Technical Assistance Consultant’s Report

Project Number: 39658
June 2014

Maldives: Institutional Strengthening for Economic
Management
(Financed by Technical Assistance Special Fund)

Prepared by:
PricewaterhouseCoopers Private Limited
Haryana, India
For:
Ministry of Finance and Treasury

This consultant’s report does not necessarily reflect the views of ADB or the Government concerned, and
ADB and the Government cannot be held liable for its contents. (For project preparatory technical
assistance: All the views expressed herein may not be incorporated into the proposed project’s design.




































































Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Table of Contents
Introduction ..................................................................................................................4
1

Introduction ....................................................................................................................................................... 5

Modules (Background, Activities and Key Outputs) .....................................................6
1

MTFF and MTEF ................................................................................................................................................7

2 Budget Preparation ........................................................................................................................................... 12
3 Sector Budget Related ...................................................................................................................................... 16
4 Debt Management ........................................................................................................................................... 20
5 Cash flow projections ...................................................................................................................................... 27

Module wise deliverables ............................................................................................ 31
Annexure.1
1

MTFF and MTEF ............................................................................................................ 32

Manual for Maldives Macroeconomic Consistency Framework - Draft ....................................................... 33

2 How to do note for tourism projections .......................................................................................................... 61
3 How to do note for projecting Tourism GST .................................................................................................. 63
4 How to do note for projecting resorts lease rent ........................................................................................... 65
5 How to do note for projecting Import Duty ................................................................................................... 66
6 Cadre Structure in Economic Management ................................................................................................... 68

Annexure.2
1

Budget Preparation ........................................................................................................94

Report on Budget Classification- Draft .......................................................................................................... 95

2 Report on Budget Strategy Paper-Draft ....................................................................................................... 106
3 Report Formats for Preparation of Estimates under Program Budget- Draft ............................................122
4 Short note on Pay Revisions in India and Mauritius ................................................................................... 140
5 Review of Public Accounting System-Draft ..................................................................................................142
6 Concept Note on Off-Budget Liabilities ........................................................................................................ 145
7 Key learnings from the 2012 Budget Cycle .................................................................................................. 148
8 Implementation Status of Debt Sustainability Analysis ...............................................................................150
9 Design and Monitoring Framework for Economic Recovery Programme, Maldives ................................. 153
10 Data Anomalies in PAS................................................................................................................................... 156
11 Comments on Fiscal Responsibilities Bill ..................................................................................................... 157
12 Review of Procedure for Sanction of Re-appropriations/ Supplementary Budget .................................... 160
13 Other outputs under budget preparation module ........................................................................................ 161

Annexure.3
1

Sector Budget ............................................................................................................... 162

Report on Strengthening Expenditure Control - Draft ................................................................................163

2 Review of Health Sector Budget- Draft ......................................................................................................... 171
3 Public Expenditure Review of Health Sector-Draft ..................................................................................... 202
4 Note on Review of Budget Programming 2011, Ministry of Education, Government of Maldives .......... 227
5 Health Sector Budget: Aligning Performance Indicators to Strategic Action Plan ................................... 267

PwC

Page 2 of 449

Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

6 Compliance note for PAS .............................................................................................................................. 288
7 Other Outputs under Sector Budget Module ............................................................................................... 290

Annexure.4
1

Debt Management ........................................................................................................ 291

Debt Management Manual ........................................................................................................................... 292

2 Cabinet Paper on Medium Term Debt Management Strategy, 2012 – 2014 ............................................. 353
3 Debt Indicators .............................................................................................................................................. 357
4 Debt Sustainability Analysis Report ............................................................................................................. 363
5 Medium Term Debt Management Strategy, 2011 – 2015............................................................................ 378
6 Report on Debt Management........................................................................................................................ 395
7 Debt Bulletin .................................................................................................................................................. 423
8 Issues in domestic debt management .......................................................................................................... 424
9 Other outputs ................................................................................................................................................. 427

Annexure.5

Cash flow projections .................................................................................................. 428

1

Designing an approach to improve cash management ................................................................................ 429

PwC

Page 3 of 449

Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Introduction

PwC

Page 4 of 449

Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

1 Introduction
This Technical Assistance assignment began in Dec 2010 when Maldives was on the brink of being
officially recognized as a Middle Income Country graduating from its previous status of a Least
Developed Country. Its achievement of 5 of the 8 Millennium Development Goals (MDGs) highlighted
the country’s strong socio-economic development over recent years. Its progressive performance was,
however, undermined by certain underlying structural issues in its economy that surfaced in recent
years. These included a narrow and concentrated economic base, an inelastic taxation system,
continued subsidization of social services and a rapidly growing civil service. In addition, human
resource capacity constraints, especially at mid to low level, including government functionaries, were
making effective implementation of development assistance projects difficult. These structural
constraints weakened macroeconomic fundamentals and made the economy more vulnerable to
external shocks, including increases in prices of imported food and refined oil products.
The objective of this Project was to support Ministry of Finance and Treasury (MoFT) of Government
of Maldives (GoM) in achieving recovery and sustainable growth of the economy over the medium
term by removing distortions that have led to the large economic imbalances. By supporting long
overdue structural reforms, the Project intended to assist GoM to move towards a more broad-based
and sustainable development framework that reduced the country's vulnerability to external shocks.
Specific outcomes of this Project included assisting MoFT in achieving:






Improved fiscal discipline and predictability;
Enhanced value of the budget as a policy tool;
Synchronization of the budget preparation process with available resources;
Expenditure rationalization; and
Better monitoring and management of internal and external debt.

This report is the Final Report to be submitted by PwC under the ADB supported ‘Institutional
Strengthening for Economic Management’ Project for Government of Maldives (GoM).
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1 MTFF and MTEF
1.1 Background
The Terms of Reference (ToR) for the assignment required support for the Medium Term Fiscal Framework
(MTFF) and the Medium Term Expenditure Framework (MTEF). The aim of first sub-component was to build
capacity and support creation of conditions required to develop a credible MTFF, which


Is facilitated by supportive legal and institutional frameworks (e.g. fiscal responsibility legislation,
macro-fiscal departments in ministries of finance, inter-governmental macroeconomic coordination
committees);
Is developed by government agencies in collaboration with rather than being imposed by international
partners
Is comprehensive in terms of coverage: exclusion of significant revenue and expenditure components
(including donor-financed) tends to undermine the credibility of MTFFs.
Supports macro-economic stability: MTFF clearly illustrate the macroeconomic linkages and trade-offs in
the economy.
Shows risks concerning the credibility of the MTFF over the medium term: reliability of revenue and debt
service projections and projections of mandatory expenditures (e.g. social entitlement benefits) and other
risks creating fiscal burdens.
Shows fiscal space available over the medium term: distinguishing between existing expenditure
commitments and new spending available each year of the MTFF.







The aim of the second sub-component included introducing and developing capacities within the Government
of Maldives for project appraisal and selection, and in doing so assist the government in producing a Core
Investment Plan consistent with the Strategic Action Plan (SAP). The project also planned to introduce and
provide training for government official in alternative appraisal methods.



Investment Appraisal using National Parameters
Computable General Equilibrium Model

1.1.1 As-is Assessment
PEFA Assessment, 2010
1

The Public Expenditure and Financial Accountability Assessment for Maldives conducted in 2010 had limited
coverage of the current state of the MTFF development. As shown in Table 1, the PEFA report gave an overall D
(the lowest score possible) to the Multiyear perspective in fiscal planning, expenditure policy, and
budgeting. However, the comments in the PEFA report seemed to be directed more towards MTEF rather
than MTFF, and highlighted the lack of integration between PSIP and the recurrent budget; and the lack of
costed sector strategies and debt sustainability analysis.
Table 1: Multiyear perspective in fiscal planning, expenditure policy, and budgeting

Sub-Indicator

Score

(i) Multi-year fiscal forecasts and functional allocations

D

(ii) Scope and frequency of debt sustainability analysis

D

(iii) Existence of costed sector strategies

D

(iv) Linkages between investment budgets and forward expenditure estimates

D

1

D

May 2010, IMF Country Report No. 10/137
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2

However, the PEFA Action plan which followed the PEFA report had more to add on the MTFF development:


“Important fiscal risks include the failure to mobilize donor financing, cost overruns in government
projects, over-spending on wages and other staff-related expenditure, uncertain costs of political
decisions (such as the decision to decentralize government in seven regions), calls on government
guarantees, changes in the terms of commercial borrowings, and exogenous shocks to the economy.”



“The government should develop a comprehensive framework for assessing, monitoring and managing
these fiscal risks. This framework should identify the key risks and the possible outcomes, and include
strategies to mitigate the consequences when negative outcomes occur. Correlations between different
types of risks should also be identified.”

From our discussion with technical staff of the Government of Maldives, it was found that the situation more or
less remained the same since this assessment was made. The PEFA assessment for Maldives also outlined a
number of weaknesses in regards to the current MTEF process.
“Sector strategies or master plans had been prepared for major sectors, such as the
education, health, and tourism sectors, but none of them had substantially complete costing of
investments and recurrent expenditure.”
Within the new medium-term budget, and with the advent of the new government manifesto which replaced
the 2006-11 seventh national development plan, there were plans to develop sector strategies which would be
costed and broadly consistent with the fiscal forecasts.
Many issues remained on the formulation and integration of the recurrent and investment budgets annually
and into the MTEF, which was planned to be addressed by the Sector Budget Advisor and the Budget Advisor.
The support to the MTEF under this component was, based on the output of these other components of the
programme, focus on the strategic prioritization of public investment projects.
Project appraisal and selection
The newly established Office for Projects and Programmes (OPP) within the Department of National Planning
(DNP) was mandated with reviewing the implementation and management of all government funded projects
and programmes as well as to conduct all work relating to administration of contracts, projects and
programmes. It was also envisaged that the OPP would be undertaking the basic project evaluation and support
the NPC in its vetting of projects and/or programmes.
It was recognised that public resources were limited and that the government needed to prioritise the allocation
of resources to maximise growth prospects. However, what was not fully understood were the patterns of
existing measures and incentives in the economy. And thus, what areas would give the best prospects for
income and employment growth? What was the impact of investment projects on the social equity and
cohesion?
No mechanism was in place within the Government of Maldives to support decisions on the inter-sectoral
allocation of resources or, for that matter, on any policy measures affecting the distribution of income such as
transfers and taxes.
The Macroeconomic Coordinating Committee
The Macroeconomic Coordination Committee (MECC) was formed in February 2006, comprising the Ministry
of Finance and Treasury, Ministry of Planning and National Development (now the Department of National
Planning, MOFT), and the Maldives Monetary Authority, to monitor macroeconomic and fiscal developments
more closely as well as to develop and implement a Medium Term Fiscal Framework. MECC had since been
expanded to include members from Ministry of Tourism, Art and Culture, Ministry of Fisheries and Agriculture,
as well as Maldives Internal Revenue Authority (MIRA). A Fiscal Responsibility Acts was being reviewed at
cabinet level.

2

May 2010, IMF Country Report No. 10/138
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Economic Affairs and Policy Planning (EAPP) section of MOFT acted as the secretariat to the Macroeconomic
Coordinating Committee and coordinated the development and monitoring of the Medium Term Fiscal
Framework.
While the establishment of the MECC was a very good start for development of a MTFF - each member had
interconnected forecasting and/or economic data dissemination responsibilities (Table 2) - an integrated
Macroeconomic/Fiscal framework was still lacking.
Table 2: Statistic and projection responsibilities

MECC Member

Data Responsibility

Forecast

Ministry of Finance and Treasury,

Government Finance Statistics

MTFF

Department of National Planning

National Accounts, Demographic
Data

National Accounts Projections,
Demographic Projections

Maldives Monetary Authority

Monetary Accounts, Balance of
Payments

Inflation, Balance of Payment
Projections

Ministry of Tourism, Art and
Culture,

Tourism Sector Statistics

Tourism Sector Projections

Ministry of Fisheries and
Agriculture

Fishing Sector Statistics

Fish Sector Projections

Maldives Internal Revenue
Authority (MIRA).

Revenue Statistics

Revenue Projections

The MTFF
The first objective of any Public Financial Management system is to promote macroeconomic stability. The
MTFF is the main instrument to support this objective.
‘Our discussion with technical members of MECC revealed only very limited integration of the
sector accounts and in the medium term projections, and consequently, it was not possible for
any member of the MECC to assess any impact of expenditure overruns and/or external shocks
to which the macroeconomic policy must adjust in order to ensure that macroeconomic policy
objectives are being achieved.’
This left GoM to rely exclusively on unassisted intuition or external partner advice for macroeconomic
management. This regretfully more often than not results in very slow implementation speeds for otherwise
urgent adjustment requirements and high associated economic and social costs.
A Medium term fiscal framework must be based on a detailed macroeconomic framework in order to ensure
that macroeconomic linkages in the economy are well captured. In addition, a framework for assisting in
prioritization of public investment projects must be based on an economic framework where the sector and
socio-economic linkages are captured.
Any economic analytical system to be implemented is constrained by:



Data availability and quality
Staff capacity

Economic Data availability was very limited in Maldives and had significant errors and omissions problems.
E.g., National Accounts were only available from production side with expenditure and income sides only
available for a single year (2003). This naturally also limited the range of possible economic model choices.
In choosing our approach to introduction of new economic analytical systems (models), the main aim was to
ensure that the systems become both embedded and sustainable within the GOM. In our experience this can
only be achieved when the staff members/users of the systems were closely involved in developing the models
and were receiving the necessary training during the development process. The alternative approach where
external experts develop a model, with government staff users subsequently trained to use the system, was

PwC
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rarely a successful approach. E.g., this alternative approach had been used by IMF for decades with numerous
courses to understand the IMF framework conducted in Washington DC and/or regional training centers.
However, IMF had very limited success in the uptake and ownership of their frameworks whenever government
trainees were returning to their posts at home.
We did not intend to specific framework but rather we wished to introduce the staff to the analytical approaches
needed to develop their own frameworks, thus create a much firmer basis for negotiation with international
partners as well as give the staff a basis to undertake independent analysis and provide advice to the political
management.
The outputs of the technical advisory activities were not only supposed to be given as the frameworks specified
in the TOR, but the output also included the training effort needed to ensure that the staff members
participating in the development process had a sufficient understanding of the underlying economic theory and
the implementation techniques. Our recommended approach precluded the presentation of the output in
advance of the training – the output were developed as a result of the training efforts to ensure complete
ownership of the results by the participating government staff members.

1.2 Activities Undertaken
This section describes the activities undertaken to date in the Medium Term Fiscal Framework module of the
assignment.
Activities undertaken in this module included:







Collection of revenue and expenditure data of Government of Maldives from different sources (e.g.,
MIRA, Planning Division, Pension Department, Statistics Department) and created a historical database
for tax and non-tax revenue component
Carrying out projections of tax and non-tax revenue receipts for the period 2011-2015 using a) Trend
Growth b) Annual Average Growth c) time-series technique d) Economic Buoyancy factors f) other
methods
Development of a Microsoft Excel based Macroeconomic Consistency Framework (MCF) which is a
simulation package for facilitating forecasting, monitoring and analysis of linkages in the economy
Preparation of training manual and training on: Definitions and structures of sector accounts: Monetary
Accounts, Balance of Payment Accounts, National Accounts, Government, Fiscal Accounts
Training on Social Accounting and Financial Flows Matrices
Preparation of Financial Programming model/Framework comprising the following linked Excel
worksheets:
-




Calibration of a Financial Programming model against IMF Article IV Consultation, Ministry of Finance
and Treasury (MOFT) and Maldives Monetary Authority (MMA) base case scenarios
Preparation of a macroeconomic model of Maldives with:
-






PwC

National Accounts
Government sector: revenues
Medium Term Expenditure framework (MTEF): overall resource ceiling, fiscal space and medium
term budgetary spending limits
Balance of payments: current account balance and international reserves
Trade: exports and imports of goods and non-factor services
Monetary sector: stocks of net foreign and domestic assets, broad money M2
Debt: external and public debt
Internal consistency across sectors
Economic and fiscal vulnerability indicators

Detailed breakdowns for trade and industry
Endogenous determination of GDP growth and the GDP price deflator

Preparation of detailed Macroeconomic Forecasting Model Manual
Preparation of a Tourism tax revenue forecasting model using Excel based multiple-regression for
presentation to the training group
Participation in the IMF Article IV Consultation process
Building capacity of Department of National Planning, Maldives Monetary Authority (MMA), Maldives
Inland Revenue Authority (MIRA) and the Fiscal Affairs and Economic Policy Division of the Ministry of
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Finance and Treasury (MOFT) in adapting and updating the Industry Based Macro-Fiscal Model
developed by the Fiscal Economist under the assignment

1.3 Key Outputs
Based on the activities listed in the section 1.2, the following documents were submitted to MoFT under this
module:









PwC

Framework for the projection of components of new taxes such as a) Business Profit Tax b) Income Tax
and c) Goods and Service Tax
'How to do note' for carrying out projections for the major components of tax revenue
Medium term Fiscal Framework template using projected revenue data
Detailed methodology for projection of tax/non-tax revenue components
Manual for the Macroeconomic Consistency Framework reviewing the four principal macroeconomic
accounts - national income and product accounts, balance of payments, government’s fiscal accounts,
and monetary accounts
Excel based worksheets and manual on Maldives Financial Programming (MFP) Model
Excel based worksheets and manual on Maldives Industry Based (MIB) Model
Excel based worksheets and manual on Macroeconomic Forecasting Model Manual
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2 Budget Preparation
2.1 Background
2.1.1 As-is Assessment
The Ministry of Finance and Treasury (MOFT) is responsible for preparation and presentation of the annual
budget to the legislature i.e. the People’s Majlis for approval. Estimates included in the budget consist of
domestic revenue, current expenditure and domestically financed capital expenditure as well as expenditure on
projects financed by foreign grants and foreign loans.
Expenditure estimates submitted by individual line ministries, departments and agencies form the basis of the
budget. These estimates are subsequently tailored by the MOFT to match resources likely to be available in the
ensuing financial year. Estimates are finalized in consultation with the Budget Committee and the Cabinet
before submission to the legislature.
The Law on Public Finances (2006) provides the framework for the budgeting system in Maldives. More
importantly, the Law refers to the Public Financial Regulations, for detailing of responsibilities and guiding
principles for preparation of the budget for every ‘accountable government agency’.
As per the Terms of Reference for the assignment, the as-is assessment on the performance of the existing
budgeting system for this module had to draw on the findings of the World Bank’s International Development
Finance Grant for Public Expenditure Management Review. However, discussions with MOFT revealed that no
formal reports were generated from this grant which could function as base documents for this assignment.

2.1.2 Budget as Reliable Guide to Actual Expenditure
An analysis of the budget as a reliable guide to the actual expenditure incurred during a financial year using
expenditure out turn compared to approved budget estimates as an indicator revealed that the average absolute
variance during the period 2005-2009 between actual and estimated expenditure was 19%. However, this
indicator when calculated only for the regular budget 3 revealed an average absolute variance of 5% during the
same period clearly indicating weakness in estimation of expenditure on development projects which
constituted over 80% of the remaining expenditure.
A similar variance analysis between actual and budget estimates for recurrent and capital expenditure revealed
that during 2005-09, the average variance for recurrent expenditure was 15% while that for capital expenditure
was 29%, hinting again towards issues faced in estimation of expenditure on development and investment
projects.
Table 3: Absolute Variance between Budget Estimates and Actuals, 2005-09

Absolute Varian ce between Budget
2005
Estimates and Actuals of:
Total Expenditure
21%
Regular Budget Expenditure
2%
Recurrent Expenditure
34%
Capital Expenditure
8%
Source: Budget in Statistics, Government of Maldives

2006

2007

2008

2009

Average

19%
3%
12%
57%

29%
7%
3%
61%

10%
2%
15%
1%

14%
13%
13%
19%

19%
5%
15%
29%

The accounting classification of budget heads detailing the composition of expenditure was not uniform across
the years making it difficult to draw meaningful comparisons on the composition of expenditure.

Regular Budget expenditure excludes expenditure incurred from the fund accounts, government loan
accounts, foreign cash grants and development project grants and loans.
3
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2.1.3 Reforms undertaken prior to project inception
Budget preparation in the country was subject to reforms prior to project inception including the introduction
of a multi -year perspective in estimation through the Medium Term Expenditure Framework and promotion of
result orientation in public spending through program budgeting. However, both these reforms were still in
early stages of implementation and their successful introduction at all levels of government required substantial
capacity building and complete institutionalization and operationalization of complementary systems such as
the Public Accounting System (PAS).
As evidence to the above, budget preparation for 2011 was impacted by the introduction of program budgeting.
Line ministries were instructed to formulate estimates in a programmatic format without:


Detailed instructions and guidelines on the methodology to be adopted: While the budget circular did
contain formats for the estimates, guidance on the step by step procedure to be adopted for estimation
was lacking. Moreover aggregate ceilings as envelops for spending were not provided.



Adequate time for the complete re-organization of the budget estimates: Discussions with officials of
line ministries such as the Ministry of Education, Ministry of Health and Family and Ministry of Housing
and Environment revealed that the time provided by MOFT for collation, discussions for prioritization
and submission of estimates in the new formats was inadequate. Moreover, compilation of these
estimates proved to be time consuming due to the lack of uniformity and consistency in the formats of
estimates submitted by the various implementing agencies under these ministries.



Appropriate costing strategies and norms: Donor supported programs implemented by line ministries
had established costing norms, however costing of other programs was constrained by the lack of
established costing standards and lack of information on sectoral indicators.

The program budget finally compiled and submitted by the MOFT for 2011 using the inputs received from the
line ministries did not have any information on the status and targets of performance indicators for the
programs listed under the various strategies of the Strategic Action Plan. Programs included were of the nature
of activities to be undertaken in the ensuing year without any obvious linkage to the strategies under which they
were listed. Moreover, activities listed were likely to change from one year to another which would in turn
make it difficult to assign accountability, monitor performance and evaluate impact of the expenditure incurred
under them.

2.2 Activities Undertaken
This section describes the activities undertaken to date in the Budget Preparation module of the assignment.
The activities undertaken included:













PwC

Review of the budget circular issued in 2010 and suggested modifications in the same.
Review of the existing program budget format and handholding of MOFT in making revisions in the
same.
Review and suggested modifications in the budget classification system being followed by MoFT.
Review of the methodology being followed for incorporating recurrent expenditure impact of capital
projects in the budget. Revised formats in budget circular was suggested and incorporated in the budget
circular to this effect.
Prepared guidelines for reviewing Public Sector Investment Projects (PSIPs) budget proposals. In
addition, an excel format for automating the review was also prepared.
Excel template for review of Program Budget proposals was also prepared.
Reviewed of expenditure reporting system under PAS and suggested modifications.
Concept note on off-budget liabilities. In addition, an excel template for classification of liabilities was
also provided.
Prepared note on learnings from 2012 budget cycle
Review of the procedure for sanctions of re-appropriations/virements along with suggested
improvement. A revised format of request form and sanction procedure was also suggested.
Concept note on off-budget liabilities. In addition, an excel template for classification of liabilities was
also provided.
Review note on learnings from 2012 budget cycle
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Revision in Budget Control Form- Request for Change in Budget
Revisions in format for submission of Public Sector Investment Projects (PSIP) Budget Estimates
Revisions in format for recurrent expenditure estimates of PSIPs
PSIP Budget Analysis format
Note on improving expenditure reporting under PAS
Guidelines/Checklists for reviewing program budgets/Results Framework
Automated spreadsheet formats for reviewing program budget submissions
Conducted training on concepts of Debt Sustainability Analysis (DSA)
Review and revision of existing spreadsheets used to generate monthly expenditure reports at the MOFT
level
Review and revision of existing spreadsheets used to generate monthly revenue reports at the MOFT level
Analysis of overtime expenditures in the first half of FY2012
Preparation of Terms of Reference for (i) Wage Advisory Board; and (ii) Individual consultant for advise
of setting up the Wage Board
Draft Monthly Fiscal Monitor (Excel Model)
Draft Debt Clock (Excel Model)
TOR for Macro-economic Framework Coordination Committee
Revisions in draft fiscal monitor for monitoring, analysis and reporting of month-wise expenditure
outturn and revenue collections during the year.
Hands on training to MoFT staff on use of excel for analysis of budget data. File on budget out-turn was
used for step-by-step training on excel features and functions for analysis, summarization, charting and
presentation.

2.3 Key Outputs
This section provides the key outputs under the Budget Preparation module. Based on the activities listed in the
section 2.2 , the following documents were submitted to MoFT:


Budget Strategy Paper covering:







Budget Reform Strategy including priorities and modifications in the Budget Circular;
Integration of Recurrent and Capital budget estimates of PSIP/ Capital Projects; and
Review of Budgeting System and Budget Classification.

Formats for submission of detailed estimates under program budgeting
Guidelines for screening and selection of investment projects

Concept Papers










Review of the procedure for sanction of re-appropriations/supplementary budget
Concept Note on Off-budget liabilities
Improving Expenditure Reporting under Public Accounting System (PAS)
Learnings from 2012 budget cycle
Guidelines for Reviewing PSIP Proposals
Guidelines/Checklists for reviewing program budgets/Results Framework
Terms of Reference for (i) Wage Advisory Board; and (ii) Individual consultant for advise of setting up
the Wage Board
TOR for Macro-economic Framework Coordination Committee
Draft Fiscal Monitor- output sheets for report in word format

Excel Templates/models:







PwC

PSIP Budget Forms with Recurrent-Capital budget linkage
Selection Criteria- PSIP proposals
Classification of liabilities
Program Budget Review Template
PSIP Budget Analysis Format
Budget Control Form- Request for Change in Budget
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Review of Program Budget Submissions
Debt Sustainability Analysis
Monthly expenditure reporting
Monthly revenue reporting
Analysis of overtime expenditures
Fiscal Monitor
Debt Clock.
Excel training spreadsheet
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3 Sector Budget Related
3.1 Background
3.1.1 As-is Assessment
The functional classification of government expenditure estimates in the budget consists of 4 major groups
which were further divided into 14 subgroups.
Table 4: Functional Classification of Expenditure

Major Groups
Public Services

Social Services4

Economic Services

Debt Services

Sub Groups
1. General Administration
2. Defence
3. Public Order and Internal Security
4. Education
5. Health
6. Social Security and Welfare
7. Community Programmes
8. Fisheries and Agriculture
9. Transportation
10. Tourism
11. Trade and Industries
12.Electricity
13. Interest Payments
14. Amortization

This sectoral break-down of the budget was derived from the organizational and project classification of
estimates. Each spending agency and project was mapped to a specific functional group. There was no separate
allocation of resources at the sectoral level. Hence for the purpose of study under this module, sectors had been
taken synonymous with the main line ministry associated with it (where applicable).
As per the Terms of Reference for the assignment, three sectors were to be selected for review under this
module. In line with discussions with MOFT, two of these sectors were Ministry of Health and Family and
Ministry of Education. MOFT had indicated that the work should be initiated for the Ministry of Health first
followed by Ministry of Education.

3.1.2 Expenditure Analysis
Aggregate sector spending allocations were fairly stable over the period 2004-08. On an average, during this
period, expenditure on public services constituted one third of the total expenditure, social services contributed
to almost half, and expenditure on economic services was 11% of the total expenditure.

4 Sub groups under Social Services have varied across years. Other sub groups, other than those listed above,
include Welfare Services, and Health and Welfare Services.
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Line ministries were also required to prepare and submit quarterly and monthly performance review reports on
the PSIP projects undertaken by them to the Department of National Planning (DNP) and President’s Office.
However, discussions with DNP officials revealed that many of these reports were not timely submitted and
there was no consistency in the quantity and quality of information submitted in these reports. Moreover,
financial progress of concerned projects was not recorded in these review reports.

3.1.4 Expenditure Control
Due to the incomplete implementation of the Public Accounting System (PAS), there was no formal
commitment control system that records, reports, monitors, or controls spending by implementing agencies
during the year against approved budgets. Ministries were required to control their expenditure within their
individual budgets but might approach MOFT for re-appropriations, if required, during a financial year.
However, the criteria for sanctioning such re-appropriations had not been formally documented by the MOFT
creating potential for use of discretion in making such sanctions.
Intra year expenditure control measures adopted by MOFT consist of enforcing informal budget amendments
to limit budget expenditure such as in cases of severe downturn of revenue realization; and release of budgetary
allocations for capital projects even after approval from the legislature only on request by spending agencies. As
such, these measures were ad hoc and as evidence suggests, had not prevented crowding of expenditure
towards the end of the financial year and/or time and cost over runs in the capital projects undertaken.

3.2 Activities Undertaken
This section describes the activities undertaken to date in the Sector Budget module of the assignment. The
activities undertaken included:


Analysis of budget documents for understanding trends and patterns in expenditure incurred by Ministry
of Health and Family (MoHF), Ministry of Education (MoE) and Ministry of Transport and
Communication (MoTC) during 2005-11



Review and analysis of the program budget, 2011 prepared by MoHF and MoE to identify weaknesses
and areas of possible improvement



Review of the Results Framework (RF) prepared by Department of National Planning and MoHF to
check for relevance and alignment of the performance indicators included with the Strategic Action Plan
of Government of Maldives (GoM). Changes in the Framework were suggested to ensure linkage with the
program budget format.



Review of expenditure control and management mechanisms in place in Ministry of Finance and
Treasury (MoFT) and the line ministries for identification of improvement measures that can be adopted
in the short term



Training and feedback session on program budgeting for Ministry of Transport and Communications.
This training was targeted towards introduction of principles of program budgeting and requirements for
its successful implementation



Identifying key challenges faced by the health sector in Maldives



Analysis of recent institutional and policy reforms in the health sector based on consultations with
officials of Ministry of Health and Family (MoHFW)



Identification of weaknesses in current budget programming process from a health sector perspective



Selection of appropriate and relevant performance indicators for the sector



Assessing impact of expenditure incurred by MoHFW on performance of physical indicators over time
and evaluating equity and efficiency implications of expenditure



Review of PEFA assessment 2009 and other relevant recent Public Financial Management (PFM)
assessments



Documentation of key issues identified under these PFM assessments



Preparation of detailed agency wise questionnaire and conducting meetings with target agencies such as
Maldives Inland Revenue Authority; External Resource Management Division (ERMD), Treasury and
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Public Accounts Division, Public Enterprises Monitoring and Evaluation Board under Ministry of
Finance and Treasury; Ministry of Education; and Ministry of Health and Family Welfare


Analysis of budget documents, relevant rules and regulations, and policy papers

3.3 Key Outputs
This section provides the key outputs under the Sector Budget module. Based on the activities listed in the
section 3.2 , the following documents were submitted to MoFT:


Report on performance of budget programming for Ministry of Health and Family (MoHF) and Ministry
of Education (MoE) which included:
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A review of the program budget prepared for 2011 by MoHF and MoE
A review of expenditure incurred by Government of Maldives (GoM) in the sector during 2005-11,
as per the budget statistics published by MoFT

Report on ‘Health Sector Budget: Aligning performance indicators to Strategic Action Plan (SAP)
Note on Strengthening Expenditure Control
Performance Expenditure Report for Health Sector in Maldives
Draft Public Expenditure and Financial Accountability Assessment Sheet (Excel file)
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4 Debt Management
4.1 Background
From the debt management perspective the main objectives were for the Debt Management Office (DMO) in
MoFT to better monitor and manage internal and external debt. The DMO uses the Commonwealth Secretariat
Debt Recording and Management System (CS-DRMS) for recording, managing and reporting the public debt.
GoM’s portfolio comprises external loans and internal (domestic) securities, the latter mainly Treasury bill
auctions with a few bond agreements contracted with the Maldives Monetary Authority (MMA), some of which
have been restructured.
Given the staff turnover, DMO had not benefited from formal training or on-the-job guidance. As a result, a
number of debt data recording issues in CS-DRMS had arisen, most important of which were reconciliation of
CS-DRMS loan-wise debt accounts with creditor records and recording participants (especially borrowers and
creditors) in line with the international standards as defined in the IMF “Public Debt Statistics: Guide for
Compilers and Users” (the Guide). DMO staff had therefore been maintaining excel spreadsheets in addition to
CS-DRMS. Ideally there should be one source of debt data.
A complete and validated public debt database is an essential prerequisite for MoFT to reliably generate
reports, conduct analysis and develop borrowing strategy. In respect of reporting, this covers disseminating
debt management reports to internal and external stakeholders. CS-DRMS contains over 100 standard reports,
many of which are compliant with the Guide. In addition, CS-DRMS provides dedicated export tools for
submitting data electronically to the World Bank’s Debtor Reporting System (DRS), Medium-Term Debt
Strategy (MTDS) tool and amongst others. From an analytical and risk management perspective a reliable
database provides a baseline for using CS-DRMS’s dedicated Management Tools module for conducting debt
portfolio review, scenario what/if analysis including exchange rate and interest rate sensitivity, stress testing,
debt sustainability analysis and developing borrowing strategy.
In the existing scenario, the overriding focus for the CS-DRMS Specialist was to assist the DMO validate the
debt database and in consultation with DMO staff to trouble-shoot pertinent recording and reporting issues and
provide training. Central to this exercise was to guide staff in updating the debt database so that loan-wise debt
accounts in CS-DRMS reconciled with creditors’ figures, mainly stated on creditor billing statements. Where
necessary, DMO staff were encouraged to follow-up queries directly with creditors. Also the issue of importing
Treasury bill auction data from the MMA system to CS-DRMS was addressed.
In the medium-term it is recommended that MoFT extend the database coverage to include the GoM’s overdraft
with the MMA, the publicly guaranteed debts of State-Owned Enterprises (SoEs) and public corporations and
any arrears in relation to pensions and suppliers. Long-term consideration should be given to further extending
database coverage to non-guaranteed debts of SoEs and public corporations and to private sector debts. This
will enable Government to quantify its total debt liabilities, both contingent and non-contingent.

4.1.1 Debt Management Systems and Organization
The two main entities responsible for the management of external and domestic debt were the External
Resources Management Division (ERMD) at the MOFT and the Public Debt Department at the Maldives
Monetary Authority. The responsibilities were distributed as follows:


ERMD had the following 3 Sections responsible for inter alia, negotiating, contracting, recording and
repayment for all external debt. Table 6 indicates the detailed functional responsibilities of these
sections.
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Financial Institution Section
Debt Policy and Mobilization Section
Aid Coordination Section

In addition, the Assets and Liabilities Section under the Financial Controller’s Office had the
responsibility of recording all government guarantees given for both domestic and external debt.
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MMA as the fiscal agent for the government, and responsible for domestic management along with the
Budget Division in the MOFT, issues government treasury bills (TBs) and Government Securities (GSecs) and provided advice to the GoM on all aspects of issuance of TBs and G-Secs. Although there
existed a Committee comprising members from the MOFT and MMA to decide on the financing needs of
the government, in practice the MMA makes the decisions on issuance strategy regarding the frequency,
amount, timing and method of issuance, and type and duration of instruments given the manner of
operations of the Ways and Means Advances (WMA) to the MOFT, and then obtains approval from the
Financial Controller at MOFT.



The Public Debt Department at the MMA was responsible for the issuance of Treasury Bills and
recording and repayments, and sent the required reports and information to the Financial Controller at
the MOFT.



There were also a few other important Committees responsible for debt management. These included the
following:




External Resources Coordination Committee that meets every Tuesday with the Vice President as
the Chairman. The focus of this Committee is more on implementation of externally-funded
projects (colour codes assigned depending on implementation status);
Macro-economic Coordination Committee (MECC)
Aid Management Coordination Committee which had the important mandate of deciding on the
funding of projects with direction from the National Planning Council and coordination with
ERMD. This is however currently not in operation.

Table 6: Functions of the External Resource Management Division

Institutional Financial
Institutions Coordination
(IFIC)
Annual Meetings
– Coordinate arrangements;
review and process Board
papers, country reports etc.
– Manage subscription capital
increase and valuation
adjustments
Coordinate participate in
missions of IFIs
Project Monitoring and
Management
– Assist m project follow up and
implementation
– Review and participate in
PCC & PSC meetings
– Quarterly project reviews
– Focal point for ADB,IDB, WB
and other IFIs
– Coordinate and seek
assistance for IFI sponsored
trainings and workshops

Debt Policy and Mobilization
Section (DPMS)
Accounting
– Processing of loan agreement
– Process loan disbursement requests
and monitor payments
– Maintain register of contracts under
ongoing projects
– Process documents for issuance of
promissory notes and government
guarantees
– Debt servicing
– Maintain loan accounts
– Monitor loan covenants

Aid Coordination
–
–

–

Debt Recording, Reporting and
Monitoring
–
–
–
–

Manage Debt Recording System (CSDRMS)
Debt Recording and reporting for
National Budget
Debt Recording and reporting to
International Organizations
Manage Subsidiary loan Agreements
(on-lending)

–
–

Mobilize financing to
meet funding gap
Streamline aid
management and
coordination
framework between
MOFT, Ministry of
Foreign Affairs, and
Ministry of Planning
and National
Development
Support continuous
dialogue between
government and
donors within the
framework of the MPF
Track resources
pledged and committed
by donors using DAD
Mobilize new TAs and
grants from IFIs for
funding gaps (including
for private sector and
NGOs)

Portfolio Review and Debt
Sustainability
– Conduct bi-annual Debt Portfolio
Review
– Conduct periodic debt sustainability
analysis including sensitivity analysis
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Institutional Financial
Institutions Coordination
(IFIC)

Debt Policy and Mobilization
Section (DPMS)

Aid Coordination

Formulation of a national Debt Policy
and develop a sustainable Debt
Management Strategy
The above discussion indicated that the traditional functions of front, middle and debt offices were not clearly
structured and focused. The managerial structure for debt management in GoM lacked an integrated approach
towards the management of total central government debt as there was no single entity responsible for the
same.
There was also lack of coordination among MOFT and MMA and among various Committees regarding their
activities. The two main entities ERMD and MMA did not exchange debt information regularly. None of the
Committees cited above was entrusted with the functional responsibility or terms of reference for coordinating
activities in relation to debt management or exchanging information on total central government debt.
However, the authorities were aware of these problems and were presently engaged in reorganizing the
divisions and sections in the MOFT for strengthening the debt management function. It was understood that
the process had been initiated and was evolving in the right direction. Once the reorganized structure became
fully operational and cash management arrangements become more effective, the decision making for debt
management would be with the MOFT.

4.1.2 Debt Sustainability Analysis (DSA)
The ERMD within the MOFT provides three year forecasts for the servicing of existing external debt and future
disbursements based on a pipeline of projects for budgetary purposes. The currency composition of external
debt was also presented. Although the bulk of the borrowing was done at fixed rates, variable rate debt
comprises 15 percent of the external debt portfolio. As a prudent measure, a five percent buffer for movements
in interest and exchange rates was included in the debt service projections. There was, however, no formal
sensitivity analysis done to determine if this buffer was sufficient or not. An investigation into the national
budget by the DeMPA Report showed that for 2007, the 5 percent buffer was appropriate, as the actual amount
for interest payments on external debt was MRF 341.7 million against the budgeted MRF 325.4 million
(nominally higher than the 5 percent). The estimates for 2008 showed that external debt interest payments
would be 16 percent higher at MRF 396.9 million than the budgeted figure of MRF 339.3 million6. This could
mainly be attributed to higher borrowing rates during the global financial crisis which also resulted in higher
refixing rates with regard to the 15 percent of variable rate loans in the debt portfolio.
The technical sub-committee of the MECC discusses movements in macroeconomic and other fiscal variables
and makes recommendations for the budget to the policy sub-committee. The policy sub-committee in turn,
approves the recommendations that are then included in the Budget. The ERMD provides information on
disbursements, debt service and the status of projects. This technical sub-committee, however, does not meet
regularly and so is not an efficient vehicle to share fiscal information. The ERMD does not have access to key
fiscal variables for planning purposes. No debt sustainability analysis (DSA) is undertaken (staff had recently
been trained and it is expected that a DSA group will be formed soon in the MOFT).

4.1.3 Debt Profile
Debt Portfolio as Estimated by MOFT and MMA
A set of debt estimates (details given in Table 7) were available from the Ministry of Finance and Treasury,
Government of Maldives and the Maldives Monetary Authority (MMA). As per these estimates, the total public
debt stock as percentage of the Gross Domestic Product (GDP) was expected to increase to 120 percent at the
end of 2010.
Table 7: Fiscal Situation and Outstanding Debt (As percentage of GDP at current market prices)

Item

Revenue

1997

30.5
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Exp
31.9

Balance
-1.4

ForeignFin
2.9

DomFin
-1.5

Total
debt
39.7

Foreign

Domestic

25.0

14.7
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Item

Revenue

Exp

1998

30.4

32.3

1999

32.1

2000
2001
2002

Balance
-1.9

ForeignFin
2.0

DomFin
-0.1

Total
debt
41.0

36.1

-4.1

0.8

3.2

32.3

36.7

-4.4

0.0

33.0

37.7

-4.7

1.9

33.1

38.0

-4.9

4.5

2003

34.8

38.2

-3.4

2004

34.5

36.0

2005

48.1

59.0

2006

52.5

59.3

2007

56.1

60.8

2008

46.2

2009

35.6

2010

38.0

58.8

Foreign

Domestic

25.6

15.4

40.1

24.3

15.9

4.3

40.9

22.9

17.9

2.8

43.5

23.9

19.5

0.4

47.0

26.9

20.2

4.7

-1.3

46.1

29.6

16.5

-1.6

4.1

-2.5

43.1

30.5

12.6

-10.9

2.4

8.4

52.6

34.0

18.7

-6.8

4.5

2.3

50.9

32.4

18.5

-4.7

4.6

0.1

51.7

32.7

19.0

63.1

-16.9

4.6

12.2

68.7

37.4

31.2

65.0

-29.4

4.7

24.8

99.5

43.5

56.0

-20.9

0.6

20.3

120.0

43.8

76.2

Source: MOFT and MMA

4.2 Activities Undertaken
This section describes the activities undertaken in the Debt Management module of the assignment. The
activities undertaken included:
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Review of the current debt management strategy
Assessment of capacity requirements to effectively meet debt management goals
Review of recommendations of ADB TA on Strengthening of Debt Management
Preparation of detailed job descriptions for various levels of officers in the External Resources
Management Division (ERMD)
Review of state debt profile (domestic and external debt) including contingent liabilities
Preparation of framework for Debt Sustainability Analysis (DSA)
Training in Management Tools module of CS-DRMS to officials of External Resources Management
Division (ERMD) in MOFT
Preparation of Debt Management Manual
Preparation of and training on Medium Term debt Strategy Toolkit
Preparation of a detailed draft debt strategy
Preparation of a template for the Debt Sustainability Analysis (DSA)
Review of country’s debt profile (domestic and external debt) including contingent liabilities
Recommend development of a database to include domestic and external debt and which can link to
externally funded project monitoring database
Installation of Commonwealth Secretariat Debt Recording Management System (CS-DRMS) in External
Resource Management Division, Ministry of Finance and Treasury, Government of Maldives
Training to MOFT staff on CS-DRMS
Preparation of debt sustainability study jointly with ERMD Staff and recommend feasible options for
debt restructuring, including debt servicing requirements for the next 5- 10 years
In coordination with Team Leader, formulation of debt scenario building as a part of regular inputs into
the Macroeconomic Coordination Committee
Suggestion on methodology for estimating relevant debt related indicators and develop effective
reporting requirements
Identification of terms of reference and work plans for national consultants/ contractual staff and assist
in selection process.
Prepared a new report template using Report Writer functionality in CSDRMS for category-wise, sourcewise and sectoral extraction of existing external debt data on disbursements, principal repayments,
interest payments and debt service in a single report. This output was then used for automatic conversion
into formats being reported to budget division.

Page 23 of 449

Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives



Prepared the following excel models for automatic conversion of CSDRMS outputs into inputs required
for budget planning and reporting:














Disbursements (existing and pipeline) for (i) project and budget support loans; and (ii)
Source/Category segregation
Debt Details: DOD, Repayments, Interest Payments, Debt Service and Contingent Liabilities
Linking Medium Term Fiscal Framework (MTFF) with Debt files for consistent forecasts.

Reviewed the Fiscal Responsibility Legislation (FRL)
Provided hands-on training to staff on preparation of MTDS
Prepared draft MTDS
Provide technical support to the DMO in maintain the Government’s Debt Database
Troubleshoot inconsistencies in DMO’s current method of using the reporting module and advise and
train in maintaining consistency of the debt variables of the system (how the system derives DOD,
Disbursement and other aggregates)
Assist relevant staff in data entry, data validation and importing data files of T-bills/T-bonds to domestic
debt module and interpreting results
Generating and editing reports from CS-DRMS for the MTDS/DSA
Conduct in-house training to the relevant staff in key areas including method of reconciling DOD’s with
parity change
Provide staff with necessary skills to effectively and efficiently use the CS-DRMS to fulfil all activities and
outcomes set out in the Tor of the Debt Management Specialist

Other key activities included:
Technical support to the DMO in maintaining the Government’s Debt Database
The methodological approach was based upon early discussions with DMO staff to elicit pertinent recording
and reporting issues. The consultant then focused on reviewing the database for completeness, accuracy and
consistency as well as compliance with international standards. A list of debt validation issues was compiled
and updated during the delivery of the TA and regularly shared with debt staff. Of the approximately 60 issues
identified and the recommended remedial actions to update the database, a few were particularly important: (i)
reconcile loan-wise debt account figures (debt stocks and flows) in CS-DRMS with creditor figures and ensure
these accounts are reconciled on an on-going basis; (ii) record participants, especially borrowers and creditors,
ensuring compliance with international standards including the Guide; and (iii) resolve issues relating to
securities, T-bills and bonds, especially addressing duplicate participants (bidders) arising from the automatic
upload of T-bill auctions from the MMA auction system to CS-DRMS. Please refer to c. below.
In respect of (i) the DMO confirmed no loans were in arrears with interest payments and principal repayments.
CS-DRMS Report 301 indicated that some loans were in arrears, mainly those relating to multilateral agencies.
Upon receiving confirmation from Commonwealth Secretariat regarding the need to enter creditor bill
transactions to remove spurious arrears, DMO proceeded with entering bills using an agreed methodology that
took into account the regular practice of payments being made in advance of the due date. In respect of IDB
loans it was recommended that a review of the current methodology is undertaken, currently on receipt of
revised interest schedules at the end of the disbursements period the LIN forecasting rules are being amended,
resulting in negative arrears being reported.
During the validation process a few system issues arose which were raised through GoM with the
Commonwealth Secretariat, the software providers. While most issues were addressed during the TA a few
remain outstanding, in particular recording the restructuring terms specified in a Bond Restructuring
Agreement signed with the MMA in respect of an annuity bond and reporting on T-bills debt stocks and flows in
respect of rollovers.
Troubleshoot inconsistencies in DMO’s current method of using the reporting module and
advise and train in maintaining consistency of the debt variables of the system (how the
system derives DOD, Disbursement and other aggregates)
DMO raised a list of specific issues at the commencement of the project. These were resolved in consultation
with DMO staff: i) Report 352 run in USD for SDR-denominated loan 2008004 showing incorrect
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disbursement actual figures. (ii) Report 352 showing incorrect USD-MVR period exchange rate after CS-DRMS
cut-off date. (iii) Aggregation wizard showing incorrect disbursement actual in 2014 for loan 2008005. (iv)
Issues reporting to the World Bank using the DRS link. In addition a detailed explanation was given to DMO
staff relating to the calculation method used in CS-DRMS for deriving aggregate figures (annual, quarterly and
monthly periodicities) appearing in reports.
Assist relevant staff in data entry, data validation and importing data files of T-bills/T-bonds
to domestic debt module and interpreting results
In recent years the DMO has been importing T-bill auction results from the MMA auction system to CS-DRMS,
obviating the need to manually enter the data into the CS-DRMS Domestic Debt Recording module. Some
customised software utilities had been developed to reformat the auction results files received from the MMA
into the required XML file format to import to CS-DRMS using a standard import utility in the CS-DRMS
Server Tools software. During the database validation exercise a number of duplicate participants were
identified that had arisen as a result of this importing. The consultant therefore prepared the following
Structured Query Language (SQL) scripts for applying to the database to remove these duplicates as a one-off
exercise: update bond_bids table to resolve duplicate creditors; update instruments table to resolve duplicate
borrowers, creditors and disbursement agencies; update inst_exec_agencies table to resolve duplicate
executing agencies; update insts_agencies to resolve duplicate agencies; and update tbill_bids to resolve
duplicate bidders.
It was recommended that the DMO revert to manual entry of Treasury bill results, until the duplicate
participant issue is resolved.
During the database validation exercise other securities-related issues were highlighted: settlement and issue
dates always the same, a few instances of negative maturity periods and some maturity periods in excess of 365
days, the upper limit for T-bills. In addition some spurious arrears in respect of T-bills were resolved by
running the Generate Actuals option.
An interpretation issue relating to T-bills that are regularly rolled over was identified. All rollovers are being
reported as new debt, which appears to result in debt service being overstated. Rather, the reports should report
on the net debt, which is new debt issued beyond that used for financing rollover. This issue has been raised
with Commonwealth Secretariat. A meeting was arranged with MMA on 1st October 2013 to discuss issues
relating to importing of T-bills.
Generating and editing reports from CS-DRMS for the MTDS/DSA
Given the database validation issues as well as the issues relating to annual macroeconomic data, this activity
was not addressed during the period of the consultancy.
That said, the CS-DRMS Specialist in collaboration with the Debt Management Specialist prepared some
scenarios in CS-DRMS Management Tools for comparing various possible outcomes from debt restructuring
negotiations in respect of financial terms on selected loans. This enabled the impact on the portfolio cash flows
and potential savings in nominal and present value terms to be determined.
Two country reports were developed during the TA using the CS-DRMS Report Writer Tool based on requests
from Back office staff - Commitment Allocations status report and Project status/disbursed balance report. To
make use these reports operationally DMO would be required to undertake some additional recording tasks on
a routine basis. DMO may consider adopting these reports.
Conduct in-house training to the relevant staff in key areas including method of reconciling
DOD’s with parity change
An introductory course in CS-DRMS was delivered to three DMO staff on 7th and 8th October 2013. The course
comprised the following presentations: Some debt definitions and introduction to the loan cycle; Overview of
CS-DRMS modules; Recording a loan; Entering transactions; Processing loans and aggregating data; Running
reports.
Train staff and provide support in effectively using the CS-DRMS to implement the tasks laid
out in the TOR of the Debt Management Specialist
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During first visit the database validation, troubleshooting and domestic debt activities mentioned above were
conducted working alongside DMO staff as well as the two half-day workshop 7th/8th October to ensure skills
transfer. Further on-the-job training was delivered during the database validation process.

4.3 Key Outputs
This section provides the key outputs under the Sector Budget module. Based on the activities listed in the
section 4.2, the following documents were submitted to MoFT:









Draft report on Maldives’ debt management strategy and capacity assessment
Framework and template for Debt Sustainability Analysis (DSA)
Training on CS-DRMS to MOFT staff
Debt Management Manual
Medium Term Debt Strategy Toolkit
Detailed draft debt strategy
New report template using Report Writer functionality in CSDRMS
Concept Notes/Documents




Comments/Observations on FRL

Automated Spreadsheet formats/models






Automatic conversion of CSDRMS report into existing formats being submitted to budget division.
Draft MTDS
Disbursements (existing and pipeline) for (i) project and budget support loans; and (ii)
Source/Category segregation
Debt Details: DOD, Repayments, Interest Payments, Debt Service and Contingent Liabilities
Linking Medium Term Fiscal Framework (MTFF) with Debt files for consistent forecasts.

 Reports – CS-DRMS Database Validation Report, December 2013
 Updated debt database – a database was prepared that fixed the issue of duplicate participants arising from
importing T-bills.
 Trainings – A two-day course entitled “Introduction to CS-DRMS” delivered from 7th to 8th October 2013 to
DMO staff.
In addition on-the-job training was provided to DMO staff covering troubleshooting recording, processing and
reporting issues.
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5 Cash flow projections
5.1 Background
5.1.1 As-is Assessment
Improving the TSA Operation and Efficiency
The focus of this module was to improve operation of the Treasury Single Account (TSA) by increasing accuracy
of cash flows from both the revenue and expenditure sides. In discussions with various officers in the treasury
and public accounts areas of the Ministry of Finance and Treasury as well as with various officers of the
Maldives Monetary Authority, preliminary information about the current flow of information on the operation
of the account was collected.
The concentration of all public cash flows and all balances in one account permitted efficient monitoring and
forecasting of the cash flows of the government and allowed the public debt management unit of the MMA to
issue an appropriate amount of debt to cover the government’s obligation. There was, however, a cost to idle
balances and a tendency to hold larger balances. Efficient operation required concentration of all government
balances in this account. However, there were still substantial balances held by some authorities. While it had
been extremely hard to get the information on the government balances outside of the TSA, it appeared that in
excess of 1 billion (MRF) were held. A confirmation of the same was awaited. There had been good progress in
the past in consolidating more balances into the central account, but until most were in the account, improving
the management or forecasting of the existing account did not address the need for one central control.
In discussions with the MMA, more elements of the account management were outlined. At the time of the
start of the assignment, the Ways and Means Advance Account had been securitized and a series of longer dated
bonds were created. These were held by the MMA. Formerly the central government accounts used this facility
as a method of creating money for the payment of the government’s bills when the accounts of the government
were in deficit. If the balances of the TSA threaten to fall into deficit, up to 100 million MRF could be advanced
to meet any deficiency during the month. However, it was mandatory that the advances be reduced to zero at
the end of the month.
There was information which flowed from MOFT on both revenues and expenditures on a monthly basis. The
Inland Revenue Authority was sending information on a monthly basis to the MOFT and was also tasked with
creating an annual estimate. The methodology of forecasting primarily used historical data and averaged it.
There was no attempt to use seasonal adjustments or other types of modification to the estimates.
Under the assignment, a review of the report formats for primary revenue categories of general taxes (including
customs), fees and charges, dividends from state owned enterprises, and rents was to be undertaken and
simplified formats for such reporting, if necessary was to be suggested for use of the officer at the MOFT in
charge of reporting on the TSA.
On the expenditure side, information on the external debt payments was generated by the MOFT internally and
sent to the Financial Controllers (FC) office. Payments to vendors was also known monthly and the data was
collected by the FC Office which reported it in the weekly report to the Public Debt Management Unit at the
MMA. The most important recurrent expenditure was the government payroll and that figure was very
important to get right. Nearly 26 agencies were on the system with just under 4,000 out of 36,000 government
employees. The President’s Office controlled the payroll process for the politicians. Constituting on the order of
80% of government revenues, this figure was reported based only on historical figures. There was no attempt to
forecast. The TSA was managed and debt issuance levels were determined by the Public Debt Management Unit
at the MMA. Expenditures on the capital account (investment expenditures) and dividends from SOE’s were
found to be hard to track and forecast.
The TSA fluctuates between roughly 100 million MRF during the month, with a high of 300-400 million in the
middle of the month according to the MMA and do not go above 500 million on any occasion. There was
somewhat greater risk of a deficit at the end of the month when the Ways and Means account must be balanced.
Since the banking system had month end adjustments and liquidity tends to be not as good, the volume of
issuance possibly tend to be less.
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All of the improvements possible, however, will have only modest impact until the most of the government
balances are included in the Treasury Single Account. The failure to make substantial progress in implementing
the PAS system has also hindered the rectification of several of these issues. The reporting system of the SAP ®
based PAS if implemented could give much of the data needed to report and forecast all government
expenditures. We believe that the current devolution of power if accompanied by a decentralization of bank
balances may prove counter-productive to central management. We would be further investigating this aspect
in our subsequent phase of the project.
Developing the Treasury Bills Market
The cash management activity of the project included an assessment task which involved gathering information
to determine if there was a possibility for the imminent development of a secondary market for treasury bills
and government bonds. The issue here was not only the secondary market for existing securities but also the
possibility for expanding the maturities from the current heavy concentration of the public debt in 1 to 6 month
treasury bills. This concentration presented an extraordinary risk to government finance. If an exogenous
shock like that experienced by the international system occurred, the rollover risk was so high that it could
interfere with the functioning of the government. The development of additional points on the yield curve for
debt issuance was an important goal. Yet markets could not be forced and the project would examine the
current system to see if there were developments which could lead to this result.
The public debt of the Maldives was very large in relation to the size of the economy. The total budget deficit for
2010 was estimated to be 16% of GDP which was down from 31% in 2009. Total government expenditures
(excluding net lending) according to the MMA’s December 2010 economic report were 53% of the GDP down
from 66% in 2009. In 2010, the MMA estimated that 94% of the deficit would be financed domestically
through the issuance of bills and bonds. The T-bills which constituted most of this debt totalled a slightly less
than 4.3 billion MRF as of January 24, 2011. The MMA had recently securitized the Ways and Means Advances
by creating treasury bonds which they hold. The maturities were up to 10 years. The concentration of the
public holdings was significant. In November 2010, the Bank of the Maldives (the leading commercial bank)
held approximately 50% of the treasury bills outstanding. When the State Bank of India and the HSBC were
included, the total rose to 75%. The State Owned Enterprises owned approximately 18% of the outstanding
bills. This concentration was important to note when secondary markets were being developed. Discussions
with Bank of the Maldives and the State Bank of India revealed that their continuing interest, given the nature
of their liabilities, was in the 1-3 month bills. Evidently, the 6 month bill had not been widely demanded by the
commercial banks.
There had been a major institutional change which could affect this market in the next few years, namely the
introduction of funded pension schemes for the public sector (in place for a year). In 2011 employers in the
private sector would also be required to join the funded pension scheme. In both the public and private
schemes, the employer and employee both contributed 7% of the salary to the Maldives Pension Administration
Office (MPAO) where the funds were invested in earning assets. The old Provident fund and government
pension arrangements had been discontinued. Given the very youthful demographics of the Maldives, the
contribution build up was expected to be very substantial. During discussions with the MPAO, the asset size
was estimated at 175 million (MRF) and the inflow from the public sector was estimated at 25 million (MRF)
monthly. When the private sector was added, it was estimated that the monthly accumulation would double.
Given the very long term nature of their liabilities, this fund had the potential to be a substantial demander of
long term financial assets.
The financial or other assets would also have to be local given the nature of the current balance of payments. If
a fixed peg was to be maintained, the outflow of large amounts of investment funds could not be permitted.
Since there were only 4 listed public companies and the MPAO had not hired any investment company to
manage their investments, the need for earning assets led this accumulation fund to be a natural buyer of
government debt. They had been steady buyers of treasury bills, but had not made purchases of longer dated
securities at this time. This was not inappropriate in the inception phase but some arrangement was to be
made for them to buy longer dated securities. Since there was a monopsony situation here, and there was no
mechanism for an impartial intermediary and an auction was not worthwhile, direct negotiations with the
MMA would be the only method to effect a transaction. The interesting issue here which could not be resolved
by a competitive market was the price for longer dated instruments. Clearly, there would be a maturity and
marketability premium involved. If the government were willing to move in this direction, there would
probably have to be an intermediary involved to determine the price.
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The growth of the pension fund would lead to a positive development in somewhat reducing the rollover risk,
but that would not in itself lead to a demand for a secondary market mechanism. Even if the investment
manager of the agency wanted to shift the portfolio maturities around, there was no natural counterpart as a
buyer. The fund would be a buy and hold investor initially. From our interactions during the inception phase,
it appeared that the development of pension fund investing held the greatest promise for the development of
the capital markets including secondary markets.
Market development, of course, could also occur not only when new institutional arrangements with different
maturity preferences were created. The need for a secondary market could also be fuelled by a need for current
holders to adjust their portfolios frequently and in size for rapidly changing liquidity drains or fills. Discussions
with the Bank of the Maldives and the State Bank of India revealed that there was no expressed need for this,
the portfolios were mostly 1 and 3 month bills and there were legal mechanism to permit direct trading between
banks (i.e. the securities are transferable) as well as a developed MMA facility for repo if liquidity was needed
by the commercial banks. In a sense, these short maturities could create their own liquidity since it was easy to
create a laddered portfolio with the weekly auction of bills.
Given the limited institutional setting, the government had considered several other approaches to market
broadening, including allowing retail distribution to individuals and allowing private businesses to participate
in the auctions. However, these considerations had not gone forward due to the expense of such efforts and the
estimated low level of interest. In examining the Treasury Bill auction historical date (see Annexure 5),
especially the period after July 2010 when the 6 month bills were introduced, we could see the limited nature of
demand beyond the 1 and 3 month bills. Although commercial bank holdings were up substantially year over
year, buying was firmly seated in the short maturities. The coverage ratios for the 1 and 3 month bills were
between 1 and 2 and occasionally higher. The solid coverage was also consistent. The 6 month bill auctions had
frequently not received enough tenders to cover the amount offered and the results were erratic. The volume
was small relative to the other bills.
Infrastructure for Development of a Secondary Market
The infrastructure for primary debt issuance was firmly in place at the MMA 5. According to both the MMA and
the commercial banks, the book entry system was efficiently operated and the settlement procedures were clear
and trouble free. Should there be a development of a secondary market with high volume, the book entry
system at the central bank was able to accommodate it. The Capital Markets Development Authority (CMDA)
which would like to have bills and government bonds traded on the stock exchange (a not unusual arrangement
internationally) had developed a Central Depository System for listed stocks and bonds which had substantial
excess capacity which could accommodate holdings and trading (t+2) of government securities. The CMDA was
also sponsoring legislation which would create a collective investment framework which would accommodate a
money market fund. At the point of start of the assignment, the situation was that the ability to support
trading exceeded the demands by market participants for trading. The central question for development of a
secondary market was to see institutional developments which caused demand for portfolio adjustments to
increase sufficiently to make a secondary market viable.

5.2 Activities Undertaken
This section describes the activities undertaken to date in the Cash flow projections module of the assignment.
The activities undertaken included:



Review of procedures currently adopted for the cash management in Government of Maldives and
identification of specific measure to increase the same.
Assessment on the current status of implementation of the various modules under the Public Accounting
System (PAS), which was envisaged contain all information required to generate robust cash projections
for the government.

5 Reference: http://www.mma.gov.mv/market-operation-manual.pdf and Annexure 6 and 7 for procedures and
forms
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5.3 Key Outputs
This section provides the key outputs under the Sector Budget module. Based on the activities listed in the
section 5.2, a Draft report on ‘Designing an approach to improve cash management’ was submitted to MoFT.
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Annexures
Module wise deliverables
Annexure.1 MTFF and MTEF
Annexure.2 Budget Preparation
Annexure.3 Sector Budget
Annexure.4 Debt Management
Annexure.5 Cash flow projections
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Annexure.1 MTFF and MTEF
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1 Manual for Maldives
Macroeconomic Consistency
Framework - Draft
1.1 Preamble
The main role of the Macroeconomic Consistency Framework (MCF) is to help the Government of Maldives
carry out macroeconomic policy analyses. A second purpose of the model is to provide realistic and consistent
macroeconomic forecasts to facilitate Government planning and budget formulation.
The following sections of this brief manual for the MCF for Maldives review the four principal macroeconomic
accounts - the national income and product accounts, the balance of payments, the government’s fiscal
accounts, and the monetary accounts - as well as the specification of these accounts in a Macroeconomic
Consistency Framework for Maldives. The MCF is a Microsoft Excel based simulation package for facilitating
forecasting, monitoring and analysis of linkages in the economy.
Across the four accounts, the interactions of sectors shape the behaviour of macroeconomic aggregates. All of
these sectors engage in income and expenditure transactions, which generate changes in financial assets or
liabilities. These changes in turn are recorded as the sector’s financial transactions. Thus, the economic
relations among sectors comprise both current (non-financial) transactions (such as imports and exports) and
corresponding financial transactions (such as borrowing from abroad or accumulating foreign assets).
In order to provide outlooks for the principal accounts the framework also include a very simple
macroeconomic model; the working of which is specified and its implementation discussed in the concluding
section.
The Social Accounting (SAM) and Flow of Funds (FoF) Matrices shown on the following pages is a way to
systematically map the economic relations among sectors. The implementation of the MCF ensures that the
same values for current and financial transactions are used throughout the framework through linking each
variable entry to only a single originating account.

1.2 The SAM and FoF Matrices
A set of SAM and FoF Matrices maps how a source of funds to one "sector" is a use of funds by another sector.
E.g., when the private sector pays taxes to the government, the flow represents a source of funds to government
and use of funds by the private sector. When the private sector borrows money from the commercial banking
sector, the flow is a source of funds to the former and a use of funds by the latter.
For each sector total sources of funds must equal total uses of funds. Traditionally, this is captured in
traditional double-entry book keeping by the requirement that the two sides of the ledger must equal. In the
SAM and Flow of Funds matrices, sources appear along the rows, and uses appears down the columns; thus the
budget constraints require that the row sum (sources/income) must equal the column sum (uses/expenditure).
The distinction is made between current and financial transactions or flows, corresponding in traditional
book keeping to cash flow statements for the current account and balance sheets movements for the financial
accounts.
The tax payment just cited is a current transaction for both source and use sectors. The borrowing is a financial
transaction, and it gives rise to the creation of a financial asset (for the lender) or liability (for the borrower).
For any sector, current income minus current expenditure is defined as saving, the net accumulation of wealth.
The saving is introduced in the capital account of the sector as a source of funds.
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<-- Sources -->
Private
Activities

Government
Activities

Private

Government

Banks

MMA

Rest of the
world

Private
Activities

Government
Transfers
(GOV)
1456.3

Private

<-- Uses -->

Interest on
domestic
Credits
0.0

Banks

Profit share
(GOV)
196.0
Interest on
domestic
government
credits (GOV)
375.2

Interest on
reserves with
MMA
0.0

Capital

Private
transfers and
incomes
(BoP)
-1493.1
Official
Transfers Grants
(GOV)
505.8
Interest on
Banks NFA
0.0

Interest on
foreign
credits (BOP
616.3
Private
Consumption
(NA)
10298.6

Goods and
Services
Private
Value
Added
20401

4026.9
GDP at
factor
prices
(NA)
24428.3

24766.7

Indirect taxes
less subsidies
(GOV)
2238.7

6166.2

375.2

196.0
Imports (BoP)
15099.9

15933.8

Exports
(BoP)
22700.3

Investments
(NA)
3311.7

Government
Value Added
4027

Capital
20401.4

Interest on
Foreign
credits (GOV)
217.6
Government
Consumption
(GOV)
5456.3

4026.9

Total

20401.4

Interest on
Official
reserves
196.0

MMA

Rest of the
world
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Profit/loss
account +
Interest on
deposits
375.2

Direct taxes
(GOV)
3225.6

Government

Total

Factors

Government
GDP at Factor
Costs
4027

Government
Activities

Factors

Goods and
Services
Private GDP at
Factor costs
20401

41766.9

24428.3
Private
Savings
10626.1

Government
Savings
(GOV)
-1339.2

Change in
net-Worth
0.0

Change in
netWorth
0.0

RoW Savings
(BOP)
-5975.2

24766.7

6166.2

375.2

196.0

15933.8

3311.7
41766.9

24428.3

3311.7
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<-- Sources -->
Private

Government

Banks

MMA

Net lending (GOV)
-280.2

Change in private
credits (MS)
-2737.4

Change in Private
MMA liabilities
57.7

Change in
domestic bank
liabilities (GOV)
3608.8

Change in MMA
liabilities
-690.3

Private

Government

<-- Uses -->

Banks

MMA

Change in domestic
Arrears (GOV) +
Sale of Gov. Assets
35.9

Currency Outside
Banks
29.6

Change in Bank
reserves +
Currency in Vault
341.0
Change in Bank
NFA (MS)
1028.3

Rest of the world

Total

PwC

Change in Foreign
credits (and other
liabilities) (GOV)
183.8

Deposits (MS)
2240.8

0.0

Capital

Rest of the
world
FDI + Private
Financial Inflows
(BOP)
-4127.4

Private Investment
1232.5

Government
Investment (GOV)
2079.2

3538.9

1799.1

Change in Official
Reserves (MS)
1003.3

Capital

Total

Private Savings
10626.1

3538.9

Government
Savings (GOV)
-1339.2

1799.1

Change in netGorth
0.0
Change in netGorth
0.0

2240.8

RoW Savings
-5975.2

-3943.6

370.7

3311.7

2240.8

370.7

-3943.6

3311.7
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1.3 The government sector
The role of government in a market economy includes the establishment and enforcement of the rules that
ensure functioning and efficient markets, the provisions of certain goods and services that cannot be supplied
efficiently by market mechanisms, and stabilization policy - to maintain the economy’s internal and external
balance. The latter operates both through the impact of government operations on aggregate demand and its
influence on overall output and the price level, and through the monetary consequences of fiscal policy, in
particular the financing of any deficit.
If the government finances a deficit by borrowing from the central bank, the money supply increases affecting
both the price level and total output. Financing the deficit by borrowing from commercial banks or the nonbank private sector, for example through the (sometimes mandatory) placement of government bonds, reduces
financing available for private investment - a crowding-out effect.
Finally, financing a deficit by borrowing abroad has a number of implications for the balance of payments in the
future, and in a fixed exchange rate regime increases the money supply and price level.
The purpose of integrating some macroeconomic analysis in the budget process is to analyse the likely impacts
of various alternatives. Fiscal revenues and expenditures affect, and are affected by, the overall macroeconomic
situation, patterns in economic activity, household behaviour, the rate of inflation and relations with the rest of
the world. Forecasting fiscal aggregates and macroeconomic aggregates may therefore require an iterative
process.
Clearly, effective policy coordination requires that all economic agencies of the government work with the same
set of macroeconomic assumptions, such as for output, inflation, and the balance of payments. The need for
consistency places a premium on effective information sharing among the economic agencies.

1.4 Government Financial Statistics - GFS 2001
The Government accounts are often given by the Statement of Government Operations according to the GFS
Standards (2001) as shown in the following:
Revenue
Governments receive three major types of revenue from their fiscal operations: taxes, social contributions, and
other revenue. For many governments, the revenue from these sources is supplemented by grants. It should be
noted that the sale of a nonfinancial asset is not revenue because it has no effect on net worth. Rather, it
changes the composition of the balance sheet by exchanging one asset (the nonfinancial asset) for another (the
proceeds of the sale).
Taxes are compulsory transfers received by the general government sector. They include fees that are clearly
out of all proportion to the costs of providing services, but exclude compulsory social contributions, fines, and
penalties.
Social contributions include receipts of social security schemes and employer social insurance schemes that
provide benefits other than retirement benefits. Social security contributions may be compulsory or voluntary
and may be made by employees, employers on behalf of employees, self-employed persons, or non-employed
persons. Compulsory social security contributions differ from taxes in that the payments entitle the
contributors and other beneficiaries to certain social benefits if specified events should take place, such as
sickness and old age. Compulsory payments assessed on a basis other than pay, payroll, or the number of
employees but earmarked for social security schemes are taxes.
Grants are non-compulsory transfers received from other governments or from international organizations.
They supplement the revenue from a government’s own resources. They may be received in cash or in kind.
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TRANSACTIONS AFFECTING NET WORTH
REVENUE
Taxes
Social contributions
Grants
Other revenue
EXPENSE
Compensation of employees
Use of goods and services
Interest
Subsidies
Grants
Social benefits
Other expense
GROSS OPERATING BALANCE
TRANSACTIONS IN NONFINANCIAL ASSETS
NET ACQUISITION OF NONFINANCIAL ASSETS
Fixed assets
Change in inventories
Valuables
Non-produced assets
NET LENDING/BORROWING
TRANSACTIONS IN FINANCIAL ASSETS AND LIABILITIES (FINANCING)
NET ACQUISITION OF FINANCIAL ASSETS
Domestic
Foreign
NET INCURRENCE OF LIABILITIES
Domestic
Foreign
Source: IMF GFS 2001 Manual

Other revenue includes all revenue transactions not classified as taxes, social contributions, or grants. The
major items are sales of goods and services, interest and other types of property income, voluntary transfers in
cash or in kind other than grants, and fines and penalties.
Expense
The major types of expense are compensation of employees, use of goods and services, interest, subsidies,
grants, social benefits, and other expense. In addition, expense can be classified according to functional
purpose, such as health or social protection.
Compensation of employees is the remuneration, in cash or in kind, payable to an employee in return for
work done. In addition to wages and salaries, compensation of employees includes social insurance
contributions made by a general government unit on behalf of its employees.
Use of goods and services is the total value of goods and services purchased by the general government
sector for use in a production process or acquired for resale less the net change in inventories of those goods
and services. Goods and services acquired for use as in-kind transfers to households or as grants without being
used in a production process are excluded.
Interest is an expense incurred by a debtor for the use of another unit’s funds. An interest-bearing financial
instrument can be classified as deposits, securities other than shares, loans, or accounts receivable/payable.
Subsidies are current transfers that government units pay to enterprises either on the basis of the levels of
their production activities or on the basis of the quantities or values of the goods or services that they produce,
sell, or import. Included are transfers to public corporations and other enterprises that are intended to
compensate for operating losses.
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Grants are non-compulsory transfers, in cash or in kind, paid to another general government unit or an
international organization.
Social benefits are current transfers to households to provide for needs arising from events such as sickness,
unemployment, retirement, housing, or family circumstances.
Other expense includes all expense transactions not elsewhere classified.
Transactions in nonfinancial assets
The second section of Error! Reference source not found. records transactions that change a
overnment’s holdings of nonfinancial assets. These assets are classified as fixed assets, inventories, valuables,
and non-produced assets (e.g., land)
Fixed assets are produced assets that are used repeatedly or continuously in processes of production for more
than one year. Transactions in fixed assets can refer to acquisitions of new assets, construction of new assets on
own account, acquisitions and disposals of existing assets, and major improvements to fixed assets and nonproduced assets. Assets can be acquired or disposed of by purchase, sale, barter, or transfer.
Inventories are stocks of goods held by general government units that are intended for sale, use in
production, or other use at a later date. They can be strategic stocks, materials and supplies, work in progress,
finished goods, or goods held for resale.
Valuables are produced assets that are not used primarily for purposes of production or consumption but are
held as stores of value over time.
Non-produced assets are assets needed for production that have not themselves been produced, such as
land, subsoil assets, and certain intangible assets.
Transactions in financial assets and liabilities
The final section of Error! Reference source not found. records financial transactions, which are
ransactions that change a government’s holdings of financial assets and liabilities.
Financial assets are mainly claims on other institutional units and therefore have counterpart liabilities.
Transactions in financial assets can be classified in multiple ways; for ease of presentation, BOX 1 indicates only
a classification of financial assets according to whether the counterpart liability was incurred by a resident
(indicated by “domestic” in the table) or a non-resident (foreign) and vice versa for the classification of
liabilities.
There are two other classifications of financial transactions in the GFS system. The first classification is based
on the type of financial instruments involved in the transactions. The second classification is based on the
sector of the counterparty of the financial instrument. That is, liabilities are classified according to whether the
current holder of the counterpart financial asset is a financial corporation, nonfinancial corporation, household,
and so forth.
In general, transactions in liabilities can be classified in the same way as transactions in financial assets. One
additional classification that could be employed is whether a liability has become past due for payment and is in
arrears.

1.5 The Government sector in the MCF
The government accounts in the SAM and in the FoF matrices shows the interaction between the government
and other sectors using a classification very similar to GFS 2001.
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Sources
The SAM
Direct taxes + Non-tax Revenue (GOV)

DT + NT
MMA Profit share (GOV)

P&L

mma
g

Official Transfers - Grants (GOV)
f

TR g
Indirect taxes less subsidies (GOV)

IT
Uses
Government Transfers

TR

g

Interest on domestic government credits
g
b

IP

Interest on Foreign credits
g
f

IP

Government Consumption

Cg
Government Savings

Sg
Government Revenue
The SAM follows closely the logic of the GFS system above. However, tax revenues are further split between
direct and indirect taxes; and Other revenues are split between non-taxes revenues and profit shares from
MMA.
Government expenditure
In the MCF accounts the Government expenditure see Compensation of employees and Use of goods and
services combined Government consumption; Interest payments are split between interest on domestic and
foreign liabilities payments to match the recording of financial transactions.
Gross Operating Balance, or current account deficit, is an indicator of government saving. It is defined as
follows:
Gross Operating
Balance

=

Government
saving

=

Total current
revenue

-

Total current
expenditure

Changes in Government Assets and Liabilities
Similar to the current accounts, the MCF is following the GFS standards for the capture of transactions in
financial and non-financial assets.
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Sources
The FoF

Change in domestic Arrears + Sale of Gov. Assets

ΔCR

p
g

Change in domestic bank liabilities

ΔCR

b
g

Change in MMA liabilities

ΔCR

ma
g

Change in Foreign credits (and other liabilities)

ΔF g
f

Government Savings

Sg
Uses
Net lending

ΔCR

g
p

Government Investment

Ig
Investment
Government Net Acquisition of Non-financial Assets are in the MCF given as government investment giving an
increase in non-financial asset holding and government sale of assets giving a decrease in assets.
Furthermore Net-lending has been separated out.
Borrowing from the central bank
Government borrowing from the central bank to finance the deficit is equivalent to the creation of highpowered, or reserve, money. As discussed below, in a financial system that allows banks to keep only a fraction
of their deposits as reserves (fractional reserve banking system), increases in reserve money translate into
greater increases in the overall money supply. If these increases exceed demand for additional money as a result
of growth, inflation follows. Monetizing the deficit by borrowing from the central bank is frequently the major
source of inflation.
Borrowing from the banking system
Borrowing from commercial banks to finance the deficit implies that banks must reduce credit to the private
sector to meet public sector borrowing requirements. This process leads to the crowding out of private
investment, primarily through an increase in real interest rate, which sets a higher hurdle for investment
projects. However, the reverse is also the case. The government can through a surplus on its finances stimulate
investment through a crowding-in effect.
Non-bank borrowing
Borrowing from the non-bank domestic sector through t-bills or Bonds enables the government to finance the
deficit without effects on the money supply, or on the level of foreign debt.
This option is therefore considered an effective way of financing the deficit without inflation or foreign debt
complications. However, it clearly has the same crowding out effect as borrowing from the banking. Rising
interest rates as a result of government borrowing not only curtail private investment, they also entail higher
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public debt will outrun the economy’s ability to service it. 
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Current transfers include government transfers - TR g -, often grants under foreign assistance programs, and
f
private transfers - TR p -, principally remittances from workers living abroad for than 12 months (as
distinguished from labour income for workers spending less than 12 months abroad). Private transfers are
sensitive to economic conditions, such as interest rates, the exchange, and the treatment of such remittances.
Factor Income includes both labour and dividends on shareholdings – factor incomes - and financial income,
mostly interest payments (IP) on financial assets. For many indebted countries, interest on external debt is a
major element in this category. In the MCF framework interest payments are separated from factor incomes,
which are included in the transfer payments.
Capital and financial account: Under the balance of payments
nomenclature, the capital account portion is usually a small component. The non-produced, non-financial
assets include such items as trademarks, patents, copyrights, or mineral rights. Capital transfers include debt
forgiveness.
The financial account has four functional categories, as shown
in the box on the right. Direct investment includes both equity
capital and reinvested earnings.
Portfolio investment refers to long-term debt and equity
securities, money market instruments and tradable financial
derivatives. The reserve assets comprise all liquid forms of
payment at the disposal of the central bank to finance
payment imbalances, or to intervene in the foreign exchange
market.

Classifications of
the balance of payments

1.
A.

Exceptional financing
Transactions that fall into the category of exceptional
financing involve debt arrears and rescheduling. They are not
shown as part of the standard presentation of the BOP. These
transactions comprise four major options.

B.

Debt rescheduling affects both the current account, as a
result of changes in interest payments, and the financial
account, as a result of changes in the amortization schedule.

C.

Arrears on debt servicing, interest or amortization
payments that are past due, are treated as short - term loans.
A scheduled interest payment is recorded as an income debit
in the current account, and is offset by a credit in the financial
account under exceptional financing. The current
implementation of the MCF only includes paid interest (Cash
Accounting) and has ignored the accumulation of arrears
(Accrual Accounting).
Debt forgiveness, the voluntary cancellation by an official
creditor of all or part of a debt, is recorded as an official
transfer under the capital account, and under exceptional
financing.

Current account
Goods and services
Goods
Exports of goods
Imports of goods
Services
Services, Credit
Services, Debit
Income
Compensation of employees
Investment income
Of which: Interest on external debt
Of which: Remittance of profits
Current transfers

2.
A.

Capital and financial account
Capital account
Capital transfers
Acquisition/disposal of non-produced,
non-financial assets
B. Financial account
Direct investment, net
Portfolio investment, net
Other investment, net
Loans, trade credits
Use of IMF credit
Reserve assets
Monetary gold
SDRs
Reserve position in the IMF
Foreign exchange

Equity investment, especially debt-equity swaps, involve
the equity offered by the debtor country as a credit under exceptional financing, offset by debit of equal value in
the financial account representing the debt that has been extinguished.
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FOF

Sources
Change in Bank NFA

ΔR

b
f

Change in Official Reserves

ΔR

mma

f

RoW Savings

Sf
Uses
FDI + Private Financial Inflows

ΔF p
f

Change in Government Foreign credits
(and other liabilities)

ΔF g
f

1.9 Analyzing the external position
One of the primary purposes of the balance of payments accounts is to indicate a need for adjustment of any
external imbalances. There are several related measures, each appropriate for examining different concerns:
The trade balance is the difference between the value of goods exported and imported. It somewhat arbitrarily
excludes trade in services, mostly for practical reasons. Data on exports and imports usually are available with
little time lag, while information on services is usually available much later. The trade balance therefore
provides a timely indicator of trends in the current account balance.
The current account balance is the difference between credits and debits of goods, services, income, and
transfers. It equals the change in the economy’s net foreign asset position. It also measures the difference
between output domestically available and output “absorbed”. A current account deficit is not necessarily a
target for policy adjustments, as long as the country’s net financial inflows are adequate. However, a persistent
current account deficit implies a build-up of foreign debt and debt service obligations.
The overall balance places changes in net international reserves below the line, and other financial items and
the current account above the line.

1.10 Analytical relationships
The current account balance is identical ex-post to the economy’s resource gap, measured by the difference
between economy-wide saving and investment:
S – I = CAB = - Sf = EX - IM – (TRfp + TRfg) + (IPfmma - IPpf - IPgf)
This identities describe an overall framework, but by themselves are inadequate to show any links between
changes in policy variables and resulting changes in target measures.
The current account balance is always matched by changes in a country’s net financial claims on the rest of the
world, the content of the financial account plus changes in reserves. Focusing on the sources of finance, rather
than the account classifications, we can identify four major elements: foreign direct investment, FDI and the
private sector (including portfolio investments) - ΔFfp, net foreign borrowing of the government - ΔFfg , and the
change in the net foreign assets of the monetary authority - ΔRmmaf - and commercial banks ΔRbf.
CAB = - FDI - (ΔFg - ΔFp) + (ΔRmmaf + ΔRbf)
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In the MFC for Maldives CAB, FDI, and ΔRfb are taking the from MMA’s Balance of Payments outlook; Net
foreign borrowing of the Private Sector (ΔFfp) is exogenous and net foreign assets of MMA (ΔRmmaf) is

                


In the Base Case Scenario given in appendix 1 (ΔFp) is iteratively adjusted to ensure that the GDP deflator is
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1.12 Monetary aggregates and analysis
Changes in liquidity, in the size of a country’s money stock, can affect spending, output, and jobs, the average
price level, and the balance of payments. Managing the money supply is therefore one of the main variables
influencing macroeconomic performance. Money demand in turn is determined by the behaviour of economic
agents, in particular households and firms. One of the underlying principles of monetary policy is that the
demand for money will adjust to the level of the money supply. Changes in liquidity affect real incomes, prices
and interest rates, which in turn influence decisions on the amount of money people wish to hold, thereby
bringing money demand in line with supply.
Monetary policy is the domain of the monetary authorities (sometimes more called the “central bank”). The
monetary authorities are part of government, but it is useful to keep the monetary and fiscal roles separate. In
fact, the independence of central banks is from other parts of the government is generally seen as a factor
making it easier to maintain macroeconomic stability. Normally, the monetary authorities control liquidity in
the economy, in part through its relationships with commercial, or deposit money banks. The monetary
authorities are responsible for regulating the behaviour of the banks. They hold reserves in the form deposits
with the monetary authorities equal to some fraction of their liabilities to their depositors. They must also
accept other prudential restrictions, such as the supervision of their lending practices by the central bank. In
exchange, the central bank is normally prepared to come to the defence of a bank experiencing a “run” by
depositors trying to withdraw their money. The monetary authorities in effect protect well-managed banks
against failure as a result of speculative withdrawals or panics.
Monetary authorities have proved to be an effective tool in preventing domestic banking panics, partly because
of the monetary authorities’ monopoly on creating domestic currency. But there are few options in heading off
speculative flows of foreign exchange, precisely because monetary authorities have no control over foreign
money.

