 
around 360,000 tons per year in FY2014 and FY2015 from earlier level of 500,000 tons per year 
as primary phosphate becomes more difficult to find and secondary phosphate takes an 
increasing share of production. 
 
5. Inflation is forecast to accelerate to 6-7% in FY2015 following 5% inflation in FY2014 
as weak international food prices and strong retail competition offset other inflationary 
pressures. 

 
6. Fiscal management and debt A debt assessment done by the Pacific Financial 
technical Assistance Centre (PFTAC) in February 2014 found a much lower level of debt than 
previous studies due to extensive government payment of debt and arrears as well as the 
elimination of debt related to the Bank of Nauru. The study, which did not consider SOE debt, 
found that: (i) external debt is estimated at $9.7million; (ii)arrears are estimated at $14.9million 
(includes domestic and external); and (iii) contingent liabilities are at $2 million 

 
7. Total debt, arrears and liabilities are at $27 million. This number appears on the low 
side as it does not include over $50 million in yen loans. The originator of these loans onsold 
them to a buyer of distressed debt at a fraction of the face value and repayment is now subject 
to litigation. Irrespective, Nauru debt has fallen significantly in recent years and the debt 
(excluding the yen loans) could be paid off in the next 3 years. 
 
8. Government expenditure has grown considerably, rising from $A57.9 million in 2012-
13 to a planned A$96 million in 2013-14. This increase has been made possible by large 
increases in RPC-related revenues and, to a lesser extent, strong growth in fisheries license 
revenues. 
 
9. Projections of future revenues and expenditures for the 2014-15 and 2015-16 years 
show the recent trend of strong growth in government revenues will continue, driven by visa 
revenue related to the RPC. It is anticipated that there will be 2800 refugees by the end of 2016-
17 as Australia closes other processing centres in Australia and relocates asylum seekers to 
Nauru. This results in a projected increase in government revenues to around A$108-110 
million, a 16-17% increase on current year revenues. A key danger is that the ongoing revenue 
increases are built into a level of recurrent expenditure which may be unaffordable when RPC 
revenues slow. Continued spending increases will also contribute to emerging inflationary 
pressures in Nauru. ADB has recommended that the government direct the additional revenues 
to the trust fund. Paying off debt and spending on much needed infrastructure improvements to 
the port and the TVET learning village would also reduce the increase in recurrent expenditure. 
 
10. Political economy Nauru is a republic with a parliamentary government system. The 
president is both head of state and head of government. A 19-member unicameral parliament is 
elected every three years. The parliament elects the president from its members, and the 
president appoints a cabinet of five to six members. Nauru does not have any formal structure 
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for political parties, and candidates typically stand for office as independents; 15 of the 19 
members of the current parliament are independents. Parliamentarians often shift allegiances 
between government and opposition, resulting in frequent episodes of political instability. 
Changes of government generally also lead to significant changes to government personnel and 
expatriate advisers, posing threats to program continuity. 
 
11. Development challenges Since 2004, and with substantial external financial and 
technical assistance, successive governments has been dealing with the near-exhaustion of 
primary phosphate reserves and the legacy of years of economic mismanagement, including 
mismanagement of the Nauru Phosphate Royalties Trust (NPRT) that led to its placement into 
receivership in early 2004 and mismanagement of an overwhelmingly dominant public 
enterprise sector. 
 
12. The Government has undertaken a number of reforms since 2004 that have enabled 
it to capitalize on the resumption of phosphate mining and high levels of assistance. It has run 
balanced budgets and significantly reduced government debt as well as introducing reforms in 
the financial sector, SOE restructuring, utilities, transport infrastructure and governance reforms.  
 
13. Despite progress in these areas in recent years, Nauru continues to face daunting 
challenges. Nauru’s greatest challenge is to diversify economic activities beyond reliance on 
phosphate mining, foreign aid, and revenues from fishing licenses. Other possible industries—
including niche tourism, commercial tuna fishing, and manufacture of dolomite tiles—are not 
expected to replace the phosphate industry in terms of economic productivity, at least not in the 
medium term and it is uncertain how long the RPC will operate. A new Nauru trust fund could 
also help capture the windfall gains from the RPC and other sources and transform them into a 
future revenue stream to support service delivery.  

 
14. Improving the security and sustainability of the energy supply is a key priority given 
the frequent outages experienced by, and the increasing demands made on, the country’s 
antiquated energy infrastructure. Key transport infrastructure such as the port is also in an 
unsustainable condition and needs major capital expenditure. 

 
15. While some progress has been made since 2004 in improving the quality of public 
financial management (PFM), a considerable number of outstanding issues need to be resolved 
to achieve a more satisfactory overall standard. A major improvement is also required in the 
financial performance and governance of Nauru’s major SOEs. A public expenditure and 
financial accountability assessment in 2010 forms the basis of the government’s PFM roadmap. 
Together with Australian and the PFTAC, ADB participates in an annual economic monitoring 
and reform dialogue process through Australian’s Program Monitoring Advisory Group. This 
dialogue will form the basis for future PFM reform programs based on a common policy matrix. 
 
16. Education outcomes are improving but are still poor by international standards. 
There are comparatively few experienced persons to take on key management roles in the 
public sector. Levels of noncommunicable diseases (i.e., diabetes and cancer) are among the 
highest in the world. A summary of poverty and social indicators is provided in Appendix 1, 
Table 3.  
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17. Being very close to the equator, Nauru does not experience tropical cyclones, 
although it is subject to strong winds and sea swells. The main climate extreme experienced by 
Nauru is drought, lasting as long as 36 months. Droughts usually occur during La Niña events 
when the surrounding sea temperature is lower, resulting in less cloud and rainfall. Prolonged 
droughts impact the underground freshwater lens, causing in water supply problems and severe 
stress on natural ecosystems. At the same time, climate change is expected to have impacts 
including higher average temperatures, more very hot days, higher overall rainfall, more 
frequent occurrences of heavy rainfall, increased sea level, and increased acidity of the ocean 
affecting the coastal ecosystem.  The Government is working with the international community 
to manage the risks associated with natural disasters and to prepare adaptation measures in 
relation to climate change. A summary of environment indicators is provided in Appendix 1, 
Table 4.  

B. Highlights of Previous ADB Country Strategy  
 

1. Past Performance (COBP) result framework  
 
18. ADB’s Pacific Approach 2010-2014 has served as Nauru’s CPS since ADB re-
engaged in 2008 and prepared its first Country Operations Business Plan (COBP) in 2011. The 
current COBP covers the period 2014-2016.  
19. The COBP 2015-2016 continued support to Nauru through public sector 
management and energy and has also introduced ADB support to transport infrastructure from 
2015. Results achieved to date in the areas of energy and public sector management have 
been:  

 
Energy 

Sector outcomes / indicators ADB areas of intervention Results 
1. Frequency and duration of 
unplanned generation outages 
reduced by 50% by June 2016.   
 
2. Lower fuel consumption.   
Baseline: 2010 = 3.4 kWh/liter of 
diesel consumed.   
 
Target: by June 2016 = 4.1 kWh/liter 
of diesel consumed. 
 
3. Independent board of directors 
approve annual report by December 
2015 

 

New diesel-fired generation put into 
service to supply reliable base-load 
power for NUC 
 
 
 
NUC implements asset-
management and maintenance plan; 
improved accounting systems; and 
revised corporate governance 
arrangements. 

PPTA underway for Electricity 
Supply Security and Sustainability 
NAU 46455 ($2.0 million ADF 
grant/$2.7 EU co-financing) 
 

 
CDTA Institutional Strengthening of 
NUC ($0.3 million TASF-IV) under 
implementation 

NUC = Nauru Utilities Corporation, PPTA = project preparatory technical assistance, CDTA = capacity 
development technical assistance 
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Public sector management 
Sector outcomes / indicators ADB areas of intervention Results 

Improved revenue management, 
budget and planning processes, and 
overall financial management. 

Indicator: improvement of procurement 
scores to B by FY2016 against the 
FY2011 Public Expenditure and 
Financial Accountability Assessment  
(FY2011 baseline: D) 

Management improved through 
introduction of performance-based 
contracts. 

Indicator:10% increase in dividend 
payments by RONPhos by FY2016  
(FY2013 baseline: A$3.8million 
 
A business environment more 
conducive to private investment 

Support for planning, economic 
management and budget 
 
 
 
 
 
 
 
 
Support to improve corporate 
Governance for selected state 
owned enterprises and capacity 
development. 
 
 
 
Private Sector Development 
Initiative Phase II  

Government fulfills conditions for 
first  PFM Reform Program involving 
2 tranches  of  budget support  
totaling $4 million in 2012 and 2014,  
 
 
 
 
 
 
TA for Regulatory and Governance 
Reform For Improved Electricity 
Supply rated successful 
 
 
 
 
 
Bendigo Bank selected as preferred 
candidate to open a bank branch on 
Nauru 

RONPHOS = Republic of Nauru Phosphate Corporation  
 

2. Assessment of Achievements  
 
20. The key achievements of the previous ADB country strategy have been:  

 
(i) Corporatizing the Nauru Utilities Corporation; 
(ii) Catalyzing $2 million in co-financing for energy sector investment; 
(iii) Processing and implementing Nauru’s first ADF project, the Public Financial 

Management Reform Program; 
(iv) Working with the Government and other development partners on a program of 

annual PFM and economic assessments; 
(v) Providing technical assistance in support of important reforms in public finance 

management including the first PEFA assessment for Nauru; 
(vi) Leading the program of assistance to Nauru in pursuing performance 

improvements and reforms in the management of public enterprises including 
performance management systems for NUC and RONPHOS; 

(vii) Designing a new Nauru trust fund currently being discussed with government and 
development partners; 

(viii) Government adoption of a Nauru Women’s Policy and CEDAW Implementation 
plan; and

(ix) Bendigo Bank selected as preferred candidate to open a bank branch on Nauru.


21. Results for 2013 for Nauru under the ADB country performance assessment (CPA) 
framework are included in Appendix 2. Between 2008 and 2012, Nauru’s performance was 
assessed to have improved significantly in the public sector management and institutions, 
economic management and policies for social inclusion / equity clusters. Performance was 
assessed to have remained unchanged in the structural policy cluster. Portfolio performance 
has remained constant due to the low level of ADB operations in this period.  
 
22. The 2013 CPA results assess Nauru as performing at the lower end of Pacific and 
Asian developing member countries. The reintroduction of modern financial services to Nauru 
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would have the largest overall impact on CPA scores and could even lift Nauru out of the fragile 
states category. 

 
 

II. COUNTRY STRATEGIC PRIORITIES  
 
 
A. Developing ADB’s Strategic Priorities for Nauru 
 

1. Nauru Policy Development and Implementation Framework  
 
23. The 2005-2025 National Sustainable Development Strategy (NSDS) outlines Nauru’s 
long-term vision, message and goals. The vision of NSDS emphasis the desired outcome of 
sustainable improvements in the quality of life experienced by Nauruans and signals that 
partnership at all levels will be a key vehicle to achieving this.  
 
24. The decline in social economic conditions that has marked the last decades makes 
improvement in the quality of life the focus for development effort. On the other hand the long 
dependence on government makes partnerships between government, business, community, 
and individuals a necessary means to achieving the vision.  
 
25. NSDS includes five long-term goals:  

(i) Stable, trustworthy, fiscally responsible government; 
(ii) Provision of enhanced social, infrastructure and utilities services; 
(iii) Development of an economy based on multiple sources of revenue; 
(iv) Rehabilitation of mined out lands for livelihood sustainability; and 
(v) Development of domestic food production 

 
26. The national vision, goals and strategies were derived from the following priorities 
established through the consultation process throughout the development of NSDS:  (i) 
Economic Sector, (ii) Social sector, and (iii) Infrastructure Sector. 
 
27. Figure 1 compares the vision, objectives and themes of ADB’s planning processes 
(ADB Strategy 2020, ADB’s Pacific Approach 2010-2014, and the Nauru Country Operations 
Business Plan 2014-2016 with those of the Nauru NSDS 2005-2025. It then draws out areas of 
common ground, and examines the alignment with NSDS of ADB’s ongoing and proposed 
areas of activity.  
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                                                  Figure 1: Strategic Framework 
 

 
  

Nauru NSDS 2005-2025 ADB Strategy 2020 ADB Pacific Approach 
2010-2014 

ADB Country Operations 
Business Plan Nauru 2014-
2016 

Vision 
A future where individual, 
community, business and 
government partnerships 
contribute to a sustainable 
quality of life for all Nauruans 

Vision 
An Asia and Pacific free 
of poverty 

Goal
Sustained and resilient 
economy, improved 
standards of living 

Aims 
1. Continue ADB’s emphasis 
on inclusive growth 
2. Further strengthen 
knowledge solutions 
3. Address emerging needs 
within the broad contours of 
ADB’s Strategy 2020 
4. Actively leverage 
resources through co-
financing. 

Long term goals 
1. Stable, trustworthy, fiscally 

responsible government 
2. Provision of enhanced 

social, infrastructure and 
utilities services 

3. Development of an 
economy based on multiple 
sources of revenue 

4. Rehabilitation of mined out 
lands for livelihood 
sustainability 

5. Development of domestic 
food production 

Mission 
To help DMCs reduce 
poverty and improved 
living conditions and 
quality of life 
 
 
Strategic Agendas 
Inclusive growth, 
environmentally, 
sustainable growth and 
regional integration 

Agenda 
To foster connectivity, 
consensus, and a greater 
community through:  
1. Inclusive and 

environmentally 
sustainable growth 

2. Good governance 
3. Regional cooperation 

and integration 

Continue the strategic 
directions of the Asian 
Development Bank (ADB) in 
Nauru by concentrating on 
strengthening public sector 
management, transport 
infrastructure and energy. 

   

 Drivers of change
1. Private sector 

development and 
private sector 
operations 

2. Good governance 
and capacity 
development 

3. Gender equality 
4. Knowledge equality 
5. Partnerships

Operational Priorities
1. Transport, ICT 
2. Energy 
3. Urban Development, 

water, sanitation 
4. Education 

 

Priority Sectors: 
1. Public sector 

management  
2. Energy  
3. Transport , Infrastructure 

 

 Core specializations
Infrastructure 

1. Environment, 
including climate 
change 

2. Regional cooperation 
and integration 
financial sector 

3. Regional 
cooperation and 
integration 

4. Financial sector 
development 

5. Education 
development 

 

Drivers of change
1. Improved private 

sector environment 
2. Public sector 

management 
3. Capacity development 
4. Climate change 

adaption and 
mitigation 
development 

5. Development 
partnership 

6. Gender mainstream 
partnership 

 

Drivers of change
1. Improved private sector 

environment 
2. Public sector 

management 
3. Capacity development 
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ADB Pacific Approach 2010-2014 
Operation Priorities                                                                            
1.Transport, ICT 
2.Energy 
3.Urban Development, water, sanitation 
4.Education 
Drivers of Change 
1.Improved private 
sector environment 

2.Public sector 
management 

3.Capacity 
development 

4.Climate 
change 
development 

5.Development 
partnership 

6.Gender 
mainstream 

  
 
  

Nauru NSDS 2005-2025 Sector Goals  
Economic sector goals Social & Communities 

Sector Goals 
Infrastructure Goals Cross Cutting Sector 

Goals 
Macroeconomic 
management 
A stable macroeconomic 
environment conductive to 
private investment 
established 

Education 
Improve the quality and 
broaden the scope and 
reach of education 

Energy
Provide a reliable, 
affordable, secure and 
sustainable energy supply to 
meet socio-economic 
development needs 

Public administration
Strengthen and develop 
the institutional capacity 
of the Nauru Public 
Service 

Agriculture 
Increased level of domestic 
agricultural production 
aimed at addressing food 
security and healthy 
livelihoods 
 

Health  
A healthy and productive 
population 

Water & Sanitation
Provide a reliable, 
affordable, secure and 
sustainable water supply to 
meet socio-economic 
development needs 

Governance institutions
Strengthen parliament, 
audit, justices, law, order 
and border and control 

Fisheries 
Enhance development 
sustainable management of 
marine and fisheries 
resources to provide 
sustainable economic 
returns 

Sports 
Enhanced quality of life 
through sports for all 

Waste & Sewerage
Effective management of 
waste and pollution that 
minimizes negative impacts 
on public health and 
environment 

Land 
A transparent and fair 
land management 
system that supports 
social, economic and 
private sector 
development  

Mining & Quarrying 
Efficient and effective use 
of mining and quarrying 
resources 

Traditional leadership & 
culture 
A healthy, socio-cultural, 
inclusive, cohesive and 
self-reliant community with 
sustainable livelihoods 

Transport
Improve transport 
infrastructure and provide 
reliable and affordable public 
transport service 

Environment 
Sustainable use and 
management of the 
environment and natural 
resources for present 
and future generations 

Commerce, industry & 
business development 
Promote development of 
small and micro 
enterprises, foreign 
investment and economic 
integration into the global 
economy 

Women & Development
A just society that 
recognize and respects the 
rights of women and 
promotes equal 
opportunities 

Communications and media
Provide universal and 
reliable access to internally 
competitive communication 
services an independent and 
commercially viable media 

 

Tourism 
Promote development of 
small-scale sustainable 
eco-tourism 
 

Youth development 
Investing in youth, a 
sustained future for Nauru 

 

Financial services 
An effective, competitive 
and stable financial system 
that will enhance economic 
growth and development 

Civil society 
A robust, vibrant and 
effective civil society for a 
just and peaceful Nauru  
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2. Strategy 2020/Pacific Approach  
 
28. Ongoing ADB activities in energy and infrastructure, link with operational priorities 2 
and 3 in ADB’s Pacific Approach (energy and urban development, water, sanitation), and 
contribute to the Nauru NSDS infrastructure sector goals, to provide reliable, affordable, secure 
and sustainable energy supply, and improve transport infrastructure.  Also contributing to the 
Nauru long-term goals of providing of enhanced social infrastructure and utilities services. 
 
29. Ongoing ADB activities providing support to public sector management through 
budget support, implementing the public financial management reform program, link with drivers 
of change 2 in ADB’s Pacific Approach (public sector management), and contribute to the Nauru 
NSDS economic sector goals and cross cutting sector goals.   

 
30. Other sector goals in the NSDS (social and communities sector goals) are not 
included as areas of priority for ADB engagement in ADB’s Pacific Approach, and are not being 
addressed by ADB in Nauru. The health and education sectors in Nauru also receive support 
from Development Partners, including Australia and New Zealand.  
 

3. Priority Sectors  
 
31. At a strategic level, ongoing ADB activities are consistent with both Nauru NSDS and 
ADB’s Pacific Approach 2010-2014. It is appropriate for ADB to continue working with Nauru in 
these areas. Strategic priorities for ADB’s Country Operations Business Plan 2015-2017 are 
therefore to help Nauru on strengthening public sector management, transport infrastructure 
and energy.  
 
32. Sector/thematic assessments for ADB’s strategic priorities in Nauru are provided in 
Appendix 3. These  assessments  take  stock  of  the  sector  situation  and  key  issues, 
Government’s sector policy and planning framework, Government’s institutional arrangements 
and capacity in the sector, ADB’s sector experience, and other development assistance 
provided to the sector.  

 
33. These strategic priorities contribute significantly to the achievement of Nauru’s 
development objectives, they align well with ADB’s planning processes and areas of 
comparative advantage, and they complement the strategies and activities being pursued by 
other Development Partners.  