1.12.1 The structure of the financial system
The primary mission of financial institutions is to channel financial savings to firms for the purpose of real
investments, although they may also provide financial services to households or the government. The main
players in this process of financial intermediation are the commercial, or deposit money, banks which accept
funds from depositors for shorter periods, with a major share (demand deposits) subject to withdrawal at any
time, and typically lend for longer periods. This transformation of the maturity structure is at the heart of
financial intermediation.
In addition to the deposit money banks, the financial system also includes nonbank financial institutions, such
as insurance companies, mutual funds, pension funds, finance companies, or money market finds. In addition,
less organized financial operations, such as traditional money lenders, savings and loan associations, etc., may
also form an important part of the financial sector. For its International Financial Statistics (IFS), the IMF
distinguishes three levels for the compilation and presentation of data, as shown below.
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Financial System
(Financial Survey)

Banking System
(Monetary Survey)

Monetary Authority
(Balance Sheet of
the MA)

Other Financial
Institutions
(Consolidated
Balance Sheets of
OFI)

Deposit Money
Banks
(Consolidated
Balance Sheets of
the DMBs)




                
remainder of the discussion here, we will use the more familiar “central bank.”

The central bank issues currency, holds the country’s foreign exchange reserves, b   

                   
 aspect of financial intermediation. ‘The difference in maturity structure between the
commercial banks’ liabilities        –      

system can become illiquid, creating a crisis of confidence that leads to a credit “freeze” that sharply curtails




                
understanding of the Monetary Authority’s balance sheet.
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Banks

MMA

Sources

Sources

Interest on Private domestic
Credits

Interest on Official reserves

The SAM

Uses
Interest on domestic
government credits

Interest on reserves with
MMA

MMA Profit share

Interest on reserves with MMA

Change in net-worth
Interest on Banks NFA

Uses
Profit/loss account + Interest on
deposits

Change in net-worth

The Monetary Authority’s balance sheet
The asset side of the balance sheet of the Monetary Authority normally comprises both domestic and foreign
assets. These assets are balanced on the liability side by reserve money, as shown in below.
Box 1: Analytical balance sheet of the Monetary Authority

Net Assets
Net foreign Assets (Rmmaf)
Net domestic Assets (NDA)
Domestic credit (net) (NDC)
Claims on Government, net (CRmmag)
Credit to Government
- Government deposits, etc.
Gross claims on the DMBs
Gross claims on other domestic Economic Sectors
(CRmmap)
Other Items, net (OIN)

Liabilities
Reserve Money (RM)
Currency issued (CU)
Deposits of DMBs (Rbmma)
Other non-bank, non-Government deposits

foreign assets include the domestic currency value of (a) gross net official international reserves (gold,
foreign exchange, the country’s reserve position in the IMF, and SDR holdings); (b) liquid foreign liabilities
(deposits of foreign central banks, swap facilities, overdrafts, and the country’s use of IMF credit); and (c) any
other foreign assets and liabilities of the central bank. In most instances, net foreign assets are equal to the net
official international reserves, but the definition of net foreign assets in broader than that of reserves.
Claims on government comprise direct loans plus government securities held by the central bank. They are
defined net of central government deposits, in part because government deposits can be likened to credit
obtained but not (yet) used.
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Claims on deposit money banks include direct credits to DMBs and bills of exchange accepted for discount
by the central bank. The interest rate on either of these two kinds of loans is the discount rate. Both the
discount rate and the level of lending to the commercial banks are important instruments for monetary policy.
These claims are gross; since deposits of the DMBs with the Central Bank form part of the monetary base
(reserve or high-powered money), they are not used to determine a net position.
Claims on the private sector are generally insignificant. In many countries, only the central government
has access to central bank credit. Finally, other items, net is basically a residual, comprising both assets and
liabilities that have not been classified elsewhere. In MCF implementation all flows must be accounted for
between the included sectors – other items, net are therefore included in the private sector accounts.
Sources
The Flow of Funds

Change in Bank reserves

ΔR

b

mms

Change in Currency issued

ΔCU
Change in net-worth

ΔSmma
Uses
Change in Private MMA liabilities

ΔCR

mma

p

Change in Government MMA liabilities

ΔCR

mma

p

Change in Official Reserves

ΔR

mma
f

The assets are matched by the central hank’s principal liability, reserve money, which plays a central role in
monetary analysis and policy. Typically, reserve money includes the currency issued, whether held by the nonbank public (currency in circulation) or by banks (cash in vault), plus bank deposits with the central bank, It
excludes deposits by non-residents or the government, but may include deposits of other domestic sectors (local
governments, state enterprises, conceivably private individuals and firms), as well as foreign currency deposits
of residents.
The balance sheet constraint implies that assets are equal to liabilities. We therefore have the following identity:
Rbmma + CU = Rmmaf + CRmmag + CRmmap - OINmma
The identity also holds for the corresponding flow variables, changes in stock, denoted by Δ:
ΔRbmma + ΔCU = ΔRmmaf + ΔCRmmag + ΔCRmmap - Smma
Controlling reserve money
The central bank has essentially five instruments to influence monetary conditions through changes in reserve
money - foreign exchange intervention, open market operations, financing of the budget deficit, rediscount
policy, and changes in reserve requirements.
Foreign exchange intervention: the central bank may intervene in foreign exchange markets in an effort to
stabilize or adjust the exchange rate, or to achieve a desired level of international reserves. When the central
bank buys foreign exchange, say, from a bank that has received a foreign exchange deposit from an exporter, its
net foreign assets increase, and the deposit balance for the bank that sold the foreign exchange increases by the
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same amount, that is, reserve money increases. The reserves of the commercial bank are above the required
minimum, and it can now grant additional credit. Similarly, when the central bank sells foreign exchange, both
reserve money and net foreign assets decrease by the same amount.
Open market operations: This option involves buying and selling government securities in the secondary
market. When the central bank buys government securities from the public, its claims against the government
increase, and reserve money increases commensurately in the form of larger deposits by deposit money banks.
Conversely a sale of government securities decreases both sides of the balance sheet. Obviously, this instrument
is only available if there is a secondary market for government securities, although arrangements between the
central bank and commercial banks that hold government securities may mimic the effects of open market
operations.
Financing of the government deficit: When the government turns to the central bank to finance the deficit
by borrowing or selling a government security, net claims on the government do not rise immediately, as long
as the government keeps the funds as deposit with the central bank. As soon as it starts drawing down the
deposit to make payments to the private sector, net claims on the government increase, matched by a
corresponding increase in reserve money. The recipient of the government’s payment deposits the money in
commercial bank, which in turn deposits part of that in its reserve account with the central bank. A fiscal deficit
finance by borrowing from the central thus results in a one-for-one increase in reserve money, equivalent to
printing currency. Monetizing the deficit in this manner raises the money supply.
Discount window: The conditions the central bank imposes on its lending to deposit money banks is a
powerful instrument in controlling reserve money, and therefore the money supply. Lending to the commercial
banks increases claims on deposit money banks, with a corresponding increase in reserve money. In established
financial markets, this type of lending is limited to meeting short-term liquidity needs or to provide support
during a bank crisis (“lender of last resort”), typically in the form of collateralized loans against government or
other securities. The main instrument here is the interest rate that the central bank charges (the discount rate).
Lowering the interest rate signals the central bank’s intention to allow an increase in commercial banks’
borrowing and thereby in reserve money.
Reserve requirements: In a system in which deposit money banks are required to hold a fraction of their
total assets with the central bank - fractional reserve banking - the central bank may change the fraction
required. For example, an increase in the reserve requirement forces the banking system to hold a larger level of
reserves with the central bank for the same level of deposits, resulting in a contraction of credit and a smaller
stock of bank deposits in the economy. In some countries, cash in vault reported by the banks is eligible as part
of the reserves, in most countries it is not eligible.

1.12.2

The monetary survey

The “monetary survey” is basically the consolidated balance sheet for the banking system, comprising both the
central bank and the deposit money banks, with claims against each other netted out. The net foreign assets,
claims on the government and claims on the private sector of both the central bank and the commercial banks
are aggregated and reported on the asset side of the balance sheet, as shown below.
Box 2: Analytical balance sheet of the banking system

Monetary Survey
Assets
Net Foreign Assets (Rmmaf + Rbf)
Net Domestic Assets (NDA)
Domestic Credit (net) (CRt)
Claims on Government (net) (CRg)
Cross claims on the private sector (CRp)
Other items, net (OIN)
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Liabilities
Broad money (M2)
Narrow money (M1)
Currency in circulation (CU)
Demand Deposits (DD)
Quasi-Money (QM)
Time and savings deposits (TD)
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The liability side comprises in effect the overall liquidity created by the banking system, the money supply. it
includes the net liability of the central bank, currency in circulation, and the short term liabilities of the deposit
money banks in the form of demand deposits as the two components of narrow money (M l). In addition, the
liabilities also include quasi-money (QM), comprising time and savings deposits (TD), money market
instruments, such as certificates of deposit, and foreign currency deposits. The sum of narrow money and
quasi-money is referred to as broad money (M).
The balance sheet constraint implies that broad money is identically equal to the sum of net foreign assets
(NFA) valued in domestic currency, and net domestic assets (NDA). For the banking system as a whole, broad
money is therefore defined by:
M = NFA + NDA.
Since net domestic assets comprise net domestic credit (CRt) and other items, net (OIN), the equation can be
rewritten as:
M = NFA + CRt + OIN,
and the corresponding changes or flow measures are subject to:
ΔM = ΔNFA + ΔCRt + ΔOIN
In the implementation of the MCF the Monetary Survey and the money supply is completed by including the
accounts for the commercial banks.
Sources
The Flow of Funds
Change in Deposits

ΔD

p
b

Change in net-worth

Sb
Uses
Change in private credits

ΔCR

b
p

Change in domestic bank liabilities

ΔCR

b
g

Change in Bank reserves

ΔCR

b
mma

Change in Currency in Vaults

ΔCU

b

Change in Bank NFA

ΔR

1.12.3

b
f

Money market equilibrium

In a market economy, money serves several functions:
 a medium of exchange, to settle economic transactions;
 a store of value, an asset that can be used to transfer purchasing power from the present to the future;
 a unit of account, to express the prices of goods, services and assets in one common measure.
The first two functions play a role in the demand for money. Monetary theory focuses on the quantity of liquid
financial assets that serve as transaction balances—usually currency in circulation plus deposits, that is, M2.
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The quantity theory and the demand for money
One of the basic expressions in monetary analysis relates the stock of money (M) to the nominal value of the
output it finances. The so-called quantity equation of exchange uses a proportionality factor to express that
relationship:
M ∙ v = PGDP ∙ GDPR
where v is defined as the (income) velocity of money, the ratio of nominal income (GDP), to the stock of money.
Velocity is the number of times the stock of money is spent, on average, in a given period to finance the flow of
nominal spending.
Demand for money
People demand money for what it can buy, which implies that the focus is on the demand for real money
balances, (M/P). In simplified form, the demand for real cash balances is positively related to real income and
negatively to the opportunity cost (the “price”) of holding money.


Real income: As real income grows, the level of transactions increases, raising the demand for real cash
balances. The income elasticity of demand for real cash balances affects the velocity of money.



Opportunity cost of holding money: The “price” of holding liquid balances is the interest paid on less
liquid forms of financial assets. Cash balances earn no interest at all, demand deposits may pay some
interest, time deposits even more, and so on. The effect of rising (real) interest rates on money demand
depends on the structure of interest rates. Generally, higher interest rates would encourage people to
reduce their cash holdings and demand deposits, and move into quasi-money. But they may also shift into
less liquid financial assets, thereby reducing total demand for money. How different components are
affected therefore depends on the interest rate differential among more or less liquid financial assets.

The concept of the money multiplier
In a fractional reserve banking system, banks use their deposits to make loans, keeping reserves of liquid assets
equal to only a fraction of these deposits. An increase in reserve money allows for an expansion of credit, and
thereby triggers an increase in the total money supply. Reserve money (RM) is defined as the sum of currency
in circulation (CY) and reserves (R), while narrow money (Ml) is defined as the sum of CY and total demand
deposits (DD). The ratio of Ml to reserve money in effect describes the increase in the money supply as a result
of a change in RM; this ratio is known as the money multiplier, mm:
mm

=

M1
RM

=

CUp + Dpb
CUp + CUb + Rbmma

Dividing both the numerator and the denominator on the right-hand side by Dpb and multiplying both sides by
RM yields the following expression:
M

=

(cur + 1)
(cur + cvr + rr)

RM = mm ∙ RM

where cur is the (private) currency-deposit ratio (CUp/Dpb), cvr is the currency in Vault – Deposit ration
(CUb/Dpb), and rr is the reserve ratio (Rbmma/Dpb). The money multiplier is inversely related to both cur and rr,
as we would expect.

1.12.4

MCF Implementation

In the MCF the Nominal GDP is given by the Money supply times an assumed Velocity of Money. In turn,
Money Supply = Deposits + Currency in Circulation are given as reserve money times the money multiplier.
Reserve money is given as the official reserves plus any currency issued.
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Sources
Government Transfers

TR

g
p

Profit/loss account + Interest on deposits

P&L

b

Private transfers and incomes
f

TR p
GDP at factor prices

GDPFP
Uses
Direct taxes + Non-tax Revenue
DT + NT
Interest on domestic Credits
p

IP

b

Interest on foreign credits (BOP
p

IP

f

Private Consumption (NA)

Cp
Private Savings

Sp
The current income of the private sector is given by Government Transfers - from Government accounts;
Private transfers and factor income from abroad – from Balance of Payment Accounts; GDP at factor prices from National Accounts. The current expenses are given as direct taxes and non-tax payments – Government
Accounts; Interest on foreign credits – Balance of Payments accounts; net-interest on domestic debt and
deposits – monetary sector account; and Private Consumption - from the National Accounts, Expenditure GDP.
Private Savings Sector savings make up the residual.
The financial resources available to the private sector are given as Net-Lending – from Government accounts;
Credits from the Banking Sector – Monetary Accounts; Credits from MMA – MMA balance sheet; Foreign
Direct Investments and other Private Financial inflows – From BoP accounts; and Private Savings.
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Net lending

ΔCR

g
p



Change in private credits (MS)

ΔCR

b
p



Change in Private MMA liabilities

ΔCR

mma
p





FDI + Private Financial Inflows (BOP)

ΔF p
f



Private Savings

Sp





Change in domestic Arrears & Sale of Assets

ΔCR

p



g

Deposits (MS)

ΔD


Currency in circulation

ΔCU

p



Private Investment

Ip
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1.14 Measuring GDP: Three approaches
The production approach
The basic definition of the Gross Domestic Product (GDP) is total value added in the economy. It is the sum of
value added across all firms and sectors:
GDPFP = ∑nVAn n = all firms in all industries
The sum of value added by industries - agriculture, industrial production, private and government services –
represent the GDP measured in factor prices (FP).
In the implementation of the framework for Maldives we are distinguishing between private (or rather nongovernmental) and government activities.
In SAM the production approach is given by the two activities’ accounts.
The activities’ sources of income are from the sales of goods and services, which in turn are used to pay for the
factors of production – value added.

The SAM

Private Activities

Government Activities

Sources

Sources

Private GDP at Factor costs

Government GDP at Factor Costs

GDPFB

p

GDPFB

g

Uses
Uses
Private Value Added
VAp

Government Value Added
VAg

The income approach
Value added for a firm is basically total sales minus the cost of purchasing inputs (goods and services) from
other producers. These “net receipts” accrue to the workers in the form of wage income, to the firm’s owners in
the form of an operating surplus. This relationship implies that GDP can also be defined in terms of the
incomes generated.
GDPFP = W + OS,
Where
W - total compensation of employees, including wages and other benefits
OS - gross operating surplus of enterprises
The income approach is given in the SAM by the intersection of the factor accounts. The sources are the value
added paid by the activities and these in turn are used to pay to the private sectors as factor incomes.
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The SAM

Sources
Private Value Added

VAp
Government Value Added

VAg
Uses
GDP at factor prices

GDPFB

The value added of government activities is defined as the wages and salaries paid to government employees, as
governments in general do not make any operational surpluses. The value added of the private sector is given
as the sum of labour costs and operational surpluses in non-governmental industries.
The expenditure approach
The total net output produced is used for consumption, investment and the net consumption by the rest of the
world, that is, net exports. Total expenditures for these three final uses must be equal to GDP at market prices
(MP). The difference between GDP at market prices is given by adding the Taxes less subsidies on products
(TSP), i.e., indirect taxes less subsidies.
GDPMP = GDPFP + TSP = C + I + (EX - IM)
Where
C
I
X
M
TSP -

final consumption by the household and government sectors;
gross investment (gross fixed capital formation and changes in inventories);
exports of goods and services;
Imports of goods and services.
Taxes less subsidies on products

In the SAM the relationship is given in the Goods and Services Account.
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Private Consumption

Cp





Government Consumption

Cg



Exports

EX

Investments

I






Private GDP at Factor costs
p

GDPFB


Government GDP at Factor Costs
g

GDPFB


Indirect taxes less subsidies

TSP

Imports

IM
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1.16 Prices
The implicit deflator is determined in the framework as the relationship between real growth and money supply
– determined by the inflow of official reserves from the balance of payment. Alternatively, nominal GDP can be
expressed as:
GDPFP * PGDP = CPI * CFPp + PCG * CFPG + PI * IFP + PX * XFP - PM * MFP
Where GDPFP is GDP at fixed prices.
CPI is the consumer price index
CFPP is Private Consumption in fixed prices
PCG is Government Consumption Price Index
CFPG is Government Consumption in fixed prices
PI is Investment Price Index
IFP is investment at fixed prices
PX is Export Price Index
XFP is Export in fixed prices
PM is import price index
MFP is import in fixed prices

1.17 MCF Implementation
Price Assumptions
For 2001 - 2010 the weighted average of CPIs of the 10 largest trading partners (9 non-oil exporters and oil)
adjusted for changes in the exchange rates in local currency and MRF has been used as a proxy for the import
price index.
The average CPI for Maldives for the year can be calculated from monthly data given from NPD.
Government consumption price index is given by the weighted average of
 the wage and salaries contribution deflated by any average wage increases over the year; and
 the goods and services component deflated by the average CPI.
The investment price index is assumed to be identical to the CPI. The real effective exchange rate depreciation
experienced in 2008-2011 is expected to be reversed partly from 2012- 2015. The export prices from 2011-2015
are set to be close to the CPI. The CPI price index is from 2011 and onwards calculated as the residual.
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2 How to do note for tourism
projections
2.1 Step-by-Step Description of Tourism Tax Projection
1.

Tourism tax rate is $8 per tourist/per night

2. We
get
the
tourism
data
from
(http://www.tourism.gov.mv/stat.php?statId=3)

the

Ministry

of

Tourism

web

site

 yt

 1 100
 yt 1 

3. Then, we calculate the annual growth rate of tourist arrival :  

4. We took the average growth of tourist arrival between 2001 to 2010 to project the tourist arrival during
2011-2015. [we omitted few years of growth as they are clear outliers]
5.

Tourist inflow to Maldives is affected by several factors including the natural calamities (Tsunami) or global
economic disturbances. Tourist inflow dropped sharply during 2005 (- 35.9% YoY growth) due to Tsunami.
Tourist arrival slowed significantly in 2008 and 2009 due to global economic crisis. While calculating the
average growth rate for the projection purpose, we have no considered the growth in 2005 (slump) and
2006 (revival). Also, we have not taken into account the 2010 growth rate due to fast recovery from a
slump.

6. After projecting the tourist arrival, assumption is made about the average duration of stay of the tourist. We
have considered the average duration of stay figures provided by the tourism department.
7.

Bed-night is calculated on the basis of:

avg _ duration _ stay  tourist _ arrival

8. Tax revenue from tourism is calculated as:  Bed _ night  $8 15.42 where $8 is the tax rate and 15.42 is
the assumed exchange rate.
Figure 2: Irregular Component in Tourist Arrival Series
Irregular Component in the Tourist Arrival Time Series
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3 How to do note for projecting
Tourism GST
3.1 Step-by-Step Description of T-GST Projection
The collection of T-GST is started 2011 onwards. T-GST Act contains the provisions for the imposition of tax by
the State on the value of goods and services supplied by tourist resorts, tourist hotels, guest houses, picnic
islands and tourist vessels and, on certain other services supplied by places providing services to Tourists in the
Maldives. The tax rate is 3.5% across all kinds of services provided in the tourism sector. As per the proposed
GST Act, T-GST would be brought under the GST though distinct rates would be maintained for Tourism sector.
As per the bill, T-GST would be 6% for 2012 and 10% from January, 2013 onwards.
There are two implications of it: a) Due to increase in T-GST, revenue collection from the tourism sector would
increase. b) However, increase in tax would increase the overall expenditure for the tourist and it may
negatively affect the overall revenue collection from the tourism sector.
In the current exercise, we are assuming inelastic demand for the tourism sector i.e., price (tax) increase does
not affect the tourist inflow.
Projection Methodology:
1.

Primarily, there are three sources of revenue:



Revenue from Rooms (Bed-night)



Revenue from other Sales






Food
Bar
Spa
Diving
Other
a. Revenue from Transport



Revenue from Rooms:







First, we have to take the bed-night projection from the tourism revenue file
An assumption has to be made about the distribution of bed-nights as per hotel type
Assumption has to be made about the average room rate in each kind of hotels/resorts
Multiplication of bed-nights with average room rate would give the estimate of spending in each
category of hotels/resorts
By applying 3.5% T-GST rate for 2011 and 6% and 10% respectively for 2012 and 2013 would give
the revenue from rooms. Appropriate exchange rate (i.e., 1 USD=15.42) should be applied to
convert the numbers to Rufiya
Room rates likely to increase on year to year basis. Hence, it is assumed that Room rate would
increase at the 5-year average National CPI inflation rate (see ,Table 8 ).

Table 8: Matching CPI Items with Items in Tourist Basket

Items in CPI table

Proxy for

Transport

Transport

6.57

Hotels, cafes and restaurants

Food

8.92

Health

Spa*

8.04
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Items in CPI table

Proxy for

Avg. inflation

Total Index, excluding food

Bar

4.95

Total Index, excluding food

Diving etc

4.95

National

Average Room Rate

6.36

National
Other
6.36
Note: a) 5-year average inflation (2006-2010). Source: Calculated from MMA Monthly Statistics, Table-6A
b) * we are aware that Health inflation is not a correct proxy for SPA. The ideal proxy could be ‘Recreation’
from the CPI table. However, there is a deflationary scenario in case of ‘Recreation’ index i.e., price is falling
over last 2 years. Therefore, we used ‘Health’ index which shows inflation higher than the ‘National’ inflation
c) We are aware that, the national CPI may not be reflecting the true price rise in the tourism sector. There is
a possibility that, the price rise which is reflected by the CPI numbers is under-estimating the price rise in the
tourism sector. Nonetheless, in the absence of any true price index of tourism sector, we have used the CPI
which is at best under-estimating the government revenue, which is better than any forecasting of
government revenue where it is unduly over-estimated.


Revenue from other sales:

Assumptions have to be made about other sales. One simple rule is followed while making the assumptions:
Spending on low end/basic services would be higher than the premium services. For example in case of food, it
is assumed that if 100 people stay for a night in a hotel, at least 70% people would avail the food facility [For
rest 30%, it may be already included in their room rent].




We assume certain proportion of distribution of activities in different activities
An average rate for each kind of activities is assumed
Multiplication of following items would give the revenue collected from ‘other sales’

rev _ oth _ sales  [[bed _ nights  usage(%)  Rate]  TGST rate ]  Ex _ rate


Revenue from Transport: Tourist’s use air/vessel service for their domestic travel.







PwC

An average rate for travel is assumed
Total number of tourist arrived in a particular year is multiplied with the average rate to get the
total expenses in domestic travel.
Then, appropriate T-GST rate is applied to get the revenue from transport.
Appropriate exchange rate is applied to get the revenue from transport in rufiya terms.

Travel rate is increasing every year. To take that into account, we have taken 5-year average National
CPI-Transport inflation figure which is 6.57%.
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4 How to do note for projecting
resorts lease rent
4.1 Step-by-Step Description of Resorts Lease Rent
Projection
The rent collection is based on area. It is charged at $8 per square meter. Ministry of tourism provides the area
data.
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Second Adjustment Factor:
As per the data received from the customs department, there are 5558 item types which are imported during
2010 with the total value of import MVR 14,017.5 million. However, in the working sheet of ‘import duty cut’,
there are only 3895 items with total import value of MVR 10,482 million. Hence, we assumed that the duty rate
remain unchanged for items which are not listed in the ‘import duty cut’ file. On the basis of that, we have
calculated a second ‘import duty augment’ adjustment factor (see, Adjustment Factor_v1.0.xls). We have added
the ‘differential import duty’ (which is MVR 476.22 million) in the numerator and denominator of the first
adjustment factor (i.e., import duty after cuts + differential amount/ import duty after cuts + differential
amount). Then the new adjustment factor becomes 0.65 (which was earlier 0.55).
Third Adjustment Factor:
Given other things, import duty cut/increase would affect the volume of import and in turn the CIF. We can
accurately measure the import elasticity demand only if we have at least two points of observation. In the
absence of that, we have assumed that import would increase by additional 10% for the goods where duty has
been reduced and growth would be at the 5-year average rate in cases of items where the duty has been
increased6.
We calculate the average growth in duty of items where the rate has been increased and reduced respectively. It
is found that the average 5 year growth of import duty in case of items where the rate has been increased is
27.4% and 29.4% in case of items where the rate has been reduced. We applied this growth rate to 2010 import
duty to predict the 2011 import duty. The same growth rate is applied to 2011 import duty to project the 2012
unadjusted import revenue.
Then, we have applied the new growth rate (average growth rate+ assumed increase in growth) to 2011 import
duty to get the unadjusted 2012 import duty figure. Then, we have applied the second adjustment figure to the
unadjusted 2012 import duty figure. Finally, we have calculated the ‘New2 Adjustment figure’ by dividing the
unadjusted 2012 import duty figure by Adjusted 2012 import duty figure.
Therefore, the ‘New2 Adjustment figure’ takes care of the three effects: two related to duty cuts and one related
to data coverage (see, Import-Quantity Adjustment_v2.0.xls).
Final Projection of Import Duty:
To project the import duty (see, import projection framework_v2.0), we have predicted the CIF on the basis of
trend growth rate (see, trend growth tab). Then, we have multiplied the CIF by 14.3% and the ‘New 2
Adjustment Factor’ to get the import duty for 2012 onwards.

6 The point that growth would not come down for items where the rate has been hiked is decided on the basis of our presentation on 21July-2011.
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Bilateral co-operation Division



Budget Division



Capital Market Division



Economic Division



Directorate of Currency



IES Division



Infrastructure and Investment Division



Integrated Finance Division



Middle Office (Debt Management)



Multilateral Institution Division



Multilateral Relations Division



Office of Chief Controller of Accounts

Some of the major functions which are performed by DEA are listed below:


Foreign Exchange Management



Foreign Aid for Economic Development



Domestic Finance



Budget

Budget division in DEA is responsible for providing inputs for the national budget preparation. Budget division
also makes the alignment of resources to achieve the plan goal as stated in the country’s five year plan. Some of
the major activities of budget division are listed below:


Preparation of Central Budget other than Railway Budget;



Market borrowing programme of central and State governments and government guaranteed
institutions;



Floatation of Market Loans by Central Government and issue and discharge of Treasury bills;



Administration of the Public Debt Act, 1944 (18 of 1944);



Fixation of interest rates for Central Government’s borrowings and lending;



Policy regarding Accounting and Audit procedures including classification of transactions;



Financial matters relating to Partition, Federal Financial integration and Reorganization of States;



Monitoring of budgetary position of the Central Government;



Public Provident Fund Scheme;



Finance Commission;



Resources of Five Year and Annual Plans;

6.1.3 Department of Expenditure (DoE)
The primary responsibility of Department of Expenditure (DoE) is to oversee the public financial management
system in the central government and matters concerned with State finances. The principal activities of the
Department include:


Financial sanction relating to all Ministries and offices of the Government of India, which are not covered
by powers delegated or conferred by the rules or by any general or special orders;



Review of the staffing of Government establishments with a view to securing economy;
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Advice to Ministries and Government Undertakings on Cost Accounts matters and attending to Cost
Investigation work on their behalf;



Indian Audit and Accounts Department;



Matters relating to the Controller General of Accounts including:











general principles of Government accounting relating to Union or State Governments and form of
accounts, and framing or revision of rules and manuals relating thereto;
reconciliation of cash balance of Union Government with Reserve Bank in general and, in
particular, of Reserve Deposits pertaining to Civil Ministries or Departments;
overseeing the maintenance of adequate standards of accounting by Central Civil Accounts Offices;
consolidation of monthly accounts, preparation of review of trends of revenue realisation and
significant features of expenditure etc. and preparation of annual accounts (including Summary,
Civil Appropriation Accounts) showing under the respective heads, the annual receipts and
disbursements for the purpose of the Union Government;
administration of Central Treasury Rules and Central Government Account (Receipts and
Payments Rules 1983);
Coordination and assistance in the Introduction of management accounting system in Civil
Ministries or Departments;
Cadre management of Group 'A' (Indian Civil Accounts Service) and Group 'B' Officers of the
Central Civil Accounts Offices;
matters relating to the Central Civil Accounts staff belonging to Group ‘C’ and ‘D’;
disbursement of Pension through Public Sector Banks (PSBs) in respect of Central Civil
Pensioners, Freedom Fighters, High Court Judges, Ex-M.P.s and Ex-Presidents.



Release of Central Assistance for the State’s Annual Plan, Centre’s share of State’s Calamity Relief Funds,
Assistance from National Calamity Contingency Fund, up-gradation grants and grants for rural/urban
local bodies and other grants as recommended by the successive Finance Commissions.



Analysis of the States’ Finances, day to day financial problems of States and Fiscal Reforms Programmes
of the States.



Participation in formulation of Annual/Five Year Plan of Central Ministries and Public Sector
Undertakings (PSUs). Assessment of Internal and Extra Budgetary Resources of Central Public Sector
Undertakings (PSUs) for funding the Plan.



Scrutiny of Central and State Legislation having financial and economic implications.



Appraisal and approval of Plan Investment/expenditure proposals of Central ministries/PSUs. Matters
relating to Expenditure Finance Committee (EFC) /Public Investment Board (PIB) procedures and
Secretariat work for the PIB.



Appraisal/Approval of Capital Restructuring/revival proposals of Central Public Sector Undertakings
(PSUs).

6.1.4 Department of Revenue (DoR)
Department of Revenue looks after all matters related to direct and indirect taxes in the country. It deals with,
inter alia, following matters:


All matters relating to


Central Board of Excise and Customs;
Central Board of Direct Taxes.



All questions relating to income tax (except questions relating to the Income-tax Appellate Tribunal),
corporation tax, capital gains tax and estate duty, wealth tax, expenditure tax and gift tax and also
questions relating to Railway Passenger Fares Act.



Administration of excise in the Union Territories, i.e. all questions relating to
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alcoholic liquors for human consumption;
opium, Cannabis (Indian Hemp) and other Narcotic Drugs and Narcotics.
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Recruitment7: There is direct recruitment to the IES on the basis of an all-India open competitive
examination, called IES Examination, conducted by the UPSC. A candidate must have attained the age of 21
years and must not have attained the age of 30 years on the first day of January of the year in which the
examination is held, subject to relaxation in the upper age limit for such categories as notified by the
Government from time to time. A candidate must possess Post-graduate Degree in Economics or
Applied Economics or Business Economics or Econometrics from a recognized University. A
candidate who has appeared at a qualifying examination, the passing of which shall render him/ her eligible to
appear at the IES Examination, but has not been informed of the result, can also apply for admission to the
examination.
Scheme of Examination: The IES examination is structured into: (i) Written Examination [consisting of
papers viz. General English (100 marks), General Knowledge (100), Economics Paper-I (200), Economics
Paper-II (200), Economics Paper-III (200) and Indian Economy (200)]; followed by (ii) Viva-voce (200).
Economics Papers-I, II and III include mainstream Economics topics such as Microeconomics,
Macroeconomics, Public Finance, International Economics, Monetary Economics, Growth and Development,
Econometrics and Environmental Economics.
A candidate, who obtains the minimum qualifying marks in the written examination, as fixed by the UPSC at
their discretion, is called by UPSC for viva-voce. Candidates called for viva-voce are also required to undergo
Medical Examination by the Central Standing Medical Board.
Training of IES Officers: After joining the services, officers undergo a comprehensive probationary training
comprising the foundation course training on Economics at the Institute of Economic Growth, Delhi and
training/ attachment at various national level Institutes of repute across the country. Capacity building of
serving officers is carried out on an ongoing basis by conducting various in-service training programmes suited
to the officers’ needs, from the point of view of building up professional capacity at work as well as developing
soft skills. The flagship in-service training programme is the mid-career training of six-week duration
comprising domestic learning and foreign learning components, conducted at a reputed management Institute
in the country. Officers of the service are required to participate in three such mid-career training courses at
different phases in their career. There is a discussion going on in the country to re-orient the training program
of IES officers and make it more policy oriented than pure academic training.
Role of IES Officers: IES officers perform various roles such as providing economic advice, economic
administration, implementation of development policy and programmes, besides dealing with other areas such
as economic reforms, regulation, price fixation, and monitoring and evaluation. Apart from the purely
economic sectors, IES officers are making crucial contribution towards policy making in social sectors. IES
officers are exposed to almost all the sectors of government functioning. These officers also provide link and
continuity in policy-making, which is essential even for policy change. It is because of these factors that IES
officers have been increasingly playing a versatile role, of an in-house economist with domain knowledge and
experience.
Economic Advisers (i.e., Senior IES officers) are required to be closely associated with and involved in the
economic reforms in the Ministry/ Department to which they are posted. They would advise the concerned
Ministries/ Departments, on a continuous basis, on all policy matters having a bearing on internal and external
economic management, and facilitate reforms in the fields/ sectors concerned. The Economic Advisers would
provide the Ministries/ Departments with inputs on all policy-related matters, and their economic implications.
The officers could be required to monitor and evaluate the policy parameters from the economic angle laid
down in the Fiscal Responsibility and Budget Management Act 2003, and assist the Ministry of Finance in
preparing annual or any other periodical statement required for complying with the provisions of the said Act.
The Ministries/ Departments could also consult the concerned Economic Adviser before finalization of their
Annual Plan Budgets. To ensure that policy pursued by individual Ministries/ Departments is consistent with
the overall direction of economic policy contained in the Union budget, Five-Year Plans, etc., the Economic
Advisers posted to different Ministries/ Departments would interact with the Chief Economic Adviser in the
Department of Economic Affairs, on a continuous basis, and ensure that economic implications of policy
changes are comprehensively analyzed, and facilitate individual Ministries/ Departments to spearhead reforms
in the direction envisaged by the Government.

7

Details are given in IES website from which this is adapted
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Career management and
Ministries/Departments;



Maintenance of Annual Confidential Rolls of officers of the service;



Promotion to various grades in the service including convening of meetings of the concerned
Departmental Promotion Committee;



Seniority and confirmation of officers of the service;



Preparation of the Civil List of the service;



Organizing various induction-level training programmes for Probationers and officers promoted to the
Junior Time Scale of the service from the feeder grade;



Training needs assessment and capacity building of officers of the service by organizing various inservice training programmes and refresher courses for serving officers;



Sponsoring officers of the service/Granting Cadre clearance for deputation to various ex-cadre posts in
the Central Government, State Governments, and posts under the Central Staffing Scheme;



Sponsoring officers of the service/Granting Cadre clearance for deputation on Foreign Service terms to
various ex-cadre posts including in the Public Sector Undertakings;



Sponsoring officers/grant Cadre clearance for foreign assignments, medium-term and long-term
training, etc.;



Granting of Cadre clearance to officers applying for Study Leave;



Management of retirement and resignation of officers;



Operationalisation of the budget head for salary to Probationers and officers on Compulsory Wait with
the Cadre, training and grant-in-aid;



Vigilance/disciplinary cases of officers of the service;



Court cases on service matters; and



Provision of information on service-related matters to applicants under the RTI Act 2005.

placement

of

officers

of

the

service

in

the

45

participating

Table 9: Grade and Pay Structure in IES

No.
(1)

Grade/ Designation
(2)

I.

Duty Posts

(1)

Higher Administrative Grade + (HAG +)/
Principal Adviser

(2)

Higher Administrative Grade (HAG)/ Senior
Economic Adviser/ Senior Adviser

67,000- (annual increment
@3%)- 79,000

15

(3)

Senior Administrative Grade (SAG)/ Economic
Adviser/ Adviser

Pay Band-4: 37,400-67,000
plus Grade Pay: 10,000

89

(4)

Junior Administrative Grade (JAG)/ Joint
Director/ Deputy Economic Adviser

Pay Band-3: 15,600-39,100
plus Grade Pay: 7,600

146

{including Non-Functional Selection Grade
(NFSG)/ Director/ Additional Economic
Adviser}

{Pay Band-4: 37,400-67,000
plus Grade Pay: 8,700}

{110 i.e. 30% of
senior duty posts}

(5)

Senior Time Scale (STS)/ Deputy Director/
Assistant Economic Adviser/ Senior Research
Officer

Pay Band-3: 15,600-39,100
plus Grade Pay: 6,600

111

(6)

Junior Time Scale (JTS)/ Assistant Director/
Research Officer

Pay Band-3: 15,600-39,100
plus Grade Pay: 5,400

105

Total Duty posts

471
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Pay Structure
(3)
80,000 (fixed)

Strength
(4)
5
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II

Reserves

40
Total authorized strength

511

6.1.7 Indian Statistical Service8
Ministry of Statistics and Programme Implementation (MOSPI) is responsible for collection, processing and
dissemination of data/information required for economic policy making. The MOSPI is created in 1999 after
the merger of Department of Statistics and the Department of Programme implementation. There are two
wings in the ministry – one related to Statistics and the other on Programme implementation. The Statistics
wing consists of the Central Statistical Office, the National Sample Survey Office (NSSO) and the Computer
centre. There is a National Statistical Commission created through a resolution of Government of India and
Indian Statistical Institute (ISI) to provide support to the ministry in terms of capacity building.
The Central Statistical Office (CSO) which is one of the two wings of the National Statistical Organisation (NSO)
is responsible for coordination of statistical activities in the country and for evolving and maintaining statistical
standards. Its activities include compilation of National Accounts; conduct of Annual Survey of Industries and
Economic Censuses, compilation of Index of Industrial Production, as well as Consumer Price Indices. It also
deals with various social statistics, training, international cooperation, Industrial Classification etc.
The National Sample Survey Office (NSSO) is responsible for conducting socio-economic surveys. It has four
divisions such as: Survey Design and Research Division (SDRD) – Kolkata; Field Operations Division (FOD) –
New Delhi; Data Processing Division (DPD) – Kolkata; Co-ordination and Publication Division (CPD) – New
Delhi. The surveys on Consumer Expenditure, Employment – Unemployment, Social Consumption (Health,
Education etc), Manufacturing Enterprises, Service Sector Enterprises are carried out once in 5 years. The
survey of Land and Livestock Holding and Debt and Investment are carried out once in 10 years.
The primary activities of Statistical wing of MOSPI are listed below:


Act as the nodal agency for planning integrated development of the statistical system in the country;



Coordination of statistical work with a view to identifying gaps in data availability or duplication of
statistical work in respect of Departments of the Government of India and the State Statistical
Bureau(SSBs) and to suggest necessary remedial measures;



Laying down and maintenance of norms and standards in the field of statistics, evolving concepts,
definitions and methodology of data collection, processing of data and dissemination of results;



Advising the Departments of the Government of India on statistical methodology and on statistical
analysis of data;



Preparation of National Accounts as well as publication of annual estimates of national income, gross/net
domestic product, Government and private final consumption expenditure, capital formation, savings,
capital stock and consumption of fixed capital, quarterly estimates of Gross Domestic Product,
preparation of National Input-Output Transactions Table, State level estimates of domestic product and
fixed capital formation of supra-regional sectors, preparation of comparable estimates of State Domestic
Product (SDP) at current prices;



Compilation and release of the Index of Industrial Production (IIP) every month in the form of Quick
Estimates, conducting Annual Survey of Industries (ASI) and providing statistical information, to assess
and evaluate the changes in the growth, composition and structure of the organised manufacturing
(factories) sector;



Development of Environment Statistics, development of methodology, concepts and preparation of
National Resource Accounts for India;



Organisation and conduct of periodic all India economic census and follow-up sample surveys;

8

Information is extracted from the MOSPI website and from other publicly available information sources
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Conducting nation-wide sample surveys on various socio-economic aspects, such as, employment,
consumer expenditure, housing conditions, debt and investment, land and livestock holdings, literacy,
education, health, family welfare, unorganised manufacturing and services etc, to provide the database
needed for development, research, policy formulation and economic planning;



Conducting quality checks and auditing of statistical surveys and data sets through technical scrutiny and
sample checks and generate correction factors and alternative estimates, if required;



Undertaking the processing of survey data collected through various socio-economic surveys and follow
up surveys of Economic Census and Annual Survey of Industries by the National Sample Survey
Organisation and the Central Statistical Organisation;



Dissemination of statistical information through a number of regular or adhoc publications to
Government, semi-Government or private data users/agencies, and dissemination of data, on request, to
United Nations Agencies like United Nations Statistics Division, Economic and Social Commission for
Asia and the Pacific, International Labour Organisation and other relevant international agencies;



Giving grants-in-aid to registered non-governmental organisations and research institutions of repute for
undertaking special studies or surveys, printing of statistical reports and finance seminars, workshops or
conferences relating to different subject areas of official statistics;



Functioning as the Cadre Controlling Authority and dealing with all aspects of managing the Indian
Statistical Service including all matters pertaining to training, career planning and manpower planning;



The Indian Statistical Institute and ensuring its functioning in accordance with the provisions of the
Indian Statistical Institute Act, 1959 (57 of 1959);



Compilation and release of monthly Consumer Price Index Numbers for Urban Non-Manual Employees;



Undertaking methodological studies and pilot surveys for evolving better sampling techniques and
estimation procedures including small area estimates,

Recruitment: Indian Statistical Service (ISS) was constituted in 1961 by merging different statistical posts in
various ministries/department. It was conceived as a Group ‘A’ Central Service with the objective of providing
an organized cadre to perform Statistical functions in various Ministries at the Centre. Indian Statistical Service
(ISS) is part of Indian Civil service examination conducted by Union Public Service Commission (UPSC).
Scheme of Examination: Union Public service Commission (UPSC) conducts the examination for ISS
officers. The minimum eligibility to appear for the examination is a Master Degree in Statistics/Applied
Statistics/Mathematical Statistics. The candidate should not be more than 30 years of old with certain other
caveats. There is a written examination in which there are altogether 6 papers – General English (100 marks),
General Studies (100 marks), Statistics-I to Statistics-IV (200 marks each). Candidates who qualify in the
written examination are asked to appear for an interview and then medical tests before getting the final offer
letter.
Training of ISS Officers: National Academy of Statistical Administration (NASA) is in-charge of imparting
training to ISS officers. During the probation period, people undergo training programs at NASA from
theoretical statistics to implementation issues. In addition to that, ISS officers receive several in-service
refresher course training at NASA and other national reputed institutes. The in-service refresher course consists
of 13 mandatory courses, 11 domain specific courses and 7 short-term courses. The domain specific trainings
are more oriented towards practical application of statistics in economic planning such as National Accounts,
Survey design and implementation, Data processing and data analysis, Index numbers – theory of index
numbers and recent development in index numbers, demography, remote sensing and application of GIS
methods etc.
Role of ISS Officers: Most of the activities mentioned under the head of statistical wing are performed by the
ISS officers. However, ISS is an inter-ministerial/departmental cadre. Though MOSPI manages the cadre of
ISS, the officers serve many other department/ministries. Some of the major areas are listed below:


National Account Statistics (Serve in National Accounts Division of MOSPI)



Classification (serve in Industrial Statistics division, Directorate General of Commercial and Statistical
Intelligence, Central Bureau of Health and Intelligence);
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Agriculture and Allied Activities (Serve in National Sample Survey Organisation – Field Operations
division – Agricultural statistics unit; Agriculture Census division, Directorate of Economics and
Statistics, Department of Animal Husbandry and Dairying)



Trade and Commerce Statistics (serve in Director General of Foreign Trade, Directorate General of
Commercial intelligence and statistics)



Financial Statistics (Serve in Central Board of Excise and Customs, Tax Research Unit, Directorate
General of Commercial intelligence and statistics)



Industrial Statistics (Serve in Industrial Statistics Division, Central Statistical Office – Industrial
Statistics wing, Development Commissioner, Department of Industrial Policy and Promotion)



Demography and Population (Social Statistics Division of MOSPI, Registrar General of India, Planning
Commission, Department of Family Welfare)



Social Statistics including health, education etc (Social Statistics Division, Registrar General of India,
Tourism, Culture, Department of Family welfare, Central Bureau of Health and Family welfare)



Environment and Natural Resource Accounting (serve in Social Statistics Division, Forest Survey of
India)



Employment and Poverty (Serve in NSSO - Survey Design and Research Department, Field Operations
Division, Labour and Employment Monitoring Division, Directorate General of Employment and
Training, Labour Bureau)



Prices (Serve in Prices and Cost Division of MOSPI, Office of Economic Adviser, Labour Bureau,
Directorate of Economics and Statistics)



Large Scale Data Processing (serve in NSSO – Data Processing Division, Computer Centre, CSO –
Industrial Statistics wing, Development Commissioner – Small Scale Industries, Department of
Industrial Policy and Promotion, Labour Bureau, Directorate General of Employment and Training,
Directorate of Economics and Statistics, Department of Animal Husbandry and Dairying)



Infrastructure Statistics



Sample Surveys (Serve in NSSO – Survey Design and Research Development, Field Operations Division,
Agriculture Census Division, Directorate of Economics and Statistics, Department of Animal Husbandry
and Dairying, Directorate General of Employment and Training, Department of Health and Family
welfare, Department of Health)



Others (serve in Army Statistical Organisation, Department of Development of North Eastern Region,
Human Resource Development, Programme Implementation wing)

Cadre Control of ISS Officers: Ministry of Statistics and Programme Implementation (MOSPI) acts as the
Cadre Controlling Authority of Indian Statistical Services. The ministry deals with all matters pertaining to the
service including recruitment, promotion, training, career and manpower planning. The day-to-day
administrative matters of ISS officers are looked after by the Ministries/Departments in which the officers are
posted. The ISS Rules, 1961 as amended from time to time to provide for 50 per cent of the posts in JTS to be
filled up by direct recruitment and 50 per cent by promotion from Subordinate Statistical Service (SSS) cadre.
There is no direct recruitment at any level except in JTS of the service. All the vacancies in other grades are
filled up by promotion.
Table 10: Grade and Strength of ISS9

Grade

Sanctioned Strength (As on January,2011)

Higher Administrative Grade

12

Senior Administrative Grade

81

Junior Administrative Grade

220

Senior Time Scale

207

9

The pay structure would be same as for IES since it is Group A services where there is complete pay parity.
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Junior Time Scale

281

Total

801

*Besides these, there is a Sub-ordinate Statistical Service through which Statistical Investigators are recruited.
The sanctioned strength of Statistical Investigator Grade-I and Grade-II is 1561 and 2322 respectively.

6.1.8 Indian Civil Accounts Service10
The office of Controller General of Accounts (CGA) is part of Department of Expenditure in Ministry of Finance.
It is in-charge of administering the account system of the Government of India (GoI) excluding the ministries of
Posts, Defense and Railways.
Recruitment: The Union Public Service Commission conducts the examination for recruitment to Indian Civil
Accounts Service. It is part of Indian Civil Service Group ‘A’ Service and governed by the rules and regulation of
Union Public Service Commission. As reported, 66% of the people are directly recruited to the service and the
rest are promoted from within the service to senior positions. The Officers selected by UPSC together with
officers promoted from Group B cadre constitute the Indian Civil Accounts Service. The ‘Staff Selection
Commission’ is in-charge of recruiting Group ‘B’ and Group ‘C’ officials. Group ‘D’ personnel are recruited
through the Employment Exchanges spread out across the country.
Scheme of Examination: The examination is conducted annually by UPSC. Anyone in the age group of 21 to
30 (with certain exceptions) with a degree qualification from recognised Indian University can appear for the
examination. The examination is structured in multiple stages – a preliminary test followed by a ‘Mains’
examination and viva-voce. There are two objective type questions paper in the prelims (200 marks each), 9
papers in the mains examination (one of the Indian language, English, Essay, General Studies, two papers in
Optional-I and two papers in Optional-II). Post clearing all the stages, the candidate has to appear for the
medical tests before getting qualified to get the appointment letter.
Training of ICAS Officers: The Institute of Government Accounts and Finance (INGAF) provides induction
training to Indian Civil Accounts Personnel. The institute was set-up in 1992 as an arm of Controller General of
Accounts, Department of Expenditure, GoI. The primary responsibility of the institute is to improve and
strengthen the skills and expertise of both officers and staff. The institute has 4 centres – main centre is at Delhi
and regional centres at Mumbai, Chennai and Kolkata. It trains people in the area of Accounting, Budgeting,
Financial Management, Management Accounting, Budgeting, Financial Management, Management
Accounting, Expenditure Control, Internal Audit, Establishment Matters, Information technology etc.
Role of ICAS Officers: The ICAS officers serve the Controller General of Accounts Office in addition to
numerous other offices where they provide support for accounting and budgeting. The major activities in the
CGA office include:


Prescribe general principles, systems and form of Government accounts relating to Union and States as
also lay down procedures for accounting of receipts and payment and frame and revised related rules and
manuals;



Oversee the maintenance of adequate standards for accounting in the civil ministries;



Prepare monthly and annual accounts reflecting the receipts and disbursements and review of trends of
revenue realization along with critical analysis of the expenditure;



Coordinate and assist in introduction of management accounting system in civil ministries;



Reconcile cash balances of Union Government with the Reserve Bank of India and oversee the banking
arrangements for receipts and payments;



Human Resource Development such as recruitment, promotion, training, examinations and other related
issues of employees of the Indian Civil Accounts organisation;

10 Information is extracted from the Controller General of Accounts website and from other publicly available
information sources
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The Unit is headed by the Controller General of Accounts in the department of expenditure, Ministry of
Finance. As of the latest information available in the public domain, the authorised strength of ICAS is 208 and
they are supported by 10,000 personnel qualified in Government Accounting System. A Principal Chief
Controller of Accounts (Pr. CCA), Chief Controller of Accounts or a Controller of Accounts heads the accounts
and internal audit wing in each ministry. The Secretary of the concerned ministry is the Chief Accounting
Authority while the technical matters are overseen by the CGA.

Cadre Control of ICAS Officers:
The Controller General of Accounts (CGA) is the cadre controlling authority of Indian Civil Accounts Service
Group ‘A’ Officers. He/She is responsible for the entire gamut of personnel management including their
recruitment, transfers, promotions, training, and capacity building both within country as well as abroad and
periodical reviews of cadre strength and distribution. CGA also conducts various examinations for purposes of
promotion to higher grades. The respective Chief Controller/ Controller of Accounts controls the Group 'C' & 'D'
staff of various Civil Accounts Units. However, a combined seniority list of all the employees within these
grades is maintained by the Controller General of Accounts for effecting promotions.
Figure 8: Authorized Strength of Various Grades in Service

Grade
Higher Administrative Grade

Post and Scale
1.

Controller General of
Accounts (Rs. 26,000 fixed)

2. Additional Controller
General of Accounts (Rs.
24,050- 650-26,000)

Strength
1
2
3

3. Principal Chief Controller of
Accounts (Rs.22400-52524500)
Senior Administrative Grade

Joint Controller General of
Accounts/Chief Controller of
Accounts (Rs.18400-500-22400)

25

Selection Grade (Non-functional)
in the Junior Administrative
Grade (NFSG)

Deputy Controller General of
Accounts/Controller of Accounts
(Rs.14300-400-18300)

46

Junior Administrative Grade

Deputy Controller General of
Accounts/Controller of Accounts
(Rs.12000-375-16500)

Senior Time Scale

Assistant Controller General of
Accounts/Deputy Controller of
Accounts (Rs.10000-325-15200)

60

Junior Time Scale

Assistant Controller of Accounts
(Rs.8000-275-13500)

15

Deputation Reserve

30

Leave Reserve

10

Training Reserve

6
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Probationary Reserve

10

Total

208

*This is taken from ICAS Recruitment Rules, 2006. Hence, the salary figures may not reflect the current
situation since Salary was revised after 6th pay commission recommendation.
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6.2 Ministry of Finance, Government of Maldives
In the above section, we have discussed the cadre structure in some of the key economic
administration/management division in India. In this section, we will try to highlight some of the ‘People’
related issues in Maldives’ economic administration and will seek for some solution keeping in mind some of
the good practices in other countries like India.
Ministry of Finance and Treasury (MOFT) plays a key role in shaping the economic policy of Maldives. The
ministry houses 6 critical divisions and a Public Enterprise Monitoring and Evaluation Board. The key divisions
are as follows11:
Figure 9: Structure of MOFT, Maldives

Corporate
Affairs
Division
• Admin & HR
Section
• Finance and
Accounts Section
• Tender
Evaluation
Section

Treasury and
Public
Accounts
Division
• Asset-Liability
Management
Section
• Cash
Management and
Fund Release
Section
• ICT Section
• Internal Audit
Section
• Public Accounts
Section

Fiscal Affairs
and Economic
Policy Division
• Economic Policy
& Planning
Section
• National Budget
Formulation and
Planning Section
• Public Sector
Investment
Program Section
• Revenue and Tax
Policy Section

External
Resource
Management
Section

Valuation and
Property
Services
Division

• Aid-Coordination
Section
• Debt-Policy &
Mobilisatin
Section
• Financial
Institution
Section

• Property
Management
Section
• Valuation and
Insurance
Section

National
Planning
• Statistics
Division
• National
Planning
Division
• Corporate Affairs
Division

6.2.1 Issues
In the course of this study, we have interacted with people from some of the key divisions in MOFT such as:
Fiscal Affairs and Economic Policy Division, Treasury and Public Accounts Division and Department of
National Planning. The objective of such interaction was to understand the ‘people centric’ challenges. This
study is conducted at the backdrop of a comprehensive study undertaken by IMF during December, 2011 where
several arguments were made to restructure some of the divisions of MOFT, rationalize the personnel in
different divisions and to develop a resource development strategy. In this study, we have tried to understand
the challenges faced by some of the representative divisions. The challenges could be listed under the following
heads:


Policy – Recruitment, Retention, Pay



Capacity – People Strength, Training



Cadre Management – Promotion, Career Management

Policy Issues:

11

The information is collected from MOFT website.
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Pay/wage Commission – Currently there is no pay commission to take periodic stock of government
employee’s salary;



Pay indexing – There is no mechanism to index the payment of government employees to price indices;



Pay parity – There is no guidance/policy to structure/manage the pay of government and quasigovernment sector employees;



Recruitment – There is a recruitment procedure to different grades with certain anomaly like higher
qualification is prescribed for lower grades while lower qualification for higher grade employees;



Recruitment – Qualification as screening criteria may undermine experience;



Recruitment – Lack of Comprehensive Policy for Contractual Recruitment



Retention – No payment linked to performance;



Retention – No salary increment policy;



Retention – No policy for career progression/promotion on the basis of seniority/experience;

Capacity Issues: It is widely acknowledged that that Maldives government’s wage bill is too high and there is
a need for rationalization of staffing structure at the government level. As reported in the IMF document, step
was taken in May 2011 through a government-wide voluntary redundancy program which led to the elimination
of 37 positions in the MOFT. IMF report suggests that this process needs to be taken much further. The report
suggests that the MOFT size has to be drastically cut-down from the present level to 125 by 2017. From our
discussion with staff, what has emerged is the following:


The voluntary redundancy program was sub-optimal in its design;



People with significant skills and experience left even without serving any commitment/bond they had
signed with the government;



Some of the Divisions (DNP, Statistics, Public Accounts Division) reported severe capacity constraint;



We have observed that the Fiscal Affairs and Economic Policy division is under staffed;



The staff qualification is more skewed towards under graduate level;



Training programs target the senior staff and there is no structured induction program in each of the
division;



There is no formal training calendar prepared by the respective divisions;



There is in-sufficient fund available for training;



Trained people leave upon completion of training to other quasi-government organisation or to private
sector;



There is not significant in-house training of Staff by Senior personnel;



Overtime – Leisure is as important as work. Excess overtime may lead to fatigue and may reduce the
overall productivity of people;

Table 11: Number of Staff and Qualification

Items

Fiscal Affairs and
Economic Policy
Division

Staff Strength

18

National Planning
Division
(Resource
management.
Social and
Economic
Planning)
21

Department of
Statistics

Public Accounts
Division*

33

-

(Sanctioned)
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Items

Fiscal Affairs and
Economic Policy
Division

Department of
Statistics

Public Accounts
Division*

11

National Planning
Division
(Resource
management.
Social and
Economic
Planning)
18

Staff Strength

27

33

1 masters, 2 Bachelors,
Advance
Diploma/Diploma/Alevel, O-level

3 masters, 3
Bachelors, 2
Diploma, Rest ‘O’ or
‘A’ level

Masters Degree
(5), Bachelors
Degree (12),
Advance
Diploma (1),
Diploma (6),
Certificate (6),
‘A’ level (3)

3-Masters, 5graduates,
Diploma, ‘O’ and
‘A’ level

(Current)
Key Qualifications

* Staff strength includes the entire staff in the Treasury and Public Accounts Division. There are only 5 staffs in
the Public Accounts division.
Cadre Management: ‘Cadre’ is defined as ‘A small group of people specially trained for a particular purpose
or profession’. One of the oldest cadre systems in India is ‘Indian Administrative service’ cadre formed in 1954.
The cadre is constituted for each of the State. For example – upon selection a candidate refers himself/herself
as IAS from particular state cadre. However, in case of Indian Economic Service or Indian Statistical Service
which are part of Group ‘A’ of Civil services, there cadre implies belonging to a particular service. Therefore,
broadly cadre means a homogenous service rendered by a group of people who are selected by a particular
method.


In Maldives, there is no prevalence of Cadre system;



There is no single parent agency which monitors and keeps track of people who join government service
with similar endowment (same competency, education, experience) for their career management. For
example – two person may join as Statistician in two government department but there is no mechanism
to take care of their career path which would be possible in a cadre structure;



There is no agency/authority who are involved in the active career management of the people;



There is no guidelines which delineate the process to get promoted to the next level;



Except Civil Service Commission, the parent ministry/department has least say on the career
management of the people;



There is no performance linked reward;



There is no guideline for horizontal (across offices on deputation) or vertical movement of people;

6.2.1.1 Searching for Solution
We have listed some of the Human resource related issues. These are no way the comprehensive list of issues.
There may be many service related issues. However, we are trying to put a macro picture which over a period of
medium to long-run help in addressing many of the micro issues.

6.2.2 Policy Issues and Possible Solution:
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Pay/wage commission – The government needs to take the first baby step by setting up a Pay/wage
commission. We understand that a bill is getting prepared to this effect. However, that needs to be
expedited so that the commission could be constituted at the earliest.
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undertakings and private sector. The commission observed that ‘main consideration in the private sector
is ‘profit’; an equal comparison with government is not going to be ever possible’.
The following table shows the pay comparison between MIRA and MOFT staffs who are in equal grade.
Table 12: Comparison of Pay Structure- MOFT and MIRA

Qualifications

I

II

III

Grade

Basic
Pay

Service
Allowance

NonPracticing
Allowance

Advance
certificate or
above and
-Serving in EX-1
for 8 yrs or in Ex-4
for 3 yrs or in Ex-5
or above for 3 yrs

EX5
(MOFT)

13890

2000

35% of
Basic
(4862)

Masters Degree
plus 8 years of
Experience

Director General
(MIRA)

15000

250 per day (22
days*250=5500)

40% of
Basic
(6000)

-Diploma or Adv.
Diploma with 6
yrs exp. (or)
-Have bachelors
degree with 3 yrs
exp (or)
-Masters degree
-Serving in MS-2
for 3 yrs

MS2
(MOFT)

6295

2000

35% of
Basic
(2203)

Bachelors Degree

Sr. Accounts
Officer
(MIRA)

7000

175 per day
(22
days*175=3850)

40% of
Basic
(2800)

-Adv. Certificate
with 6 yrs of exp
(or)
-Advance diploma
with 3 yrs exp. (or)
-Should have
bachelors degree
(or)
-Should have
served MS-1 for 3
yrs
-Should have
served MS-2 for 3
yrs

MS3
(MOFT)

7035

2000

35% of
Basic
(2462)

Masters Degree

Asst.
Director/Manager
(MIRA)

10000

200 per day
(22
days*200=4400)

40% of
Basic
(4000)

Living
Allowance

Total
Pay
20752

3500

30000

10498

2500

16150

11497

3500

21900

* Information is obtained from the discussion with HR personnel in MOFT
From the table, it is quite apparent that there is considerable difference in the pay scale between MOFT and
MIRA employees. We are informed that, it is one of the reasons why some of the Staff from MOFT left for
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Commission (CSC) had mooted a proposal to reward performance through an annual performance
appraisal mechanism. However, though the appraisal process is initiated, no performance
incentive is given to employees on the basis of their performance. We suggest that the process
should be strengthened further and employees should be informed in the beginning of the year the
incentive payment linked to their performance score. A result framework should be developed and
key performance indicators (KPIs) should be designed for each employee by their respective
department heads.
Salary Increment – As we have stated earlier, while designing the pay structure Civil Service
Commission has to remain cognizant about government’s ability to pay. An unsustainable salary
structure will only aggravate the pressure on public exchequer. However, it is to be kept in mind
that Maldives is a high inflationary economy if we study the past inflationary trend. The cost of
living is high as compared to neighboring countries. A fixed salary over a period of years means
employees are getting lesser ‘real income’ in each progressive year. To give a concrete example – if
household spending is 10000 rufiyaa (food, housing, medical, schooling, utility bills,
entertainment) in a month in the current year, the same household has to spend 10 to 15% more in
the next year to maintain the same consumption basket. Assuming 70 to 80% of salary is spent
towards managing household expenses, stagnation in salary for two consecutive years’ means the
household has to borrow to manage the living expenses. Therefore, a progressive pay structure
needs to be designed to protect families against inflation and to motivate them to perform better.
Policy for career progression – From our interaction with HR personnel and with several other
employees, we understood that there is no policy for career progression. Only when there is any
vacancy at the upper tier, an employee can apply for the same if he/she is eligible and has to go
through the recruitment procedure to get the said post. However, a career progression policy needs
to be designed by the CSC. The result framework or KPIs will help in measuring the performance
of employees. Depending upon the number of years an employee spent in a particular position,
he/she should be considered to move to the next level.

6.2.3 Capacity Issues and Possible Solution:
Capacity has two dimensions such as number of staffs in each of the division and quality of resources available.
The IMF has done a diagnostic study and suggested to reduce the manpower of MOFT to 125 by 2017 from the
current level of 177. Our interaction with some of the division personnel suggests that the current staff strength
is inadequate to handle the work load. However, we understand that, this problem may be due to inadequate
capacity of the existing staff. With increased computerization of activities and strengthening of skill sets, such
pressure level will come down. There is a feeling that the voluntary redundancy program resulted in the exit of
very skilled staff. It could have been designed properly in targeting the redundant staff (staff with inadequate
skill sets/excess staff) rather than giving an exit option to everyone including staff with bond/commitment with
the ministry.
About quality issues, there are two distinct facts come to our notice. In most of the divisions, the staff
qualification is skewed towards under graduate level. There are many people with ‘O’ level or ‘A’ level
qualification. This should not be a problem if they have to do routine tasks as there could be significant
‘learning by doing’. However, this may be inadequate for higher grade of service. Here we suggest some of the
steps which could lead towards a sustainable solution to the quality issues noticed across government divisions.
Long-term measures:
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Build pool of resources from the School level: In India, the discussion is going on whether to recruit
people in civil service after 10+2 and to provide them general education and specific training to man
several government offices. The idea behind this proposal is that – if you need carpenter, then build a
pool of carpenter of desired quality/standard from the beginning rather than hiring people at a very
matured age. In the context of Maldives, this would be far more relevant given the size of population. The
government should target students right after their school education in funding their further study. The
government can come out a comprehensive plan about the kind of people they need to manage their civil
services for next 20 years. In each year, they should come out with scholarship to support studies of
student in respective disciplines. For example – if government requires 5 accountants, 5 economists and
10 statisticians in 2017, they should at least support these many students to go abroad and study at best
of the institutes in the year 2012. If more students apply for the specific scholarship than the requirement
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of the government, government should actively seek support form donor agencies to fund such
scholarship. On the other hand, government can part sponsor the studies of student who are in excess of
the requirement.


Tie up with best international institutes: Government should actively forge partnership with
internationally reputed institutes to support the study programme of the selected students.



Enter into bond with students who avail such facility: To start with government should make it clear that
those students who are availing such scholarship are legally bound to serve the government/department
for X number of years. The bond should be strictly enforced.

*Should Maldives built its own national institutes in each stream?
Answer: It may not be economically feasible to build the entire gamut of institutes required to
manage an economy. However, some vocational institutes should be established to train people in
specific skills. For higher learning, there are many centers of excellence around the world including in
the neighboring countries. It is prudent to forge partnership with such countries/institutes. It will not
only economize resources, but also give a world view to the students who go there and study/interact
with students from other countries.

Immediate measures:


Comprehensive HR Policy: There should be a comprehensive HR policy at the ministry level. The policy
should contain the recruitment norms (CSC norms suitably modified to suit the MOFT requirement),
training program, career progression map and all other aspects as per international best standard. It is
noticed that the junior people get less chance to go abroad for training as compared to senior people.
However, some opportunity should be made available to junior staff to go to abroad and learn the best
practices.



Prepare a training calendar: Each of the divisions should prepare their comprehensive training calendar
in consultation with HR department. The training calendar should contain the probationary training,
induction programme, annual training programmes. It should also highlight the avenues available to the
division to go abroad for training purposes. We have noticed that, there is no formal probationary
training and the induction training is mostly about the organization rather than any technical/functional
training. Therefore, the designing of training should precede the preparation of training calendar.



Prepare training modules: Training needs for each of the department should be identified first. Post
identification of needs, training modules should be prepared for respective divisions. Below we are
putting the list of training modules for Fiscal Affairs and Economic Policy Division, Statistics Division
and Public Accounts Division. These should be part of the probationary training and imparted in the first
few months of the joining.

Table 13: Suggested Training Modules in Select Division

Fiscal Affairs and
Economic Policy Division
Basic Training on
Macro-Economics
Basic Training on
Public Finance
Basic Training on
Economic Statistics
Basic Training on
Fiscal Policy (Revenue
and Expenditure) and
its impact on Macro-
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Statistics Division
Training on National Accounts

Public Accounts Section
Training in Advance Excel and MS-Access

Basic Training on Macroeconomics Training in SAP software
Training on Econometrics/StatisticalAdvance
Estimation
Training in Accounting and Reporting
Global Accounting Standard and Policies
Training on Time-Series Forecasting
Preparation of Government Financial Statement
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Fiscal Affairs and
Economic Policy Division
economy

Statistics Division

Public Accounts Section

Training on Index Numbers (Producer
Preparation
Price Index,
of Financial Statement and Reports
Consumer Price Index)
through SAP system
Training on Questionnaire Design

Training in Basic and
Advanced Excel
Excel Based Fiscal
Modelling
Revenue
Forecasting/Projectio
ns

Planning and Designing of Survey

- Excel Based

-Business Enterprise Survey

- Statistical Method

How to Analyse Survey Result

Training on Eviews

Training on Eviews/Stata/SPSS

Training on Stata

Report Writing

Data Collection Methods and Field Operations
Data Quality Review
Methodology to Conduct:
- Household Survey

Programme Budgeting
Cash Balance
Projection
Training on Medium
Term Fiscal
Framework
Training on Medium
Term Expenditure
Framework
Training on Local
Government Finance
Training on Fiscal
Vulnerability Study
(For ex. Debt
Sustainability, Fiscal
implication of specific
intervention including
decentralisation)

Administer training modules: The prepared training modules should be administered in a structured
manner within few months of joining of new staff. The probation period should continue till such time
these trainings are completed not exceeding 3 to 6 months. Upon completion of these training, one
internal examination should be conducted to assess the skills acquired by the newly joined staff. To make
them more accountable, the scores from such training could be part of the performance appraisal system
in the first year. In each division, some master trainers should be created to impart such training.


Mid-career Training/Need based training: There should be periodic refresher training for senior staff.
The training can be conducted in the respective divisions by internal/external experts. Government can
tie-up with specialized institutes for specific training. For example – to impart advanced statistical
training, Government can explore association with Indian Statistical Institute (ISI, New Delhi, Kolkata),
National Academy of Statistical Administration, Noida, India. Similar institutes could be identified for
other modules.

6.2.4 Cadre Issues and Possible Solution:
In this section, we will describe about the cadre systems and the benefits it will bring in public service delivery.
Cadre system is nothing but a process of bringing discipline in the appointment and career management of
public servant. Unlike selection to particular posts, cadre system will encourage selection to a particular
‘service’. Therefore, the ‘service’ will be constituted to fulfill certain ‘objectives’ rather than completing certain
tasks/activities. For each ‘service’ line there will be one cadre controlling authority. For example – ‘Finance
controller’ could be the cadre controlling authority for staffs related to ‘Government Finance/Accounting’.
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Similarly, the Director General or the most senior person in the Statistics division in the MOFT could be the
cadre controlling authority for ‘Statistical Services’.
Cadre Structure:
In general, cadre consists of people who are selected to assume certain positions requiring skills of similar in
nature be it – technical, professional or administrative. In a ‘service’, there can be more than one grade
arranged vertically as per different kinds of responsibility. Here, ‘Service’ indicates various posts that are
grouped into distinct homogenous cadres under a common ‘service’ name on the basis of functions attached to
the posts. Certain steps must precede before constituting a service such as – determining duties and
responsibilities for various positions, modifying them in terms of skill requirement, grouping of positions which
requires similar skills and finally grading of positions in terms of responsibilities.
The current grading structure of MOFT is given in Table 14. In Table 9, we have given the grading structure as is
prevalent in India. In consultation with civil service commission, the possibility to merge multiple grades into
single grade can be explored. However, within each grade, there can be different pay bands depending upon the
years of experience. The main benefit of merging grades is that distinct functional work allocation can be made
on the basis of grade. These grades can also be clubbed into ‘A’, ‘B’, ‘C’ or ‘D’ for en-cadrement. For example –
to start with EX-1 and above can be part of group ‘A’ and MS-1 to MS-4 can be formed as group ‘B’. There
should be a mechanism for vertical movement of people from group ‘B’ to group ‘A’ either on the basis of direct
promotion or by examination. However, whenever the service rules will be framed, separate recruitment rules
should be framed for each category of service.
For new appointment, civil service commission may conduct separate examination/interview for each grade.
Ideally, selection of grade ‘A’ and ‘B’ should be done by civil service commission and for ‘C’ and ‘D’ by a subordinate commission. However, such a structure may not be feasible for Maldives given its size and
requirement. Nonetheless, a clear distinction should be made by framing a proper pay-structure to demarcate
each grade in terms of its functional responsibilities. The minimum qualification for Group ‘A’ and Group ‘B’
may be prescribed as ‘degree’ course in the relevant discipline. 12 People who are already assuming senior
position should be encouraged to complete degree course for future promotion. In India, the minimum
qualification for IES and ISS service is post-graduate degree. However, it would not be realistic to target
Masters degree for Maldives at this point in time.
It is to be kept in mind that the examination will be for a particular service –say, for statistical service. Once
people are selected for a particular service, they can be allocated to different ministries/department on the basis
of requirement. However, there should be one central cadre management/control authority for Maldives
Statistical Service. Preferably, it should be located within the Statistical division in MOFT. That will facilitate
better horizontal and vertical movement of people and career management. These services are for Maldives
central government. For local government, there may be requirement for staffs with similar skills. However,
that should not be part of the central government service. There can be some sub-ordinate selection
commission (like Staff selection commission in India) to take care of such needs/requirement.
Table 14: MOFT Grade Structure

12

IMF diagnostic report has suggested relevant qualification and the possible time-line
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The grades should be clearly defined so that people in each grade assumes distinct responsibility within
the functional domain of the concerned service;



There should be provision for seamless mobility of personnel within a cadre both horizontally and
vertically;



The cadre structure should clearly make provision for various types of reserves like probation, training,
leave and deputation;

Civil Service Career Progression:
At any point in time, the functional justifications should be given paramount consideration in deciding the
number of posts into various grades rather than the promotional opportunities. However, career progression of
civil servant is critical to their performance level. Therefore, while framing the policy for the cadre, certain
aspects should be taken into consideration such as – people recruited directly should be promoted to the senior
grade within certain time-frame. It can be decided solely on the basis of years spent in a particular grade or it
could be a combination of experience and competency. Competency can be decided by an intra-division
examination conducted by the cadre controlling authority. To ensure this, what is required is a policy
framework which would delineate the career path of different level of people. If there is significant amount of
direct recruitment to the senior level posts, then the promotional avenues for in-service people will be squeezed
considerably and may prove to be a de-motivating factor.
Cadre Review:
Cadre review should be made an integral part of the public servant management. There should be periodic
review of cadre in terms of various functional requirement, strength, skill requirement etc. Absence of
recruitment projection may lead to under-recruitment, over recruitment or other such problems. Indeed it may
affect the promotional aspect of people due to large scale recruitment due to poor planning.
Therefore, there should be a regular cadre review to:


Project manpower requirement for next 3 years;



Plan recruitment keeping in mind various vertical movements;



Identify the skill and strength gap;



Drawing up personnel plan keeping in mind the broader macro-economic trajectory;

Cadre Structure Committee:
There should be a cadre structure committee comprising of:


Head of Civil Service Commission/Executive Branch Head of Government -Chairman



Permanent Secretary of the Ministry Controlling the cadre - Member



Director General of respective Division - Member



Finance Controller/Appointee – Member

Once the cadre controlling authority is identified, cadre rules need to be formulated which should contain the
following aspect:


Title and Pronouncement [which should indicate the commencement of the service]



Constitution of the Service [which should contain the grading and pay structure. However, if a group of
services are formed together which is the standard practice, then the grading and pay structure will be
same. The only component which can be at the discretion of the division is performance bonus for which
separate rules need to be framed]



Grades and Strength of Service [it should identify in each grade what is the desired strength. At anytime,
not more than 50% people should be recruited directly. The rest can be promoted from ‘Group B’ to
‘Group-A’ which is essential the cadre. The cadre may constitute personnel at the ‘Group-A’ level]
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Method of Recruitment [by examination, by promotion, by deputation. Civil Service Commission should
conduct the examination (or) interview in co-ordination with the individual from the respective
department. The broad selection framework should be designed by Civil Service Commission. But, the
micro aspect of selection like setting up question papers, designing the interview should be done by the
respective divisions]



Appointment to the Service



Probation



Service Confirmation



Promotion



Seniority



Transfer Policy



Disqualification



Residual matters
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Annexure.2 Budget Preparation
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1 Report on Budget
Classification- Draft
1.1 Context of the Review
Currently, the national budget in Maldives covers 253 spending agencies and departments. These
spending agencies have been given departmental/functional codes. The requirements of funds (budget
estimates) are submitted by each spending agency to the Ministry of Finance and Treasury (MOFT) in
accordance with the templates/forms provided in the budget circular. For this purpose, economic
classification of budget items is followed.
As a future direction, the budgeting system in Maldives has to be program based with targeted results
in line with the Strategic Action Plan of the National Government. The linking of SAP with budget is
based on a four-tier system of (i) Pledge/Key Theme; (ii) Objectives of Pledge/Key Theme; (iii)
Policies for meeting each objective; and (iii) Strategies for achieving policy targets. Thereafter,
activities and sub-activities under each strategy shall be linked to outcomes and budget requirement
for achieving the same. At the same time, since decentralization of administrative power to island
councils is clearly a priority for the Government, this requirement will also need to be built in the
budgeting system. It is, therefore, expected that the current budgeting system will have to undergo a
significant change such that it orients itself to outcomes and their monitoring keeping the
decentralized administrative arrangement in view.
The review of the existing budget classification system has been carried out under the above context.

1.2 Departmental/Functional Classification
As stated in the previous section, the budget incorporates estimates from 253 spending agencies.
Among these, MOFT directly interacts with 36 ministries/offices. Other offices submit their estimates
to the ministry concerned, which in-turn combines these estimates for their further submission to
MOFT.
In the current system of departmental classification of spending agencies, the following
inconsistencies have been observed:

1.2.1 Intra-budget Inconsistency
The following departmental codes classifications are currently being followed:


Office Codes in the Budget Circular



Ministry/Department Codes in Budget Publication



Business Area (BA) codes generated by the Public Accounting System (PAS)

In effect, there could be three codes for the same Spending Agency. This multiplicity adds to
complications in interpretation, summation and analysis at the department level. Among these
classifications, Budget Circular incorporates two i.e. Business Area Numbers (BA#) and Office Codes.
These are mainly for internal use of MOFT. BA#’s are generated by Public Accounting System (PAS)
while Office Codes have been allocated by MOFT. Since these codes have been in use for the last few
years, concerned officials in MOFT and Spending Agencies are comfortable with these codes used in
budget circular. It is therefore suggested that while both existing BA coding and Office Coding systems
may continue, the two may be linked on a permanent basis to avoid any temporal inconsistency. If a
new office/agency is required to be added, the BA# code and Office Code may be generated as per the
existing system and it is to be ensured that the codes remain unchanged.
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Ministry/Department Codes published in the Budget are different from corresponding codes in
budget circular. It is suggested that the current codes in budget publication may be replaced with the
codes used in the budget circular.

1.2.2 Temporal Inconsistency
Ministry/Department Codes in budget publication are not consistent across the years. Even in the
budgets for last three years (2009 to 2011), there is significant variation in the codes. Table 15 below
shows an illustrative comparison of how the codes have changed over the last three years, including
the current budget for 2011. Detailed comparison has been included in Appendix 1 to this report.
Table 15: Ministry/Department Codes in Successive Budgets

President's Official Home

Code in
Budget2011
1.02

Vice President's Official Home

1.03

1.06

2.03

Department of Judicial Administration

02.03.01

02.02.01

4.04

Supreme Court

02.03.02

02.02.03

4.02

High Court

02.03.03

02.02.04

4.03

Atoll Courts

02.03.04

02.02.05

4.06

Civil Court

02.03.05

02.02.06

4.07

Criminal court

02.03.06

02.02.07

4.08

Family Court

02.03.07

02.02.08

4.09

Juvenile court

02.03.08

02.02.09

4.10

Department of National Planning

03.05

03.04

12.4

Statistics Section

03.06

03.05

12.5

Maldives Customs Service

03.04

03.06

12.6

Department of Inland Revenue

03.08

03.07

12.7

Hiriyaa School

6.11

6.97

Iskandar School

6.12

6.11

15.11

Centre for Higher Secondary Education

6.13

6.12

15.12

Al-Madharasathul Arabiyyathul Islamiyya

6.14

6.13

15.13

Jamaluddeen School

6.15

6.14

15.14

Thaajuddeen School

6.16

6.15

15.15

Kalaafaanu School

6.17

6.16

15.16

Giyaasuddin School

6.18

6.17

15.17

Muh'uyiddin School

6.19

6.18

15.18

Imaadhudheen School

6.20

6.19

15.19

Ghazee School

6.21

6.20

15.21

Centre for Children's Education and Training

6.22

6.94

15.20

HA. Atoll Education Centre

6.23

6.22

15.32

HD. Atoll Education Centre

6.24

6.23

15.30

SH. Atoll Education Centre

6.25

6.24

15.41

N. Atoll Education Centre

6.26

6.25

15.42

R. Atoll Education Centre

6.27

6.26

15.43

B. Atoll Education Centre

6.28

6.27

15.26

Ministry/ Department/ Agency
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Lh. Atoll Education Centre

Code in
Budget2011
6.29

ADH. Atoll Education Centre

6.30

6.29

15.47

F. Atoll Education Centre

6.31

6.30

15.66

DH. Atoll Education Centre

6.32

6.31

15.48

Th. Atoll Education Centre

6.33

6.32

15.67

L. Atoll Education Centre

6.34

6.33

15.49

GA. Atoll Education Centre

6.35

6.34

15.34

GDh. Atoll Education Centre

6.36

6.35

15.25

Gn. Atoll Education Centre

6.37

6.36

15.24

S. Atoll Education Centre

6.38

6.37

15.35

HA.Atoll School

6.39

6.38

15.40

HA. Ihavandhoo School

6.40

6.39

15.39

Madhrasathul Sheikh Ibrahim / Ha.Kelaa

6.41

6.40

15.61

Afeefuhdheen School

6.42

6.41

15.38

Hdh. Nolhivaram School

6.43

6.42

15.60

Jalaaludhdheen School

6.44

6.43

15.23

Sh. Atoll School / Sh.Kanditheemu

6.45

6.44

15.52

Sh. Funadhoo School

6.46

6.45

15.58

Sh. Milandhoo School

6.47

6.46

15.64

N. Kendhikulhudhoo School

6.48

6.47

15.59

Meynaa School / N. Holhudhoo

6.49

6.48

15.63

R. Ungoofaaru School

6.50

6.49

15.44

R. Alifushi School

6.51

6.50

15.45

R. Madu'vari School

6.52

6.51

15.56

R. Hulhudhuffaaru School

6.53

6.52

15.57

B. Thulhaadhoo School

6.54

6.53

15.46

Lh. Atoll School

6.55

6.54

15.65

Lh. Naifaru Madharasathul Ifthithaah

6.56

6.55

15.28

K. Atoll School / K.Kaashidhoo

6.57

6.56

15.55

Adh. Atoll School / Adh.Maamigili
Madharasathul Hamadhu Bin Khaleefaa
Alsaanee
L. Maavashu School

6.58

6.57

15.62

6.59

6.58

15.50

6.60

6.59

15.54

Aboobakuru School

6.61

6.60

15.36

Hafiz Ahmed School

6.62

6.61

15.37

Madharusathul Sheikh Mohamed Jamaaluddin

6.63

6.62

15.53

S. Hithadhoo School

6.64

6.63

15.33

Muhibbudhdheen School

6.65

6.64

15.22

S. Feydhoo School

6.66

6.65

15.51

Al-Madharasathul Islamiyya

6.67

6.66

15.31

Upper North Province Schools Budget

6.68

6.73

Ministry/ Department/ Agency
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North Province Schools Budget

Code in
Budget2011
6.69

North Central Province Schools Budget

6.70

6.68

Central Province Schools Budget

6.71

6.69

Upper South Province Schools Budget

6.72

6.72

South Central Province Schools Budget

6.73

6.70

South Province Schools Budget

6.74

6.71

Department of Higher Education

6.75

6.74

National Law Library
Maldives College of Higher Education /
Administration Section
Faculty of Education

6.76

6.96

15.90

6.77

6.75

15.76

6.78

6.76

15.77

Faculty of Health Sciences

6.79

6.77

15.78

Faculty for Management and Computing

6.80

6.78

15.79

Faculty of Engineering Technology

6.81

6.79

15.80

Faculty of Hospitality and Tourism Studies

6.82

6.80

15.81

Centre for Maritime Studies

6.83

6.81

15.82

Centre for Open Learning

6.84

6.82

15.83

Faculty of Shariah & Law

6.85

6.83

15.84

Inter Atoll Campus

6.86

6.84

15.85

Faculty of Arts

6.86

6.85

15.86

College of Islamic Studies

6.87

6.86

15.87

High Commission of Maldives in Singapore

08.15

08.16

17.10

Maldives Embassy in Washington

08.17

08.15

17.16

H.DH Kulhudhuffushi Regional Hospital

9.03

9.05

18.5

R. Ungoofaaru Regional Hospital

9.04

9.06

18.6

S. Hithadhoo Regional Hospital

9.05

9.07

18.7

M. Muli Regional Hospital

9.06

9.08

18.8

G. DH Thinadhoo Regional Hospital

9.07

9.09

18.9

L . Gan Regional Hospital

9.08

9.10

18.10

HA. Atoll Hospital

9.09

9.11

18.11

SH. Atoll Hospital

9.10

9.12

18.12

N. Atoll Hospital

9.11

9.13

18.13

B. Atoll Hospital

9.12

9.14

18.14

LH. Atoll Hospital

9.13

9.15

18.15

AA. Atoll Hospital

9.14

9.16

18.16

A.DH. Atoll Hospital

9.15

9.17

18.17

V. Atoll Hospital

9.16

9.18

18.18

F. Atoll Hospital

9.17

9.19

18.19

DH. Atoll Hospital

9.18

9.20

18.20

TH. Atoll Hospital

9.19

9.21

18.21

GA. Atoll Hospital

9.20

9.22

18.22

Ministry/ Department/ Agency
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GN. Atoll Hospital

Code in
Budget2011
9.21

National Thalassemia Centre

9.22

9.27

18.27

Vector Borne Disease Control Unit

9.23

9.35

18.36

Maldives Food & Drug Authority
Department of Drug Prevention and
Rehabilitation Services
Home for the Disabled Person

9.24

9.29

18.29

9.25

9.28

18.28

9.26

9.31

18.31

National Social Protection Agency

9.27

9.30

18.30

Family and Children’s Service Centre

9.28

9.33

18.34

Children’s Home

9.29

9.32

18.33

Social Security

9.30

9.34

18.35

National Blood Transfusion Service

9.31

9.36

18.37

Department of Gender and Family Protection

9.32

9.40

18.39

Indhira Gandhi Memorial Hospital

9.33

9.04

18.4

Male' Health Centre

9.34

9.24

18.24

Villingili Health Centre

9.35

9.25

18.25

Hulhumale Hospital

9.36

9.26

18.26

Department of Medical Services

9.37

9.03

18.3

Department of Information

11.02

11.04

20.4

Maldives Government Tourist Office

11.03

11.02

20.2

Maldives Tourism Promotion Board

11.04

11.03

20.3

National Library

11.05

11.07

20.7

National Centre for the Arts

11.06

11.08

20.8

National Art Gallery

11.07

11.09

20.9

National Bureau of Classification
National Council for Linguistic and Historical
Research
Voice of Maldives

11.08

11.10

20.10

11.10

11.11

20.11

11.11

11.05

20.5

Television Maldives
Ministry of Human Resources,/ Human
Resource section
Scholarship Section
MHTE/ Water, Electricity and Sanitation
section
Maldives Meteorological Services

11.12

11.06

20.6

12.04

12.07

21.06

12.05

12.09

13.02

13.06

22.6

13.03

13.07

22.7

Environment, Climate change and Energy

13.04

13.03

22.3

Maldives Energy Authority

13.05

13.10

22.10

Environmental Protection Agency

13.06

13.08

22.8

National Disaster Management Centre

13.07

13.11

22.11

Regional Airports

15.05

13.05

22.5

Ministry/ Department/ Agency

Code in
Budget-2010

Code in
Budget-2009

9.23

18.23

Transport Authority
15.06
13.02
22.2
It is recommended that the Department Codes, once fixed, should not be changed. In line with
international practice, if there is a new agency to be added, the coding system shall have provision for
such incorporation without impacting the codes of existing agencies.