 
4.  Other Development Partners  

 
34. The activities being supported by other development partners in these areas of 
strategic priority for ADB are summarized in Appendix 1, Table 5.  
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35. In the Energy sector, other development partners are supporting NSDS objectives in 
the following ways: (i)The Government of Australia has provided frequent capital infusions for 
Nauru Utilities Corporation’s (NUC) power and water-supply operations and funded salaries of 
expatriate professionals in key management positions; and (ii) The European Union has 
contributed to NUC’s capital stock in distribution network reinforcements. 


 
36. In relation to public sector management, other development partners are supporting 
Nauru long term goals in the following ways: (i) Australian government is providing budget 
support through their performance linked aid program and technical assistance for the 
introduction of a Financial Management Information System and procurement reform; (ii)The 
Pacific Financial Technical Assistance Centre is providing TA for new financial instructions, 
revenue reform and debt management. 
 
37. In relation to infrastructure, other development partners are supporting Nauru long 
term goals in the following ways: (i) The Pacific Region Infrastructure Facility is providing TA for 
the Nauru Economic Infrastructure Investment Plan and pre-feasibility study for port 
redevelopment; and (ii)�The government of Japan is carrying out economic analysis for port 
redevelopment.  
 

38. Important trends of development assistance to Nauru in recent years have been: 

 
(i) A focus on budget support, linked to a policy reform matrix agreed jointly by 
government and development partners;   
(ii) A reduction in overall aid dependence as revenues from the RPC have surged;  
(iii) Ongoing discussions between government and development partners on the 
establishment of a Nauru trust fund with development partners on the Board; and   
(iv) Donor coordination on infrastructure through the Pacific Region Infrastructure
facility. 


A. Implementation Issues  
 

1. Efforts to build ownership  
 
37.  Key initiatives in building Nauruan ownership of ADB activities include close consultation 
and participation with Nauruan stakeholders at all stages of activity identification, formulation 
and implementation; ensuring close alignment between ADB activities and Nauru’s development 
strategies; working with Government and other development partners in pursuing reform 
through a joint policy matrix; use of local consultants wherever possible; and frequent visits by 
the Nauru country team to the island.  
 

2. Capacity  
 
38.   Nauruan institutions are relatively weak with high dependence on foreign advisers in 
managerial positions. Moreover, these institutions are small and can lack breadth and depth in 
technical skills. This can put policy reform and project implementation at risk, and requires that 
reform and project design be supported by relatively high levels of technical support for 
extended periods. Capacity constraints also suggest that the reform agenda needs to be tightly 
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focused on key policies and systems in order to be sustained.  
 

3. Coordination  
 
39.  Aid coordination is the responsibility of the Project and Aid Management Division in the 
Ministry of Finance. The division has relatively experienced staff, and acts as a key repository of 
information on development assistance activities. The UN Joint Presence Office has co-located 
a representative office within the Division.  
 
 

4. Lessons Learned  

40.  Important lessons learned from ADB’s experience in policy-based funding involving 
budget support in the Pacific and elsewhere are:  

(i) The existence of "champions for change" and "a window of The Government 
must "own" the program - it should not be seen as ADB's program; 

(ii)  Reforms must be politically as well as technically feasible; 
(iii)  Avoid complexity. Excessive use of conditionality is not an effective approach to 

managing the reform process; 
(iv)  The importance of effective communication to build understanding and hence 

support for reform in the wider community; 
(v)  Reform can take time to become self-sustaining - hence, support may need to 

be  provided over a considerable time and involve a mix of lending and/or grants, 
technical assistance, and policy dialogue; and  

(vi) “Reforms of opportunity were identified as important factors contributing to the 
success of policy-based operations. 


41. Lessons learned from policy-based funding assistance to Nauru under the Public 
Financial Management Reform Program have been:   

(i) Policy actions need to match capacity;  
(ii) Constant engagement is required to maintain reform momentum in the face of 

political instability and economic shocks;  
(iii) Verification requirements need to be clear from the outset; and  
(iv) Technical assistance is essential to aid program implementation. 

5. Risks  

42. A risk assessment and risk management plan is included as Appendix 4. This focuses 
on the broader areas of risk which apply across the program as a whole, recognising that 
individual activities are subject to more specific risks that are addressed in project preparation. 
Major areas of risk, and approaches to managing this risk, in relation to the implementation of 
the ADB strategy for 2015-2017 include:  
 

(i)  Weak capacity of government agencies to implement reforms


Technical assistance will be provided in coordination with other development partners to 
assist the government in implementing reforms.


(ii) Political instability weakens fiscal discipline and policy commitment.
 
Reforms are anchored to the National Sustainable Development Strategy, which was 
developed with extensive consultation and supported by both sides of Parliament. The 
proposed program has bipartisan support having been developed under three separate 
governments in Nauru, and ADB maintains policy dialogue with both government and 



12 
 

12 
 

opposition. Program targets are coordinated with DFAT's performance-based payments 
mechanism under its Partnership for Development with Nauru. ADB will maintain a high 
level of consultation throughout implementation. 
 
(iii) Inflows from RPC weaken commitment to reform and fiscal discipline 
 
A new Nauru Trust Fund would provide the government with an investment vehicle for 
excess funds. 


(iv) Government procurement agency arrangement is inefficient and subject to 

inappropriate outside influence
 
Management of all investment funded by grant proceeds will be delegated to ADB, with 
participation of Project Management Unit designee.

(v) Executing Agency  and Implementing Agency accounting for project transactions 

and in-kind government contributions deficient 


Design and supervision consultants will support accounting for Government of Nauru in-
kind contributions. TA experts will developing counterpart agency capacity 

 
44.  The overall risk level associated with ADB operations in Nauru is assessed to be 
medium (with risk levels determined by combining an assessment of the likelihood of risk events 
occurring with an assessment of the consequences if those risk events do occur, and averaging 
across all areas of risk identified). Some reductions in risk levels can be achieved through 
implementing the mitigation measures identified, though the overall risk level associated with 
ADB operations in Nauru is assessed to continue to be medium.  
 

7. Fiduciary Risks to Policy–Based Lending  
 
45.  Policy-based lending (with budget support to Nauru being provided in grant form at this 
stage due to constraints on the capacity to borrow) has inherent risks as greater reliance is 
placed on national systems for budget preparation and implementation, accounting, and 
financial reporting. This risk is being managed through a cooperative effort by the government 
and development partners to develop a joint policy matrix, together with a high level of technical 
support to government for improvements in the management of public finance. 
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Appendix 1 

 
APPENDIX 1: COUNTRY AND PORTFOLIO INDICATORS 

 
Table 1: Progress toward the Millennium Development Goals and Targets 

 
Goals and Targets Country Status 
Goal 1: Eradicate extreme poverty and hunger On track overall
Target 1.A: Halve, between 1990 and 2015, the proportion
of people whose income is less than $1 a day 
 
 
 

On track: The 2012-2013 HIES statistics estimated 
GDP per capita in Nauru was A$3,151/ A$8.865 per 
day,  which is relatively high compared to most 
developing countries. 

Target 1.B: Achieve full and productive employment and 
decent work for all, including women and young people 
 
 
 
 
 
 
 

Uncertain, no reliable statistics: Employment in 
Nauru is dominated by government and state-owned 
enterprises, particularly the Nauru Phosphate 
Company. According to 2010 estimates, 42% of all 
people in cash employment worked for the government, 
40% for state-own enterprises, and the remaining 18% 
for other sectors. 
 
 

Target 1.C: Halve, between 1990 and 2015, the proportion 
of people who suffer from hunger 

 

 

On track: The global economic crisis in 2007-08 
caused a spike in prices of imported fuel and food, on 
which Nauru heavily depends but general Nauruan 
have sufficient food to consume.  

 

Goal 2: Achieve universal primary education On track overall
Target 2.A: Ensure that, by 2015, children everywhere,
boys and girls alike, will be able to complete a full course 
of primary schooling 
 

 

On track: Net primary enrolment has improved from 
69.7% in 2002 to 95% in 2011, an improvement due to 
community outreach efforts and reforms within the 
education system. Primary school completion rates also 
improved from 81.3% in 1992 to 91.2% in 2007. 

Goal 3: Promote gender equality and empower women 
 

On track: on education but off track for the target of 
gender equality in high-level decision making. 

Target 3.A: Eliminate gender disparity in primary and 
secondary education, preferably by 2005, and in all levels 
of education no later than 2015 
 

 

On track: There is no gender disparity in primary or 
secondary education. In 2011 the ratio of girls to boys 
enrolled in primary and secondary school was 1.04 and 
0.94 respectively 
 
 

Target 3.B: Promote gender equality and empower women
 
 
 
 

Off track: In public sector, women dominated 
employment in the middle and bottom thirds of 
government salary scales and were slightly below 
males in the top third of government salary scales in 
2011.

 
Only two women has ever been elected to Parliament in 
Nauru. Efforts are being made to change this.

Goal 4: Reduce child mortality Uncertain due to lack of data 
Target 4. A: Reduce by two-thirds, between 1990 and 
2015, the under-five mortality ratio 
 
 

The rate of under-five mortality declined from 1997 and 
even more so after 2007 to 3/1000, on par with the 
average for developed countries. Infant mortality rate 
declined from 89.2/1000 in 2001 to 20.8/1000 in 2011

Goal 5: Improve maternal health On track overall
Target 5.A: Reduce by three-quarters, between 1990 and
2015, the maternal mortality ratio 
 
 

On-track: There were no maternal deaths from 2006 to 
2008, 1 in 2009 and 2010 respectively and no maternal 
deaths occurred in 2011. 100% births were attended in 
2009 and 2010. 
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Target 5.B: Achieve, by 2015, universal access to
reproductive health services 
 
 
 

On-track: Nauru made serious efforts to achieve the 
low contraceptive prevalence rate (25%-low by 
international and Micronesia standards) and the high 
unmet need for family planning rate (23.5%).  