PwC

Page 99 of 449

Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

1.3 Economic Classification
The system of economic classification has evolved and achieved a fair level of maturity during the last few years.
Currently a two-level economic coding system is followed, with the first level of three digits and the second of
five or six digits. The observations are as follows:

1.3.1 Intra-budget Inconsistency
As stated above, a two-level coding system is being followed. The first level, which can be termed as “Major
Head” for the purpose of this report is a three-digit code that starts from 210 and goes up to 730. The second
level, which can be termed as “Sub-Major Head/Minor Head” for the purpose of this report is a six-digit code.
Under the second level, the code “000” has been reserved for Sub-Major Head while the Minor Heads under
each Sub-Major Head take the codes starting from “001”.

1.3.2 Use of five-digit codes in Sub-Major/Minor Heads
In a few cases it has been observed that five-digit codes are still being used for Sub-Major/Minor Heads. Table
16 presents the illustration from the current budget (Year 2011):
Table 16: Instances where 5-digit codes have been used in the current budget (2011)

Economic
Code
210

Major/Sub-Major/Minor
Head
Personal Emoluments

Economic
Code

Major/Sub-Major/Minor Head

211 00

Salaries and Wages

222 00

Supplies and Requisites

211 01

Salaries and wages

222 01

Stationery and office requisites

211 02

Overtime pay

222 02

IT related materials

212 00

Allowances

222 03

212 01

Pocket money

222 04

212 02

Higher education allowance

222 05

Fuel and lubricants
Meals to employees during the office
hours
Electrical items

212 03

Technical allowance

222 06

Spare parts

212 04

222 07

Materials for uniforms

222 08

Supplies for office cleaning

212 06

Long term allowance
Special Allowance for the month
of Ramazan
Medical Allowance

222 09

Utensils and accessories

212 07

Domestic Market Allowance

222 10

212 08

Salary increment

222 11

212 09

Special allowance for the post

222 99

Office decoration materials
Curtains, table clothes and similar
items
Others

212 10

Food allowance

223 00

212 11

Committee allowance
Allowance for local nonresidents
Commuting allowance for local
non-residents
Dependent's allowance

223 01

Telephone

223 02

Electricity

223 03

Water and sanitation services

223 04

Lease lines and internet

Holiday allowance
Allowance for work other than
assigned
Annual leave cancellation
allowance

223 05

Building rents

223 06

Hire charges

223 07

Security for buildings and other

212 05

212 12
212 13
212 14
212 15
212 16
212 17
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Economic
Code

Major/Sub-Major/Minor
Head

Economic
Code

Major/Sub-Major/Minor Head
Fees for cleaning services and waste
disposal
Postage and message
Announcements, subscriptions and
advertisements
Carriage and conveyance

212 18

Uniform Allowance

223 08

212 19

Acting Allowance

223 09

212 20

Religious Service allowance

223 10

212 21

Shift duty allowance

223 11

212 22

Hardship allowance

223 12

212 23

Exclusive Job

223 13

212 24

Phone allowance

223 14

212 25

Risk allowance

223 15

212 26

Dress allowance

223 16

212 27

Service allowance

223 17

Examination related expenses
Consultancy, translations and other
related services
Expenses on foreign dignitaries

212 28

Accountable Officer allowance

223 18

Visa, work permit

223 19

Annual fees to government

223 20

Printing services

213 01

Other allowance
Retirement Benefits and
Gratuities
Pensions

223 21

Laundry services

213 02

Benefits and gratuities

223 22

213 03

Retirement Benefits

223 23

213 04

223 24
223 25

Insurance

221 00

Monthly Payment for Retired
Social security allowances and
other benefits
Travel Expenses

Medical expenses for staff
Expenses on international and local
fairs
Bank charges and commissions

223 99

Other services

221 01

Travelling expenses - local by sea

221 02

Travelling expenses - local by land

221 03

Travelling expenses - local by air

221 04

Travelling expenses – overseas
Travelling expenses - for
foreigners
Others

212 99
213 00

213 05

221 05
221 99

Meetings related expenses
National competitions and
ceremonies
Social development programmes

It is suggested that the above mentioned codes be made consistent with the overall six-digit economic coding
system being followed for other heads.

1.3.2.1 Requirement of a third level in economic classification system
Spending Agencies are required to provide details of their expenditure estimates under each Sub-Major/Minor
Head. Since there is no standard economic classification below the second level, these details are provided on
the basis of exact expenditure requirement. For example, details of expenditure on meetings will be provided
based on the purpose or counterpart agency. These details could be different for various ministries and
therefore no standardization has been attempted.
Standardization of third level of economic classification will have the following advantages:


Possibility of automation in data compilation by the respective ministry/MOFT



Ease in data analysis
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Easier decision making if budget is to be pruned. Uncommitted and general expenditure at the detailed
level can be given low priority.



Inter-agency comparison of expenditure under same/similar heads



Flexibility to the Spending Agency to allocate expenditure within the same head depending on priorities
during the year.

Thus, there is a need to standardize detailed heads under Sub-Major/Minor Heads. It is recommended that the
details of expenditure be as per general and objective categorization, which can be applied across Budgeting
Agencies. Suggested standardization options have been illustrated below (Table 17) for sub-forms of Form 4
used in the Budget Circular.
Table 17: Sub forms of Form 4 of the Budget Circular

Sub forms of Form 4 and and their respective suggested detailed heads


Form 4H: 221 001 (Travel Expenses – Local by Sea)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4R: 221 003 (Travel Expenses- Local by Air)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4SH: 221 004 (Overseas Travel Expenses)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with international
agencies/organizations



Diplomatic Conclaves



Training/Learning tours



Travel for meetings that are committed under ongoing projects



Travel for meetings with other public or private sector agencies, either domestic or foreign



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form N: 221 005 (Travel Expense – for foreigners)



Suggested General Detailed Heads
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Sub forms of Form 4 and and their respective suggested detailed heads


Committed Expenditure under ongoing projects/relationships



Diplomatic Conclaves



Travel for other meetings



Travel for conducting trainings of Government staff



Travel for conducting special courses for students/sportsmen



Others(please specify)



Form 4B: 223 005 (Building Rents)



Suggested General Detailed Heads



Rents for office buildings



Rents for support/recreational infrastructure



Rents for godowns/storage infrastructure



Others(please specify)



Form LH: 223 012 (Meeting Related Expenses)- excluding travel expenses



Suggested General Detailed Heads



Meetings with international agencies/organizations



Diplomatic Conclaves



Meetings that are committed under ongoing projects



Meetings with other public or private sector agencies, either domestic or foreign



Others(please specify)



Form K: 225 001 (Scholarship & Fellowship Assistance)



Suggested General Detailed Heads



Scholarships to meritorious students- middle school



Scholarships to meritorious students- senior school



Scholarships to meritorious students- graduation



Scholarships to meritorious students- post-graduation



Scholarships for professional courses



PhD Fellowships



Others(please specify)



Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas



Training in communication skills



Training in Computer/IT skills



Training in finance/audit



Others(please specify)



Form 4V: 225 005 (Conducting Training Courses)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas



Training in communication skills



Training in Computer/IT skills



Training in finance/audit
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Sub forms of Form 4 and and their respective suggested detailed heads


Others(please specify)

1.3.2.2 Disconnect between first and Second level Codes in a Few Cases
A few Major Heads have 6 digit Sub-major/Minor Heads that do not follow a consistent linkage with Major
Head. For example Head 210 has sub-major heads as 211 001 to 211 005. Ideally the sub-major heads should
have been 210 001 to 210 005. Other instances with similar disconnect have been shown in Table 18 below.
However, the Economic Codes have now been in use the past few years and the staff on MOFT and Spending
Agencies has got used to the existing codes. It is therefore recommended that the existing codes be retained
without changes and such discrepancies be avoided in future when new heads are identified and added.
Table 18: Cases where Economic Codes of Minor Heads do not follow directly from Sub-Major Heads

Codes

Heads

421.001

Capital Equipment

421 001

Land reclamation and purchase

421 002

Buildings for living Purpose

421 003

Buildings for non- living Purpose

451 011

422 001

Changes Made to Buildings used for living Purpose
Changes made to Buildings used for non- living
Purpose
Roads, Jetty and Bridge

422 002

Airport

422 003

Jetty and Harbour Maintenance

422 004

Water and Sanitation System

422 005

Electrification Network System

422 999

Other Infrastructure

423 001

Furniture and Fittings

423 002

Plant, Machinery and Equipment

423 003

Vehicular Equipments

423 004

Tools, Instruments apparatus

423 005

Reference Materials

423 006

Communication outlays

423 007

Computer Software

423 008

IT Hardware

423 999

Other Equipments

424 001

Vehicles

424 002

Vessels by Sea

424 003

Vessels by Air

440 000

Investment Outlays

441 001

Equity Capital to Public enterprises

441 002

Capital contribution to profit oriented public agencies

442 001

Capital transfers abroad

720 000

Debt Amortization

721 001

Short - term Domestic to Govt. companies

721 002

Short - term Domestic to Local Banks

451 012
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Codes

Heads

723 002

Long - term Domestic to Financial Institutes

723 003

Long - term Domestic to Private Parties

725 003

Long - term Foreign

730 000

Loans Outlay

731 003

Local Private Parties

1.3.2.3 Distinction between Recurrent and Capital Expenditure Heads
It is advisable to distinguish the economic codes on the basis of nature of application. Thus, the code series for
recurrent expenditure heads may be distinct from the series for capital expenditure heads. In the current
economic classification, this rule has been followed except for the head “Development Projects”, which falls
under capital expenditure but has economic code(s) starting with “2”, a number reserved for recurrent
expenditure. Other capital expenditure heads have codes starting with “4” and debt related expenses have codes
starting with “7”.

1.3.3 Temporal Inconsistency
As stated earlier, the system of economic classification has achieved a fair level of maturity during the last few
years. No instance of temporal inconsistency has been observed.

1.4 Recommendations
Recommendations have been summarized as below:


Office/Department codes in budget publication may be replaced with office codes used in the budget
circular.



Office/Department Codes, once fixed, should not be changed. In line with international practice, if there
is a new agency to be added, the coding system shall have provision for such incorporation without
impacting the codes of existing agencies.



All 5-digit economic codes should be replaced by 6-digit economic codes by adding a “0” (zero) as the
fourth digit.



A third level of standardized detailed head should be introduced below minor heads so that expenditure
details can be recorded in forms that are comparable across spending agencies.



In future additions to economic codes, any discrepancy between levels should be avoided so that
expenditure head can be recognized from the economic code.
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Specification of indicative budget constraint at the time of initiation of budget exercise will bring more
efficiency in preparation of budget estimates. The agencies will then be able to target budget
expenditure within indicative limits and budget finalization will be comparatively faster.

2.3.2 Forms and Formats
Program Budget Format
As a future direction, the budgeting system in Maldives has to be program based with targeted results
in line with the Strategic Action Plan of the National Government. The linking of SAP with budget is
based on a four-tier system of (i) Pledge/Key Theme; (ii) Objectives of Pledge/Key Theme; (iii)
Policies for meeting each objective; and (iii) Strategies for achieving policy targets. Thereafter,
activities and sub-activities under each strategy shall be linked to outcomes and budget requirement
for achieving the same. At the same time, since decentralization of administrative power to island
councils is clearly a priority for the Government, this requirement will also need to be built in the
budgeting system. It is, therefore, expected that the current budgeting system will have to undergo a
significant change such that it orients itself to outcomes and their monitoring keeping the
decentralized administrative arrangement in view.
The budget for 2011 was a first attempt at evolving a program budget in line with the Strategic Action
Plan. However, since the framework for performance indicators and performance-based budgeting
was still under development; and the time available for preparation of budget estimates was less, the
budget could not orient itself entirely towards performance framework. Budgeting Agencies faced
difficulties in budget preparation. In many cases, the corresponding heads/aggregates did not agree
between program budget and regular budget. MOFT had to face problems in reconciliation of data.
It is being attempted to take forward the program budget framework in the current budget cycle. In
this regard, Managing for Development Results (MfDR) approach is being adopted. PwC team is
closely working with three sectors viz. Transport & Communications, Health and Education for
preparation of program budgets.
The approach towards program budgeting has to take the following into account:
1.

Budgeted expenditure has to be linked with program outcomes over the next three years. At
present, performance indicators are being developed at program strategy level.

2.

Program Budget- Strategic Action Plan (SAP) linkage is possible through six levels, as follows:
a. Key Pledges/Themes
b. Objective
c. Policy
d. Strategy
e. Action
f. Activity/Expenditure Items as per Economic Classification

The present framework is built on the lines stated above. However, the sixth level, which provides
linkage to economic classification of expenditure has all items of expenditure included, except
personnel emoluments. It is suggested that this level be made more focused such that items of
expenditure can be directly linked to the projected outcome. The following is recommended in this
regard:
1.

Expenses can be divided into two categories viz. (i) Direct Expenses; and (ii) Common
Expenses. The former would include expenses directly attributable to the underlined activity
while the latter would cover common expenses like administration, debt amortization and
investment outlays in public sector enterprises.
2. Direct expenses may be categorized into development projects; PSIP; recurrent expenditure
directly attributable to the activity; and Investment Outlays & Loans Outlay directly
attributable to the activity.
3. Besides the six levels of SAP and Economic Codes, Office/Ministry code will also be provided.
This will enable multidimensional aggregation and analyses for Office-SAP linkage; OfficeEconomic Code linkage; and SAP-Economic Code linkage.
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Table 19: Program Budget Framework

Level

1

Office
Code
1.01 to
28.02

Range of Strategic/
Economic Code

SAP/Economic Code
(Example)

1 to 4

1

2

1.1 onwards

1.1

3
4
5

1.1.1 onwards
1.1.1.1 onwards
1.1.1.1.1 onwards

1.1.1
1.1.1.1
1.1.1.1.1

6

210 to 442

1

2

3

4

5

6

Key Pledges/
Themes
Objective
Policy
Strategy
Action
Activities/Expenditure Items*

291 001 to 291 003

291 001 to 291 003



Development Projects

421 001 to 424 003

421 001 to 424 003

440 001 to 442 001

440 001 to 442 001




PSIP
Investment Outlays Directly
Attributable to the Activity

210, 213, 221, 222, 223, 224, 225, 210, 213, 221, 222, 223, 224,
226, 227, 228, 281
225, 226, 227, 228, 281



Recurrent Expenditure Directly
Attributable to the Activity**

730 003



Loans Outlay

730 003
Common Expenses

210, 213, 221, 222, 223, 224,
225, 226, 227, 228, 281

210, 213, 221, 222, 223, 224,
225, 226, 227, 228, 281



Recurrent Expenditure Not Directly
Attributable to any Activity

440 001 to 442 001

440 001 to 442 001



Investment Outlays

721 001 to 725 003

721 001 to 725 003



Debt Amortization

* These estimates will include only those items that are directly attributable to the activity. Thus, if a staff member is employed full time in delivery of the specific activity, in that case his/her emoluments
will be included. If a staff-member is engaged in multiple activities, his/her emoluments will be divided among those activities on the basis of approximate time devoted to the activities. If it is difficult to
make a judgment about attribution of a cost to the specified activity, such costs will be put under the head "Common Expenses"
** For ongoing PSIP/development projects likely to be completed in the next 3 years, estimates shall be prepared in accordance with Form 11
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(Economic Code 212)
Form 4H: 221 001 (Travel Expenses – Local by Sea)
Form 4R: 221 003 (Travel Expenses- Local by Air)
Form 4SH: 221 004 (Overseas Travel Expenses)
Form N: 221 005 (Travel Expense – for foreigners)
Form 4B: 223 005 (Building Rents)
Form LH: 223 012 (Meeting Related Expenses)
Form 4K: 225 001 (Scholarship & Fellowship Assistance)
Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)
Form 4V: 225 005 (Conducting Training Courses)
Form 5: Sample form for providing expenditure estimates for Capital Items (Economic Codes 291,
440 and 720)
12. Form 6: Sample Form for estimates of Expenditure under PSIP (Economic Codes 421, 422, 451)
Suggested standardization options have been illustrated below (Table 20) for sub-forms of Form 4.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

Table 20: Sub Forms of Budget Circular

Sub forms of Form 4 and their respective suggested detailed heads

Form 4H: 221 001 (Travel Expenses – Local by Sea)


Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4R: 221 003 (Travel Expenses- Local by Air)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4SH: 221 004 (Overseas Travel Expenses)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with international
agencies/organizations



Diplomatic Conclaves



Training/Learning tours



Travel for meetings that are committed under ongoing projects



Travel for meetings with other public or private sector agencies, either domestic or foreign



Funding to meritorious students/sportspersons for participation in events



Others(please specify)
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Sub forms of Form 4 and their respective suggested detailed heads

Form N: 221 005 (Travel Expense – for foreigners)


Suggested General Detailed Heads



Committed Expenditure under ongoing projects/relationships



Diplomatic Conclaves



Travel for other meetings



Travel for conducting trainings of Government staff



Travel for conducting special courses for students/sportsmen



Others(please specify)



Form 4B: 223 005 (Building Rents)



Suggested General Detailed Heads



Rents for office buildings



Rents for support/recreational infrastructure



Rents for godowns/storage infrastructure



Others(please specify)



Form LH: 223 012 (Meeting Related Expenses)- excluding travel expenses



Suggested General Detailed Heads



Meetings with international agencies/organizations



Diplomatic Conclaves



Meetings that are committed under ongoing projects



Meetings with other public or private sector agencies, either domestic or foreign



Others(please specify)



Form K: 225 001 (Scholarship & Fellowship Assistance)



Suggested General Detailed Heads



Scholarships to meritorious students- middle school



Scholarships to meritorious students- senior school



Scholarships to meritorious students- graduation



Scholarships to meritorious students- post-graduation



Scholarships for professional courses



PhD Fellowships



Others(please specify)



Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas



Training in communication skills



Training in Computer/IT skills



Training in finance/audit



Others(please specify)



Form 4V: 225 005 (Conducting Training Courses)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas



Training in communication skills



Training in Computer/IT skills
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level economic coding system is being followed. The first level, which can be termed as “Major
Head” for the purpose of this report, is a three
second level, which can be termed as “SubMajor Head/Minor Head” for the purpose of this report, is
digit code. Under the second level, the code “000” has been reserved for Sub
Major Head take the codes starting from “001”. 
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Appendix A: Form 11 of Budget Circular
Form 11: Estimates of expected O&M expenditure on PSIP/Capital Projects likely to commence operations in the next three
years
(2012, 2013 or 2014)
Project Title
Project Reference
Current Year

2011

Month

Year

Proportion
of Year for
Which
under
Operation

2011

2012

2013

2014

0.00

0.00

0.67

1.00

Date of Construction Commencement (Month, Year)
Expected Date of Construction Completion (Month,
Year)

3

2013

Expected Commercial Operations Date (COD)- post
issuance of Construction Completion Certificate

4

2013

Total Expected Capital Cost (MRf)
No. of Months remaining in year of COD i.e. number of
which for which the project facility is operational in the
first year of operation

8

Assumptions
Annual Increase in Salaries and Wages:

PwC
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210
211
000

Overtime pay (% of Salaries and Wages):
Allowances (% of Salaries and Wages):

10%
10%

Annual Increase in Travel Expenses/Trip

10%

PERSONAL EMOLUMENTS

2011

2012

2013

2014

Salaries and Wages
[The criteria for staff categorization shall be the band of
payscale i.e. employees in similar range of salary shall be
put under one category in order to enable realistic
estimates]

211 001

No. of Staff

Emoluments
per month at
Current
Prices (2011)

Escalati
on (%)
per
annum

Salaries and wages

9680000.00

15972000.0
0

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 2

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 3

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 4

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 5

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 6

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 7

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 8

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 9

10

10000

10%

0.00

0.00

968000.00

1597200.00

10

10000

10%

0.00

0.00

968000.00

1597200.00

0.00

0.00

968000.00

1597200.00

0.00

0.00

968000.00

0.00

0.00

11616000.00

1597200.00
19166400.0
0

Total

PwC

0.00

Staff Category 1

Staff Category 10
Overtime pay[10% of total expenditure of
Salaries and Wages (Code 211 001 above)]
Allowances [10% of total expenditure of Salaries
and Wages (Code 211 001 above)]

211
002
212
000

0.00
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221
000

TRAVEL EXPENSES

221
001
221
002
221
003
221
004
221
005
221
099

Traveling expenses - local by sea
Traveling expenses - local by land
Traveling expenses - local by air
Traveling expenses - overseas
Traveling expenses - for foreigners

2011

222
001
222
002
222
003
222
004
222
005
222
006

PwC

2014

No. of
PersonTrips/Annum

Escalation
(%) per
annum

100

1000

100000

10%

0.00

0.00

80666.67

133100.00

100

1000

100000

10%

0.00

0.00

80666.67

133100.00

300

500

150000

10%

0.00

0.00

121000.00

199650.00

5000

100

500000

10%

0.00

0.00

403333.33

665500.00

10000

10

100000

10%

0.00

0.00

80666.67

133100.00

0

10%

0.00

0.00

0.00

0.00

0.00

0.00

766333.33

1264450.00

Others

SUPPLIES AND REQUISITES (Consider only
relevant items)

2013

Annual
Travel
Expense
s at
Current
Prices

Travel
Expense per
Trip at
Current
Rates (2011)

Total
222
000

2012

Annual Cost
at Current
Prices
(2011)

Annual
Increase in
Cost (%)

2011

2012

2013

2014

Stationery and office requisites

10000

5%

0.00

0.00

7350.00

11576.25

IT related materials

10000

5%

0.00

0.00

7350.00

11576.25

Fuel and lubricants

100000

10%

0.00

0.00

80666.67

133100.00

Meals to employees during the office hours

50000

5%

0.00

0.00

36750.00

57881.25

Electrical items

10000

5%

0.00

0.00

7350.00

11576.25

Spare parts

10000

10%

0.00

0.00

8066.67

13310.00
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222
007
222
008
222
009
222
010
222 011
222
099

Materials for uniforms

10000

5%

0.00

0.00

7350.00

11576.25

Supplies for office cleaning

10000

5%

0.00

0.00

7350.00

11576.25

Utensils and accessories

10000

5%

0.00

0.00

7350.00

11576.25

Office decoration materials

10000

5%

0.00

0.00

7350.00

11576.25

Curtains, table clothes and similar items

10000

5%

0.00

0.00

7350.00

11576.25

Others

10000

5%

0.00

0.00

7350.00

11576.25

0.00

0.00

191633.33

308477.50

Total
223
000
223
001
223
002
223
003
223
004
223
005
223
006
223
007
223
008
223
009
223
010

OPERATIONAL SERVICES (Consider only
relevant items)

Annual
Increase in
Cost (%)

2011

2012

2013

2014

Telephone

50000

5%

0.00

0.00

36750.00

57881.25

Electricity

50000

5%

0.00

0.00

36750.00

57881.25

Water and sanitation services

50000

5%

0.00

0.00

36750.00

57881.25

Lease lines and internet

50000

5%

0.00

0.00

36750.00

57881.25

Building rents

50000

5%

0.00

0.00

36750.00

57881.25

Hire charges

50000

5%

0.00

0.00

36750.00

57881.25

Security for buildings and other

50000

5%

0.00

0.00

36750.00

57881.25

Fees for cleaning services and waste disposal

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

Postage and message
Announcements, subscriptions and
advertisements

PwC

Annual Cost
at Current
Prices
(2011)
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223 011
223
012
223
013
223
014
223
015
223
016
223
017
223
018
223
019
223
020
223
021
223
022
223
023
223
024
223
025
223
099

Carriage and conveyance

50000

5%

0.00

0.00

36750.00

57881.25

Meetings related expenses

50000

5%

0.00

0.00

36750.00

57881.25

National competitions and ceremonies

50000

5%

0.00

0.00

36750.00

57881.25

Social development programmes

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

Expenses on foreign dignitaries

50000

5%

0.00

0.00

36750.00

57881.25

Visa, work permit

50000

5%

0.00

0.00

36750.00

57881.25

Annual fees to government

50000

5%

0.00

0.00

36750.00

57881.25

Printing services

50000

5%

0.00

0.00

36750.00

57881.25

Laundry services

50000

5%

0.00

0.00

36750.00

57881.25

Medical expenses for staff

50000

5%

0.00

0.00

36750.00

57881.25

Expenses on international and local fairs

50000

5%

0.00

0.00

36750.00

57881.25

Bank charges and commissions

50000

5%

0.00

0.00

36750.00

57881.25

Insurance

50000

5%

0.00

0.00

36750.00

57881.25

Other services

50000

5%

0.00

0.00

36750.00

57881.25

0.00

0.00

955500.00

1504912.50

Examination related expenses
Consultancy, translations and other related
services

Total
225
000

TRAINING (Consider only Relevant Items)

PwC

Annual Cost
at Current
Prices
(2011)

Annual
Increase in
Cost (%)

2011

2012

2013

2014
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225
001
225
002
225
003
225
004
225
005
225
006

Scholarship and fellowship assistance
Short-term training and study tours
Workshop expenses
Course fees and related expenses for local
training
Conducting training courses
Staff Development

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

0.00

0.00

441000.00

694575.00

Total
226
000

REPAIRS AND MAINTENANCE (Consider Only
Relevant Items)

226
001
226
002
226
003
226
004
226
005
226
006
226
007
226
008
226
009
226
010

Buildings for living Purpose
Buildings for non- living Purpose
Roads, Jetty and Bridge
Airports
Jetty and Harbour Maintenance
Water and Sanitation System
Electrification Network System
Other Infrastructure
Furniture and Fittings
Machinery and Equipment

PwC

Annual Cost
at Current
Prices
(2011)

Annual
Increase in
Cost (%)

2011

2012

2013

2014

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

Page 120 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

226 011
226
012
226
013
226
014
226
015
226
016
226
017
226
018

Vehicle Equipments
Communication Infrastructure
Computer Software
Hardware Regarding IT
Other Equipments
Vehicles
Vessels
Air transportation

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

0.00

0.00

132300.00

208372.50

0.0

0.0

14102766.
7

23147187.
5

Total
227
000

INTEREST PAYMENTS

TOTAL RECURRENT EXPENDITURE ON PSIP/CAPITAL
PROJECTS

PwC
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3 Report Formats for
Preparation of Estimates
under Program BudgetDraft
3.1 Structure of the last Budget Circular (Budget Year
2011)
The latest Budget Circular, for the Budget Year 2011, comprised the following sections/forms:
15.
16.
17.
18.

19.
20.
21.
22.
23.
24.
25.
26.
27.

28.
29.
30.
31.
32.

PwC

Instructions for filling up the forms. There were two subsequent revisions to these instructions,
which were communicated separately.
Format for preparing budget estimates in line with Strategic Action Plan
Instructions for budget coding as per Strategic Action Plan (SAP)
Form 1: Summary of Budget Heads as per Economic Classification (Last year’s actual; Current
year’s actual till half year; Current year’s balance; Current year’s projected total; next three
years’ estimates)
Forms 2, 2a, 2b and 2c: Estimates for Salaries and Allowances (Economic Codes 210 and 212)
It is to be noted that the following Economic Codes have not been included in the forms, since
these are currently not applicable:
212 006 (Medical Allowance);
212 007 (Domestic Market Allowance);
212 008 (Salary Increment);
212 016 (Allowance for work other than assigned);
212 017 (Annual Leave Cancellation Allowance);
Form 3: Sample form for providing estimated expenditure for detailed heads under
“Allowances” (Economic Code 212)
Form 4: Estimates for Recurrent Expenditure (Economic Codes 221, 222, 223, 225 and 228) To
be noted:
a.
Economic Codes 224, 226 and 227 have not been included
b.
Sample Forms for providing detailed heads under the following Economic Codes have
been included:
i.
Form 4H: 221 001 (Travel Expenses – Local by Sea)
ii.
Form 4R: 221 003 (Travel Expenses- Local by Air)
iii.
Form 4SH: 221 004 (Overseas Travel Expenses)
iv.
Form N: 221 005 (Travel Expense – for foreigners)
v.
Form 4B: 223 005 (Building Rents)
vi.
Form LH: 223 012 (Meeting Related Expenses)
vii.
Form 4K: 225 001 (Scholarship & Fellowship Assistance)
viii.
Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)
ix.
Form 4V: 225 005 (Conducting Training Courses)
Form 5: Sample form for providing expenditure estimates for Capital Items (Economic Codes
291, 440 and 720)
Form 6: Sample Form for estimates of Expenditure under PSIP Projects (Economic Codes 421,
422, 451)
Form 7: Agency Revenue Estimates
Form 8: Trust Fund Revenue Estimates
Form 9: Trust Fund Expenditure Estimates
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33.

Form 10: Commitment items (Interest, Rent, Unpaid Bills etc.)

The budget process for 2011 made an attempt to incorporate program budgeting in line with the
objectives set out in the Strategic Action Plan. A detailed format in this regard was enclosed as part of
the Budget Circular. It was an encouraging first step towards program budgeting. However, since the
framework for performance indicators and performance-based budgeting was still under
development; and the time available for preparation of budget estimates was less, the budget could
not orient itself entirely towards performance framework.
The following section presents our observations regarding the current budgeting system. It also
provides recommendations for improvements that can be incorporated in the current budget cycle
(Year 2012)

3.2 Recommended Modifications in Budget Circular
3.2.1 Budget Classification
Department Classification
The following department codes are currently being followed:
1.
2.
3.

Office Codes in the Budget Circular
Ministry/Department Codes in Budget Publication
Business Area (BA) codes generated by the Public Accounting System (PAS)

In effect, there could be three codes for the same Spending Agency. This multiplicity adds to
complications in interpretation, summation and analysis at the department level. Among these three
classifications, Budget Circular incorporates two i.e. Business Area Numbers (BA#) and Office Codes.
These are mainly for internal use of MOFT. BA#’s are generated by Public Accounting System (PAS)
while Office Codes have been allocated by MOFT. Since these codes have been in use for the last few
years, concerned officials in MOFT and Spending Agencies are comfortable with these codes used in
budget circular. It is therefore suggested that while both existing BA coding and Office Coding systems
may continue, the two may be linked on a permanent basis to avoid any temporal inconsistency. If a
new office/agency is required to be added, the BA# code and Office Code may be generated as per the
existing system and it is to be ensured that the codes remain unchanged.
Ministry/Department Codes published in the Budget are different from corresponding codes in
budget circular. It is suggested that the current codes in budget publication may be replaced with the
codes used in the budget circular.
Economic Classification
A two-level economic coding system is being followed. The first level, which can be termed as “Major
Head” for the purpose of this report, is a three-digit code that starts from 210 and goes upto 730. The
second level, which can be termed as “Sub-Major Head/Minor Head” for the purpose of this report, is
a six-digit code. Under the second level, the code “000” has been reserved for Sub-Major Head while
the Minor Heads under each Sub-Major Head take the codes starting from “001”.
The following improvements are recommended in the system of economic coding:
a. Consistent six-digit codes for Major/Minor Heads: In a few cases it has been observed
that five-digit codes are still being used for Sub-Major/Minor Heads. Table 21 illustrates these
instances from the current budget (Year 2011):
Table 21: Instances when 5-digit codes have been used in current budget

PwC
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Economic
Code
210

Major/Sub-Major/Minor
Head
Personal Emoluments

Economic
Code

Major/Sub-Major/Minor Head

211 00

Salaries and Wages

222 00

Supplies and Requisites

211 01

Salaries and wages

222 01

Stationery and office requisites

211 02

Overtime pay

222 02

IT related materials

212 00

Allowances

222 03

212 01

Pocket money

222 04

212 02

Higher education allowance

222 05

Fuel and lubricants
Meals to employees during the office
hours
Electrical items

212 03

Technical allowance

222 06

Spare parts

212 04

222 07

Materials for uniforms

222 08

Supplies for office cleaning

212 06

Long term allowance
Special Allowance for the month
of Ramazan
Medical Allowance

222 09

Utensils and accessories

212 07

Domestic Market Allowance

222 10

212 08

Salary increment

222 11

212 09

Special allowance for the post

222 99

Office decoration materials
Curtains, table clothes and similar
items
Others

212 10

Food allowance

223 00

212 11

Committee allowance
Allowance for local nonresidents
Commuting allowance for local
non-residents
Dependent's allowance

223 01

Telephone

223 02

Electricity

223 03

Water and sanitation services

223 04

Lease lines and internet

Holiday allowance
Allowance for work other than
assigned
Annual leave cancellation
allowance

223 05

Building rents

223 06

Hire charges

223 07

Security for buildings and other

212 18

Uniform Allowance

223 08

212 19

Acting Allowance

223 09

212 20

Religious Service allowance

223 10

212 21

Shift duty allowance

223 11

212 22

Hardship allowance

223 12

212 23

Exclusive Job

223 13

212 24

Phone allowance

223 14

212 25

Risk allowance

223 15

212 26

Dress allowance

223 16

212 27

Service allowance

223 17

Examination related expenses
Consultancy, translations and other
related services
Expenses on foreign dignitaries

212 28

Accountable Officer allowance

223 18

Visa, work permit

223 19

Annual fees to government

223 20

Printing services

212 05

212 12
212 13
212 14
212 15
212 16
212 17

212 99
213 00

PwC

Other allowance
Retirement Benefits and
Gratuities

Operational Services

Fees for cleaning services and waste
disposal
Postage and message
Announcements, subscriptions and
advertisements
Carriage and conveyance
Meetings related expenses
National competitions and
ceremonies
Social development programmes

Page 124 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Economic
Code
213 01

Major/Sub-Major/Minor
Head
Pensions

Economic
Code
223 21

213 02

Benefits and gratuities

223 22

213 03

Retirement Benefits

223 23

213 04

223 24
223 25

Insurance

221 00

Monthly Payment for Retired
Social security allowances and
other benefits
Travel Expenses

Medical expenses for staff
Expenses on international and local
fairs
Bank charges and commissions

223 99

Other services

221 01

Travelling expenses - local by sea

221 02

Travelling expenses - local by land

221 03

Travelling expenses - local by air

221 04

Travelling expenses – overseas
Travelling expenses - for
foreigners
Others

213 05

221 05
221 99

Major/Sub-Major/Minor Head
Laundry services

It is suggested that the above mentioned codes be made consistent with the overall six-digit economic
coding system being followed for other heads.
b. Requirement of a third level in economic classification system:
Spending Agencies are required to provide details of their expenditure estimates under each SubMajor/Minor Head. Since there is no standard economic classification below the second level, these
details are provided on the basis of exact expenditure requirement. For example, details of
expenditure on meetings will be provided based on the purpose or counterpart agency. These details
could be different for various ministries and therefore no standardization has been attempted.
Standardization of third level of economic classification will have the following advantages:
a.
b.
c.
d.
e.

Possibility of automation in data compilation by the respective ministry/MOFT
Ease in data analysis
Easier decision making if budget is to be pruned. Uncommitted and general
expenditure at the detailed level can be given low priority.
Inter-agency comparison of expenditure under same/similar heads
Flexibility to the Spending Agency to allocate expenditure within the same head
depending on priorities during the year

The methodology for standardization of Detailed Heads has been given below under
recommendations for changes in Budget Circular Forms and Formats (Section 2.3.3)

3.3 Recurrent Expenditure Estimates of PSIP/Capital
Projects
Government of Maldives is undertaking a number of development and investment projects under
various ministries. While the capital expenditure requirement of these projects is covered in the
templates comprising the Budget Circular, the circular is not explicit about the operation &
maintenance requirement of these projects after their commissioning. If the post-commissioning
recurrent expenditure requirement of such projects is not budgeted, it may necessitate supplementary
budget allocation, thus causing delays and affecting service levels.
It is recommended that the recurrent expenditure requirement of capital projects be explicitly
included in the budget circular as Form 11. The format of this Form 11 has been shown in

PwC
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Appendix A: Form 11 of
Budget Circular
to this Report. The format is also being submitted in electronic (Excel) form to MOFT. The excel
workbook has the following features:
1.

2.

3.
4.

5.

A Spending Agency can submit estimates for upto 12 projects. The agency has to submit projectspecific details in the cells that are un-shaded. The estimates are automatically computed and
summarized.
There are many cells that are shaded. These include titles, instructions, economic heads and
their codes etc. In order to restrict Budgeting Agencies from making changes these cells, all
shaded cells have been locked. The password for unlocking the sheets can be shared with the
Head of Department to allow this flexibility in exceptional cases.
All relevant economic heads have been included for consistency. Spending Agencies have the
option to use only those heads that are relevant and leave the others blank.
Assumptions for escalation have been defined. Expenditure projections have been linked to
these assumptions for automatic computation. Budgeting Agencies can make changes to the
assumptions, if required.
There is a summary sheet that draws from individual project sheets and presents the
summarized estimates for a Spending Agency. This sheet is locked and cannot be changed.

3.4 Forms and Formats
3.4.1 Program Budget Format
As a future direction, the budgeting system in Maldives has to be program based with targeted results
in line with the Strategic Action Plan of the National Government. The linking of SAP with budget is
based on a four-tier system of (i) Pledge/Key Theme; (ii) Objectives of Pledge/Key Theme; (iii)
Policies for meeting each objective; and (iii) Strategies for achieving policy targets. Thereafter,
activities and sub-activities under each strategy shall be linked to outcomes and budget requirement
for achieving the same. At the same time, since decentralization of administrative power to island
councils is clearly a priority for the Government, this requirement will also need to be built in the
budgeting system. It is, therefore, expected that the current budgeting system will have to undergo a
significant change such that it orients itself to outcomes and their monitoring keeping the
decentralized administrative arrangement in view.
As stated earlier, the budget for 2011 was a first attempt at evolving a program budget in line with the
Strategic Action Plan. However, since the framework for performance indicators and performancebased budgeting was still under development; and the time available for preparation of budget
estimates was less, the budget could not orient itself entirely towards performance framework.
Budgeting Agencies faced difficulties in budget preparation. In many cases, the corresponding
heads/aggregates did not agree between program budget and regular budget. MOFT had to face
problems in reconciliation of data.
It is being attempted to take forward the program budget framework in the current budget cycle. In
this regard, Managing for Development Results (MfDR) approach is being adopted. PwC team is
closely working with three sectors viz. Transport & Communications, Health and Education for
preparation of program budgets.
The approach towards program budgeting has to take the following into account:
1.
2.
3.

PwC

Budgeted expenditure has to be linked with program outcomes over the next three years. At
present, performance indicators are being developed at program strategy level.
Program Budget- Strategic Action Plan (SAP) linkage is possible through six levels, as follows:
Key Pledges/Themes
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4.
5.
6.
7.
8.

Objective
Policy
Strategy
Action
Activity/Expenditure Items as per Economic Classification

The present framework is built on the lines stated above. However, the sixth level, which provides
linkage to economic classification of expenditure has all items of expenditure included, except
personnel emoluments. It is suggested that this level be made more focused such that items of
expenditure can be directly linked to the projected outcome. The following is recommended in this
regard:
1.

Expenses can be divided into two categories viz. (i) Direct Expenses; and (ii) Common
Expenses. The former would include expenses directly attributable to the underlined activity
while the latter would cover common expenses like administration, debt amortization and
investment outlays in public sector enterprises.

2.

Direct expenses may be categorized into development projects; PSIP; recurrent expenditure
directly attributable to the activity; and Investment Outlays & Loans Outlay directly attributable
to the activity.
Besides the six levels of SAP and Economic Codes, Office/Ministry code will also be provided.
This will enable multidimensional aggregation and analyses for Office-SAP linkage; OfficeEconomic Code linkage; and SAP-Economic Code linkage.

3.

PwC
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Level

1

Office
Code
1.01 to
28.02

Range of Strategic/
Economic Code

SAP/Economic Code
(Example)

1 to 4

1

2

1.1 onwards

1.1

3

1.1.1 onwards

1.1.1

4

1.1.1.1 onwards

1.1.1.1

5

1.1.1.1.1 onwards

1.1.1.1.1

6

210 to 442

1

2

3

4

5

6

Key Pledges/
Themes
Objective
Policy
Strategy
Action
Activities/Expenditure Items*

291 001 to 291 003

291 001 to 291 003



Development Projects

421 001 to 424 003

421 001 to 424 003

440 001 to 442 001

440 001 to 442 001




PSIP
Investment Outlays Directly
Attributable to the Activity

210, 213, 221, 222, 223, 224, 225, 210, 213, 221, 222, 223, 224,
226, 227, 228, 281
225, 226, 227, 228, 281



Recurrent Expenditure Directly
Attributable to the Activity**

730 003



Loans Outlay

730 003
Common Expenses

210, 213, 221, 222, 223, 224,
225, 226, 227, 228, 281

210, 213, 221, 222, 223, 224,
225, 226, 227, 228, 281



Recurrent Expenditure Not Directly
Attributable to any Activity

440 001 to 442 001

440 001 to 442 001



Investment Outlays

721 001 to 725 003

721 001 to 725 003



Debt Amortization

* These estimates will include only those items that are directly attributable to the activity. Thus, if a staff member is employed full time in delivery of the specific activity, in that case his/her emoluments
will be included. If a staff-member is engaged in multiple activities, his/her emoluments will be divided among those activities on the basis of approximate time devoted to the activities. If it is difficult to
make a judgment about attribution of a cost to the specified activity, such costs will be put under the head "Common Expenses"
** For ongoing PSIP/development projects likely to be completed in the next 3 years, estimates shall be prepared in accordance with Form 11

PwC
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3.4.2 Comprehensive Forms (and not indicative formats)
The following forms in the Budget Circular provide indicative templates for preparation of budget
estimates:
1.
2.
3.

Form 3: Sample form for providing estimated expenditure for detailed heads under
“Allowances” (Economic Code 212)
Form 5: Sample form for providing expenditure estimates for Capital Items (Economic Codes
291, 440 and 720)
Form 6: Sample Form for estimates of Expenditure under PSIP (Economic Codes 421, 422, 451)

Preparation of estimates on the basis of indicative formats has the following issues:
1.

Ambiguity in understanding/interpretation, especially by councils/departments which have
earlier not been exposed to the budgeting process.

2.

Probable mismatch between expenditure heads and corresponding economic codes. That would
then have to be corrected at the ministry/ MoFT level causing delays.
The same expenditure head among agencies under a ministry, or among ministries, may appear
in different rows in the same form. It may cause difficulties in data consolidation and analysis
since more manual intervention will be warranted.
Dependence on instructions provided with the Budget Circular and frequent reverts to the
ministry concerned, or to MOFT, for clarifications.

3.

4.

It is recommended that the forms include all relevant codes under the category covered in the form. If
a specific code is not relevant for the office concerned, the same can be left blank. If there is ambiguity
regarding allocation of an expenditure item, it can be placed under the head “Others”. Such exceptions
can also serve as a reference for standardization in the subsequent budgets.

3.4.3 Standardized Detailed Heads
As argued in Section 2.1.2 (2) of this report, there is a need to standardize detailed heads under SubMajor/Minor Heads. Detailed expenditure requirement is to be submitted under the following forms
in the Budget Circular:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.

Form 3: Sample form for providing estimated expenditure for detailed heads under
“Allowances” (Economic Code 212)
Form 4H: 221 001 (Travel Expenses – Local by Sea)
Form 4R: 221 003 (Travel Expenses- Local by Air)
Form 4SH: 221 004 (Overseas Travel Expenses)
Form N: 221 005 (Travel Expense – for foreigners)
Form 4B: 223 005 (Building Rents)
Form LH: 223 012 (Meeting Related Expenses)
Form 4K: 225 001 (Scholarship & Fellowship Assistance)
Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)
Form 4V: 225 005 (Conducting Training Courses)
Form 5: Sample form for providing expenditure estimates for Capital Items (Economic Codes
291, 440 and 720)
Form 6: Sample Form for estimates of Expenditure under PSIP (Economic Codes 421, 422, 451)

It is recommended that the details of expenditure be as per general and objective categorization,
which can be applied across Budgeting Agencies. Suggested standardization options have been
illustrated below for sub-forms of Form 4.
Table 22: Form 4 of the Budget Circular

Sub forms of Form 4 and their respective suggested detailed heads


PwC
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Sub forms of Form 4 and their respective suggested detailed heads


Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4R: 221 003 (Travel Expenses- Local by Air)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with external agencies



Travel for meetings that are committed under ongoing relationships with domestic
agencies/other government ministries



Travel for meetings with other public or private sector agencies, either domestic or foreign



Travel for internal official meetings



Travel for official inspections/audit



Training/Learning tours



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form 4SH: 221 004 (Overseas Travel Expenses)



Suggested General Detailed Heads



Travel for meetings that are committed under ongoing relationships with international
agencies/organizations



Diplomatic Conclaves



Training/Learning tours



Travel for meetings that are committed under ongoing projects



Travel for meetings with other public or private sector agencies, either domestic or foreign



Funding to meritorious students/sportspersons for participation in events



Others(please specify)



Form N: 221 005 (Travel Expense – for foreigners)



Suggested General Detailed Heads



Committed Expenditure under ongoing projects/relationships



Diplomatic Conclaves



Travel for other meetings



Travel for conducting trainings of Government staff

PwC
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Sub forms of Form 4 and their respective suggested detailed heads


Travel for conducting special courses for students/sportsmen



Others(please specify)



Form 4B: 223 005 (Building Rents)



Suggested General Detailed Heads



Rents for office buildings



Rents for support/recreational infrastructure



Rents for godowns/storage infrastructure



Others(please specify)



Form LH: 223 012 (Meeting Related Expenses)- excluding travel expenses



Suggested General Detailed Heads



Meetings with international agencies/organizations



Diplomatic Conclaves



Meetings that are committed under ongoing projects



Meetings with other public or private sector agencies, either domestic or foreign



Others(please specify)



Form K: 225 001 (Scholarship & Fellowship Assistance)



Suggested General Detailed Heads



Scholarships to meritorious students- middle school



Scholarships to meritorious students- senior school



Scholarships to meritorious students- graduation



Scholarships to meritorious students- post-graduation



Scholarships for professional courses



PhD Fellowships



Others(please specify)



Form 4A: 225 004 (Course Fees and Related Expenses for Local Training)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas



Training in communication skills



Training in Computer/IT skills



Training in finance/audit



Others(please specify)



Form 4V: 225 005 (Conducting Training Courses)



Suggested General Detailed Heads



Staff training in management skills



Technical training in relevant skill areas

PwC
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Sub forms of Form 4 and their respective suggested detailed heads


Training in communication skills



Training in Computer/IT skills



Training in finance/audit



Others(please specify)

3.4.4 Restrictions on Modifications in Electronic Formats of Budget
Circular
During previous budget cycles, it has been experienced that sometimes Budgeting Agencies make
changes to the electronic formats for budget submission. It creates issues during review and
finalization of budget estimates. It will be easier for MoFT to combine the estimates received from
various spending agencies if the formats for submission are standardized and subject to minimum
modifications at the discretion of the Spending Agency. Thus, the soft copy of the budget circular
should allow changes to only those sections where estimates are to be entered. The remaining cells
should be locked. This will discourage deliberate/inadvertent changes to sections that are standard.
For example, the expenditure heads, their corresponding economic codes, form numbers,
instructions, references and formula cells should not be allowed to be modified by individual
budgeting agency. These sections can also be shaded for easy identification.
Permissions for making changes should only be made available to sections for placing budget figures.
There could exceptional circumstances when the Spending Agency might require making changes to
locked sections. In order to allow them the flexibility, the password for unlocking can be shared with
the Head of Department of the concerned Spending Agency.
The electronic copy of Form 11 submitted with this report illustrates how sections within individual
worksheets (forms) can be locked against modifications. The form allows changes only to un-shaded
sections which are data input cells in the form.
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Appendix B: Form 11 of Budget Circular
Form 11: Estimates of expected O&M expenditure on PSIP/Capital Projects likely to commence operations in the next three
years
(2012, 2013 or 2014)
Project Title
Project Reference
Current Year

2011

Month

Year

Proportion
of Year for
Which
under
Operation

2011

2012

2013

2014

0.00

0.00

0.67

1.00

Date of Construction Commencement (Month, Year)
Expected Date of Construction Completion (Month,
Year)

3

2013

Expected Commercial Operations Date (COD)- post
issuance of Construction Completion Certificate

4

2013

Total Expected Capital Cost (MRf)

No. of Months remaining in year of COD i.e. number of
which for which the project facility is operational in the
first year of operation

8

Assumptions
Annual Increase in Salaries and Wages:

10%

Overtime pay (% of Salaries and Wages):

10%
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210
211
000

Allowances (% of Salaries and Wages):

10%

Annual Increase in Travel Expenses/Trip

10%

PERSONAL EMOLUMENTS

2012

2013

2014

Salaries and Wages
[The criteria for staff categorization shall be the band of
payscale i.e. employees in similar range of salary shall be
put under one category in order to enable realistic
estimates]

211 001

No. of Staff

Emoluments
per month at
Current
Prices (2011)

Escalati
on (%)
per
annum

Salaries and wages

0.00

9680000.00

15972000.0
0

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 2

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 3

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 4

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 5

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 6

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 7

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 8

10

10000

10%

0.00

0.00

968000.00

1597200.00

Staff Category 9

10

10000

10%

0.00

0.00

968000.00

1597200.00

10

10000

10%

0.00

0.00

968000.00

1597200.00

0.00

0.00

968000.00

1597200.00

0.00

0.00

968000.00

0.00

0.00

11616000.00

1597200.00
19166400.0
0

2013

2014

Total

TRAVEL EXPENSES

PwC

0.00

Staff Category 1

Staff Category 10
Overtime pay[10% of total expenditure of
Salaries and Wages (Code 211 001 above)]
Allowances [10% of total expenditure of Salaries
and Wages (Code 211 001 above)]

211
002
212
000

221
000

2011

2011

2012
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221
001
221
002
221
003
221
004
221
005
221
099

Traveling expenses - local by sea
Traveling expenses - local by land
Traveling expenses - local by air
Traveling expenses - overseas
Traveling expenses - for foreigners

No. of
PersonTrips/Annum

Annual
Travel
Expense
s at
Current
Prices

Escalation
(%) per
annum

100

1000

100000

10%

0.00

0.00

80666.67

133100.00

100

1000

100000

10%

0.00

0.00

80666.67

133100.00

300

500

150000

10%

0.00

0.00

121000.00

199650.00

5000

100

500000

10%

0.00

0.00

403333.33

665500.00

10000

10

100000

10%

0.00

0.00

80666.67

133100.00

0

10%

0.00

0.00

0.00

0.00

0.00

0.00

766333.33

1264450.00

Travel
Expense per
Trip at
Current
Rates (2011)

Others
Total

222
000

SUPPLIES AND REQUISITES (Consider only
relevant items)

222
001
222
002
222
003
222
004
222
005
222
006
222
007

PwC

Annual Cost
at Current
Prices
(2011)

Annual
Increase in
Cost (%)

2011

2012

2013

2014

Stationery and office requisites

10000

5%

0.00

0.00

7350.00

11576.25

IT related materials

10000

5%

0.00

0.00

7350.00

11576.25

Fuel and lubricants

100000

10%

0.00

0.00

80666.67

133100.00

Meals to employees during the office hours

50000

5%

0.00

0.00

36750.00

57881.25

Electrical items

10000

5%

0.00

0.00

7350.00

11576.25

Spare parts

10000

10%

0.00

0.00

8066.67

13310.00

Materials for uniforms

10000

5%

0.00

0.00

7350.00

11576.25
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222
008
222
009
222
010
222 011
222
099

Supplies for office cleaning

10000

5%

0.00

0.00

7350.00

11576.25

Utensils and accessories

10000

5%

0.00

0.00

7350.00

11576.25

Office decoration materials

10000

5%

0.00

0.00

7350.00

11576.25

Curtains, table clothes and similar items

10000

5%

0.00

0.00

7350.00

11576.25

Others

10000

5%

0.00

0.00

7350.00

11576.25

0.00

0.00

191633.33

308477.50

Total
223
000
223
001
223
002
223
003
223
004
223
005
223
006
223
007
223
008
223
009
223
010
223 011

OPERATIONAL SERVICES (Consider only
relevant items)

PwC

Annual
Increase in
Cost (%)

2011

2012

2013

2014

Telephone

50000

5%

0.00

0.00

36750.00

57881.25

Electricity

50000

5%

0.00

0.00

36750.00

57881.25

Water and sanitation services

50000

5%

0.00

0.00

36750.00

57881.25

Lease lines and internet

50000

5%

0.00

0.00

36750.00

57881.25

Building rents

50000

5%

0.00

0.00

36750.00

57881.25

Hire charges

50000

5%

0.00

0.00

36750.00

57881.25

Security for buildings and other

50000

5%

0.00

0.00

36750.00

57881.25

Fees for cleaning services and waste disposal

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

Postage and message
Announcements, subscriptions and
advertisements

223

Annual Cost
at Current
Prices
(2011)

50000

5%

0.00

0.00

36750.00

57881.25

Carriage and conveyance

50000

5%

0.00

0.00

36750.00

57881.25

Meetings related expenses

50000

5%

0.00

0.00

36750.00

57881.25
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012
223
013
223
014
223
015
223
016
223
017
223
018
223
019
223
020
223
021
223
022
223
023
223
024
223
025
223
099

National competitions and ceremonies

50000

5%

0.00

0.00

36750.00

57881.25

Social development programmes

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

50000

5%

0.00

0.00

36750.00

57881.25

Expenses on foreign dignitaries

50000

5%

0.00

0.00

36750.00

57881.25

Visa, work permit

50000

5%

0.00

0.00

36750.00

57881.25

Annual fees to government

50000

5%

0.00

0.00

36750.00

57881.25

Printing services

50000

5%

0.00

0.00

36750.00

57881.25

Laundry services

50000

5%

0.00

0.00

36750.00

57881.25

Medical expenses for staff

50000

5%

0.00

0.00

36750.00

57881.25

Expenses on international and local fairs

50000

5%

0.00

0.00

36750.00

57881.25

Bank charges and commissions

50000

5%

0.00

0.00

36750.00

57881.25

Insurance

50000

5%

0.00

0.00

36750.00

57881.25

Other services

50000

5%

Examination related expenses
Consultancy, translations and other related
services

Total
225
000

TRAINING (Consider only Relevant Items)

225
001

Scholarship and fellowship assistance

PwC

Annual Cost
at Current
Prices
(2011)
100000

Annual
Increase in
Cost (%)

5%

0.00

0.00

36750.00

57881.25

0.00

0.00

955500.00

1504912.50

2011

0.00

2012

0.00

2013

2014

73500.00

115762.50
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225
002
225
003
225
004
225
005
225
006

Short-term training and study tours
Workshop expenses
Course fees and related expenses for local
training
Conducting training courses
Staff Development

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

100000

5%

0.00

0.00

73500.00

115762.50

0.00

0.00

441000.00

694575.00

Total
226
000

REPAIRS AND MAINTENANCE (Consider Only
Relevant Items)

226
001
226
002
226
003
226
004
226
005
226
006
226
007
226
008
226
009
226
010
226 011

Buildings for living Purpose
Buildings for non- living Purpose
Roads, Jetty and Bridge
Airports
Jetty and Harbour Maintenance
Water and Sanitation System
Electrification Network System
Other Infrastructure
Furniture and Fittings
Machinery and Equipment
Vehicle Equipments

PwC

Annual Cost
at Current
Prices
(2011)

Annual
Increase in
Cost (%)

2011

2012

2013

2014

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25
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226
012
226
013
226
014
226
015
226
016
226
017
226
018

Communication Infrastructure
Computer Software
Hardware Regarding IT
Other Equipments
Vehicles
Vessels
Air transportation

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

10000

5%

0.00

0.00

7350.00

11576.25

0.00

0.00

132300.00

208372.50

0.0

0.0

14102766.
7

23147187.
5

Total
227
000

INTEREST PAYMENTS

TOTAL RECURRENT EXPENDITURE ON PSIP/CAPITAL
PROJECTS

PwC
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4 Short note on Pay Revisions in India and
Mauritius
Sr. No.
1.

Which organization/body prepares
recommendations on pay revision of
Govt employees?

2.

Under which provision has the body
been setup

3.

At what intervals is the revision done?

4.

Time from appointment till submission
of report

5.

6.

PwC

Scope of recommendations

Commission Strength

India

Mauritius

Pay Commission

Pay Research Bureau

Pay Commissions are setup under the
administrative order of the Cabinet. There is no
act in this regard. Although the 5th Finance
Commission had recommended formation of a
permanent body no action has been taken on this
recommendation.

The Pay Research Bureau (PRB), set up in 1977
as an independent organisation under the aegis
of the Prime Minister’s Office, became
operational in March 1978.

Every 10 years (approx.)

Every 5 years

Last report in May 2008

Last Report in 2008

18 months

Permanent body

1. Central Government employees – industrial
and non-industrial.
2. Personnel belonging to the All India Services.
3. Personnel belonging to the Defence Forces.
4. Personnel of the Union Territories.
5. Officers and employees of the Indian Audit and
Accounts Department; and
6. Members of the regulatory bodies (excluding
the RBI) set up under Acts of Parliament.*

6th Pay Commission:
Chairman + 2 members + 1 member secretary
Total Staff (Excluding Chairman and members):

1. Central Ministries (22),
2. Departments/Divisions of the Civil Service
(55),
3. Parastatal Bodies (87),
4. Local Authorities (9),
5. the Rodrigues Regional Assembly ; and
6. Private Secondary Schools (110).
The Bureau also makes specific
recommendations for public service
pensioners, holders of constitutional posts and
other statutory posts as well as for
advisers/officers employed on contract.
Director + 2 Deputy Directors
Total Staff (excluding directors): 39
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Sr. No.

India
17

Mauritius

Chairman: Retd. Justice of Supreme Court
Member 1: Prof from IIMA
Member 2: Retd Career Bureacrat
Member Secretary: Serving Career Bureaucrat

PwC
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5 Review of Public Accounting
System-Draft
5.1 Improving Expenditure Reporting under Public
Accounting System (PAS)
Government of Maldives (GoM) has adopted the SAP based Public Accounting System (PAS), which has been
implemented with the following objectives in mind:


Budget Execution- Payment Release



Preparation and Management of Public Accounts



Management Information System



Reporting of Public Accounts

Treasury and Public Accounts Division (TPAD) has the responsibility of budget execution and it relies on PAS
for that purpose. However, the responsibility of budget control remains with National Budget Division.
Amongst other functions, PAS seeks to establish accurate, reliable, and timely financial reporting to meet
international accounting standards. When implemented completely, the System will enable GoM to conduct
more comprehensive and updated control over public funds and help develop a cash management strategy to
rationalize cash movements and holdings.
While MoFT has initiated Program Budgeting in all line ministries for prudent management of the
government’s financial resources, it is also necessary to integrate the Program Budget in PAS.
Government of Madives has also undertaken other steps towards more prudent public financial management


implementation of the Law on Public Finances (2006), which provides the framework for the budgeting
system in Maldives, is underway;



the Public Financial Regulations, which detail responsibilities and guiding principles for preparation of
the budget, are being drafted;

The report on Strengthening Expenditure Control in Maldves submitted earlier covered a review of PAS . The
recommendations after review of the present status during this mission are as follows:
Table 23: Recommendations for improving PAS

Sr. No.

Issues

1.

Business Intelligence
(BIS) is not operational

Module

It is required to review MIS requirement and operationalize
BIS module accordingly

2.

Budget Planning & Simulation
(BPS) Module is planned to be
executed next year. TPAD is
planning to use this module for
the preparation of the 2013
budget.

Budget Unit and TPAD should coordinate in preparation
and finalization of BPS module

3.

Mis-coding of expenditure
items in budget: The miscoding
is primarily:

Discrepancies in budget preparation can be sighted by
outliers.



PwC

capital

Recommendation

budget

items

E.g. A recurrent expenditure head will appear higher than
usual if a capital expenditure item has been mistakenly
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Sr. No.

Issues
recorded
as
recurrent
budget items, and vice versa


expenditure in one head
recorded as another head

Mis-coding of expenditure items
creates issues at the time of
budget execution. Correction has
to be made in coordination with
National Budget Division and the
procedure takes time.

Recommendation
included in that head. This is because capital expenditure is
generally expected to be high. This detection can be made by
comparison of expenditure under one head with past years;
and also expenditure with other similar heads in the same
year.
It would be ideal to add a Budget Planning and Preparation
module in the PAS so that budget preparation and execution
can be linked under the same system. That would enable
early detection of errors and their correction before budget
finalization.

Miscoding creates issues at the
time of reporting.
4.

There are instances when certain
revenue items appear without any
code in the budget.

Such instances have to be identified and corrected before
budget finalization. Ensure that no items appear in the (even
during preparation stage) without coding.

5.

As per the Law on Public
Finances, there are four funds to
be maintained viz.

Information should be available in the following format:



Consolidated Fund



Loan and Capital Works
Fund



Advance Fund



Trust Fund

Business
Area Code

Commitment
Item

Fund

Ideally, the fund from which a
particular expenditure will be
appropriated should be specified.
In some cases this information is
not available.

It is required to build capacity of budget unit in
understanding of the Public Finance Act.

6.

Additional Grants: Use of
contingency provisions to meet
unforeseen expenditure

Advance Fund has to be operationalized, as provided for in
Public Finance Law

7.

GL Codes for Expenditure
Items under PSIP: In most
cases, single GL code is used for a
PSIP. Code-wise breakup of costs
is not given in the budget. It
creates problems in checking and
allocation of costs under project
sub-heads

The budget circular for 2012 includes formats for detailed
breakup of costs for a PSIP along with codes. This should
help in addressing the issue.

8.

Matching of PSIP codes: Each
project is given a code by PAS for
its yearly monitoring. However,

PAS project codes are of the format:

PwC

It is also recommended that TPAD should be involved in the
budget preparation stage so that most issues of relevance in
budget execution can be addressed during budget
preparation stage itself.

P-[Agency Name]-[3 digit code]. The project codes are
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Sr. No.

Issues

Recommendation

project codes are not available in
the budget and matching of
information becomes a problem.

automatically generated by PAS for each new entry.
At this stage, when budget module is not a part of PAS, it
will be difficult to generate and use PAS codes for new
projects at the time of budget finalization. Till the time that a
budget module is added to PAS, the following is
recommended:


each new project can be given codes in the format
(Budget
Project
Code):
Form5
P1
([Capital]/[Recurrent])-[BA#]-[Project
Priority][Year]



These codes and project information can be passed to
Treasury and Public Accounts division, which shall
maintain a linkage between Budget Project Code and
PAS Project Code at all times. A project can then be
referred by either code/reference.

9.

Sub-projects under PSIPs: In
some cases, a single PSIP includes
contracts for sub-projects e.g.
projects in different islands. Since
it is a combined budget for the
sub-projects, it becomes difficult
to close the asset register for the
project even after the project is
completed at one location.

Sub-projects should be passed as independent entries in the
budget with appropriate allocation of expenditure under
different project heads.

10.

Re-appropriations:
Request
and approval carried out through
manual forms

TPAD-National Budget Unit coordination. National Budget
Unit should be able enter the re-appropriated amounts
directly into PAS at the time of approval of such requests

11.

Re-appropriations: Chart of
Accounts of PAS inconsistent with
Program Budget format

Re-programme chart of accounts defined in PAS to
incorporate program budget codes

12.

Reporting: Absence of any
established system of monitoring
expenditure by departments and
agencies at the line ministry level

PwC

Departments and agencies should submit quarterly action
plans for capital expenditure and quarterly expenditure
reports to line ministries
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6 Concept Note on Off-Budget
Liabilities
6.1 Background
Public debt management has the strategic objective of establishing and executing a strategy for managing the
government’s debt in order to raise the required amount of funding, pursue its cost and risk objectives, and to
meet any other public debt management goals the government may set (“Guidelines for Public Debt
Management”, IMF and World Bank, 2003).
Debt Managers have to ensure that the pace of debt accumulation can be sustained by the economy, the costs
are kept at a minimum and debt is serviced in time. Prudent debt management involves dynamism where costrisk analysis is conducted at regular intervals in order to hedge against risks and to take advantage when
macro-economic and fiscal conditions are favourable. Although sound debt management may not be a
substitute for sound macroeconomic and fiscal policies, and on its own will not be enough to ensure that the
economy is well insulated from economic and financial shocks, it is an integral part of wider macro and fiscal
policy and is definitely a necessity for minimizing effects of such shocks or for not causing shocks of its own.

6.2 Definition of Liability
Debt (or Liability) can be defined as financial obligation to another organization or individual that requires
repayment of that obligation on mutually accepted terms, interval and cost. Liability primarily takes the form of
a borrowing which involves principal repayment and interest payment obligation on predefined terms.
However, it can also be in the form of a deposit that shall need to be repaid on demand. In that case the time
dimension may not be unambiguously obtained. The need for a borrowing arises when Government revenue
resources and cash balance is insufficient to cover all expenditure requirements at any point of time. In such a
case, Government may decide to borrow from both external and domestic sources allowed under the prevalent
policy regime. Such liabilities carry defined obligation in terms of interest payment and principal repayment at
regular intervals. Since this debt servicing obligation is certain and predefined as the responsibility of the
Government, such liabilities are called “Direct Liabilities” of the Government. These obligations also have clear
legal sanction as Government liability, and therefore such liabilities are also termed “Explicit Liabilities”.
There are, however, other liabilities whose incidence on the Government may not be explicit as a legally binding
obligation. However, there may be a moral or social obligation on Government to incur expenditure on such
“Implicit Liabilities”. If this obligation is contingent on certain event like default by the borrowing institution,
these liabilities will also be termed “Indirect” or “Contingent”. The classification of public liabilities, therefore,
involves their categorization as Explicit/Implicit and Direct/Indirect as follows:


Direct-Explicit



Direct-Implicit



Indirect (or Contingent)-Explicit



Indirect (or Contingent)-Implicit

As stated above, Indirect or Contingent Liabilities are obligations that arise from past events and whose
existence will be confirmed only by the occurrence or non-occurrence of one or more uncertain future events
not wholly within the control of the Government.

6.3 Examples of Contingent Liabilities


On Budget – Contingent



PwC

Costs of Relief in case of Floods / Natural Calamities
Future social security obligations
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Off Budget - Contingent



Guarantees for both foreign and local loans of Public Enterprises, Public–Private joint enterprises,
other Budget Aided Public Institutions
Bail out of Commercial Banks and other Financial Institutions / Private Pension / Insurance
Schemes / Economy Important Public Sector Institutions

Table 24: Classification of Public Liabilities

Explicit Liabilities
(Recognized
by
Law)

Direct Liabilities

Indirect Liabilities

(Confirmed
and
Pre-defined
Obligation of the Government)

(Obligation
Contingent
Occurrence of an Event)

Confirmed obligation which is clearly
defined
and
recognized
under
agreement/contract

Obligation
recognized
under
agreement as obligation of the
government on occurrence of an
event to that effect.
Examples:

Examples:

Implicit Liabilities
(Moral
Obligation/Welfare
Responsibility)

on



External
and
domestic
borrowing
(i.e., loans & securities issued)



Long term legally binding
expenditures (civil service
salaries & pensions)



State
guarantees
and
obligations issued to public
& private sector entities



State insurance schemes
(deposits, minimum pension
fund
returns,
natural
disasters)

Direct obligation of the government
on
account
of
welfare/moral
obligation

Welfare/moral obligation of the
Govt. contingent on occurrence of
an event

Examples

Examples



Future recurrent costs
public works projects

of 



Future public pensions if not
required by law



Social security schemes not
covered by law



Future health care financing
not covered by law

Default of public or private
sector entity on nonguaranteed debt and other
liabilities



Cleanup of liabilities
privatised entities



Bank failure (beyond state
insurance)



Investment failure of a nonguaranteed pension fund



Residual
environmental
damage, disaster relief etc

of

6.4 The need for drafting guidelines for off-budget
liabilities in Maldives
Strengthening the management of off-budget expenditure and borrowings is necessary for improving public
expenditure management and control systems of the Government of Maldives Proper classification of offbudget liabilities as actual or contingent, accounting treatment thereof and disclosure in the State Accounts is
required for this purpose.

PwC
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Contingent Liabilities are of particular relevance for public financial management because they may appear
outside the Government budget when they are implicit. On-budget-Contingent liabilities include events like
natural calamity, which anyway are not within the control of the Government. In most cases, Contingent
liabilities like Government loan guarantees to SOEs are outside the budget. If these liabilities are not considered
or monitored, the quantum of such liabilities may increase beyond sustainable limit and may render the
Government susceptible to shocks if the condition for payment materializes.
This concept paper provides the backdrop for preparation of guidelines for classification of Off-budget
liabilities. In addition, an excel template has been prepared to aid the Ministry of Finance and Treasury in
classification of liabilities. The tool will be helpful to MoFT in identification and categorization of Government
Debt.

PwC
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7 Key learnings from the 2012
Budget Cycle
7.1 Learnings from the 2012 Budget Cycle for Further
Improvement in the Budget Procedure
Observation:
It is difficult to identify ongoing projects and track information pertaining to them. While these projects have
been given specific codes in PAS, agencies are not following these codes when submitting their estimates. A
project can be referred by different titles in different documents and submissions. This renders difficult the task
of tracking information related to a specific project.
Recommendation:


Project code generated by PAS for a project should be mandatorily used in all documents to refer to that
project. Similarly, the project title saved in PAS only should be used. The reference to project title can be
automated such that once the project code is entered, the title field shall get filled automatically without
manual intervention.



PSIP Form in the budget circular should be modified accordingly.

Observation:
Record of expenditure from contingency budget is not kept properly. It is difficult to ascertain whether the
expenditure (from contingency provision) was because of omission or due to underestimation.
Recommendation:


Since a contingency provision is mandatory for all projects, any expenditure from contingency budget
should be only after proper recording of reasons for its access.



Project System module in PAS should include the functionality to record reasons for exceeding normal
budget; utilization of contingency; or additional budget approval beyond contingency.

Observation:
MOFT does not have a good system to track PSIPs. It is difficult to crosscheck or verify information related to a
project from records within the MoFT. In many cases, the ministry had to rely upon the information submitted
by the agencies for budget approvals.
Recommendation:
Project System module in PAS can be used more effectively for record updation. If required, additional
functionality can be added to enable project tracking and management.
Observation:
Estimates of Capital Expenditure on PSIPs were not submitted in the detailed format (PSIP Form of Budget
Circular). In most cases, a lump sum provision had been submitted. Similarly, yearly breakup of capital
expenditure was not given in many cases.
Most agencies did no submit recurrent expenditure estimates of capital projects although a separate automated
form had been provided for preparing these estimates.
Recommendation:

PwC

Page 148 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives



Capacity Building: Gaps seen in the current budget cycle are most likely due to a lack of
understanding/appreciation of the format. In many cases, the staff may not be aware of basic
requirements of preparing expenditure estimates of capital projects. Training and capacity building of the
staff concerned should be carried out in phases throughout the year (2012) so that the expenditure and
time estimates are more detailed and realistic in the next year.



If it is felt that details have not been provided in some cases because of lack of accountability, then
adequate safeguards/arrangements should be incorporated to ensure accountability within the agency
and to discourage submission of casual estimates.



The budget form can be simplified, with lesser details, for better understanding and compliance.

Observation:
Steering Committees were not formed by some agencies. In some other cases, when the Steering Committees
were formed, they did not meet to discuss programs. It was observed that there was duplication in activities
among sectors. This was probably due to lack of communication and coordination among agencies for
programs. Such instances could have been avoided had the steering committees been institutionalized and met
to discuss proposals before their submission to MoFT.
Recommendation:
Program budgeting procedure needs to be strengthened by improving coordination among agencies through
steering committees; and capacity building of agencies in program budgeting.
Observation:
In the initial run, budget ceilings were not specified by MoFT. Budget estimates submitted by the agencies were
quite high. MoFT then specified ceilings and advised them to resubmit estimates accordingly. After the budget
estimates were resubmitted, MoFT further reduced them by about 10%. The whole exercise was done within a
stringent time constraint.
Recommendation:
Budget Ceilings should be prepared and conveyed to agencies in advance. That would save time in finalization
of estimates.
Observation:
The transition to program budgeting under Strategic Action Plan (SAP) has been within a short timeframe. In
some cases, the expenditure allocation by a sector has been observed to be skewed in favour of one policy at the
cost of other policies/strategies. It could be due to both lack of capacity and time constraint.
Recommendation:
Training and capacity building of the staff in agencies should be carried out in phases throughout the year
(2012) so that there is better appreciation of program budget and its linkage to SAP.
Observation:
In some cases, budgeting agencies changed the titles in budget forms. The forms had to be rechecked by MoFT
staff for such variations.
Recommendation:
Soft copies of budget circular should be locked in order to protect changes to permanent headings/instructions;
and
allow
changes
only
to
the
areas
required
for
budget
inputs.
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8 Implementation Status of Debt
Sustainability Analysis
8.1 Condition
MoFT to start implementing the debt strategy including undertaking annual debt sustainability assessments.

8.2 Current Status
ERMD has undertaken the following steps to ensure in-house capacity for conducting debt sustainability
assessments.

8.3 Training on DSA consistent with IMF/IDA
methodology
Staffs from External Resources Management Division (ERMD) - Debt Section were given training on the DSA
which started on 25th June 2012. The training was attended by 6 staff members from the Debt section. This
training was conducted by Dr. Navendu Karan, Budget and Debt Expert from PwC under ADB supported TA
7424 Maldives Institutional Strengthening for Economic Management.
The training covered the need for DSA, Debt Fundamentals, basis of IMF/IDA methodology; and detailed
IMF/IDA methodology including the templates and framework.
The training was conducted hand-on where staff was encouraged to conduct the DSA themselves.

8.4 Data collection for DSA
Debt staff has compiled the historic data for the input sheets of the DSA template. This has also been
incorporated into the IMF/IDA DSA template. The data was extracted from the CS-DRMS, National Budgets of
2002-2011 and from MMA. Baseline and Scenario analysis projections are currently under progress. The debt
section aims to complete the DSA by October 2012.
Preliminary Analysis13
Past debt analysis

13 This analysis has been carried out using simplistic assumptions since the Debt Sustainability Analysis is still
in its early stages

PwC

Page 150 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Key Assumptions for Public and Publicly Guaranteed Debt Projections:
Historical

Standard

Average

Deviation

Range
Min

Baseline

Max
in 2012

9.00

Primary deficit/GDP

7.56

6.36

4.4

10.7

5.00

Real GDP growth (in percent)

7.64

9.06

3.1

12.2

6.00

Nominal interest rate (in percent)

1.86

0.87

1.4

2.3

2.00

Inflation rate (GDP deflator, in
percent)

5.47

9.37

0.8

10.2

5.00

Projections
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9 Design and Monitoring Framework for
Economic Recovery Programme, Maldives
Table 25: M&E framework

Output

Performance Targets and Indicators

1. Reformulated 7th National Development Plan becomes the

2.
3.
4.
Strengthening Fiscal
Policy and Bolstering
Budget Formulation and
Implementation

5.

new Poverty Reduction Strategy, and results framework
facilitates monitoring of Plan objectives and targets (2008
baseline: none)
Fiscal Responsibility Act is operational (2008 baseline: not
operationalized)
Align expenditure and budget deficit with the 3-year rolling
budget framework (2008 baseline: no alignment)
Fiscal deficit is reduced down to 15% of GDP in 2010 (2009
baseline: 28% of GDP)
Strengthened cash balances projections and estimates for the
year (2008 baseline: weak cash balances projects and
estimates)

Status

1. The 7th National Development Plan has been

2.
3.

4.
5.

14

reformulated into the Strategic Action Plan (SAP)
based on which all spending agencies have to prepare
their program budgets. A Monitoring and Evaluation
Framework has been developed which consists of 2
components:
a) Results Framework: Facilitates monitoring of
achievement against physical targets set for
programs aligned to the focus areas of the SAP
b) Evaluation Framework: Facilitates monitoring of
actual spending against budgeted allocations and
results achieved
The Fiscal Responsibility Bill has been drafted and is
currently under review by the Parliamentary
Committee.
The Economic Policy and Planning Section of MOFT
prepares a 3 year rolling Medium Term Expenditure
Framework which is used to project the expenditure
and budget deficit for each year. These projections
form the basis for allocation of expenditure across
sectors.
Fiscal deficit for 2011 stood at 10.814% of GDP
Weekly cash balance projections are prepared
annually by the Treasury and Public Accounts
Division of MOFT. The revenue projections are
updated monthly based on inputs received from MIRA

Figure for fiscal deficit in rufiyaa obtained from Treasury and Public Accounts Division, MOFT. GDP figures sourced from MMA Monthly Reports
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Output

Implementing Revenue,
Expenditure and Debt
Management
Measures to Strengthen
the Fiscal Policy

Strengthening the
Mechanisms for
Financing the Budget

Facilitating Privatization
of SOEs

15
16

Performance Targets and Indicators

1. GST to be implemented by 2012 (2009 baseline: no GST)
2. Revenue augmentation through improved tax collection (2008
baseline: 47.1% as percentage of total revenue collection for the
year)
3. Maintenance of public debt at sustainable level (2008 baseline:
$679 million)

Status
and the Maldives Custom Service.
1. The GST Act was enacted on 2nd October 2011
2. Tax revenue as a percentage of total revenue stood at
52.115% in 2011
3. Public and Publicly Guaranteed Debt (PPG) as on 31 st
December 2011 stood at $165116 million (84.9% of
GDP)

1.

Outstanding Treasury bills and operationalized open market
operation (2008 baseline $56.8 million)
2. The W&MA ceiling is observed (2008 baseline Rf 1.6 billion):
3. Convert all of W&MA in excess of Rf1.6 billion to Treasury
bonds by end 2009. A new ceiling to be agreed between MOFT
and MMA further reducing the outstanding threshold of
W&MA in 2010
4. Progressively higher use of Treasury bills as a monetary
instrument (2008 baseline: T-bill was not used as a monetary
instrument)
5. Increasing volumes of Treasury bills are actively traded in the
secondary market (2008 baseline: no Treasury bills were
traded in the secondary market)

1.

1. Government regulations on privatization classification,

1. The redundancy program (and associated rules and

financial restructuring and redundancy program (2008
baseline: no regulations)
2. Privatization of major SOEs (e.g. STELCO, MNSL, etc) by end
2010 (2008 baseline: one privatized SOEs)
3. Privatization of targeted SOEs (2008 baseline: one privatized
SOEs)

With operationalization of open market operations,
outstanding treasury bills stood at $304.8 million as
on 31st December 2011
2. The Ways and Means Advance Account has been
securitized and a series of longer dated bonds
have been created which are held by MMA. If
monthly balances of the Treasury Single Account
threaten to fall into deficit, up to 100 million MRF
may be advanced to meet any deficiency during the
month. However, it is mandatory that the advances be
reduced to zero at the end of the month.
4. Through open market operation, treasury bills are
progressively being used as a monetary instrument.
5. A secondary market for trading of treasury bills has
not been created.
regulations) for civil servants was introduced in 2011.
For fiscal restructuring, a Fiscal Responsibility Bill has
been drafted and is being reviewed by the
Parliamentary Committee. Recently, a Medium Term
Debt Strategy has been approved by the Cabinet. On
privatization, regulations have been issued and a Bill
is up for presentation for discussion and approval by
the Parliament.
2. The status of privatization of the major SOEs is as

Source: Financial Statement of the Government of Maldives for the year ending 31 December 2011
Source: Financial Statement of the Government of Maldives for the year ending 31 December 2011

PwC

Page 154 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Output

Strengthening Internal
Audit Operations

Performance Targets and Indicators

1. Preparation of framework for producing periodic and ad hoc
2.
3.
4.
5.

PwC

internal audit reports (2008 baseline: framework does not
exist)
Implementation of internal audit manual pursuant to standard
financial accounting (2008 baseline: internal audit manual
does not exist)
Roll out the internal audit function as a model into other line
ministries and agencies (2008 baseline: independent audit
function does not exist)
Implementing new financial regulations in line with
international public sector accounting standards (2008
baseline: none exists)
Receiving regular information technology audit reports (2008
baseline: none exists)

Status

1.
2.
3.
4.

5.

follows:
 MNSL: Liquidation in progress
 Dhiraagu: Privatization completed
 MACL: Concession agreement signed between
MACL, GMR-MAHB consortium and GoM on the
28th of June 2010 for the rehabilitation,
expansion, modernization, operation and
maintenance of Male’ International Airport for a
period of 25 years.
A consultant has been hired to prepare these
frameworks. Work will commence from July 2012
onwards.
Internal Audit Manual has been prepared and is being
used to carry out internal audits
A consultant has been hired to roll out the internal
audit function into other line ministries. Work will
commence from July 2012 onwards.
New Public Financial Regulations in line with
international public sector accounting standards have
been drafted are awaiting final approval by the
Financial Controller and Finance Minister.
Information technology audit reports are yet to
commence.
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10 Data Anomalies in PAS
10.1 Data Anomalies in the Financial Statements for year
2011 taken from PAS
Statement 1:


The head- Capital Expenditures is unclear. The subheads under Capital Expenditures do not add to total.



The head Cap Outlays- PAS transition can be computed as a sum of Capital Expenditures, Asset
acquisitions/Construction, Credit facilities for local businesses and Investments in the sheet. The correct
version should be to compute Capital Expenditure as the sum of the other sub-heads.



Conversion of loans to Govt Bonds is a negative figure while the Government Bonds figure is nil. It is not
clear where the reduction in loans (after conversion) has been adjusted.



Tax revenue figure does not match that in annexure 1



Grants figure does not match annexure 1

Statement 2


The values of Capital Expenditures, Asset acquisitions/Construction, Investments and Capital Outlays –
PAS transition do not match the corresponding values in Statement 1



Recurrent expenditure values (including subheads) don’t match with Statement 1

Statement 3


The values of Capital Expenditures, Asset acquisitions/Construction, Investments and Capital Outlays –
PAS transition do not match the corresponding values in Statement 1



Figure shown in Grants is does not match corresponding value in Statement 1. It matches the value for
Capital Receipts

Statement 5


The balance of Domestic Debt in MVR does not match the value derived from Balance in previous year +
net increase in borrowings



Most external loans do not satisfy the above relationship.

Annexure


It is not clear how total revenue is contributed from CRF and LCWF



Borrowings and Repayments have been added, instead of subtracting, to derive total borrowing inflow
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11 Comments on Fiscal Responsibilities Bill
Bill No. 4/2013
Fiscal Responsibilities Bill

Observations on Fiscal Responsibility Bill
Article
Reference

Article 25
(Chapter 7)

PwC

Article
In any financial year, the Total Debt of a Local
Council, including the loans taken from
financial institutions to fund development
activities, the fiscal responsibilities to be borne
under Public Private Partnership, and the
guarantees issued, should not exceed 1/3rd of
the Council’s income of the previous financial
year.