Goal 6: Combat HIV/AIDS, malaria, and other diseases 

On track for HIV/AIDS and TB but Off-track in 
reducing the prevalence of non-communicable 
diseases (NCDs) 

Target 6.A: Have halted by 2015 and begun to reverse the
spread of HIV/AIDS 
 
 

On track: Nauru has no known cases of HIV or AIDs.  
 
 
 

Target 6.B: Achieve, by 2010, universal access to
treatment for HIV/AIDS for all those who need it

On track: No current cases of advanced HIV infection. 

Target 6.C: Have halted by 2015 and begun to reverse the
incidence of malaria and other major diseases 
 
 
 

On track: The incidence of TB decreased from 
102/100,000 in 1990 to 40/100,000 in 2010. The 
number of deaths associated with TB dropped from an 
estimated 14/100,000 in 1990 to 3.8/100,000 in 2010. 

Target 6. D: Achieve by 2015, universal access to 
treatment and prevention of NCDSs and control major risk 
factors 
 
 
 

Off track: NCDs are the major threat to health and 
wellbeing in Nauru. WHO 2006 survey found only 0.1% 
of the surveyed population had low risk of developing of 
an NCD. Among adults age 25-64 years, the overall 
prevalence of raised risk was very high (79.3%) 
 

Goal 7: Ensure environmental sustainability Off track   
Target 7.A: Integrate the principles of sustainable
development into country policies and programs and 
reverse the loss of environmental resources 
 
 
 

Off track: Extensive land degradation caused by mining 
about 90% of the island affects all indigenous 
vegetation and species. Nauru is extremely vulnerable 
to the impacts of global warming.  
 
 

Target 7.B: Reduce biodiversity loss, achieving, by 2010, 
a significant reduction in the rate of loss 
 
 
 

 
Off track: Land-use planning is constrained by weak 
policies, administrative capacity, laws and traditional 
land tenure arrangements. 
 
 

Target 7.C: Halve, by 2015, the proportion of people
without sustainable access to safe drinking water and 
basic sanitation 
 
 

Off track: Water resources are very limited. Drinking 
water and basic sanitization do not meet the WHO 
standard.  
 
 

Target 7.D: By 2020, to have achieved a significant
improvement in the lives of at least 100 million slum 
dwellers 
 
 

Off track: with the economic condition, growing 
population due to the opening of the asylum processing 
center, improving the lives of slum dwellers becomes 
more difficult.  
 

Goal 8: Develop a global partnership for development Off track
Target 8.A: Develop further an open, rule-based,
predictable, non-discriminatory trading and financial 
system 
 
 
 
 
 
 

Off track: Nauru has no financial system (no banks) but 
measures are under way to reintroduce banking.  Aid 
inflows remains a very high percentage of GDP. In 
2009, estimated ODA was 72% of Gross National 
Income (GNI). After some reforms since 2004, Nauru 
has run balanced budgets and significantly reduced 
government debt. However it is still heavily over-
indebted. 
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Target 8.B: Address the special needs of the least
developed countries 

 

NA 
 
 

Target 8.C: Address the special needs of landlocked
developing countries and small island developing states 
(through the Programme of Action for the Sustainable 
Development of Small Island Developing States and the 
outcome of the twenty-second special session of the 
General Assembly) 
 
 

Uncertain: Nauru is a member of Pacific Small Island 
Development States and submitted its first national 
communication on Climate Change to the UNFCCC.  
 
 
 
 
 

Target 8.D: Deal comprehensively with the debt problems 
of developing countries through national and international 
measures in order to make debt sustainable in the long 
term 
 
 
 

 

On track:  Nauru pubic debt escalated from 
AUD97million in 1988 to AUD317milllion in 1993 and 
AUD1,005 million by mid-2007. However Nauru’s debt 
decreased afterwards due to extensive government 
payment to debt and arrears.   
 
 
 
 

Target 8.E: In cooperation with pharmaceutical 
companies, provide access to affordable essential drugs 
in developing countries 
 
 
 
 

On track: Nauru provides free health care to all citizens 
with universal access to essential drugs. IDA foundation 
covers 60% of Nauru’s essential drugs list and 
consumables. Other drugs to treat TB and HIV/AIDS are 
provided free by WHO.  
 
 

Target 8.F: In cooperation with the private sector, make Off-track: There has been rapid growth in the number
available the benefits of new technologies, especially of telephone lines (5 per 100 population in 1990 to 21
information and communications in 2008), mobile phone users (from 0 per 100

 population in 1990 to 46.4 in 2007), and internet users

 

(0 per hundred population in 1990 to 8.4 in 2007). 
However overall private sector development has little 
progress in Nauru.  

Source: Adapted from Government of Nauru Millennium Development Goals Progress Report 1990-2011; Nauru 
Bureau of Statistics database; Asian Development Outlook database. 
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Table 2: Country Economic Indicators 

 
 
Item 2010 2011 2012 2013e 2014p 
A. Income and Growth   

1. GDP Per Capita (T$, current prices) 6,813 7,367 7,795 7,616 8,031
2. GDP growth (%, constant market prices) (11.3) 3.8 4.9    4.5   10 
 Agriculture --- --- --- ---  --- 
 Industry --- --- ---      --- --- 
 Services --- --- --- --- --- 

 
B. Savings and Investment (current market prices, % of GDP)   

1. Gross domestic investment --- --- --- --- --- 
2. Gross domestic savings --- --- --- --- --- 

 
C. Money and Inflation (annual % change)   

1. Consumer Price Index (0.6) (3.5) (0.5) 1.4 5.0

2. Total Liquidity (M2) --- --- --- --- ---
 
D. Government Finance (% of GDP)   

1. Revenue and Grants 49.5 62.1 85.4 110.9 141.4 
2. Expenditure and Onlending 43.5 61.4 86.5 110.5 141.3 
3. Overall Fiscal Surplus (Deficit) 6.0 0.6 (1.2) 0.4 0.1 

 
E. Balance of Payments   

1. Merchandise Trade Balance (% of GDP) --- --- --- --- --- 
2. Current Account Balance (% of GDP) ---- --- --- --- --- 
3. Merchandise Exports ($) growth (annual % change) --- --- --- --- --- 
4. Merchandise Imports ($) growth (annual % change) --- --- --- ---  --- 

 
F. External Payment Indicators   

1. Gross Official Reserves, (including gold, $ million in month   
of current year's imports of goods)) --- --- --- --- --- 
2. External Debt Service  (% of X of goods & services) --- --- --- --- --- 
3. Total External Debt (% of GDP)  95.8 --- --- --- --- 

G.     Memorandum Items 

1. GDP (current prices, T$ million) 66.2 75.0  79.4 80.0  
 

85.5 
 

2. Exchange Rate ((T$/$, annual average) 1.1 1.0 1.0 1.0      
 

    1.1 
 

3. Population (million) 0.0 0.0 0.0 0.0     

 
 

     0.0  
 
 
 = no available data; % = percent; $ = United States dollar; 

a
 = in fiscal year ended 30 June; e = estimate; GDP = gross 

domestic product; M2 = money supply; p = projection; T$ = Naurun pa'anga.  
Source: Asian Development Outlook 2014 database and ADB staff estimates. 
 
     

 Table 3: Country Poverty and Social Indicators  
     
Item  1990 Baseline 2000 Latest Year
A.  Population Indicators    

1. Population (‘000)  0.0934 (2013)
2. Population growth (annual % change)  0.058 
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B. Social Indicators   

1. Population below national poverty line (%)             25.1     (2006) 
2. Infant mortality rate (%) 12.1  48.2 21   (2011)
3.  Under 5 mortality rate  53   56 23.6 (2011)
4. Life expectancy at birth (years)    60.4 (2011)

5. 
Proportion of population below minimum level of dietary 
energy consumption (%)    16.0  (2006)

6. Adult literacy (%) …   
7. Primary school net enrollment (%) 75.3 93 95 (2011)
8. Primary school completion rate (%) 81.3   91.2 (2007)
9. Child malnutrition (% underweight below 5 years old)  …   4.7 (2007)
10. Population below poverty line (%)  …  25.1 (2006)
11. Households with access to safe water (%)  88 (2010)
12. Households with access to sanitation (%)  65 (2006)
13. Net enrolment ratio in primary education (%)  …   95 (2001)
14. Human development index rank  …  …
15. Gender-related development index  …  … 

 
C. Poverty Indicators   

1. Poverty gap index (%) (male headed households) … … 10 (2006)
 Poverty gap index (%) (female headed households) … … 5

2. Share of poorest quintile in national consumption (%)   6.36   (2006)
3. Poverty gap … … 
4. Poverty severity index … …  …

5. Inequality (Gini Coefficient) … …  
… = data not available, GDP = gross domestic product.  

 
Sources: ADB. Asian Development Outlook database;  ADB. Key Indicators for Asia and the Pacific 2013  International 
Monetary Fund. World Economic Outlook database; Secretariat of the Pacific Community. National Minimum 
Development Indicators database; United Nations Commodity Trade Statistics database. UNDP. Human Development 
Report (2013); World Bank. World Development Indicators; Government of Nauru Millennium Development Goals  
Progress Report (1990-2011); Pacific developing member countries' statistics offices and central banks; and ADB 
estimates 
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 Table 4: Country Environment Indicators   
    
Indicator 1990 (Baseline) Latest Year 
A. Energy Efficiency of Emissions    

1. GDP/unit of energy use (PPP$/kgoe) …  …
2. Traditional fuel use (% of total energy use) …  …
3. Carbon dioxide emissions (metric ton, ‘000) 132 143 (2009)
4. Carbon dioxide emissions per capita (metric ton)   4  14.1 (2009)

B. Water Pollution: Water and Sanitation    

1.
% urban population using an improved drinking water 
source 71.7 90 (2007)

2. % urban population using and improved sanitation facility 65.3 72.2 (2007)

C. Land Use and Deforestation    
1. Forest area (km

2
) …

2. Average annual deforestation (km
2
) …  

3. Average annual deforestation (% change) …  

4. Rural population density (people/km
2
 of arable land)

5. Arable land (% of total land) 30% 2007

6. Permanent cropland (% of total land) … 100% 2011

D. Biodiversity and Protected Areas    
1. Nationally protected area (km

2
)  

2. Nationally protected area (% of total land)  

3. Mammals (number of threatened species)  
4. Birds (number of threatened species)
5. Higher plants (number of threatened species)
6. Reptiles (number of threatened species)  …
7. Amphibians (number of threatened species) …  …

E. Urban Areas    
1. Urban population (‘000) 9.086 (2011)

1. Urban population (% of total population) 100 100
2. Per capita water use (liters/day) …  …
3. Wastewater treated (%) ...  
4. Solid waste generated per capita (kg/day) …  … 

… = data not available, GDP = gross domestic product, kg = kilogram, kgoe = kilograms of oil equivalent, km
2
 = 

square kilometer, PPP = purchasing power parity.  
Sources: 2nd National Millennium Development Goals Report, Nauru, Status and Progress 1990-2010, MFNP, 
September 2010; World Development Indicators, World Bank, 2012. 
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Table 5: Development Coordination Matrix 
 

Sectors and Current ADB  
Other Development Partners’ Strategies and/or 
Main Activities

Themes Strategy and/or Activities Multilateral Institutions and the UN System  Bilateral

Sector      

Energy 
Preparing Energy Security and 
Sustainability Project ADB  

 
 
 
 
 
 Taipei, China Cofinanced by   
ADB, Government of Australia 
and Government of New 
Zealand 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Taipei, China 
 
 
 Cofinanced by ADB,  
Government of Australia and 
Government of New Zealand 
 
 
 
 Russia 
 
 Taipei, China 

    Energy Security and Sustainability Project   ADB  
 Power Investment DFAT   
 Solar Energy JICA  
 Renewable Energy and Energy Efficiency EU  
 Solar Energy   
Finance Private Sector Development Initiative   

Public Sector Management 
Public Financial Management Reform 
program state-owned enterprise Reform ADB  

 Budget support (embarked for health) DFAT  
 Budget support (embarked for education) DFAT  
 TA for public sector reform DFAT  
   Budget support (embarked for education) MFAT  
   Loan repayment to Taipei, China Banks Taipei, China  
   HIES UN  

Social Development Investing in Health DFAT  
 Education measure   
   Nauru Secondary School   
 Technical vocational education training EU  

   Grass roots assistance JICA  
   Justice programme MFAT  

   Grass roots projects   
Transport, and Information 
and communication 
technology   Port improvement ADB  
   New Wharf JICA  

   NEISIP through PRIF    
Water supply and other 
municipal infrastructure and 
services   Reverse osmosis system DFAT  
Multisector   Miscellaneous grants   

   Rural constituency development fund   
ADB = Asian Development Bank, DFAT= Australian Department of Foreign Affairs & Trade, EU = European Union, IFC = International Finance Corporation, JICA 
= Japan International Cooperation Agency, MFAT= Ministry of Foreign Affairs & Trade, New Zealand, PRIF = Pacific Regional Infrastructure facility, PFTAC = 
Pacific Financial Technical Assistance Centre, UNDP = United Nations Development Programme. Sources: ADB data base 
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Table 7: Portfolio Indicators—Disbursements and Net Transfers of 
Resources

  
 

    
 

(loans and grants, as of 31 July 2014)      
 

       
 

Disbursements and Transfers OCR ADF  Total   
 

Disbursements       
 

Total Funds Available for Withdrawal ($ million)  0.00 0.00                0.00

Disbursed amount ($ million, cumulative)  0.00 0.00 0.00 
 

Percentage disbursed (disbursed amount/total available)  0.00 0.00 0.00   
 

Disbursements ($ million)  0.00 0.00 0.00 
 

Disbursement ratio (%)  0.00 0.00 0.00 
 

Net Transfer of Resources ($million)      
 

2013  2.00 0 2.00 
 

2014  2.00 0 2.00 
 

 = nil, ADF = Asian Development Fund, OCR = ordinary capital resources.       
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   Table 8: Project Success Rates      
   (1976–2010)       
          

Seq2 Loan Country Project Name PCR VR PPER Approval       PCR 
 Num   Rating Rating Rating date  Circulation
        

  NAU Program Loan Unsuccessful   Dec 1998 2004 

  NAU Program Loan NR   Aug 2012 2015  
Source: Asian Development Bank Independent Evaluation Department project (program) audit reports. 
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Table 9: Portfolio Implementation Status  
(Ongoing grants, as of 31 July 2014) 
 
 

Sector Loan No.  Title Net Loan 
Amount 

Cumulative 
Disbursement 
($m) 

Approval 
Date 

Effective 
Date 

Closing 
Date  
Original 
Revised 

Closing 
Date 
Actual  

   OCR ADF OCR ADF     
 300 Public 

Financial 
Management 

    
---- 

 
4.00 

 
--- 

 
--- 

 
9-Aug-12 

 
27-Sep-12 

  

         
   
ADF = Asian Development Fund; CO = cofinancing; No. = number; OCR = ordinary capital resources; sup. = supplementary;   
Source: Asian Development Bank estimates.  
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APPENDIX 2: COUNTRY PERFORMANCE ASSESSMENT RATINGS (2013) 
 
  Cluster / item Rating for Average Average for Average for
   Nauru rating for Group A

a Group B
b

    PDMCs countries countries
A. Economic Management 3.3 3.3 4.1 4.4
1. Macroeconomic management 3.5 3.4 4.3 4.4
2. Fiscal policy 3.5 3.1 4.0 4.3
3. Debt policy 3.0 3.4 4.1 4.5

     
B. Structural Policies 3.7 3.3 3.8 4.1
4. Trade 4.5 4.0 4.3 4.1
5. Financial sector 3.5 3.0 3.4 4.0
6. Business regulatory environment 3.0 2.8 3.6 4.2

     
C. Policies for Social Inclusion / Equity 3.6 3.2 4.1 4.2
7. Gender equality 3.0 3.1 4.0 4.1
8. Public resource use 4.0 3.3 4.3 4.5
9. Building human resources 4.0 3.2 4.3 4.4
10. Social protection and labor 3.0 3.1 3.9 4.1
11. Policies and institutions for environmental 4.0 3.0 3.9 3.8
sustainability     

     
D. Public Sector Management and Institutions 3.9 3.2 3.8 4.0
12. Property rights and rule-based governance 3.5 3.3 3.4 3.9
13. Quality of budgetary and financial management 4.0 3.3 3.9 4.4
14. Efficiency of revenue mobilization 4.5 3.4 4.1 4.3
15. Quality of public administration 4.0 3.0 4.0 3.9
16. Transparency, accountability and corruption in the 3.5 3.1 3.5 3.5
public sector     

     
Portfolio Performance 3.5 3.5 3.3 3.3
17. Portfolio performance 3.5 3.5 3.3 3.3

     
Composite Country Performance Rating 13.7 10.6 14.3 15.6

 
PDMC = Pacific developing member country 
a Afghanistan, Bhutan, Cambodia, Kyrgyz Republic, Lao PDR, Maldives, Nepal, Tajikistan 

  
b Armenia, Georgia, Bangladesh, Pakistan, Sri Lanka, Uzbekistan, Vietnam 
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Appendix 3 
 
 

APPENDIX 3: SECTOR AND THEMATIC ASSESSMENTS 
 

SECTOR ASSESSMENT (SUMMARY): ENERGY1 

Sector Road Map 

 1. Sector Performance, Problems, and Opportunities 

1. The state-owned Nauru Utilities Corporation (NUC) owns and operates power 
generation and distribution, as well as water desalination and supply, serving Nauru’s 
approximately 10,000 inhabitants. Additionally, NUC manages the procurement, storage, and 
distribution of imported petroleum fuels. 
 
2. NUC was established in June 2011 by act of parliament on the basis of the Nauru 
Utilities Authority, inheriting its assets that were previously held by Nauru Phosphate 
Corporation. The Act establishes the Corporation with its objectives of providing “reliable, 
affordable and sustainable energy, enabling the socio-economic development of Nauru”. While 
nominally “corporatized”, it remains subject to direct ministerial control. The CEO of NUC 
reports directly to the Minister of Infrastructure, Communications, and Utilities. An Advisory 
Board convenes regularly to make recommendations to the minister on all matters pertaining to 
NUC’s operations. 
 
3. Nauru’s current diesel generation fleet is unreliable and inefficient. NUC’s older large 
generators are operating at far below their design output capacity, and are nearing the end of 
their useful lives. The physical structure of the powerhouse is likewise in poor condition, which 
represents a vulnerability to Nauru’s supply security. While Nauru is virtually 100% electrified, 
service reliability is extremely poor. Unscheduled – and often prolonged – interruptions are 
frequent. Although Nauru has established ambitious targets for renewable generation, it remains 
reliant on reliable and efficient thermal generation (i.e. diesel) for its base-load and for system 
stability and reliability for the foreseeable future. NUC’s existing installed generation assets are 
summarized in Table 1. 
 

Table 1: NUC’s Existing Installed Generation 
Description Year Installed Rated Capacity (MW)  Available Capacity 

(MW) 

Unit 1 – Ruston (overdue for 
overhaul) 1960 2.60  0.80 

Unit 2 – Cummins 2014 1.00  0.85 

Unit 3 – Ruston (decommissioned) - -  - 

Unit 4 – Cummins 2013 1.50  0.85 

Unit 5 – Caterpillar (out of service) 1985 1.00  0.00 

                                                            
1  This summary is based on ADB staff research. 
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Unit 6 – Ruston 1960 2.00  1.20 

Unit 7 – Ruston (decommissioned) 2008 2.80  - 

Unit 8 – Ruston (delivered 2011 
damaged, never operated) - 2.00  - 

 Total 12.90  3.70

Source: Nauru Utilities Corporation 2014. 