Observation
The ceiling specified on debt effectively translates into ceiling on deficit of a Local Council. Thus, the
deficit of a Local Council is not expected to exceed 33.3% of Council’s income of the previous financial
year.
If income of the Local Council is assumed to have the same proportion to its GDP as at the national
level (or about 30%), this would effectively mean that deficit ceiling for a Local Council shall be about
10% of its GDP in the previous year
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As per the file “Total Debt 06.03.2013”, the ratio of outstanding PPG Debt to the GDP of previous year
is 88% and 82%, in 2011 and 2012 respectively; and it is projected to be 91% , 92% and 82% by the end
of 2013, 2014 and 2015 respectively. Thus, the projections are not in line with the target set under this
article.
Since the ratio is projected to be 91% on 1 January 2014, its reduction to 60% shall require a huge
correction of about 10% every year. To achieve such a steep reduction in debt, the overall deficit will
have to be in surplus in these three years.
To illustrate, if we assume the annual nominal GDP growth of 14% p.a. and an equal reduction on debt
over three years to achieve 60% Debt/GDP in 2016, the deficit scenario will be as follows:

Article
32(b)
(Chapter
10)

Should try to maintain the Total National Debt
including Government Guarantees at a level
that does not exceed 60% of the Gross Domestic
Product of the past year by the end of the 3
years starting 1 January 2014. Once this level
has been achieved, the level at which Total
National Debt is to be maintained for every 5
years, should be determined based on the Gross
Domestic Product, and announced by the
Minister.

2011

2012

2013

2014

2015

2016

PPG Debt

23,282.10

24,450.27

28,842.46

28,416.97

28,232.91

27,449.43

GDP

29,936.12

31,746.05

35,270.30

40,169.43

45,749.06

52,103.71

81.7%

90.9%

80.6%

70.3%

60.0%

Overall
Deficit

4,392.19

(425.49)

(184.06)

(783.47)

Overall
Deficit/GDP

12.5%

-1.1%

-0.4%

-1.5%

PPG
Debt/GDP of
previous year

Thus, overall balance will need to be in surplus of 1.1%, 0.4% 1.5% in 2014, 2015 and 2016 respectively.
This is in contradiction to Article 34 (b) which specifies a ceiling of 3.5% in overall deficit from 2014
onwards.
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It effectively means that the total revenue (including grants) would be sufficient to meet Government
repayment obligations and recurrent & capital expenditure (excluding National Development projects).
In equation form:
NDP+OE – RR =OD; where NDP = Exp on National dev projects, OE = other exp; RR= revenue
receipts; OD = overall deficit
NDP= OD+RR-OE
Article 32
(d) Chapter
10

Starting 1 January 2016, loans should be taken
by the Government only for National
Development projects and to facilitate improved
productivity. From this date, loans should not
be taken in order to repay National Debt.

Or Expenditure on National Development projects will be determined by the sum of deficit target and
revenue less ‘other expenditure’
Now RR ≥ OE + Repayments or RR= OE+Rep+a, where a is the amount by which RR exceeds OE+
Repayments
NDP+OE-(OE+ Rep+a)=OD; NDP-Rep-a=FD;
NDP ≥ Overall Deficit+ Repayments
Thus, Expenditure on National Expenditure Projects shall be determined by the overall deficit target,
repayment obligations and the surplus of revenue over other expenditure and repayment obligations.

Article 34
(b)

PwC

The Overall Balance of the National Budget
should be maintained at a level not exceeding
3.5% of the Gross Domestic Product within 3
years starting 1 January 2014.

The ceiling of 3.5% contradicts the targeted reduction in debt/GDP ratio in article 32(b), as already
explained above.
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12 Review of Procedure for
Sanction of Reappropriations/
Supplementary Budget
12.1 Principles
Additional budgetary requirement beyond the budgetary allocation can be met by the following
means:


Virement within the Accountable Government Agency; or



When virement in not possible, then by additional allocation from contingency provision; or



When requirement exceeds contingency provision under the budget, then by supplementary approval of
additional funds by People’s Majlis

12.2 Virements
Agencies are encouraged to meet their excess requirement under one cost center through virement of
excess unused provision contained on other cost centre within the same Accountable Government Agency. As
per the practice


Virement/Reappropriation from one recurrent item to another is possible within the same Accountable
Government Agency, if requested by the concerned ministry/agency.



Virement from one capital item to another is possible, if requested by the concerned ministry/agency.
However, re--‐appropriation from PSIP to capital item is not permissible.



Virement is not permissible from salary & wages to other recurrent items.



Virement from recurrent item to capital item is possible only when approved by the Minister of Finance.
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Annexure.3 Sector Budget
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1 Report on Strengthening
Expenditure Control - Draft
1.1 Background
1.1.1 PFM Reforms in Maldives
The three major objectives of a Public Financial Management system (PFM) are: fiscal discipline; allocation of
resources consistent with policy priorities; and prudent management of the government’s financial resources.
These three objectives are complementary and interdependent.
Maldives, today, is in the midst of implementing reforms targeted towards achievement of each of these
objectives. For fiscal discipline:


Government of Maldives (GoM) has adopted the SAP based Public Accounting System (PAS). Amongst
other functions, PAS seeks to establish accurate, reliable, and timely financial reporting to meet
international accounting standards. When implemented completely, the System will enable GoM to
conduct more comprehensive and updated control over public funds and help develop a cash
management strategy to rationalize cash movements and holdings.



Steps toward preparing a Debt Management Strategy to enable debt reduction have been undertaken.



Initiatives towards introducing a Fiscal Responsibility Bill that identifies fiscal objectives of the
Government over the medium term have been made.



An independent Auditor General’s Office (AGO) has been set up to enable external auditing of public
expenditure.

For ensuring allocation of resources is consistent with policy priorities, Government of Maldives
has embarked on the adoption of a Medium Term Expenditure Framework (MTEF) linked to fiscal implications
flowing from its Medium Term Fiscal Framework (MTFF). The MTEF aims at introducing a multi-year
perspective in expenditure policy and budgeting. It also attempts to ensure that allocation of available resources
was in alignment with the government manifesto, summarized as the Strategic Action Plan.
For prudent management of the government’s financial resources, Ministry of Finance and
Treasury (MoFT) has initiated ‘Program Budgeting’ in all line ministries to ensure alignment of the budget with
the Strategic Action Plan and sector master plans. This program budget intends to enable allocation of
expenditure against agreed upon physical targets of achievement for ‘strategies’ listed under the Strategic
Action Plan over a period of 3 years.
Once completely implemented, each of the above reforms will individually as well as cumulatively contribute
towards improved expenditure control in the government. However, it should be noted that most of these
reforms are large scale and would require time to be adopted in practice and principle across all Ministries,
Department and Agencies (MDAs).

1.2 Strengthening Expenditure Controls
An effective expenditure control system ensures that (i) public finances are managed in accordance with the
law; (ii) irregularities and fraud are uncovered and sanctioned; and (iii) there is accountability for use of public
resources.
Given that:
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implementation of the Law on Public Finances (2006), which provides the framework for the budgeting
system in Maldives, is still underway;
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the Public Financial Regulations, which detail responsibilities and guiding principles for preparation of
the budget, are still being drafted;



various modules of the PAS are currently not live; and



the internal and external audit functions are yet to be deliver on their responsibilities envisaged

there remains a significant potential to strengthen expenditure control through short term measures across
different levels of the government. The focus of this report is on identification of such measures which, apart
from the reforms being undertaken, can help GoM in better management of intra year and inter year
expenditure.

1.3 Snapshot of Budget Execution in Maldives
Ministry of Finance and Treasury is responsible for preparation and presentation of the annual budget to the
legislature i.e. the People’s Majlis for approval. Estimates included in the budget consist of domestic revenue,
current expenditure and domestically financed capital expenditure as well as expenditure on projects financed
by foreign grants and foreign loans.
Expenditure estimates submitted by individual line ministries, departments and agencies form the basis of the
budget. These estimates are subsequently tailored by the MoFT to match resources likely to be available in the
ensuing financial year. Estimates are finalized in consultation with the Budget Committee and the Cabinet
before submission to the legislature.

1.4 Booking of Expenditure
Once the budget has been approved and passed by the People’s Majlis, MDAs are informed of their allocations
within which they can incur expenditure during the year. Details of the approved budget estimates are fed into
the Public Accounting System (PAS) by MoFT against each economic code for each spending agency. For Public
Sector Investment Projects (PSIPs), approved allocations are entered into the System, project wise for each
implementing agency.
In order to use their budgetary allocations, MDAs have to prepare vouchers and raise expenses in PAS. Though,
currently, the System does not allow spending agencies to view their available allocations at any given point of
time, it also does not allow raising of any expenditure that exceeds this available allocation. PAS, thus, acts as
the primary control instrument for ensuring that expenditure does not exceed available budgets.
For recurrent budgets, MDAs can commence booking expenses on PAS immediately after receiving the
notification of the approved annual allocations from MoFT. However, for all capital expenses they are required
to send a separate request to MoFT for release of budget. These requests contain information on the cost of
equipment, requirement for purchasing such equipment and the relevant economic code for booking of
expenditure. MDAs can start utilizing their capital budgets only after approval from MoFT has been obtained.
The copy of this approval has to be attached to the voucher prepared.

1.5 Re-appropriations
Spending agencies, at any point during the year, can send requests to MoFT for re-appropriations across
economic heads of expenditure. They need to fill up ‘Budget Control Forms’ stating the relevant heads of
expenditure and the reason for re-appropriation. These forms once approved by the National Budget Division,
are sent to the Treasury and Public Accounts Division (TPAD), within MoFT, for making relevant modification
in PAS.
Re-appropriations are currently made as per the Government Financial Rules, 2009. These rules do not allow
for re-appropriations from recurrent budget to capital budget and vice-versa as well as re-appropriations
to/from salary heads.

1.6 Additional Grants
For additional funds during a year, spending agencies may approach MoFT. MoFT has provision for a
contingent budget from which it may allocate funds to meet such requests.
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1.7 Reporting
All spending agencies are required to send monthly expenditure reports to MoFT containing economic code
wise information on the month’s expenditure, year-to-date expenditure, and net available budget balance.
Line ministries are also required to prepare and submit quarterly and monthly performance review reports on
the physical progress of the PSIPs undertaken by them to the Department of National Planning (DNP) and
President’s Office.

1.8 Issues in Budget Execution
This section highlights specific issues that have emerged from our analysis of the practices adopted by MoFT
and MDAs during the budget execution stage.

1.9 Public Sector Investment Projects (PSIPs)
The budgeting system in Maldives currently suffers from incomplete implementation of the various modules
envisaged under PAS. While all payments from the central treasury account are routed through PAS, budget
preparation continues to lie outside the ambit of the System. This incomplete integration of budgetary
processes has led to adoption to different budget nomenclatures for budget preparation and execution.
Non Adoption of Codes
As a consequence of this dichotomy, codes assigned to each PSIP in PAS for recording and monitoring
expenditure are not used for preparation of estimates under these projects. Thus, a manual mapping has to be
carried out for each PSIP project approved during budget preparation to the codes generated by PAS during
budget execution. The non uniformity in description of PSIPs in budget estimates across years poses an
additional challenge in this exercise.
This issue can be addressed by the adoption of PSIP codes generated by the System during preparation of
estimates by the concerned MDAs. These codes could possibly be circulated by MoFT along with the budget
circular which contains other instructions for estimating expenditure for the next budget year.
Budgetary Allocation to PSIPs
In 2011, there were instances where budget estimates were approved for a group of PSIPs rather than for each
individual project. As such, uploading approved allocations, booking expenses and monitoring expenditure
across each PSIP code in PAS presented difficulties. Table 26 shows one such instance where budgetary
allocations were clubbed across a group of PSIP codes.
Table 26: Approved Budgetary Allocations for PSIPs (in Rufiyaa)

PSIP Code

Approved Budgetary Allocation

P-HTE049-001
P-HTE049-002
P-HTE049-003
P-HTE049-004
42,500,000
P-HTE049-005
P-HTE049-006|
P-HTE049-007
P-HTE049-008
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P-HTE049-009
P-HTE049-010
Source: PAS
This issue can be tackled by the National Budget Division, MoFT, by ensuring that budget estimates are
prepared and approved for each project separately.

1.10 Re-appropriations
As mentioned in the previous section, the lack of uniformity in the systems adopted across different stages of
the budget cycle has severely constrained the effectiveness of expenditure controls. Procedures currently
adopted for carrying out re-appropriations present another example in support of this statement.
Use of Manual Forms
Budget control through re-appropriations is carried out in manual forms by the National Budget Division,
copies of which are sent to Treasury and Public Accounts Division for upload in PAS. Not surprisingly, given the
manual nature of the exercise, there remain inconsistencies.
Such errors can be avoided, to an extent, if the National Budget Division enters the re-appropriated amounts
directly into the System at the time of approval of such requests.
Non compatibility with program budget codes
The chart of accounts adopted in PAS does not allow for program budgeting in the form that has been adopted
by MoFT for budget preparation since 2010. Recording and monitoring of expenditure in PAS continues to be
done on the basis of economic codes. Though spending agencies are now required to put in the ‘activity’
reference (as quoted in the program budget) in the vouchers prepared, PAS does not read activity codes as a
valid classification for recording of payments. In such a situation, there is no monitoring of re-appropriations
carried out by spending agencies across activities within the same economic code.
Addressing this issue would require re-programming of the chart of accounts defined in PAS to ensure
consistency with the program budget format adopted by GoM.
Public Sector Investment Projects
As also identified as a weakness by GoM, integration of the capital budgets with recurrent budgets of MDAs
continues to be very weak. This situation is worsened by the non adoption of PAS during budget preparation.
In most cases, expenditure under PSIPs is budgeted as capital expenditure under a single economic code.
During budget execution, however, MDAs are being encouraged to differentiate between recurrent and capital
components of project expenditure. Given that recording and monitoring of PSIP expenditure is only done
project wise, MDAs have been given the flexibility to book expenses in PAS under other economic codes (in
addition to the one under which budgetary allocation was provided). This has resulted in the absence of any
system control on re-appropriations across economic codes for expenditure booked under PSIPs.
This issue can be addressed by improving the methodology adopted for estimating expenditure under PSIPs so
as to ensure that recurrent and capital components are reflected separately in budget estimates. This would
help maintain consistency in the economic classification used for approval of budgetary allocations and for
booking of expenditure in PAS.

1.11Additional Grants
Operation of Advance Fund
According to Section 23(a) of the Public Finance Law,
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“Payments may be made from the Advance Fund only for the following purposes—
1.

to make advances for the temporary financing of public services and capital works and to government
agencies on islands where neither a branch of the Maldives Monetary Authority nor a bank with which
an account is held by the Maldives Monetary Authority exists or to government agencies operating
overseas;
to make payments where an urgent and unforeseen need for a payment of public moneys arises; and
to make payments where the payment cannot lawfully be made from any other of the Public Funds.”

2.
3.

Though there exists the above provision in the Public Finance Law for an Advance Fund to meet the
requirement of excess funds due to unforeseen circumstances, it is currently not used by the Ministry of
Finance and Treasury (MoFT).
To meet such urgent or unforeseen expenditure, MoFT, instead, keeps aside a certain amount of budgetary
allocation as a ‘contingency provision’ in the budget presented to the Majlis. This contingency provision does
not form a part of the budget estimates prepared by MDAs, but is calculated and added to the estimates
separately by MoFT. The quantum of the ‘contingency provision’ is revised each year based on the demands for
additional funds made by MDAs to MoFT in the past 2-3 years. Such trends also determine the distribution of
this amount across the functional and economic heads in the budget.
Currently, the functional classification of expenditure estimates presented in the budget does not show
contingency provisions included separately by MoFT under each of the different sectors.
Such a practice has consequently led to a biased presentation of budget estimates. A variance analysis of the
budget estimates and actuals at the national level across all functional and economic heads, fails to reveal the
true picture due to inclusion of these contingency provisions. Table 27 shows the difference between budget
estimates and actuals for a sample year 2008 in the 2 scenarios – when contingency provisions are included in
the estimates and when these are excluded in the budget estimates.
Table 27: Economic Head-wise classification in 2008 (in million Rufiyaa)

2008
Actuals

2008 Budget Estimates

Variance
with
Contingenc
y

Variance
without
Contingen
cy

(6)=(4)–(5)

(7)=(2)-(5)

Regular
Budget +
Grants &
Loans

Contin
gency
Provisi
on

Total

Regular
Budget +
Grants &
Loans

(2)

(3)

(4) =(2)+(3)

(5)

Personal Emoluments

2,662.8

830.0

3,492.8

3,566.1

-73.30

-903.30

Pensions, Retirement
Benefits & Allowances
Travel Expenses

100.7

-

100.7

196.0

-95.30

-95.30

184.5

-

184.5

173.5

11.00

11.00

Supplies and Requisites

534.3

-

534.3

435.7

98.60

98.60

1,135.9

20.0

1,155.9

1,044.6

111.30

91.30

-

-

-

177.4

-177.40

-177.40

-

-

-

262.8

-262.80

-262.80

189.0

16.0

205

181.1

23.90

7.90

341.7

-

341.7

280.0

61.70

61.70

2,454.8

286.0

2,740.8

1,123.3

1,617.50

1,331.50

-

-

-

22.6

-22.60

-22.60

2,459.3

-

2,459.3

2,821.1

-361.80

-361.80

Economic Head

(1)

Operational Services
Supplies and Requisites
for Service Provision
Training
Repairs and
Maintenance
Interest Payments
Grants, Contributions
and Subsidies
Payments against losses
and right-off s
Development Projects
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2008
Actuals

2008 Budget Estimates

Economic Head

(1)

Regular
Budget +
Grants &
Loans

Contin
gency
Provisi
on

Total

Regular
Budget +
Grants &
Loans

(2)

(3)

(4) =(2)+(3)

(5)

Variance
with
Contingenc
y

Variance
without
Contingen
cy

(6)=(4)–(5)

(7)=(2)-(5)

and Capital Equipment
Investment Outlays

296.1

-

296.1

58.3

237.80

237.80

Debt Amortization

474.7

-

474.7

390.3

84.40

84.40

14.5

-

14.5

7.9

6.60

6.60

Loans Outlay

Source: Budget Documents, Government of Maldives
A comparison of column 6 and column 7 in the table above reveals how inclusion of contingency provisions
biases budget estimates.
Operation of the Advance Fund, on the other hand, would ensure budget estimates reveal the actual demand for
grants from MDAs and would help identify specific heads under which estimation of expenditure is weak.
Moreover, as the Public Finance Act requires, use of the Advance Fund will ensure that only actual amount of
additional payments made during a year are presented to the Majlis in place of estimated figures.

1.12 Reporting
Recording of Expenditure at line ministry level
Under PAS, it was envisaged that detailed expenditure reports would be compiled and generated for each
spending agency across the various economic/project codes to enable intra-year monitoring of spending.
However, given the incomplete implementation of PAS, MDAs have been forced to maintain manual records to
be aware of their available balances at any given point of time and for periodic monitoring of expenditure.
As mentioned in Section 1.7, MDA are mandated to send monthly expenditure reports to MoFT. Departments
and agencies do not, however, send these reports through the concerned line ministries. As a result, line
ministries do not have any established system of monitoring expenditure by departments and agencies that are
under their administrative control. Similarly, requests for re-appropriation are also sent directly to MoFT
without any systematic recording of such information at the line ministry level.
In order to equip line ministries with regularly updated information on payments likely to be made and actual
expenditure incurred during a year by departments and agencies under their administrative control, it is
proposed that department and agencies prepare and submit, to the concerned line ministries:


Quarterly action plans for capital expenditure, once they receive their approved annual budgetary
allocations from MoFT. These action plans should contain forecasts of capital expenditure (including
PSIPs) likely to be incurred in immediate next quarter. The plans will help line ministries to be aware of
the contractual commitments and/or continuing commitments of the departments and agencies under
them.



Quarterly expenditure reports that lists all re-appropriations carried out and additional funds received
apart from the actual expenditure incurred during that quarter.

Formats for quarterly action plans and expenditure reports have been in Table 28 and Table 29 respectively.
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Table 28: Quarterly Action Plans

Name of Office………………………………………………………..
Financial Year………………………………………………………..

Forecast for Quarter (Qi).......…………………………………….

For all Capital Expenditure (including PSIPs)

SAP Code

1

Economic
Code

2

Project Name
(if Applicable)

Annual Total Budget
Allocation

Total expenditure incurred prior
to Qi in the current financial year17

3

3

6

Estimated Expenditure in Qi
7

Table 29: Quarterly Expenditure Reports

Name of Office………………………………………………………..

SAP Code

Economic Code

Financial Year………………………………………………………..

1

2

17
18

Quarter (Qi).......…………………………………….....

Allocation

Original
Budget
Provision
3

Total
Additional
provision
received in
previous
quarters
4

Additional
provision
received
Qi
5

Re-appropriation
amount
Amount increased
(+) or decreased () due to reappropriation18
6

Expenditure

Total
Allocation
received
7 = 3+4+5+6

Expenditure
in Qi

8

Progressive
Expenditure
including Qi
9

Balance
Allocation
remaining

10 = 7-9

Note: This would be zero for the First Quarter
The sum would be zero across this column
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1.13 Key Takeaways
Table 30 presents the key recommendations arising from the analysis contained in this report.
Table 30: Key Recommendations

Practice

Issue

Public Sector Investment
Projects: Non adoption of codes
used for recording of expenditure
in PAS during preparation of
estimates

Manual mapping required for each
PSIP approved during budget
preparation to codes assigned by
PAS during budget execution giving
arise to the possibility of human
error

PSIP codes generated by PAS
should be adopted for preparation
of estimates by the concerned
MDAs

Public Sector Investment
Projects: Budget estimates
approved for a group of PSIPs
rather than for each individual
project

Difficulty in uploading approved
allocations, booking expenses and
monitoring expenditure across
individual PSIP codes in PAS

National Budget Division to ensure
budget estimates are prepared and
approved for each project
separately

Manual upload required to PAS
from copies of approved reappropriation forms giving rise to
inconsistencies
No monitoring of re-appropriations
carried out by spending agencies
across activities within the same
economic code

National Budget Division should
enter the re-appropriated amounts
directly into PAS at the time of
approval of such requests

Re-appropriations: Request
and approval carried out through
manual forms
Re-appropriations: Chart of
Accounts of PAS inconsistent with
Program Budget format
Re-appropriations:
Inconsistent economic
classification of expenditure
under PSIPs during budget
preparation and budget execution

Additional Grants: Use of
contingency provisions to meet
unforeseen expenditure

Reporting: Absence of any
established system of monitoring
expenditure by departments and
agencies at the line ministry level
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Absence of any system control on
re-appropriations across economic
codes for expenditure booked
under PSIPs
Biased presentation of budget
estimates. Variance analysis of
budget estimates and actuals at
national level fails to reveal true
picture due to inclusion of
contingency provisions
Line ministries remain uninformed
of expenditure incurred,
commitments made by
departments and agencies resulting
in poor expenditure control and
commitment management

Recommendation

Re-programme chart of accounts
defined in PAS to incorporate
program budget codes
Improve methodology adopted for
estimating expenditure under
PSIPs to ensure recurrent and
capital components are reflected
separately; and ensure same
classification is followed for
booking of expenses in PAS

Operate Advance Fund, as
provided for in Public Finance Law

Departments and agencies should
submit quarterly action plans for
capital expenditure and quarterly
expenditure reports to line
ministries
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2 Review of Health Sector
Budget- Draft
2.1 Introduction
Maldives has shown remarkable socio-economic development in recent years transforming itself from one of
the 20 poorest countries in the world in 1970s to one of the only three countries till date to graduate from a
Least Developed Country to Middle Income Country status. A snapshot of the country’s performance in 2009
against selected indicators compared to the regional and global averages has been given in le 31
le 31: Selected Indicators, 2009

309
39

Regional
Average
…
33

Global
Average
…
50

5250

3330

10599

74
76
75
84
13
37

64
67
65
209
59
240

66
71
68
176
60
260

1

3

8

47

278

201

Mortality and
Burden of Disease

General

Country
Total Population(thousands)
Population living in urban areas (%)
Gross National income per capita(Purchasing
power parity int. $)
Male
Life Expectancy at
Female
Birth(years)
Both sexes
Adult Mortality rate (5-59 years - both sexes)
Under-5 Mortality rate (both sexes)
Maternal Mortality Ratio
Prevalence of HIV (per 1000 adults 15-49
years)
Prevalence of tuberculosis (per 100,000
population)

Source: Maldives Health Profile, World Health Organization
A more detailed overview of the health sector has been given in Annexure 1 and the health services delivery
system in Maldives has been discussed in Annexure 2.
The objective of this report is to look at the expenditure incurred on health in Maldives in recent years. The
review has been divided into the following sections:




Analysis of select expenditure statistics published by the World Health Organization (WHO);
Analysis of the budget statistics of Government of Maldives (GoM); and
Review of expenditure under Program Budget, 2011 of Ministry of Health and Family (MoHF),
Government of Maldives

2.2 WHO Statistics
2.2.1 Total Expenditure on Health (THE)19
Defined as the sum of all outlays for health maintenance, restoration or enhancement paid for in cash or
supplied in kind, THE is one of the core indicators of health financing systems. It provides information on the
level of resources channelled to health relative to a country's wealth.
Figure 10 shows the trends in THE as a percentage of GDP for Maldives and Belize 20 and the Lower Middle

Income Group (LMIG) average during the period 2000-2009. Throughout this period, Maldives boasts of the
highest THE as a percentage of GDP. However, it also earns the dubious distinction of recording a fall in this
19
20

Figures for Belize and LMIG in this section have been taken from World Development Indicators database
Rationale for including Belize for comparison in this analysis has been explained in Annexure 1
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figure compared to its level in 2000. This decrease in proportion of resources dedicated towards improvement
in health outcomes with increase in national income is a cause for concern.
Figure 10: Total Expenditure on Health as % of GDP, 2005-09
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Maldives

Source: World Development Indicators, 2011

2.2.2 General Government Expenditure on Health (GGHE) and Private
Expenditure on Health
General Government Expenditure on Health is defined as the sum of health outlays paid for in cash or supplied
in kind by government entities, such as the Ministry of Health and Family, other ministries, parastatal
organizations or social security agencies (without double counting government transfers to social security and
extra-budgetary funds). It includes all expenditure made by these entities, regardless of the source, so includes
any donor funding passing through them. It also includes transfer payments to households to offset medical
care costs and extra-budgetary funds to finance health services and goods.
Private Expenditure on Health is defined as the sum of outlays for health by private entities, such as
households, commercial or mutual health insurance, non-profit institutions serving households, resident
corporations and quasi-corporations with a health services delivery or financing function. It includes
expenditures from all sources, so includes any donor funding passing through these ‘financing agents’.

Figure 11 shows the proportion of GGHE and Private Expenditure on Health in the THE for Maldives and the
corresponding average proportions for Lower Middle Income Countries. It can be seen that during 2000-09:
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Share of expenditure by Government of Maldives in THE has grown at a faster rate (increase by18
percentage points) than the growth in the corresponding average figure for the Lower Middle Income
Countries (increase of only 10.3 percentage points)
From being the dominant contributor to THE in 2000, private spending in health has a significantly
lower share of 35.1% in 2009
Growth in expenditure by GoM in the health sector has significantly outpaced the increase in private
spending on health during 2000-09
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Figure 11: GGHE and Private Expenditure on Health as % of Total Expenditure on Health
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Maldives Private expenditure on health (PvtHE) as % of THE
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2.2.3 GGHE and General Government Expenditure
General government expenditure (GGE) summarizes the total operations of all public entities. It includes the
consolidated outlays of all levels of government, social security and extra-budgetary funds. The revenue base of
these entities may comprise multiple sources, including external funds and loans.
As can be seen from Figure 12, share of GGHE in General Government Expenditure has fallen from 11.1 % in
2000 to 7.5% in 2009. This indicates that over the last ten years, as compared to other sectors, health has not
been a priority sector for government spending in Maldives.
Figure 12 : GGHE as % of General Government Expenditure
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2.2.4 Per Capita Expenditure on Health
Figure 13 shows the total expenditure on health relative to the beneficiary population, expressed in US$ to
facilitate international comparisons, in 2000 and 2008. With respect to this indicator, in absolute terms,
Maldives still has a long way to go to match up to global averages, though it significantly out performs other
countries in its income group. In terms of growth, per capita expenditure on health in Maldives has shown the
highest growth of 183% versus a growth of 168% of LMIG and 76% for the global average.
Figure 13: Per Capita Expenditure on Health, 2000 and 2008
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2.3 Budget Statistics, Government of Maldives
2.3.1 Key Takeaways
The key takeaways from the analysis presented in the following sub sections have been summarized in Table 32.
Table 32: Key Takeaways

Key Takeaways
Key Observations
During 2005-11, highest annual growth of 68% in total expenditure of MoHF recorded in 2008
During 2005-11, highest annual fall of 44% in total expenditure of MoHF recorded in 2010 RE. Even when
expenditure of IGMH is excluded from analysis, fall registered is 33%
Steep fall in share of central level agencies and sharp rise in the share of regional and atoll level agencies in
2010 RE and 2011 BE
As per 2011 BE, capital expenditure contributes to only 2% of total expenditure of MoHF
As per 2011 BE, personal emoluments (58%) and grants, contributions and subsidies (28%) largest share
holders in recurrent expenditure
In 2010 RE and 2011 BE, share of Allowances shows marked increase in the total expenditure under personal
emoluments
Service allowance constitutes 51 % of the total expenditure under Allowance in 2011 BE
Expenditure under Grants, Contributions and Subsidies shows highest CAGR of 76% over the period 2005-11
as compared to any other head of expenditure of MoHF
Average variance between budget estimates and actuals over the period 2005-09 is 22%
Issues
A very small proportion of expenditure incurred by Government in health sector is directed towards creation
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Shift of expenditure of IGMH, Male’ Health Centre, Villingili Health Centre, Hulemale’ Hospital and
National Thalassemia Centre, 2010 onwards, to the newly formed Male’ Health Service Corporation
which falls outside the purview of MoHF
Dissolution of Department of Medical Services in 2010



Not surprisingly, revised estimates for 2010 show a 44% fall in the expenditure of MoHF in 2009 as against a
fall of 5% in the total regular budget of GoM in this year. Budget estimates for 2011 show a recovery in MoHF
expenditure, however they continue to remain much below the actual expenditure recorded in 2009 and are
comparable to the expenditure levels of 2008.
Table 34: Total Expenditure of MoHF (in million Rufiyaa), 2005-11

2005

2006

2007

2008

2009

2010 RE

2011 BE

502

669

878

1377

1819

1016

1383

Regular Budget of GoM

4,507

5,627

6,621

9,028

10,432

9,902

11,660

GDP

9,596

11,717

13,496

16,131

16,879

18,941

21,282

Total Expenditure of MoHF

Expenditure by Office
Under this classification of the budget, total expenditure of MoHF is divided into expenditure incurred by the
various spending agencies that fall under the purview of MoHF. For this analysis, these offices have been
geographically divided into agencies at the Central Level, Regional Level, Atoll Level and Island Level, as shown
in Table 35.
Table 35: Classification of spending agencies of MoHF, 2005-09

Central Level
Ministry of Health
Department of Public Health / CCHDC
Department of Medical Services
Vector Bone Disease Control Unit
Indira Gandhi Memorial
Hospital
Maldives Food & Drug
Authority
National Thalassemia Centre
National Social Protection Agency
Home for Disabled
Children’s’ Home
Health Insurance Scheme
Family and Children’s Service Centre
Social Security
National Blood Transfusion Service
Department of Gender & Family
Protection
Ministry of Gender and Family
National Narcotics Control Bureau
Department of Drug Prevention and
Rehabilitation Services
Island Level
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Regional Level
H.DH Kulhudhuffushi Regional
Hospital
R. Ungoofaaru Regional
Hospital
S. Hithadhoo Regional
Hospital
M. Muli Regional Hospital
G. DH Thinadhoo Regional
Hospital

Atoll Level

L. Gan Regional Hospital

AA. Atoll Hospital

HA. Atoll Hospital
SH. Atoll Hospital
N. Atoll Hospital
B. Atoll Hospital
LH. Atoll Hospital

A.DH. Atoll Hospital
V. Atoll Hospital
F. Atoll Hospital
DH. Atoll Hospital
TH. Atoll Hospital
GA. Atoll Hospital
GN. Atoll Hospital
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Central Level
Male' Health Centre
Villingili Health Centre
Hulhumale Hospital

Regional Level

Atoll Level

The contribution of expenditure at each of these levels to the total expenditure of MoHF has remained fairly
constant throughout 2005-09. During this period, the average contribution of agencies at the central level was
78%, at the regional and atoll level was 10% each and for the island level the figure stood at 2%.
Two agencies that have a significant share in the total expenditure of MoHF during this period are – Indira
Gandhi Memorial Hospital (IGMH) and Department of Medical Service. IGMH contributed to 26%, on an
average, to the total expenditure of MoHF during 2005-09, while Department of Medical Services, since its
inception in 2006, has an average contribution of 22% during 2006-09.
These proportions, however, change significantly in 2010 RE and 2011 BE, as can be seen in Figure 14. There is
a steep fall in the share of central level agencies and a sharp rise in the share of regional and atoll level agencies.
As explained in Section 0, this variation is due to creation of the Male’ Health Service Corporation. Also, in
2010, Department of Medical Services was dissolved and its activities were decentralized to the atoll and
regional level agencies resulting in an increase in their share in 2010 RE and 2011 BE.
Figure 14: Distribution of MoHF expenditure across agencies, 2005-11
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Recurrent Versus Capital Expenditure
Total expenditure of any spending agency may be divided into recurrent and capital expenditure. Recurrent
expenditure broadly consists of charges involving continuing liability across years, while capital expenditure
usually includes expenditure incurred for a fixed period with the objective of increasing assets of a material and
permanent character.
As Figure 15 shows, recurrent expenditure has, throughout the period under study, contributed to more than
80% of the total expenditure of MoHF with its share increasing it recent years. A sharp fall in the share of
capital expenditure is observed in 2009 when its share of 15% in 2008 fell to only 5%. As per Budget Estimates
of 2011, capital expenditure contributes to only 2% of the total expenditure of MoHF.
Figure 15: Recurrent and Capital Expenditure of MoHF (in million Rufiyaa), 2005-11
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Clearly, while salaries and wages did record an annual growth of 70% in 2008, it was the sudden increase in
overtime pay that pushed expenditure under this head to unusual heights. Discussions with officials of MoHF
revealed the following:


Increase in salaries and wages in 2008 was primarily due to increase in payments made to expatriate
doctors from India. This increase was necessitated in order to retain them after the implementation of
the recommendations of the Sixth Pay Commission of India which had resulted in upward salary
revisions in India.
In addition to the organizational changes discussed in Section 0, the fall in salaries and wages in 2010
may be partially attributed to realized impact of the 15% domestic salary cuts announced during 2009
The increase observed in 2011 BE may be attributed to the reinstatement of domestic salaries and
recruitment of a higher number of expatriate staff members




Allowances: Categories of allowances have varied significantly across the years under study, hence
constraining a detailed inter-year comparison. However, a review of the various allowance heads reveals that
the sudden increase in 2009 can be attributed to substantially increased expenditure under 2 heads -‘Special
allowance for post’ and ‘Other allowances’.
Table 37 shows the expenditure under the major categories of allowances across 2005-11.

Table 37: Categories of allowances (in million Rufiyaa), 2005-11

2005

2006

2007

2008

2009

2010 RE

2011 BE

Allowances (Total)

70.1

80.2

125.9

211.2

413.6

236.1

304.3

Special allowance for the post

3.91

4.02

46.71

37.21

180.82

1.28

0.22

Other allowances
Special Allowance for the
month of Ramazan
Food allowance

2.01

2.61

2.89

3.34

138.87

11.93

26.86

3.65

3.27

3.73

6.85

10.09

5.41

15.46

0.00

0.02

6.73

46.84

29.74

16.90

35.82

Holiday allowance

1.85

2.30

9.86

26.39

19.82

15.20

18.62

Service Allowance

0.00

0.00

0.00

0.00

0.00

84.09

155.66

Grants, Contributions and Subsidies (GCS)
Expenditure under GCS has shown the highest CAGR of 76% over the period 2005-11 as compared to any other
head of expenditure of MoHF. Since 2009, the share of this head in the total recurrent expenditure of the
Ministry has shows a huge increase and stands at 28% according to 2011 BE.
As per the economic classification of GoM, GCS includes:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

Subsidies
Welfare payments
Grants to private parties
Awards
Indemnities and relief against natural calamities
Membership fees to organisations
Subscription contribution to International organisations
Donations to foreign parties or foreign governments
Assistance to associations and social organisations
Assistance for community programmes
Other assistance

However, expenditure under only three sub-heads from the above list has been substantial during the period of
this study, namely – Grant to private parties, Subsidies, and Other assistance. Figure 21 shows the expenditure
under these three sub-heads.
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Expenditure (in million
Rufiyaa)

Figure 21: Expenditure under Grants, Contributions and Subsidies (in million Rufiyaa), 2005-11
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Discussions with the officials of MoHF revealed that the sudden jump in expenditure under GCS in 2009 can be
attributed to the realized impact of:



Increase in welfare assistance rates announced in 2008 which was also the election year for Maldives
Social security payments: In 2008, the complete responsibility of distributing these payments to
beneficiaries was transferred from the Presidential Palace to the National Social Protection Agency which
was brought under the purview of MoHF.

Capital Expenditure and its Composition
Capital Expenditure for MoHF primarily consists of expenditure under the following economic codes:




Development Projects
Capital Equipment
Investment Outlays

Since the economic classification has varied across the years of this study, an inter-year comparison of
expenditure under these codes would not be possible.
Capital expenditure also includes expenditure under Public Sector Investment Projects (PSIPs) which are
primarily infrastructure projects taken up in developmental sectors as collectively agreed upon by the
concerned line ministry, National Planning Council, Ministry of Finance and Treasury (MoFT), Government of
Maldives.
During 2005-11, expenditure under PSIPs has registered a negative CAGR of 5%, with the fall more prominent
in 2010 RE and 2011 BE. Table 38 shows the expenditure under these projects during 2005-11. With the
exception of 2008 which was an election year, PSIP expenditure as a percentage of total expenditure of MoHF
has shown a steady decline. As per 2011 BE, it constitutes only 1% of the total expenditure of MoHF. This would
imply that only a very small proportion of expenditure incurred by the Government in the health sector is being
directed towards creation of new infrastructure.
Table 38: PSIP Expenditure, MoHF, 2005-11

2005

2006

2007

2008

2009

2010 RE

2011 BE

23.08

36.69

27.17

128.56

52.57

19.09

16.91

Capital Expenditure, MoHF

34%

31%

23%

61%

62%

70%

62%

Total Expenditure , MoHF

5%

5%

3%

9%

3%

2%

1%

PSIP Expenditure (in million Rufiyaa)
As percentage of:
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In 2010, Government of Maldives introduced ‘Program Budgeting’, under which spending agencies were
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at the nature of activities listed under the various health related strategies of SAP. It should be noted that
expenditure estimates analyzed in this section do not include foreign aid.

2.4.1 Focus Areas
Focus areas of SAP that require intervention by MoHF have been listed in Table 39. In addition to these focus
areas, the program budget of MoHF includes expenditure under two other heads that are not directly drawn
from SAP, namely, Law and Legislative Affairs and Administration.
Estimates shown under SAP linked focus areas and non-SAP linked heads do not include Salaries and Wages
expenses. These have been estimated and shown separately in the program budget.
Table 39: Focus Area-wise non-salary Budgetary Allocation for 2011 (in million Rufiyaa)

SAP
Code

Focus Area (Pledge/ Sector)

Capital

Recurrent

Total

Share

1.4

Affordable and Quality Health
Care for All

0.57

18.21

18.78

2.52%

1.5

Prevention of Narcotics Abuse
and Trafficking

-

5.28

5.28

0.71%

3.2

Benevolent State (Social
Protection)

0.68

537.50

538.17

72.09%

3.6

Strengthening Family Ties (Child
& Family Protection)

-

0.38

0.38

0.05%

4.5

Employment and Human
Resource Development

-

11.55

11.55

1.55%

5.1

Gender

-

0.55

0.55

0.07%

Non-SAP linked heads (Law and
Legislative Programmes, and
Administration)

25.92

145.85

171.77

23.01%

TOTAL

27.17

719.31

746.48

100.00%

It should be noted here that the total non salary budget as per the program budget of MoHF is 746.48 million
Rufiyaa, while as per the economic classification (as analysed in Section 2.3), the figure stands at 596.48 million
Rufiyaa. Thus, there is a discrepancy of 150 million Rufiyaa in the estimates presented in the program budget
and as per the economic classification. The present analysis does not correct for the disparity and continues the
analysis with the figures provided in the program budget.
Table 39 shows budgetary provisions under all focus areas and the share of each focus area in the total non
salary budget of MoHF for 2011. Clearly, 3.2: ‘Benevolent State (Social Protection)’ gets the biggest share (72%)
of the budgetary allocation while non-SAP-linked heads rank second with a share of 23%.
Given that 3.2: ‘Benevolent State (Social Protection)’ receives such a large proportion of the budgeted
expenditure, a more detailed policy-wise and strategy-wise analysis has been carried out for this focus area in
the subsequent sections. Moreover, since the focus area 1.4: ‘Affordable and Quality Health Care for All’
is one of the 5-Key Pledges and lists down policies and strategies fundamental to the Ministry of Health and
Family, a similar analysis has also been done for this focus area.

2.4.1.1 Focus Area 1.4: ‘Affordable and Quality Health Care for All’
Policy-wise analysis
Table 40 shows the policy wise estimates under this focus area. In terms of the quantum of budgetary provision
allocated, policies 1.4.2 and 1.4.1 emerge as the most important as they account for 55.8% and 40.5%
respectively. The remaining 3.7% is shared by the following four policies, viz, 1.4.3, 1.4.4, 1.4.5 and 1.4.6. A
strategy wise analysis has, thus, been carried out only for 1.4.1 and 1.4.2.
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Table 40: Policy-wise allocation of 1.4 (in million Rufiyaa)

SAP
Code
1.4.1

Policy
P1

1.4.2

P2

1.4.3

P3

1.4.4

P4

1.4.5

P5

1.4.6

P6

Strengthen health promotion,
protection and advocacy for
healthy public policies
Provide access to affordable,
equitable and quality health
services including provision
of universal health insurance
Build a competent,
professional health service
workforce
Build a culture for evidencebased decision making within
the health system
Establish and enforce
appropriate quality assurance
and regulatory framework for
patient and provider safety
Enhance the response of
health systems in
emergencies

Capital

Recurrent

Total

Share

0.21

7.40

7.61

40.5%

0.27

10.22

10.48

55.8%

0.00

0.25

0.25

1.3%

-

0.03

0.03

0.1%

0.10

0.29

0.39

2.1%

-

0.02

0.02

0.1%

Strategy-wise analysis for 1.4.1
Under the first policy 1.4.1 of ‘Strengthen health promotion, protection and advocacy for healthy
public policies’ the second strategy 1.4.1.2 has the maximum allocation (about 61% of the entire capital and
recurrent allocation under the policy). The fifth strategy 1.4.1.5 accounts for 21% of the total allocation. The
remaining three strategies 1.4.1.1, 1.4.1.3 and 1.4.1.4 together constitute 18% of entire allocation.
Table 41: Budgetary provision under Policy 1.4.1 in 2011 (in million Rufiyaa)

1. Key Pledges
1.4

Affordable and Quality Health Care for All

Capital

Recurrent

Total

1.4.1

P1

Strengthen health promotion, protection
and advocacy for healthy public policies

0.21

7.40

7.61

1.4.1.1

S1

Develop and implement programmes to
empower communities for promoting healthy
public policies, setting and behaviours through
networking and building capacity for health
promotion, advocacy for enabling environment
for practice for healthy behaviour

0.06

0.70

0.76

1.4.1.2

S2

Strengthen vaccination , growth monitoring
(including development milestones), IECD
(Integrated early childhood development), new
born care and IYCF (Infant and youth child
feeding), programmes in communities and
expand child health and nutrition surveillance
system

0.08

4.57

4.64

1.4.1.3

S3

Strengthen safe motherhood and reproductive
programmes including age, sex appropriate
ASRH (Adolescent sexual reproductive health),
RH cancers, gender base violence and provision
for reproductive health commodities.

-

0.60

0.60
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1. Key Pledges
1.4.1.4

S4

Strengthen policies and programmes for
prevention and control of non-communicable
disease (NCDs), including mental health, injuries
and disability prevention with risk factor
surveillance of NCDs

-

0.02

0.02

1.4.1.5

S5

Strengthen programmes for prevention and
control of TB, HIV and other communicable
disease (including Zoonoses) and address
emerging disease related climate change through
integrated vector management and improved
entomological surveillance and integrated
disease surveillance system

0.08

1.52

1.59

Strategy-wise analysis for 1.4.2
Under the second policy 1.4.2 of ‘Provide access to affordable, equitable and quality health services
including provision of universal health insurance’ the maximum budgetary allocation has been
provided for the sixth strategy 1.4.2.6 with 45% of the entire capital and recurrent allocation under the policy.
30% has been allocated for the second strategy 1.4.2.2 and 22% for the first strategy 1.4.2.1. The remaining
three strategies 1.4.2.3, 1.4.2.4 and 1.4.2.7 cumulatively constitute only 2% of the entire allocation under this
policy.
Table 42: Budgetary provision under Policy 1.4.2 in 2011 (in million Rufiyaa)

1. Key Pledges
1.4

Affordable and Quality Health Care for All

Capital

Recurrent

Total

0.27

10.22

10.48

1.4.2

P2

Provide access to affordable, equitable and
quality health services including provision of
universal health insurance

1.4.2.1

S1

Introduce and implement
insurance scheme(Madhana)

health

-

2.36

2.36

1.4.2.2

S2

Reorient national health policy towards revitalizing
PHC and build critical mass of PHC workers,
resourced with essential public health commodities
and sensitize decision makers at local level

0.24

2.91

3.15

1.4.2.3

S3

Support and facilitate establishment of community
pharmacies through PPP, together with appropriate
legal framework for ensuring safety and accessibility
to medicinal products

-

0.13

0.13

1.4.2.4

S4

Establish mechanisms such as telemedicine, referral
systems, contingency supplies and social health
insurance with PPP to ensure access to essential
health services

-

0.08

0.08

1.4.2.6

S6

Open
up
opportunities
for
provision
of
complementary medicine with appropriate legal
framework for quality and safety services.

0.03

4.74

4.76

1.4.2.7

S7

Strengthen health capacity for health system
management and performance monitoring of health
services delivered through PPP

-

0.01

0.01

a

universal

2.4.1.2 Focus Area: 3.2: ‘Benevolent State (Social Protection)’
Policy-wise analysis
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Under the focus area 3.2: ‘Benevolent State (Social Protection)’ three policies have been provided with
budget allocation. Of these, policy 3.2.2 accounts for 83.2% share of the total allocation. As previously shown in
Section 2.4.1, focus area 3.2 constitutes the major portion of the entire non-salary budgetary allocation for 2011.
This would imply that policy 3.2.2 is the most expenditure intensive policy getting an allocation of nearly 60%
of the entire non-salary budgetary allocation in 2011.
Given the small share of policy 3.2.3, a further strategy wise analysis has been carried out only for 3.2.1 and
3.2.2.
Table 43: Policy-wise allocation of 3.2: ‘Benevolent State (Social Protection)’ in 2011 (in million Rufiyaa)

SAP
Code
3.2.1

Capital
P1

3.2.2

P2

3.2.3

P3

Establish a social protection
system that is preventive,
promotive and
transformative
Ensure the sustainability of
social protection
expenditures
Provide protection from
uninsurable social risks for
the most vulnerable and
facilitate social risk
management to increase
social cohesion

Recurrent

Total

Share

0.68

88.12

88.79

16.5%

-

447.73

447.73

83.2%

-

1.65

1.65

0.3%

Strategy-wise analysis of 3.2.1
Five strategies have been allocated budget under the policy 3.2.1 ‘Establish a social protection system
that is preventive, promotive and transformative’. The eighth strategy 3.2.1.8 accounts for nearly 90%
of the allocation under the policy. Among the remaining strategies the most significant is the fourth strategy
3.2.1.4 with about 7% of allocation.
Table 44: Budgetary provision under Policy 3.2.1 in 2011 (in million Rufiyaa)

3. Social Justice
3.2

Benevolent State (Social Protection)

Capital

Recurrent

Total

3.2.1

P1

Establish a social protection system that is
preventive, promotive and transformative

0.68

88.12

88.79

3.2.1.1

S1

Develop and implement legislation on social protection

0.43

1.68

2.11

3.2.1.4

S4

Strengthen the delivery mechanisms of social
assistance to reduce wastage and increase efficiency,
access and equality

0.53

6.00

6.52

3.2.1.5

S5

Establish a data management system that will enable
monitoring and evaluation of the social protection
programme, linked to national registration and other
national statistical information systems

0.15

0.35

0.50

3.2.1.8

S8

Expand coverage of basic health insurance scheme to
all segments of the population

-

81.71

81.71

3.2.1.9

S9

Broaden health insurance coverage to include health
care institutions of neighbouring countries

-

0.06

0.06

Strategy-wise analysis of 3.2.2
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Under the policy 3.2.2 ‘Ensure the sustainability of social protection expenditures’ there is only one
strategy 3.2.2.1. In terms of the quantum of allocation this strategy accounts for the maximum allocation among
all strategies in the program budget.
Table 45: Budgetary provision under Policy 3.2.2 in 2011 (in million Rufiyaa)

3. Social Justice
3.2

Benevolent State (Social Protection)

3.2.2

P2

3.2.2.1

S1

2.4.2

Recurrent

Ensure the sustainability of social protection expenditures

447.73

Establish a social security fund to insure social protection expenditure against
economic shocks
Activities21

447.73

Each health related strategy has been divided into numerous activities in the program budget of MoHF. Given
the extremely large number of such activities, an attempt at clubbing them into a smaller number of groups has
been made to enable a meaningful analysis. These groups broadly reflect the nature of activities included under
them.
All activities have been, thus, categorized into 25 groups as listed in Table 46 along with their corresponding
expenditure allocation for 2011.
Table 46: Activity wise allocation of Budget Expenditure in 2011 (in million Rufiyaa)

Capital

Recurrent

Totals

1

Activity
Administrative/ Running Costs

-

2.39

2.39

2

Travelling Costs

-

2.21

2.21

3

Meetings Expenses

-

0.32

0.32

4

Awareness programs/ Campaigns

5

Inspection Expenses

6

-

1.35

1.35

0.08

0.53

0.60

-

0.67

0.67

7

Monitoring/Regulation/ Supervision/
Evaluation
Publishing

-

0.05

0.05

8

Financial Aid/Electricity Subsidy

-

224.10

224.10

9

Trainings/ Workshops/ Seminars

-

1.89

1.89

10

Audit related expenses

-

0.14

0.14

11

Accreditation related expenses

-

0.03

0.03

12

0.04

0.36

0.40

13

Adaptation of new Technology/
Service/ Legislation
National Days Expenses

-

0.02

0.02

14

Establishing pharmacies

-

0.66

0.66

15

0.18

1.21

1.39

16

Improving Effectiveness of
Services/Programs
Laboratory Testing

-

2.14

2.14

17

Program Specific Expenses

-

1.66

1.66

18

Allowances

-

-

-

19

Controlling diseases

0.08

0.24

0.31

21 It should be noted that the program budget was originally prepared in Dhivehi. The grouping exercise has
been based on rough translations provided by MoFT and as such may not correctly reflect the true nature of
certain activities.
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Activity
20

Capital

Recurrent

Totals

0.15

306.96

307.11

-

0.30

0.30

-

-

-

0.08

0.11

0.19

-

0.32

0.32

21

Health Insurance and Social Security
related expenses
Introduction of New Services

22

Rehabilitation related expenses

23

Operational cost of ambulance

24

Guidelines and regulations

25

Miscellaneous

0.09

15.15

15.24

Total

0.68

562.80

563.48

0.12%

99.88%

100.00%

Shares in Total

Table 47 shows the top ten groups receiving the highest allocation. Surprisingly, the first 2 groups contribute to
more than 90% of the total non salary expenditure estimated in the program budget.
Table 47: Top Ten Activities in terms of Expenditure incurred in 2011 (in million Rufiyaa)

Rank

Activity

1

Health Insurance and Social Security related expenses

2
3

Financial Aid/Electricity Subsidy
Miscellaneous

4

Administrative/ Running Costs

2.39

5

Travelling Costs

2.21

6

Laboratory Testing

2.14

7

Trainings/ Workshops/ Seminars

1.89

8

Program Specific Expenses

1.66

9

Improving Effectiveness of Services/Programs

1.39

10

Awareness programs/ Campaigns

1.35

Share in Total
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Appendix A: Health Sector in
Maldives – An Overview
Background

Figure 24: Inter-linkages among health, wealth
and health systems

Studies carried out across the globe provide historical
evidence to support the claim that health and economic
development go hand in hand. Figure 2422 depicts the
inter-linkages between health, wealth and the systems
that contribute to affordable and quality health care in
the economy. It shows how improvement in economic
status increases an individual’s purchasing power,
thereby enabling better access to health services.
Improved health, in turn, enhances productivity, which
directly contributes to the economic status of an
individual. In parallel to that, health systems and wealth
are interlinked. High income economies have more
resources at their disposal to allocate to priorities
sectors. Hence, they are usually characterized by large
health expenditure dedicated towards improving the
health systems in the country.

National Income and Health Outcomes
Health outcomes are usually found to be positively correlated to the national income of a country. Thus, it is
expected that countries with higher per capita income should show better performance against health
indicators. However, a comparison of Per Capita Gross Domestic Product (PCGDP) against 2 key health
indicators – Infant Mortality Rate (IMR) and Life Expectancy in 2009 for the top ten countries, with the
highest PCGDP in the lower middle income group, reveals contrasting results.
Figure 25 maps the rank of these countries on their Per Capita GDP in 2009 against their Infant Mortality

Rates in the same year. Maldives emerges as the first rank holder in PCGDP as well as has the least IMR when
compared with the 55 other countries in the lower middle income group.

22

Source: World Health Organization (WHO)
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An analysis of the country’s performance against select health indicators over the past decade has 
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Source: World Development Indicators, 2009
Figure 29: Under 5 Mortality rate, 2009

Source: Maldives health profile, WHO
As a result of successful early childhood health programmes, under 5 mortality rate has been declining since
1999. However, there are significant variations across regions and income groups. As can been seen in Source:
World Development Indicators, 2009
Figure 29, in the poorest 20% income group, 28 children per 1000 births die before the age of 5, while the

corresponding figure for the highest income quintile of the population stands at 21. This could possibly be
attributed to variation in access and quality of health services across income groups. Importantly, given the
small population size, this variance is a cause for concern.

Shift in incidence from Communicable to Non Communicable Diseases
Significant progress has been made in the control of communicable diseases. Malaria has been eliminated from
the country in the last 15 years and other diseases such as leprosy and filaria are now at the stage of zero
transmission. With achievements in universal immunization, most childhood infectious diseases have been
eradicated. No indigenous cases of, polio and diphtheria and whooping cough have been reported since 1978.
Although such significant achievements have been made in the control of communicable diseases, non
communicable diseases, particularly lifestyle-related diseases, pose a major challenge for the country. A large
percentage of patients admitted to hospitals suffered from non communicable diseases such as ischaemic heart
diseases, cerebrovascular diseases and hypertensive diseases. In 2001, 26% of the deaths that occurred in
Indira Gandhi Memorial Hospital (IGMH) were from diseases of the circulatory system. Patients seeking
medical assistance from cancer have also been increasing significantly. The main types of cancer are cervical
and breast cancer in women and oral cancer. In 2001, 14% of total deaths in IGMH resulted from various
neoplasms or cancers.

Tobacco Consumption
Use of tobacco is an important indicator for risk factors that are associated with mortality and morbidity. The
proportion of tobacco smoking adults in the total population of Maldives exceeds not only the regional average
but also the global average for both males and females.
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Figure 30: Tobacco Smoking (adults 15+) (in percentage of total population), 2006
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Source: Maldives Health Profile, WHO, 2009
In addition to high tobacco consumption, Maldives also faces the challenge of reducing drug abuse among
young people. An assessment conducted in 2006 by UNICEF and local NGO Journey, showed that the age of
first drug use had declined to 12 – 16 years with isolated incidents being reported of children as young as 9
years using drugs. Table 49, which shows drug abuse case reported by age in 1999-2008, clearly highlights the
growing drug abuse cases for all age groups.
Table 49: Drug abuse cases reported by age 1999-2008

Year

<16 years

16-24 years

25-39 years

40+

total

1999

28

153

96

25

302

2000

9

179

138

30

356

2001

5

57

124

9

195

2002

11

212

164

29

416

2003

37

192

167

23

419

2004

12

390

361

34

797

2005

13

401

362

50

826

2006

14

603

605

78

1300

2007

16

832

757

84

1689

2008
24
1326
1135
133
Source: Maldives Health Statistics 2009, Ministry of Health and Family, Republic of Maldives

2618

Malnutrition
Another challenge that Maldives faces in the health sector is the high level of malnutrition among children
below 5 years of age. In 2001, 30% of children were found to be underweight, 25% stunted, 13% wasted and 9%
severely undernourished. In 2009, as per the World Bank estimates, 21% of under 5 children were suffering
from Malnutrition of the type weight for age. The prevalence of malnutrition is found to be more prominent in
children at age 6-11 months.
Addressing this issue would require emphasis on effective management of national nutrition, food security and
food safety programmes. Furthermore, there has been a spurt in cases of anaemia and maternal nutrition
deficiencies in recent years. Nutrition should, thus, be made one of the major priorities of the health sector.
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Source: Maldives Demographic and Health Survey, 2009
This demographic dividend has the potential to significantly boost economic growth of Maldives. However,
success in reaping such benefits crucially hinges on factors such as the health care facilities accessible to the
new generation. Efficient investment of resources to effectively provide affordable and quality health care for all
is, thus, the need of the hour.

Dispersed Population
The geographical coverage of Maldives spreads across 90000 km, making it one of the most dispersed countries
in the world. Not surprisingly, adequate and quality health care facilities to remote areas at affordable cost
remain a challenge. Government of Maldives (GoM), in recent years, has taken significant steps to address this
issue such as:



Reorganization of the health system with the introduction of atoll hospitals and increased placement of
doctors at health centres;
Center for Community Health and Disease Control (CCHDC) entrusted with the responsibility of for
developing and monitoring of all preventive health programmes.

Limited Health workforce
A World Health Organization (WHO) study on Maldives revealed that 77% of the practicing doctors are
expatriates. Such dependence on foreign medical professionals in the absence of adequate trained local medical
personnel has led to a burgeoning wage bill diverting valuable resources away from other development
activities. This emphasizes the need for appropriate development and management of human resources for
health. In addition, in-country training facilities also need to be improved.
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Central Level
Ministry of Health and Family is responsible for formulating overall health policy and health development
plans for the country, in addition to monitoring and evaluation of the health situation. The organizational
structure of MoHF has been given in Annexure 3. Medium term (five-year) National Development Plans are
guided by Maldives Vision 2020. Planning within the health sector is guided by Vision 2020, National
Development Plan and the Health Master Plan 2006-2015. Monitoring and evaluation is done at ministry and
departmental levels.
Other central institutions functioning under the Ministry of Health and Family include:


Centre for Community Health and Disease Control (CCHDC): This agency is responsible for
implementing preventive and promotive health programmes and for delivering basic healthcare services
to the atolls and islands. It develops and conducts programmes to promote and protect health, enforce
public health legislations, monitor epidemiological situation and provide standards and guidelines for
diseases prevention and control



Maldives Food and Drug Authority: This Authority regulates and monitors quality of food and food
products, medicines, medical devices, healthcare commodities and pharmaceutical services; provide
services of public health laboratory.



National Blood Transfusion Services: This institution provides blood and blood products for humans. Its
primary objective is to ensure availability of a sufficient supply of high quality blood and blood
components for transfusion with maximum efficacy and minimum risk to both donors and recipients.



National Social Protection Agency: This Agency provides social health insurance and other social
protection benefits and subsidies.



Department of Drug Prevention and Rehabilitation Services: This Department develops and conducts
programmes for prevention and control of drug abuse, provide drug rehabilitation services.



Department of Gender and Family Protection Services: This Department provides social protection
services to victims of abuse; provide facility based state care; promote, empower and protect the rights of
vulnerable groups (children, women, elderly and person’s with disability).

Apart from MoHF, the other organisations functioning at Central Level include the new formed Male’ Health
Services Corporation (MHSC). Created in April 2010, MHSC is an important step by the GoM towards
improving efficiency in health services. MHSC comprises of the Indira Gandhi Memorial Hospital, Male Health
Center, Hulhumale Hospital, Villingili Health Center and National Thalessemia Centre, which were previously
under the purview of MoHF.

Regional Level
At the regional level there are six hospitals:
1.
2.
3.
4.
5.
6.

Hithadhoo Regional Hospital
Kulhudhuffushi Regional Hospital
Ungoofaaru Regional Hospital
Muli Regional Hospital
Gan Regional Hospital
Thinadhoo Regional Hospital

These hospitals provide secondary level curative services and, through Public Health Units, implement
preventive health programmes and supervise third and second-level health services. They are also responsible
for supervision of atoll-level health service providers, including atoll hospitals. Public Health Units established
in these hospitals are mandated to provide preventive and promotive health services and supervise similar work
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at atoll and island levels. These units have dual control, with administrative support coming from the hospital
and technical support provided by the Centre for Community Health and Disease.

Atoll Level
At the Atoll level there are currently 13 atoll hospitals:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.

Haa Alif Atoll Hospital
Shaviyani Atoll Hospital
Noonu Atoll Hospital
Baa Atoll Hospital
Lhaviyani Atoll Hospital
Alif Alif Atoll Hospital
Alif Dhaalu Atoll Hospital
Vaavu Atoll Hospital
Faafu Atoll Hospital
Dhaalu Atoll Hospital
Thaa Atoll Hospital
Gaaf Alif Atoll Hospital
Nyaviyani Atoll Hospital

These hospitals serve high-population atolls with difficult access to regional hospitals, with the aim of handling
obstetric and surgical emergencies.

Island Level
At the island level, there exist either health centres or health posts. Islands with higher population have a
health centre while those with a smaller population have a health centre. Centres are equipped with staff
including doctors for curative services and community health workers (CHWs) for preventive services, whereas
health posts are staffed with a Community Health Worker (CHWs) in some cases and Family Health Workers
(FHWs) and Traditional Birth Attendants (TBAs) in others.

Private Sector Participation
In the private sector, healthcare primarily covers outpatient and diagnostic services. The first private hospital,
ADK hospital owned by ADK Enterprises has 50 beds as on 2007. The hospital is one of the two major hospitals
in Male and owns one of the biggest pharmacy lines in the capital. All private health service providers such as
private hospitals, polyclinics, diagnostic services, pharmacies are required to report to Ministry of Health and
Family for compliance to health policy regulations.

Other Organisations
In addition to the public authorities and private sector participation in health sector there are other NGOs,
Congressional Budget office (CBOs) and professional associations (health promotion and community health
services) which collaborate with Ministry of Health and Family to provide affordable and quality health service
to all.
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Appendix D: Activity wise
allocation of Budget Expenditure
in 2012
Table 50: Activity wise allocation of Budget Expenditure in 2012 (in million Rufiyaa)

Activity

Capital

Recurrent

Totals

1

Administrative/ Running Costs

-

2.62

2.62

2

Travelling Costs

-

4.98

4.98

3

Meetings Expenses

-

0.63

0.63

4

Awareness programs/ Campaigns

-

3.69

3.69

5

Inspection Expenses

0.09

0.48

0.57

6

-

1.18

1.18

7

Monitoring/Regulation/ Supervision/
Evaluation
Publishing

-

0.51

0.51

8

Grants and Subsidies

-

224.10

224.10

9

Trainings/ Workshops/ Seminars

-

3.77

3.77

10

Audit related expenses

-

0.25

0.25

11

Accreditation related expenses

-

0.01

0.01

12

0.04

0.81

0.84

13

Adaptation of new Technology/
Service/ Legislation
National Days Expenses

-

0.11

0.11

14

Establishing pharmacies

-

0.81

0.81

15

0.54

1.96

2.50

16

Improving Effectiveness of
Services/Programs
Laboratory Testing

-

2.25

2.25

17

Program Specific Expenses

-

2.76

2.76

18

Allowances

-

0.13

0.13

19

Controlling diseases

0.08

0.50

0.58

20

Health Insurance related expenses

-

299.43

299.43

21

Introduction of New Services

-

0.52

0.52

22

Rehabilitation related expenses

-

0.08

0.08

23

Operational cost of ambulance

-

1.07

1.07

24

Guidelines and regulations

-

0.34

0.34

25

Others

0.14

18.89

19.04

Total

0.88

571.91

572.79

Shares in Total

0.15%

99.85%

100.00%
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Several reforms have been initiated by Government of Maldives since 2009 for promoting efficiency in the
health sector. All agencies involved in health service delivery i.e. hospitals and health centres including the
Indira Gandhi Memorial Hospital (IGMH) have been corporatized to form 8 Health Service Corporations. Local
Councils constituted under the ‘Act on Decentralisation of the Administrative Divisions of Maldives’ have been
entrusted with the responsibility of preventive community health care at the island level.
Ministry of Health and Family, however, remains responsible for formulating overall health policy and health
development plans for the country, in addition to monitoring and evaluation of the health situation. Other
central institutions functioning under the Ministry of Health and Family include:


Center for Community Health and Disease Control: This agency is responsible for implementing
preventive and promotive health programmes. It develops and conducts programmes to promote and
protect health, enforce public health legislations, monitor epidemiological situation and provide
standards and guidelines for diseases prevention and control
Maldives Food and Drug Authority: This Authority regulates and monitors quality of food and food
products, medicines, medical devices, healthcare commodities and pharmaceutical services; provide
services of public health laboratory.
National Blood Transfusion Services: This institution provides blood and blood products for humans. Its
primary objective is to ensure availability of a sufficient supply of high quality blood and blood
components for transfusion with maximum efficacy and minimum risk to both donors and recipients.
National Social Protection Agency: This Agency provides social health insurance and other social
protection benefits and subsidies.
Department of Drug Prevention and Rehabilitation Services: This Department develops and conducts
programmes for prevention and control of drug abuse, provide drug rehabilitation services.
Department of Gender and Family Protection Services: This Department provides social protection
services to victims of abuse; provide facility based state care; promote, empower and protect the rights of
vulnerable groups (children, women, elderly and person’s with disability).









Private Sector Participation
In the private sector, healthcare primarily covers outpatient and diagnostic services. The first private hospital,
ADK hospital, owned by ADK Enterprises is a 50-bed23 multi-specialty hospital. . The hospital is one of the two
major hospitals in Male and owns one of the biggest pharmacy lines in the capital. Government has encouraged
substantial and increasing involvement of private sector in health delivery system to bring in efficiency. All
private health service providers such as private hospitals, polyclinics, diagnostic services, pharmacies are
required to report to Ministry of Health and Family for compliance to health policy regulations.
Other Organisations
In addition to the public authorities and private sector participation in health sector there are other Non
Governmental Organisation (NGOs) such as Care Society, Society for Health Education; and Congressional
Budget office (CBOs) and professional associations (health promotion and community health services) which
collaborate with the Ministry of Health and Family to provide affordable and quality health service to all.

3.1.2 Strategic Objectives and Policy Direction
Maldives has adopted a focused agenda for development of the health sector. Multiple documents highlight the
policy direction in this sector such as the Strategic Action Plan, Seventh National Development Plan and the
Health Master Plan 2006-2015. Following points summarizes the policy direction in the sector:
1. Enhance awareness among the population to protect and promote their health
2. Prevent and reduce burden of disease and disabilities and improve quality of life
3. Ensure equitable access to health care services specifically primary health care as to reduce cost of health
for population in remote islands

23

Source: http://www.adkhospital.mv
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4. Establish and enforce appropriate quality assurance and regulatory framework for patient and provider
safety
5. Given the fiscal constraints explore other opportunities for financing health care services such as promoting
Public Private Partnerships(PPP) in health
6. Enhance investment in human resource development for health sector as to build a competent and
professional health workforce
7. Streamline resources on providing preventive and curative services for non-communicable diseases
8. Enhance the response of health system in emergencies
9. Build a culture of evidence based decision making within the health system
As per the WHO document on the strategic plan for “Vision 2020: The Right to Sight”, nearly 0.80 % of the
Maldives population is blind and approximately 90% of blindness is avoidable i.e. readily treatable and
preventable. Hence to streamline efforts in this direction, MoHF has launched Vision 2020 action plan aimed at
creating awareness about preventive eye health, providing quality health care to affected population, capacity
building initiatives, and ensuring complete coverage of all inaccessible and underserved areas.

3.2 Health, Nutrition, Population Outcomes and
Challenges
3.2.1 Background
Studies carried out across the globe provide historical
evidence to support the claim that health and economic
development go hand in hand. Figure 2424 depicts the
inter-linkages among health, wealth and the systems
that contribute to affordable and quality health care in
the economy. It shows how improvement in economic
status increases an individual’s purchasing power,
thereby enabling better access to health services.
Improved health, in turn, enhances productivity, which
directly contributes to the economic status of an
individual. In parallel to that, health systems and wealth
are interlinked. High income economies have more
resources at their disposal to allocate to priorities
sectors. Hence, they are usually characterized by large
health expenditure dedicated towards improving the
health systems in the country.

Figure 35: Inter-linkages among health, wealth
and health systems

Maldives has shown remarkable socio-economic development in recent years transforming itself from one of
the 20 poorest countries in the world in 1970s as Least Developed Country (LDC) to Middle Income Country
status. There have been only 3 countries in the world till date who have transformed themselves in the same
fashion. A snapshot of the country’s performance in 2009 against the selected indicators compared to the
regional and global averages has been given in le 31.

24
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…
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Country
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Gross National income per capita(Purchasing
Power Parity international $)
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Life Expectancy at
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Adult Mortality rate (5-59 years - both sexes)

Mortal
ity and
Burde

General

Table 51: Selected Indicators, 2009

Source: World Health Organization
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An analysis of the country’s performance against select health indicators over the past decade has been detailed
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Source: Maldives Health Profile, WHO, 2009
In addition to high tobacco consumption, Maldives also faces the challenge of reducing drug abuse among the
young population. An assessment conducted in 2006 by United Nations Children’s Education Fund (UNICEF)
and NGO “Journey”, showed that the age of first drug use had declined to 12 – 16 years with isolated incidents
being reported of children as young as 9 years using drugs. Table 52, which shows drug abuse case reported by
age in 1999-2008, clearly highlights the growing drug abuse cases for all age groups.
Table 52: Drug abuse cases reported by age, 1999-2008

Year

<16 years

16-24 years

25-39 years

40+

Total

1999

28

153

96

25

302

2000

9

179

138

30

356

2001

5

57

124

9

195

2002

11

212

164

29

416

2003

37

192

167

23

419

2004

12

390

361

34

797

2005

13

401

362

50

826

2006

14

603

605

78

1300

2007

16

832

757

84

1689

2008
24
1326
1135
133
Source: Maldives Health Statistics 2009, Ministry of Health and Family, Republic of Maldives

2618

Figure 39 shows the drug abuse cases reported as % of the total population. Since 1999 drug abuse cases has
increased considerably from merely 0.1% in 1999 to 0.9% in 2008 which calls for immediate effort in this
regard.
Figure 39: Drug abuse cases reported as % of the total population (1999-2008)
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Drug Abuse Cases reported(%)
Source: Maldives Health Statistics 2009, Ministry of Health and Family, Republic of Maldives and World
Development Indicators, 2011
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Figure 42: Under 5 Mortality rate, 2009

Source: Maldives Health Profile, WHO, 2009
As a result of successful early childhood health programmes, Under-5 mortality rate has been declining since
1999. However, there are significant variations across regions and income groups. As can been seen in Figure
42, in the lowest income quintile , 28 children per 1000 births die before the age of 5, while the corresponding
figure for the highest income quintile of the population stands at 21. This could possibly be attributed to
variation in access and quality of health services across income groups. Importantly, given the small population
size, this variance is a cause of concern.

3.2.8 Infant Mortality Rate, Contraceptive Use, Stunting
Following the analysis on various health indicators at national level, there is a need to check for disparity in
health outcomes across atolls. Table 53 depicts Life Expectancy at birth, Stunting (Height for Age) as % of atoll
population, Contraceptive Use as % of atoll population across atolls and Male` in 2004. The Vulnerability and
Gap Assessment report 2004 reveals significant amount of disparity across atolls.
Table 53: Life Expectancy, Stunting as % of atoll population and Contraceptive Use 2004

Atolls
Male

PwC

Life expectancy at
birth(Both Sexes)
69

Stunting( Height for Age) as
% of atoll population
17

Contraceptive Use( as % of
atoll population)
21.7
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3.2.10

Mortality rate disparities

Figure 44 and Table 54 highlights the disparity in Infant Mortality rate, Child Mortality rate, Under-5 Mortality
rate across Male` and other regions in 2009.
Figure 44: Infant Mortality rate, Child Mortality rate and Under-5 Mortality rate across regions, 2009
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Source: Maldives Demographic and Health Survey, 2009
Table 54: Mortality Rates, Male and Atolls-2008
Variable

Male

Atolls

IMR

12

10

Under-5 Mortality Rate

13

14

Early Neonatal Death Rate(0-6 days)

5.38

6.36

Late Neonatal Death Rate(7-27 days)

2.99

1.38

Post Neonatal Rate(28-364 days)

3

2

Neonatal Death Rate(0-27 days)

8.36

7.74

Source: Maldives Health Statistics, 2009

3.3 Developmental Challenges
In addition to the above mentioned health issues, Maldives also face some distinct developmental challenges
that pose a threat to the economic stability of the country. These challenges are primarily the result of the
inherent structural problems faced by the country. The geographical severity of the country, coupled with
scattered population, has led to severe diseconomies of scale in the provision of health care services.
Furthermore, the acute scarcity of skilled health personnel has proved to be a major constraint in the
sustainable development of the health sector.

3.3.1 Demographic dividend
The population structure of the country is such that majority of the population is concentrated in the age group
of 35 or below, as shown in Figure 32. Compared to other countries such as China, United States, Russia, Japan,
etc. who are dealing with aging population and a decreasing proportion of population in earning age group,
Maldives has a larger young population with more people added to workforce resulting in more hands
supporting economic growth.
Figure 45: Population Structure
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3.4.1 WHO Statistics
3.4.1.1 Total Expenditure on Health (THE)
Defined as the sum of all outlays for health maintenance, restoration or enhancement paid for in cash or
supplied in kind, THE is one of the core indicators of health financing systems. It provides information on the
level of resources channelled to health relative to a country's wealth.
Figure 46 shows trends in THE as a percentage of GDP for Maldives and Belize 25 and the Lower Middle Income
Group average during the period 2000-2009. Throughout this period, Maldives boasts of the highest THE as a
percentage of GDP. However, it has recorded a fall in this figure compared to its level in 2000. This decrease in
proportion of resources dedicated towards improvement in health outcomes with increase in national income is
a cause for concern.
Figure 46: Total Expenditure on Health as % of GDP, 2005-09
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Source: World Development Indicators, 2011

3.4.1.2 General Government Expenditure on Health (GGHE) and Private Expenditure
on Health
General Government Expenditure on Health is defined as the sum of health outlays paid for in cash or supplied
in kind by government entities, such as the Ministry of Health and Family, other ministries, parastatal
organizations or social security agencies (without double counting government transfers to social security and
extra-budgetary funds). It includes all expenditure made by these entities, regardless of the source, so includes
any donor funding passing through them. It also includes transfer payments to households to offset medical
care costs and extra-budgetary funds to finance health services and goods.
Private Expenditure on Health is defined as the sum of outlays for health by private entities, such as
households, commercial or mutual health insurance, non-profit institutions serving households, resident
corporations and quasi-corporations with a health services delivery or financing function. It includes
expenditures from all sources, so includes any donor funding passing through these ‘financing agents’.

25 Belize is used as a comparison country due to comparable Per Capita GDP and geographical characteristics.
Further, figures for Belize and LMIG in this section have been taken from World Development Indicators
database
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Figure 11 shows the proportion of GGHE and Private Expenditure on Health in THE for Maldives and the
corresponding average proportions for Lower Middle Income Countries. It can be seen that during 2000-09:


Share of health expenditure by Government of Maldives in THE has grown at a faster rate (increase by18
percentage points) than the growth in the corresponding average figure for the Lower Middle Income
Countries (increase of only 10.3 percentage points)
From being the dominant contributor to THE in 2000, private spending in health has a significantly
lower share of 35.1% in 2009
Growth in expenditure by GoM in the health sector has significantly outpaced the increase in private
spending on health during 2000-09




Figure 47: GGHE and Private Expenditure on Health as % of Total Expenditure on Health
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3.4.1.3 GGHE and General Government Expenditure
General government expenditure (GGE) summarizes the total operations of all public entities. It includes the
consolidated outlays of all levels of government, social security and extra-budgetary funds. The revenue base of
these entities may comprise multiple sources, including external funds and loans.
As can be seen from Figure 12, share of GGHE in General Government Expenditure has fallen from 11.1 % in
2000 to 7.5% in 2009. This indicates that over the last ten years, as compared to other sectors, health has not
been a priority sector for government spending in Maldives.
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Figure 48 : GGHE as % of General Government Expenditure
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3.4.1.4 Out of Pocket Expenditure
Figure 49 shows the Out-of-Pocket Expenditure as percentage of Private and Total Health Expenditure. Out-ofPocket Expenditure is defined as the direct outlay by households, including gratuities and in-kind payments, to
health practitioners and suppliers of pharmaceuticals, therapeutic appliances, and other goods and services
whose primary intent is to contribute to the restoration or enhancement of the health status of individuals or
population groups. It constitutes a part of Private Expenditure on Health.
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Figure 49: Out-of-Pocket Health Expenditure as % of Private and Total Health Expenditure, 2005-09
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Source: WHO Health Statistics
During the period 2005-09, Out-of-Pocket expenditure as percentage of Private Expenditure on Health and
Total Health Expenditure declined but remained high at 72%and 25% (2009) respectively.
Significantly high Out-of-Pocket expenditure may cause catastrophic health expenditure. This may force
individuals to cut-down expenditure on necessities such as food, shelter, children’s education and so forth. An
empirical comparison (WHO, 2005) of Out-of-Pocket expenditure and extent of catastrophic health
expenditure reveals that countries where Out-of-Pocket expenditure is less than 15% of total health spending,
few households face catastrophic payments. While this figure for Maldives is considerably higher, with the roll
–out of the Universal Health Insurance scheme in 2012, it can be expected to fall in the near future.
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3.4.1.5 Per Capita Expenditure on Health
Figure 13 shows the total expenditure on health relative to the beneficiary population, expressed in US$ to
facilitate international comparisons, in 2000 and 2008. With respect to this indicator, in absolute terms,
Maldives still has a long way to go to match up to global averages, though it significantly out performs other
countries in its income group. In terms of growth during the period 2000-08, per capita expenditure on health
in Maldives has shown the highest growth of 183% versus a growth of 168% of LMIG and 76% for the global
average.
Figure 50: Per Capita Expenditure on Health, 2000 and 2008
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3.5 Budget Statistics, Government of Maldives
3.5.1 Expenditure of Ministry of Health and Family (MoHF)
The analysis contained in the following sub sections is based on actuals for 2005-09, Revised Estimates (RE)
for 2010 and Budget Estimates(BE) for 2011. Figures for expenditure have been drawn from the Regular Budget
of GoM, i.e. they do not include expenditure incurred from the fund accounts, government loan accounts,
foreign cash grants and development project grants and loans. All data has been sourced from the budget
documents of Government of Maldives.
As mentioned in Section 3.1.1, health service delivery in the country is now carried out through eight Health
Service Corporations. The revenue and expenditure of these Corporations falls outside the purview of the
government budget. Till 2009, all hospitals and health centres under these Health Service Corporations were
included under the budget of MoHF. Hence for the purpose of this analysis, all meaningful comparisons from
budget statistics can only be drawn till 2009.

3.5.2 Aggregate Spending
Figure 10 shows the trends in total expenditure of MoHF as percentage of Regular Budget and GDP (measured
in current prices) for the period 2005-2011. Total expenditure of MoHF as percentage of both Regular Budget
and GDP increased consistently during 2005-09 and peaked in 2009 at 17.44% and 8.16% respectively
primarily because of upward revision of salaries and wages in 2008. However, in 2010, aggregate spending by
MoHF as percentage of Regular Budget and GDP experienced drastic fall caused partially by the impact of
salary cuts in 2009 and formation of the Male’ Health Service Corporation (MHSC).
Figure 51: Aggregate spending by MoHF, 2005-201126

26

Figures for 2010 and 2011 are based on Revised Estimates and Budget Estimates respectively.
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Source: Ministry of Finance and Treasury

3.5.3 Details of Intra-Sectoral allocations
3.5.3.1 Expenditure by level of Care
Table 55: Classification of Different levels of Health Care
Services

Primary Health Care

Secondary Health Care

Tertiary Health Care

Level of Contact

First level of contact with the
individual, family and
community

Generally, no first level of
contact with patients

No first level of contact but
patients received on
referrals

Provision of
Specialized
No
Partially
Consultative
Services
Source: Declaration of Alma-Ata, International Conference on Primary Health Care

Fully

In this section, based on the definitions given in Table 55, health agencies in Maldives have been classified
across different levels of health care. As explained in Section 3.1.1, Health Centres at the island level are
responsible for primary health care, while hospitals at the atoll and regional levels cater to secondary health
care and Indira Gandhi Memorial Hospital is the sole tertiary health care hospital in the country.
In the economic classification of expenditure currently adopted by Government of Maldives, expenditures
incurred by Health Centres in the islands are not recorded separately and are clubbed under the Regional/Atoll
Hospital under which they are under the administrative control of. In the absence of such data, we have made
the following assumptions for this analysis:
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Two thirds of expenditure incurred by atoll hospitals and one third by regional hospitals has been
assumed to be spent by Health Centres i.e. for primary health care. The remaining expenditure of atoll
and regional hospitals is assumed to be for provision of secondary health care.
Two thirds of expenditure incurred by Department of Medical Services (DMS) has been included under
secondary health care while the remaining one third has been categorised under primary health care.
Expenditures incurred by the erstwhile Department of Public Health (DPH) and currently the Centre for
Community Health and Disease Control (CCHDC) and Ministry of Health and Family have been assumed
as administrative costs which have been equally divided across secondary and tertiary health care.
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Figure 52 shows the expenditure27 on health service delivery by level of care. During the period 2005-09, a shift
in focus of expenditure from tertiary health care to primary health care and secondary health care is observed.
Percentage share of primary health care in total expenditure on health service delivery has increased by more
than two folds since 2005, while share of tertiary health care expenditure has fallen from more than half to less
than one-third. This is a healthy trend and is line with the stated policy objectives of the Health Master Plan
2006-2015 and the Strategic Action Plan.
Figure 52: Expenditure allocation by Level of Care, 2005-09
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3.5.3.2 Expenditure as per GFS Classification
As per the Government Finance Statistics (GFS), 2001 Manual, expenditure 28 on health in Maldives can be
classified into:





Outpatient services
Hospital services
Public health services
Health N.E.C. (Not Elsewhere Classified)

For analysis of expenditure incurred across these heads, the following assumptions have been made:



Health Centres provide only outpatient services. In line with the assumptions made in the previous sub
section two thirds of expenditure incurred by atoll hospitals and one third by regional hospitals has been
taken to be spent in this category.
The remaining expenditure incurred by regional and atoll hospitals has been categorised under hospital
services.

Public health services, as per the GFS Manual, include services not connected with hospitals, clinics or
practitioners such as blood bank operations, disease detection, prevention, monitoring, family planning
services and epidemiological data collection. Accordingly, expenditure incurred by agencies such as the
National Blood Transfusion Service (NBTS), Vector Bone Disease Control Unit (VBDCU), Department of
Medical Services (DMS), Department of Public Health/ Centre for Community Health and Disease Control has
been categorised under this head.
Health N.E.C., as per the GFS Manual, includes expenditure on administration, operation or support of
activities such as formulation, administration, coordination and monitoring of overall health policies, plans,
programs and budgets; preparation and enforcement of legislation and standards for the provision of health

27 Expenditure incurred by agencies other than Hospitals, Health Centres, MoHF, DPH/CCHDC, DMS, NTC
and VBDCU has not been included in this analysis
28 Expenditure incurred by agencies other than Hospitals, Health Centres, MoHF, DPH/CCHDC, DMS, NTC,
NBTS and VBDCU has not been included in this analysis
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Salaries and Wages29 bill as percentage of Recurrent and Total Expenditure of MoHF registered a fall in 2009
as a result of the salary cuts during the year. However since then, it has shown an increase indicating an
inability to control expenditure under this head which left scant resources available for non-salary expenditure
heads.

3.5.3.5 Capital Expenditure and its Composition
Capital Expenditure for MoHF primarily consists of expenditure under the following economic codes:

Development Projects

Capital Equipment

Investment Outlays
Since the economic classification has varied across the years of this study, an inter-year comparison of
expenditure under these codes would not be possible.
Capital expenditure also includes expenditure under Public Sector Investment Projects(PSIPs) which are
primarily infrastructure projects taken up in developmental sectors as collectively agreed upon by the
concerned line ministry, National Planning Council, Ministry of Finance and Treasury (MoFT), Government of
Maldives.
During 2005-11, expenditure under PSIPs has registered a negative Compounded Annual Growth Rate (CAGR)
of 5%, with the fall more prominent in 2010 RE and 2011 BE. Table 56 shows the expenditure under these
projects during 2005-11. With the exception of 2008 which was an election year, PSIP expenditure as
percentage of total expenditure of MoHF has shown a steady decline. As per 2011 BE, it constitutes only 1% of
the total expenditure of MoHF. This would imply that only a very small proportion of expenditure incurred by
the Government in the health sector is being directed towards creation of new infrastructure.
Table 56: PSIP Expenditure, MoHF, 2005-11

PSIP Expenditure (in million Rufiyaa)

2005

2006

2007

2008

2009

2010 RE

2011 BE

23.08

36.69

27.17

128.56

52.57

19.09

16.91

34%

31%

23%

61%

62%

70%

62%

As percentage of:
Capital Expenditure, MoHF

29 As per the economic classification of GoM, Salaries and Wages can be further divided into Salaries and Wages
and Overtime Pay
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Total Expenditure , MoHF
Source: Ministry of Finance and Treasury

2005

2006

2007

2008

2009

2010 RE

2011 BE

5%

5%

3%

9%

3%

2%

1%

3.5.3.6 Geographical Distribution
A final area of expenditure analysis is to look at regional allocations in the public sector spending in health. It
has been assumed here that the expenditure incurred by atoll and regional hospitals represent the public health
spending in the atoll they are located in. Ideally, allocation of health expenditure should be aligned to the
vulnerability of a region i.e. the most vulnerable regions should attract the largest per capita health expenditure
and vice-versa. This ensures equity in health expenditure.
Since Indira Gandhi Memorial Hospital, located in Male’, is the only agency delivering tertiary health care
services, there is an implicit inequality in tertiary health care services. Figure 57 shows per capita health
expenditure across atolls. Atolls have been arranged in order of their Infant Mortality Rates (decreasing from
left to right).

Per capita health expenditure

Figure 57: Per Capita Health Expenditure across Atolls ordered by extent of Infant Mortality Rate, 2004
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Highest Mortality

Lowest Mortality

Source: Vulnerability Poverty Assessment, 2004 and Ministry of Finance and Treasury
In 2004, Atoll Alif Alifu with the highest Infant Mortality Rate (60) attracted the second lowest per capita
health expenditure allocation across all atolls. On the other hand, Gnaviyani with the lowest infant mortality
(15) attracted the third highest per capita health expenditure 30.
While some degree of inequity in the health sector is inevitable due to scale issues related to hospitals and
geographic realities leading to dispersed population pockets, there still remains scope for some steps to be
taken to improve the distribution of public subsidies.

30

Excluding Male’ per capita expenditure
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3.6 Summary of Findings and Recommendations
Health, Nutrition and Population Outcomes and Challenges
Maldives has made commendable progress in the health sector in recent years. It has successfully strengthened
its inter-linkages between health, wealth and health systems leading to increased provision of affordable and
quality health care to its citizens. It has also achieved five out of the eight MDGs of which 3 relate to health,
namely, Goal 4-Reduce child mortality, Goal 5-Improve maternal health; and Goal 6-Combat HIV/ AIDS,
malaria and other diseases.
However, as the analysis in this report shows, the following areas need more focus by the government:





While, when compared with the Lower Middle Income Group countries, Maldives performs well on
income levels, it falls behind on various health indicators such as life expectancy at birth, high tobacco
consumption and obesity.
Apart from an increasing proportion of population being victimised by drug abuse, age of first use of
drugs is alarmingly as early as 12 years with isolated incidents reported at age of 9 years.
Although, prevalence of communicable diseases has gone down considerably, incidence of non
communicable disease has gone up.
There exist significant geographical disparities (across atolls and Male) in achievements across health
indicators such as life expectancy, stunting, contraceptive use, infant mortality rate, under five mortality
rate, and neo-natal mortality rate.

In addition to the above mentioned health issues, Maldives also faces some distinct developmental challenges
in the sector. These challenges are primarily the result of the inherent structural problems it faces. The
geographical severity coupled with scattered population has led to severe diseconomies of scale in the provision
of health care services. Furthermore, the acute scarcity of skilled health personnel has proved to be a major
constraint in the sustainable development of the health sector.
Public Expenditures in Health, Nutrition and Population
Maldives has embarked on an ambitious path of reforms for improving efficiency and effective of health
spending in the country. These include:


Responsibility of health service delivery through hospitals and health centres has been transferred from
the Ministry of Health and Family to eight new Health Service Corporations.

Execution of preventive community health programmes is now to be carried out by Local Councils which
have been newly constituted at the island level under the ‘Act on Decentralisation of the Administrative
Divisions of Maldives’.

In 2010, Government of Maldives introduced ‘Program Budgeting’ under which spending agencies were
required to align their expenditure to sectoral policies and strategies of the Strategic Action Plan (SAP),
which presents the National Development Framework of Maldives for the period 2009-13.

From 1st January 2012, a Universal Health Insurance Scheme has been rolled out to reduce the subsidy
burden of the government and address the issue of high out of pocket expenses incurred by households
on health.
Successful implementation of the above reforms crucially hinges on the institutionalization of supporting
systems in the sector. Some key points that should be taken into consideration for each of these reforms have
been listed below.
Formation of Health Service Corporations
Criteria for deciding quantum of grants: Corporations have been formed with the objective of reducing financial
dependency of hospitals on government funding and improving efficiency in health service delivery through
increased autonomy in day to day operations. While hospitals will now be able to collect, retain and recycle
their revenues, they will continue to be supported by the government, on a need basis, through grants. These
grants are intended to provide the necessary viability gap funding required especially by hospitals situated in
geographically disadvantageous locations.
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However, as of today, there does not exist any standard mechanism for deciding on the quantum of such grants.
Grant allocations have, so far, been done on an ad-hoc basis. Moreover, there is no historical data available at
the central level on past revenues and expenditures incurred by individual hospitals under these corporations to
enable robust projections for future expenditure needs and revenue capacity.
Viability gap funding can be represented by:

Where Ti is the grant allocation to the corporation i; Vi are the estimated expenditure needs for corporation i
and Di is its estimated revenue capacity. It is recommended that for allocation of grants across corporations, α
should be determined by developing suitable weightages for the following possible factors:





Population (lower population catered to by the corporation causes low cost recovery and higher viability
gap)
Incidence of treatment intensive diseases
Health profile of the atolls covered by the corporation
Availability of private health providers in atolls.

Impact Assessment of Corporatisation on Operational Efficiency: Given that most of the Health Service
Corporations have only recently been formed, data for carrying out an impact assessment of corporatisation on
the operational efficiency of hospitals is not available. Once transition to this new organisational setup has been
completed, a Health Management Information System (HMIS) should be put instituted which should be
reported into by the corporations receiving government grants. Some of the possible indicators against which
information should be collected in the HMIS to enable a study of the operational efficiency have been listed in
Table 57.
Table 57: Indicators for Efficiency Analysis

S.No.

Indicator

Objective

Indicators for Assessment of Input Efficiency
1.
2.

Expenditure on wages against total revenues
Difference between market wages and wages
offered by corporations

3.

Wage/Non-Wage expenditure ratio

4.

Recurrent and Capital expenditure ratio

To check linkages between revenues collected and
wages offered
To assess how much of non-wage expenditure (such
as maintenance expenditure) is protected relative to
international norm/ good practice
To assess the extent to which recurrent and capital
expenditure are integrated

Indicators for Assessment of Technical Efficiency

2.

Total revenue collected including information on
rates for various services and respective
collections
Expenditure on training as % of total expenditure

3.

Per unit operating cost

4.

Average length of stay for treatment of a noncommunicable diseases after and before
corporatisation

1.

Assessment of dependency on government funding
Assessment of health personnel development
Assessment of cost effectiveness of health
corporations are in delivering health care services
Assessment of impact of corporatisation on
operational efficiency

Assessment of Institutional Arrangements
1.
2.

Frequency of financial audits, performance audits, and patient surveys
Staff strength before and after corporatisation

Decentralisation of Health Service Delivery
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Implementation of preventive community health programmes is one of the various responsibilities delegated to
Local Councils under the ‘Act on Decentralisation of the Administrative Divisions of Maldives’. To assist them
in the same, experienced personnel from the Public Health Units of regional hospitals, previously handling this
responsibility, have been assigned to the Local Councils. Moreover, capacity building programmes and training
workshops are being undertaken by MoHF to equip members of Local Councils with the skills and knowledge
required for provision of preventive health care services.
Discussions with MoHF, however, revealed that inspite of these trainings and workshops there remains
significant capacity gaps in the Local Councils – there is a lack of understanding of duties involved and of steps
required to be undertaken. It is, therefore, highlighted that handholding of members of the Local Councils
should be continued and such training and workshops should be held at regular intervals. The MoHF should
play an active role in monitoring and evaluating the performance of Local Councils in implementing community
health programmes.
Program Budgeting
While all spending agencies now prepare their budgets in line with the policies and strategies listed in the
Strategic Action Plan (SAP), a mapping of all their activities to this document is not comprehensive. For each
strategy, SAP lists the various implementing agencies responsible for its execution, e.g. for health related
strategies, implementing agencies other than MoHF include Ministry of Education, Police, Ministry of Housing
and Environment, etc. However, none of these agencies list expenditure on such strategies separately in their
program budgets.
Absence of such information may point towards a lack of coordination between the various agencies including
MoHF in their spending on health related strategies. Also, due to unavailability of such data, it is not possible to
comprehensively analyse public sector spending on health in the country. This in turn makes it difficult for
policy makers to ensure that resources are allocated and used in effective and efficient ways and priority areas
are receiving appropriate funding.
Universal Health Insurance
While the scheme has been rolled out on the ‘fee for service’ model for the current financial year, it has been
designed to eventually shift to a blended capitation rate program with pre determined package rates for specific
services along with a fixed payment decided on the basis of number of individual enrolled.
Based on the experience of other countries in implementation of such health insurance schemes, the following
suggestions have been listed for consideration:



Promote awareness about the benefits of the scheme by adopting a multipronged approach
Review package rates periodically to reflect current cost levels so as to benefit the healthcare providers as
well as the beneficiaries

Provide incentive mechanism for doctors in government hospitals to mitigate the risk of diversion of
patients to private care under the insurance regime

Invest in an IT system for effective monitoring of the Scheme

Initiate following steps for cost recovery:

Introduce deductibles/co-pays in the policy to restrict small and frivolous claims

Encourage use of generic drugs in the hospitals to reduce medication costs
With the introduction of these reforms, Maldives is well on the way to achieve the health related Key Pledge –
‘Affordable and Quality Health Care for All’ as listed in the Strategic Action Plan. As the implementation of
these reforms progresses, the role of MoHF in monitoring and evaluating developments will attain crucial
importance. As such, Financial Management of Information System (FMIS) at the MOHF has to be improved
and systems for reporting to the Ministry of Finance and Treasury at regular intervals have to be instituted.
The ability of the health sector to adjust to changes will depend largely on investments made in the coming
years on strengthening the institutional capacity to collect and analyse critical technical and financial
information.

PwC

Page 225 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives












































 














PwC





















Page 226 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

4 Note on Review of Budget
Programming 2011, Ministry
of Education, Government of
Maldives
4.1 Introduction
On 1st January 2011, Maldives graduated from a Least Developed Country (LDC) to Middle-Income Country
status, in recognition of the country's strong socio-economic development over recent years. It has also
achieved the following 5 Millennium Development Goals (MDGs):






Goal 1 Eradicate Extreme Poverty and Hunger
Goal 2: Achieve Universal Primary Education
Goal 4: Reduce child mortality
Goal 5: Improve maternal health
Goal 6 Combat HIV/ AIDS, malaria and other diseases

Analysis of the key education related indicators reveals that Maldives has outpaced other south Asian countries
in development in the education sector. Table 58 shows some of the selected indicators that support this
statement.
Table 58: Key Indicators, 2008

Adult Literacy rate

98

Regional
Average
-

Pupil-teacher ratio, primary

13

24

4

4

5

96

88

86

Description

Repeaters, primary, total (% of total enrolment )
School enrolment , primary (% net)
Source: World Development Indicators, 2011

Country

Global
Average
81

The objective of this note is to look at the program budget prepared by Ministry of Education for 2011 and
analyse expenditure incurred on education in Maldives in recent years. The review has been divided into the
following sections:



Review of Program Budget, 2011 of Ministry of Education ( MoE), Government of Maldives (GoM); and
Analysis of the budget statistics of Government of Maldives (GoM) for the Education Sector.

4.2 Review of Program Budget, 2011 of Ministry of
Education, Government of Maldives
This section attempts to identify areas of improvement in design of activities for inclusion in the program
budget. This analysis31 has been based on the review of program budget 32 prepared by the Ministry of Education
(MoE) for 2011.

31

For analysis of all activities under Pledge 3.3 of the Strategic Action Plan, refer to Annexure
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4.2.1 Alignment with Strategic Action Plan
As per the guidelines issued by MoFT in 2010, line ministries were required to categorize all development
expenditure into activities that were aligned to strategies and policies listed in the Strategic Action Plan (SAP).
Our review, however, revealed that in some instances a direct correlation between the
activities and the strategies they were listed under, could not be established. In some cases,
activities seem to have been misclassified under inappropriate strategies.
Table 59 and Table 60 show examples of inclusion of activities unrelated to the concerned strategy and
activities misclassified under a wrong strategy respectively.
Table 59: Examples of inclusion of unrelated activity

Focus area 3.3

Education

Policy 3.3.3

Improve education system by facilitating private sector participation

Strategy 3.3.3.2

Establish regulatory framework for private sector involvement in education

Activity Number

Activity Name

Amount Budget under Activity (Mrf)

Printing of higher education centres'
handbooks and conduct higher education
30,000
studies related meetings with the
stakeholders
Policy 7: Transform all schools as single session schools in order to provide holistic
education and conducive environment for the students

A1

Policy 3.3.7
Strategy 3.3.7.1

Create the additional infrastructure needed to move to single session schooling

Activity Number

Activity Name

A4

A5

Amount Budget under Activity (Mrf)

Transportation of students from one
public school in Male' to the other to
participate in various co-curricular
activities
Transportation of students from one
public school in Atolls to the other (N.
Kendhikulhudhoo) to participate in
various co-curricular activities

-

150,000

Table 60: Examples of incorrect alignment of activity

Focus
Area 3.3
Policy
3.3.4
Strategy
3.3.4.4
Activity
Number
A1

Education
Policy 4: Provide equitable access to all levels of education from preschool to higher secondary
education
Develop standards and indicators for quality child friendly schools and monitor regularly
Activity Name
Providing Education
for grade 1 to 12 (226
schools'
administrative cost)

Amount Budget
under Activity (Mrf)

145,252,882

Comment
Should be included under the strategy 3.3.4.1
"Provide assistance and support needed
equally to all schools"

32 It should be noted that the program budget was originally prepared in Dhivehi. This exercise has been based
on rough translations provided by MoFT.
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A2

Private higher
education grants (Aid
given to students who
pass 5 subjects and
above)

Should be included under the strategy 3.3.5.1
“Offer full or partial loans and/or
scholarships to the public for completion of
studies”

-

4.2.2 Nature of Activities
The program budget has been designed to enable spending agencies to monitor expenditure under activities
across years.
There are, however, a large number of activities currently included in the program budget
that are of a transient nature and will hence, vary significantly from year to year. This will
constrain the ability to compare and monitor expenditure trends over the years.
This issue can be addressed through appropriate grouping of activities e.g. currently, conducting
training programs, long distance courses, cost incurred to improve administrative services has been listed as a
separate activity for each implementing agency in the country. An alternative approach could be to club
expenditure under training programs across colleges/institutions. While only this summarized representation
of this expenditure should be included in the program budget, a more agency wise detailing could be annexed to
the budget documents separately.
Table 61: Example of activities that can be clubbed across geographical levels

Focus Area 3.3

Education

Policy 3.3.5

Policy 5: Develop the higher education system of the country and make higher
education accessible to people from all regions

Strategy 3.3.5.4

Establish a national university

Activity Number
A2

A3

A4

A10

A11

A12

A13

PwC

Activity Name
Training people from certificate to diploma level at
Thinadhoo Campus, conduct long distance learning
courses, costs to better the administrative services given
by college
Training people from certificate to diploma level at
Hithadhoo Campus, conduct long distance learning
courses, costs to better the administrative services given
by college
Training people from certificate to diploma level at
Kulhudhuffushi Campus, conduct long distance
learning courses, costs to better the administrative
services given by college
Training staff - foundation to post graduate level from
Faculty of Islamic Studies, and conduct activities for
capacity building.
Giving international exposure for major areas in
national law library, and conduct all activities needed to
upgrade all administrative services given by college
Training staff from Faculty of Shareeaa and Law foundation to post graduate level; conducting training
through long distance learning; conducting activities
related to maintaining and upgrading of all
administrative services given by college
Training staff from Faculty of Arts, from foundation to
post graduate level; conducting training through long
distance learning; conducting activities related to
maintaining and upgrading of all administrative
services given by college

Implementing Agency
Thinadhoo Campus

Hithadhoo Campus

Kulhudhuffushi Campus

Faculty of Islamic Studies

National Law Library of
Maldives

Faculty of Shareeaa and Law

Faculty of Arts
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Focus Area 3.3

A14

A15

A16

A17

A18

A19

A20

A10

Education
Training staff from Faculty of Arts staff - foundation to
post graduate level; giving international exposure in
major categories; conducting activities related to
maintaining and upgrading of all administrative
services given by college
Training staff from Faculty of Hospitality and Tourism certificate level to degree level; giving international
exposure in major categories; conducting activities
related to maintaining and upgrading of all
administrative services given by college
Training staff from Faculty of Health Sciences certificate level to degree level; conducting activities
related to maintaining and upgrading of all
administrative services given by college
Training staff from Faculty of Engineering and
Technology - certificate level to degree level; giving
international exposure in major categories; conducting
activities related to maintaining and upgrading of all
administrative services given by college
Training staff from Faculty of Education - certificate
level to post graduate level; conducting training through
long distance learning; conducting activities related to
maintaining and upgrading of all administrative
services given by college
Train staff from Centre for Continuing Education certificate level to diploma level; conducting training
through long distance learning; conducting activities
related to maintaining and upgrading o f all
administrative services given by college
Train staff from Centre for Maritime Studies certificate level to degree level; conducting activities
related to maintaining and upgrading of all
administrative services given by college
Training staff - foundation to post graduate level from
Faculty of Islamic Studies, and conduct activities for
capacity building.

Faculty of Arts

Faculty of Hospitality and
Tourism

Faculty of Health Sciences

Faculty of Engineering and
Technology

Faculty of Education

Centre for Continuing
Education

Centre for Maritime Studies

Faculty of Islamic Studies

4.3 Review of Expenditure on Education in Maldives
4.3.1 Key Takeaways
The key takeaways from the analysis presented in the following sub sections have been summarized in Table 62.
Table 62: Key Takeaways

Key Takeaways
Key Observations
During 2005-11, highest annual growth of 38% in Total Expenditure( TE) of MoE recorded in 2007
During 2005-11, highest annual fall of 17.3% in TE of MoE recorded in 2010 Revised Estimates(RE)
As per 2011 Budget Estimates(BE), Capital Expenditure contributes only 4.82% of TE of MoE
As per 2010 RE and 2011 BE, share of MoE in GoM’s Regular Budget 33 shows a declining trend
In 2011 BE, Salaries and Wages contributed 44% of the TE, making it the largest head of expenditure
33 Regular Budget does not take into account expenditure through following routes: Fund Account, Grant Account, Project Grant, Project
Loan, Cash Loan and Loan Account.
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Aggregate Spending
Total Expenditure of MoE includes the expenditure incurred by all spending agencies under its administrative
control i.e. agencies at the central, province, atoll level, and island level.
During the period 2005-11, TE grew at a Compound Annual Growth Rate of 16.67% as against 17.17% for
regular budget of GoM and 14.20% for GDP. If only actual figures for 2005-09 are considered, then TE
registered a growth of 28.28% during 2005-09 as against a growth of 23.34% in the regular budget and 15.16%
growth in GDP. This fall in growth rates due to inclusion of 2010 RE and 2011 BE may be partially attributed to:


Realized impact of the 15% domestic salary cuts announced during 2009; and



Government wide expenditure control measures adopted by GoM due to fall in revenue collections.

Figure 60 shows TE by MoE, regular budget of GoM and MoE’s share in the regular budget. It can been that

though the trends in TE of MoE have been consistent with those in GoM’s regular budget throughout the
period, the share of MoE has been declining since 2009.

Figure 60: Total Expenditure of MoE (in million Mrf), Regular Budget of GoM (in million Mrf) and MoE’s
share (%) in Regular Budget, 2005-11
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The above analysis has been carried out using nominal values of the variables. During 2005-11, prices in
Maldives have increased by more than 29%. As a result, this increase in prices may bias the actual growth in
expenditure by MoE. Movement in the GDP deflator 35 has been used as a measure of inflation.36
Table 63 shows the nominal and real values of the three variables -TE of MoE, Regular Budget and GDP. It can
be seen that the overall trends in all three variables have remained the same even in real terms. Total Real
Expenditure registered a growth 11.92%, Real Regular Budget registered growth of 12.40% and Real GDP
registered a growth of 9.55% for the period 2005-11 RE.

Nominal

Table 63: Total Expenditure, Regular Budget and Nominal GDP and Real Terms (in million Mrf), 2005-11

Year

2005

2006

2007

2008

2009

2010 RE

2011 BE

Total Expenditure By MoE

671

829

1,144

1,507

1,818

1,478

1,693

Regular Budget

4,507

5,627

6,621

9,028

10,432

9,902

11,660

GDP

9,596

11,717

13,496

16,131

16,879

18,941

21,282

GDP deflator is defined as (GDP at current prices/ GDP at constant prices)*100
In order to compute real values, each year nominal values has been divided by the corresponding year GDP
deflator.
35

36
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TE By MoE

667

763

1,003

1,249

1,448

1,180

1,310

Regular Budget

4,476

5,184

5,805

7,482

8,309

7,907

9,025

GDP

9,530

10,794

11,833

13,369

13,443

15,126

16,472

Expenditure by Office
The Expenditure can be classified by offices/spending agencies under the purview of MoE. For this analysis,
such offices have been classified on the basis of their geographical coverage i.e. Central level agencies,
Provincial level agencies, Atoll Level agencies and Island level agencies. This categorization has been shown in
Table 64.
In 2007, Ministry of Higher Education, Employment and Social Security was dissolved and all
departments/agencies under its administrative control were assigned to other ministries namely MoE, Ministry
of Health and Ministry of Human Resources, Youth and Sports.
Higher education academic organisations such as Faculty of Education, Faculty of Health Sciences, Faculty of
Management and Computing, Department of Higher Education and Training, Maldives Accreditation Board,
Maldives College of Higher Education, Faculty of Engineering Technology, Faculty of Hospitality and Tourism
Studies, Kuhliathildhiraasaathul Islaamiyya, Centre for Maritime Studies, Centre for Open Learning, Faculty of
Shariah & Law and Inter Atoll Campus were brought under MoE.
In 2009, GoM adopted a decentralisation initiative to improve governance in the country. As a part of this
initiative, GoM passed a bill that led to clubbing of all atolls into 7 newly established provinces. As a
consequence of this move, decline in share of central level agencies was directly gained by atoll level agencies
and provinces. Share of central level agencies of MoE declined in 2009 from 66% to 24% while share of
provinces increased from zero in 2005 to 36.77% in 2009 and that of atoll level agencies increases from 8.41%
in 2005 to 16.07% in 2009. Share of island level agencies in TE of MoE, however, did not show a significant
variation during 2005-11 and remained close to 23%.
Table 64: Classification of spending agencies, 2005-2011

Central Level Agencies

Province level Agencies

Al Madhrasathul Islaamiyya

North Central Province Schools Budget

Al-Madharasathul Arabiyyathul Islamiyya

North Province Schools Budget

Central Zone School Budget

South Central Province Schools Budge

Centre for Continuing Education

South Province Schools Budgets

Centre for Higher Secondary Education

Upper North Province Schools Budget

Centre for Maritime Studies

Upper South Province Schools Budget

Centre for Open Learning

Central Province Schools Budget

College of Islamic Studies

Atoll Level Agencies

Department of Higher Education

Adh. Atholhu Madharusa / Adh.Maamigili

Department of Public Examination

ADh. Atholhu Tha'leemee Marukazu
Atholhu thakugai hingaa campus thakuge
Kharadh

Dhivehi bahaa Thaareehaa behey
Dhivehi Raajjey ge Tha"leem kuriaruva Marukazu/
Educational Development Centre
Education National Majlis/Thauleemaabehey Gaumee
majilis
Faculty of Arts

B. Atholhu Tha'leemee Marukazu
Dh. Atholhu Tha'leemee Marukazu
F. Atholu Thauleemee Marukaz

Faculty of Education

GA. Atholu Thauleemee Marukaz

Faculty of Engineering Technology

GDh. Atholhu Tha'leemee Marukazu

Faculty of Health Sciences

Gn. Atholhu Tha'leemee Marukazu
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Central Level Agencies

Province level Agencies

Faculty of Hospitality and tourism Studies

Ha. Atholhu Madharusa / Ha.Hoarafushi

Faculty of Management and Computing

HA. Atholhu Tha'uleemee Marukazu

Faculty of Sharee'a and Law

HD. Atholhu Tha'leemee Marukazu

Hadhdhunmathee Dhanaal/

K. Atholhu Madharusa / K.Kaashidhoo

Lh. Naifaru Madharasathul Ifthithaah
Madharusathul Sheikh Mohamed Jamaaluddin /
Gn.Fuvahmulah
Madhrasathul Hamadhu Bin Khaleefaa Al-Saany

L. Atholhu Tha'leemee Marukazu

Madhrasathul Sheikh Ibrahim / Ha.Kelaa

N. Atholhu Tha'leemee Marukazu

Maldives Accreditation Board
Maldives Colleague of Higher Education / Idhaaree
Marukazu
Maldives Polytechnic

R. Atholhu Tha'leemee Marukazu

Maldives Qualification Authority

Sh. Atholhu Madharusa / Sh.Kanditheemu

Male' gai School I'maaraaiy Kurumuge Kharadh

Sh. Atholhu Tha'leemee Marukazu

MoE

Th. Atholu Thauleemee Marukaz

Lh. Atholhu Tha'leemee Marukazu
Lh.Atholhu Madharusa

S. Atholhu Tha'uleemee Marukazu
Seenu Atholhu Thauleemee Marukaz

National law Library
North Central Zone Budget
North Zone School Budget
Projects Management and Coordination Section
Raajje Theregai Rayyithun Hingaa School Thai
Imaaraikurn
Raajje Thereygai Sarukaarun Hingaa School Thah
Imaraikurun
School Kudhinge Eheege Budget
Tha"leemaa Masakkaiy ugannaidhey Kudakudhinge
Marukazu
Thauleemaa Masakkaiy ugannaidhey Kudakudhinge
Marukazu/centre for children education and training
Education National Majlis/Thauleemaabehey Gaumee
majilis
Dhivehi bahaa Thaareehaa behey
Island Level Agencies
Abubakuru School / G.D Thinadhoo

Kalaafaanu School

Afeefudheen School/H. Dh. Kulhudhuffushi

L. Maavashu School

Aminiyya School

Majeedhiyya School

B. Thulhaadhoo School

Meynaa School / N. Holhudhoo

Dharumavantha School

Muh'uyiddin School

Fareedhiyaa School

N. Kendhikulhudhoo School

Ghazee School

R. Alifushi School

Giyaasuddin School

R. Hulhudhuffaaru School

Ha. Ihawandhoo School

R. Madu'vari School

Hafiz Ahmed School / Gn. Fuvahmulaku

R. Ugoofaaru School

Hdh. Nolhivaram School

S. Feydhoo School
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Recurrent Expenditure and its Composition
With an increasing share in the TE of MoE, recurrent expenditure recorded a CAGR of 16.67% during the
period 2005-11. If only actuals for the period 2005-09 are considered, this figure stands at 28.3%.
A comparison of the annual growth rates of TE of MoE, recurrent expenditure of MoE and recurrent
expenditure of GoM, as shown in Figure 63, reveals the following:


With the exception of 2007 when growth in GoM’s recurrent expenditure showed a deceleration while
growth in MoE’s recurrent expenditure increased from 22 % to 34%, trends in annual growth rates have
been similar for MoE and GoM.



Annual growth in recurrent expenditure of MoE has followed the trend in the annual growth of TE of
MoE barring the year 2008 when growth in TE slowed down while growth in recurrent expenditure
showed an increase of 8.5 percentage points. Significant decline in capital expenditure in 2008
contributed to this slowing down of TE.

Figure 63: Annual growth rates for Total Expenditure of MoE, recurrent expenditure of MoE and
recurrent expenditure of GoM, 2005-2011
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Given the large share of recurrent expenditure in the TE of MoE, a detailed analysis of its various components
has been carried out in the paragraphs below.
As per the current economic classification adopted by GoM, Recurrent Expenditure of the Ministry primarily
consists of the following heads:
1.
2.
3.
4.
5.
6.
7.
8.
9.

Personal Emoluments
Pension, retirement benefits and allowances
Travel expenses
Supplies and requisites
Operational services
Supplies and requisites for service provisioning
Training
Repair and maintenance
Grants, contributions and subsidies

Of these, 5 heads namely Personal Emoluments, Supplies and Requisites, Operational Services, Supplies and
Requisites for Service Provisioning and Grants, Contributions and Subsidies have an average contribution of
over 90% to the TE of MoE during the period 2005-11.
Figure 64 shows the share of these 5 heads during 2005-11.

Personal Emoluments has been the lead
shareholder in recurrent expenditure with average share of 72% during this period. The other large expenditure
heads are Operational Services and Grants, Contribution and Subsidies with 10.32% and 5.87% respectively.
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As per the classification of GoM, the economic code ‘Salaries and Wages’ is further
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Increase in basic salary of government employees by 15-20% by GoM. This revision of salary scales also
led to an increase in overtime pay entitlements.
In 2008, there were 34% expatriate teachers in Maldives. Out of these, there were 87.5% from India. An
increase in payment to expatriate teachers from India was necessitated in order to retain them after the
implementation of the recommendations of the Sixth Pay Commission of India which had resulted in
upward salary revisions in India.

In 2009, however, GoM directed a 15% salaries cut as part of fiscal deficit controlling measures which led to a
decline in growth rates in salaries and wages and overtime pay in 2009 and 2010. During 2009, salaries and
wages declined by 23% as against 63% decline in overtime pay.
In 2011, GoM declared reinstatement of the salaries and wages of all civil servants resulting in a revival of
expenditure estimated under salaries and wages as shown in Figure 67.
Allowances: Categories of allowances have varied significantly across the years under study, which have
constrained a detailed inter-year comparison. The overall trend of the expenditure incurred under this sub head
has been erratic. The highest growth rate recorded under this head was 85.7% during 2009. This growth can be
attributed to the substantially increased expenditure under ‘Special allowance for post’ and ‘Other allowances’.
Table 66 shows the expenditure under the major categories of allowances across 2005-11.
Table 66: Allowances 2005 - 2011 (in million Mrf), 2005-11

Description

2005

2006

2007

2008

2009

2010 RE

2011 BE

Allowances

144.11

226.87

187.40

231.63

430.15

401.51

393.20

Technical allowance

20.85

4.22

26.43

37.98

4.95

0.00

0.00

13.21

23.54

17.09

27.74

3.05

0.00

0.00

Long term allowance
Special Allowance for
the month of Ramazan
Special allowance for the post

6.14

14.25

8.76

9.29

17.29

13.71

31.53

30.39

1.05

38.96

41.79

258.83

24.37

18.90

Dependent's allowance

48.61

0.57

58.33

63.97

17.75

2.10

1.52

Holiday allowance

2.43

53.83

3.22

6.37

7.44

9.20

7.31

Service Allowances

0.00

0.00

0.00

0.01

0.62

214.26

253.72

Other Allowances

4.46

4.44

2.97

3.78

30.97

29.97

4.43

Grants, Contribution and Subsidies (GCS)
Expenditure under the economic code of GCS has the highest CAGR of 27.45% during 2005-11, as compared to
expenditure under other economic codes. Figure 68 shows the annual growth rate of GCS for MoE and GoM
during 2006-11. The increase in expenditure under GCS in 2008 was nine folds when compared to its 2007
level. An analysis of various sub heads of GCS reveals that sub head Grants to Private Parties was the major
contributor to this increase in 2008.
As per the economic classification of GoM, GCS includes:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

PwC

Subsidies
Welfare payments
Grants to private parties
Awards
Indemnities and relief against natural calamities
Membership fees to organisations
Subscription contribution to International organisations
Donations to foreign parties or foreign governments
Assistance to associations and social organisations
Assistance for community programmes
Other assistance
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However, expenditure under only three sub-heads from the above list has been substantial during the period of
this study, namely – Grant to Private Parties, Subscription Contribution to International Organisation, and
Other Assistance. Figure 68 shows the expenditure under these three sub-heads.
Discussions with the officials of MoE revealed that the sudden jump in expenditure under GCS in 2008 can be
attributed to the policy decision to distribute of free stationary and text books for all students in all schools in
Maldives.
Figure 68: Grants, Contribution and Subsidies (in million Mrf) 2005-2011
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Capital Expenditure and its composition
During 2005-11, capital expenditure registered CAGR of 5.74% as against CAGR of 16.4% when only actuals for
2005-09 are considered. Revised Estimates of 2010 and BE for 2011, show a 24% decline in capital expenditure
for this sector.
Discussion with officials of MoE revealed that reconstruction activities in schools undertaken to repair damage
done by the Tsunami were carried out during 2005-09 and contributed to most of the capital expenditure
during this period.
Figure 69: Annual Growth rate for Capital Expenditure and TE, 2006-11
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Capital Expenditure for MoE primarily consists of expenditure under the following economic codes:


Development Projects



Capital Equipment



Investment Outlays

Since the economic classification has varied across the years of this study, an inter-year comparison of
expenditure under these codes would not be possible.
Capital Expenditure also includes expenditure under Public Sector Investment Projects (PSIP) which are
primarily infrastructure projects taken up in developmental sectors as collectively agreed upon by the
concerned line ministry, National Planning Council, Ministry of Finance and Treasury (MoFT), GoM.
During 2005-11, PSIP grew at annual average growth rate of 10.21%. From Table 67 it is clear that PSIP
constitutes major portion of Capital Expenditure with highest share at 95% in 2009.
Table 67: PSIP expenditure, 2005-11

PSIP(in million Mrf)
As % of Capital Expenditure
As % of Total Expenditure

2005

2006

2007

2008

2009

2010 RE

2011 BE

39.20

49.00

82.52

41.64

102.53

45.62

70.26

67.18%

60.25%

58.49%

52.43%

95.57%

72.14%

86.14%

5.84%

5.91%

7.22%

2.76%

5.64%

3.09%

4.15%

Budget Estimates versus Actual Expenditure
An analysis of the budget as a reliable guide to the actual expenditure incurred by MoE during a financial year
using expenditure out turn compared to approved BE as an indicator reveals that the average absolute variance
during the period 2005-2009 between actual and estimated expenditure was 15.4%. The variance of recurrent
expenditure during the period 2005-09 has been similar to variance in TE. However, average variance for
capital expenditure and PSIP are pegged at 28% and 45% respectively. The high variation in budget expenditure
and actual expenditure reflects the inefficiencies in budget preparation.
Figure 70: Budget versus Actual Expenditure- Variance, MoE, 2005-09
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Annexure: Review of Activities under
Pledge 3.3 of SAP
Table 68: Review of activities of MoE under Pledge 3.3 of Strategic Action Plan (Amounts in Mrf)

Relevant Activities

Act No
Policy
3.3.1
Strategy
3.3.1.1
A1

A2
Strategy
3.3.1.2
A1

A2
A3

Strategy
3.3.1.3
PwC

Ambiguous Activities
Irrelevant Activities
Comments
Act
Act
Activity Name
Amt
Activity Name
Amt
Activity Name
Amt
No
No
Ensure that clear policies are set for the levels of knowledge, skills, discipline, well-being and academic standards that students should realise and
provide the necessary assistance in achieving these targets
Formulate and implement the framework of the Education Act
Conduct familiarizing
10000
and awareness programs
on education related laws
through:
- Schools (in Male' and in
7 provinces)
- Leaflets
- Media Campaign
Formulating Regulations
0
related to Law
Ensure that all textbooks, stationary as well as exam fees are provided for students
Providing text books and
stationary for students
from grade 1 - 12 for free
Providing Govt sponsor
entitled students' A-level
fee
Providing Govt sponsor
entitled students' O-level
fee

53704000

9790845
25019155

Improve existing conditions in physical facilities of schools and provide teaching and learning resources and materials equally to all schools
Page 242 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Relevant Activities
Act No

Ambiguous Activities

Activity Name

Act
No

Amt

A1

School renovation
(Repair of water &
sewerage, power supply,
classroom doors
windows)

A3

Provide educational
0
Supplies, consumables,
apparatus and teaching
aids
Promote health, nutrition, safety and life skills among school children

Strategy
3.3.1.4
A1

A2

A3

A4

A5

PwC

Enrolling 35 staff in the
course 'Primary health
care' conducted by faculty
of health science to build
school health assistants
Enrolling 20 staff in the
Counsellor course
conducted by faculty of
health science to build
Counsellors who are
needed in the bigger
schools
Giving technical
assistance to introduce
'health promoting schools
initiative' program in
schools
Enhance and monitor
students eating habits
and providing
information on healthy
food to teachers
Training of Trainers to
detect bullying,
harassment and abuse

3000000

A2

Activity Name
Supplying
knowledge
enhancing tools

Irrelevant Activities
Amt

15666315

Act
No

Activity Name

Comments

Amt
It is to be confirmed
if the knowledge
enhancing tools are
directly attributable
to teaching and
learning resources.

119210

0

0

0

0
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Relevant Activities
Act No

A6

A7

A8

A9
A10
A11
A12

A13
A14

A15
PwC

Ambiguous Activities

Activity Name
issues.
Conducting of special
awareness programs on
the dangers in using
drugs
Work with the related
authorities to aid the
students who are in a
dangerous situation
Conduct training to
relevant staff in schools
so as to teach each child
of Maldives to swim, and
get children ready for
situations that may arise
in the sea
Print and Publish water
safety materials
Prepare print and publish
water safety guide
Conducting Disaster
Preparedness Mock drills
in the school
Conducting Training of
trainers on disaster and
emergency at the
province level
Establishment of School
counsellors network
Prepare, finalize and
print 'standard
operational procedures
and guidelines ' for school
health assistants and
counsellors
Conducting health and
safety seminars to

Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

394303

15000

158375

0
0
15750
50236

0
0

0
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Relevant Activities
Act No

A16

A17
A18
A19
A20

A21

A22

Strategy
3.3.1.5
A1

A2

PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

province education unit
heads
Finalizing the manual for 0.00
water sanitation hygiene
education training and
training 80 teachers in 7
provinces
Conducting psycho social 0.00
support for teachers and
counsellors
Establishing school
0.00
health assistants' network
Conducting basic first-aid 0.00
program to teachers
Developing a health and
52500
safety certificate course
and through Centre for
Continuing Education
(CCE) conduct the course
online to school health
assistants
Compiling regulations
25000
which will help to stop
bullying, harassment and
abuse in schools
Formulating a special
0.00
strategy to make the
students aware of the
dangers of using drugs
Establish boarding facilities in the islands and provide the necessary financial assistance for students to attend educational facilities
Providing ferry allowance
and aid the nonresidential students
Establishing a residential
learning centre and start
operation in 4 regions

0.00

85185
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Relevant Activities
Act No

Policy
3.3.2
Strategy
3.3.2.1
A1

Strategy
3.3.2.2
A1

Strategy
3.3.2.3
Strategy
3.3.2.4
Policy
3.3.3
Strategy
3.3.3.1

Activity Name

Ambiguous Activities
Act
No

Amt

Amt

Act
No

Activity Name

Comments

Amt

i.e. L.Gan, B. Eydhafushi,
Lh. Naifaru, Dh.
Kudahuvadhoo
(conducting of Integrated
Human Development
Project (IHDP) project)
Decentralise educational management by establishing local education authorities
Establish a Local Education Authority in all the provinces of the
country and ensure that the Authorities are responsible for planning, implementing and monitoring educational programs
Providing technical
929447
assistance for General
Administration of
Education Offices
Build the supervision and monitoring capacity of the Local Education Authorities
Training focal points in
108500
the atolls to establish a
framework to conduct
regional level supervision
Establish school boards in all schools and delegate management authority to the boards
Develop teacher resource centres as hubs for teacher professional development in the regions
Improve education system by facilitating private sector participation
Provide the opportunity to establish quality education schools by private parties under public private partnership scheme
A1

PwC

Activity Name

Irrelevant Activities

Establishment of
junior college, and
to give cash aid in
the form of vouchers
to students studying
for A'levels and
TVET

0.00

Should rather be
included under
strategy 3.3.1.5
"Establish boarding
facilities in the
islands and provide
the necessary
financial assistance
for students to attend
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Relevant Activities
Act No

Activity Name

Ambiguous Activities
Act
No

Amt

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt
educational facilities"

A2

Strategy
3.3.3.2

Providing Fees of
2620000
students in
0
privatized school
whose fees are
entitled to be borne
by the Govt.
Establish regulatory framework for private sector involvement in education
A1

Strategy
3.3.3.3
A1

Policy
3.3.4
Strategy
3.3.4.1
A1
A2

PwC

Printing of
Higher
Education
Centres'
handbooks and
conduct higher
education study
related meetings
with the stake
holders

30000

Facilitate the development of private higher education institutions
Giving Grant fund for
private colleges

0.00

A2

Visiting higher
7074.00
education
institutions in Male'
and atolls and
monitoring their
progress
Policy 4: Provide equitable access to all levels of education from preschool to higher secondary education

If HEI's are all
private institutions
then it can be
considered relevant

Provide assistance and support needed equally to all schools
Aid in giving the preschool teachers' wages
and administrative costs
Aid in conducting preschool training programs
and awareness programs

18000000
814616
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Relevant Activities
Act No

Strategy
3.3.4.2
Strategy
3.3.4.3
Strategy
3.3.4.4

Activity Name

Ambiguous Activities
Act
No

Amt

Strategy
3.3.5.2

PwC

Amt

Act
No

Activity Name

Comments

Amt

for parents.
Develop a policy for Early Childhood Care
Improve the quality and expand Early Childhood Care and Development programmes
Develop standards and indicators for quality child friendly schools and monitor regularly
A1

Policy
3.3.5
Strategy
3.3.5.1

Activity Name

Irrelevant Activities

Providing Education
for grade 1 to 12
(226 schools'
administrative cost)

1452528
82.42

Should be included
under the strategy
3.3.4.1 "Provide
assistance and
support needed
equally to all schools"
A2
Private Higher
0.00
Should be included
Education Grants
under the strategy
(Aid given to
3.3.5.1 “Offer full or
students who pass 5
partial loans and/or
subjects and above)
scholarships to the
public for completion
of studies”
Policy 5: Develop the higher education system of the country and make higher education accessible to people from all regions
Offer full or partial loans and/or scholarships to the public for completion of studies
A2

Administering the
scholarships
awarded to MoE

0.00

A1

Working with
international bodies
to enhance the
chances of higher

950000.
00

A1

Compiling
0.00
funding policies
to prioritize
funding through
national funding
for higher
education
Enhance the National Fund for Higher Education and Training through a public/private partnership initiative and international support
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Relevant Activities
Act No

Strategy
3.3.5.3
Strategy
3.3.5.4
A1

A2

A3

PwC

Activity Name

Ambiguous Activities
Act
No

Amt

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

education and
training
A2
Fulbright Scholar
180000.
(Hiring as a
00
consultant) for 1
year
A3
Designing a website
0.00
to upload higher
education
information
Develop TVET system by establishing a TVET Authority to oversee and coordinate all TVET programs, and facilitate TVET trainings in all the
regions of the country
Establish a national university
Establishing a national
university

0.00

Training people from
certificate to diploma
level at Thinadhoo
Campus, conduct long
distance learning courses,
costs to better the
administrative services
given by college
Training people from
certificate to diploma
level at Hithadhoo
Campus, conduct long

783361

A5

Creating
opportunities to
private parties in
establishing Higher
Education Institutes
through public
private partnerships
- Establish Law
College in S.
Hulhudhoo
Meedhoo

1750000

Should be included
under strategy
3.3.3.3 "Facilitate the
development of
private higher
education
institutions"

814308
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Relevant Activities
Act No

A4

A9

A6

A7

A8

A10

A11
PwC

Ambiguous Activities

Activity Name
distance learning courses,
costs to better the
administrative services
given by college
Training people from
certificate to diploma
level at Kulhudhuffushi
Campus, conduct long
distance learning courses,
costs to better the
administrative services
given by college
Conducting short-term
courses in capacity
building for centre for
dhivehi language and
history staff
Establishing a Higher
Education/Junior College
with boarding facilities at
AA. Ukulhas
Establishing a Higher
Education/Junior College
with boarding facilities at
AA. N. Kendhikulhudhoo
Transferring College of
Higher Education to
Hulhumale' with
boarding facilities
Training staff foundation to post
graduate level from
Faculty of Islamic
Studies, and conduct
activities for capacity
building.
Giving international

Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

1352234

874970

1750000

2100000

0

6881154

1279613
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Relevant Activities
Act No

A12

A13

A14

PwC

Activity Name
exposure for major areas
in national law library,
and conduct all activities
needed to upgrade all
administrative services
given by college
Training staff from
Faculty of Shareeaa and
Law - foundation to post
graduate level;
conducting training
through long distance
learning; conducting
activities related to
maintaining and
upgrading of all
administrative services
given by college
Training staff from
Faculty of Arts, from
foundation to post
graduate level;
conducting training
through long distance
learning; conducting
activities related to
maintaining and
upgrading of all
administrative services
given by college
Training staff from
Faculty of Arts staff foundation to post
graduate level; giving
international exposure in
major categories;
conducting activities

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

1727145

2113818

3725476
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Relevant Activities
Act No

A15

A16

A17

A18
PwC

Activity Name
related to maintaining
and upgrading of all
administrative services
given by college
Training staff from
Faculty of Hospitality and
Tourism - certificate level
to degree level; giving
international exposure in
major categories;
conducting activities
related to maintaining
and upgrading of all
administrative services
given by college
Training staff from
Faculty of Health
Sciences - certificate level
to degree level;
conducting activities
related to maintaining
and upgrading of all
administrative services
given by college
Training staff from
Faculty of Engineering
and Technology certificate level to degree
level; giving international
exposure in major
categories; conducting
activities related to
maintaining and
upgrading of all
administrative services
given by college
Training staff from

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

2370043

3289541

1031410

4586645
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Relevant Activities
Act No

A19

A20

A21

Strategy
PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

Faculty of Education certificate level to post
graduate level;
conducting training
through long distance
learning; conducting
activities related to
maintaining and
upgrading of all
administrative services
given by college
Train staff from Centre
956593
for Continuing Education
- certificate level to
diploma level; conducting
training through long
distance learning;
conducting activities
related to maintaining
and upgrading o f all
administrative services
given by college
Train staff from Centre
2630551
for Maritime Studies certificate level to degree
level; conducting
activities related to
maintaining and
upgrading of all
administrative services
given by college
Conducting activities
25974202
related to maintaining
and upgrading of all
services given by Central
Administration
Establish a Qualifications Authority and develop standards for quality assurance in higher education institutions
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Relevant Activities
Act No
3.3.5.5
A1

A2
A3
A4
A5
A6
A7
A8
A9

A10
A11

A12

A13
PwC

Activity Name
Establishing Maldives
Qualification Authority
(MQA) as an independent
body
Establishing Rules and
Regulations to validate
certificates
Broadcasting information
on certificate validation
Maintaining information
on validated certificates
Approving local courses
conducted by various
bodies
Supervising centres and
courses conducted
Registering the higher
education providers and
training centres
Giving information on
National certificate
validation
Broadcasting the
Maldives National
Certificate Framework
Formulating and
broadcasting the M.Q.A
Regulations
Compiling and
maintaining of statistics
on higher education
centres/providers
Developing and
upgrading of services by
the authority
Upgrading technology

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

0.00

246720
97591
86812
149809
51228
51228
108933
139186

92784
80008

77729

77729
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Relevant Activities
Act No

Policy
3.3.6
Strategy
3.3.6.1
A1

Strategy
3.3.6.2
A1

A2

A3

A5

Strategy
3.3.6.3
A1
Policy
3.3.7
PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

and administrative work
Policy 6: Ensure the curriculum meets national needs and promote values.
Reform the national curriculum to include all aspects necessary at each level relevant to Maldivian context and provide each pupil access to the
full curriculum at their respective levels
Designing a results based 802000
Primary Education
Syllabus that fit our
community/environment
Diversify the national curriculum to include vocational training, foreign languages, media, music, handicrafts and performing arts in addition to
the business, science and arts streams that are presently taught
Conducting Technical
200000
Vocational Education
(TVET) courses to
secondary students
Training 25 Instructors
1250000
from Maldives
Polytechnique to conduct
TVET courses in schools
Designing course
50000
Enrolling and
13200
modules needed to
training 1 staff
conduct vocational
from school
courses for certificate
TVET unit in the
level 2 and 3
course Diploma
in Business
Administration
Enrolling and training 1
8600
staff from school TVET
unit in the course
Bachelor of Business
Develop and implement a pre-school curriculum
Designing a pre-school
0
syllabus and conducting
awareness programs
Policy 7: Transform all schools as single session schools in order to provide holistic education and conducive environment for the students
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Relevant Activities
Act No
Strategy
3.3.7.1
A1

A2

A3

Strategy
3.3.7.2
A1

PwC

Ambiguous Activities

Act
Activity Name
Amt
No
Create the additional infrastructure needed to move to single session schooling
Activity Name

Amt

Establishing
infrastructure
(classrooms and other)
needed to change atoll
schools to single session
schools (198 classroom
and others)
Doing all work related to
changing Male' schools to
single session schools

21541196

Providing professional
help and guidance
through professional
development workshops /
seminars and providing
materials needed for
professional capacity

2545383

12236670

Irrelevant Activities
Act
No

Activity Name

Comments

Amt

A4

Transportation of 0.00
students from
one public school
in Male' to the
other to
participate in
various cocurricular
activities
Establishing a school
0.00
A5
Transportation of 15000
with boarding facilities at
students from
0.00
Hulhumale'
one public school
in Atolls to the
other (N.
Kendhikulhudho
o) to participate
in various cocurricular
activities
Improve the professional capacity of schools to maximise and enhance the students’ holistic education experience
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Relevant Activities
Act No

A2
Strategy
3.3.7.3
A1
A2
A3
Strategy
3.3.7.4
Policy
3.3.8
Strategy
3.3.8.1
Strategy
3.3.8.2
Strategy
3.3.8.3
A1

A2
A3
A4

PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

building
Monitoring the schools
360815
when transferred to
single session schools
Create a child friendly conducive environment in all schools
Conducting awareness
100000
programs on child
friendly school concept
Training teachers under
365828
the child friendly school
concept
Conducting co-curricular 1699700
activates to give all round
education
Promote physical development and love for physical recreation in schools
Policy 8: Increase and expand educational opportunities for children with special needs including the gifted and talented
Develop a Special Education Needs Policy
Establish a mechanism to identify children with special needs for early intervention
Providing equitable access to educational opportunities for children with special needs
Establishing Special
Education Needs(SEN)
units in 6 schools and
holding parent meetings
Conducting inclusive
education workshops in 6
schools
Conducting sign language
training in 5 schools
Conducting workshops
on behaviour and
notification

53828

0.00
52646
0.00
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Relevant Activities
Act No
A5

A6

A7

Strategy
3.3.8.4
A3

Activity Name

Ambiguous Activities
Act
No

Amt

Amt

Act
No

Activity Name

Comments

Amt

Under capacity building
0.00
program, enrolling a staff
in the bachelors degree in
special education course
Under capacity building
0
program, enrolling a staff
in the masters degree in
special education course
Conducting the course 100000.0
certificate 3 in special
0
education (for teachers
from 20 schools)
Strengthen the monitoring mechanism of inclusive programmes to ensure effective programme implementation
Make experience gaining
trips to observe SEN unit
activities in schools
abroad (2011 - Malaysia,
2012 - India, 2013 Bangladesh)

0.00

A1

Conducting
Inclusive Education
workshops (Male')

5000.00

A2

Conducting I.E.P
workshops in 12
schools
Providing Supplies
and requisites
needed for SEN unit
administration
In coordination with
Maldives

0.00

A4

A5
PwC

Activity Name

Irrelevant Activities

If workshops are
directed towards
strengthening
monitoring
mechanism only then
it is relevant
otherwise it should
be included under
strategy 3.3.8.3:
"Providing equitable
access to educational
opportunities for
children with special
needs"

55000

2956359
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Relevant Activities
Act No

Policy
3.3.9
Strategy
3.3.9.1
Strategy
3.3.9.2
Strategy
3.3.9.3
Strategy
3.3.9.4
A1

A2

A3

A4
PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

Polytechnique,
conducting
Education Training
and Centre for
Children (ETCC)
programs for kids
with no
parents/governor in
the community
Policy 9: Ensure that the school system introduces students to employment and to employability skills
Identify skills required for national development and formulate programs to incorporate into the curriculum
Increase student awareness of the range of career opportunities available
Link the programs available in schools to the National Qualifications Framework
Develop capacity in schools for delivering vocational programmes
Conducting capacity
building certificate level
trainings to jobs below
diploma level needed in
the labour market
Conducting capacity
building advanced
certificate level trainings
to jobs below diploma
level needed in the labour
market
Conducting Capacity
building advanced
certificate level trainings
to jobs below diploma
level needed in the labour
market by polytechnique
Conducting Capacity

1559734

1722903

1071668

93092
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Relevant Activities
Act No

A5

A6

Policy
3.3.10

Strategy
3.3.10.1
A1

A2
A3

PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

building advanced
certificate level trainings
to jobs below diploma
level needed in the labour
market by polytechnique
Conducting Capacity
883044
building advanced
certificate level trainings
to jobs below diploma
level needed in the labour
market by polytechnique
Conducting Capacity
301286
building advanced
certificate level trainings
to jobs below diploma
level needed in the labour
market by polytechnique
Policy 10: Recruitment and retainment of quality professionals

Establish a teacher registration system
Consolidating a policy for
teacher registration and
establishing a special unit
to conduct and
implement teacher
registration
Under the unit,
implementing teacher
registration
Declaring teaching
guidelines/rules and
conducting awareness
programs on teacher

47500

270750
0.00
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Relevant Activities
Act No

Strategy
3.3.10.2
A1

A2

Strategy
3.3.10.3
A1

A2
A3

A4

Policy
3.3.11
PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

registration and doing a
study on teachers
working in Maldives
Recruit quality professionals for the education sector and work towards establishing a competitive and attractive career path
Getting experienced
1505600
volunteers from
developed countries to
give their service in our
education sector
Recruiting foreign
25800000
teachers and getting them
established in the needed
areas
Implement professional development programs for teachers and senior management of schools
Conducting various
911765
trainings and courses for
capacity building for
school teachers and
heads
Issue laptops in the form
0.00
of loans through
revolving funds
Issuing loans for capacity 0.00
building in existing staff
through revolving funds
Under staff development
0.00
program, through loans,
providing
accommodation in male'
and medical (30 staff, 3
days) for trainings
conducted in male' for
school heads from atolls
Policy 11: Ensure that every pupil who completes each key stage achieves specified outcomes, skills and attitudes.
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Relevant Activities
Act No
Strategy
3.3.11.1
Strategy
3.3.11.2
A1

A2
A3
Strategy
3.3.11.3
A1

A2
A3
A4
A5
A6
A7
A8

PwC

Ambiguous Activities

Act
Activity Name
No
Review and strengthen the school monitoring and evaluation programme
Activity Name

Amt

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

Conduct the school monitoring and evaluation programme
Conducting supervision
267333
on 56 schools and point
out the shortfalls
Conducting National
127450
Assessment for all grade
4 students
Conducting National
127450.00
Assessment for all grade 7
students
Develop and implement quality initiatives for schools based on the data gathered from monitoring and evaluation
Preparing indicators
training package and
piloting quality indicators
package in 6 schools of
Male'
Preparing selfassessment guidelines
Training of trainers from
Male' schools
Training of trainers from
Province schools
Conducting civil
education programs
Conducting Literacy and
Numeracy Program in
Schools
Conducting continuous
assessment workshops in
provinces
Declaring 7 schools that
need the most attention
and conducting special

81239

50000
0.00
155355
124628
0.00
812444
182128
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Relevant Activities
Act No

A9

A10
Policy
3.3.12
Strategy
3.3.12.1
A1

Strategy
3.3.12.2
A1

Strategy
3.3.12.3
A1

Strategy
3.3.12.4
A1

PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

programs for capacity
building
Conducting programs to
640000
support the students who
get outstanding results at
O'levels and A'levels
Conducting Examination
18263325
related programs by
D.P.E
Policy 12: Ensure that all Maldivians are educated to cater for the basic needs of life in literacy, skills and knowledge through opportunities for
lifelong learning
Establish a system to monitor literacy
Establishing a system to
32458
monitor literacy and
conducting community
education programs to
eradicate illiteracy
Provide adult education and facilitate adult education through programs developed to achieve specific goals
Designing and
54240
conducting education
programs for adults to go
with the new definition of
literacy
Develop and conduct educational, vocational and skills development programs to provide a second chance for school leavers who do not complete
formal education
Conducting 2nd chance
1441347
class programs and
school based content
upgrading programs in
male' and atolls
Increase public awareness on various issues such as human rights, civil responsibilities and democracy through publication of books and
production of reading and audio visual materials
Establishing facilities to
368052
conduct community
awareness programs
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Relevant Activities
Act No
Strategy
3.3.12.5

Ambiguous Activities

Act
Act
Activity Name
Amt
Activity Name
No
No
Develop and conduct various skills development programs for the youth who are in and out of schools
Activity Name

Amt

A1

Policy
3.3.13
Strategy
3.3.13.1
A1

Strategy
3.3.13.2
A1

Strategy
3.3.13.3
A1

Policy3.3.
14
Strategy
3.3.14.1
Strategy
3.3.14.2
A1
Strategy
PwC

Irrelevant Activities

Conducting various
capacity building
programs in the
atolls

Comments

Amt

276956.2
4

If capacity
development
programs are
directed towards in
and out youth then
relevant
Policy 13: Enhance and optimize teaching, learning and management through the use of Information and Communication Technology
Facilitate use of relevant internet resources for teaching and learning
Designing and conducing 515897
I Radio programs
targeted for Maldives
Education sector
Expand equitable access to Information and Communication Technologies (ICT) facilities
Designing and facilitating 275020
multimedia resources
needed for educating and
education
Develop and facilitate use of appropriate ICTs in the administration and management of schools
Developing multimedia
1470530
resource library and
broaden the existing
services
Policy 14: Improve organizational productivity and strengthen organization and management of the education sector
Reform the education sector to bring the necessary efficiency in order to strengthen the services and improve the quality of education
Formulate policies regarding the work done in different areas, and establish a system to review and monitor that it is properly implemented
Conducting internal audit 219539
in 10 schools
Ensure greater harmonization in transition of policies into sustainable plans, programmes and activities
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Relevant Activities
Act No
3.3.14.3
A1

A2

A3

Strategy
3.3.14.4
Strategy
3.3.14.5
A1

Strategy
3.3.14.6
A1

A2
Strategy
3.3.14.7
A1
PwC

Activity Name

Ambiguous Activities
Amt

Act
No

Activity Name

Irrelevant Activities
Amt

Act
No

Activity Name

Comments

Amt

Compiling a report on the 107025
services provided by the
education sector and the
new strategies introduced
Compile all project
0.00
monitoring forms and
monitor the various
projects conducted within
the education sector
Monitoring the projects
0.00
under the plan by various
departments, sections
and zones
Develop and apply standards, guidelines and frameworks for
operational zing of activities
Strengthen the financial management capacity to ensure efficient and effective use of funds
Increasing the use of
455000
computers in handling
the administrative data
and to establish a user
friendly system
Establish an easy and efficient way to collect Educational Statistics and other educational information
Developing of MoE's
114105
Information Management
System (Education
Management Information
System - EMIS)
Establishing of an System
Management Software
Inc.(SMSI)
Strengthen plans in order to retain the professional staff in the sector
Professional
Development / Staff

12968600
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Relevant Activities
Act No
A2
A3

Activity Name
C.C.E Staff Development
E-Section Staff
Development

Ambiguous Activities
Act
No

Amt

Amt

Act
No

Activity Name

Comments

Amt

525935
200000
A4

PwC

Activity Name

Irrelevant Activities

All Administrative
Tasks of the sector
(excluding schools)

6263729
2
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5 Health Sector Budget: Aligning
Performance Indicators to
Strategic Action Plan
5.1 Strategic Action Plan
5.1.1 Overview
In April 2009, the National Planning Council (NPC) declared that the manifesto of the Maldivian Democratic
Party (MDP) Alliance would guide the direction of development in the country over the next five years. The
Manifesto was subsequently developed into the Strategic Action Plan (SAP) that presented the National
Development Framework for the period 2009-13. SAP included a concrete results-based action plan, targeted
towards achievement of the Millennium Development Goals (MDGs) and promotion and strengthening of
human rights. It contained five key pledges, and identified short-term and long-term goals under the areas of
Good Governance, Social Justice and Economic Development.
It was expected to:
1.
b.
c.

Guide the development processes in the country,
Be an instrument of allocation of budgetary and fiscal responsibilities to various sectors and government
ministries, and
Serve as a mechanism of accountability to the citizens of the country towards achievements of promised
development benefits, and enhanced access to goods and services.

Accordingly, this national document has been encouraged for adoption by all stakeholders including state
institutions, civil society, private sector, donors, development partners and the public to steer their collective
development activities to create greater synergy and momentum to achieve the country’s development goals
over the next five years.

5.1.2 Features
SAP follows the following hierarchy:
1.

Thematic Groups

SAP clubs all pledges and sectors into five thematic groups.
a.
b.
c.
d.
e.
2.

Key Pledges
Good Governance
Social Justice
Economic Development
Other Sectors
Focus Area

The key pledges represent the intent or objective of Government of Maldives (GOM) for development in five
top-most priority areas. They are listed in SAP as:
a.
b.
c.
d.
e.

PwC

Establishment of a nationwide transport system
Ensuring affordable living costs
Provision of affordable housing
Providing quality healthcare for all
Prevention of narcotics abuse and trafficking
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SAP recognizes the following as the goal under this pledge:
“The provision of affordable basic healthcare as a fundamental human right and an integral component of
socio-economic development”
As per SAP, the constraints and emerging issues that would need to be overcome in order to achieve the above
stated goal include:






Lack of equipment and facilities at regional health centres as well as an incoherent water and sanitation
program to facilitate better health
Lack of skilled local health professionals at all levels of the health system
Deterioration of delivery of Primary Health Care
The lack of a legal framework to protect the patients and providers
Lack of capacity for research and evaluation of emerging health needs, and monitoring the quality of health
service provision and health system management.

In order to address these constraints/issues, 6 policies have been formulated under this pledge in SAP. These
are:







Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Policy 2: Provide access to affordable, equitable and quality health services for all Maldivians including
provision of universal health insurance
Policy 3: Build a competent, professional health service work force
Policy 4: Build a culture for evidence-based decision making within the health system
Policy 5: Establish and enforce appropriate quality assurance and regulatory framework for patient and
provider safety
Policy 6: Enhance emergency response capability of health systems

5.1.4 Gaps
While SAP does provide a broad outline of the government priorities for spending, it is constrained by the
following gaps:
1. Lack of performance indicators under strategies for monitoring progress across years
SAP includes a brief review of the concerned sector and an evaluation of the various issues/challenges, based on
which the policies and strategies have been framed. However, SAP does not list performance indicators to
monitor and oversee the achievement of the activities undertaken as part of any given Strategy.
2. Lack of milestone based action plan
Goals listed under the various focus areas are not accompanied by any milestone- based action plan. This
severely constrains the ability of a monitoring agency to track progress achieved by implementing bodies.
3. Lack of structured norm based costing
A structured norm based costing of individual strategies would have enabled SAP to function as a powerful tool
to check for spending efficiency and cost-effectiveness of the government. Such costing would have also
provided the government a robust estimate of the resources required to achieve the various goals listed in SAP.
4. Weak integration with macro economic framework
Integration with the macro economic framework prepared at the national level would have ensured alignment
with the allocation of available resources with priorities of SAP.
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5.2 Results Framework
A Results Framework (RF) approach has been adopted by the Government of Maldives to monitor the progress
in achievement of the goals specified in SAP. This approach is a simplified variant of the popular ‘Monitoring
for Development Results (MfDR)’ framework that has, in recent times, emerged as a centerpiece of global
efforts to improve the effectiveness of developmental spending. The basic structure and features of a MfDR
have been briefly described in this section.
Managing for Development Results
MfDR centres on gearing all human, financial, technological and natural resources – domestic and external – to
achieve desired results. It shifts the focus from inputs (in terms of monetary indicators) to measurable results
(in terms of non-monetary physical indicators) at all phases of the development process. At the same time,
MfDR focuses on providing sound information to improve decision-making. This entails tracking progress and
managing business in a way that maximises achievement of results.
MfDR implies that goals are clear, measurable, limited in number and concrete, with time-bound targets. At the
same time, they must be expressed as development outcomes.
MfDR Principles: The MfDR principles form the basis for sound performance management. They are
applicable at any level and within a variety of interventions (national, sector, program, project, and
organization), and they influence the use of specific strategies and tools at various phases of national and
development programming. There is significant synergy among the principles. They should all be considered at
every phase of any development initiative, as the basis for deciding which specific performance management
tools to apply. The principles do not, however, constitute a step-by-step, sequential recipe for MfDR.


Focusing the dialogue on results at all phases of the development process



Aligning programming, monitoring, and evaluation with results



Keeping measurement and reporting simple



Managing for, not by, results



Using results information for learning and decision-making

MfDR Cycle: In practice, the rollout of MfDR normally involves the following five core components or stages:


Setting goals and agreeing on targets and strategies



Allocating the available resources to activities that will contribute to the achievement of the desired
results



Monitoring and evaluating whether the resources allocated are making the intended difference



Reporting on performance to the public



Feeding back information into decision-making

Utility of MfDR: There are four features that distinguish this approach from traditional public administration
(see Table 70): shared goals and strategies; performance-based budgets; evidence-based decision making; and
public accountability. Each of these features has important policy implications, raises difficult issues, and
requires determined leadership.
Table 70: Utility of MfDR

Feature 1: Shared Goals and Strategies



Focus on development outcomes with agreed indicators and time-bound targets
Broad agreement on goals and alignment of resources

Feature 2: Performance-Based Budgets
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Linked plans and budgets
Programme budgeting
Predictable donor pledges and medium-term expenditure frameworks

Feature 3: Evidence-Based Decision Making




Results-based statistics, performance monitoring systems and evaluation protocols
Budgetary and operational flexibility
Annual multi-stakeholder performance reviews

Feature 4: Public Accountability
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5.3 Aligning Indicators of Results Framework with SAP
To enable monitoring of the goals listed in SAP, Department of National Planning (DNP), supported by the
consultant under an UNDP TA, Mr Ajit Ekanayake, drafted 31 RFs for the various sectors listed under SAP. The
format for these RFs has been shown in Table 71. This format was discussed with the ministries and the agreed
finalised framework was circulated to the ministries for providing their inputs and making necessary
modifications.
Table 71: RF prepared by DNP

Targets/ Achievements
Lead
Agency

Eg:
Outcome/
Output/
Impact/
Event

2013

Baseline
2012

Unit of
Measure

2011

Indicator
Type

2010

Result
Indicators

2009

Sector
Outcomes

Target
Achievement

Keeping in mind the objective of RF and the core five stages involved in the preparation, and in order to ensure
that the performance indicators listed in the RF are appropriately aligned with the SAP, we have recommended
the following refinements in the RF prepared for the Health Sector with respect to both the framework and its
content.

5.3.1 Review of the Draft framework prepared by DNP
Ensuring consistency with SAP hierarchy
As mentioned before, SAP follows a four tier hierarchy of (i) Theme (ii) Focus Areas, (iii) Policy and (iv)
Strategy. To ensure that outcomes identified in a given sector are aligned to SAP, the RF for the sector should be
consistent with this hierarchy. However, as shown above, the framework drafted by DNP did not align the
sector outcomes according to this hierarchy. Hence we proposed the introduction of new columns, clearly
maintaining the hierarchy, to bring the RF more in line with SAP.
Uniform coding across RF and Program Budgets
In 2010, MOFT initiated ‘Program Budgeting’ in all line ministries to ensure alignment of the budget with SAP
and the sector master plans. This program budget was intended to enable allocation of expenditure against
agreed upon physical targets of achievement for ‘strategies’ listed under SAP over a period of 3 years.
The chart of accounts adopted in the program budget is linked to the 4-tier classification of SAP, thus ensuring
consistency with SAP. We propose that these accounting codes should also be included in the RF so that there is
a one-to-one linkage between this framework and program budget.
Such linkage would have a three-fold benefit. Firstly, it would be consistent with the RF principle of ‘evidencebased decision making’, whereby the results-based statistics would directly be comparable to the expenditure
allocated to these strategies in the budget thereby strengthening linkage between the planning and budgeting
exercise;. Secondly, this would save duplication of efforts, as having a one-to-one mapping with the ‘program
budget’ would ensure that the exercise of aligning budget allocations to targeted outcomes/outputs for the
Ministry of Health and Family need not be undertaken separately. Finally, this would ensure consistency in
planning and budgeting documentation.
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5.3.2 Analysis of Draft prepared by Ministry of Health and Family
Based on our discussions with MOHF, a modified RF, aligned to the 4 tier classification of SAP, was prepared
and submitted by the Ministry to DNP. A detailed review of this framework was then carried out under this
assignment. Some the issues that surfaced included:
1.

Inclusion of indicators that may not directly help in monitoring performance against the corresponding
Strategy
2. Misalignment of indicators across strategies under a given policy
3. Input-based indicators proposed in place of outcome/output-oriented indicators
4. Scope for further inclusion of alternative/additional indicators
A systematic analysis of the RF as submitted Ministry of Health and Family to DNP has been summarized in the
sub sections below. Table 76, containing a comprehensive analysis for all policies and strategies under the
concerned Pledge for Health Sector, has been given in the Appendix of this report.
Ensuring Comprehensive Coverage
Locating “Monitorable Variables” in Strategy
Strategy is the lowest tier in the classification hierarchy and it is the most detailed. Each Strategy is a sentence
with a general theme. But the Strategies themselves cover a number of aspects within the general theme. Thus
each Strategy sentence we can be disintegrated further to capture the distinct topics. Each of these we term as
“Monitorable Variable” for which we look for appropriate indicators.
The following is a Strategy from the SAP under the Key Pledge of “Affordable and Quality Health Care for All”
and under the Policy of “Strengthen health promotion, protection and advocacy for healthy public policies”.
This is to illustrate the existence of separate or distinct topics in the same Strategy.
“Strengthen vaccination, growth monitoring (including developmental milestones), IECD (Integrated
Early Childhood Development), new born care and IYCF (Infant and Young Child Feeding)
programmes in communities and expand child health and nutrition surveillance system.”
From the Strategy we identify the following as “Monitorable Variables”:
1.
2.
3.
4.
5.
6.

Vaccination
Growth monitoring
Integrated early childhood development
New born care
Infant and young child feeding
Child health and Nutrition surveillance system

Mapping of proposed Indicators with “Monitorable Variables” from Strategy
The next step is to map the already proposed outcomes or indicators with that of the ‘Monitorable Variable’(s)
from the Strategy. During our analysis we found that some of the indicators are not directly linked to the
“Monitorable Variable”. In such cases the issue is highlighted and a replacement indicator is proposed.
We also found that in some cases Input-based indicators were proposed in place of outcome/output-oriented
indicators. This was also highlighted in our analysis and a replacement indicator is proposed.
Suggest new indicators or better indicators
Table 72: Indicators suggested by DNP

Strategy

Sector Outcome Indicators/Targets

Indicator
Type

1. Strengthen vaccination,

1. Percentage of children breastfed exclusively up to 6
months

Outcome
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Strategy

Sector Outcome Indicators/Targets

growth monitoring (including
developmental milestones),
IECD (Integrated Early
Childhood Development), new
born care and IYCF (Infant and
Young Child Feeding)
programmes in communities
and expand child health and
nutrition surveillance system

2. Percentage of coverage for all EPI vaccines maintained
above 95% for children under two years
3. Vitamin A supplementation coverage in children <5yrs
4. Percentage of children initiated with complementary
feeding at 6 months,
5. Percentage of underweight children under 5 years
6. Proportion of children with Vitamin A deficiency (night
blindness)

Indicator
Type
Outcome
Outcome
Outcome
Outcome
Outcome

DNP had suggested the above 6 indicators for the second Strategy under Policy 1. We find that the 6 indicators
cumulatively do not cover all aspects of the Strategy statement. –It is found that some of the “Monitorable
Variables” are not represented at all. In the above mentioned Strategy the Monitorable Variables: “Integrated
Early Childhood Development (0-9 years)” and “new born care” are not represented by any indicators. Hence
new indicators should be suggested for these “Monitorable Variables”.
In our analysis we found that the Monitorable Variable: “Growth Monitoring (including developmental
milestones)” has been represented by “Percentage of underweight children under 5 years”. We were of the
opinion that this indicator alone is insufficient in capturing the true picture of “Growth Monitoring (including
developmental milestones)”. Hence some more indicators were suggested. Our background analysis revealed
that the DNP already has data on “Prevalence of stunting 37/ wasting (1-4 yrs, 1-5 yrs) (Gender-wise)”. We
therefore proposed to include this as an additional Sector Outcome Indicator.
The following table illustrates the analysis of all Monitorable Variables in the Strategy.
Table 73: Illustration of Analysis to ensure Comprehensive Coverage

Pledge/ Key Theme 1.4: Affordable and Quality Health Care for All
Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Mapping of Indicators
Comments/ Possible Indicators
Identified
(in case of gaps)
(2)
(3)
1.4.1.2: Strengthen vaccination, growth monitoring (including developmental milestones), IECD
(Integrated Early Childhood Development), new born care and IYCF (Infant and Young Child
Feeding) programmes in communities and expand child health and nutrition surveillance system
2. Percentage of coverage for all EPI
Vaccination
vaccines maintained above 95% for
children under two years
Strategy Element
(1)

1

2

Growth Monitoring
(including developmental
milestones)

3

Integrated Early
Childhood Development
(0-9 years?)

5. Percentage of underweight38
children under 5 years

- GAP -

Prevalence of stunting39/ wasting (1-4
yrs, 1-5 yrs) (Gender-wise)
Source: Ministry of Health_Multiple
Indicator Cluster Survey
(MICS)_2001)
Infant Mortality Rate per 1000 Live
Births
(Source: Vital Registration System,
Ministry of Health 2009)

weight for height reference value
median weight for age reference
39 weight for height reference value
37

38
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Pledge/ Key Theme 1.4: Affordable and Quality Health Care for All
Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(in case of gaps)
(3)
Under Five Mortality Rate
(Source: Vital Registration System,
Ministry of Health & Family 2009)
Prevalence of stunting/ wasting (1-4
yrs, 1-5 yrs) (Gender-wise)
(Source: Ministry of Health_Multiple
Indicator Cluster Survey
(MICS)_2001)
Percentage of underweight children
under 5 years
Others:
Incidence of Malnutrition

4

New Born Care

- GAP -

Proportion of mothers having a live
birth in last 12 months receiving no
assistance at delivery
(Source: Ministry of Health_Multiple
Indicator Cluster Survey
(MICS)_2001)
Had contact with healthcare provider
within 6 weeks of delivery
(Source: Ministry of
Health_Reproductive Health
Survey_2004)
Infant Mortality Rate per 1000 Live
Births
(Source: Vital Registration System,
Ministry of Health 2009)
Others possible indicators:
Neonatal mortality rate
Perinatal mortality rate

5

Infant and Young Child
Feeding

6

Expand Child Health and
Nutrition Surveillance
System

1. Percentage of children breastfed
exclusively up to 6 months
4. Percentage of children initiated
with complementary feeding at 6
months
3. Vitamin A supplementation
coverage in children <5yrs
6. Proportion of children with
Vitamin A deficiency (night
blindness)
Nutritional Status of Children Under
Five Years
(Source: Multiple Indicator Cluster
Survey, 2001, Ministry of Health)

Inclusion of Indicators not directly involved in Monitoring Performance
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Table 74: Inclusion of Indicators not directly involved in Monitoring Performance

Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1.4.1.4: Strengthen policies and programmes for prevention and control of non-communicable
diseases(NCDs), including mental health, injury and disability prevention, with risk factors
surveillance of NCDs
Non-Communicable Diseases
4. Percentage Tax incidence
Tax incidence on cigarettes is not
(Injury and Disability prevention)
on cigarettes
directly related to NCDs
Strategy Element
(1)

The indicator proposed for the Strategy component (“Monitorable Variable”): “Non-Communicable
Diseases (Injury and Disability prevention)” is Percentage of Tax incidence on cigarettes. We believe that this
indicator does not directly represent the idea or theme as presented by the Strategy. Hence we propose that this
be either replaced by a new indicator or an additional indicator be identified which will represent the
“Monitorable Variable”.
Input-based indicators proposed in place of outcome/ output-oriented indicators
Table 75: Inconsistency of Indicator

Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)

1.4.1.4: Strengthen policies and programmes for prevention and control of non-communicable
diseases(NCDs), including mental health, injury and disability prevention, with risk factors
surveillance of NCDs
3. No of NGOs formed and
Indicator identified is an input and not
functioning to tackle NCDs
an output
and their determinants
Here the indicator suggested is not irrelevant for representing the “Monitorable Variable” Non-Communicable
Diseases because it is clearly an input-based indicator and hence is not consistent with result-oriented principle
of RF. We thus propose an alternative Performance Indicator in place of it.
Non-Communicable Diseases
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Appendix A: Pledge 1.4:
Affordable and Quality Health
Care for All
Table 76: Analysis of Indicators in RF

Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)

Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1.4.1.1: Develop and implement programmes to empower communities for promoting healthy public
policies, settings and behaviours through networking and building capacity for health
promotion, advocacy for enabling environment for practice of healthy behaviour.
Promoting Healthy Public Policies, 1. No. of islands implementing
Settings and Behaviours through
healthy setting initiatives
Networking and Building Capacity
6. Comprehensive legislation
for Health Promotion
on food safety
2. Proportion of health
promotion campaigns with
community participation
3. No. of CBOs / NGOs
conducting health promotion
programmes (of more than 1
year duration)
7. Registration of food
establishment and food
products.
8. Proportion of food
establishments adhering to
food safety standards and
regulations
Advocacy For Enabling
4. Percentage of public
Environment For Practice Of
facilities with hand washing
Healthy Behaviour
facilities (soap and water or
alcohol based hand wash)
5. Number of health facilities
implementing universal
infection control standards
1.4.1.2: Strengthen vaccination, growth monitoring (including developmental milestones), IECD
(Integrated Early Childhood Development), new born care and IYCF (Infant and Young Child
Feeding) programmes in communities and expand child health and nutrition surveillance system
Vaccination
2. Percentage of coverage for
all EPI vaccines maintained
above 95% for children under
two years

PwC

Page 277 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)
Growth Monitoring (including
developmental milestones)

Mapping of Indicators
Identified
(2)
5. Percentage of underweight
children under 5 years

Integrated Early Childhood
Development (0-9 years?)