4. Addressing reliability and efficiency shortcomings in Nauru’s current diesel generation 
fleet is the first-order priority in improving service reliability and mitigate the risk of catastrophic 
failure of NUC’s power generation. Among NUC’s investment priorities is the introduction of 2.6-
3.0 MW (nominal 2.8MW) of new diesel-fired generation to replace existing generation, improve 
reliability, and reduce fuel costs. NUC estimates that this will result in a 20% improvement in 
generation efficiency from the current 3.4 kWh to 4.1 kWh generated per liter of diesel 
consumed. 
 
5. NUC’s financial and asset-management systems are deficient in many respects.  NUC is 
unable currently to account for its generation output, which leads to an inability to accurately 
estimate the fuel-efficiency of its generation plant or the volume of power introduced to the 
distribution system. This, in turn, makes it impossible to accurately estimate technical (physical) 
and non-technical losses (illicit connections, meter tampering, etc.) 
 
6. While NUC is nominally corporatized, it remains both a recipient and provider of 
significant subsidy that ultimately burden the Nauru national budget. NUC receives delivery of 
its fuel free-of-charge from the state.  NUC’s tariffs are distortionary. As of June 2014, all 
residential customers received a subsidized tariff of AUD 0.10 per kWh for the first 300 kWh per 
month consumed, rising to AUD 0.25 per kWh above 300 kWh per month. (A more fiscally 
responsible policy would be to provide such subsidy on a means-tested basis (and the volume 
of subsidized power would be considerably lower, e.g. 150 kWh per month.) Commercial, 
industrial, and government customers were charged a slightly higher rate, between AUD 0.40 
and AUD 0.50 per kWh. 
 
7. NUC currently consumes approximately 7 million liters 2  of diesel fuel for power 
generation each year, which equates to approximately $7 million3, funded directly by the Nauru 
national budget. The lack of reliable power service deprives many households and businesses 
of this essential service, which in itself is welfare-diminishing. Further, it compels many private 
businesses and households to invest in, and maintain, their own sources of generation at 
significant expense. Other costs are often incurred. For example, during a few days of power 
outages in January 2011, it is reported that phosphate ships charged the Republic of Nauru 
Phosphate Corporation over $250,000 in demurrage charges as there was not enough capacity 
to run the kilns and loader due to the breakdown of generator units.4 
 

                                                            
2 Andrew Daka, Pacific Power Associatoin: Technical Evaluation and Assessment Study of NUC 
Power Generation and Distribution Systems.  (Available upon request) 
3 Renewable Energy, the Wise Option for Nauru, Nauru Bulletin: 

http://www.naurugov.nr/media/25459/nauru_bulletin__05_12apr2013__81_.pdf 
4 Nauru Economic Infrastructure Strategy and Investment Plan, 

http://aid.dfat.gov.au/countries/pacific/nauru/Documents/nauru%20economic%20infrastructure%20strategy%20and
%20investment%20plan.pdf 
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 2. Government’s Sector Strategy 

8. The government’s policy vis-à-vis NUC is poorly articulated. The government is currently 
developing an Energy Road Map with assistance from Geselleschaft fuer Internationale 
Zuzammenarbeit (GIZ) which is expected to prioritize the development of renewable (mainly 
solar) resources to mitigate Nauru’s reliance on fossil fuels for power generation. The 
government has reportedly acquired approximately ten hectares of land in the south-eastern 
quadrant of the island to accommodate the installation of ground-mount solar photovoltaic 
panels. No funding for this capital investment is available. No policy documents available 
indicate the government’s intention to complete NUC’s transformation from an organ of the state 
into a state-owned corporation operating on commercial principles as an entity separate from 
the state. 
 
9. Long-term improvement in Nauru’s energy sector’s operations will require significant 
sharpening of government policy towards NUC, requiring that it develop appropriate business 
practices, processes, and systems (e.g. accounting, financial management, inventory control, 
human-resource management); and that it operate on commercial principles with full-cost 
accounting for all transactions.  The current subsidy practices, such as the supply of diesel fuel 
free-of-charge to NUC, must cease and be replaced by explicit cash payment.  Commensurate 
revisions to tariff policies and collection practices of NUC are also necessary. 
 

 3. ADB Sector Experience and Assistance Program 

10. Previous Asian Development Bank (ADB) assistance, TA-7873 Regulatory and 
Governance Reform for Improved Water and Electricity Supply and ADB staff consultancy, 
supported the reform of the utilities sector through (i) developing legislation for the NUC in 2011, 
(ii) preparing an inventory of assets, (iii) assisting in preparing a corporate strategy and (iv) 
introducing of a performance management system for senior management.  ADB is currently 
planning separate Technical Assistance to support NUC in the following activities: (i) developing 
and implementing an asset management and maintenance plan; (ii) improving accounting 
systems through integration of the asset registry and the financial management information 
system; (iii) implementing performance management systems for lower level NUC staff; and (iv) 
reviewing the corporate governance of the organization.  

11. Despite significant progress, a number of weaknesses in the performance of NUC 
remain. Until recently, NUC preventative maintenance practices have been inadequate, 
resulting in maintenance being carried out on an emergency or ad hoc basis.  This is changing 
with the April 2014 appointment of a new generation manager, funded under grant assistance of 
the Government of Australia. 

12.  NUC depends on imported diesel fuel for almost all power generation. Tariffs are the 
lowest in the Pacific and do not cover diesel fuel cost. The utility therefore depends on a fuel 
subsidy from the government. Unclear compensation policies and worker classifications result in 
inefficient allocation of compensation at the NUC. 

13. While an asset inventory was introduced under TA-7873, additional improvements are 
required to the accounting system, in particular through integration of the fixed assets register 
and the financial management information system fixed asset management module which has 
recently been acquired for the NUC. There is also a lack of management autonomy, despite 
corporatization. Despite the NUC’s newly streamlined governance structure, it is still subject to 
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ministerial oversight and requires cabinet approval for borrowing, acquisition and disposal of 
property, rather than being accountable to an independent board of directors. 

14. ADB is scaling up its activities in the Nauru energy sector with the planned approval of a 
proposed $4.7 million grant and administration of Grant 46455-001 NAU: Energy Supply 
Security and Sustainability (co-financed by the European Union) in 2014. Further institutional 
strengthening of the NUC is required to ensure the sustainability of these investments as well as 
associated reforms such as the tariff review which will be carried out as part of the grant. 
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Sector Results Framework (Energy, 2014–2016)  

Country Sector Outcomes Country Sector Outputs ADB Sector Operations

Outcomes with  

ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with 
ADB 

Contribution 

Indicators 
with 

Incremental 
Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB 
Interventions 

1. Increased 
reliability of 
power service. 

 

 

 

2. Lower cost of 
power generation 
in Nauru  

 

 

 

 

 

 

3. Improved 
financial, 
operational and 
governance 
performance of 
the NUC 

1. Frequency 
and duration of 
unplanned 
generation 
outages reduced 
by 50% by June 
2016.   

 

2. Lower fuel 
consumption.   

Baseline: 2010 = 
3.4 kWh/liter of 
diesel 
consumed.   

Target: by June 
2016 = 4.1 
kWh/liter of 
diesel 
consumed. 

 

3. Independent 
board of 
directors approve 
annual report by 
December 2015 

Baseline: no 
independent 
board of 
directors (2012) 

 

 

4. Level of forced 
outages reduced 
to 10% by 
December 2015  

Baseline: 22% 
(2012) 

1. New diesel-
fired generation 
put into service 
to supply 
reliable base-
load power for 
NUC 

 

2. Improved 
operational 
performance of 
NUC 

 

 

 

 

 

 

3. NUC 
implements 
asset-
management 
and 
maintenance 
plan; improved 
accounting 
systems; and 
revised 
corporate 
governance 
arrangements. 

 

 

 

 

1. Progress & 
Completion 
Reports of 
Design and 
Supervision 
Consultants; 
Acceptance 
Report of NUC 

 

 

 

 

 

 

 

 

 

 

 

3. Periodic 
maintenance 
carried out 4 
times annually 
by March 
2016. 
Baseline: none 

Balance sheet 
audited by 
March 2016; 
Baseline: none 

100% of 
members of 
independent 
board of 
directors 
appointed by 
March 2016: 
Baseline: 0% 

Planned target 
subsectors 

Electricity Sector 
(100%) 

Pipeline 
projects with 
estimated 
amounts 

Electricity Supply 
Security and 
Sustainability 
NAU 46455 
($2.0 million 
ADF grant/$2.7 
EU co-financing) 

 

Institutional 
Strengthening of 
NUC ($0.3 
million TASF-IV) 

 

Ongoing 
projects with 
approved 
amounts 

TA 8524 PPTA 
for NAU 46455 
($0.4 million 
TASF-V) 

Planned target 
subsectors 

Improved 
reliability and 
efficiency of 
NUC’s operations; 
improved 
business 
processes at NUC 

Pipeline projects 

3 MW of new 
diesel generation 
installed 

 

Improved asset, 
personnel, and 
financial 
management 
systems at NUC 

 

 

Ongoing 
projects  

PPTA consultants 
prepare project 
46455 for 
implementation 
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ADF = Asian Development Fund, kWh = kilowatt-hour, NUC = Nauru Utilities Corporation, PPTA = project preparation 
technical assistance, TASF = technical assistance special funds 

Source: Asian Development Bank 
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Appendix 3 
 
 

DEVELOPMENT COORDINATION 

A. Major Development Partners: Strategic Foci and Key Activities  
 

1. The major donors to Nauru’s energy sectors are the Government of Australia, the European 
Union, and (with this project) the Asian Development Bank. Historically, the Government of Australia 
has provided frequent capital infusions for Nauru Utilities Corporation’s (NUC) power and water-
supply operations and funded salaries of expatriate professionals in key management positions. 
Recently, the European Union has contributed to NUC’s capital stock in distribution network 
reinforcements. 