Comments/ Possible Indicators
(incase of gaps)
(3)
Prevalence of stunting/ wasting (1-4 yrs,
1-5 yrs) (Gender-wise)
Source: Ministry of Health_Multiple
Indicator Cluster Survey (MICS)_2001)

Infant Mortality Rate per 1000 Live
Births
(Source: Vital Registration System,
Ministry of Health 2009)
Under Five Mortality Rate
(Source: Vital Registration System,
Ministry of Health & Family 2009)
Prevalence of stunting/ wasting (1-4 yrs,
1-5 yrs) (Gender-wise)
(Source: Ministry of Health_Multiple
Indicator Cluster Survey (MICS)_2001)
Percentage of underweight children
under 5 years
Others:
Incidence of Malnutrition

New Born Care

- GAP -

Proportion of mothers having a live
birth in last 12 months receiving no
assistance at delivery
(Source: Ministry of Health_Multiple
Indicator Cluster Survey (MICS)_2001)
Had contact with healthcare provider
within 6 weeks of delivery
(Source: Ministry of
Health_Reproductive Health
Survey_2004)
Infant Mortality Rate per 1000 Live
Births
(Source: Vital Registration System,
Ministry of Health 2009)
Others:
Neonatal mortality rate
Perinatal mortality rate

Infant and Young Child Feeding

Expand Child Health and Nutrition
Surveillance System

1. Percentage of children
breastfed exclusively up to 6
months
4. Percentage of children
initiated with complementary
feeding at 6 months
3. Vitamin A supplementation
coverage in children <5yrs
6. Proportion of children with
Vitamin A deficiency (night
blindness)
Nutritional Status of Children Under
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Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)
Five Years
(Source: Multiple Indicator Cluster
Survey, 2001, Ministry of Health)
1.4.1.3: Strengthen safe motherhood and reproductive health programmes, including age and sex
appropriate ASRH (Adolescent Sexual Reproductive Health), RH cancers, gender based violence and provision
of reproductive health commodities
Safe Motherhood
2. Percentage whose last
pregnancy was protected
against neonatal tetanus
3. Percentage of pregnant
women receiving 4 or more
ANC checkups by a skilled
provider
4. Maternal mortality ratio per
100,000 live births
5. Infant mortality rate per
1000 live births
Proportion of mothers having a live
birth in last 12 months receiving no
antenatal checkup
(Source: Ministry of Health_Multiple
Indicator Cluster Survey (MICS)_2001)
Attendance at delivery in last year by
CHW/ Doctor/ FHW/ Gynaecologist/
Nurse/ Trained TBA/ Untrained TBA or
no assistance
(Source: Ministry of
Health_Reproductive Health
Survey_2004)
Reproductive Health
1. Contraceptive prevalence
Others possible indicators:
rate
 Total Fertility Rate
 Maternal Mortality Rate
 Antenatal care coverage
 Births attended by skilled health
personnel
 Availability of basic essential
obstetric care and availability of
comprehensive essential obstetric
care
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Perinatal mortality rate
Prevalence of low birth weight
Prevalence of positive syphilis
serology in pregnant women
Prevalence of anaemia in women
Percentage of obstetric and
gynaecological admissions owing
to abortion
Reported prevalence of women
with genital mutilation
Prevalence of infertility in women
Prevalence of HIV infection in
pregnant women
Knowledge of HIV-related
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Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)

preventive practices
- GAP (in terms of age and sex
appropriate Adolescent Sexual
Reproductive Health)

Comparison of Reproductive Health
Related Indicators
(Source: Reproductive Health Survey
1999 & 2004 , National Micronutrient
Survey 2007, Ministry of Health)

- GAP (in terms of RH cancers)
- GAP (in terms of gender based
violence)
- GAP (in terms of provision of
reproductive health
commodities)
1.4.1.4: Strengthen policies and programmes for prevention and control of non-communicable
diseases(NCDs), including mental health, injury and disability prevention, with risk factors
surveillance of NCDs
Non-Communicable Diseases
1. No. of formal policy
statements and documents
endorsed or accepted in the
area of non-communicable
diseases (NCDs), mental
health, injury prevention and
tobacco control.
2. Percentage of provincial
and local administrations
having institutional capacity
including trained human
resource to conduct
prevention and control of
activities for NCDs
3. No of NGOs formed and
Indicator identified is an input and not
functioning to tackle NCDs
an output
and their determinants
Non-Communicable Diseases
- GAP Client Status in Drug Rehabilitation
(Mental Health)
Centre, by Sex
(Source: National Narcotics Control
Bureau)
Drug Abuse Cases Reported, by Age
Group (Maldives Police Service)
Non-Communicable Diseases
4. Percentage Tax incidence
Tax incidence on cigarettes is not
(Injury and Disability prevention)
on cigarettes
directly related to NCDs
Non-Communicable Diseases (Risk
Factors Surveillance of NCDs)

Prevalence of NCD Risk
(Source: NCD Risk Factor Survey ,2004,
Ministry of Health)
1.4.1.5: Strengthen programmes for prevention and control of TB, HIV and other communicable diseases
(including zoonoses) and address emerging diseases related to climate change through integrated vector
management and improve entomological surveillance and integrated disease surveillance system
TB
7. Incidence of TB /'000
population (sputum positive)

PwC

- GAP -

Page 280 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Policy 1: Strengthen health promotion, protection and advocacy for healthy public policies
Strategy Element
(1)
HIV

Other Communicable Diseases

Mapping of Indicators
Identified
(2)
1. Percentage of population
(15 - 24 and 15 - 49 yrs) with
comprehensive knowledge
about HIV & AIDS
3. Number of Injecting drug
users who received an HIV
test in the
last 12 months and who know
their results
4. HIV prevalence/'000
population
2.Number of STI cases treated
at health care facilities

Comments/ Possible Indicators
(incase of gaps)
(3)

5. Prevalence of
diarrhoea/'000 population
6. Mortality from dengue

Emerging Diseases
(related to climate change through
integrated vector management)
Entomological Surveillance and
Integrated Disease Surveillance
System

8. Prevalence of filaria/ '000
population
9. Prevalence of leprosy/'000
population
- GAP -

- GAP -

Policy 2: Provide access to affordable, equitable and quality health services including provision
of universal health insurance
Strategy Element
Mapping of Indicators
Comments/ Possible Indicators
(1)
Identified
(incase of gaps)
(2)
(3)
1.4.2.1: Introduce and implement a universal health insurance scheme (Madhana)
1. Citizens covered by
Universal Health Insurance
Scheme (Madhana) increased
1.4.2.2: Reorient national health policy towards revitalizing PHC and build a critical mass of PHC workers,
resourced with essential public health commodities and sensitize decision makers at local levels
1. Legal Framework
established for health service
delivery covering:
 Health Service Bill
 Public Health
Protection Bill
 Health Insurance Bill
 Medical negligence
Bill
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Policy 2: Provide access to affordable, equitable and quality health services including provision
of universal health insurance
Strategy Element
Mapping of Indicators
Comments/ Possible Indicators
(1)
Identified
(incase of gaps)
(2)
(3)
Proportion of population with no health
centre or worker
(Source: MPND_Tsunami Impact
Assessment Survey_2005)
1.4.2.3: Support and facilitate establishment of community pharmacies through PPP, together with
appropriate legal framework for ensuring safety and accessibility to medicinal products
Community Pharmacies

Legal Framework

1.Proportion of islands with
pharmacy
2. Community pharmacies
operated through PPP
increased
- GAP -

Legal Framework established for health
service delivery covering:
 Health Service Bill
 Public Health Protection Bill
 Health Insurance Bill
 Medical negligence Bill

1.4.2.4: Establish mechanisms such as telemedicine, referral systems, contingency supplies and
social health insurance with PPP to ensure access to essential health services
Telemedicine
1.Proportion of islands with
telemedicine services
Referral Systems

- GAP -

Contingency Supplies

- GAP -

Social Health Insurance

- GAP -

Provincial health delivery centres
operating Tele medicine and Referral
Systems

1.4.2.5: Develop the capacity of health facilities through PPP at provincial and atoll levels to deliver
client centered, age and gender appropriate health services and provide outreach services to island
communities
Health facilities through PPP at
1.Proportion of trained
provincial and atoll levels
enforcement staff (health
service, medicines, public
health) working in the atolls
1.4.2.6: Open up opportunities for the provision of complementary medicine with appropriate legal
framework for quality and safety of services
Complementary medicine
1. Provincial health delivery
Does not capture the “Monitorable
centres operating Tele
Variables”
medicine and Referral
Systems increased
- GAP Information about provision of
complementary medicine
1.4.2.7: Strengthen capacity for health system management and performance monitoring of health
services delivered through PPP
Health system management and
1. Facilitation of upgrading of
Does not capture the “Monitorable
performance monitoring
Hospitals with new/latest
Variables”
services/technologies to
facilitate better health care.
- GAP Medical record policy and standards
developed
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Policy 2: Provide access to affordable, equitable and quality health services including provision
of universal health insurance
Strategy Element
Mapping of Indicators
Comments/ Possible Indicators
(1)
Identified
(incase of gaps)
(2)
(3)
Proportion of hospitals maintaining
standardized medical record system
No. of hospital staff trained in medical
record management

Policy 3: Build a competent, professional health service work force
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)

1.4.3.1: Develop a comprehensive health workforce plan, maximize training opportunities in
country and abroad, and allocate adequate resources in national budget and donor projects
Comprehensive Health Workforce
Plan
Maximize Training Opportunities
in Country and Abroad
Allocate Adequate Resources In
National Budget And Donor
Projects

2. A Comprehensive Health
Workforce Plan Developed
1. Capacity building
strengthened through donor
projects.
1. Public health exp. (% of Total GDP)
- GAP -

2. Per capita Health Expenditure as a %
of National Budget (MRf)

1.4.3.2: Attract and retain competent local professionals in the health system through appropriate
performance appraisal systems and providing incentives and job opportunities close to home
1. Proportion of staff with
clear job descriptions and
responsibility assigned
1.4.3.3: Strengthen in-country training capacity through developing skills of local lecturers,
introduction of distance education mechanisms and facilitating establishment of training
institutes through PPP
1. Annual budgetary
allocation to Health Sector
Incorrect placing
increased
- GAP –
(in terms of developing skills
of local lecturers)
- GAP –
(in terms of introduction of
distance education
mechanisms)
Availability of short term training (non
- GAP –
degree) courses in health information,
(in terms of establishment of
health research from local academic
training institutes)
institutions
1.4.3.4: Develop capacity of health professionals to engage in academic and research work,
including establishing linkages and networks between tertiary hospitals and international institutions
Students Who Received Scholarships
- GAP (Source: Ministry of Human Resources,
Youth and Sports)
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Policy 3: Build a competent, professional health service work force
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)
Medium term national health research
requirement and plan

Policy 4: Build a culture for evidence-based decision making within the health system
Strategy Element
(1)

Mapping of Indicators
Identified
(2)

Comments/ Possible Indicators
(incase of gaps)
(3)

1.4.4.1: Establish standardized medical record systems in hospitals and health centres and develop
capacity of medical records officers for data analysis and data dissemination for decision making
1. Medical record policy and
standards developed
2. Proportion of hospitals
maintaining standardized
medical record system
3. No. of hospital staff trained
in medical record
management
4. No. of Medical records
Data Analysis and Data
officers employed in data
Dissemination
analysis
1.4.4.2: Develop online vital registration system linked to all levels of health system and national
registration authorities
1. Proportion of birth and
deaths entered to e-VRS at
point of service
2. Proportion of hospitals
linked electronically to the
vital registration system
Medical Record Systems in
Hospitals and Health Centres

1.4.4.3: Develop local capacity for health research by health system development, development of
laboratory facilities and strengthening capacity of FHS research training
1. Medium term national
health research requirement
and plan
2. National Health Research
Bulletin published every 2
years
3. National health research
ethical review guidelines
developed
4. Availability of short term
training (non degree) courses
in health information, health
research from local academic
institutions
Development Of Laboratory
Facilities

- GAP -

1.4.4.4: Establish electronic archive and storage networks for health system correspondences,
documents and information
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Policy 4: Build a culture for evidence-based decision making within the health system
Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1. Research information,
including data sets archived
electronically
2. Annual publication of core
health indicators
1.4.4.5: Establish electronic online data flow system between different levels of the health system aligned
with e-government policy in partnership with private sector, to enable data/ information access for timely
decision making
1. Annual data collection
mechanism for NHA
2. Electronic mechanism
/system in place to access and
share information with
intersectoral and external
agencies
Strategy Element
(1)

Policy 5: Establish and enforce appropriate quality assurance and regulatory framework for
patient and provider safety
Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1.4.5.1: Develop legal framework and capacity of the health professionals' regulatory bodies for assuring
competency of practitioners, together with tribunal for addressing medico legal issues and
enforcement of relevant legislations
1.Establishment of a quality
management system for all
hospitals
Revision of regulation on
Health Service covering
Was under wrong head in RF
allopathic and alternate forms
Health Professionals' Regulatory
of medicine
Bodies
Ethical guidelines, standards,
code of conduct and
Proficiency/competency
Was under wrong head in RF
testing for registration of all
licensed cadres of health
professionals established.
Establishment of a
Tribunal for Addressing Medico
functioning tribunal for
Was under wrong head in RF
Legal Issues
medico legal issues
Existence of legislation on
Health Service covering
Was under wrong head in RF
allopathic and alternate forms
of medicine
Enforcement of Relevant
Existence of legislation for
Legislations
quality control of existing
Was under wrong head in RF
forms of medicine
Existence of legislation for
quality control of medical
Was under wrong head in RF
devices
Strategy Element
(1)
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Policy 5: Establish and enforce appropriate quality assurance and regulatory framework for
patient and provider safety
Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1.4.5.2: Build institutional and professional capacity for quality assurance and accreditation of health
service together with a health service responsiveness monitoring system
2. Proportion of institutions
providing allopathic and
alternative health services
inspected annually
4. Proportion of maternal &
perinatal / neonatal deaths
reviewed per year
5. Proportion of alleged cases
of medical negligence
investigated per year
Strategy Element
(1)

Policy 6: Enhance emergency response capability of health systems
Mapping of Indicators
Comments/ Possible Indicators
Identified
(incase of gaps)
(2)
(3)
1.4.6.1: Establish a national emergency medical services / EMS (i.e. coordination centre, emergency
transport, vessels and emergency departments) through capacity building, appropriate quality control
mechanisms, equipment standardization and stakeholder awareness programs
1. No. of drills carried out
annually for public health and
natural emergencies
2. Proportion of Emergency
transport vessels/vehicles
equipped with emergency
equipment
3. Develop EMS plan and
Disaster prepared plans on
Atoll and Island level.
4. Awareness programmes
conducted on National Health
Emergency
Strategy Element
(1)

5. National Health Emergency
Operation Centre established.
1.4.6.2: Establish a nationally coordinated blood transfusion system through capacity building,
stakeholder awareness programmes, appropriate information systems and quality control mechanisms
- GAP 1.4.6.3: Strengthen public health emergency response through capacity building, quality control
measures; and establish appropriate facilities and information systems
1. Proportion of personnel
working in
(paramedics/incident officers)
medical emergency transport
vehicles/vessels trained with
first aid (BLS;ALS)
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Policy 6: Enhance emergency response capability of health systems
Strategy Element
(1)

PwC

Mapping of Indicators
Identified
(2)
2. Early warning system in
place for public health
emergencies
3. Proportion of atolls with
functional RRTs for public
health emergencies
4. No. of international ports
with quarantine facilities in
place

Comments/ Possible Indicators
(incase of gaps)
(3)
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6 Compliance note for PAS
Requirement as per Law (to be prepared and submitted by Financial Controller)
A statement of the estimates of the revenue and expenditure for each of the Public Funds that are in the budget
passed by the People’s Majlis for that financial year; and
a statement of the actual revenue and expenditure of each of the Public Funds in that financial year; and
A statement of the assets, liabilities and contingent liabilities of the State as at the end of that financial year.

Current Publication
Statement 1

Summary of Receipts and Payments for the year ending 31 st December 2011

Statement 2

Consolidated Revenue Fund – Summary of Receipts ad Payment

Statement 3

Loans and Capital Works Fund for the year ending 31st December 2011 – Summary of
Receipts and Payments

Statement 4

Expenditure by Accountable Government Agency for the year ending 31 st December
2011

Statement 5

Status of Public Debt for the year ending 31 st December 2011

Statement 6

Schedule of Investments for the year ending 31st December 2011

Annex 1

Details of Income and Expenditure

Annex 2

Detailed Economic Classification of Income and Expenditure

Annex 4

Loans and Capital Works Fund – Capital Projects

Data Anomalies in the Financial Statements for year 2011 taken from PAS
Statement 1:
1. The head- Capital Expenditures is unclear. The subheads under Capital Expenditures do not add to total.
2. The head Cap Outlays- PAS transition can be computed as a sum of Capital Expenditures, Asset
acquisitions/Construction, Credit facilities for local businesses and Investments in the sheet. The correct
version should be to compute Capital Expenditure as the sum of the other sub-heads.
3. Conversion of loans to Govt Bonds is a negative figure while the Government Bonds figure is nil. It is not
clear where the reduction in loans (after conversion) has been adjusted.
4. Tax revenue figure does not match that in annexure 1
5. Grants figure does not match annexure 1
Statement 2:
The values of Capital Expenditures, Asset acquisitions/Construction, Investments and Capital Outlays –
PAS transition do not match the corresponding values in Statement 1
2. Recurrent expenditure values (including subheads) don’t match with Statement 1

1.

Statement 3:
1.

The values of Capital Expenditures, Asset acquisitions/Construction, Investments and Capital Outlays –
PAS transition do not match the corresponding values in Statement 1
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2. Figure shown in Grants is does not match corresponding value in Statement 1. It matches the value for
Capital Receipts
Statement 5:
1.

The balance of Domestic Debt in MVR does not match the value derived from Balance in previous year +
net increase in borrowings
2. Most external loans do not satisfy the above relationship.
Annexure 1
1. It is not clear how total revenue is contributed from CRF and LCWF
2. Borrowings and Repayments have been added, instead of subtracting, to derive total borrowing inflow
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Annexure.4 Debt Management
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1 Debt Management Manual
1.1 Introduction
1.1.1 Background
1.

The ‘Institutional Strengthening for Economic Management’ Project funded by the Asian Development
Bank’s (ADB TA7424-MLD ) supported Ministry of Finance and Treasury (MOFT) of the Government
of Maldives (GoM) in achieving recovery and sustainable growth of the economy over the medium term
by removing distortions that have led to the large economic imbalances. By supporting long overdue
structural reforms, the Project will enable GoM to move towards a more broad-based and sustainable
development framework that reduces the country's vulnerability to external shocks.

2. Increasing public debt: As a result of the need to finance the rising fiscal deficit, total public debt
increased from 42% of Gross Domestic Product (GDP) in 2004 to over 80% in 2010. Domestic
borrowing to finance the deficit drove debt accumulation.
3. In recognition of the magnitude of the economic crisis, GoM has begun reforms to arrest its
deteriorating fiscal position. At the same time, it has agreed to take further economic reform measures
under this ADB supported Project. This Manual serves the need for a reference for efficient management
of debt in the government.

1.1.2 Debt Management Objectives
1.

The main objective of public debt management is to ensure that the government’s
financing needs and its payment obligations are met at the lowest possible cost over the
medium to long run, consistent with a prudent degree of risk. Prudent risk management to
avoid dangerous debt structures and strategies (including monetary financing of the government’s debt)
is crucial, given the severe macroeconomic consequences of sovereign debt default, and the magnitude
of the ensuing output losses. These costs include business and banking insolvencies as well as the
diminished long-term credibility and capability of the government to mobilize domestic and foreign
savings. Satisfying this objective requires that the debt manager must be concerned about the sources of
financing and the terms on which they are secured, the choice of debt instruments, the amounts to be
borrowed and in what currency. The debt manager must therefore not only have comprehensive and
accurate information about the country’s debt but also must constantly review and analyse the portfolio
to ensure that the debt remains sustainable and can be serviced under a wide range of circumstances.
Box 1 provides a list of the main risks encountered in sovereign debt management.

2. Governments should try to minimize expected debt servicing costs and the cost of holding liquid assets,
subject to an acceptable level of risk, over a medium- to long-term horizon. Minimizing cost, while
ignoring risk, should not be an objective. Transactions that appear to lower debt servicing costs often
embody significant risks for the government and can limit its capacity to repay lenders. Developed
countries, which typically have deep and liquid markets for their government securities, often focus
primarily on market risk, and, together with stress tests, may use sophisticated portfolio models for
measuring this risk. In contrast, emerging market countries, which have only limited (if any) access to
foreign capital markets and which also have relatively undeveloped domestic debt markets, should give
higher priority to rollover risk. Where appropriate, debt management policies to promote the
development of the domestic debt market should also be included as a prominent government objective.
This objective is particularly relevant for countries where market constraints are such that short-term
debt, floating rate debt, and foreign currency debt may, in the short-run at least, be the only viable
alternatives to monetary financing.
3. There is a need to analyze the impact of an array of economic and financial variables on the debt
portfolio. The outcomes of this analysis may be of particular importance to debt managers who can then,
in a pro-active way, implement careful strategies to manage their portfolios and avoid getting into debt
difficulties.
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4. Specifically, the manager needs to:
a.

Analyse the effects of different levels of new borrowings, based on different assumptions
regarding currencies and repayment terms;

b. Analyse the effects of changes to the terms of existing loans;
c.

Evaluate different loan offers and calculate the concessionality of loans;

d. Analyse the impact of interest rate and exchange rate variations;
e.

Analyse the impact of change in exogenous economic variables like GDP, exports and revenue
on the projected debt ratios

f.

Assess different proposals for refinancing and restructuring loans; and

g.

Use output from the debt database with exogenous economic data to project critical debt
indicators, particularly helpful when determining the sustainability of the portfolio.

1.2 Debt Management Functions
1.2.1 Functions and outputs
1.

The following table summarises the functions and outputs of debt management (DeM).

Table 77: Effective Debt Management Functions and Outputs

Executive Debt Management
Policy Function
Regulatory Function
Resourcing Function
Operational Debt Management
Controlling/Coordinating/
Monitoring
BACK OFFICE
Recording Function
Operating/Monitoring
Functions
MIDDLE OFFICE
Analytical Function
Risk Analysis Function
FRONT OFFICE
Issuing/Negotiating
Function
Market Making Function

Direction and Organisation
Strategy
Structure
Staffing and Systems
Debt dynamics and Practice
Control, Coordinate and
Monitor
Debt data and statistics
Debt operations, settlement
and monitoring
Analysis and financial strategy
Minimise cost and risk
Securities, loans and
restructuring agreements
Government securities trading

2. The functions are distributed among the three levels of back, middle, and front office, which is the
modern organisation of a financial institution.
a.

The front office is responsible for funding transactions, through loans and security issues
including external loans negotiations and domestic government debt auctions, and in this
process seeks the most efficient funding cost, taking into account the guidelines established by
an advisory committee on debt management.

b. The middle office is responsible for analysis and advice on the debt management strategy,
which will enable senior management to choose a debt management strategy, and also monitor
the front office performance as well as implementing risk controls.
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c.

The back office is responsible for debt registration, and handles transactions confirmations,
settlements, payments, as well as for maintaining records of all debt contracts, disbursements,
payments, debt restructuring, on-lending, issued guarantees, settlement of transactions, etc.

Functions of the Government Debt Office
1.

Effective debt management by a government involves seven basic functions: policy, regulatory,
resourcing, recording, analytical, controlling, and operating (including active portfolio management).
The policy, regulatory, and resourcing functions (known as the executive debt management functions)
are undertaken at a very senior level, that is, Board of Ministers, directors, or a subset of it, and as such
might be viewed as establishing the “rules of the game” by the highest levels of government. Hence,
direction and organization is given to the whole debt management system. Once this framework has
been decided upon, it is the government debt office that undertakes the other operating functions,
implementing and executing the set of agreed “rules of the game”.

2. Policy, regulatory, and resourcing. These functions deal with the formulation of debt management
objectives and strategy including the establishment of debt sustainability levels. A strategy may, for
instance, impose statutory limits or overall guidelines on how much borrowing can be done by the public
sector and/or by the economy as a whole, which in many cases is approved by the parliament. These
functions also cover the institutional arrangements that govern the determination, raising, and
disbursement of funds, and the related debt service, as well as the application of laws and regulations
that govern debt management at the policy and operational levels. The resourcing function ensures that
the recording, analytical, controlling, and operating functions pertaining to public debt management are
performed by qualified staff and involves recruiting, hiring, motivating, training, and retaining staff.
Resourcing should also provide for adequate physical facilities to perform the required tasks.
3. Recording, analytical, and operating. The recording function deals with the recording framework
for all relevant debt management information and with those activities related to the raising of loans,
the budgetary and reserves provision of debt-service payments, and the servicing of debt. The analytical,
or statistical, function utilizes the information provided by the recording function. At the aggregate level,
the analytical function involves macroeconomic analysis to explore the various options available, given
economic and market conditions, and determining the future structure of the public sector debt. The
operating function involves negotiation, utilization of loan proceeds, the servicing of debt, as well as
active portfolio management. This latter covers the day-to-day active management of the debt portfolio
and takes into account market developments, such as in interest rates and exchange rates, which affect
the portfolio in terms of desired performance and risk.
4. Controlling. The controlling function comprises monitoring debt-related activities to ensure policy
objectives are attained, as well as the coordination of debt management activities. The monitoring
function covers the entire range of activities involved in the maintenance of debt statistics and their
analysis. This function helps ensure that policy objectives are realized and assists in the determination of
debt management policies. This function must ensure, among other things that the terms of new
borrowings fall within the guidelines set by the senior level; that funds are being utilized on time and
appropriately; and that repayments are made according to schedule. At the aggregate level, coordination
is essential in ensuring that operational debt management is in accordance with executive debt
management actions (that is, the policy and regulatory functions performed at the most senior level).
5.

Organizational structure. The location and organizational structure of a government debt office
(typically referred to as a debt management unit), will vary among countries. The differences between
developing and developed countries are due to the differences in sources of financing. That is to say that
the organizational structure is different if the country is mainly a borrower of funds from bilateral
creditors or if the country is issuing bonds in the international financial market.

6. For most developing countries, the debt management functions are not assumed by a single office but
dispersed across several institutions. A common structure has a debt office in the ministry of finance,
focusing on public sector domestic and external debt, with the central bank overseeing private debt, and
often taking on the operational functions related to government debt as its financial agent. Ministries of
planning and finance and the central bank each make economic forecasts that provide the framework for
debt management. A high-level coordinating committee steered by the ministry of finance takes charge
of debt strategy and policy, which should be embodied in the overall macroeconomic targets. In some
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developed countries, however, an independent government debt office conducts debt operations based
on objectives set by the government as part of asset-liability management operations. Ireland, New
Zealand, Sweden, and the United Kingdom have set up such structures that delineate separate objectives
for debt management and monetary management. No matter what the structure, each country should
have a transparent framework for the efficient conduct of all debt office functions.
Table 78: Functions of the External Resource Management Division

International Financial
Institutions Section
(IFIS)
Annual Meetings
–

–

Coordinate
arrangements; review and
process Board papers,
country reports etc.
Manage
subscription
capital
increase
and
valuation adjustments

Coordinate, participate in
missions of International
Financial Institutions (IFI)

Debt Policy and Mobilization
Section (DPMS)

Aid
Coordination
Section (ACS)

Accounting
–

Processing of loan agreement

–

Process loan disbursement requests
and monitor payments

–

Maintain register of
under ongoing projects

–

Process documents for issuance of
promissory notes and government
guarantees

–

Debt servicing

–

Maintain loan accounts

–

Monitor loan covenants

–

Mobilize financing
to meet funding
gap

–

Streamline
aid
management and
coordination
framework
between
MOFT,
Ministry of Foreign
Affairs,
and
Ministry
of
Planning
and
National
Development

–

Support
continuous
dialogue between
government
and
donors within the
framework of the
MPF

–

Track
resources
pledged
and
committed
by
donors

–

Mobilize
new
Technical
Assistance
(TA)
and grants from
IFIs for funding
gaps (including for
private sector and
Non Government
Organizations
(
NGOs)

contracts

Project Monitoring and
Management
–

Assist in project follow up
and implementation

–

Review and participate in
Project Coordination and
Selection
Committee
meetings

Debt Recording,
Monitoring
–

Reporting

and

Manage Commonwealth Secretariat
Debt Recording and Management
System (CS-DRMS)

–

Debt Recording and reporting for
National Budget

–

Quarterly project reviews

–

–

Focal point for ADB,
Islamic
Development
Bank (IDB), World Bank
(WB) and other IFIs

Debt Recording and reporting to
International Organizations

–

Manage
Subsidiary
Agreements (on-lending)

–

Coordinate
and
seek
assistance
for
IFI
sponsored trainings and
workshops

Portfolio
Review
Sustainability

loan

and

Debt

–

Conduct bi-annual Debt Portfolio
Review

–

Conduct
periodic
sustainability analysis
sensitivity analysis

debt
including

Formulation of a national Debt Policy
and develop a sustainable Debt
Management Strategy
Please see 0 for detailed description of activities carried out by the ERMD.
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Debt Management Office
Organisational structure of a modern Debt Management Office (DMO)
1.

The structure is based on the separation of responsibilities between the front, middle and back office. To
elaborate this, the key functions are:



Senior management (supported by internal audit and compliance).



Front Office: Sourcing funds, primary issuance and execution, internal and external, and all other
funding operations.



Middle office (1): policy and portfolio strategy development and accountability reporting.



Middle office (2): internal risk management: policies, processes and controls.



Back-office: transaction recording, reconciliation, confirmation and settlement; maintenance of
financial records and database management; drawdown of loans and debt servicing.

2. This structure still allows for the contracting out of some functions, e.g., to the central bank as fiscal
agent for the handling of auctions (as is the case for the Maldives). But the debt office retains policy
control. The cash management function now performed at the Budget Division can, in the longer term,
be merged with the ERMD. The functions of the offices, broadly, are described in the following Table 79.
Table 79: Debt Management Office (DMO) Functions

Front Office (F.O.)

Middle Office (M.O.)

Back Office (B.O.)

Annual Meetings

Portfolio Review and Debt
Sustainability

Accounting







Coordinate
arrangements; review
and process Board
papers, country
reports etc.
Manage subscription
capital increase and
valuation adjustments
Coordinate
and
participate in missions
of IFIs and donors

Project Monitoring and
Management



Conduct
bi-annual
Portfolio Review



Conduct
periodic
debt
sustainability
analysis
including sensitivity analysis



Assess
proposed
new
borrowings and their impact on
sustainability and adherence to
benchmarks, ceiling etc.



Assess
cash
management
requirements and need for debt
issues or borrowings



Assist project follow
up
and
implementation





Review and participate
in
Project
Coordination
&
Selection Committee
meetings



Maintain statistics on debt



Assist visiting World Bank/IMF
teams on DSA, MTDS and
DeMPA.
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Quarterly
reviews

Formulation of a national Debt
Policy and develop a
sustainable Debt Management
Strategy

for
and

Coordinate and seek
assistance
for
IFI



Recording
of
loan/grant
instruments and securities



Process loan disbursement
requests and monitor payments



Maintain register of contracts
under ongoing projects



Process documents for issuance
of promissory notes and
government guarantees



Debt servicing



Maintain loan accounts



Monitor loan covenants

Advise Front Office on the
expected deficits that may need
funding.

project

Focal
point
ADB,IDB, WB
other IFIs


Debt

Secretariat
of
Debt
Management Committee and

Debt Recording, Reporting and
Monitoring


Manage
Debt
Recording
System (CS-DRMS)



Debt Recording and reporting
for National Budget



Debt Recording and reporting
to International Organizations



Manage
Subsidiary
loan
Agreements (on-lending) and
direct lending by GoM.



Generate standard reports from
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Front Office (F.O.)
sponsored
trainings
and workshops


Streamline
aid
management
and
coordination
framework
between
MOFT, Ministry of
Foreign Affairs, and
Ministry of Planning
and
National
Development Council



Support
continuous
dialogue
between
government
and
donors within the
framework of the MPF



Track
resources
pledged
and
committed by donors
using DAD.



Mobilize new TAs and
grants from IFIs for
funding
gaps
(including for private
sector and NGOs)

Middle Office (M.O.)
Technical Sub-committee


Draft strategy for approval of
the Government.



Develop annual Medium Term
Debt Strategy and review
adherence to the strategy.

In consultation with
MMA
assist
in
development
of
domestic debt market
and issue of securities
and Tbills.

CS-DRMS for distribution to
management, MMA, DNP and
others

Risk Management


Monitor market development
on interest rate and exchange
rate
movements
and
macroeconomic
data
for
assessing their impact on
sustainability of debt and
adherence of the portfolio to
benchmarks



Monitor contingent liabilities
and
assess
funding
requirements for facing the
risks.

Dissemination of information


Prepare
periodical
management
reports
for
internal circulation within the
government.



Prepare annual report on debt
for
submission
to
the
Parliament and publication in
the web.



Publish periodical data on debt
in the web for the public.

Development of domestic
debt market


Back Office (B.O.)

1.3 Analysis of debt
1.3.1 Debt Indicators
1.

The debt indicators derived from debt data and macro economic data provide the tools for judging the
health of the debt portfolio and assist in giving early warning signals on the projections estimated during
an exercise. There are three types of indicators:
a.

External debt indicators

b. Fiscal indicators
c.

Vulnerability indicators

External debt indicators
Liquidity monitoring ratios include:
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•

Debt service ratio – Debt service on debt with an original maturity of one year and above as a ratio of
exports of goods and non-factor services.

•

Short-term debt ratio – Debt service on short-term debt as a ratio of exports of goods and non-factor
services.

•

Total debt service ratio – Debt service payments on short and long-term debt as a ratio of export of
goods and non-factor services.

•

Interest service ratio – Interest service payments on short and long-term debt as a ratio of export of
goods and non-factor services.

•

Short-term debt to reserves ratio – Most important indicator of reserve adequacy for countries which
have liberalized their capital accounts.

Debt burden indicators include:
•

DOD/GNP (or GDP) ratio – Compares the total external debt outstanding to gross national product, i.e.
the size of the economy.

•

DOD/XGS – Compares the total external debt outstanding to exports of goods and non-factor services,
i.e. the capacity of the country to repay its stock of debt in a single year.

•

Public debt to GNP (or GDP) ratio – Compares the total public debt outstanding to the size of the
economy.

2. Debt structure indicators include:
•

Roll-over ratio – Compares principal repayments to disbursements and could be estimated separately
for short and long-term debt.

•

Short-term to total external debt outstanding – Measures the vulnerability of the debt situation brought
about by the country’s debt structure.

Present value indicators include:
•

Present value (PV) of debt service to GNP – Compares the current cost of future external debt service
obligations to the size of the economy.

•

PV of debt service to XGS – Compares the present value of future external debt service obligations to
the capacity to generate foreign exchange receipts through exports of goods and non-factor services.

Dynamic indicators include:
•

Average rate of interest to the growth rate of exports – Determines whether the average rate of interest
of the loan portfolio is higher or lower than the growth in exports.

•

Average rate of interest to the growth in GNP – Determines whether the average rate of interest of the
loan portfolio is higher or lower than that of the economy.

Fiscal indicators
•

Ratio of government (domestic and foreign) debt service to government revenue

•

Ratio of government debt service to total government expenditure

•

PV of government debt service to government revenue – Compares the present value of future domestic
and external debt service obligations to the capacity to generate government revenue.

•

Average rate of interest on government loans to the growth in government revenue.

Vulnerability indicators
•

Concentration of exports – Percentage share in total exports of the main export and three main exports.
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•

Variability of Exports – Standard deviation of export values over the latest ten year period as a
percentage of the average export level.

•

Current account deficit – Deficit excluding interest and net official transfers as a share as a share of
GDP.

•

Foreign exchange reserves coverage – Ratio of reserves to the annual level of imports of goods in the
latest 12 month period.

•

Short-term debt to reserves ratio – Most important indicator of reserve adequacy for countries which
have liberalized their capital accounts.

•

Aid dependency - Reliance of the current account on net official financing.

•

Fiscal burden – shows the policy track record of the government
a.

Share of total government debt service to government revenue.

b. Share of tax revenue and foreign grants to GDP.

1.3.2 Steps to be taken
For effective debt management the following steps are necessary:


Undertake frequent portfolio analyses to assess future debt service prospects and propose actions to
address them;



Prepare debt sustainability analyses to assess the long terms sustainability of the national debt;



Assess external vulnerability using debt and reserve adequacy indicators;



Assess the different risks associated with the portfolio, such as market, rollover, liquidity, credit
settlement and operational risks and manage them;



Monitor and record the level of contingent liabilities and evaluate the impact that they have on the debt
portfolio and its sustainability; and finally,



Adopt specific targets, benchmarks, or guidelines for various debt variables such as the share of fixed rate
to variable rate debt, the currency mix, or share of foreign debt, to name a few.

1.4 Portfolio review
An active and continuous review of a country’s debt portfolio is an important aspect of
effective debt management. The key objectives of such a review are the following:


To quantify and monitor the level of a country’s indebtedness and the cost of debt servicing;



To ensure that the structure and composition of the debt portfolio is optimum in terms of maturities,
interest rate exposure and exchange rate exposure;



To highlight opportunities for portfolio improvement and, whenever necessary, for corrective action to be
taken; and



To identify potential debt servicing difficulties or anomalies so that appropriate action can be taken.

To achieve these objectives it is necessary to review the country’s debt and debt servicing
costs.
It must be noted that a review of the debt portfolio is best carried out after a proper debt inventory has been
made and a comprehensive debt database established. If the debt is still being compiled, work on the debt
portfolio review should start with the analysis of a group of loans such as multilateral or bilateral loans, for
which data is already available.
As a country’s borrowing level has far-reaching implications for many areas of policy making, the portfolio
review should at the very outset situate the country’s external debt and debt servicing costs in the context of its
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macroeconomic situation. It should also place the country’s indebtedness and cost of debt servicing in relation
to the government’s fiscal, monetary and borrowing policies. In particular, this section of the review should
cover the following topics:


The country’s recent economic performance, including the evolution of the major economic indicators on
the domestic and external fronts;



Trends in external indebtedness, debt service payments and major debt indicators; and



The government’s fiscal and borrowing policies, including its policies with respect to parastatal and
private sector borrowing.

Review of Debt by Creditor Sources
Specifically, a review of the debt profile should look at the following:


Multilateral: Size, composition and nature of the debt, whether concessional (e.g. from IDA) or nonconcessional (e.g. from IBRD).



Bilateral: Size, composition and nature of the debt, whether Official Development Assistance (ODA)
loans or mixed credits;





Commercial: Size, composition and nature of the debt;






Breakdown by OECD and non-OECD bilateral debt; and,
Breakdown by Paris Club and non-Paris Club debt, whenever applicable, with a review of the Paris
Club terms obtained.

Breakdown of the commercial bank debt, guaranteed and non-guaranteed, insured and noninsured;
Breakdown of trade credits, insured and non-insured;
Review of debt eligible for restructuring where applicable (e.g. London Club, IDA debt buyback
facility) and review of terms obtained.

When reviewing each of the above categories of debt, emphasis should be focused on the following:





Trends in commitments of different creditors;
Rate of individual loan disbursements and reasons for delays, if any;
Shifts in debt contracted between categories of creditors;
Shifts between the types of finance the country has been obtaining, in effect, concessional, semiconcessional and commercial. For bilateral debts, shifts between ODA and mixed credits should be
highlighted.

Review of Debt by Borrower Category


Government debt, both direct borrowings for its own use and loans on-lent to parastatals;



Parastatal debt, guaranteed and non-guaranteed;



Private debt, guaranteed and non-guaranteed;



Assess whether there is an appropriate balance between public and private sector borrowings.

Review of Debt by Economic Sector


Identify the main sectors to which funds have been channelled;



Analyse the trends in terms of commitments and utilization of loans on a sectoral basis;



Identify if the main sectors absorbing external resources are considered as priority sectors in terms of
stated government policies and the public investment plan.

Review of Debt by Use of Funds
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Identify the uses for which the loans have been contracted, in effect, project finance, balance of payments
support, debt relief, and commodity assistance.



Analyse the trends and the shifts between various uses.



The analysis by both Economic Sector and Use of Funds should also assist in sectoral reviews of projects
funded by donors as part of the country’s aid management and budget preparations.

Composition of the Debt


An analysis of the composition of a country’s debt focuses on the maturity structure of the portfolio, its
currency composition as well as the interest structure. Potential problems areas such as the “bunching” of
maturities and over-exposure to fluctuating currencies or variable interest rates need to be highlighted.

Maturity Structure


Analyse the trends;



Compare the maturities from different sources of finance;



Highlight any bunching of maturities.

Currency Composition


Identify the major currencies in which the loans are contracted and serviced;



Examine the currency composition with respect to the currencies of the country’s export earnings and its
foreign exchange reserves; for parastatals and the private sector, examine the currency composition with
respect to the currencies of earning and income;



Highlight any over-exposure in specific currencies and its implications for debt servicing obligations



This analysis of the currency composition should be tied into a country’s reserve management policy.
Where sizeable commercial bank exposure is involved, the options relating to the hedging of currency
risks needs to be explored, including the use of swaps.

Interest Rate Structure


Review the interest rate structure, in effect, what is the share of loans with fixed and variable rates;



interest loans, identify the key rates and assess the margins charged;



Highlight any heavy exposure to particular interest rates, the trends in margins and the implications for
debt servicing obligations;



Assess the feasibility of using swaps and other devices to optimize the interest rate exposure in changing
market conditions.

Domestic Debt


The size and growth of domestic debt portfolio and its relationship to total debt;



The structure by instrument type and maturity



The issuers of debt, Government, Central Bank etc.;



The composition of holders by instrument type;



The terms of new issues – the type of interest rate (fixed or floating) and the maturity;



Interest rates and yield curves;



Secondary market pricing and volume of trading by type of debt instrument;



Policy regarding rollovers; and
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Restructuring history, if any.

Commercial Borrowings


Analyse the markets and the instruments tapped;



Assess the country’s liabilities on a bank-by-bank basis;



Review the country’s credit rating, if applicable, and access to markets;



Examine the cost of borrowing of existing loans and outline possible opportunities for improvement.

Debt service projections


Debt management needs to be forward looking. It is important, especially for balance of payments and
budgetary purposes, that a country not only monitors the evolution of its external liabilities, but also is
aware of its debt service obligations in the future. Therefore, the portfolio review should examine these
obligations with respect to both existing debt and future/proposed new borrowings. Any possible
“humps” in debt service payments should be identified in order to enable a country to take corrective
action and circumvent possible debt servicing difficulties. The impact of possible variations in exchange
rates and interest rates on future debt service should also be assessed.

Institutional arrangements


The existing arrangements for loan contracting, for monitoring loan utilization and for making debt
service payments need to be continually reviewed. This will help determine whether the prevailing
arrangements are appropriate for properly monitoring the borrowings contracted by government,
parastatals and the private sector. Such a review will highlight any bottlenecks and/or gaps in the flow of
information, especially with respect to parastatal and private sector borrowings.



The following are to be covered in this section of the review:






Loan contracting procedures;
Policy and procedures for extending government guarantees;
Procedures for co-coordinating government and parastatal borrowing, especially with respect to
market instruments and commercial bank borrowings;
Procedures for monitoring and regulating private sector borrowings;
Prevailing mechanisms for co-coordinating the flow of information from the various agencies
involved in loan administration.

Recommendations


Once a debt portfolio has been thoroughly reviewed on the basis of the above outline, appropriate
recommendations can be made with respect to (1) existing borrowings and (2) new borrowings. At the
same time, suggestions can be made on any necessary improvements to the existing institutional
arrangements and on ways to enhance the country’s debt management capacities. A reference may be
made to the reports generated by CS-DRMS as listed in Annexure 3.


Existing Borrowings
◦
◦



New Borrowings - The issues to consider regarding new borrowing and for reducing the future
costs of borrowing include:
◦
◦
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Identify the uses for which the loans have been contracted, in effect, project finance, balance
of payments support, debt relief, and commodity assistance.
Analyse the trends and the shifts between various uses.

In global terms, whether the country can sustain the same pace of borrowing;
What the implications are on projected debt service payments of new borrowings from
different creditor sources;
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◦
◦
◦
◦

Which loan instruments and markets to tap in order to obtain the best terms and the most
appropriate borrowing;
In which currencies the country should borrow;
What maturities should be negotiated; and
For countries with debt servicing difficulties, suggest ways to obtain relief secure new
concessional finance from multilateral and bilateral sources and maintain short-term credit
finance.

Debt sustainability analysis
Objective
Debt sustainability analysis (DSA) as the name suggests is a technique used to ascertain the capacity of a
country to maintain its debt through the medium to long-terms at a sustainable level. If the country can meet its
debt service obligation without recourse to debt relief, rescheduling of debt, or accumulation of arrears and
without compromising growth, the debt can be considered sustainable. The procedure for conducting and
writing a report on DSA are explained here.
Outline of a DSA
The Debt Sustainability Framework (DSF) 40 for Low Income Countries (LIC) provides the guideline and a
template to assist the countries in carrying out a DSA. Though the template is used by a joint team of IMF and
World Bank during their visit to the country, it will be useful for the debt manager to monitor the sustainability
of the debt of the country.
The DSA report generally consists of the following paragraphs:


An executive summary



Recent debt development including a table of total Public and Publicly Guaranteed (PPG) Debt by
Creditor in percent of Gross Domestic Product (GDP) for the ;last 7 years and a table of selected
vulnerability indicators for the last four years along with a paragraph on private external debt. A figure
showing the composition of total debt including the private external debt is drawn.



The context and macroeconomic assumptions are described These assumptions relate to:






Real GDP growth for five years
Inflation
Interest rates
External current account deficit (including grants)
Fiscal deficit (including grants)



External debt sustainability with base line and alternative scenarios with stress tests along with an
observation on the risk of debt distress on baseline scenario as well as on the fiscal adjustment policies



Public debt sustainability with base line and alternative scenarios with stress tests



Conclusions on the basis of debt burden indicators

The DSA report will have accompanying tables which form the basis for the report as follows


External debt sustainability framework, baseline scenario (including public and private external debt) for
twenty years in the future.



Sensitivity analysis for key indicators of PPG external debt for twenty years in the future such as




Present Value (PV) of debt to GDP ratio,
PV of debt to exports ratio
PV of debt to revenue ratio.

40

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTDEBTDEPT/0,,contentMDK:20261804~menu
PK:64166739~pagePK:64166689~piPK:64166646~theSitePK:469043,00.html
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Debt service to exports ratio
Debt service to revenue ratio



Public sector debt sustainability framework, baseline scenario for twenty years



Sensitivity analysis for key indicators of public debt for twenty years in the future such as:




PV of debt to GDP ratio
PV of debt to revenue ratio
Debt service to revenue ratio

The report will also include figures on indicators (baseline and alternative scenarios)


Indicators of PPG external debt such as:







Debt accumulation
PV of debt to GDP ratio
PV of debt to exports ratio
PV of debt to revenue ratio
Debt service to exports ratio
Debt service to revenue ratio

Country-Specific Debt-Burden Thresholds


The DSF uses policy-dependent external debt-burden thresholds because the debt levels that LICs can
sustain are influenced by the quality of their policies and institutions. These debt-burden thresholds are
not to be seen as rigid ceilings but as guideposts for informing debt sustainability assessments. Policy
performance is measured by the Country Policy and Institutional Assessment (CPIA) index, compiled
annually by the World Bank using a questionnaire 41. The DSF divides countries into three performance
categories: strong, medium, and poor. Table 80 shows the associated external debt-burden thresholds. As
explained in Section C below, countries’ risk classification depend on the indicative thresholds, and
therefore on the CPIA score. To reduce variations in the risk of debt distress rating stemming from small
annual fluctuations in the CPIA that do not represent a material change in countries’ capacity to service
their debt, the three-year moving average CPIA score should be used to determine a country’s policy
performance under the DSF. In addition, for countries where, following the release of the new annual
CPIA score, the updated three-year moving average CPIA rating breaches the applicable CPIA boundary,
the country’s performance category would change immediately only if the size of the breach exceeds 0.05.
If the size of the breach is at or below 0.05, the country’s performance category would change only if the
breach is sustained for two consecutive years.

Table 80: Indicative External Debt Burden Indicators (In percent)

Ratios

Quality of Policies and Institution42
Poor

Medium

Strong

Exports

100

150

200

GDP

30

40

50

Revenue 2/

200

250

300

15

20

25

NPV of debt in percent of:

Debt Service in percent of:
Exports

http://siteresources.worldbank.org/IDA/Resources/73153-1181752621336/38782781277851499224/CPIA2010questionnaire.pdf
41

42 1 Country's with a CPIA below or equal to 3.25 are defined to have a poor quality of policies and
institutions, while a CPIA equal or above 3.75 indicates strong institutional quality.
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Revenue 2/

25

30

35

Maldives ranks 3.5 according 2010 IDA resource allocation index43 and falls in the medium category
Debt Distress Risk


Every DSA should include an explicit assessment of the country’s risk of debt distress.
Depending on how the country’s current and projected external public debt indicators compare with
the thresholds under the baseline, alternative scenarios, and stress tests, a country is classified as:








Low risk. All debt indicators are well below relevant country-specific debt-burden thresholds.
Stress testing and country-specific alternative scenarios do not result in indicators significantly
breaching thresholds. In cases where only one indicator is above its benchmark, judgment is
needed to determine whether there is a debt sustainability problem or some other issue, for
example, a data problem.
Moderate risk. While the baseline scenario does not indicate a breach of thresholds, alternative
scenarios or stress tests result in a significant rise in debt-service indicators over the projection
period (nearing thresholds) or a breach of debt or debt-service thresholds.
High risk. The baseline scenario indicates a protracted breach of debt or debt-service thresholds
but the country does currently not face any payment difficulties. This is exacerbated by the
alternative scenarios or stress tests.
In debt distress. Current debt and debt-service ratios are in significant or sustained breach of
thresholds. Actual or impending debt restructuring negotiations or the existence of arrears would
generally suggest that a country is in debt distress.

A sample report as issued by IMF/World Bank is attached in Annexure 4.

1.5 Formulation of Debt Strategy
1.5.1 Objective


A Medium-Term Debt Management Strategy (MTDS) is a plan that the government intends
to implement over the medium term44 in order to achieve a desired composition of the government
debt portfolio, which captures the government’s preferences with regard to the cost-risk trade-off. It
makes operational the country authorities’ debt management objectives, e.g. ensuring the government’s
financing needs and payment obligations are met at the lowest possible cost consistent with a prudent
degree of risk.



A MTDS has a strong focus on managing the risk exposure embedded in the debt portfolio.
Risk in this context means potential variations in the cost of debt servicing and its impact on the budget;
and the analytical work of the MTDS seeks to identify how cost and risk vary with the composition of the
debt. As discussed further below, a sound MTDS can be developed without the use of a quantitative tool,
but the use of scenario analysis provides useful information, enabling the debt managers to quantify the
potential risks to the budget arising from alternative debt management strategies and economic shocks.



A MTDS provides a clear and explicit framework within which the authorities can make
informed and appropriate choices on how the government’s financing requirement should
be met, while taking due account of constraints and potential risks. Adopting an explicit and
formal MTDS enables the authorities to:


Evaluate the cost-risk trade-off: the MTDS allows informed decisions to be made, ensuring the
costs and risks associated with alternative strategies are clearly recognised and identified. Setting
clear medium-term strategic goals will help the authorities avoid poor decisions made solely on the
basis of immediate cost, or for the sake of short-term expediency.

43 http://www1.worldbank.org/operations/CPIA2010/MDV.pdf
44 The medium-term is typically defined as 3–5 years. If the time horizon is too short, e.g. the budget cycle,
there is a risk that short term expediency will dominate, turning the focus on short-term costs and away from
risks that could materialise later.
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Identify and manage risks: even where choices are limited, the MTDS helps to identify and monitor
key financial risks, and establish strategies that ensure the country is well placed to take advantage
of new borrowing opportunities, in a considered and risk-conscious manner.



The World Bank and the IMF have jointly developed a toolkit in 2009 aimed at helping
countries design and implement a MTDS. The MTDS toolkit comprises a Guidance Note on the
process of designing and preparing a debt management strategy, and a quantitative cost-risk analysis
tool.45 The MDTS guidance note identifies 8 key steps in the development of a strategy.



Designing an MTDS46







Identify the objectives for public debt management and scope of the MTDS
Identify the current debt management strategy and analyze cost and risk of the existing debt
Identify and analyze potential funding sources, including cost and risk characteristics
Identify baseline projections and risks in key policy areas — fiscal, monetary, external and market

Review key longer-term structural factors



Identify the cost-risk tradeoffs, rank alternative strategies
Review implications of candidate strategies with fiscal and monetary policy authorities, and for
market conditions



Submit and secure agreement on the MTDS



Points to keep in mind:




The MTDS should not be approached as the sole basis for decision-making; rather it is a
supplement to experience, sound judgment, etc. – providing additional foundation for making
better informed choices. In short, it helps strengthen the framework for decision-making.
A scenario analysis model will not provide an “optimal” debt portfolio, but provides information
that will allow cost-risk comparisons, and increases knowledge of the options and constraints
facing the debt manager
Working with risk models requires a considerable investment in resources, and model
development is an ongoing process

1.6 Towards a Debt Management Strategy
1.6.1 Debt Management Objective


Many countries have a debt management objective framed in terms of ensuring that the government’s
financing needs and payment obligations are met on a timely basis and at the lowest possible cost over
the medium to long term, consistent with a prudent degree of risk.47 Often a secondary objective is
supporting domestic debt market development.



A suggested objective for the Maldives is: “To ensure that the government’s financing needs and
obligations are met on a timely basis, in a way that minimizes cost over the medium to long term while
taking account of risk; and, subject to that, to develop over time a range of financing options.” The
chosen objective should be published.



The scope of the MTDS depends both on the risk exposure of specific portfolios and on the degree to
which the debt managers can influence the risk exposure of these portfolios. At a minimum, the scope
should include the total (domestic and external) direct central government debt. In the Maldives there

The MTDS Toolkit is available on both the World Bank and IMF websites, e.g. at
http://treasury.worldbank.org/Services/Public%2bDebt%2bManagement/Help/index.html, or at
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTDEBTDEPT/0,,contentMDK:21718429~menuP
K:64166739~pagePK:64166689~piPK:64166646~theSitePK:469043,00.html
46 http://www.oecd.org/dataoecd/25/31/44217370.pdf
47 An objective of this form is recommended by the World Bank and IMF Guidelines for Public Debt
Management (2001, amended 2003)
45
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are no sub-national tiers of government who are able to borrow, so widening the scope to include general
government does not arise. There is, however, a substantial public corporation or state-owned
enterprises (SOEs) sector; it includes a spectrum of corporations from those who are arguably an arm of
government policy and financially dependent on it to those who are managed as financially free-standing
market-oriented corporations. Once borrowing powers are given to Councils or sub-national entities
infrastructure needs to be established to monitor the usage of these powers and record the transactions
in real time.


Although the government approves SOEs’ business plans, it has no direct control over their borrowing. It
does, however, give guarantees to SOEs in respect of a substantial proportion of their borrowing, both
domestic and external; and that element is under government control. Moreover, the guarantees
represent a direct exposure of central government. Similarly, where government has on-lent external
borrowing to a SOE, the government continues to have an exposure in case of the SOE’s failure to service
the loan. While the external debt of SOE’s guaranteed by the government stood at US$7.35 million at end
of 2010, there are guaranteed domestic borrowings of SOE’s.



The debt aggregate whose cost and risk characteristics should be the focus of debt management policy
should be central government debt plus guaranteed debt of the wider public sector.

1.7 Preparation of the MTDS


The other key steps in the development of a strategy, as identified in the MDTS guidance, and their
potential application in the Maldives, are:









Step1. Identify the objectives for public debt management and the scope of the MTDS
Step2. Identify the current debt management strategy and cost and risk of existing debt
Step3. Identify and analyse potential funding sources, including cost and risk
Step4. Identify baseline projections and risk in key policy area such as fiscal, monetary, external
and market
Step5. Review longer-term structural factors
Step6. Assess and rank alternative debt management strategies on the basis of the cost-risk tradeoff
Step7. Review implications of candidate strategies with fiscal and monetary policy authorities, and
for market development
Step8. Propose and Approve the MTDS



As noted above, scenario modeling potentially provides a useful underpinning to the chosen strategy.
But it is important to emphasize that it is possible to develop a strategy without sophisticated modeling.
The analytical processes, i.e. in the steps of the MTDS, will clearly identify the direction of change. In the
Maldives there is, moreover, a limited range of financing options, and in the short-term these constraints
are likely to make it difficult to move far in any chosen direction.



It will be possible to develop an adequate MTDS with in-house staff after some training; but a fuller
strategy may well benefit from some future TA with training.

1.8 Debt Strategy: Key Conclusions


It is possible to identify the likely key conclusions of further debt strategy analysis: they will centre on the
need to reduce the Maldives’ vulnerability.



Many of the issues that arise for debt structure will be the same as arise for debt sustainability, in
particular the need to reduce the fiscal deficit and protect the exchange rate. But others will be
important:
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Reducing refinancing and interest rate risk: by avoiding to the extent possible short-term and
variable rate borrowing, domestically and externally.
Smoothing the redemption profile; there may be scope, in discussion with creditors, to roll forward
some of the redemption payments due to mature in the next few years, by in effect restructuring
credit. This would be justifiable in cash management terms even if there was no net change in
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present value (given that at the margin the Maldives is likely anyway to have to borrow at market
rates).
Active management of contingent liabilities: to ensure a proper assessment of risk and to reduce
vulnerability at times of financial stress.
Developing domestic financing options with a broader secondary market: to reduce exchange rate
risk and increase financing options at times of financial stress.

ERMD will have to use the MTDS tool to assist in completing the draft. For this purpose, though an
initial exposure to the use of the tool has been given to the ERMD officials, there is a need to provide a
structured training in using the tool. This tool uses Excel software with its extensive macro facility.

1.9 Contingent Liabilities


Exposure to contingent liabilities (CLs), as to other liabilities, needs to be actively managed and
monitored.



Within the wider category of contingent liabilities guarantees to the SOE sector are monitored – by the
Public Enterprise Monitoring and Evaluation Board (PEMEB) in the MoFT. They have a good
understanding of the balance sheets of the SOEs, and analyze guarantee requests before submission to
the Minister and the President’s Office. But the staff does relatively little risk analysis or exploration of
the circumstances under which guarantees may be called (although in practice guarantees have been
triggered only rarely, just once in recent years.) The SOEs are not charged fees for the guarantee,
although a change in practice is being considered. There is no contingency in the budget for calls against
guarantees (beyond the general contingency reserve), although provision is made where guarantees have
been called (or expected to be so).



Policy towards contingent liabilities (CLs) should be developed further. What this might mean in
practice is set out in Annex C, although that represents a work programme which it will be difficult to
achieve within the MoFT’s current resources. CLs need to be identified, a risk profile established, and
where possible budgetary provision made and fees charged. Debt managers should be closely involved in
this work, partly because they will share some of the required analytical skills, but also because of the
importance in considering portfolio vulnerability of making as assessment of the CLs that might
crystallize under different economic scenarios.



Recording of contingent liabilities is a must. Apart from three external loans borrowed by the SOEs for
which guarantees were given, there are about 10 guarantees for domestic borrowing by SOEs. While the
external borrowing has already been recorded in the CS-DRMS, the domestic borrowing is not. This
needs to be done by requiring the SOE’s to submit periodic data along with the loan agreements to the
ERMD. There are a few comfort letters that have been issued to the financial institutions that lend to
SOEs. These also need to be recorded and the liabilities be watched. The liability of the GoM in issuing
comfort letters need to be examined by the Legal Department. There is a need to fix the amount and
validity period of such guarantees by including an explicit clause in the letters of guarantee. The comfort
letters should have a disclaimer clause to disown any monetary liability of the GoM.



Private External Debt needs to be monitored. This is required as there is an obligation to meet the foreign
currency requirement for externalizing the debt service payments. The foreign exchange reserves face a
risk if these loans are called for payment suddenly.



Policy towards contingent liabilities (CLs) should be further developed in relation to liability
identification, risk assessment and the charging of fees. Record these in a separate CS-DRMS database.

1.10 DeMPA Assessment
1.10.1 Objective


PwC

The Debt Management Performance Assessment (DeMPA) comprises a set of 15 debt performance
indicators (DPIs), which aim to encompass the complete spectrum of government debt management
operations as well as the overall environment in which these operations are conducted. While the DeMPA
does not specify recommendations on reforms and/or capacity and institution building, the performance
indicators do stipulate a minimum level that should be met under all conditions. Consequently, if the
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assessment shows that the minimum requirements are not met, this will clearly indicate an area
requiring attention or priority reform.


The scope of the DeMPA is central government debt management activities and closely related functions
such as issuance of loan guarantees, on-lending, and cash flow forecasting and cash balance
management. Thus, the DeMPA does not assess the ability to manage the wider public debt, including
implicit contingent liabilities (such as liabilities of the pension system) or the debt of state-owned
enterprises (SOEs), if these are not guaranteed by the central government.



The DPIs have one or more dimensions linked to the subject of the DPI and each dimension is assessed
separately. An aggregate score of each indicator is then based on the assessments for the individual
dimensions of the indicator. For DPIs that have two or more dimensions, an aggregate score is
determined by averaging the scores for individual dimensions of an indicator.



The scoring methodology assesses each dimension and assigns a score of either A, B or C based on the
criteria listed. The evaluation starts by checking whether the minimum requirement for that dimension
has been met, corresponding to a score of C. A minimum requirement is the necessary condition for
effective performance under the particular dimension being measured. If the minimum requirements set
out in C are not met, then a D score is assigned. In the cases where a dimension cannot be assessed, an
N/R (not rated or assessed) score is assigned. The A score reflects sound practice for that particular
dimension of the indicator. The B score is an in-between score lying between the minimum requirements
and sound practice. The score of Maldives according to the World Bank’s 2009 assessment is given in
Annexure 5.



The various dimensions under which the assessment is made have been prescribed by the World Bank in
their DeMPA Toll, 2009. An annual self examination by the debt management unit using this tool will
help in identifying the problem areas which contribute to the low scores and in taking measures to
improve on them.

Debt performance indicators (DPI)


A guide to the scoring methodology is given below:

Governance and strategy development
DPI 1

Legal Framework

Score

Requirements

A

The requirements for score B are met. In addition, primary legislation includes the requirement
to develop a DeM strategy and the mandatory annual reporting of the DeM activities to the
parliament or congress covering evaluation of outcomes against the DeM objectives.

B

The minimum requirement for score C is met. In addition, primary legislation includes clear
DeM objectives; mandatory annual reporting to the parliament or congress covering the DeM
activities and issued loan guarantees; and a requirement for external audits of DeM activities,
policies, and operations.

C

The legislation (primary and secondary) provides clear authorization to borrow and to issue new
debt, to undertake debt-related transactions (where applicable), and to issue loan guarantees
(where applicable), all on behalf of the central government. In addition, primary legislation
specifies for which purposes the executive branch of government can borrow.

D

The minimum requirement for score C is not met.

DPI 2

Managerial Structure

Score

Requirements
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A

1. The borrowings and debt-related transactions are steered by a formalized DeM strategy and
undertaken by the principal DeM entity without undue political interference. 2. Loan guarantees
are prepared and issued by the principal DeM entity.

B

1. The minimum requirement for score C is met. In addition, the borrowings and debt-related
transactions are steered by a formalized DeM strategy and undertaken without undue political
interference.
2. Loan guarantees are prepared and issued by a principal guarantee entity that, in cases in
which there is a principal DeM entity, closely coordinates its activities with the principal DeM
entity.

C

1. Borrowings and debt-related transactions are undertaken either by the principal DeM entity
or, if there is no principal DeM entity, by the DeM entities that regularly exchange debt
information
and
closely
coordinate
their
respective
activities.
2. Loan guarantees are prepared and issued by one (the principal guarantee entity) or more
government entities that regularly exchange information and closely coordinate their respective
activities both between themselves and, when there is a principal DeM entity, this principal
DeM entity.

D

1.
The
minimum
requirement
for
2. The minimum requirement for score C is not met.

score

C

is

not

met.

DPI-3

Debt Management Strategy

Score

Requirements

A

1. The requirements for score B are met. In addition, the target levels for the risk indicators are
based on a thorough analysis of costs and risks, identifying the vulnerability of the debt portfolio
to shocks in market rates, and these analyses are clearly described, clarifying the assumptions
used
and
limitations
of
the
analyses.
2. The decision-making process and publication of the DeM strategy meet the requirements for
score B. In addition, the strategy is updated annually, following the same procedure described
for scores C and B.

B

1. The strategy includes the minimum requirement described for score C. In addition, it has
realistic target levels for indicators of the interest rate, refinancing, and foreign currency risks,
reflecting
the
specific
country
environment.
2. The decision-making process and publication of the DeM strategy meet the minimum
requirement for score C. In addition, if the proposal is not accepted, the rationale for this is
presented in the strategy document. Also, the strategy is updated at least every third year,
following the procedure described for score C.

C

1. There is a medium-term (three- to five-year) strategy covering at least 90 percent of the
existing and projected central government debt, based on DeM objectives. The strategy is
expressed at least as guidelines for the preferred direction of evolution of specific indicators for
interest rate, refinancing, and foreign currency risks. In addition, if applicable, the strategy
document contains the minimum target of the grant element in external borrowing, as well as a
description of measures aimed at supporting domestic debt market development.
2. The strategy proposal is prepared by a principal DeM entity or, if there is no principal DeM
entity, jointly by the DeM entities. The views of the central bank are formally obtained, the
strategy is approved by the cabinet or council of ministers or the minister of finance, and the
strategy is made publicly available.

D

PwC

1. The DeM strategy does not meet the minimum requirement for score
2. The decision-making process does not meet the minimum requirement for score C.

C.
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DPI-4

Evaluation of Debt Management Operations

Score

Requirements

A

The requirements for score B are met. In addition, the report contains an evaluation of
outcomes against stated DeM objectives, the chosen DeM strategy and rationale behind it, and
compliance with the strategy and it is made available publicly.

B

The minimum requirement for score C is met. In addition, the annual report contains an
evaluation of how the government DeM activities have complied with the government’s DeM
strategy.

C

A report providing details of government DeM activities and outstanding central government
debt is submitted annually to the parliament or congress.

D

The minimum requirement for score C is not met.

DPI-5

Audit

Score

Requirements

A

1. The requirements for score B are met. In addition, the external audits are conducted at least
every two to three years, and the external audit reports are made available to the public within
six
months
of
completion
of
the
audit.
2. The relevant decision makers have a strong and immediate commitment to addressing the
outcomes from internal and external audits of government DeM activities, policies, and
operations.

B

1. The minimum requirement for score C is met. In addition, there are frequent (at least every
three to five years) external audits, as well as annual internal audits of government DeM
activities,
policies,
and
operations.
2. The relevant decision makers have a strong commitment to addressing the outcomes from
internal and external audits of government DeM activities, policies, and operations.

C

1. An external audit of government DeM activities, policies, and operations has occurred within
the
past
five
years.
2. The relevant decision makers have a commitment to addressing the outcomes from internal
and external audits of government DeM activities, policies, and operations.

D

1.
The
minimum
requirement
for
score
C
is
not
2. There has been no response to the outcomes from internal and external audits.

met.

Coordination with Macroeconomic Policies
DPI-6

Coordination with Fiscal Policy

Score

Requirements

A

1. The requirements for score B are met. In addition, the forecasts include scenario analysis,
including a worst-case scenario.
2. A DSA is undertaken or
updated annually by the government.

B

1. The minimum requirement for score C is met. In addition, the forecasts include sensitivity
analyses
of
the
base
case
to
interest
and
exchange
rate
shocks.
2. A DSA is undertaken or updated by the government at least once every two years.

PwC
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C

1. As part of the yearly budget preparation, forecasts are provided on total central government–
debt
service.
2. Key macro variables (actual outcomes and forecasts) and a DSA that has been undertaken by
the government within the past three years are shared with the principal DeM entity (or DeM
entities).

D

1.
The
minimum
requirement
for
2. The minimum requirement for score C is not met.

PwC

score

C

is

not

met.
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DPI-7

Coordination with Monetary Policy

Score

Requirements

A

1. The requirements for score B are met. In addition, the agency agreement between the central
bank
and
the
government
is
publicly
available.
2. The requirements for score B are met. In addition, there is at least weekly information sharing
on current and future debt transactions and the central government’s cash flows with the central
bank.
3. Direct access to financing from the central bank is—by law—limited to emergency situations
in which other funding operations are not viable and, when used, the tenor is limited to two
weeks.

B

1. The minimum requirement for score C is met. In addition, the agency relationship between
the central bank and the central government is specified in a formal agreement.
2. The minimum requirement for score C is met. In addition, there is information sharing at
least every two weeks on current and future debt transactions and the central government’s cash
flows
with
the
central
bank.
3. The minimum requirement for score C is met. In addition, access to financing from the
central bank is—by law—limited to a tenor of not more than three months.

C

1. Monetary policy operations are kept formally separate from DeM transactions insofar as the
central bank carries out DeM transactions as an agent of the central government. In addition,
the central bank keeps the government and the market informed when transactions are
undertaken for monetary policy purposes and when it transacts in the market as an agent on
behalf
of
the
central
government.
2. When relevant for monetary policy implementation, there is at least monthly information
sharing on current and future debt transactions and central government cash flows with the
central
bank.
3. Access to financing from the Central Bank has a ceiling limit imposed by legislation.

D

1.
The
minimum
requirement
for
2.
The
minimum
requirement
for
3. The minimum requirement for score C is not met.

score
score

C
C

is
is

not
not

met.
met.

Borrowing and Related Financing Activities
DPI-8

Domestic Market Borrowing

Score

Requirements

A

PwC

1. The requirements for score B are met. In addition, the borrowing plan for T-bills and T-bonds
is
extended
to
at
least
three
months.
2. The terms and conditions, borrowing procedures, and criteria for access to the primary
market for all T-bills and T-bonds, as well as for at least 90 percent of the total projected
borrowing amount in the domestic market, are publicly available on the central government and
or central bank Web sites.
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B

1. The minimum requirement for score C is met. In addition, the borrowing plan for T-bills and
T-bonds includes indicative borrowing amounts. Also, an annual plan for the projected
aggregate amount of borrowing in the domestic market—divided between the wholesale and
retail
markets—has
been
prepared.
2. The minimum requirement for score C is met. In addition, the terms and conditions,
borrowing procedures, and criteria for access to the primary market for all T-bills and T-bonds
are publicly available in print media or on the central government or the central bank Web sites.

C

1. The central government accesses the domestic market, using market-based instruments (for
example, T-bills and T-bonds by auction, tap issue, or syndication and retail securities issued at
market rates) to fund at least 90 percent of the projected borrowing amount in this market and
prepares and publishes a borrowing plan for T-bills and T-bonds at least one month ahead that
contains
issue
dates
and
instruments.
2. Terms and conditions for each instrument, borrowing procedures, and criteria for access to
the primary market are available on request.

D

1.
The
minimum
requirement
for
2. The minimum requirement for score C is not met.

DPI-9

External Borrowing

Score

Requirements

A

1. The requirements for score B are met. In addition, assessments of the most beneficial or costeffective terms and conditions for external borrowing that are obtainable from potential
creditors and markets are undertaken before the start of each loan negotiation.
2. The requirements for score B are met. In addition, the terms sheet is prepared no later than
one
week
after
conclusion
of
the
loan
negotiation.
3. Legal advisers are involved from the first stage of the negotiating process to the conclusion of
the legal agreements related to the borrowing.

B

score

C

is

not

met.

1. The minimum requirement for score C is met. In addition, the borrowing plan, including the
underlying
assessment,
is
updated
frequently
during
the
year.
2. The minimum requirement for score C is met. In addition, the terms sheet is prepared no
later
than
two
weeks
after
conclusion
of
the
loan
negotiation.
3. Legal advisers are involved during a substantial part of the negotiating process of concluding
the legal agreements related to the borrowing.

C

1. A yearly borrowing plan for external borrowing is prepared, which includes assessments of the
most beneficial or cost-effective terms and conditions for external borrowing that are obtainable
from
potential
creditors
and
markets.
2. Internal documented procedures exist for all external borrowings, including preparation of a
terms sheet (physical or electronic) by the debt managers who participated in the loan
negotiation for all financial terms of the loan transaction no later than three weeks after
conclusion
of
the
loan
negotiation.
3. Legal advisers are involved before concluding the negotiating process of the legal agreements
related to the borrowing.

D

1.
The
minimum
requirement
for
2.
The
minimum
requirement
for
3. The minimum requirement for score C is not met.

DPI10

PwC

score
score

C
C

is
is

not
not

met.
met.

Loan Guarantees, On-Lending, and Derivatives
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Score

A

B

C

D

Requirements
1. The requirements for score B are met. In addition, these policies and procedures contain a
requirement to calculate a guarantee fee covering the credit risk, as well as a requirement for the
guarantee entity to monitor the risks during the life of the loan guarantee.
2. The requirements for score B are met. In addition, these policies and procedures contain a
requirement to calculate an on-lending charge covering the credit risk, as well as a requirement
for the on-lending entity to monitor the risks during the life of the on-lending.
3. The requirements for score B are met. In addition, the terms sheet is prepared no later than
two business days after conclusion of the derivative transaction.
1. The minimum requirement for score C is met. In addition, these policies and procedures
contain a requirement to assess the credit risks before the decision has been made to support a
certain activity by loan guarantees, as well as guidelines on how this assessment would be
conducted.
2. The minimum requirement for score C is met. In addition, these policies and procedures
contain a requirement to assess the credit risks before the decision has been made to support a
certain activity by on-lending, as well as guidelines on how this assessment would be conducted.
3. The minimum requirement for score C is met. In addition, the documented procedures
include rules for managing the counterparty exposure risk, and all risks connected with the
derivatives are monitored by a separate unit responsible for risk monitoring and compliance.

1. There are documented policies and procedures for the approval and issuance of loan
guarantees.
2. There are documented policies and procedures for the approval and lending of borrowed
funds.
3. There is a DeM system with functionalities for handling derivatives. In addition, there are
documented procedures for the use of derivative transactions, including (a) the purposes of
derivative transactions, (b) a clear decision-making process, (c) preparation of a terms sheet
(physical or electronic) by the debt managers who negotiated the terms of the transaction for all
financial terms not later than one week after conclusion of the transaction, (d) rules for debt
database entry and accounting, and (e) involvement of legal advisers from the first stage of the
negotiating process of concluding the legal agreements with the counterparty.
1.
The
minimum
requirement
for
2.
The
minimum
requirement
for
3. The minimum requirement for score C is not met.

score
score

C
C

is
is

not
not

met.
met.

Cash Flow Forecasting and Cash Balance Management
DPI11

Cash Flow Forecasting and Cash Balance Management

Score

Requirements

A

1. Reasonably reliable, rolling 30-day forecasts of the aggregate level of overnight cash balances
in central government bank accounts are provided daily to the principal DeM entity (or the DeM
entities).
2. The central government undertakes transactions (such as the issuance and buyback of T-bills
or entering into repurchase or reverse repurchase agreements) daily to ensure that the float is in
accordance with the level or range set by government policy.

PwC
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B

1. The minimum requirement for score C is met. In addition, reasonably reliable weekly
forecasts of the aggregate level of overnight cash balances in central government bank accounts
are provided to the principal DeM entity (or the DeM entities) by the start of the relevant week.
2. Central government undertakes transactions (such as issuance or buyback of T-bills) weekly
to maintain the cash balance target set by the government.

C

1. Reasonably reliable monthly forecasts of the weekly aggregate level of cash balances in central
government bank accounts are provided to the principal DeM entity (or the DeM entities) by the
start
of
the
relevant
month.
2. The central government manages its cash in excess of the target on at least a monthly basis
through investment in the market or with the central bank at market rates.

D

1.
The
minimum
requirement
for
2. The minimum requirement for score C is not met.

score

C

is

not

met.

Operational Risk Management
DPI12

Debt Administration and Data Security

Score

Requirements

A

B

PwC

1. The requirements for score B are met. In addition, the internal payment orders are prepared
and
issued
electronically
by
straight-through
processing.
2. The requirements for score B are met. In addition, an independent confirmation of all data is
annually conducted with external creditors and the major domestic investors.
3. The requirements for score B are met. In addition, the systems produce audit trails that show
who
has
accessed
the
system
and
the
level
accessed.
4. The requirements for score B are met. In addition, debt recording and management system
backups are made daily and stored in a secure filing system before they are moved to the
separate secure location at the end of the week.
1. The requirements for score B are met. In addition, the internal payment orders are prepared
and
issued
electronically
by
straight-through
processing.
2. The requirements for score B are met. In addition, an independent confirmation of all data is
annually conducted with external creditors and the major domestic investors.
3. The requirements for score B are met. In addition, the systems produce audit trails that show
who
has
accessed
the
system
and
the
level
accessed.
4. The requirements for score B are met. In addition, debt recording and management system
backups are made daily and stored in a secure filing system before they are moved to the
separate secure location at the end of the week.
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C

D

1. There is a readily accessible procedures manual for the processing of debt service, which
requires that (a) all payment notifications be checked with internal records before payments are
made, (b) internal payment orders be subject to a minimum two-person authorization process,
and
(c)
the
payments
be
made
by
the
due
date.
2. There are readily accessible procedures manuals for debt data recording and validation, as
well as for storage of agreements and debt administration records, which require that (a)
accuracy of debt data entries be separately checked before the entries are deemed to be
completed; (b) debt data be constantly validated against received payment notifications; (c) all
original, signed copies of loan and derivative agreements be stored and filed in a secure location
where the documents are protected from incidents such as theft, fire, flood or other incidents
that may damage or destroy any of these records; and (d) all debt administration records be kept
in
a
secure
filing
system.
3. There are documented procedures for controlling access to the central government’s debt
recording
and
management
system.
4. Debt recording and management system backups are made at least once per month and
stored in a separate secure location where they are protected from incidents such as theft, fire,
flood or other incidents that may damage or destroy any of these back-ups.
1.
The
minimum
requirement
for
2.
The
minimum
requirement
for
3.
The
minimum
requirement
for
4. The minimum requirement for score C is not met.

score
score
score

C
C
C

is
is
is

not
not
not

met.
met.
met.

DPI13

Segregation of Duties, Staff Capacity, and Business Continuity

Score

Requirements

A

1. There is clear organizational and physical separation between the debt managers with the
authority to negotiate and contract, those responsible for arranging payment, and those
responsible for recording and accounting for these transactions. The staff members entering
data and checking data entries in the debt recording system are organizationally separate. There
is also a separate unit responsible for risk monitoring and compliance that reports directly to the
head
of
the
relevant
DeM
entity.
2. The requirements for score B are met. In addition, there are individual training and
development plans and yearly performance assessments for key debt management staff.
3. Documented guidelines exist for operational risk management, including a businesscontinuity and disaster-recovery plan incorporating relocation to an operational recovery site
that is tested at least annually.

B

PwC

1. There is clear organizational separation between the debt managers with the authority to
negotiate and contract, those responsible for arranging payment, and those responsible for
recording and accounting for these transactions. The staff members entering data and checking
data entries in the debt recording system are organizationally separate. There are dedicated staff
members
responsible
for
risk
monitoring
and
compliance.
2. The minimum requirement for score C is met. In addition, there are code-of-conduct and
conflict-of-interest
guidelines
that
are
reviewed
and
updated
periodically.
3. There is a written business-continuity and disaster-recovery plan that identifies a recovery
site and that has been tested in the past three years.
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C

1. There is clear separation between the debt managers with the authority to negotiate and
contract, those responsible for arranging payment, and those responsible for recording and
accounting for these transactions. The staff members entering data and checking data entries in
the debt recording system are different. At least one staff member is responsible for risk
monitoring
and
compliance.
2. There are sufficient and adequately trained staff members with formal job descriptions that
are
reviewed
and
updated
periodically.
3. There is a written business-continuity and disaster-recovery plan.

D

1.
The
minimum
requirement
for
2.
The
minimum
requirement
for
3. The minimum requirement for score C is not met.

score
score

C
C

is
is

not
not

met.
met.

Debt Records and Reporting
DPI14

Debt Records

Score

Requirements

A

1. There are complete debt records within a one-month lag for central government domestic,
external, and guaranteed debt, as well as all debt-related transactions, including past debt relief
and
debt
restructuring.
2. The registry system has up-to-date and secure records of all holders of government securities,
which are subject to an annual audit.

B

1. There are complete debt records within a two-month lag for central government domestic,
external, and guaranteed debt, as well as all debt-related transactions, including past debt relief
and
debt
restructuring.
2. The registry system has up-to-date records of all holders of government securities, which have
been audited within the past three years.

C

D

1. There are complete debt records within a three-month lag for central government domestic,
external, and guaranteed debt, as well as all debt-related transactions, including past debt relief
and
debt
restructuring.
2. The registry system has up-to-date and secure records of all holders of government securities.
1.
The
minimum
requirement
for
2. The minimum requirement for score C is not met.

DPI15

Debt Reporting

Score

Requirements

A

PwC

score

C

is

not

met.

1. Reporting of central government domestic and external debt fully meets all statutory and
contractual reporting requirements, with debt data that are within one month of the reporting
period.
2. Reporting of total nonfinancial public sector debt and loan guarantees fully meets all
statutory and contractual reporting requirements, with data that are within three months of the
reporting
period.
3. A debt statistical bulletin (or its equivalent) covering central government debt, with all the
categories listed in DPI-15, is published at least semi-annually, with debt data that are not more
than three months old from the date of publication.
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B

1. Reporting of central government domestic and external debt fully meets all statutory and
contractual reporting requirements, with debt data that are within two months of the reporting
period.
2. Reporting of total nonfinancial public sector debt and loan guarantees fully meets all
statutory and contractual reporting requirements, with data that are within six months of the
reporting
period.
3. A debt statistical bulletin (or its equivalent) covering central government debt, with all the
categories listed in DPI-15, is published at least annually, with debt data that are not more than
three months old from the date of publication.

C

1. Reporting of central government domestic and external debt fully meets all statutory and
contractual reporting requirements, with debt data that are within three months of the reporting
period.
2. Reporting of total nonfinancial public sector debt and loan guarantees fully meets all
statutory and contractual reporting requirements, with data that are within nine months of the
reporting
period.
3. A debt statistical bulletin (or its equivalent) covering central government debt, with all the
categories listed in DPI-15 (with the exception of the basic risk measures of the debt portfolio),
is published annually, with debt data that are not more than six months old from the date of
publication.

D

1. The minimum requirement for score C is not met.

1.11Management Tools in CS-DRMS
1.11.1 Objectives


Many of the debt management functions can be easily carried out by using the Management Tools facility
in the CS-DRMS. The features of this tool are explained in the following paragraphs. Since the entire debt
data is recorded in CS-DRMS, there will be very little input of data unlike the other tools which need the
basic data to be input by the user. One shortcoming, though, is that this tool is restricted to external debt
only. A revision to the software by the Commonwealth Secretariat is expected to address the
shortcoming. A reference may be made to the CS-DRMS Manual on Management Tools.



The CS-DRMS 2000+ Management Tools module is a powerful analytical tool that allows users to
analyze the impact of an array of economic and financial variables on their debt portfolios. The outcomes
of this analysis may be of particular importance to debt managers who can then, in a pro-active way,
implement careful strategies to manage their portfolios and avoid getting into debt difficulties.



Specifically, Management Tools module allows users to:










The Manual is divided into seven main sections.



PwC

Analyze the effects of different levels of new borrowings, based on different assumptions regarding
currencies and repayment terms;
Analyze the effects of changes to the terms of existing loans;
Evaluate different loan offers and calculate the concessionality of loans;
Analyze the impact of interest rate and exchange rate variations;
Analyze the impact of change in exogenous economic variables like GDP, exports and revenue on
the projected debt ratios
Assess different proposals for refinancing and restructuring loans; and
Use output from CS-DRMS with exogenous economic data to project critical debt indicators,
particularly helpful when determining the sustainability of the portfolio.

Section One examines debt management and its importance in a changing world economy and
then provides an overview of CS-DRMS 2000+ and the new Management Tools module.
Section Two introduces the user to the screens in Management Tools and; to preparing the
environment for creating scenarios.
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Section Three covers topics dealing with the impact on the debt portfolio of new borrowings. The
chapters describe the various techniques for evaluating loan terms and show users how to test the
impact of new borrowings on the debt stock, debt service and debt indicators and to determine the
concessionality of new loans.
Section Four looks at Sensitivity Testing highlighting the importance of sensitivity analysis to debt
strategy formulation. Users are exposed to the various types of sensitivity analysis they may wish
to conduct with respect to exchange rates, interest rates and exogenous macroeconomic variables
to analyze their impact on the debt portfolio and debt ratios. For this purpose, users are guided
through the steps to accomplish each particular task.
Section Five guides users in undertaking an analysis of their debt portfolio. Users will be shown
how to undertake a portfolio review and use the Management Tools facilities to analyze the
structure and composition of the debt and future debt service projections. Users will also learn
how to calculate debt indicators under various scenarios and include an explanation of how these
ratios should be interpreted.
Section Six examines various debt restructuring techniques and guides users on how to test the
impact of various debt relief options on their debt portfolio. Recent debt relief initiatives will be
highlighted and the range of debt relief options available will be discussed.
Section Seven introduces the concept of risk management and how this relates to effective debt
management. It highlights the need for debt managers to develop a framework to identify and
manage the trade-offs between cost and risk. It identifies the types of stress tests that can be
conducted to assess risk using various Management Tools facilities.
A selection of case studies is included in the Manual providing users with an opportunity with reallife examples of how to apply Management Tools. The Manual also includes a Glossary of Terms.

1.11.2 Conclusion


This Debt Management Manual is intended for ready and quick use for new users. A number of technical
papers are available in the websites of World Bank, IMF, Commonwealth Secretariat and others. Please
refer to Annexure 7 for a list of resources. The CS-DRMS software already installed in Maldives provides
additional guidance on debt management in the form of several user manuals. These can be accessed
through the documentation folder of CS-DRMS in All Programs in the Windows menu.

Annexure 1: Summary of Debt Management Operations
This annexure summarises the main debt management operational processes for External Borrowing and
Negotiation of Loans.
External Borrowings from Official Creditors:


Project Proposals prepared and coordinated by line Ministries



Project appraisal, prioritisation and approval of project by National Planning Council attached to
President’s Office. The National Planning Council is an inter-Ministerial Committee and the Secretariat
is provided by Aid Management and Coordination Committee, ERMD, MoFT.

External Borrowings from Commercial Creditors:


External Debt Management Section in ERMD, MoFT compares terms of loans from various creditors
and makes recommendations in respect of the loan from a particular creditor based on estimates of
grant element and present value of such loans.



In most cases the Minister, MoFT signs the loan agreement on behalf of the government, although that
may on occasion be delegated. ERMD obtains a copy of the loan agreement and records the loan in CSDRMS.



As part of the new constitution, the government has an obligation to report to the Majlis on the
individual external loans, in respect of the outstanding debt and implications on debt servicing, within
30 days of contracting the loan. The Public Finance Act has since been amended, by which it is now
necessary to obtain Parliament approval for each loan agreement before signing.

PwC
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There is a further obligation on the government to report to the Majlis on a quarterly basis on the
consolidated debt position. However, so far the government has not reported and no template has been
developed. There are plans to comply with this reporting requirement. The MoFT may adopt the same
template as used for reporting to the IMF on a quarterly basis.

Disbursement of Funds


Line ministries or implementing agencies make a request for drawdown to the MoFT.



The MoFT authorises the drawdown of funds: two signatories are required for authorisation, from the
State Minister, Executive Director (ERMD) and Financial Controller, Treasury and Public Accounts
Department.



The implementing agency formally communicates to creditors requesting drawdown:



Once disbursement is effected, the creditor advises ERMD, MoFT about the transaction (information is
obtained with a lag of one month by the MoFT). Data are recorded in CS-DRMS by ERMD.



ERMD separately meets with various implementing agencies on a quarterly basis and collates and
updates information on actual disbursements as well as forecast disbursements within the next one
year. A forecast of annual disbursements is provided as part of the budgetary exercise to the Fiscal
Affairs and Economic Policy Department within the MoFT based on the pre-budget quarterly meeting
held with various implementing agencies.



For loans from the World Bank and Asian Development Bank, ERMD has access to the creditor website
from where it can readily obtain information on disbursement from these agencies. However, for loans
from some creditors, information on disbursement is received with a lag by ERMD which results in a
lag in recording data in CS-DRMS. The CS-DRMS database is currently updated with an overall lag of
six months.

Debt Service Payments


ERMD prepares an annual statement by loan of payments due within the next year and shares it with
the MMA. The forecasts provided are based on the use of Management Tools in CS-DRMS.



At least 7 days before the payment date, ERMD prepares a payment request form and sends it to
Finance Accounts Division, Corporate Affairs Department within MoFT



Accounts Division prepares a payment voucher.



Public Accounts Division within Treasury and Public Accounts Department, Finance MoFT authorises
the payment voucher and sends it back to ERMD.



ERMD send remittance form along with payment advice received from creditors to the MMA.



The MMA debits the Government Account maintained with it and externalises the payment to the
creditor. The MMA sends a debit advice to Finance Accounts Division in MoFT.



The debit advice obtained by ERMD is stamped and the transaction is recorded in CS-DRMS.

The long-trail in effecting debt service payments poses operational risks. There have been a few instances where
the MMA has not received the payment advice from the MoFT in time to effect the debt service payment in
foreign currency.
There are plans to make the approval process and the checks and control procedures faster through the
establishment of direct electronic links as part of Government Financial Management Information System
which is being led by the Treasury and Public Accounts Department.
On-lending Operations
Payment Recovery


ERMD prepares payment advice to borrowers (SOEs) a week before the payment is due.



The relevant SOE brings a cheque and deposits it with Finance Accounts Division, Corporate Affairs
Department, MoFT with a copy of the payment advice.



ERMD receives a copy of the deposit made by the SOE from Corporate Affairs Department, MoFT
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ERMD stamps the deposit receipt as settled and records the transaction in an excel based database



An SOE which is unable to pay in time approaches the Public Enterprise Monitoring and Evaluation
Board in MoFT for a payment holiday. PEMEB processes the request and in consultation with ERMD
advises the Minister, MoFT.



The Minister, MoFT accordingly approves the payment holiday or delay by the SOE.

There are plans by the MOFT to restructure the debt service payments by SOEs owed to the government.
There are also plans to record on-lending operations in CS-DRMS. In 1997, the Crown Agents, as part of their
assistance to the Maldives on strengthening its debt database attempted to record this data in CS-DRMS but
was unsuccessful.
Government Guarantees
Issuance of Guarantees


SOEs request PEMEB for guarantee from the government on their external borrowings.



PEMEB process such requests through analysis based on existing guidelines and examination of
balance-sheet of the SOE.



Based on the advice from PEMEB, the Minister, the MoFT accordingly approves the request for
issuance of guarantees.



ERMD records the information in an excel-based database for internal reporting purposes.



ERMD requests detailed information on the terms and details of the guaranteed loan from the SOE and
records the information in CS-DRMS



The Auditor General requests from ERMD information on debt stock, disbursements and debt service
payments for guaranteed debt.

Calling of Guarantees


The MoFT is informed about the guarantee being called either directly from the SOE or from the
creditor.



PEMEB shares this information with ERMD so that ERMD can record that debt service payments will
be assumed by the government.

For instances where a guarantee is being called, there may be a negotiation with the SOE on the extent to which
it will be able to meet its obligation and to what timetable.
Where the calls on a guarantee are known, or expected, the PEMB will ensure that the future amounts for debt
servicing are provided for by the government in its budget contingency.
Domestic Debt
The issue of Treasury Bills and Bonds in the domestic market is decided by the Cash Flow unit of the Treasury
Department in consultation with the Maldives Monetary Authority (MMA) on a weekly basis. The data relating
to domestic debt is recorded in ERMD. An officer of the ERMD participates in the weekly meetings of the Cash
Management Committee which decides the quantum of new issues within set parameters, such as the ceiling for
the issues and interest rates.

PwC

Page 322 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives






















PwC






















Page 323 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Annexure 3: CS-DRMS Reports on Portfolio Review
The first step in doing any form of analytical work is for you to produce various aggregate reports
using the existing database. Such reports represent the situation as it presently exists or as it is
sometimes called, the base case. These reports should give figures on both the debt stock and debt
service payments broken down by various categories, such as creditor, borrower and currency, as you
require.
The following is a list of the debt portfolio review topics and the appropriate CS-DRMS reports which
can be used to assist with the analysis.
1.

Debt Indicators

2. 354 – Major Economic Aggregates and Principal Ratios
3. 510 – Debt Ratios Projections
4. Debt by Borrower Category
5.

721 – External Debt Outstanding/Debt Service Payments by Borrower Category

6. Debt by Economic Sector
7.

671 – Composition of Debt by Economic Sector

8. Debt by Use of Funds
9. 503 – Yearly Transactions of Disbursements and Payments by Use of Funds and Individual
Creditors
10. Maturity Structure
11. 506 – External Debt Outstanding by Original Maturities and Borrower Category
12. 508 – External Debt Outstanding by Remaining Maturities and Borrower Category
13. 652 – External Debt Outstanding by Original Maturities
14. 654 – External Debt Outstanding by Remaining Maturities.
15. Currency composition
16. 670 – Currency Composition of Debt
17. Interest Rate Structure
18. 353 – Average Terms of New Commitments
19. 725 – Average Annual Terms of New External Debt by Borrower Category
20. Debt Service Projections
21. 200 – Projected External Debt Service Payments by Borrower Category (including
undisbursed amounts)
22. 356 – Debt Service Projections
23. 721 – External Debt Outstanding/Debt Service Payments by Borrower Category
24. 728 – External Debt Service Payments to Individual Creditors by Creditor Category
25. If there are arrears and debt service difficulties, the following reports are useful:
26. 208 – Arrears by Creditor Category
27. 301 – Arrears of Principal and Interest by Loan
28. 400 – External Long-Term Debt, Arrears and Debt Service Forecasts by Creditor
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Annexure 4: Sample DSA Report
INTERNATIONAL DEVELOPMENT ASSOCIATION
INTERNATIONAL MONETARY FUND
MALDIVES
Joint Bank/Fund Bank Debt Sustainability Analysis under the Debt Sustainability
Framework for Low Income Countries49
Prepared by the staffs of the International Development Association and the International Monetary
Fund Approved by Carlos Braga and Ernesto May (IDA) and Kalpana Kochhar and Aasim Husain
(IMF)
November 30, 2009
Based on the low-income country debt sustainability analysis (LIC DSA), Maldives’ is rated to be at a
moderate risk of debt distress. Vulnerabilities for total public debt are higher, and addressing them
will require timely implementation of the authorities’ strong fiscal adjustment program. The
borrowing space in the short and medium terms has shrunk after the recent accumulation of large
fiscal and external deficits. The build-up of private external debt prior to the onset of the global
financial crisis and of public domestic debt (mainly owed to the Maldives Monetary Authority, MMA)
in the last two years has intensified the debt burden. Key risks for debt sustainability are large future
shocks to exports or fiscal policy slippages. Satisfactory implementation of the fiscal adjustment
proposed under the program would lead to a sustained downward path in the public and external debt
stocks.50
I. THE DEBT PORTFOLIO
5.

The total debt to GDP ratio has increased fast since 2004, and reached almost 110
percent of GDP in 200851. Each major category of debt has shown strong growth rates
following the 2004 tsunami growth in private external debt, used to finance a rapidly expanding
tourism sector, has been particularly fast. An increasing fiscal deficit in the last two years has also
led to a build up of public debt, much of it domestic. With external financing sources limited for
much of 2009 and a fiscal deficit running close to 30 percent of GDP, a further build-up of
domestic debt has been observed so far this year, which largely explains the projected increase in
the total debt-to-GDP ratio to about 129 percent in 2009.

This DSA was prepared jointly by the staffs of the World Bank and the IMF. The staffs also
consulted with the Asian Development Bank. The debt data underlying this exercise were provided by
the Maldivian authorities. The fiscal year for Maldives is January-December.
49

Maldives’ policies and institutions, as measured by the World Bank’s Country Policy and
Institutional Assessment (CPIA), averaged 3.53 over the past three years (2006-2008), placing it as a
“medium performer.” The relevant indicative thresholds for this category are: 40 percent for the NPV
of debt-to-GDP ratio, 150 percent for the NPV of debt-to-exports ratio, 250 percent for the NPV of
debt-to-revenue ratio, 20 percent for the debt service-to-exports ratio, and 30 percent for the debt
service-to-revenue ratio. These thresholds are applicable to public and publicly guaranteed (PPG)
external debt.
50

51

In this section, total debt refers to total PPG debt (external and domestic) and private external debt.
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Maldives: Composition of Total Debt

In millions of U.S. dollars (left scale), in percent of GDP (right scale)
6. Public external debt rose rapidly after the 2004 tsunami, as donor funds flowed into the
country for reconstruction needs. It reached US$4 72 million (37½ percent of GDP) in 2008.
About 70 percent (or one third of the total debt stock) is from multilateral and bilateral creditors.
This fact, and the assumption that new borrowing is expected to be contracted from multilateral
and bilateral creditors throughout the projection period, motivates the use of the low-income
country (LIC) framework for the DSA.52
II. MACROECONOMIC ASSUMPTIONS
7.

Maldives is facing severe fiscal and external imbalances. For the first three years after
the 2004 tsunami disaster, the authorities pursued a growth strategy based on infrastructure
spending and expansion of tourism, financed by both official grants and loans and private sector
foreign borrowing. However, the global economic downturn has had a significant negative impact
on export and tourism receipts, as well as government revenue. Moreover, private sector financing
has contracted sharply. Combined with excessive government spending, this has led to a growing
fiscal deficit, much of which has been monetized by the central bank. To address these challenges,
the Government of Maldives has adopted a package of economic policy measures as described in
their Memorandum of Economic and Financial Policies (MEFP). The DSA that follows builds on
the program baseline scenario (Box 1).

This is the first DSA for Maldives that uses the LIC framework. Previous DSAs were conducted using
the template designed for Middle-Income Countries (MICs). Thus, no debt distress rating was
previously assigned. Although a comparison of ratings is therefore not possible, a qualitative
comparison with the last DSA (IMF Country Report No. 09/97) suggests that the risk of debt distress
has increased.
52
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Box 1: Main Assumptions for the Debt Sustainability Analysis (2009-2029)
• Real GDP growth in 2009-14 is projected to average 2½ percent a year compared with an
average of 7¼ percent over the previous five years. Negative growth in 2009, projected at -4
percent, is mainly due to reduced activity in the tourism sector, which has been adversely
affected by global economic downturn. Growth is expected to recover thereafter to around
4½ percent, as global and domestic conditions improve, but to remain below the recent
historical average. This assumes that resort development takes place at a more sustainable
pace than that observed since the tsunami, and that supply constraints will hold back the
fisheries sector.
• Inflation (which drives the GDP deflator) is projected to average 4¼ percent a year in
2009-14, compared with an average of 6½ percent over the previous five years, thanks to a
moderation of global prices and the fiscal adjustment effort. Inflation is expected to stay at 3
percent thereafter, in line with trading partners’ rates, reflecting continued fiscal
consolidation and a tighter monetary policy.
• Interest rates on public debt are assumed to increase to 4½ percent by 2011 (compared
with an average of 3¼ percent over the previous five years), reflecting a tighter domestic
liquidity. They are assumed to decline thereafter.
• The external current account deficit (including grants) in 2009-14 is projected to
average 15½ percent of GDP a year and decline to 5 percent by 2019 reflecting a significant
fiscal retrenchment, compared to 51½ percent in 2008. Thereafter, it would remain at below
its pre-tsunami level (2003).
• The overall fiscal deficit (including grants) is projected at 28¾ percent of GDP in 2009,
as the full impact of the adjustment effort will only be felt in 2010. The deficit is expected to
decline to an average of 5¾ percent of GDP in 2010-14, owing to a strong fiscal
consolidation. The budget is expected to remain in balance thereafter. As a result, the volume
of domestic borrowing will decline, although its cost may rise somewhat as the stock of
outstanding obligations from the government to the MMA are securitized at a slightly higher
average market rate than the penal rate charged by the MMA on the government’s overdraft
account. Public external debt is assumed to be contracted mainly on concessional terms until
the end of the projection period.
• Government expenditures are expected to decline from 63 percent of GDP in 2008 to
45 percent by 2014, mainly reflecting civil service reforms. The government’s revenue
measures—airport tax, ad valorem bed tax, business profits tax, and the general sales tax—are
expected to yield about 15 percent of 2009 GDP once their full impact is felt. These new taxes
will partly offset steep falls in import duties, lease payments, and profits transfers from SOEs,
stemming, respectively, from the fall in public expenditure, moderation in future lease
payments from resorts, and privatization.
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III. EXTERNAL DEBT SUSTAINABILITY53
Baseline scenario
8. Maldives’ external debt has increased rapidly since the Tsunami, reflecting an
increase in both public external financing and private foreign-financed investment. As of end2008, PPG debt represented 49 percent of total external debt. The external debt path is
expected to worsen in the near term, as the Maldivian authorities seek external assistance to
tide over the difficult economic situation. In particular, this includes financial assistance from
the Indian government totalling US$200 million, 54and borrowing from IFIs (IMF, World
Bank, and Asian Development Bank) projected at US$146 million. The authorities are also
expecting additional non-concessional external borrowing through end-2010.55 This borrowing
explains the hump in the path of external debt service in 2010-11. The external-debt-to-GDP
ratio, however, is projected to decline from 2010 onwards.
9. With one minor and temporary exception, all external debt indicators remain
below the debt burden thresholds under the baseline scenario. The PV of external
public debt-to-GDP ratio is projected to be slightly above the 40 percent threshold this year,
but trend down thereafter as expected program implementation helps reduce the current
account deficit to sustainable levels. This marginal and temporary breach of the threshold is
due in large part to the extraordinary fiscal and current account imbalances of the past two
years, which the Fund-supported program aims to address. The program also places a ceiling
on non-concessional public external borrowing going forward. All other public external debt
burden indicators remain well below thresholds throughout the projection period. While there
is a hump in debt service payments over the next two years as a result of a repayment of a large
loan from the Indian government, both debt service ratios remain well within the thresholds.
Stress tests and alternative scenarios
10. Stress tests indicate vulnerability to exogenous export shocks. The PV of debt-toGDP ratio, debt-to-exports ratio and debt service-to-exports ratios breach the thresholds under
the most extreme standard stress test. For the former, the most extreme stress test is the
combination shock—a one standard deviation shock to growth, exports, GDP deflator and nondebt flows—while in the latter two cases the most extreme shock is the export shock—an export
value growth at historical average minus one standard deviation in 2010-11 relative to the 2008
baseline. This highlights the vulnerability of the economy to the variability of tourism receipts.
11. The historical scenario indicates unsustainable debt dynamics. When key
macroeconomic variables are set to their historical averages all stock debt burden indicators
53 External debt sustainability analysis is focused on PPG external debt, to which thresholds are
applicable. Private external debt is not considered for the purpose of IDA grant allocations.
54 A credit of US$100 million was made available to the government of Maldives by the government
of India in early 2009, and repayments in the tune of US$50 million in two tranches are expected
to be made in 2010 and 2011, respectively. Also, the Male branch of the State Bank of India (SBI) is
expecting to contract a US$100 million two-year non-concessional loan (subject to fifty percent
rollover) from its parent by end 2009 and early 2010, and on-lend it to the government of Maldives
in exchange for foreign currency-denominated domestic bonds.

Such borrowing includes a foreign exchange swap with the Central Bank of Sri Lanka for at least
US$25 million to boost international reserves, as well as the following infrastructure and
development projects: (i) the construction of ten harbors, which has been favorably assessed by the
Board of the Islamic Development Bank (IDB) and is being financed as follows—Saudi Fund ($15
million), the IDB ($15 million), and OFID ($10 million); (ii) an infrastructure development project
(housing, sewerage, electricity, and desalination) in tsunami affected areas funded by Abu Dhabi
($15 million); and (iii) reclamation projects and supply of equipment to be financed by loans under
negotiation. The terms of such financing vary, but are generally very favourable in relation to terms
that Maldives may have received had it sought to borrow on international or domestic financial
markets.
55
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breach respective thresholds, while the debt service burden indicators show an increasing trend
after 2014. The key factor driving this scenario is the non-interest current account deficit,
which averaged 20 percent of GDP over the 10-year period to 2008. This 10-year average
contains three rather extreme events that drove the current account deficit to unprecedented
highs: the 2004 tsunami, the extraordinary run-up in food and fuel prices in 2007 and 2008,
and the rising fiscal deficit of the past few years. To the extent that the magnitudes of these
events can be considered unique, the historical scenario may overestimate potential risks of
debt distress. Nevertheless, the simulations illustrate that without significant fiscal
consolidation the debt path would become unsustainable.
12. Private external debt may increase the risks to debt sustainability. Private external
debt accounts for over one half of the external debt-to-GDP ratio. Much of this debt is at
maturities of less than 10 years, at market interest rates, and denominated in U.S. dollars. To
the extent that private external debt may increase liquidity and re-financing risks for the
country as a whole, or entail contingent liabilities for the sovereign, the risks to debt
sustainability could be higher than an analysis of external PPG data alone may suggest.
Moreover, private external debt may be underestimated in Maldives: non-FDI external inflows
to the non-financial private sector—which comprise mainly financing for privatization and
tourism projects, and which sum to about 60 percent of GDP over 2009–2012—are treated as
non-debt creating in both observed data and projections. Part of these flows, however, could be
debt creating.56
13. In the staff’s view, the risk of public external debt distress for Maldives is
moderate. With one exception, no external debt burden indicator breaches the thresholds in
the baseline scenario. Staff judges the marginal and temporary breach in the external debt-toGDP ratio to be a function of the severe fiscal and current account imbalances over the past two
years that the program aims to address.57The steady decline in external debt burden indicators
under the program indicates that the risk of debt distress declines significantly with the
proposed fiscal adjustment. However, stress tests illustrate that the debt path is particularly
vulnerable to export shocks and decline in non-debt creating inflows, while the historical
scenario shows unsustainable debt dynamics.
IV. PUBLIC DEBT SUSTAINABILITY
Baseline scenario
14. The stock of Maldives’ nominal public debt has increased rapidly since the 2004
tsunami, from 55 percent of GDP in 2004 to around 69 percent in 2008, and is expected to
reach 94 percent of GDP (including IMF loans and some transactions of financial entities) in
2009.58 This sharp increase has been driven by an expansionary fiscal policy combined with a
The authorities do not have adequate information to disaggregate these flows into FDI and arm’s
length
56

Recent experience has demonstrated flexibility in rating of external debt distress (SM/09/216),
including in Mongolia (2009), Madagascar (2008), Mali (2008) and in Bhutan (2007). In the case
of Bhutan, the incorporation of two new largely debt financed hydropower projects in the baseline
scenario caused some external debt indicators to breach their thresholds in both the baseline and
the alternative scenarios/stress tests. However, on account of several country-specific mitigating
factors a moderate risk of debt distress rating was retained. Other recent cases of flexible treatment
on ratings include Mongolia (2009).
57

Public debt refers here to the debt of the non-financial public sector, comprising the central
government and state-owned enterprises, as well as publicly guaranteed debt. In line with inclusion
of IMF debt contracted by the central banks, it also includes a currency swap between the MMA
and the central bank of Sri Lanka for $25 million currently being negotiated. The central
government accounted in 2008 for 79 percent of the total public debt. The present value of total
public debt in 2008 was 67 percent of GDP.
58
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dramatic shortfall in fiscal revenue. Much of the fiscal deficit over the next two years has been
financed domestically, through MMA credit to the government (which in 2008 represented 75
percent of the central government’s domestic debt and 55 percent of the total public domestic
debt stock) and sales of t-bills, held mainly by commercial banks. Total public debt service cost
has remained at an average of 7 percent of GDP a year in 2003-2008, and is expected to
increase to 17.2 percent by 2010 before shifting to a downward trajectory later in the projection
period.
Maldives: Total Public and Publicly Guaranteed (PPG) Debt by Creditor
(In percent of GDP)

15. The PV of the public debt-to-GDP ratio is projected to fall sharply under the
baseline scenario, from 91 percent in 2009 to 17 percent by 2029, owing to strong fiscal
adjustment efforts on both the revenue and expenditure sides (Table 2a). The PV of the public
debt-to-revenue (including grants) ratio would decline from a projected 252 percent in 2009 to
39 percent by 2029. The public debt service-to-revenue (including grants) ratio would increase
to 28 percent by 2010 before shifting to a downward trajectory later in the projection period
(Figure 1 and Table 2a). New public borrowing from all sources in the context of the program,
including Fund financing, has been considered, and risks to debt sustainability appear
manageable in the context of the programmed fiscal adjustment.
Stress tests and alternative scenarios
16. Maldives’ high level of public debt makes its sustainability vulnerable to
exogenous shocks or fiscal policy slippages. The stress tests indicate that the debt path
is particularly vulnerable to shocks to the primary balance and long term growth. If the primary
deficit remains fixed at the elevated level of 26½ percent of GDP (as in 2009), the debt ratio
would continue to expand and would reach 416 percent of GDP by 2029. This, of course,
illustrates that the current fiscal stance is not sustainable. It also points to the risks arising
from insufficient or delayed implementation of the fiscal adjustment measures envisaged in the
program. Sensitivity tests also show that the public debt path is susceptible to shocks to longterm real GDP growth, with a one standard deviation permanent shock to growth leading to a
PV public debt ratio of 124 percent of GDP in 2029, compared with a baseline projection of 17
percent.
V. CONCLUSION
17. Maldives faces a moderate risk of external PPG debt distress. With the exception of a
one-time breach in the PV of debt-to-GDP threshold in 2009, no thresholds are breached
under the baseline scenario, but the analysis indicates the country’s vulnerability to shocks to
the tourism sector (which are also shocks to growth), non-debt creating inflows and the
primary balance. This suggests the need to diversify, to the extent possible within the country’s
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geographical constraints, the structure of the economy. Maldives also faces considerable risks
to debt sustainability based on its overall public debt level. This underscores the need for
strong fiscal adjustment: should the authorities fall short on their fiscal consolidation efforts,
the risk of the public and external debt ratio moving on to an unsustainable trajectory would
significantly increase.
Figure 1. Maldives: Indicators of Public and Publicly Guaranteed External Debt under Baseline and
Alternative Scenarios, 2009-2029 1/

Sources: Maldivian authorities; and Fund staff estimates and projections.
1/ The most extreme stress test is the test that yields the highest ratio in 2019.
2/Revenues are defined inclusive of grants.
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Annexure 5: DeMPA Score of Maldives
(According to World Bank, October, 2009 assessment)
Summary of Performance Indicator Assessment
Performance Indicators

Score

Governance and Strategy Development
DPI-1

Legal Framework

D

DPI-2

Managerial Structure

D+

DPI-3

Debt Management Strategy

D

DPI-4

Evaluation of Debt Management Operations

C

DPI-5

Audit

D

Coordination with Macroeconomic Policies
DPI-6

Coordination with Fiscal Policy

D

DPI-7

Coordination with Monetary Policy

D

Borrowing and Related Financing Activities
DPI-8

Domestic Borrowing

C+

DPI-9

External Borrowing

C+

DPI-10

Loan guarantees, On-lending and Debt-related Transactions

C

Cash Flow Forecasting and Cash Balance Management
DPI-11

Cash Flow Forecasting and Cash Balance Management

D

DPI-12

Debt Administration and Data Security

D

DPI-13

Segregation of Duties, Staff Capacity and Business Continuity

D

DPI-14

Debt Records

D

DPI-15

Debt Reporting

D

Operational Risk Management

Debt Records and Reporting
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Annexure 6: Sample debt strategy report
DRAFT-1

MEDIUM TERM DEBT MANAGEMENT STRATEGY
2012 – 2014
EXTERNAL RESOURCES MANAGEMENT DIVISION (ERMD)
November, 2011
Introduction
The Maldives is facing critical economic situation. The impact of global economic crisis on exports and tourism
inflows, external financing and fiscal revenue, has resulted an increase in public spending in the past and led to
a very large fiscal and external imbalances, and a loss of international monetary reserves. To address these
challenges, the Government of Maldives has adopted a package of economic policy measures for 2009-11. These
policies were aimed at stabilizing the economy and put it back on the path of sustainable and equitable growth.
One of the important areas to be addressed is the sustainability of public debt. The joint International Monetary
Fund (IMF)/World Bank debt sustainability analysis under the Debt Sustainability Framework for Low Income
Countries conducted in 2010 has indicated that continuance of current budget deficit trend will result in
unsustainable debt path. It has therefore become necessary to design and implement a Medium Term Debt
Strategy (MTDS) for Maldives.
Objectives
The main objectives for debt management are:

To ensure that government financing needs are met at ‘reasonable costs, subject to a prudent level
of risk’.



Developing a domestic debt market with long maturity profile of the instruments and diversifying
the investor base.

Scope of coverage
This Medium Term Debt Management Strategy covers only the central government debt of Republic of
Maldives. The coverage includes debt instruments contracted from foreign and domestic sources.
Review of Existing Debt Management Strategies
Though no formal declaration of a debt management strategy had taken place in the past certain controls have
been put in place. Government of Maldives continues to pursue an overall policy framework which aims at
controlling the rate of growth of the public debt in relation to GDP with a target Present value of Public and
Publicly Guaranteed (PPG) External Debt-to-GDP ratio of around 40 % in the medium-term horizon. Public
debt management strategies basically focus on getting the right mix between the domestic and external
portfolio so as to maintain optimal balance in financing and cost-risk trade-off. Domestic debt plays a major
part in reducing exchange rate and overseas interest rate shocks.
Cost-risk trade-off between the external and domestic sources of financing

Type
of
Financing

Cost

Exchan
ge Rate
Risk

External

LOWER

HIGHE
R

Domestic

HIGHE
R

NONE
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Refina
ncing
Risk

Analysis/Comments

LOWER

Currently, external borrowing seems relatively
cheaper but with more exchange rate exposure.
However, this is partly mitigated where debt is
contracted on an amortizing basis.

HIGHE
R

Domestic debt is expensive, and has higher
refinancing risk, given its relatively short maturity
structure, but no direct exchange rate exposure.
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External Financing and Debt
External financing strategies continue to pursue the following and are limited to capital projects:


Concessional borrowing (with not less than 35% grant element based on IMF grant Element calculation).



Limited recourse to commercial facilities for economically viable and self-financing projects.



Adopting innovative products that employ liability sharing between government and private sector (in
the form of Public-Private Partnership-PPP)

Domestic Financing and Debt Strategy
Currently there is no sound Domestic Financing Debt Strategy, however following are the key policies that
manages the Domestic Debt:


Net Financing of Treasury Bills cap at a pre-defined ceiling which gets approved from the parliament
along with National Budget



Reduce the cost of Domestic Financing through Competitive Bidding process for Treasury Bills

Review of Existing Portfolio (2010)
External Debt Portfolio
Table 81: Disbursed and Outstanding Debt Of Central Government External Debt

DISBURSED AND OUTSTANDING DEBT OF CENTRAL GOVERNMENT EXTERNAL DEBT
In Millions of Rufiyaa
2010
CENTRAL GOVERNMENT EXTERNAL DEBT
Multilateral

4,050.18

Bilateral

2,293.54

Commercial

671.57

Supplier Credit

911.07

TOTAL: Central Government External Debt
As a % of GDP

7,926.36
32.45%

Applied Exchange Rate

12.80

Source:
External
Management Division

Resources

NOTE
1. Does not include the Balance of Payment Loan borrowed by the Central Bank from IMF in 2009
2. Does not include Government Guaranteed External Debt
3. GDP Figure is the Nominal GDP published by DNP as Re-based GDP in April 2011 (for 2010 MRF
24.4 Billion)
At the end of Fiscal year 2010 the Disbursed Outstanding Debt (DOD) of central government External Debt is
recorded as MRF 7.9 Billion (USD 619.25 Million). This is 32.45% of nominal GDP.
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Figure 74: Composition of Fixed Rate Debt

65%
Fixed

Floating

35%

The share of fixed rate debt as a percentage of total external debt is 65% based on the outstanding debt as of
Dec 2010.
Domestic Debt Portfolio
Table 83: Disbursed and Outstanding Debt of Central Government Domestic Debt

In Millions of Rufiyaa
2010
CENTRAL GOVERNMENT DOMESTIC DEBT
SECURITIES
Fixed Coupon Bonds

3,806.00

Floating Rate Bonds

1,280.00

Pension Bond

2,422.23

Treasury Bills

4,042.50

TOTAL: Securities

11,550.73

DOMESTIC LOANS
Concessional
Contracted Non-concessional
TOTAL: Domestic Loans
TOTAL: Central Government Domestic Debt
As a percentage of GDP
Applied Exchange Rate

165.44
165.44
11,716.16
47.96%
12.80

Source: External Resources Management Division
NOTE
1. Pension Bond Does not include the Provisional 5%
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2. Revenue Figure is taken from the MTFF shared by EPP for the Budget 2012
(MRF 6.4 Billion for 2010)
For the Fiscal year 2010 the central government spent MRF 927.64 million to service the domestic debt. This is
14.45% of central government revenue. Out of the total domestic interest, 37.5% accounts for Treasury bills
interest, and 53.18% accounts for fixed coupon bonds interest. When combined, they contribute more than 90%
of the total interest on domestic debt.
Total Debt Portfolio
The total debt of the central government debt at the end Dec 2010 was recorded as MRF 19.64 billion, which is
80.4% of nominal GDP. The share of external debt stood at 40% of the total debt stock which is 32.4% of
nominal GDP. The share of the domestic debt is 60% of the total central government debt stock which is 48% of
nominal GDP.
The total debt service including principal repayments of the central government debt for the fiscal year 2010
was MRF 1.55 billion which is 24.11% of total revenue. Out of 1.55 billion, MRF 620.23 million was spent on
external debt service while MRF 927.64 was spent to service the domestic debt.
Cost and Risk Characteristics of the Existing Debt Portfolio
Foreign Currency Risk
Currently, foreign currency debt accounts for about 52% of the central government debt and local currency debt
for about 48%. The foreign currency debt portfolio is highly concentrated in USD, SDR and EUR. The share of
USD denominated loans are about 41% while 33% for SDR. The share of EUR denominated loans are about
13%. Apart from these currencies, the portfolio does have loans denominated in JPY, CNY, AED, KWD, and
SAR. The compositions of these currencies are in Figure 3.
Till April 2011, the Maldives had a fixed exchange rate of MRF 12.8 per USD, and the rates of other currencies
are cross rates from USD. Due to the imbalances of foreign currency, from --- April 2011 Maldives floated the
exchange rate of USD with a peg of 20% from both tails. Now the exchange rate of USD is MRF 15.38 per USD,
which is almost 20% depreciation of MRF. As a consequence the external debt portfolio and external debt
service rose by 20%.
Still there exist the foreign currency imbalance; hence the foreign currency debt portfolio is highly subject to
currency risk. If there is further depreciation of about 10% that will cost another MRF 200 million to the central
government budget for debt service payments.
Interest Rate Risk
The share of floating rate debt is 18.9% of the total debt portfolio. About 82% of floating rate debt is linked to
LIBOR. Only 13% of the floating rate debt is linked to EURIBOR, and the rest 5% is linked to US Prime Rate.
Figure 77: Recent trends of LIBOR and EURIBOR
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When we look at the graph, it is clear that the fluctuation of LIBOR is within a range of 20%, while for
EURIBOR it is within 52%. When we apply this to the variable debt portfolio it results to an extra cost of MRF
10 million to the total debt service. Since this is a tolerable level, the central government debt portfolio is not
exposed to interest rate risk.
Re-Financing Risk (Repayment profile)
Table 86: ATM & WAI OF TREASURY BILLS & BONDS AS OF 31st DECEMBER 2010

ATM

WAI (%)

Treasury Bills

46.35 Days

4.5

Treasury Bonds

6.25 Years

7.72

TREASURY BILLS & BONDS

Combined: Treasury Bills & Bonds

3.28 Years

Source: External Resources Management Division
NOTE
1.

ATM :- Average Time to Maturity

2. WAI:- Weighted Average Interest
3. Includes only the local currency denominated Securities (T-Bills & T-Bonds)
4. ATM for the Treasury Bonds is calculated based on annual cash flows

Table 87: T-Bills Interest rate

T-Bills Interest Rate
7
6

Yield

5
4

28 Days

3

91 Days
182 Days

2
1
0
Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11 Sep-11

As of 31st December 2010, the Average Time to Maturity (ATM) of the Treasury Bills was 46.35 days. This
means that, on an average the stock of the Treasury Bills (MRF 4.04 billion which is 16.5% of GDP) will be
matured within 46.35 days. Apart from the risk of availability of funds from the market to re-finance, as the
figure 9 shows the T-Bills interest rate is rising very sharply. Hence, there is very high probability that the stock
of T-bills have to be roll-over at a higher interest rate. From Jan 2011 to Sep 2011 the interest rate of the T-bills
rose by 54%, resulting in a cost of approximately MRF 40 million which is about 20% T-Bills interest.

PwC

Page 346 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

















































70.00
60.00

USD Millions

50.00
40.00
30.00

Repayments

20.00
10.00



                






PwC



Page 347 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Medium Term Debt Management Strategy – (2012-2014)
a) Assumptions – Macro and Financing
(i) Financing assumptions
External Sources
For the purposes of this analysis, we assume the external instruments are contracted in USD.
Domestic Market Sources
Treasury bills and domestic government bonds will be issued across the curve, with potential maturities of
bonds up to 3 years.
(ii) Macroeconomic
Table 88: MACRO ECONOMIC OUTLOOK

in Millions MRF

2010

2011

2012

2013

2014

1.

Primary Deficit

2,790

3,259

2,994

2,301

987

2.

Primary Deficit (in % of GDP)

10.05

11.94

10.14

7.28

2.84

3.

Gross Financing Need

9,481

6,092

4,767

2,604

4.

Public Revenues (inc. Grants)

6,594

8,905

10,715

11,691

11,455

5.

Public sector primary expenditures

9,383

12,164

13,708

13,992

12,442

6.

Public sector expenditure

9,976

12,765

14,231

14,448

12,912

7.

Public sector interest expenditure

593

601

523

456

470

8.

International reserves (USD mn)

313

350

350

350

350

9.

GDP

27,746

27,292

29,513

31,615

34,777

10.

Baseline exchange rate, national currency per U.S.
Dollar, average

12.85

15.42

15.42

15.42

15.42

Source: Ministry of Finance & Treasury
(iii) Principal Risks to the Economy
The robustness of the analysis is based on the resilience of the macro fundamentals and typically the baseline
assumptions for the interest, exchange rates and the fiscal stance. The overall budget balance assumption is also
anchored on a very optimistic GDP growth, propelled by the strong fiscal stance which is enhanced by the
revenue from Tourism and General Sales Tax (GST). In view of the main macro postulations above, the
following may post risk to the macroeconomic fundamentals.


Enhanced government revenue resulting from GST etc may not materialize as envisaged in the baseline
assumptions.



This affects pricing of government securities since borrowing will increase and transmit into the
monetary variables.



The market therefore reassesses the credit quality of government and credit premium is revised upwards.



Rising cost of living and interest rates also affect the value of the local currency and depreciates against
the other international currencies.



The reserves deplete as a result of trade and current account deficits and also foreign debt becomes more
expensive.



Further, the contingent liabilities could also pose additional fiscal risk.
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For the purpose of this analysis, three typical shocks stemming from exchange rate, short term interest rates
and a combination of these are considered. There has been devaluation in April 2011 when the MRF was
allowed move in a band of plus or minus 20%.


Scenario 1: Devaluation of MRF against USD by 10% in the Fiscal year 2012.



Scenario 2: Devaluation of MRF against USD by 20% in the Fiscal year 2012.



Scenario 3: A parallel shift of base interest rates by 200bp.



Scenario 4: A combination of 10% devaluation of MRF against USD and a parallel shift of base interest
rates by 200bp.

b) Description of the Strategies
STRATEGY 1:


Access as much as possible highly concessional loans by continuing the regular pipeline programs from
the multilateral agencies



For other priority capital projects, borrow only semi-concessional loans with a maturity of at least 20
years and a fixed interest rate not more than 200bps from external creditors.



Except for the roll-over of Treasury Bills, re-finance the domestic financing from concessional and semiconcessional borrowing from external sources.

STRATEGY 2:


Access as much as possible highly concessional loans by continuing the regular pipeline programs from
the multilateral agencies



For other priority capital projects, borrow only semi-concessional loans with a maturity of at least 20
years and a fixed interest rate not more than 200bps from external creditors.



Whenever necessary to borrow from domestic market for cash flow management or to finance budget
deficit, give preference to medium to long term bonds with a maturity not less than 2 years, and raise the
rest from treasury bills.

STRATEGY 3:


Access as much as possible highly concessional loans by continuing the regular pipeline programs from
the multilateral agencies



For other priority capital projects, borrow semi-concessional and commercial loans.



Whenever necessary to borrow from domestic market for cash flow management or to finance budget
deficit, borrow only through T-Bills with a maturity of less than a year.

c) Methodology for Results Analysis
The strategies have been simulated in MTDS Toolkit under the assumptions discussed above. Discussions
focused on performance of each strategy under the cost indicators of interest/GDP and Debt/GDP. The interest
GDP ratio is relevant as it indicates the amount of resources that is required to service the debt and not
available for other uses while the Debt/GDP ratio is relevant in view of the strategic external debt-GDP ceiling
of 40% of GDP (key indicator of debt sustainability) and NPV of Debt is relevant given the significant share of
concessional and semi-concessional debt. The resultant values of these ratios under the stress test scenario will
also be analysed.
A number of other risk indicators are considered; such as ATM and ATR, which give indication of rollover risk
and interest rate risk. The redemption profile is also considered since it gives indication of cash flow profile or
liquidity pressure on the budget. Overall, it is envisaged that the methodology applied and the cost-risk
indicators considered will assist in obtaining the desired portfolio mix.
d) Analysis of Strategies
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Figure 80: Debt to GDP ratio
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Figure 81: Interest to GDP
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Figure 82: NPV of Debt to GDP
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From Figure 80 to Figure 82 it is very clear the least preferred strategy is the S3 for the following reasons.
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a) The cost of Debt to GDP is highest for S3 in Figure 11
b) Cost and Risk of Interest to GDP is highest for S3 in Figure 12
c) The cost of NPV of Debt to GDP is highest for S3 with a relatively high risk in Figure 14.
Since the strategy S3 is the least preferred the feasible strategies are S1 and S2. In terms of Debt to GDP and
NPV of Debt to GDP S2 is significantly less risky compare to S1. However in terms of interest to GDP S1 is both
less risky and less costly, but the difference is very marginal compare to S2.
If we implement S1, the Average Time to Maturity (ATM) of the total debt portfolio 9.4 years while if we
implement S2 it would be 6.5 years. This indicates that in terms of re-financing risk the S1 will have a
significant advantage over S2, but at a very high risk on the level of debt.
e) Selection of Strategy
The risk that is associated to strategy S1 is majorly driven by devaluation of MVR against the USD. On the other
hand the re-financing risk of strategy S2 is mostly driven by growth of T-bills stock which has less than a
maturity of one year. Considering the imbalance of USD in the market which leads to a high probability that a
further devaluation in 2012, and also considering the shortage of liquidity in the market to roll-over the T-bills
we believe that the mix of strategy S1 and S2 will be most sound strategy to implement since it will balance the
risk of exchange rate and re-financing risk.
Implementing the Medium Term Debt Strategy

a) Monitoring implementation
There is a need for constant monitoring and review of performance and progress made on the MTDS. The
quarterly public debt public report and the annual review will be used for this purpose. The quarterly report will
include a backward looking review of performance of the previous quarter, which will reveal possible risks and
recommend measures to mitigate in the subsequent quarter. Since the MTDS is anchored on a macro
framework, there will be regular monitoring of macro performance. Developments in the macroeconomic
situations to a large extent drive the domestic market conditions and especially form investors’ perception of
risk for government papers/instruments.
b) Annual revision of strategy
Though the MTDS is a medium term report, it will be updated annually. If there are significant and sustained
deviations in the outturns relative to assumptions in the MTDS, the strategy will be reviewed and revised
accordingly.
Conclusion
By the end of the implementation period; the MTDS is expected to achieve the following;


Domestic market to be smooth and well functioning.



Adopt a Financing Strategy that will minimize the portfolio risk.



Attain prudency in public debt management.

Overall, the public debt portfolio is expected to be


Maintained at better sustainable levels and



Less risky than it is currently.
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Reference materials for debt management
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2. Debt Relief International Ltd, (2001), Key Issues for Analysing Domestic Debt Sustainability, London.
3. IMF, (2000), Debt- and Reserve-Related Indicators of External Vulnerability Washington, March.
4. IMF, (2006), How to do a Debt Sustainability Analysis for Low Income Countries, Washington, October.
5.

IMF, (2011), Public Sector Debt Statistics: Guide for compilers and users, (IMF pre-publication draft),
Washington, May.

6. Nars, Kari. (ed.) (1998), Excellence in Debt Management, Euromoney Publications, London.
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Wheeler, Graeme, (2004), Sound Practice in Government Debt Management, the World Bank,
Washington.

8. World Bank and IMF, (2001), Guidelines for Public Debt Management, Washington, March.
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2 Cabinet Paper on Medium
Term Debt Management
Strategy, 2012 – 2014
The main objectives for debt management are:


To ensure that government financing needs are met at ‘reasonable costs, subject to a prudent level
of risk’.



To develop a domestic debt market with a long maturity profile of instruments and a diversified
investor base.

To achieve these objectives, STRATEGY 1 was proposed:


Maximise access to highly concessional loans by continuing the regular pipeline programs from
multilateral agencies.



For other priority capital projects, borrow only semi-concessional loans with a maturity of at least 20
years and a fixed interest rate of not more than 200bps from external creditors.



Except for the roll-over of Treasury Bills, re-finance domestic debt from concessional and semiconcessional borrowings from external sources.

2011

2014

46.35 days
5.9 years
36%

91 days
8 years
65%

5.4 years
81%
45%

6 years
90%
37%

Foreign currency commercial debt/reserves 2
Share of external debt/total debt
Overall Debt Sustainability Indicators

74%
52%

50%
65%

Debt/GDP3
Share of foreign debt service payments/reserves

80%
20%

As per FRL
23%

Re-financing Risk Indicators
ATM of Treasury Bill
ATM of Total Debt Portfolio
ST RF debt /total domestic1
Interest Risk Indicators
Average time to re-fixing interest
Fixed rate debt/Total debt
Debt re-fixing in one year
Foreign Exchange Risk Indicators

1Short

term Rufiyaa debt consists of Treasury bills only. Domestic dollar bond assumed to
be paid by 2014 hence the rise in ST RF debt to total domestic debt.
2Foreign

Currency commercial debt consists of Supplier credit, commercial debt, USD
bond and domestic bonds.
3The FR Bill
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2.1 Monitoring implementation
There is a need for constant monitoring and review of the performance and progress made on the MTDS
towards achievement of the targets. The quarterly public debt report and the annual review will be used for this
purpose. The quarterly report will include a review of the performance of the previous quarter which will reveal
possible risks. Based on this assessment, the report will include recommendations on measures to mitigate
these risks in the subsequent quarter. Since the MTDS is anchored on a macro economic framework, there will
be regular monitoring of the country’s performance against macroeconomic indicators. Developments in the
macroeconomic situations, to a large extent, drive the domestic market conditions and especially influence
investors’ perception of the risk associated with government papers/instruments.

2.2 Annual revision of strategy
Though the MTDS is a medium term report, it will be updated annually taking into consideration the outputs
from the Debt Sustainability Analysis and quarterly public debt reports. The MTDS will be aligned to the Fiscal
Responsibility Legislation (upon its approval by the Parliament) and the MTFF targets set under the legislation
related to debt/GDP ratio. If there are significant and sustained deviations in the outturns relative to
assumptions in the MTDS, the strategy will be reviewed and revised accordingly.

2.3 Annex
The following strategies were proposed and analysed:
STRATEGY 1:


Maximise access to highly concessional loans by continuing the regular pipeline programs from
multilateral agencies.



For other priority capital projects, borrow only semi-concessional loans with a maturity of at least 20
years and a fixed interest rate of not more than 200bps from external creditors.



Except for the roll-over of Treasury Bills, re-finance domestic debt from concessional and semiconcessional borrowings from external sources.

STRATEGY 2:


Maximise access to highly concessional loans by continuing the regular pipeline programs from
multilateral agencies.



For other priority capital projects, borrow only semi-concessional loans with a maturity of at least 20
years and a fixed interest rate not more than 200bps from external creditors.



Whenever the need arises to access the domestic market for cash flow management or to finance budget
deficit, give preference to medium to long term bonds with a minimum maturity of 2 years, and raise the
rest from Treasury Bills.

STRATEGY 3:


Maximise access to highly concessional loans by continuing the regular pipeline programs from
multilateral agencies.



For other priority capital projects, borrow semi-concessional and commercial loans.



Whenever the need arises to access the domestic market for cash flow management or to finance budget
deficits, borrow only through Treasury Bills with a maturity of less than a year.

2.3.1 Analysis of results for the Alternate Strategies
The strategies have been simulated in the MTDS Toolkit under the assumptions stated above. Performance of
each strategy under the cost indicators of interest/GDP and Debt/GDP has been analysed. The interest to GDP
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ratio is relevant as it indicates the amount of resources that is required to service debt and is not available for
other uses while the Debt to GDP ratio is relevant in view of the strategic external debt to GDP ceiling of 40%
(key indicator of debt sustainability). NPV of Debt is relevant given the significant share of concessional and
semi-concessional debt in the portfolio. Most of these loans are pledged to capital enhancing projects whose
benefits would start accruing in short term but repayments lag on average by ten years resulting in a positive
Net present value.
Two other risk indicators, Average Time to Maturity (ATM) and Average Time to Refinancing (ATR), are
considered to ascertain the level of roll-over risk and interest rate risk. The redemption profile is also
considered since it indicates the cash flow stand or the liquidity pressure on the budget. Overall, it is envisaged
that the methodology applied and the cost-risk indicators considered will assist in obtaining the desired
portfolio mix.
Figure 83: Debt to GDP ratio under the different strategies
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Figure 84: Interest to GDP ratio under the different strategies
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Figure 85: NPV of debt to GDP ratio under the different strategies
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From Figure 83to

Figure 85, it is apparent the least preferred strategy is S3 for the following reasons:


Cost of Debt to GDP is highest for S3 in Figure 83



Cost and Risk of Interest to GDP is highest for S3 in Figure 84



Cost of NPV of Debt to GDP is highest for S3 with a relatively high risk in




Figure 85

Since strategy S3 is inferior as discussed above, the feasible strategies are S1 and S2. In terms of Debt to GDP
and NPV of Debt to GDP, S2 is significantly less risky compared to S1. However considering interest to GDP, S1
is superior in terms of risk and cost, but the difference is very marginal in comparison to S2.
If strategy S1 is implemented, ATM of the total debt portfolio is 9.4 years while under S2 it would be 6.5 years.
This indicates that in terms of re-financing, S1 will have a significant advantage over S2, but at a very high risk
level of debt.

2.3.2 Selection of Strategy
The risk associated with strategy S1 is majorly driven by devaluation of MVR against the USD. On the other
hand, the re-financing risk of strategy S2 is mostly driven by growth of T-bills stock which has a maturity of less
than one year. Given the current imbalance of USD in foreign exchange market, considering a further
devaluation of Rufiyaa against USD and the shortage of liquidity in the market to roll-over T-bills, it is proposed
that a mix of strategy S1 and S2 would be the most sound strategy to implement since it would balance the risk
of exchange rate and re-financing.
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3 Debt Indicators
3.1 Introduction


Since the Republic of Maldives suffered the effects of the Tsunami in 2004, its total public debt has
increased rapidly from 55 percent of Gross Domestic Product (GDP) to an estimated 120 percent in 2012.
This was due to expansionary fiscal policy. The expenditure of the government increased from Rf.3.5
billion in 2004 to an estimated Rf.18.2 billion in 2012. The revenue, however, did not increase at the
same rate. It was Rf.3.4 billion in 2004 and is expected to be approximately Rf.11.5 billion in 2012, thus
increasing the deficit and the resultant public debt.



There is a need to establish certain debt and sustainability indicators to guide the authorities on future
borrowing commitments and to avoid the debt trap. The annual Debt Sustainability Analysis (DSA)
conducted by the World Bank and International Monetary Fund (IMF) provides a study of the debt
situation and the result of various assumptions over the future so that early action can be taken to arrest
any deterioration. The DSA uses debt burden ratios to give the results in a graphic format.



This paper discusses various indicators that can be used to manage the country’s debt.

3.2 Types of Indicators


The indicators can be separated into three major groups:






External Debt Indicators
Fiscal Indicators
Vulnerability Indicators

The debt and vulnerability indicators are used to judge solvency and liquidity problems. The external
debt indicators can be further classified as:







Liquidity monitoring ratios
Debt burden ratios
Debt structure indicators
Present value indicators

Dynamic indicators
1.

Liquidity monitoring ratios
Ratio

Description

Debt service ratio

Debt service on debt with an original maturity of one year and above as a ratio of
exports of goods and non-factor services.

Short-term debt ratio

Debt service on short-term debt as a ratio of exports of goods and non-factor
services.

Total debt service ratio

Debt service payments on short and long-term debt as a ratio of export of goods and
non-factor services.

Interest service ratio

Interest service payments on short and long-term debt as a ratio of export of goods
and non-factor services.

Short-term debt to
reserves ratio

Most important indicator of reserve adequacy for countries which have liberalized
their capital accounts.
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2. Debt burden indicators
Ratio

Description

Debt service

Debt service on debt with an original maturity of one year and above as a ratio of
exports of goods and non-factor services.

Short-term debt service

Debt service on short-term debt as a ratio of exports of goods and non-factor
services.

Total debt service

Debt service payments on short and long-term debt as a ratio of export of goods and
non-factor services.

DOD/GDP

Compares the total external debt outstanding to gross domestic product (GDP), i.e.
the size of the economy. (DOD means disbursed and outstanding debt also known as
stock of debt)

DOD/XGS

Compares the total external debt outstanding to exports of goods and non-factor
services (XGS), i.e. the capacity of the country to repay its stock of debt in a single
year.

Public debt to GDP

Compares the total public debt outstanding to the size of the economy.

3. Debt structure indicators
Ratio

Description

Roll-over ratio

Compares principal repayments to disbursements and could be estimated separately
for short and long-term debt

Short-term to total
external debt
outstanding

Measures the vulnerability of the debt situation brought about by the country’s debt
structure.

4. Present value indicators
Ratio

Description

Present value (PV) of
debt service to GDP

Compares the current cost of future external debt service obligations to the size of
the economy.

PV of debt service to
XGS

Compares the present value of future external debt service obligations to the
capacity to generate foreign exchange receipts through exports of goods and nonfactor services.

5. Dynamic indicators
Ratio

Description

Average rate of interest
to the growth rate of
exports

Determines whether the average rate of interest of the loan portfolio is higher or
lower than the growth in exports.

Average rate of interest
to the growth in GDP

Determines whether the average rate of interest of the loan portfolio is higher or
lower than that of the economy.
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6. Fiscal indicators
Ratio

Description

Government debt
service to revenue

Ratio of government (domestic and foreign) debt service to government revenue

Government debt
service to expenditure

Ratio of government (domestic and foreign) debt service to total government
expenditure

PV of debt service to
revenue

PV of government debt service to government revenue – Compares the present value
of future domestic and external debt service obligations to the capacity to generate
government revenue.

Interest rate to revenue
growth

Average rate of interest on government loans to the growth in government revenue.

7.

Vulnerability indicators
Ratio

Description

Concentration of
exports

Percentage share in total exports of the main export and three main exports.

Variability of Exports

Standard deviation of export values over the latest ten year period as a percentage
of the average export level.

Current account deficit

Deficit excluding interest and net official transfers as a share as a share of GDP.

Foreign exchange
reserves coverage

Ratio of reserves to the annual level of imports of goods in the latest 12 month
period.

Short-term debt to
reserves ratio

Most important indicator of reserve adequacy for countries which have liberalized
their capital accounts.

Aid dependency

Reliance of the current account on net official financing

Fiscal burden

-

Share of total government debt service to government revenue.

-

Share of tax revenue and foreign grants to GDP.

-

Policy track record of the government.

3.3 External debt sustainability


Sustainable debt is the level of debt which allows a debtor country to meet its current and future debt
service obligations in full, without recourse to further debt relief or rescheduling, avoiding accumulation
of arrears, while allowing an acceptable level of economic growth. (UNCTAD/UNDP, 1996)



External-debt-sustainability analysis is generally conducted in the context of medium-term scenarios.
These scenarios are numerical evaluations that take account of expectations of the behavior of economic
variables and other factors to determine the conditions under which debt and other indicators would
stabilize at reasonable levels, the major risks to the economy, and the need and scope for policy
adjustment. In these analysis, macroeconomic uncertainties, such as the outlook for the current account,
and policy uncertainties, such as for fiscal policy, tend to dominate the medium-term outlook. [IMF,
Debt- and Reserve-Related Indicators of External Vulnerability, Policy Paper, 2000]
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World Bank and IMF hold that "a country can be said to achieve external debt sustainability if it can meet
its current and future external debt service obligations in full, without recourse to debt rescheduling or
the accumulation of arrears and without compromising growth".

3.4 Indicators of external debt sustainability


There are various indicators for determining a sustainable level of external debt. While each has its own
advantage and peculiarity to deal with particular situations, there is no unanimous opinion amongst
economists as to one sole indicator. These indicators are primarily in the nature of ratios i.e. comparison
between two heads and the relation thereon and thus facilitate the policy makers in their external debt
management exercise. These indicators can be thought of as measures of the country’s “solvency” in that
they consider the stock of debt at certain time in relation to the country’s ability to generate resources to
repay the outstanding balance.



Examples of debt burden indicators include (a) debt to GDP ratio, (b) foreign debt to exports ratio, (c)
government debt to current fiscal revenue ratio etc. This set of indicators also covers the structure of the
outstanding debt including the (d) share of foreign debt, (e) short-term debt, and (f) concessional debt in
the total debt stock.



The World Bank and IMF in their Debt Sustainability Framework (DSF) have prescribed thresholds for
the debt burden indicators. These give guidance to a country on the status of their existing debt and the
path the ratios need to maintain.



Maldives has been classified a “medium performer” in terms of policies and institutions by the World
Bank’s Country Policy and Institutional Assessment (CPIA). According to IMF and World Bank,
"bringing the net present value (NPV) of external public debt down to about 150 percent of a country's
exports or 250 percent of a country's revenues" would help eliminate this "critical barrier to longer-term
debt sustainability". High external debt is believed to have harmful effects on an economy.



A second set of indicators focuses on the short-term liquidity requirements of the country with respect to
its debt service obligations. These indicators are not only useful early-warning signs of debt service
problems, but also highlight the impact of the inter-temporal (i.e. occurring in different periods of time)
trade-offs arising from past borrowing decisions. Examples of liquidity monitoring indicators include the
(a) debt service to GDP ratio, (b) foreign debt service to exports ratio, (c) government debt service to
current fiscal revenue ratio etc. The final indicators are more forward looking as they point out how the
debt burden will evolve over time, given the current stock of data and average interest rate. The dynamic
ratios show how the debt burden ratios would change in the absence of repayments or new
disbursements, indicating the stability of the debt burden. An example of a dynamic ratio is the ratio of
the average interest rate on outstanding debt to the growth rate of nominal GDP.

3.5 Public Debt Sustainability
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Public debt sustainability will measure a country’s ability to service all accumulated government debt at
any point in time. In this the public debt will include all government debt and guaranteed State owned
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enterprises (SOE) debt. The World Bank and IMF DSA indicators focus mainly on the debt burden
indicators such as:







PV of debt to GDP
PV of debt to Exports
PV of debt to Revenue
Debt service to Exports
Debt service to Revenue

An obvious limitation of debt sustainability analysis is that it usually focuses only on explicit government
liabilities, thereby ignoring the fact that the size of government debt can be affected both by contingent
and implicit liabilities as well as by other off-budget obligations. It calls for a broadening of conventional
debt sustainability analysis to include contingent, implicit and other off-budget liabilities.

3.6 Fiscal Sustainability


Public debt sustainability Indicators give us the first approach to judge sustainability. These are generally
historical indicators. To assess the magnitude of fiscal adjustment requirements, forecast indicators are
required. One of the most common approaches used is to indirectly preserve the debt to GDP ratio
constant at a certain level. However this poses a serious problem as it is discretionary in its nature.
Therefore it becomes necessary to consider this along with public debt ratios.



Since current fiscal decisions impose long-term commitments, fiscal sustainability indicators attempt to
describe the public finances’ inter-temporal aspects, based on year to year available information. The link
between fiscal aggregates from one year to another is established through fiscal balances and changes
between these and stock variables. Therefore net public debt will be the accumulation of previous fiscal
deficits. Fiscal imbalances will accumulate into future pressures in terms of interest expenditures and
will in turn to new debt accumulation. The inter-temporal relationship between fiscal balances, public
debt and interest payment is expressed as follows:

Where


corresponds to public debt during t period,
is the debt’s interest rate and
balance.

is the primary

Sustainability is defined in a rather standard way – fiscal policy is said to be sustainable if the present
value of future primary surpluses equals the current level of debt. Governments can choose an alternative
way towards sustainability. They can set a primary surplus target consistent with the sustainable primary
balance. By observing this target, governments would stabilise the debt ratio in the long run. However,
compliance with this target would require immediately raising taxes or cutting spending. Some of the
measures to ensure sustainability are:










Rate of growth of GDP should be more than rate of growth of debt.
Real output growth should be higher than real interest rate growth.
Net Primary deficit should not be rising faster than GDP.
Primary revenue balance should be in surplus and adequate enough to meet interest payments.
Proportion of repayments to Gross Borrowings should be falling over time.
Interest payments and repayments adjusted for primary revenue balance should not exceed total
Gross Borrowings.
Interest Burden defined by interest payments to GDP ratio should decline over time.
Interest payment as a proportion of revenue expenditure should decline overtime.
Interest payment as a proportion of revenue receipts should fall over time.

3.7 Development of Indicators
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It may be prudent to follow the debt burden indicators developed by IMF in their annual DSA to start
with. For this purpose Maldives needs to conduct its own DSA on a half yearly basis. In addition to these,
certain fiscal indicators also need to be developed. The suggested indicators are:
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PV of debt to GDP
PV of debt to Exports
PV of debt to Revenue
Debt service to Exports
Debt service to Revenue
Debt service to Expenditure
Average rate of interest on government debt to growth of government revenue
Deficit excluding interest to GDP
Reserves to imports (in months)
Short term external debt to reserves

These need to be maintained over a period on a spreadsheet and communicated to the concerned
planning divisions on a monthly basis to enable informed economic planning. These can also be recorded
in the Commonwealth Secretariat Debt Recording and Monitoring System (CS-DRMS) and used for
creating scenarios therein for judging future progress. Additional ratios can be developed from time to
time as the capacity to analyse improves.

3.8 Conclusion


PwC

Needless to say that these indicators are to be regularly maintained and disseminated for a successful
management of sovereign debt. These indicators will play an active role in promoting the implementation
of best borrowing practices and management of debt. These will also promote risk management and
production and dissemination of high quality financial information.
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4 Debt Sustainability Analysis
Report
4.1 Introduction


Since the Republic of Maldives suffered the effects of the Tsunami in 2004, its total public debt has
increased rapidly from 55 percent of GDP to an estimated 120 percent in 2012. This was due to
expansionary fiscal policy. The expenditure of the government increased from Rf.3.5 billion in 2004 to an
estimated Rf.18.2 billion in 2012. The revenue, however, did not increase at the same rate. It was Rf.3.4
billion in 2004 and is expected to be approximately Rf.11.5 billion in 2012, thus increasing the deficit and
the resultant public debt.



There is a need to establish the sustainability of debt in the long run and hence the need to conduct an
analysis into the debt situation.



This paper is intended to summarize the results of a debt sustainability analysis (DSA) carried out in
October 2012 by the External Resource Management Division (ERMD) using the Low Income Countries
DSA template used by International Monetary Fund (IMF) and International Development Association
(IDA). Though the average per capita income of Maldives is above the threshold set for Low Income
Country (LIC), its small island economy has been considered in grouping it under LIC. For the sake of
comparison and presentation this paper is drafted in the standard Joint IMF/World Bank DSA report for
LICs.

4.2 Medium Term Debt Strategy


In June 2012, the Cabinet approved a mix of strategies to borrow for the period 2012-2014. The strategy
to be followed is:




Maximise access to highly concessional loans by continuing the regular pipeline programs from
multilateral agencies.
For other priority capital projects, borrow only semi-concessional loans with a maturity of at least
20 years and a fixed interest rate of not more than 200bps from external creditors.
Except for the roll-over of Treasury Bills, re-finance domestic debt from concessional and semiconcessional borrowings from external sources. Whenever the need arises to access the domestic
market for cash flow management or to finance budget deficit, give preference to medium to long
term bonds with a minimum maturity of 2 years, and raise the rest from Treasury Bills.

4.3 Recent Developments


Maldives obtained during 2010, 2011 and 2012 several new loans aggregating to USD439 (approx) for
budget support, housing and a hospital. This will be about 21% of GDP of 2012. The present value of debt
to GDP over the years ranges from 111 percent in 2012 to 72 percent in 2032 on the assumption that GDP
growth is maintained at 6 percent.



Key risks are shocks to exports and additional fiscal policy slippages. The continuing need for financing
the large negative public sector balance will put further pressure on the total debt burden. The DSA
illustrates that current policies would lead to extremely large domestic and external financing
requirements that cannot realistically be met, and therefore calls for additional fiscal consolidation
measures in the near term.



In 2011 Maldives received financial support from Saudi Fund (SAR 47m for a hospital), and from India
(USD 40m for housing and USD 100m for budget support). In 2012 it borrowed from Bank of Maldives
(Rf.300m for budget support) and signed a loan with China (CNY982.5m for housing, subject to approval
at highest level).
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The baseline in this DSA depicts the outcome of the current policy stance on debt sustainability, and
clearly illustrates the need for additional fiscal consolidation measures in Maldives.



Maldives is classified a “medium performer” in terms of policies and institutions by the World Bank’s
Country Policy and Institutional Assessment (CPIA) was averaging 3.43 over 2008–2010. The relevant
indicative thresholds for medium performers are: 40 percent for the present value (PV) of the debt-toGDP ratio, 150 percent for the PV of the debt-to-exports ratio, and 250 percent for the PV of the debt-torevenue ratio, 20 percent for the debt service-to-exports ratio, and 30 percent for the debt service-torevenue ratio. These thresholds are applicable to public and publicly guaranteed (PPG) external debt only
(not to total PPG debt).

Table 89: Maldives: Total Public and Publicly Guaranteed (PPG) Debt by Credit (in percent of GDP)

2006
Total PPG Debt

2007

2008

2009

2010

2011

2012

Est.

Proj.

63.0

66.2

68.7

85.6

88.7

90.2

119.5

39.6

39.8

37.4

41.8

41.9

39.6

67.3

Multilateral

24.8

25.8

22.5

23.7

23.7

21.8

25.1

Bilateral

4.8

4.3

4.7

7.5

7.5

7.8

29.2

Private creditor

10.0

9.7

10.2

10.6

10.7

10.0

13.0

23.4

26.4

31.3

43.8

46.8

50.6

52.2

MMA

8.3

6.7

16.4

20.3

14.5

12.5

12.5

Commercial Banks

7.7

11.6

13.5

21.5

26.4

29.3

30.0

Others

7.4

8.1

1.4

2.0

5.9

8.8

9.7

PPG external

PPG domestic

Total PPG debt service
7.3
7.3
10.9
10.9
13.1
15.0
16.0

A ballooning fiscal deficit since 2008, coupled with the fall in external financing, led to a rapid
accumulation of public domestic debt over the last three years. In 2008 and the first half of 2009, most
domestic financing for the deficit came from the Maldives Monetary Authority (MMA). The debt with the
MMA came to represent 46 percent of the central government’s domestic debt in 2009. However, deficit
monetization was halted in September 2009 and has since been replaced by sales of T-bills and bonds,
mainly to commercial banks, while the outstanding debt stock with the MMA was converted into
negotiable bonds.


Public debt refers here to central government debt and central government guaranteed debt. The
government has granted guarantees to state-owned enterprises (SOEs). Non-guaranteed SOE debt is
excluded, in line with the program’s definition of public debt.



Reliable data on private external debt is not available. The estimated stock of private external debt has
also been increasing rapidly over the earlier part of the last eight years but declined in 2011. Private
external debt is estimated to be almost 16.9 percent of GDP in 2012.



Taken together, private external debt and total public debt are estimated at about 136 percent of GDP. Of
this, external debt (PPG and private) accounts for 84 percent of GDP, and represents about 63.6 percent
of goods and services exports in 2012. By end-2012, gross reserves would be sufficient to cover shortterm debt, but reserves have been on an underlying downward trend, and have been only boosted
temporarily by external financing injections, including $74 million in November 2010 from the
privatization of the Male airport. Total PPG debt, in turn, has risen to 3.3 times total central government
revenue, from under 2.4 times three years ago. The DSA below documents in more detail the nature of
public and external debt vulnerabilities.

Table 90: Maldives: Selected Vulnerability Indicators, 2009-12

Total external debt (PPG+private) in percent of GNFS domestic
exports
Total external debt (PPG+private) in percent of Total Revenue
Total short-term external debt (PPG+private) in percent of
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2009

2010

2011

2012 (Proj)

141.3

149.6

45.9

63.6

219.9

239.3

176.5

232.7

69.2

63.2

25.6

43.2
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2009

2010

2011

2012 (Proj)

Total PPG debt in percent of GNFS domestic exports

153.4

156.2

80.7

90.0

Total PPG debt in percent of revenue

238.8

249.9

310.3

328.9

gross reserves

Figure 86: Maldives: Composition of Total Debt
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4.4 Context and Macroeconomic Assumptions


Maldives continues to face severe fiscal and external imbalances. The global economic downturn in
2008–09 had a significant negative impact on exports and tourism receipts, external financing, and
government revenue. Combined with excessive government spending, this led to an unsustainable fiscal
deficit. In the second half of 2009, the authorities put together a comprehensive adjustment program,
supported by IMF, World Bank and Asian Development Bank (ADB) resources.



Despite some decisive initial actions under the program, including cuts in central government nominal
wages, cessation of deficit monetization and introduction of active open market operations to tighten
liquidity, increases in electricity tariffs and depreciation of the Maldivian Rufiyaa, significant policy
slippages have undermined the restoration of sustainability. As a result, the fiscal and current account
deficits continue to be very large, and dollar shortages remain.



The baseline scenario in this DSA is built on current policies, including the authorities’ current tax
reforms plans. These policies imply that the fiscal deficit will stay high in 2011–13 and will rise steadily
thereafter (see Box 1 for more details on fiscal and other assumptions).



The baseline scenario clearly illustrates that the current stance of fiscal policies is unsustainable. These
policies would lead to financing needs over the long run that cannot plausibly be met by donors or
supported by domestic or international markets, particularly considering the deteriorating debt
dynamics, and public debt service would exceed the government revenues (by 145 percent by 2032).



Moreover, in addition to the large external debt, under the baseline scenario gross reserves would be
depleted by 2030 and become very large and negative thereafter, implying an external financing gap
(which is not reflected in the external debt path) that reaches 113 percent of GDP by 2032 (Box 1). The
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baseline scenario does not attempt to forecast developments in the future, but to assess whether current
policies can be sustained in the long run given reasonable assumptions.


This scenario differs significantly from the baseline scenario in the 2009 DSA, which was predicated on
the strong medium-term fiscal consolidation expected under the program. This led to a moderate rating
for the risk of external public debt distress in the 2009 DSA. However, a difficult political environment at
all levels has prevented the authorities from carrying out the plans for reducing the wage bill as expected
under the program: there has been no large scale progress on public sector employment restructuring,
and the wage cuts undertaken in September 2009 will be reversed much earlier than expected. There
have also been delays in the entry into effect of key taxes. All of this has left the fiscal deficit on an
unsustainable path. Other macroeconomic assumptions for key variables have largely been as expected
(in fact, the growth outlook is now somewhat better than at the time of the 2009 DSA), but the much
worse medium- and long-term fiscal deficit path is the overarching factor driving the differences between
the this and the previous DSA.
Box 1: Main Assumptions for the Debt Sustainability Analysis (2010–2030) under the Baseline
Scenario
a.

Real GDP growth from 2013–15 is projected to average around 4.5 percent a year compared with an
average of 5.7 percent over the previous six years. After contracting by 2.3 percent in 2009, growth is
expected to recover, as global and domestic conditions improve, aided in part by tourism growth from
new markets in Asia. Resort development is expected to take place at a slower but more sustainable
pace than that observed since the tsunami, and a continued decline in the fish catch is expected to hold
back the fisheries sector. However, GDP growth is projected at 4.5 percent a year till 2032 to be on the
safe side.
b. Inflation is projected to average around 5 percent a year in 2013–17, compared with an average of
about 6 percent over the previous six years, due to a moderation in the growth rate of global commodity
prices over the medium term and reflecting a tighter monetary policy.
c. Inflation is expected to stay at 5 percent from 2018, in line with trading partners’ rates.
d. Interest rates on public debt are assumed to increase to beyond 4 percent for external debt from 2019
and for domestic debt will rise from average of 2.7 percent in 2013-18 to 4 percent by 2018, reflecting
tighter domestic liquidity and an increase in the sovereign risk premium. They are assumed to stay at
that level thereafter.
e. The external current account deficit (including grants) is projected to average about 15 percent of GDP
per year in 2012–17, and to reduce systematically thereafter, reaching about 0.4 percent of GDP in
2032. The widening external imbalances reflect ballooning fiscal deficits, only partially offset by
crowding out of private demand. Gross reserves are assumed to be fully depleted by 2032 under the
baseline and become negative and large thereafter, implying an unmet financing gap that would reach
113 percent of GDP (cumulatively) by 2032.
f. The fiscal deficit (including grants) is projected to increase to 16.9 percent of GDP in 2012 from 7.8
percent in 2011, reflecting policy adjustments and the cyclical recovery. However, despite the entry into
effect of the goods and services tax (GST) on tourism from January 2011 and of the business profit tax
from July 2011, and the expected entry into effect of the general GST from January 2013, the deficit
would remain elevated through 2015 given high spending on current policies. Moreover, the fiscal
deficit would decline slowly thereafter, reaching about 8.2 percent of GDP in 2032. This reflects the
expiration from 2013 of resort lease period extension payments and from 2014 of the $8/bed/night
tourism tax, as well as increasing interest payments from the deteriorating debt dynamics.
g. As a result of widening fiscal and external imbalances, there would be an implausibly large increase in
public financing needs and debt service. It is assumed that, through 2018, domestic financing would be
reduced; from 2019, domestic borrowing is kept constant at 8 percent of GDP per year, and external
financing acts as residual. New annual PPG external borrowing would average over 8.3 percent of GDP
from 2019-2032, despite averaging only 4 percent from 1998-2009. Similarly, the domestic debt stock
would quadruple from 2012–2032.
h. The debt service on public sector debt would rise from 42.7 percent of government revenues (and
grants) in 2012 to 170.8 percent by 2032.
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4.5 External Debt Sustainability
4.5.1 Baseline Scenario


Under the baseline scenario, the PPG external debt path is projected to worsen systematically through
2032, breaching all external debt stock burden thresholds along the way. The present value (PV) of
external debt to GDP breaches already its threshold in 2012 (Figure 2), while the ratios of debt to exports
and debt to revenue would breach their respective thresholds in the future. The debt service to export
ratio is declining and will remain below the threshold, while the debt service to revenue ratio is rising and
would remain above its threshold. The absence of liquidity concerns reflects in part the rescheduling of
one of the India loans in 2012 also as was in 2011.59

4.5.2 Stress Tests and Alternative Scenarios


Stress tests indicate extreme vulnerability to a combination of shocks, less favorable external financing
terms, and to an export shock. For the PV of the debt-to-GDP and debt-to-revenue ratios, the
combination shock (a one standard deviation shock to growth, exports, the GDP deflator, and non-debt
flows) has the largest impact in the short term (the greatest factor being the shock to export receipts),
while the interest rate shock—a 2 percentage points increase in the interest rate on new borrowing,
relative to the baseline—has the largest impact on long-term debt ratios. For the debt-to-exports and debt
service-to exports ratios, the export shock (export value growth at historical average minus one standard
deviation in 2013–2014) yields the most extreme impact. For the debt service-to-revenue ratio, the most
extreme stress test is the combination shock. The stress tests highlight the vulnerability of the debt
dynamics to shocks to tourism receipts (which account for the bulk of exports) and to external financing
costs, which are of course sensitive to expectations about the fiscal path.



Debt dynamics are somewhat more adverse under the historical scenario. When key macroeconomic
variables are set to their historical averages, the PV of external PPG debt-to-GDP ratio breaches the
threshold steeply, while for export ratios the path is downward-sloping and remains well below the
respective thresholds. In the case of revenue ratios the path is upward-sloping and is above the
thresholds.



Private external debt may increase the risks to debt sustainability. Private external debt accounts for
about 20 percent of the total external debt-to-GDP ratio. Much of this debt is at maturities of less than 10
years, at market interest rates, and denominated in U.S. dollars. To the extent that private external debt
may increase liquidity and re-financing risks for the country as a whole, and could thereby put pressure
on the exchange rate, the risks to debt sustainability could be higher than an analysis of external PPG
data alone may suggest. Moreover, the private external debt stock may be underestimated: non-FDI
external inflows to the non-financial private sector—which comprise mainly financing for privatization
and tourism projects—were treated as non-debt creating historically. While the flows have been
reclassified for 2009 into debt and non-debt creating, the historical stock is yet to be modified.



The risk of public external debt distress for Maldives is high on current policies (baseline scenario). Four
of the five external debt burden indicators breached the thresholds. It is due to severe fiscal and current
account imbalances, in part due to exogenous shocks faced over the past years, but more recently
exacerbated by the expansionary fiscal stance and insufficient fiscal adjustment measures.



Under an illustrative fiscal adjustment scenario, the risk of debt distress does not fall significantly. The
adjustment scenario is based on baseline policies, plus the following additional fiscal adjustment
measures: significant public sector redundancies; a tightening of capital and operating expenditures over
2012–13; introduction by July 2011 of excises on a number of goods; and a revision to the Tourism Goods
and Services Tax so that the tax rate rises to 6 percent when the tourism bed tax expires at end-2013.10
This scenario is meant to illustrate the magnitude of adjustment that would be required as a minimum to
put public debt on a downward path. Under this adjustment scenario, external debt burden indicators

The Male branch of the State Bank of India (SBI) contracted a US$100 million two-year non-concessional
loan (subject to fifty percent rollover) from its parent at end 2009 and early 2010, to on-lend it to the
government of Maldives in exchange for foreign currency-denominated domestic bonds. This loan has been
rolled over by two years.
59

PwC

Page 367 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives




 
 




              
                


 


Maldives’ public debt is highly vulnerable to exogenous shocks under the baseline scenario. The stress
                 

 


 


On current policies, Maldives’ public debt would become unsustainable and the country faces a high risk


            untry’s vulnerability to
                
suggests the need to diversify the structure of the economy to the extent possible within the country’s
             


               





PwC

Page 368 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives




PwC

Page 369 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Table 92: Maldives – Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032 (In percent)
Proje ctions
2012

2013

2014

2015

2016

2017

2022

2032

61

67

67

65

61

58

53

60

61
61

73
70

80
72

86
71

90
69

94
66

127
68

185
89

61
61
61
61
61
61

71
110
73
76
95
94

75
183
79
83
145
93

72
174
77
81
139
91

69
165
73
76
132
86

65
155
68
72
124
81

59
114
62
61
97
74

67
70
71
62
75
84

46

47

42

38

32

28

16

8

46
46

50
48

51
45

50
41

48
36

46
32

39
21

23
11

46
46
46
46
46
46

47
121
47
53
73
47

42
294
42
53
114
42

38
257
38
47
100
38

32
222
32
40
86
32

28
191
28
35
74
28

16
90
16
19
37
16

8
23
8
8
12
8

177

231

243

251

252

252

317

750

177
177

251
241

291
260

333
275

370
283

411
290

765
410

2309
1106

177
177
177
177
177
177

245
378
252
262
328
324

271
664
287
303
529
340

280
673
296
311
538
351

282
675
298
313
541
353

282
677
298
313
541
353

353
686
374
369
582
443

837
876
886
768
931
1050

PV of de bt-to GDP ratio
Bas eline
A. Alternative S cenarios
A1. Key variables at their his torical averages in 2012-2032 1/
A2. New public s ector loans on les s favorable terms in 2012-2032 2
B. Bound Tes ts
B1. Real GDP growth at his torical average minus one s tandard deviation in 2013-2014
B2. Export value growth at his torical average minus one s tandard deviation in 2013-2014 3/
B3. US dollar GDP deflator at his torical average minus one s tandard deviation in 2013-2014
B4. Net non-debt creat ing flows at hist orical average minus one st andard deviat ion in 2013-2014 4/

B5. Combination of B1-B4 us ing one-half s tandard deviation s hocks
B6. One-time 30 percent nominal depreciation relative to the bas eline in 2013 5/

PV of de bt-to-e xports ratio
Bas eline
A. Alternative S cenarios
A1. Key variables at their his torical averages in 2012-2032 1/
A2. New public s ector loans on les s favorable terms in 2012-2032 2
B. Bound Tes ts
B1. Real GDP growth at his torical average minus one s tandard deviation in 2013-2014
B2. Export value growth at his torical average minus one s tandard deviation in 2013-2014 3/
B3. US dollar GDP deflator at his torical average minus one s tandard deviation in 2013-2014
B4. Net non-debt creat ing flows at hist orical average minus one st andard deviat ion in 2013-2014 4/

B5. Combination of B1-B4 us ing one-half s tandard deviation s hocks
B6. One-time 30 percent nominal depreciation relative to the bas eline in 2013 5/

PV of de bt-to-re ve nue ratio
Bas eline
A. Alternative S cenarios
A1. Key variables at their his torical averages in 2012-2032 1/
A2. New public s ector loans on les s favorable terms in 2012-2032 2
B. Bound Tes ts
B1. Real GDP growth at his torical average minus one s tandard deviation in 2013-2014
B2. Export value growth at his torical average minus one s tandard deviation in 2013-2014 3/
B3. US dollar GDP deflator at his torical average minus one s tandard deviation in 2013-2014
B4. Net non-debt creat ing flows at hist orical average minus one st andard deviat ion in 2013-2014 4/

B5. Combination of B1-B4 us ing one-half s tandard deviation s hocks
B6. One-time 30 percent nominal depreciation relative to the bas eline in 2013 5/
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Table 93: Maldives – Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed External Debt, 2012-2032 (continued)
De bt s e rvice -to-e xports ratio
7

7

7

6

6

6

4

2

7
7

7
7

7
7

6
6

7
6

6
6

4
4

3
2

7
7
7
7
7
7

7
11
7
7
8
7

7
19
7
7
10
7

6
20
6
6
10
6

6
20
6
7
10
6

6
18
6
6
9
6

4
14
4
4
7
4

2
6
2
2
3
2

27

35

39

42

50

55

72

183

27
27

35
35

39
38

42
41

51
47

56
51

83
69

251
197

B5. Combination of B1-B4 using one-half standard deviation shocks
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/

27
27
27
27
27
27

37
35
38
35
37
49

43
42
46
40
46
54

47
52
49
43
54
58

56
60
59
51
63
70

61
64
64
56
68
76

80
109
85
77
104
100

204
214
216
187
227
256

Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 6/

21

21

21

21

21

21

21

21

Baseline
A. Alternative Scenarios
A1. Key variables at their historical averages in 2012-2032 1/
A2. New public sector loans on less favorable terms in 2012-2032 2
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2013-2014
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/

B5. Combination of B1-B4 using one-half standard deviation shocks
B6. One-time 30 percent nominal depreciation relative to the baseline in 2013 5/

De bt s e rvice -to-re ve nue ratio
Baseline
A. Alternative Scenarios
A1. Key variables at their historical averages in 2012-2032 1/
A2. New public sector loans on less favorable terms in 2012-2032 2
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2013-2014
B2. Export value growth at historical average minus one standard deviation in 2013-2014 3/
B3. US dollar GDP deflator at historical average minus one standard deviation in 2013-2014
B4. Net non-debt creating flows at historical average minus one standard deviation in 2013-2014 4/

Sources: Country authorities; and staff estimates and projections.
1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.
2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the baseline.
3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly
an offsetting adjustment in import levels).
4/ Includes official and private transfers and FDI.
5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.
6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Table 94: Maldives: Public Sector Debt Sustainability Framework, Baseline Scenario, 2009-2032 (In percent of GDP, unless otherwise indicated)
Actual

Estimate
5/

2009

2010

2011

Average

Standard
Deviation

5/

2012

2013

2014

2015

2016

Projections
2012-17
2017
Average

2022

2032

30.4
30.4

33.6
33.6

90.2
38.4

119.5
69.6

118.5
77.7

117.6
77.7

115.0
75.7

111.4
72.1

107.8
68.2

102.7
65.3

112.9
77.9

2.6
20.3
20.4
23.1
1.7
43.5
-0.1
-0.1
-1.5
1.4
0.0
-0.1
-0.1
0.0
0.0
0.0
-17.7

3.2
14.0
15.7
24.6
0.6
40.3
-1.5
-1.5
0.1
-1.6
0.0
-0.2
-0.2
0.0
0.0
0.0
-10.8

56.6
9.0
7.8
30.4
2.6
38.2
1.3
-3.3
-1.0
-2.3
4.6
-0.1
-0.1
0.0
0.0
0.0
47.7

29.3
17.7
16.9
36.2
1.9
53.1
0.9
-0.8
3.9
-4.7
1.7
-0.1
-0.1
0.0
0.0
0.0
11.5

-1.0
8.0
13.9
31.7
2.7
45.6
-5.7
-5.7
-0.6
-5.1
0.0
-0.2
-0.2
0.0
0.0
0.0
-9.0

-0.9
11.4
17.1
30.2
2.7
47.4
-5.6
-5.6
-0.5
-5.1
0.0
-0.2
-0.2
0.0
0.0
0.0
-12.2

-2.6
10.8
18.7
28.7
2.7
47.3
-7.7
-7.7
-2.6
-5.1
0.0
-0.2
-0.2
0.0
0.0
0.0
-13.4

-3.6
10.4
17.9
27.2
2.8
45.1
-7.4
-7.4
-2.4
-5.0
0.0
-0.2
-0.2
0.0
0.0
0.0
-14.0

-3.6
10.1
17.2
25.7
2.8
42.9
-6.9
-6.9
-2.1
-4.8
0.0
-0.2
-0.2
0.0
0.0
0.0
-13.7

0.4
8.0
13.8
19.7
3.0
33.5
-5.6
-5.6
-1.2
-4.4
...
-0.2
-0.2
0.0
0.0
0.0
-7.6

1.6
2.4
8.2
11.5
3.5
19.7
-5.6
-5.6
-0.8
-4.8
...
-0.2
-0.2
0.0
0.0
0.0
-0.8

Debt service-to-revenue and grants ratio (in p ercent) 4/

...
...
...
...
26.7
…
…
…
11.5

...
...
...
...
21.0
…
…
…
10.4

87.9
36.1
35.7
...
17.0
289.4
316.3
128.5
18.6

111.0
61.1
60.7
...
38.6
307.0
324.3
177.4
42.7

108.4
67.6
67.3
...
39.0
341.4
372.7
231.4
54.4

107.1
67.1
66.8
...
41.2
354.2
389.0
242.6
52.6

104.6
65.3
64.9
...
39.7
365.1
403.7
250.5
43.3

101.2
61.9
61.5
...
39.7
372.6
415.2
252.3
48.3

97.7
58.2
57.8
...
39.1
379.7
426.5
252.2
51.4

Debt service-to-revenue ratio (in p ercent) 4/
Primary deficit that stabilizes the debt-to-GDP ratio

12.4
17.8

10.6
12.5

20.3
-48.8

45.1
-12.3

59.4
14.9

57.8
18.0

47.9
21.2

53.8
21.5

57.8
20.8

Key macroeconomic and fiscal assumptions
Real GDP growth (in p ercent)
Average nominal interest rate on forex debt (in p ercent)
Average real interest rate on domestic debt (in p ercent)
Real exchange rate dep reciation (in p ercent, + indicates dep reciation)
Inflation rate (GDP deflator, in p ercent)
Growth of real p rimary sp ending (deflated by GDP deflator, in p ercent)
Grant element of new external borrowing (in p ercent)

-4.7
2.3
2.4
0.0
7.8
0.0
...

5.7
1.5
2.6
0.0
1.1
0.0
...

7.5
1.5
3.8
15.2
4.9
0.0
...