Major Development Partners  

Development Partner Project Name Duration 

Amount

($ million) 

Energy Sector 

    

ADB  Regulatory and Governance Reform for Improving Water and 
Electricity Supply in Nauru 

2012–2013 0.200 

 Institutional Strengthening of the Nauru Utilities Corporation 2014–2015 0.225 

European Union Distribution Rehabilitation Project 2013–2015 1.755 

GIZ Development of Energy Road Map 2013–2014 <0.050 

Government of Australia Generation Investment 

Expatriate Management Support at NUC 

Ad-hoc transfers for fuel delivery, capital investments 

2014 

Annual 

Annual 

2.400 

0.200 

>1.000 

ADB = Asian Development Bank, GIZ = Geselleschaft fuer Internationale Zuzammenarbeit, NUC = Nauru Utilities 
Corporation 

Source: Asian Development Bank 

B. Institutional Arrangements and Processes for Development Coordination  
 

2. At the national level, the Nauru Government Ministry of Utilities and the Ministry of 
Commerce, Industry, and Environment are nominally responsible for development of the energy 
sector. In practice, the Ministry of Finance’s Aid Management Unit facilitates the activities of 
development partners (donors) across all sectors, including energy. Development coordination 
among development partners (donors) in the energy sector is also coordinated through the Pacific 
Regional Infrastructure Facility’s Energy Working Group, and on an ad-hoc basis through networks 
of counterpart staff among the engaged development partner organizations. 

3. The proposed project was developed in consultation with the European Union (who are co-
financing the project) and the Government of Australia (who are funding a parallel and 
complementary investment in diesel generation at NUC). 
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C. Achievements and Issues  
 

4. The Government of Australia and European Union remain the most prominent development 
partners in the energy sector, while the International Renewable Energy Agency (IRENA) and the 
Abu Dhabi Fund for Development have indicated their interest in financing investment in renewable 
energy in Nauru. ADB will continue to liaise with these agencies for the purposes of aligning 
programs. 

D. Summary and Recommendations  
 

5. Continued consultations and alignment of programs with those of other development partners 
(donors) is warranted. Further, parallel ADB operations in Nauru should be informed of the objectives 
of the present proposed project and incorporate, to the extent feasible, conditions and covenants 
that support these objectives.



 

APPENDIX 4: RISK ASSESSMENT AND RISK MANAGEMENT PLAN 

Risks 

Assessment 

without 

Mitigation  Management Plan or Measures 

Assessment 

with 

Mitigation 

Weak capacity of 

government agencies 

to implement reforms 

High   Technical assistance will be provided in coordination 

with other development partners to assist the 

government in implementing reforms.  

Medium

Political instability 

weakens fiscal 

discipline and policy 

commitment 

Medium  Reforms are anchored to the National Sustainable 

Development Strategy, which was developed with 

extensive consultation and supported by both sides 

of Parliament. The proposed program has bipartisan 

support having been developed under three separate 

governments in Nauru, and ADB maintains policy 

dialogue with both government and opposition. 

Program targets are coordinated with DFAT's 

performance‐based payments mechanism under its 

Partnership for Development with Nauru. ADB will 

maintain a high level of consultation throughout 

implementation. 

Low

Inflows from RPC 

weaken commitment 

to reform and fiscal 

discipline. 

High  A new Nauru Trust Fund provides the government 

with an investment vehicle for excess funds. 

Medium

Government 

procurement agency 

arrangement is 

inefficient and subject 

to inappropriate 

outside influence 

Medium  Management of all investment funded by grant 

proceeds will be delegated to ADB, with participation 

of PMU designee. 

Low

EA and IA accounting 

for project 

transactions and in‐

kind government 

contributions deficient 

Medium  Design and supervision consultants will support 

accounting for Government of Nauru in‐kind 

contributions. 

TA experts will developing finance department’s 

capacity 

Low

Overall  Medium  Medium

ADB = Asian Development Bank, DFAT = Department of Foreign Affairs and Trade, PMU = Project Management 
Unit, TA = technical assistance. 
Source: Asian Development Bank. 

a
 Risk level is estimated as Low, Medium or High, depending on a combination of an assessment of 

the likelihood of a risk event occurring and an assessment of the consequences if the risk event does 
occur.   
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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 

 

1. The Nauruan economy is dominated by the public sector. There is relatively minimal 
private sector activity. State-owned enterprises (SOEs) have monopolized activities related to 
the production and export of phosphate, which is the second major contributor to the country’s 
national income after foreign aid flows.5 The limited phosphate reserves6 force the government 
to tackle the core problem of lack of sustainable economic growth. Nauru’s greatest challenge is 
to diversify economic activities beyond reliance on phosphate mining, foreign aid, and revenues 
from fishing licenses. Other possible industries—including niche tourism, commercial tuna 
fishing, and manufacture of dolomite tiles—are not expected to replace the phosphate industry 
in terms of economic productivity, at least not in the medium term. In addition, the growth 
prospects of Pacific microstates such as Nauru may be limited even in the medium-to-long term. 
Much of the foreign aid to Nauru will increasingly be delivered through program-based 
approaches, which require good governance to underpin overall public sector management. To 
effectively tackle the core economic and development problem, the government has set its 
priority reform agenda under the National Sustainable Development Strategy (NSDS), 2005–
2025,7 which focuses on strengthening public sector management. 
 

Sector Road Map 

 

1. Sector Performance, Problems, and Opportunities 
 

2. Nauru faces three key problems associated with public sector management: (i) weak 
public financial management (PFM), (ii) low production and productivity, and (iii) constrained 
service delivery to the poor and vulnerable. These problems have contributed to a lack of 
sustainable economic growth.  
 

3. Public financial management. Nauru has an underdeveloped PFM system. In 2004, 
the government initiated reform measures by discontinuing unsatisfactory PFM practices and 
imposing fiscal restriction. Specific measures include the application of an effective expenditure 
control system resulting in the achievement of actual balanced overall budgets since FY2007 
and action to lower Nauru’s significant debt burden. Development partners such as the Asian 
Development Bank (ADB), Australian Agency for International Development (AusAID), and 
Pacific Financial and Technical Assistance Center (PFTAC) have contributed to comprehensive 
technical assistance in several PFM areas since fiscal year (FY) 2008. 8  Following the 
assistance, the overall performance of the government’s PFM has gradually improved. The 
government has implemented PFM reform measures based on recommendations in the 2011 

                                                            
5  According to the 2009 national statistics compiled by the Pacific Financial and Technical Assistance Center 

(PFTAC), economic activities associated with phosphate production were estimated to contribute about 40% of 
gross domestic product (GDP). Foreign aid flows to the country were estimated to be about 50% of GDP.  

6  Primary phosphate reserves are estimated to be sufficient for 1–2 years of production, and deeper, secondary 
reserves might last 20 years. 

7 Nauru Government. 2005. National Sustainable Strategy, 2005–2025. Nauru. 
8  FY2008 started on 1 July 2007 and ended on 30 June 2008. 
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PFM performance report, which used the Public Expenditure and Financial Accountability 
(PEFA) assessment methodology. Subsequent to the PFM performance report, an action plan 
for PFM was completed in April 2011. The government has begun to implement a series of 
public expenditure reforms specified in the PFM action plan. 
 

4. The 2011 PFM performance report provided a comprehensive baseline measurement of 
the current performance of PFM processes and systems. It assessed several keys areas of 
PFM performance indicators: (i) credibility of the budget; (ii) comprehensiveness and 
transparency; (iii) policy-based budgeting; (iv) predictability and control in budget execution; 
(v) accounting, recording, and reporting; (vi) external scrutiny and audit; and (iv) donor 
practices. The assessment demonstrated that the current PFM system does not meet the 
requirements of a “well-functioning, basic PFM system,” as recommended in the PFM road map 
for Forum Island Countries.9 While the government has initiated various PFM improvements 
since 2007, the PFM performance report notes that there is a “considerable amount of 
unfinished PFM business.” 

 

5. Based on the PFM performance report results, the PFM action plan was developed and 
finalized in April 2011, covering actions to be taken from 1 July 2011 to 30 June 2015. The main 
purpose of the action plan is to work toward achieving a basic overall PFM system as soon as 
practically possible. The plan includes milestones, outputs, and proposed outcome to be 
achieved annually. It also includes preliminary estimates of external support required to achieve 
the performance targets. Significant strides have been made in some areas.  For instance, an 
automated Financial Management Information System (FMIS) has been installed, the 
procurement law has been revised, GON is in the process of hiring an external procurement 
agent to conduct its major procurement operations, and some of the larger ministries have 
produced documents that could lay the foundation for budget preparation that is more policy 
focused.  But many challenges remain.  For instance, while the implementation of the FMIS was 
a step in the right direction, its implementation appears to have been rushed with inadequate 
attention to customization, training, or documentation.  And, the 2011 Roadmap was a bit over-
optimistic in terms of timelines for achieving some of the other PFM reforms it identified.  The 
key priority is for further work to be done on FMIS implementation which will affect PFM 
performance across a number of dimensions. 

 

6. Other priority areas of PFM reform measures include: 
 

(i) Revenue management. The Government of Nauru lacks significant tax revenue, 
largely as a result of the narrow tax base, and relies heavily on revenue from the 
state-owned enterprises (SOEs) that manage the production of phosphate. The 
government introduced customs duties, import duties, and other charges such as 
bed taxes in FY2006. The regulatory and administration systems for revenue 
management are relatively weak. Controls for revenue collection from customs 
duty are weak. The PFM action plan anticipated that major improvements in 
revenue management, including tax base expansion and more efficient tax 
administration, would take place in 2010–2014, after completing the 

                                                            
9  Pacific Islands Forum Secretariat. 2010. A Roadmap for Strengthening Public Financial Management in FICs 

[Forum Island Countries]. Suva.  
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establishment of the national revenue office. In addition to these revenues, the 
government also collects significant revenues from fuel sales.  

(ii) Budget and planning process. The PFM performance report suggests that 
particular attention be given to improving budget credibility and budget execution. 
Nauru’s inefficiency in recording and reporting budgetary information on time had 
contributed to a weak budgeting and planning process. Since FY2009, the 
Ministry of Finance has developed, and since maintains, a sound cash-flow 
planning system. Cash-flow forecasts are prepared, monitored, and updated 
weekly.   

(iii) Public financial and aid management. Nauru faces a significant challenge from 
its unsustainable debt levels. The high debt levels are a result of decades of poor 
financial management. Less than 50% of aid funds to the central government are 
managed through national procedures. Public financial, national accounts, and 
balance of payments statistics were neither readily available nor up to date. An 
improvement in these statistics would help strengthen public financial and aid 
management. The centralization and outsourcing of procurement was introduced 
in 2013 and implementation is ongoing. 
 

7. Corporate governance of state-owned enterprises. The two main SOEs that 
dominate economic activities in Nauru are (i) Nauru Utilities Authority (NUA) and (ii) Republic of 
Nauru Phosphate Corporation (RONPHOS).10 Prior to its corporatization, the Nauru Utilities 
Authority was an autonomous, unincorporated government agency responsible for a mixture of 
various, entangled services between (i) electricity, water, and fuel services; and (ii) fuel services 
from the phosphate mining operation. Given its unclear legal mandate and structure, the Nauru 
Utilities Authority faced a great challenge in promoting effective corporate governance in the 
sector. As for RONPHOS, its financial performance has been below expectation since it started 
under this name in 2005. RONPHOS’s performance is very critical to the government’s fiscal 
position and economy as a whole, because phosphate is the only significant industry in Nauru. 
The management structure of RONPHOS has continued to pose problems. The first two 
expatriate chief executive officers were not successful so that a local officer-in-charge has been 
managing the SOE administratively. The current senior management structure, which is 
entangled with Nauru Rehabilitation Corporation, is not conducive to corporate governance and 
performance.  
 

8. Constrained service delivery to citizens. Nauru faces a great challenge in delivering 
basic services to its citizens. The underdeveloped state of the PFM system is having a negative 
impact on strategic resource allocation and service delivery. Although the budget credibility 
indicator assessment results are relatively poor, the government has maintained sound fiscal 
discipline since FY2009 by applying strong cash and expenditure management. Direct subsidies 
to SOEs have ceased. Following the development of a debt management strategy in FY2008, 
the government is continuing negotiations to reduce its external debt burden while limiting the 
proportion of annual expenditure applied to debt repayment. Revenue constraints arising from 
the country’s narrow economic base and dependence on international market prices have the 
greatest impact on strategic resource allocation and service delivery, and have frequently 
constrained expenditure.  
 

                                                            
10  Other SOEs that are required to submit financial statements to Parliament include Nauru Air Corporation and 

Nauru Rehabilitation Corporation. 
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 2. Government’s Sector Strategy 

 

9. The government’s development policies are based on its NSDS, which seeks to create a 
better quality of life for all Nauruans through individual, community, business, and government 
partnerships. The major development challenges facing Nauru when the NSDS was prepared in 
2005 remain today, i.e., (i) the role of the public sector, which still dominates Nauru's economy, 
must be reduced in favor of private sector growth, and its productivity increased if a more 
sustainable economic base is to be achieved; (ii) Nauru’s tremendous debt burden must be first 
stabilized and then progressively reduced; and (iii) the government must boost the country’s 
savings in preparation for the eventual cessation of phosphate mining. 
 

10. The government was confronted with a very challenging economic and fiscal 
environment after poor PFM practices in the 1980s and much of the 1990s had severely 
undermined the fiscal position and Nauru's economy. The current PFM strategies are based on 
a desire to avoid a repeat of those earlier practices. While some progress has been made since 
2004 in improving the quality of PFM, a considerable number of outstanding issues need to be 
resolved to achieve a more satisfactory overall standard. A major improvement is also required 
in the financial performance and governance of Nauru’s major SOEs. The government has 
prepared a PFM action plan that follows on from the PEFA-based PFM performance report. The 
action plan states that major improvements are required in priority areas related to PFM and 
governance of Nauru’s major SOEs.  
 
 3. ADB Sector Experience and Assistance Program 

11. ADB has agreed to the grant-funded program of $4 million. Nauru is classified as a 
country at high risk of debt distress and is therefore eligible to receive 100% grant assistance. 
The grant will be provided in two tranches. The first tranche of $2 million will be available upon 
satisfaction of the first-tranche conditions and grant effectiveness, estimated to be around 
August 2012. The second tranche of $2 million will be available upon satisfaction of the second-
tranche conditions, estimated around August 2013.  
 

12. The proposed PFM reform program is in alignment with the government's own plans 
and was developed in close consultation with AusAID, which is Nauru’s biggest development 
partner, and bilateral or multilateral consortiums of development partners such as PFTAC and 
the Pacific Infrastructure Advisory Center (PIAC), a joint donor initiative under the Pacific 
Region Infrastructure Fund (PRIF). The ongoing dialogue with these partners and the 
government has been central to implementation and formulation of the proposed program. 
ADB has provided technical assistance to the government to achieve reform targets set in the 
areas of PEFA assessment, PFM action plan, and more rigorous corporate governance for 
NUA and RONPHOS. PRIF provided assistance to formulate the Nauru Infrastructure Strategy 
and Investment Plan. AusAID provides assistance in the form of resident advisors and 
technical assistance related to the financial management information system, revenue policy 
and administration, and reforms in education and health sectors. PFTAC provides assistance 
for reforms to financial instructions, and balance of payments and national accounts statistics. 
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13. A priority PFM reform agenda under the proposed program was articulated in the PFM 
action plan. The design of the proposed program also aims to improve the corporate 
governance and performance of the two key SOEs that dominate the economy. At the same 
time, the proposed program includes both short- and long-term measures to protect the poor 
and vulnerable. The government and ADB discussed and agreed on the sequencing of the 
policy actions to be taken by the government over the program period as detailed in the policy 
matrix. To ensure sustainable reforms, the government needs to continue monitoring the reform 
progress and undertaking measures to achieve the annual milestones from FY2012 to FY2015 
that were recommended under the 2011 PFM action plan. To help the government achieve the 
reform targets, ADB will continue to provide technical assistance (both under the country 
programming pipeline and regional projects) for policy advisory and capacity development 
purposes in areas related to PFM reform, statistical compilation, economic management, 
infrastructure strategy and implementation, and private sector development (including SOE 
reforms). 

 

 

 



 
 

 
 

Problem Tree for Public Financial Management Reform Program 

 

 

SOE = state-owned enterprise. 

Source: Asian Development Bank.
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Sector Results Framework (Public Sector Management, 2010–2014)  

Country Sector Outcomes Country Sector Outputs ADB Sector Operations

Outcomes with  

ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with 
ADB 

Contribution 

Indicators with 
Incremental 

Targets 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB 
Interventions 

Stronger public 
financial 
management 

Overall 
improvement of 
procurement 
scores to B by 
FY2014 against 
the 2011 PEFA 
assessment 

(FY2011 
baseline: D) 

 

20% fall in 
domestic debt by 
end FY2014 

(FY2011 
baseline: 
A$480.7 million) 

Procurement 
improved 
through 
centralization 
and outsourcing 
to independent 
third-party 
agency 

 

 

 

Revenue 
strengthened 
through 
establishment of 
revenue office 
and adoption of 
measure to 
broaden tax 
base 

100% of 
procurement >
A$5000 
handled by 
independent 
third-party 
agency 

(FY2011 
baseline: 0%) 

 

 

 

10% increase 
in tax collection 
by FY2014 

(FY2011 
baseline: A$19 
million) 

Planned key 
activity areas 

Procurement 
reform (40%)  

Revenue 
strengthening 
(40%) 

Introduction of 
FMIS and new 
financial 
instructions 
(20%) 

Pipeline 
projects with 
estimated 
amounts 

Public Financial 
Management 
Reform Program 
($4.0 million) 

Ongoing 
projects with 
approved 
amounts 

Pacific Economic 
Management TA 
($3.0 million) 

Planned key 
activity areas 

Implementation of 
public financial 
management 
reform plan 

Pipeline projects  

Bulk fuel 
procurement 

Ongoing projects 

Strengthening of 
audit 

More rigorous 
corporate 
governance and 
economic 
performance of 
selected SOEs 

10% reduction in 
government 
subsidy to NUC 
in FY2014  

(FY2012 
baseline: 
electricity subsidy 
of A$3.3 million) 

 

10% increase in 
dividend 
payments by 
RONPHOS by 
FY2014  

SOE 
management 
improved 
through 
introduction of 
performance-
based contracts 

 

 

NUC 
corporatized. 

 

100% of senior 
management of 
NUC and 
RONPHOS on 
performance-
based contracts 

 

 

100% of assets 
transferred 
from Nauru 
Utilities 
Authority to 
NUC 

Planned key 
activity areas 

SOE governance 
reform (100%) 

Pipeline project 
with estimated 
amount 

Public Financial 
Management 
Reform Program 
($4.0 million) 

Ongoing project 
with approved 
amount 

Pacific Private 
Sector 

Pipeline project

Strengthened 
supervision of 
SOEs 

Ongoing project 

Legislative reform 
of RONPHOS to 
improve 
separation of 
management from 
governance. 



 
 

 

(FY2011 
baseline: 
A$1.0 million) 

Development 
Initiative, Phase 
2 ($12.7 million) 

ADB = Asian Development Bank, FMIS = financial management information system, FY = fiscal year, NUC = Nauru 
Utilities Corporation, PEFA = Public Expenditure and Financial Accountability, RONPHOS = Republic Of Nauru 
Phosphate Corporation, SOE = state-owned enterprise, TA = technical assistance. 

Source: Asian Development Bank.  

 