5.5
6.2
3.7
4.5
0.5
0.5
20.0

4.5
3.8
0.3
...
5.0
-0.1
20.2

4.5
3.5
1.4
...
5.0
0.1
28.2

4.5
3.6
-4.3
...
5.0
0.0
28.2

4.5
3.6
-3.9
...
5.0
0.0
28.2

4.5
3.7
-3.5
...
5.0
0.0
28.2

Public sector debt 1/
o/w foreign-currency denominated
Change in public sector debt
Identified debt-creating flows
Primary deficit
Revenue and grants
of which: grants
Primary (noninterest) expenditure
Automatic debt dynamics
Contribution from interest rate/growth differential
of which: contribution from average real interest rate
of which: contribution from real GDP growth
Contribution from real exchange rate depreciation
Other identified debt-creating flows
Privatization receipts (negative)
Recognition of implicit or contingent liabilities
Debt relief (HIPC and other)
Other (specify, e.g. bank recapitalization)
Residual, including asset changes

7.5

6.4

16.9

2018-32
Average

12.1

Other S ustainability Indicators
PV of public sector debt

o/w foreign-currency denominated
o/w external
PV of contingent liabilities (not included in public sector debt)
Gross financing need 2/
PV of p ublic sector debt-to-revenue and grants ratio (in p ercent)
PV of p ublic sector debt-to-revenue ratio (in p ercent)

o/w external 3/

7.5
2.4
2.9
2.0
4.4
0.1
…

8.6
0.6
0.8
4.9
3.8
0.2
…

90.6
95.8
53.2
60.8
52.7
60.2
...
...
38.4
39.6
460.0 831.3
543.7 1193.4
316.6 750.0
77.0 170.8

4.7
4.1
-1.0

91.1
13.4

245.2
6.6

4.5
4.2
-2.2

4.5
4.3
-1.0

4.5
4.2
-1.8

...

...

...

...

4.2
0.1
25.5

5.0
0.0
28.2

5.0
0.0
28.2

5.0
0.0
...

Sources: Country authorities; and staff estimates and p rojections.
1/ [Indicate coverage of p ublic sector, e.g., general government or nonfinancial p ublic sector. Also whether net or gross debt is used.]
2/ Gross financing need is defined as the p rimary deficit p lus debt service p lus the stock of short-term debt at the end of the last p eriod.
3/ Revenues excluding grants.
4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.
5/ Historical averages and standard deviations are generally derived over the p ast 10 y ears, subject to data availability .
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Table 95: Sensitivity Analysis for Key Indicators of Public Debt, 2012-2032

2012

2013

2014

Projections
2015
2016

2017

2022

2032

PV of Debt-to-GDP Ratio
Bas eline

111

108

107

105

101

98

91

96

111
111
111

100
111
111

88
109
112

76
105
112

64
100
112

54
96
112

31
96
123

44
141
169

111
111
111
111
111

116
108
107
132
117

123
104
101
128
115

123
101
99
124
112

121
98
96
119
108

119
94
93
114
104

115
87
88
101
94

121
91
95
103
95

307

341

354

365

373

380

460

831

307
307
307

316
349
348

294
361
369

266
365
390

238
369
409

213
374
429

164
486
605

435
1221
1299

307
307
307
307
307

363
341
336
417
368

404
344
332
425
380

424
354
344
433
390

440
360
353
438
397

455
367
362
443
403

575
441
448
515
476

1011
793
821
897
824

43

54

53

43

48

51

77

171

43
43
43

53
54
55

49
53
54

37
45
46

36
49
52

34
52
57

39
79
98

98
213
247

43
43
43
43
43

57
54
55
61
54

58
53
53
68
54

49
43
42
61
47

56
47
45
71
52

60
50
49
79
56

93
76
77
121
80

201
170
174
282
174

A. Alternative s cenarios
A1. Real GDP growth and primary balance are at his torical averages
A2. Primary balance is unchanged from 2012
A3. Permanently lower GDP growth 1/
B. Bound tes ts
B1.
B2.
B3.
B4.
B5.

Real GDP growth is at his torical average minus one s tandard deviations in 2013-2014
Primary balance is at his torical average minus one s tandard deviations in 2013-2014
Combination of B1-B2 us ing one half s tandard deviation s hocks
One-time 30 percent real depreciation in 2013
10 percent of GDP increas e in other debt-creating flows in 2013
PV of Debt-to-Revenue Ratio 2/

Bas eline
A. Alternative s cenarios
A1. Real GDP growth and primary balance are at his torical averages
A2. Primary balance is unchanged from 2012
A3. Permanently lower GDP growth 1/
B. Bound tes ts
B1.
B2.
B3.
B4.
B5.

Real GDP growth is at his torical average minus one s tandard deviations in 2013-2014
Primary balance is at his torical average minus one s tandard deviations in 2013-2014
Combination of B1-B2 us ing one half s tandard deviation s hocks
One-time 30 percent real depreciation in 2013
10 percent of GDP increas e in other debt-creating flows in 2013
Debt S ervice-to-Revenue Ratio 2/

Bas eline
A. Alternative s cenarios
A1. Real GDP growth and primary balance are at his torical averages
A2. Primary balance is unchanged from 2012
A3. Permanently lower GDP growth 1/
B. Bound tes ts
B1.
B2.
B3.
B4.
B5.

Real GDP growth is at his torical average minus one s tandard deviations in 2013-2014
Primary balance is at his torical average minus one s tandard deviations in 2013-2014
Combination of B1-B2 us ing one half s tandard deviation s hocks
One-time 30 percent real depreciation in 2013
10 percent of GDP increas e in other debt-creating flows in 2013

Sources : Country authorities ; and s taff es timates and projections .
1/ As s umes that real GDP growth is at bas eline minus one s tandard deviation divided by the s quare root of the length of the projection period.
2/ Revenues are defined inclus ive of grants .
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Figure 88: Maldives: Indicators of Public Debt Under Alternative Scenarios, 2012-2032 1/
Baseline

Fix Primary Balance

Most extreme shock Growth LT

Historical scenario
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Sources: Country authorities; and staff estimates and projections.
1/ The most extreme stress test is the test that yields the highest ratio in 2022.
2/ Revenues are defined inclusive of grants.
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Figure 89: Maldives (Adjustment Scenario): Indicators of Public Debt Under Alternative Scenarios, 20122032 1/
180
Baseline

Fix Primary Balance

Most extreme shock Growth LT

Historical scenario

160
140

PV of Debt-to-GDP Ratio

120
100
80
60
40
20
0
2012

2014

2016

2018

2020

2022

2024

2026

2028

2030

2032

1400

PV of Debt-to-Revenue Ratio 2/
1200
1000
800
600
400
200
0
2012

2014

2016

2018

2020

2022

2024

2026

2028

2030

2032

2026

2028

2030

2032

300

Debt Service-to-Revenue Ratio 2/
250

200

150

100

50

0
2012

2014

2016

2018

2020

2022

2024

1/ The most extreme stress test is the test that yields the highest ratio in 2022.
2/ Revenues are defined inclusive of grants.
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5 Medium Term Debt
Management Strategy, 2011 –
2015
5.1 Executive Summary
The Maldives is facing critical economic situation. The impact of global economic crisis on exports and tourism
inflows, external financing and fiscal revenue, has resulted an increase in public spending in the past and led to
a very large fiscal and external imbalances, and a loss of international monetary reserves. To address these
challenges, the Government of Maldives has adopted a package of economic policy measures for 2009-11. These
policies were aimed at stabilizing the economy and put it back on the path of sustainable and equitable growth.
One of the important areas to be addressed is the sustainability of public debt. It has therefore become
necessary to design and implement a Medium Term Debt Strategy (MTDS) for Maldives. The period covered is
2011 to 2015, with 2010 as the base year.
The MTDS Tool provided by the World Bank was used to analyse the impact of various assumptions. The costrisk implications of three different strategies with four different scenarios were analysed. The strategies were
assessed under a set of assumptions on the macro and market environment and a set of market risk scenarios
on interest rate volatility and devaluation Rf. against other currencies of borrowing.
It is observed that a strategy with a strong bias towards balanced external and domestic debt with more official
concessional borrowing results in the least cost and risk factors, which are the main objectives of debt
management. The following strategies were considered:
S1 represents a balanced currency split (50:50), with an optimistic assumption regarding the availability of
concessional debt and long-term domestic debt. Assumes that about 63% of external debt will be concessional
financing and about 30 % of domestic borrowing will concentrate on the long term instruments.
S2 assumes current distribution between domestic debt and external debt at 50:50. But the maturity for 90
percent of the domestic debt will be in long-term bonds. This reflects the core debt management objective to
extend maturities in the domestic market
S3 assumes reduction in short-term Tbills and increase in non-concessional external floating rate debt

These strategies were subjected to various shocks as follows:
Scenario 1: Parallel shift of all yield curves. The cost of all market-based borrowing in US dollar, Euro and Yen
increases in all years by 2 standard deviation. This remains till 2015.
Scenario 2: Parallel shift of Rf. yield curve. Under this scenario, the cost Rf. market borrowing increases by 2
standard deviation which remains till 2015.
Scenario 3: Devaluation of Rf. by 30%. In this scenario, the Rf. depreciates by 30% against other currencies.
Scenario 4: A combination of the two previous scenarios. In this scenario, the Rf. depreciates by one standard
deviation against other currencies, while all interest rates increase by one standard deviation at all maturities.
This reflects the likelihood that interest rates would likely react to an external shock that affects the exchange
rate. The following results of the analyses assisted in choosing the best strategy.
Table 96: Strategy results

Baseline scenario
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S1

S2

S3

4.8

5.9

5.7
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Impact of stress scenario:
Devaluation of exchange rate by 30%

5.8

6.9

6.9

Parallel shift in yield curve for external debt by two
standard deviation

4.8

5.9

5.8

Parallel shift in yield curve for domestic debt by two
standard deviation

6.0

7.4

7.2

Combination of both shocks

6.0

7.2

7.2

Debt / GDP (%)

S1

S2

S3

Baseline scenario

88.1

95.7

93.8

Devaluation of exchange rate by 30%

105.7

112.9

112.0

Parallel shift in yield curve for external debt by two
standard deviation

84.7

92.9

90.9

Parallel shift in yield curve for domestic debt by two
standard deviation

100.4

111.9

108.6

Combination of both shocks

103.7

112.9

111.2

Impact of stress scenario:

The approved official debt strategy at S1 forms the basis for determining the annual borrowing plan more
accurately. This paper also provides an important platform for constructive dialogue with key internal and
external stakeholders and market participants and enables development of a strong domestic debt market.
The performance against the strategy benchmarks will be considered at regular intervals to evaluate the success
of the strategy and to carry out any mid-course correction, if needed.

5.2 Introduction
The Maldives is facing critical economic situation. The impact of global economic crisis on exports and tourism
inflows, external financing and fiscal revenue, has resulted an increase in public spending in the past and led to
a very large fiscal and external imbalances, and a loss of international monetary reserves. To address these
challenges, the Government of Maldives has adopted a package of economic policy measures for 2009-11. These
policies were aimed at stabilizing the economy and put it back on the path of sustainable and equitable growth.
One of the important areas to be addressed is the sustainability of public debt. The joint International Monetary
Fund (IMF)/World Bank debt sustainability analysis under the Debt Sustainability Framework for Low Income
Countries conducted in 2010 has indicated that continuance of current policies will result in unsustainable
debt. There is a risk of the present value of debt reaching 306 percent of Gross Domestic Product (GDP) by
2030. It has therefore become necessary to design and implement a Medium Term Debt Strategy (MTDS) for
Maldives.

5.2.1 Objectives
The main objective for debt management is to ensure that government financing needs are met at ‘reasonable
costs, subject to a prudent level of risk’. The second objective is to ensure that that public debt levels are
maintained at sustainable levels over the medium to long term horizon. Developing a domestic debt market
with long maturity profile of the instruments and diversifying the investor base are also important objectives.

5.2.2 Scope of coverage
In principle, the scope of coverage for public debt portfolio includes all public and publicly guaranteed debt. It
also includes Council and State-owned Enterprises external liabilities. It does not include public financial
corporations. The guaranteed or non-guaranteed borrowings of state-owned enterprises and guarantees issued
will also need to be considered to assess the total sustainability of debt. In practice, the MTDS initially covers
total central government debt for which information is readily available. Being first formal debt strategy it is
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decided to consider the government debt that impacts on the budget of the government. As information on noncentral government debt becomes routinely available, the strategy would include them in the formulation of
future strategies.
Review of Existing Debt Management Strategies
Though no formal declaration of a debt management strategy had taken place in the past certain controls have
been put in place. Government of Maldives continues to pursue an overall policy framework which aims at
controlling the rate of growth of the public debt in relation to GDP with a target Present value of Public and
Publicly Guaranteed (PPG) External Debt-to-GDP ratio of around 40 % in the medium-term horizon. Public
debt management strategies basically focus on getting the right mix between the domestic and external
portfolio so as to maintain optimal balance in financing and cost-risk trade-off. Domestic debt plays a major
part in reducing exchange rate and overseas interest rate shocks.
Cost-risk trade-off between the external and domestic sources of financing
Type of
Financin
g

Cost

External

LOWE
R

Domestic

HIGH
ER

Excha
nge
Rate
Risk

Refin
ancin
g Risk

HIGH
ER

LOWE
R

NONE

HIGH
ER

Analysis/Comments

Recommendation

Currently, external borrowing seems
relatively cheaper but with more exchange
rate exposure. However, this is partly
mitigated where debt is contracted on an
amortizing basis.

The target is to
develop
the
domestic
market to the
stage
where
both sources
will
be
competitively
ranked.

Domestic debt is expensive,
And has higher refinancing risk, given its
relatively short maturity structure, but no
direct exchange rate exposure.

The debt management policy pursued strategies to ensure the prudent borrowing and to see that borrowing
takes place after regulatory approvals. As a result, External Resources Management Division (ERMD), the
agency responsible for debt management office functions, advises on each and every external borrowing.
a) External Financing and Debt
A preliminary Debt Sustainability Analysis (DSA) published this year 60 shows that the Maldivian economy is
recovering well, fuelled by a strong rebound in tourism. Inflation has continued to be driven mainly by
international commodity prices but a tight monetary policy stance has helped contain pressures. Over the
medium term, economic activity is likely to stabilize and grow in line with global developments. Despite these
encouraging signs, the economy faces unsustainable fiscal and external positions. There is a need for decisive
and comprehensive adjustment measures to achieve macroeconomic stability, sustainable growth and poverty
reduction. Efforts to strengthen the financial sector and improve the business climate will also be critical.
Significant progress has been made in the implementation of fiscal adjustment measures, which had led to a
significant reduction in the budget deficit. With the passage of the tourism goods and services tax and of the
business profit tax, coming into effect from 2011 the prospect of revenue increase is better. However, there are
concerns about slippages, such as the lack of significant progress in public employment restructuring. With the
assistance of Asian Development Bank the employment restructuring is receiving the attention and will reduce
expenditure. There is urgent need for continued and credible adjustment efforts, including through a
combination of additional revenue-enhancing, expenditure-reducing, and expenditure-targeting measures.
Strengthening public financial management will also be critical for fiscal consolidation.
The Maldives Monetary Authority (MMA) continues monetary tightening to safeguard price stability, stem
reserve losses and contain currency pressures. Though the fixed exchange rate regime has served as an effective
http://www.imf.org/external/np/sec/pn/2011/pn1126.htm Public Information Notice (PIN) No. 11/26
February 28, 2011 on 2010 Article IV consultation by IMF with Maldives.
60
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nominal anchor for the Maldivian economy, the recent (April 2011) relaxation of the rates to operate within a
band of + or – 20% of the then existing exchange rate of 1 US$ = 12.85 Maldivian Rufiyaa (MVR) has assisted
the banks in managing the persistent dollar shortages. The banking system, as a whole, exhibits reasonable
levels of capitalization and domestic currency liquidity. However, credit quality remains poor and banks’
exposure to the sovereign has reached high levels.
External financing strategies continue to pursue the following and are limited to capital projects:
(i)

Concessional borrowing (with not less than 35% grant element based on discount rates derived
from average Commercial Interest Reference Rates known as CIRRs),

(ii)

Limited recourse to commercial facilities for economically viable and self financing projects subject
to a aggregate limit of USD 50m per year for three years(2010-2012),

(iii)

Limiting total new external commitments during 2011-2013 to USD300m and

(iv)

Adopting innovative products that employ liability sharing between government and private sector
(in the form of Public-Private Partnership-PPP)

The strategy on contingent liabilities is to maintain a prudent level with a limit of Rufiyaa 300 million for
guarantees to be issued on behalf of private sector borrowings.
b) Domestic Financing and Debt Strategy
The future strategy for domestic financing is to establish Benchmark Issues in long dated instruments and
therefore lengthen the maturity profile of the portfolio. The goal of maintaining a well-functioning domestic
debt market requires a borrowing strategy to be predictive and transparent with issuance. Domestic debt
management strategies at present pursue the following measures among others;
i)

Lower borrowing costs,

ii)

Contain the growth of the domestic debt (with a ceiling of Rf. 1.3 billion for additional borrowing
during 2011),

iii)

Provide for cash flow shortages by issuing Treasury Bills (Tbills) for 28 days (20%), 91 days (60%)
and 182 days (20%),

iv)

Develop market to increase the maturity profile of domestic debt to reduce the rollover/ refinancing
risk and

v)

Broaden the range of instruments offered to the domestic market.

Overall the debt management strategy focussed on reducing the risk associated with the portfolio. When
borrowing, some key considerations include; the source of loan (External or domestic), maturity, structure
(short, medium and long terms), currency combinations (US$, Euro or local currency), interest rate
structure/type (Fixed, floating or combination), management of drawdown (disbursement in accordance with
project milestones) and managed repayment (amortising, bullet repayment or customised repayment profile).
Therefore the following strategic benchmarks are being pursued and will continue in the medium term as
elements of debt strategy:
c) Foreign Currency Risk
The debt portfolio seems to be dollarized with about 69 percent of loan repayments being made in US Dollar.
Significant portions of international reserves and export receipts are in US Dollar. Therefore the portfolio of
USD loan repayment can be extended to 80%.
d) Interest Rate Risk
The current structure of interest rate does not suggest any interest rate risk in the debt portfolio. The floating
rate debt which could pose any danger is only at 16% of the total outstanding Government debt.
e) Re-Financing Risk (Repayment profile)
The refinancing risk management is pursued to avoid bunching of domestic debt service obligations and/or
rollover risk, which may lead to liquidity crisis and/or excessive increase in cost of debt servicing. With this
strategy, the short term Tbills are issued to the primary participants in the nascent domestic debt market. The
IMF is assisting Maldives by assessing the possibility of issuing long-term bonds by developing a secondary
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market for the securities. The objective is to smooth the debt service profile and align it with flows on revenue
structure and to avoid liquidity crisis and high re-financing cost. No quantitative debt servicing benchmark has
been set but persistent positive net out flows (disbursement less interest and principal repayment) and the
percentage of debt service maturing within 12 months will be checked.
Review of Existing Portfolio (2010)
The end 2010 public debt was made up of US$725.5 million and US$616.8 million for external and domestic
respectively. The stock levels increased significantly to US$1.34 billion, equivalent to 91.2 percent of GDP. The
stock of private external debt has also been increasing rapidly over the last six years with an estimated
outstanding debt at 43 percent of GDP. The magnitude and maturity structure of this private debt need to be
correctly ascertained to arrive at an informed management of this sector which may pose risks to external
reserves.
The Table 97 shows a significant increase in domestic debt portfolio, reflecting improved market activities and
participations.
Table 97: External and Domestic PPG Debt (US$ millions)

Stock
outstanding

2006

2007

2008

2009

2010

External
Debt

280.1

419.7

471.3

551.2

725.5

Domestic
Debt

214.2

278.4

393.2

578.9

616.8

Total Public
Debt

494.3

698.1

864.5

1130.1

1342.3

Debt to GDP
Ratio

54

66.3

68.6

85.7

91.2

Share
external
debt

56.7

60.1

54.5

48.8

54

43.3

36.9

45.5

51.2

46

of

Share
of
domestic
debt

Source: ERMD and MMA (Includes 18.7% guaranteed debt)

PwC

Page 382 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives






                 

 



























































 

PwC

Page 383 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

The transactional forex (FX) composition of the external debt portfolio is highly skewed to the US Dollars
(USD), with 66% of the external debt transacted in US Dollars. By the end of 2010, Euro accounted for about
25% of transactions in external debt portfolio.
Table 98: Outstanding debt of Public debt at end 2010

In Each Currency Units
Current Outstanding
( Millions )
Instrument Name

Instrument No

TBills
Var_5Yr
Var_10Yr
Multi_Conc
Bi-Conc
Fixed_2Yr
Fixed_5Yr
Fixed_10Yr
Total

1
2
3
4
5
6
7
8

Currency
USD

EUR

JPY

MVR

1

2

3

4
3,923

113
43
106
131

35
94
4

1,866
2,403

24
417

6
139

4,268

3,806
7,729

Table 99: Composition of Public debt at 2010 – currency-wise in percentage

Composition by Currency and Instrument
Current Outstanding

Currency

Instrument Name

Instrument No

TBills
Var_5Yr
Var_10Yr
Multi_Conc
Bi-Conc
Fixed_2Yr
Fixed_5Yr
Fixed_10Yr
Total
Variable
Fixed

1
2
3
4
5
6
7
8

PwC

USD

EUR

JPY

MVR

1

2

3

4

9.0%
3.4%
8.4%
10.3%

3.8%
10.2%
0.4%

1.9%
33.0%
12.4%
20.7%

0.7%
15.0%
3.8%
11.3%

24.3%

24.3%
9.0%
7.2%
20.4%
13.0%

23.6%
47.9%
24.3%
23.6%

26.2%
100.0%
40.4%
59.6%

1.8%
2.3%

4.0%
4.0%

Total
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Bi-Conc

5

1,677

67

366

Fixed_2Yr

6

0

Fixed_5Yr

7

0

Fixed_10Yr

8

307

111

Total

5,355

2,439

Variable

2,005

608

Fixed

3,351

1,831

651

651

2,111

3,806

4,225

7,729

16,174

3,923

6,536

3,806

9,638

Cost and Risk Characteristics of the Existing Debt Portfolio
Currently, external debt accounts for about 52 percent of the total public debt and domestic debt for about 48
percent. The domestic debt portfolio is predominantly denominated in local currency, Rufiyaa, at 97.9%, while
the transactional Fx composition of the external debt is dollarized. The current foreign currency composition
does not pose any danger since significant share of international reserves and exports receipts are denominated
in US dollars.
Refinancing risk continues to pose significant risk especially for domestic debt portfolio. The average time to
maturity (ATM) of the total debt portfolio in 2010 was 6.5 years and increases in 2011 to 10.5 years and hovers
just above 10 years thereafter.
The redemption profile below indicates that there is significant rollover risk, with 27 percent of the debt stock
maturing within the year 2010. About 26 percent of the maturing debt within the 12 months results from the
high short dated instruments of the domestic debt. The refinancing risk in the external portfolio is heavily
concentrated in 2011 and 2013.
With cost considerations, interest cost of the public debt portfolio has remained low at about 4.5 percent and 1.5
percent of government revenue and GDP respectively as at end of 2010. The domestic debt is expensive due to
the bonds attracting a high average rate of 7.7 percent. This reinforces the strategy to lengthen maturity profile
of the domestic debt.
Similarly, refinancing risk remains significant. Overall, while the average time to refinancing is 3 months in
respect of treasury bills, it is a fact that a large amount of treasury bills are being redeemed with new issues,
with no near time prospect of refinancing them with longer term ones. The existing debt service capacity
increases over the years.
Figure 94: Debt Service Capacity

70.0
60.0
50.0
40.0
30.0
20.0
10.0
2011

2012

2013

2014

2015

Total Debt Service/Revenue
Debt Service Foreign/Exports
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While the Average Time to Maturity (ATM) is between 8 years to 10 years the percentage of debt maturing
within a year is showing a favourable trend. Interest rate risk refers to the vulnerability of the debt portfolio,
and the cost of government debt, to higher market interest rates at the point at which the interest rate on
variable rate debt and fixed rate debt that is maturing is being re-priced (re-fixed). The interest rate risk is
increasing as the share of variable rate debt increases and average time to refixing (ATR) shortens. The portfolio
shows a tendency to increase the interest rate risk as the ATR is reducing from 10 years to 8 years.
Figure 95 Refinancing Risk

16%
14%
12%
10%
8%
6%
4%
2%
0%

12.00
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8.00
6.00
4.00
2.00
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Average Time to Maturity (Years)

Figure 96 Interest rate Risk
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Medium Term Financing Outlook
Maldives has already attained a lower-middle income status since January 2011. The tourist income and export
of fish have contributed to this. In view of this, coupled with the current global financial conditions, it is
becoming increasingly difficult to secure concessional financing and have easy access to official sector semiconcessional lending. As a result, other structured financing schemes and the international capital markets
remain the possible avenues to explore in the medium term. In the medium term, much focus will have to be
placed on the longer dated instruments; of 1, 2, 5 and 10 years with the view of lengthening maturities of the
domestic debt.
Medium Term Debt Management Strategy – (2011-13)
a) Assumptions – Macro and Financing
(i)

Financing assumptions

External Sources
For the purposes of this analysis, we assume the external instruments are contracted as follows;
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Semi-concessional loans from official creditors or export credit agencies. These are assumed to be
contracted on either fixed or floating rates, denominated in Euros, Yen and U.S. dollars.

Domestic Market Sources
As indicated above, Treasury bills and domestic government bonds will be issued across the curve, with
potential maturities of bonds up to 10 years.
(ii)

Macroeconomic

The macroeconomic framework in which the MTDS was set in line with the projections set out in the 2011
Budget Statement (Table 101 below). Under this current macroeconomic scenario, real GDP growth is projected
to rise from 9.9 percent in 2010 to 8.3 percent in 2011 owing to increased tourist arrivals and to average around
6.2% and 5.9% percent in 2012 and 2013. It is also projected to reduce fiscal deficits from 13.8 percent of GDP
in 2010 to 12.7, 8.3 and 5.9 percent of GDP through 2011–13 in order to slow the growth of public debt and
bring down the share of the budget devoted to debt service, which is expected to be 19% of GDP in 2011, 8.3
percent in 2012 and 5% in 2013 and 57 percent of government revenue in 2011, 37 percent in 2012 and 24% in
2013 revenues. Inflation is projected to remain a single digit by the end of 2010 and to remain in the middle
single digit range through 2011–13 at around 5%. Under this scenario, the primary deficit is reduced by more
than half by 2013. Consequently, the gross financing requirement will be heavily influenced by the interest
payments and amortization due on the existing debt portfolio.
Table 101: Macroeconomic indicators (2010-2013)

2010

2011

2012

2013

Government revenues including grants

6,594

8,905

9,784

10,213

Government revenue

6,088

8,762

9,641

10,068

Grants

506

143

143

145

Government expenditure

9,976

12,371

12,227

11,806

Government interest expenditure

593

601

523

456

Government non interest expenditure

9,383

11,770

11,704

11,349

Overall balance (deficit)

3,382

3,466

2,442

1,593

Primary deficit

2,790

2,865

1,919

1,136

Nominal GDP

24,428

27,292

29,513

31,615

Nominal GDP Growth

9.6%

11.7%

8.1%

7.1%

GDP Deflator

1.3

1.3

1.3

1.3

Real GDP

19,508

21,123

22,424

23,744

Real GDP Growth

9.9%

8.3%

6.2%

5.9%

Other Expenditure

(iii)

Principal Risks to the Economy

The robustness of the analysis is based on the resilience of the macro fundamentals and typically the baseline
assumptions for the interest, exchange rates and the fiscal stance. The overall budget balance assumption is also
anchored on a very optimistic GDP growth, propelled by the strong fiscal stance which is enhanced by the
revenue from Tourism and General Sales Tax (GST). In view of the main macro postulations above, the
following may post risk to the macroeconomic fundamentals.


Enhanced government revenue resulting from GST etc may not materialize as envisaged in the baseline
assumptions.
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This affects pricing of government securities since borrowing will increase and transmit into the
monetary variables.



The market therefore reassesses the credit quality of government and credit premium is revised
upwards.



Rising cost of living and interest rates also affect the value of the local currency and depreciates against
the other international currencies.



The reserves deplete as a result of trade and current account deficits and also foreign debt becomes
more expensive.



Further, the contingent liabilities could also pose additional fiscal risk.

For the purpose of this analysis, three typical shocks stemming from exchange rate, short term interest rates
and a combination of these are considered. There has been devaluation in April 2011 when the Rf. was allowed
move in a band of plus or minus 20 percent. It is assumed that shocks materialize in 2012, and are sustained
through the remainder of the simulation horizon:


Scenario 1: Parallel shift of all yield curves. The cost of all market-based borrowing in US dollar, Euro
and Yen increases in all years by 2 standard deviation. This remains till 2020.



Scenario 2: Parallel shift of Rf. yield curve. Under this scenario, the cost Rf. market borrowing
increases by 2 standard deviation which remains till 2020.



Scenario 3: Devaluation of Rf. by 30%. In this scenario, the Rf. depreciates by 30% against other
currencies.



Scenario 4: A combination of the two previous scenarios. In this scenario, the Rf. depreciates by one
standard deviation against other currencies, while all interest rates increase by one standard deviation
at all maturities. This reflects the likelihood that interest rates would likely react to an external shock
that affects the exchange rate.

b) Description of the Strategies
To ensure a rigorous analysis, three alternative financing strategies were designed to be assessed under this
MTDS. The first strategy, S1 is consistent with maintaining significant access to concessional sources and
reducing domestic financing. The other two strategies consider the implications of substituting alternative
sources of financing in view of the constraints of obtaining concessional financing in the medium term as
described above. The strategies considered are to be implemented from now on.
Table 102: Alternative Financing Strategies

Domestic
1-year
10-year

External
Non-concessional
Float

PwC

Base

S1 - Switch to
more concessional
external

S2 - Switch to
more Long term
domestic

S3 - Switch to more
non-concessional
external

% of
external
/
domesti
c

% of
total

% of
external
/
domesti
c

% of
total

% of
external
/
domesti
c

% of
total

% of
external/domes
tic

%
of
tota
l

100

50.5

100

20.5

100

50.5

100

30.
5

48

24.3

70

14.3

9

4.3

14

52

26.2

30

6.2

91

46.2

86

100

49.5

100

79.5

104

49.5

100

69.
5

33

16.1

20

16.1

33

16.1

53

36.
5

4.3
26.
2
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S1 - Switch to
more concessional
external

Base
Concessional

67

33.4

80

63.4

S2 - Switch to
more Long term
domestic
67

33.4

S3 - Switch to more
non-concessional
external
47

33



S1 represents a balanced currency split, with an optimistic assumption regarding the availability of
concessional debt and long-term domestic debt. Assumes that about 63% of external debt will be
concessional financing and about 30 % of domestic borrowing will concentrate on the long term
instruments.



S2 assumes current distribution between domestic debt and external debt at 50:50. But the maturity for
90 percent of the domestic debt will be in long-term bonds. This reflects the core debt management
objective to extend maturities in the domestic market.



S3 assumes reduction in short-term Tbills and increase in non-concessional external floating rate debt.

c) Methodology for Results Analysis
The strategies have been simulated in MTDS Toolkit under the assumptions discussed above. Discussions
focused on performance of each strategy under the cost indicators of interest/GDP and Debt/GDP. The interest
GDP ratio is relevant as it indicates the amount of resources that is required to service the debt and not
available for other uses while the Debt/GDP ratio is relevant in view of the strategic external debt-GDP ceiling
of 40 percent of GDP (key indicator of debt sustainability) and NPV of Debt is relevant given the significant
share of concessional and semi-concessional debt. The resultant values of these ratios under the stress test
scenario will also be analysed.
A number of other risk indicators are considered; such as ATM and ATR, which give indication of rollover risk
and interest rate risk. The redemption profile is also considered since it gives indication of cash flow profile or
liquidity pressure on the budget. Overall, it is envisaged that the methodology applied and the cost-risk
indicators considered will assist in obtaining the desired portfolio mix.
Between S1, S2 and S3, the outcome of this analysis suggests that S1 is the most appropriate strategy to follow.
It envisages balanced distribution between domestic and external debt. Nevertheless, concessional debt will be
maximized to the extent possible. It will also aid the development of the domestic market.
d) Analysis of Strategies
Strategy 1 combines reduction in domestic and increase in concessional fixed rate external. From Table 103
below, it is one of the low cost strategies in terms of the interest/GDP and debt/GDP. S1 has the highest ATM of
10.5 years and second lowest percentage of refixing within 1 year at 19.3. However, in the face of the
increasing constraints in accessing concessional and other official sector facilities, Strategy 1, may be relatively
difficult to implement.
Table 103: Summary of Cost/Risk Indicators

Interest / GDP (%)

S1

S2

S3

Baseline scenario

4.8

5.9

5.7

Devaluation of exchange rate by 30%

5.8

6.9

6.9

Parallel shift in yield curve for external debt by two
standard deviation

4.8

5.9

5.8

Parallel shift in yield curve for domestic debt by two
standard deviation

6.0

7.4

7.2

Combination of both shocks

6.0

7.2

7.2

Debt / GDP (%)

S1

S2

S3

Impact of stress scenario:
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Baseline scenario

88.1

95.7

93.8

Devaluation of exchange rate by 30%

105.7

112.9

112.0

Parallel shift in yield curve for external debt by two
standard deviation

84.7

92.9

90.9

Parallel shift in yield curve for domestic debt by two
standard deviation

100.4

111.9

108.6

Combination of both shocks

103.7

112.9

111.2

Impact of stress scenario:

Figure 97: Cost-Risk Trade-Off Graph based on Baseline scenario row above

The cost risk trade off graph shows the least cost of S1 and its least risk.
Strategy 2 appears to be having a higher cost and higher risk compared to S1. Strategy 2 increases the share of
long term domestic debt and reduction in Tbills. This is not easy to implement, as much requires to be done to
improve the domestic issuance calendar and broaden the investor base and make it more attractive to domestic
investors.
The difference between the highest and lowest cost strategies is only around 1.1 percent and 7.6 percent in
terms of interest/GDP and NPV of debt/GDP respectively. As analyzed above, S2 delivers the higher cost and
higher risk.
The choice for any strategy is further assessed by applying the following range of indicators.
Table 104: Other key indicators over Simulation Horizon (2011 - 2015)

2010

S1

S2

S3

Average interest rate

7.0%

6.3%

7.2%

7.0%

Interest Payments/ GDP

6.4%

5.5%

6.7%

6.6%

Interest Payments/Revenue

14.6%

13.4%

14.9%

14.7%

% DX in debt portfolio

42.8

49.9

43.0

47.6

ATM (years)

10.0

10.5

9.9

9.2

Cost indicators (average over simulation)

Risk indicators (end simulation horizon)
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% of debt refixing within 12 months

22.7

19.5

19.2

30.7

Total borrowing

8.9

9.5

9.3

9.7

Net domestic borrowing

4.7

4.5

4.9

4.8

Net external borrowing

4.2

5.0

4.4

4.9

Implied net borrowing (% of GDP) (average over simulation)

In analyzing the strategies other cost indicators such as the implied average interest rate, interest/revenue ratio
and other risk indicators such as the ATM and percentage of debt refixing within 12 months were considered in
conjunction with the overall core objectives of debt management.
Again, the difference in performance under a range of other cost indicators is not much, especially as all
indicators improve relative to the 2010 position. The other risk indicators measured by the ATM, recorded
similar results, with S1 being the best strategy. However, S2 has a higher percentage of domestic debt in the
portfolio by the end of 2012. Strategy 1 seems to support the core objective of developing a vibrant domestic
market. Currently, it may be difficult to implement the increased concessional borrowing from official sources
as envisaged in S1. Strategy 2 may be possible when a market for long-term domestic bonds is established and
the cost and risk stays between S1 and S3. S3 seems to be possible with availability of non-concessional
borrowing but will result in high cost and risk much against the core objective of debt management.
e)

Selection of Strategy

Considering the above analysis, Strategy 1 seems the most preferred in terms of the core objectives of the debt
management since it has a more balanced currency split and takes a middle position in cost-risk trade off.
Strategy 2 implies maintaining a reasonable stream of new issuance in the domestic market and is more in line
with the core objective to extend maturities in the domestic market than S1. It also presumes a more
constrained access to concessional borrowing so may be more realistic in its outlook than S1 and S3, which are
the most competing strategies with S2. S1 is therefore the adopted financing strategy for this analysis.
Implementing the Medium Term Debt Strategy
a) Developing the associated Annual Borrowing Plan
The borrowing composition assumed in the MTDS analysis provides the basis for determining the annual
borrowing plan to accompany the selected strategy to meet the financing requirement for the fiscal year. While
major part of the activities during the first 7 months of the year 2011 is already past it is prudent to plan the
strategy for 2012 also before the Budget 2012 is drafted.
The tables below set out proposed borrowing plan for both external and domestic debt. It does not only set out
the planned borrowing amounts but also frequency of issuance and purposes of borrowing. The domestic
borrowing plan would be translated into a potential auction calendar for Treasury bonds. The auction calendar
is derived by determining the required number of auctions and the typical size of an auction. This is carefully
structured so that issuance calendar is not too crowded and do not compete with each other. The planning of
the calendar also takes into account government cash position and budget outturns in the fiscal year. The plan
also envisages that the long dated instruments will be used for specific projects. External borrowing plan
anticipates one utilization option; that is project and is based on commitments. Budget support is mainly
through domestic securities. The semi-concessional facilities are mainly project tied.
Table 105: Borrowing Plan for 2011

Domestic/External
Instruments

%
of
subtotal

Total new borrowings

Rf.
Millions

%
of
total

8567

100

Domestic

100

4197

49

1-year

49

1888

22
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Requirement
3-year and above

51

2309

27

Monthly

Liquidity & Projects

External

100

4370

51

Semi/Non-concessional
Float

33

1422

17

Various

Varied Projects

Concessional

67

2948

34

Various

Varied Projects

Rf.
Millions

%
of
total

Frequency

Purpose/
funds

6867

100

2187

32

Table 106: Borrowing Plan for 2012

Domestic/External
Instruments

%
of
subtotal

Total new borrowings
Domestic

100

Use

of

1-year

49

1082

16

Weekly

Support
Government’s
Liquidity
Requirement

3-year and above

51

1105

16

Monthly

Liquidity & Projects

External

100

4680

68

Semi/Non-concessional
Float

25

1151

17

Various

Varied Projects

Concessional

75

3529

51

Various

Varied Projects

b) Other issues to facilitate the implementation of the MTDS.
For effective implementation of the MTDS, there is the need to develop vibrant risk management tools which
should include other provisions and regulations to allow market-based liability management operations such as
bond buybacks, switches, exchanges and other derivative instruments. There is also the need for active investorrelations and market consultation to get up to date information on the market. This will help determine a prior
the investor appetite for the various instruments before it is done.
The strategy also addresses any possible slippages in terms of significant changes to the broad parameters of
the MTDS. The table below set out the possible adjustments that could be effected in case of significant changes
in the parameters.
Table 107: Possible Switches between types of instruments

Shortfall / Excess

Adjustments

Shortfall / Excess

Available Concessional

Concessional

Shortfall / Excess

Semi-Concessional

1 year

Shortfall / Excess

Any oversubscribed Instrument/
Term Loan

External
Semi-Concessional

Domestic
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3 Year and above

c)

Shortfall / Excess

Any oversubscribed Instrument /
Term Loan

Monitoring implementation

There is also a need for constant monitoring and review of performance and progress made on the MTDS. The
quarterly public debt public report and the annual review will be used for this purpose. The quarterly report will
include a backward looking review of performance of the previous quarter, which will reveal possible risks and
recommend measures to mitigate in the subsequent quarter. Since the MTDS is anchored on a macro
framework, there will be regular monitoring of macro performance. Developments in the macroeconomic
situations to a large extent drive the domestic market conditions and especially form investors’ perception of
risk for government papers/instruments.
d) Annual revision of strategy
Though the MTDS is a medium term report, it will be updated annually. If there are significant and sustained
deviations in the outturns relative to the targets and assumptions in the MTDS, the strategy will be reviewed
and revised accordingly.
Above all, there is the need to review the legal and institutional framework to ensure contemporary debt
management practices in Maldives. Appropriate governing laws and guidelines must be set in due course and
also strengthen the institutions or divisions involved in debt management especially the External Resources
Management Division.
Finally, it is envisaged that the annual revision of the MTDS would be subject to the appropriate regulatory
approvals or will accompany the annual budget statement to Parliament as a supporting document.
Conclusion
By the end of the implementation period; the MTDS is expected to achieve the following;
i.

Domestic market to be smooth and well functioning;

ii.

Domestic market to serve as potential alternative sources of funding (diversify sources).

iii.

Improve market liquidity and therefore cover credit premium.

iv.

Adopt a Financing Strategy that will minimize the portfolio risk.

v.

Attain prudency in public debt management; Streamline issuance (Calendar).

Overall, the public debt portfolio is expected to be


Maintained at better sustainable levels and



Less risky than it is currently.
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6 Report on Debt Management
6.1 Executive Summary
The ‘Institutional Strengthening for Economic Management’ Project funded by the Asian Development Bank’s
(ADB TA7424-MLD ) supports Ministry of Finance and Treasury (MOFT) of the Government of Maldives
(GoM) in achieving recovery and sustainable growth of the economy over the medium term by removing
distortions that have led to the large economic imbalances. By supporting long overdue structural reforms, the
Project will enable GoM to move towards a more broad-based and sustainable development framework that
reduces the country's vulnerability to external shocks.
This report deals with the debt management component of the Project.
The Terms of Reference for the debt Management Specialist’s visit from 10 April 2011 to 9 May 2011 include:

Review and assessment of Maldives’ debt management strategy and policy and capacity requirements
to effectively meet debt management goals and recommendations on changes in line with best
practices.


Review of recommendations of ADB TA on Strengthening of Debt Management and updating
recommendations.



Assessment of capacity development requirements for effective debt management including hardware
and software needs.

During the process of Review of current strategy of the debt the following issues were identified:


Informal Strategy in place – Monitoring adherence to strategy weak.



Formal strategy to be declared, preferably along with budget.



Capacity to independently carry out DSA and draft Medium Term Debt Strategy to be created.



Organization structure and job descriptions need modifications for efficient debt operations.



Data on guaranteed domestic debt of State Owned Enterprises (SOEs), on-lending and lending to be
captured



Cash Management to consider overall debt composition and debt servicing capacity before estimating
domestic debt issues



Private External Debt needs to be monitored on regular basis

A Review of recommendations made in the ADB TA of 2005 was also undertaken during this visit and
the following were found to be outstanding items:


Regular dissemination of debt information to public



Record Public Non-Guaranteed Debt



Create legal authority for collection of data on private external debt



Record grants and aid management in CS-DRMS



Establish Middle Office for portfolio review, debt sustainability analysis and risk management



Record Public domestic debt, private external debt, lending to SOEs and treasury loans to public in CSDRMS.



Authorise Maldives Monetary Authority and Department of National Planning (DNP) to routinely access
the CS-DRMS in the MoFT for their analysis.
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Reorganization of ERMD according to Front Middle and Back office paradigm was suggested keeping the
following aspects in consideration:


Front Office deals with sourcing of funds, signing agreements, primary issuance, execution and
enhancements or cancellations. It maintains rrelationship with creditors and donors and conducts
negotiations for funding.



Middle Office deals with Policy, portfolio and strategy development, Internal risk management: policies,
processes and controls. It also mmonitors adherence to strategy benchmarks and does accountability
reporting.



Back office does transaction recording, reconciliation, confirmation and settlement and is responsible for
maintenance of financial records and database management. It also engages in drawdown of loans and
grants and debt servicing.



The current establishment is adequate and will need reorganization and revision of job descriptions and
responsibilities.

The Training requirements were identified as follows:


Debt Sustainability Analysis using Debt Sustainability Model Plus (DSM+) Tool (World Bank/IMF)



Medium Term Debt Sustainability using MTDS Tool (World Bank/IMF)



CS-DRMS (Comsec)



Management Tools, External Debt, Domestic Debt, Disbursement, On-lending & Auction modules

Finally, Upgrading database storage capacity by another 500GB and storage of monthly backups in a
different location outside the country was suggested.

6.2 Introduction
6.2.1 Background
The ‘Institutional Strengthening for Economic Management’ Project funded by the Asian Development Bank’s
(ADB TA7424-MLD ) supports Ministry of Finance and Treasury (MOFT) of the Government of Maldives
(GoM) in achieving recovery and sustainable growth of the economy over the medium term by removing
distortions that have led to the large economic imbalances. By supporting long overdue structural reforms, the
Project will enable GoM to move towards a more broad-based and sustainable development framework that
reduces the country's vulnerability to external shocks.
Increasing public debt: As a result of the need to finance the rising fiscal deficit, total public debt increased
from 42% of Gross Domestic Product (GDP) in 2004 to 92.03% in 2010. Domestic borrowing to finance the
deficit drove debt accumulation.
In recognition of the magnitude of the economic crisis, GoM has begun reforms to arrest its deteriorating fiscal
position. At the same time, it has agreed to take further economic reform measures under this ADB supported
Project. This report discusses the progress of the Project in the area of Public Debt Management.

6.2.2 Project Objectives
The ‘Institutional Strengthening for Economic Management’ Project will support MOFT of GoM in achieving
recovery and sustainable growth of the economy over the medium term by removing distortions that have led to
the large economic imbalances. By supporting long overdue structural reforms, the Project will enable GoM to
move towards a more broad-based and sustainable development framework that reduces the country's
vulnerability to external shocks including better monitoring and management of domestic and external debt.
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6.2.3 Scope of Work under Debt Management Component
The scope of work under this TA contract has broadly been divided into 3 groups – Fiscal Management, Debt
Management and Cash Flow Projection. The Terms of Reference for the assignment on the Debt Management
component are listed below.
Debt Management


Review and assessment of Maldives’ debt management strategy and policy and capacity requirements
to effectively meet debt management goals and recommendations on changes in line with best
practices.



Review of recommendations of ADB TA on Strengthening of Debt Management and updating
recommendations.



Assessment of capacity development requirements for effective debt management including hardware
and software requirements.



Further to proposed organizational set-up of expanded External Resource Management Division
(ERMD) recommendations on arrangements to effectively coordinate front, middle and back office
functions.



Review of state debt profile (domestic and external debt) including contingent liabilities, and recommend
development of a database to include domestic and external debt and which can link to externally
funded project monitoring database.



Development of a framework for debt sustainability analysis building on Commonwealth Secretariat’s
Debt Recording and Management System (CS-DRMS) and based on critical assumptions.



Preparation of debt sustainability study jointly with ERMD Staff and recommendations on feasible
options for debt restructuring, including debt servicing implications for the next 5 and 10 years.



In coordination with Team Leader, development of debt scenario building as part of regular inputs into
Macro-economic Coordination Committee (MECC).



Recommendation on a methodology for estimating relevant debt related indicators and develop effective
reporting requirements.



Preparation of a debt management manual to include application of debt management techniques based
on such parameters as interest rate, maturity, currency, grace period, guarantees.



Creation of an operational toolkit for debt sustainability analysis.



Identification of terms of reference and work plans for national consultants/contractual staff and assist
in selection process.

6.3 Review of Debt Management Strategy
6.3.1 Current Strategy
The Maldives has no published Medium Term Debt Strategy (MTDS), and work is under way to
formulate a strategy. In practice the Government had sought to minimise domestic borrowing, relying to
the greatest extent possible on concessional external finance. Until the pressures arising in 2008 from the
international financial crisis, the government had a target of no (net) domestic financing of the borrowing
requirement. Although Treasury bills (TBills) have been used to meet the financing gap, borrowing from the
MMA by the use of Ways and Means Advances (WMA) has been the residual source of finance till 2009, when
the outstanding WMA were securitised. This lending is structured partly as negotiable bonds and partly as
short-term overdraft, in both cases at a fixed and stable interest rates varying from 7% to 8.5%. In practice the
greater part of the lending has been treated by both parties as long-term and structural
and the final repayment is due in 2024.
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Though an official strategy has not been published so far by the GoM, certain conditions for borrowing have
been agreed/ laid down by the Government as tabulated in Table 108.
Table 108: Conditions for Borrowing laid down by Government of Maldives

a.

Under the Memorandum of Economic and
Financial Policies signed with the
International Monetary Fund (IMF) on 24
November 2009, there is a ceiling on the
stock of non-concessional debt of any
maturity contracted or guaranteed by the
public sector with non-residents

b.

Concessional borrowing qualification

c.
d.
e.
f.
g.
h.
i.

To Establish
- Ceiling on the level of total financing of the central
government’s deficit.
- Ceiling of net credit of MMA to central government.
- Ceiling on the contracting and guaranteeing by
central government or the MMA of new nonconcessional external debt.
- Ceiling on accumulation of new external payment
arrears of the central government and the MMA.
Rose to 35% grant element based on appropriate average
Commercial Interest Reference Rates (CIRR).
USD 50 Million per year (2010-2012)
USD 300 Million (2011-2013) (Aggregate for three years).
Capital projects (Except domestic securities).
Domestic Securities.
To aim at 40% of GDP.
Tbills 28 days (20%), 91 days (60%) and 182 days (20%).
Aggregate limit of Rufiyaa 300 million.

Ceiling on Non-concessional borrowing
Ceiling on Total new external commitments
External Borrowing restricted to
Cash flow shortage to be financed by
Ceiling on total debt outstanding
Domestic Issues maintained at
Contingent liabilities for guarantees issued
for private sector
A commitment has been given by the GOM to ADB under this project to have a debt strategy formulated
and approved by the Cabinet by end of June 2011.

6.3.2 Debt Management Performance Assessment (DeMPA)
A World Bank team in collaboration with the Commonwealth Secretariat undertook a Debt Management
Performance Assessment of the GoM in October 2009. The objective was to undertake a comprehensive
assessment of debt management functions using the Debt Management Performance Assessment tool. The
findings of the mission in respect of debt strategy are summarized below:
Governance and Strategy Development
The primary legislation (the Constitution and the Public Finance Law, 2006) provides authorization to borrow
and issue debt and loan guarantees; in addition the requirements for reporting and audits are also specified.
Pre-authorization for specified borrowing purposes is a requirement. A recent amendment to the Public
Finances Act stipulates that the external borrowing will have to be approved by the Parliament on loan by loan
basis. An important gap, however, is that the objectives for debt management are not specified in the law.
A debt management strategy is not prepared and ERMD is given the responsibility to coordinate its
formulation in the government. There is a lack of focus on total central government debt which is a priority area
for reform, especially when contemplating the development of the strategy. There is no description of measures
to develop the domestic debt market. The recent DeMPA assessment of strategy has been given in Table 109.
Table 109: Score from DeMP Assessment

DPI-3 Debt Management Strategy Dimension

Score

1. The quality of debt management strategy document.
2. The decision-making process, updating, and publication of the debt management strategy.

D
N/R

Overall score

D
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There is no formal debt management strategy in place and there is no single unit that oversees the total central
government (including domestic and external) debt portfolio. On the external front, the existing practice is to
first determine the split between aid and debt, by maximizing aid and financing the residual by debt. Most of
the borrowing is financed by concessional loans from multilateral and bilateral lenders. Under agreement with
the IMF, there is a cap on the amount that the government can borrow in commercial terms. To the extent that
aid and concessional debt is maximized, the implicit strategy has been on cost minimization. Although the IMF
guidelines on what constitutes a concessional loan are there, these are currently not followed in Maldives nor is
there an established target of the minimum grant element that must be achieved. Commercial loans are sought
for priority projects that donors will not finance, for example to construct government buildings. The
agreement with the IMF established limits on commercial borrowing of $70 million for 2009 and cumulatively
to $120 million till 2010.
The residual that is not financed externally is borrowed domestically. In the past, the government
relied heavily on the overdraft facility extended by the MMA through the WMA Account. When the residual
deficit financing needs exceeded the limits set for the WMA, Treasury bills were issued to the MMA. In August
2009, a process of securitization of the overdraft facility provided by the WMA Account was completed, and the
objective now is to maintain zero domestic financing at the end of the year. This effectively means that the
balance in the WMA Account will be zero at the end of the year, and that this facility will not be available for
budget financing. In addition to Treasury bills, there is a plan to issue a 2-year US dollar denominated bond in
the domestic market. There is no stated strategy for developing the domestic debt market. The lack of a
medium-term debt management strategy and the lack of description of measures aimed at supporting domestic
debt market development suggest the government does not meet the minimum requirement for dimension 1.

6.4 Developing a Medium-Term Debt Strategy
6.4.1 Overview61
A Medium-Term Debt Management Strategy (MTDS) is a plan that the government intends to
implement over the medium term62 in order to achieve a desired composition of the government debt
portfolio, which captures the government’s preferences with regard to the cost-risk trade-off. It makes
operational the country authorities’ debt management objectives, e.g. ensuring the government’s financing
needs and payment obligations are met at the lowest possible cost consistent with a prudent degree of risk.
A MTDS has a strong focus on managing the risk exposure embedded in the debt portfolio. Risk
in this context means potential variations in the cost of debt servicing and its impact on the budget; and the
analytical work of the MTDS seeks to identify how cost and risk vary with the composition of the debt. As
discussed further below, a sound MTDS can be developed without the use of a quantitative tool, but the use of
scenario analysis provides useful information, enabling the debt managers to quantify the potential risks to the
budget arising from alternative debt management strategies and economic shocks.
A MTDS provides a clear and explicit framework within which the authorities can make informed and
appropriate choices on how the government’s financing requirement should be met, while taking due account of
constraints and potential risks. Adopting an explicit and formal MTDS enables the authorities to:

a.

Evaluate the cost-risk trade-off: the MTDS allows informed decisions to be made, ensuring the costs
and risks associated with alternative strategies are clearly recognised and identified. Setting clear
medium-term strategic goals will help the authorities avoid poor decisions made solely on the basis of
immediate cost, or for the sake of short-term expediency.

Extracted from the Diagnostic Report on “Public Debt Management in the Maldives: Sustainability, Strategy
and Institutional Arrangements”, Commonwealth Secretariat, 1-10 July 2009.
62 The medium-term is typically defined as 3–5 years. If the time horizon is too short, e.g. the budget cycle,
there is a risk that short term expediency will dominate, turning the focus on short-term costs and away from
risks that could materialise later.
61
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b.

Identify and manage risks: even where choices are limited, the MTDS helps to identify and monitor
key financial risks, and establish strategies that ensure the country is well placed to take advantage of new
borrowing opportunities, in a considered and risk-conscious manner.

The World Bank and the IMF have jointly developed a toolkit in 2009 aimed at helping
countries design and implement a MTDS. The MTDS toolkit comprises a Guidance Note on the process
of designing and preparing a debt management strategy, and a quantitative cost-risk analysis tool.63 The MDTS
guidance note identifies 8 key steps in the development of a strategy; what that might mean in practice in the
Maldives is discussed below and in Annexure 3.
Designing a Medium Term Debt Strategy 64
Steps involved in designing a MTDS include:


Identify the objectives for public debt management and scope of the MTDS



Identify the current debt management strategy and analyze cost and risk of the existing debt



Identify and analyze potential funding sources, including cost and risk characteristics



Identify baseline projections and risks in key policy areas — fiscal, monetary, external and market



Review key longer-term structural factors
–
–
–

Identify the cost-risk tradeoffs, rank alternative strategies
Review implications of candidate strategies with fiscal and monetary policy authorities, and for market
conditions
Submit and secure agreement on the MTDS

Points to keep in mind:
–
–
–

The MTDS should not be approached as the sole basis for decision-making; rather it is a supplement to
experience, sound judgment, etc. – providing additional foundation for making better informed
choices. In short, it helps strengthen the framework for decision-making.
A scenario analysis model will not provide an “optimal” debt portfolio, but provides information that
will allow cost-risk comparisons, and increases knowledge of the options and constraints facing the
debt manager
Working with risk models requires a considerable investment in resources, and model development is
an ongoing process

6.4.2 Towards a Debt Management Strategy
Debt Management Objective
There is no formal objective for public debt management in the Maldives. The first of the 8 key
steps set out in the MTDS guidance note for the development of a strategy is to “identify the objectives for
public debt management and the scope of the MTDS.” In the Maldives in practice the objective has been to rely
heavily on external concessional debt, with some emergency external commercial borrowing and domestic debt
as a residual.
Many countries have a debt management objective framed in terms of ensuring that the government’s financing
needs and payment obligations are met on a timely basis and at the lowest possible cost over the medium to

The MTDS Toolkit is available on both the World Bank and IMF websites, e.g. at
http://treasury.worldbank.org/Services/Public%2bDebt%2bManagement/Help/index.html, or at
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTDEBTDEPT/0,,contentMDK:21718429~menuP
K:64166739~pagePK:64166689~piPK:64166646~theSitePK:469043,00.html
64 http://www.oecd.org/dataoecd/25/31/44217370.pdf
63
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long term, consistent with a prudent degree of risk. 65 Often a secondary objective is supporting domestic debt
market development.
A suggested objective for the Maldives is: “To ensure that the government’s financing needs and
obligations are met on a timely basis, in a way that minimises cost over the medium to long term while taking
account of risk; and, subject to that, to develop over time a range of financing options.” The chosen objective
should be published.
The scope of the MTDS depends both on the risk exposure of specific portfolios and on the degree to which the
debt managers can influence the risk exposure of these portfolios. At a minimum, the scope should include the
total (domestic and external) direct central government debt. In the Maldives there are no sub-national tiers of
government who are able to borrow, so widening the scope to include general government does not arise. There
is, however, a substantial sector of public corporations or SOEs; it includes a spectrum of corporations from
those who are arguably an arm of government policy and financially dependent on it and those who are
managed as financially free-standing market-oriented corporations. Though borrowing powers have been given
to Councils or sub-national entities, infrastructure still needs to be established to monitor the usage of these
powers and record the transactions in real time. The Public Financial Regulations seek to address this need.
Although the government approves SOEs’ business plans, it has no direct control over their
borrowing. It does, however, give guarantees to SOEs in respect of a substantial proportion of their
borrowing, both domestic and external; and that element is under government control. Moreover, the
guarantees represent a direct exposure of central government. Similarly, where government has on-lent
external borrowing to a SOE, the government continues to have an exposure in case of the SOE’s failure to
service the loan. While the external debt of SOE’s guaranteed by the government stood at US$7.35 million at
end of 2010, there are guaranteed domestic borrowings of SOE’s.
Recommendation
The debt aggregate whose cost and risk characteristics should be the focus of debt management policy should
be central government debt plus guaranteed debt of the wider public sector. This definition is tabulated in
relation to other measures in Annexure 3.
Preparation of the MTDS
The other key steps in the development of a strategy, as identified in the MTDS guidance, and their potential
application in the Maldives, are discussed in Annexure 3. As noted above, scenario modelling potentially
provides a useful underpinning to the chosen strategy. But it is important to emphasise that it is possible to
develop a strategy without sophisticated modelling. The analytical processes, i.e. in the steps of the MTDS, will
clearly identify the direction of change. In the Maldives there is, moreover, a limited range of financing options,
and in the short-term these constraints are likely to make it difficult to move far in any chosen direction.
It will be possible to develop an adequate MTDS with in-house staff after some training; but a
fuller strategy may well benefit from some future TA with training.
Debt Strategy: Key Conclusions
It is possible to identify the likely key conclusions of further debt strategy analysis: they will
centre on the need to reduce the Maldives’ vulnerability.
Many of the issues that arise for debt structure will be the same as arise for debt sustainability,
in particular the need to reduce the fiscal deficit and protect the exchange rate. But others will be important:


Reducing refinancing and interest rate risk: by avoiding to the extent possible short-term and variable
rate borrowing, domestically and externally.

An objective of this form is recommended by the World Bank and IMF Guidelines for Public Debt
Management (2001, amended 2003)
65
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Smoothing the redemption profile; there may be scope, in discussion with creditors, to roll forward some
of the redemption payments due to mature in the next few years, by in effect restructuring credit. This
would be justifiable in cash management terms even if there was no net change in present value (given
that at the margin the Maldives is likely anyway to have to borrow at market rates).



Active management of contingent liabilities: to ensure a proper assessment of risk and to reduce
vulnerability at times of financial stress.



Developing domestic financing options with a broader secondary market: to reduce exchange rate risk
and increase financing options at times of financial stress.

A template for the strategy document was prepared during this second visit of the Debt
Management Specialist to enable the ERMD draft a strategy. The template of a strategy document,
given to the ERMD, will have to be completed by using the MTDS tool which will assist in completing the draft.
For this purpose, though an initial exposure to the use of the tool has been given to the ERMD officials, there is
a need to provide a structured training in using the tool. This tool uses Excel software with its extensive macro
facility.
Recommendation
GoM may request World Bank/IMF to provide training in using the MTDS tool.
Contingent Liabilities
Exposure to contingent liabilities (CLs), as to other liabilities, needs to be actively managed and
monitored.
Within the wider category of contingent liabilities guarantees to the SOE sector are monitored –
by the Public Enterprise Monitoring and Evaluation Board (PEMEB) in the MoFT. They have a good
understanding of the balance sheets of the SOEs, and analyse guarantee requests before submission to the
Minister and the President’s Office. But the staff does relatively little risk analysis or exploration of the
circumstances under which guarantees may be called (although in practice guarantees have been triggered only
rarely, just once in recent years.) The SOEs are not charged fees for the guarantee, although a change in
practice is being considered. There is no contingency in the budget for calls against guarantees (beyond the
general contingency reserve), although provision is made where guarantees have been called (or expected to be
so).
Policy towards Contingent Liabilities (CLs) should be developed further. CLs need to be identified, a
risk profile established, and where possible budgetary provision made and fees charged. Debt managers should
be closely involved in this work, partly because they will share some of the required analytical skills, but also
because of the importance in considering portfolio vulnerability of making as assessment of the CLs that might
crystallise under different economic scenarios.
Recording of contingent liabilities is a must. Apart from three external loans borrowed by the SOEs for
which guarantees were given, there are about 10 guarantees for domestic borrowing by SOEs. While the
external borrowing has already been recorded in the CS-DRMS, the domestic borrowing is not. This needs to be
done by requiring the SOE’s to submit periodic data along with the loan agreements to the ERMD. There are a
few comfort letters that have been issued to the financial institutions that lend to SOEs. These also need to be
recorded and the liabilities be watched. The liability of the GoM in issuing comfort letters need to be examined
by the Legal Department. There is a need to fix the amount and validity period of such guarantees by including
an explicit clause in the letters of guarantee. The comfort letters should have a disclaimer clause to disown any
monetary liability of the GoM.
Private External Debt needs to be monitored. This is required as there is an obligation to meet the
foreign currency requirement for externalising the debt service payments. The foreign exchange reserves face a
risk if these loans are called for payment suddenly.
Recommendation
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Policy towards contingent liabilities (CLs) should be further developed in relation to liability identification, risk
assessment and the charging of fees. Record these in CS-DRMS.
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6.5 Reorganization of ERMD
6.5.1 Current Establishment of ERMD
The current establishment of the ERMD has been shown in Table 110.
Table 110: ERMD – Section-wise Staff Strength

Head of the
Department
Executive Director

International
Financial
Institutions
Section

Aid
Coordination
Section

Director
General

Debt Policy
and
Mobilisation
Section

1

DG

1

Director

1

Assistant Directors
Senior Administrative
Officers

1

Senior Accounts Officers
Senior Desk Officers

1

Desk Officers
Assistant Programme
Officers
Assistant Accounts
Officers
Total - 25 Officers

2

1

2

1

2

1

2

1

2

1

2

1
2

1

1

5

10

8

An analysis of the levels of these officers reveals that there is an ideal mix of senior
management and junior management. What is required is a revised job description and duties to
restructure the department under the Front Office, Middle Office and Back Office paradigm.
Table 111: ERMD - Section-wise Levels of Management

Level
Senior Management

General

ACS

IFIS

DPMS

Total

2

2

Middle Management

1

2

1

4

Junior Management

2

6

3

11

Desk Officers

2

2

4

8

5

10

8

25

Total

2

Out of these 25 positions 7 are vacant due to study leave or long leave or resignations or transfers:




ACS - 1 position of Senior Administrative Officer (as the officer is awaiting the transfer from the erstwhile
Pensions section),
IFIS - 5 positions (Assistant Director-1, Senior Administrative Officer-1, Senior Administrative Officer-1,
Senior Desk Officers-2, Desk Officer-1) and
DPMS - 1 position of Assistant Accounts Officer.

The educational qualifications of the 19 officers in the remaining posts are Post-Graduates-3, Graduates-5,
Professionals-1, Diploma Holders-5 and A-level-5. Thus there is a good mix of qualifications to form a
professional team for effective management of debt.

PwC

Page 404 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

The present organization Structure is not amenable to an optimum debt management function
with clear demarcation of front, middle and back office duties.

6.5.2 Organisational Structure of a Modern Integrated Debt Management
Function
The organisational structure of a modern Debt Management Office (DMO) is based on the
separation of responsibilities between the front, middle and back office. To elaborate this, the key
functions are:


Senior management (supported by internal audit and compliance). 1



Front Office: Sourcing funds, primary issuance and execution, internal and external, and all other
funding operations.



Middle office (1): policy and portfolio strategy development and accountability reporting.



Middle office (2): internal risk management: policies, processes and controls.



Back-office: transaction recording, reconciliation, confirmation and settlement; maintenance of financial
records and database management; drawdown of loans and debt servicing.

This structure still allows for the contracting out of some functions, e.g., to the central bank as fiscal
agent for the handling of auctions (as is the case for the Maldives). But the debt office retains policy control.
The cash management function now performed at the Budget Division can, in the longer term, be merged with
the ERMD. The functions of the offices, broadly, are described in the Table 112 .The proposed organization
structure is given in Table 112.
Table 112: Debt Management Office (DMO) Functions

Front Office (F.O.)

Middle Office (M.O.)

Back Office (B.O.)

Annual Meetings
– Coordinate
arrangements;
review
and
process
Board
papers, country reports
etc.
– Manage
subscription
capital
increase
and
valuation adjustments

Portfolio Review and Debt
Sustainability
– Conduct bi-annual Debt Portfolio
Review
– Conduct
periodic
debt
sustainability analysis including
sensitivity analysis
– Assess proposed new borrowings
and their impact on sustainability
and adherence to benchmarks,
ceiling etc.
– Assess
cash
management
requirements and need for debt
issues or borrowings
– Advise Front Office on the
expected deficits that may need
funding.
– Maintain statistics on debt
– Assist visiting World Bank/IMF
teams on DSA, MTDS and
DeMPA.

Accounting
– Recording
of
loan/grant
instruments and securities
– Process
loan
disbursement
requests and monitor payments
– Maintain register of contracts
under ongoing projects
– Process documents for issuance
of
promissory
notes
and
government guarantees
– Debt servicing
– Maintain loan accounts
– Monitor loan covenants

Coordinate and
participate in missions of
IFIs and donors
Project Monitoring and
Management
– Assist project follow up
and implementation
– Review and participate in
Project Coordination &
Selection
Committee
meetings
– Quarterly project reviews
– Focal point for ADB,IDB,
WB and other IFIs
– Coordinate and seek
assistance
for
IFI
sponsored trainings and
workshops

PwC

Formulation of a national Debt
Policy and develop a sustainable
Debt Management Strategy
– Secretariat of Debt Management
Committee and Technical Subcommittee

Debt Recording, Reporting and
Monitoring
– Manage Debt Recording System
(CS-DRMS)
– Debt Recording and reporting for
National Budget
– Debt Recording and reporting to
International Organizations
– Manage
Subsidiary
loan
Agreements (on-lending) and
direct lending by GoM.
– Generate standard reports from
CS-DRMS for distribution to
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Front Office (F.O.)
–

–

–
–

Streamline
aid
management
and
coordination framework
between MOFT, Ministry
of Foreign Affairs, and
Ministry of Planning and
National
Development
Council
Support
continuous
dialogue
between
government and donors
within the framework of
the MPF
Track resources pledged
and committed by donors
using DAD.
Mobilize new TAs and
grants from IFIs for
funding gaps (including
for private sector and
NGOs)

Development of domestic
debt market
- In consultation with
MMA
assist
in
development of domestic
debt market and issue of
securities and Tbills.

Middle Office (M.O.)
–
–

Draft strategy for approval of the
Government.
Develop annual Medium Term
Debt
Strategy
and
review
adherence to the strategy.

Back Office (B.O.)
management, MMA, DNP and
others

Risk Management
– Monitor market development on
interest rate and exchange rate
movements and macroeconomic
data for assessing their impact on
sustainability
of
debt
and
adherence of the portfolio to
benchmarks
– Monitor contingent liabilities and
assess funding requirements for
facing the risks.
Dissemination of information
– Prepare periodical management
reports for internal circulation
within the government.
– Prepare annual report on debt for
submission to the Parliament and
publication in the web.
– Publish periodical data on debt in
the web for the public.

High quality audit functions, ideally both internal and external audit, are important, as are
internal operational risk management and control processes in line with good practice in the financial sector.
Debt management activities should be audited annually by external auditors, who should provide reports on the
financial integrity of the central government accounts and of systems and control procedures.
Recommendation
A comprehensive DMO needs to be established with defined roles according to Front Office, Back Office and
Back Office paradigm. The present organization structure may be changed to the proposed structure with the
necessary changes in the job descriptions and duties of the officers.

6.6 Capacity Development for Debt Management
An assessment of capacity development requirements for effective debt management including
hardware and software requirements revealed the need for effective training. A presentation on
the WB/IMF Medium Term Debt Sustainability (MTDS) Tool was made to three key officers. This consisted of a
list of data needs for the tool and the four spreadsheets covering the data model, strategy, scenario and analysis
and the method of linking them. At least two officers assigned to carry out middle office functions need
intensive training in the use of the MTDS Tool and DSA software.
The officers responsible for back office functions need training in the disbursement module of
CS-DRMS to monitor the disbursements of loans and grants. At present one officer carries out the
data entry of borrowings and transactions and another verifies them. Additional officers may be given the
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responsibility to record grants, contingent liabilities and lending to SOEs. However these officers would need
training in the use of CS-DRMS.
Since all officers in ERMD are provided with desktop computers and are already linked to the central MoFT
server, they can easily be connected to the CS-DRMS for accessing data on the government’s debt liability. Since
the database needs to hold additional data on grants, public domestic debt guaranteed by GoM, private external
debt and lending additional hard drive capacity of about 500 GB will be needed. The present storage capacity of
271 GB has only 24 percent vacant space. Other expenses on hardware and software are not anticipated except
for replacement of old desktops with new ones from time to time.
The CS-DRMS server database is managed by only one officer of the IT Department. He has the necessary
training to install, manage and backup the database. This officer is the security officer to issue or cancel
authority to the users of CS-DRMS. It is necessary to have another IT officer trained in CS-DRMS to take over
the role of the security officer in the absence of the other.
The backup of the CS-DRMS is stored in the servers in the MoFT premises only. This is very
risky. It is essential that a monthly backup is stored away from Maldives preferably in a bigger country. The
ideal location would be a High Commission of Maldives in another country e.g. Sri Lanka where the monthly
backups could be stored safely.

6.6.1 Training needs
All the officers in the Debt Policy and Mobilisation Section have been exposed to some training
in one or other aspects of debt management. Three others in the two other sections had some training
more than 6 years ago. There is a need to train all officers of ERMD in the External and domestic debt modules
of CS-DRMS to sensitise them on the availability of the facility and awareness of general debt management
needs of the country. The Table 113 on the current establishment below shows the status on training and
qualifications.
Table 113: Summary of Current Establishment in ERMD

Education

Others

In site

Domestic
Debt

Position

Advanced
CS-DRMS

Name

Basic CSDRMS

Training Debt Management

Senior Management
1

Handhy Ageel

Exec.Dir

Yes

PG

2

Aminath Ali Maniku

Dir.General

Yes

A Level

Yes

Yes

Yes

No

DeMP
A

Aid Coordination Section
1

Aminath Nashia

Director

Yes

Diploma

2

Shamla Jamal

SAdmO

No

Diploma

3

Shurufa Abdul Wahid

SDO

Yes

Graduate

4

Mohamed Rassam

AsProgO

Yes

A Level

5

Fathimath Shana Waheed

AsProgO

Yes

A Level

International Financial Institutions Section
1

Asma Moosa

Asst Dir

Yes

PG

2

Vacant Asst Director

Asst Dir

No

To be filled

3

Aminath Seema Mohamed

SAccO

No

Studying

PwC
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Education

4

Abdulla Nafiz

SDO

No

Studying

5

Yasmin Ibrahim Sobir

SAdmO

No

Long Leave

6

Navin Hussain Raza

SAdmO

Yes

Diploma

7

Aishath Nashath

SDO

No

Studying

8

Mariyam Fazleena Musthafa

SAccO

Yes

Graduate

9

Fathimath Mohamed Didi

DO

Yes

Diploma

10

Vacant - Desk Officer

No

To be filled

Others

In site

Domestic
Debt

Position

Advanced
CS-DRMS

Name

Basic CSDRMS

Training Debt Management

Debt Policy and Mobilisation Section
1

Faruhana Abdul Ghafoor

Asst Dir

Yes

PG

Yes

Yes

2

Ahmed Solah

SAdmO

Yes

Professional

Yes

Yes

Yes

3

Abdulla Hassan

SAccO

Yes

Graduate

Yes

Yes

Yes

4

Eman Naeem

SDO

Yes

Graduate

5

Mariyam Abdul Nasir

DO

Yes

A Level

Yes

6

Hassan Samir

AsAccO

Yes

Diploma

Yes

7

Fathimath Azharee

AsAccO

No

Long Leave

Yes

8

Aminath Nazeeha

AsProgO

Yes

A Level

Yes

DeMP
A
DSA

Yes

Table 114: Abbreviations used

Description

Code

Description

Code

Assistant Director
Senior Administrative Officer
Senior Accounts Officer
Senior Desk Officer
Assistant Accounts Officer
Assistant Programme Officer

Asst Dir
SAdmO
SAccO
SDO
AsAccO
AsProgO

Desk Officer
Aid Coordination Section
Debt Policy and Mobilisation Section
Financial Institution Section
Debt Management Performance Assessment
Debt Sustainability Assessment

DO
ACS
DPMS
IFIS
DeMPA
DSA

The capacity development would include training in:

Description of the course
CS-DRMS related:
1. External Debt Recording
2. Domestic Debt Recording
3. Auction Module
4. Disbursement Module
5. Management Tools
6. On-Lending
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Commonwealth Secretariat, London, UK
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Description of the course

Provided by

Strategy related:
1. Conducting Debt Sustainability Analysis with DSM+ tool.
2. Drafting Strategy with the help of MTDS Tool
The World Bank/IMF
Commonwealth Secretariat, London, UK
Recommendation
1.

Training may be organized on the CS-DRMS related facilities and Strategy related facilities such as
DSM+ tool and MTDS tool.

2. The backup of the database may be sent to a Maldivian High Commission overseas (e.g. Sri Lanka) once
in a month for storage and protection against any disaster.
3. Additional hard disk of 500 GB for the server may be purchased to increase the capacity of storage of
debt data.
4. An additional officer in the IT Department may be trained to take over the role of the only security
officer managing the administrator role for CS-DRMS software in the absence of the latter.

6.7 Status of Recommendations of the earlier ADB TA in
2005
Recommendations of the ADB TA 4196 on Strengthening Debt Management made in April 2005 and the
current status are given in table below.
Table 115: Status of Recommendation made in 2005

No

Recommendations

1

A National Debt Committee and a
Technical Sub-committee on Debt may be
appointed for overall supervision of
national debt.

2

Regular publication of debt information
needs to be established.

3

4

5

6

PwC

Public non-guaranteed debt also needs to
be recorded and managed by MOFT.
Authority for collection of data on private
external debt needs to be created. ERMD
officers need to be supplemented to
address private debt in the recording and
management activities.
Prescribe ceiling for borrowing and
guarantees
It is necessary for Department of External
Resources (DER), MMA and Ministry of
Planning and National Development to
access the data in the ERMD debt database

Current Status
Debt Management Committee has been established with
the Minister of Finance and Treasury as the chairperson
with Financial Controller and Deputy Minister and
Executive Director of ERMD from the MoFT, Deputy
Governor of MMA, A Senior Official from the President’s
Office and three representatives from the private sector
as members. A Technical Sub-Committee to assist
the DMC needs to be appointed.
This awaits implementation. A separate website
may be established to disseminate information on debt
and related activities.
Awaits implementation.

Awaits implementation.

This has been established.
Since then staff of DER has been transferred to the new
Aid Coordination Section of ERMD. A link is required
for MMA and Department of and National
Planning (DNP). The users need training in CS-
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No

Recommendations

Current Status
DRMS to view the data and print reports.

in the ordinary course of their business.

7

8

9

10

The DER needs to monitor the
disbursements of all grants to ensure
efficient utilisation. This will have real
impact on the budget and thereby on the
management of the deficit. The CS-DRMS
is suitable for recording grants and aid
management. As mentioned above the
existing system can be used to create a new
grants database by using the Wide Area
Network. This will however necessitate
training of the staff of DER.
The middle office functions of debt
management deal with portfolio review,
debt sustainability analysis and risk
management. These need to be established
in ERMD.
Public domestic debt, private external debt,
lending to state-owned enterprises and
treasury loans to public all have direct and
indirect impacts on the budget and thereby
on the management of the deficit. These
also need to be recorded in CS-DRMS.
Staff in charge of disbursements of loans
will need additional and intensive training
in this area.

Since staff of DER has been transferred to ERMD grants
can be monitored with easy access to CS-DRMS. What
is required is training in the disbursement
module.

This function needs to be established.

This function needs to be established.

CS-DRMS is not being used to monitor
disbursements. Training is required in the
disbursement module of CS-DRMS.

6.8 Summary of recommendations
In the body of this report several recommendations have been made. For ease of reference these are listed in
Table 116 below.
Table 116: Summary of Recommendations

Page No

Recommendation

401

The debt aggregate whose cost and risk characteristics should be the focus of debt management
policy should be central government debt plus guaranteed debt of the wider public sector.
GoM may request World Bank/IMF to provide training in using the MTDS tool.
Policy towards contingent liabilities (CLs) should be further developed in relation to liability
identification, risk assessment and the charging of fees. Record these in CS-DRMS.
A comprehensive DMO needs to be established with defined roles according to Front Office,
Back Office and Back Office paradigm. The present organization structure may be changed to
the proposed structure with the necessary changes in the job descriptions and duties of the
officers.
Training may be organized on the CS-DRMS related facilities and Strategy related facilities
such as DSM+ tool and MTDS tool.
The backup of the database may be sent to a Maldivian High Commission overseas (e.g. Sri
Lanka) once in a month for storage and protection against any disaster.
Additional hard disk of 500 GB for the server may be purchased to increase the capacity of
storage of debt data.
An additional officer in the IT Department may be trained to take over the role of the only
security officer managing the administrator role for CS-DRMS software in the absence of the
latter.

402
402
406

409
409
409
409
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409
409
409
409
409
409
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A Technical Sub-Committee to assist the DMC needs to be appointed.
A separate website may be established to disseminate information on debt and related
activities.
Public non-guaranteed debt and private external debt also need to be recorded in CS-DRMS
and managed by MOFT.
Authority for collection of data on private external debt needs to be created.
CS-DRMS may be linked to MMA and DNP to enable them to access debt information.
Monitor disbursements using CS-DRMS.
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Appendix A: Summary of Debt
Management Operations
This appendix summarises the main debt management operational processes for External Borrowing and
Negotiation of Loans.
External Borrowings from Official Creditors:



Project Proposals prepared and coordinated by line Ministries
Project appraisal, prioritisation and approval of project by National Planning Council attached to
President’s Office. The National Planning Council is an inter-Ministerial Committee and the Secretariat
is provided by Aid Management and Coordination Committee, ERMD, MoFT.

External Borrowings from Commercial Creditors:






External Debt Management Section in ERMD, MoFT compares terms of loans from various creditors
and makes recommendations in respect of the loan from a particular creditor based on estimates of
grant element and present value of such loans.
In most cases the Minister, MoFT signs the loan agreement on behalf of the government, although that
may on occasion be delegated. ERMD obtains a copy of the loan agreement and records the loan in CSDRMS.
As part of the new constitution, the government has an obligation to report to the Majlis on the
individual external loans, in respect of the outstanding debt and implications on debt servicing, within
30 days of contracting the loan. The Public Finance Act has since been amended, by which it is now
necessary to obtain Parliament approval for each loan agreement before signing.
There is a further obligation on the government to report to the Majlis on a quarterly basis on the
consolidated debt position. However, so far the government has not reported and no template has been
developed. There are plans to comply with this reporting requirement. The MoFT may adopt the same
template as used for reporting to the IMF on a quarterly basis.

Disbursement of Funds








Line ministries or implementing agencies make a request for drawdown to the MoFT.
The MoFT authorises the drawdown of funds: two signatories are required for authorisation, from the
State Minister, Executive Director (ERMD) and Financial Controller, Treasury and Public Accounts
Department.
The implementing agency formally communicates to creditors requesting drawdown:
Once disbursement is effected, the creditor advises ERMD, MoFT about the transaction (information is
obtained with a lag of one month by the MoFT). Data are recorded in CS-DRMS by ERMD.
ERMD separately meets with various implementing agencies on a quarterly basis and collates and
updates information on actual disbursements as well as forecast disbursements within the next one
year. A forecast of annual disbursements is provided as part of the budgetary exercise to the Fiscal
Affairs and Economic Policy Department within the MoFT based on the pre-budget quarterly meeting
held with various implementing agencies.
For loans from the World Bank and Asian Development Bank, ERMD has access to the creditor website
from where it can readily obtain information on disbursement from these agencies. However, for loans
from some creditors, information on disbursement is received with a lag by ERMD which results in a
lag in recording data in CS-DRMS. The CS-DRMS database is currently updated with an overall lag of
six months.

Debt Service Payments





PwC

ERMD prepares an annual statement by loan of payments due within the next year and shares it with
the MMA. The forecasts provided are based on the use of Management Tools in CS-DRMS.
At least 7 days before the payment date, ERMD prepares a payment request form and sends it to
Finance Accounts Division, Corporate Affairs Department within MoFT
Accounts Division prepares a payment voucher.
Public Accounts Division within Treasury and Public Accounts Department, Finance MoFT authorises
the payment voucher and sends it back to ERMD.
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ERMD send remittance form along with payment advice received from creditors to the MMA.
The MMA debits the Government Account maintained with it and externalises the payment to the
creditor. The MMA sends a debit advice to Finance Accounts Division in MoFT.
 The debit advice obtained by ERMD is stamped and the transaction is recorded in CS-DRMS.
The long-trail in effecting debt service payments poses operational risks. There have been a few instances where
the MMA has not received the payment advice from the MoFT in time to effect the debt service payment in
foreign currency.
There are plans to make the approval process and the checks and control procedures faster through the
establishment of direct electronic links as part of Government Financial Management Information System
which is being led by the Treasury and Public Accounts Department.
On-lending Operations
Payment Recovery







ERMD prepares payment advice to borrowers (SOEs) a week before the payment is due.
The relevant SOE brings a cheque and deposits it with Finance Accounts Division, Corporate Affairs
Department, MoFT with a copy of the payment advice.
ERMD receives a copy of the deposit made by the SOE from Corporate Affairs Department, MoFT
ERMD stamps the deposit receipt as settled and records the transaction in an excel based database
An SOE which is unable to pay in time approaches the Public Enterprise Monitoring and Evaluation
Board in MoFT for a payment holiday. PEMEB processes the request and in consultation with ERMD
advises the Minister, MoFT.
The Minister, MoFT accordingly approves the payment holiday or delay by the SOE.

There are plans by the MOFT to restructure the debt service payments by SOEs owed to the government.
There are also plans to record on-lending operations in CS-DRMS. In 1997, the Crown Agents, as part of their
assistance to the Maldives on strengthening its debt database attempted to record this data in CS-DRMS but
was unsuccessful.
Government Guarantees
Issuance of Guarantees



SOEs request PEMEB for guarantee from the government on their external borrowings.
PEMEB process such requests through analysis based on existing guidelines and examination of
balance-sheet of the SOE.
 Based on the advice from PEMEB, the Minister, the MoFT accordingly approves the request for
issuance of guarantees.
 ERMD records the information in an excel-based database for internal reporting purposes.
 ERMD requests detailed information on the terms and details of the guaranteed loan from the SOE and
records the information in CS-DRMS
 The Auditor General requests from ERMD information on debt stock, disbursements and debt service
payments for guaranteed debt.
Calling of Guarantees


The MoFT is informed about the guarantee being called either directly from the SOE or from the
creditor.
 PEMEB shares this information with ERMD so that ERMD can record that debt service payments will
be assumed by the government.
For instances where a guarantee is being called, there may be a negotiation with the SOE on the extent to which
it will be able to meet its obligation and to what timetable. Where the calls on a guarantee are known, or
expected, the PEMB will ensure that the future amounts for debt servicing are provided for by the government
in its budget contingency.

PwC
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Appendix B: List of People Met
Table 117: List of People Met

S. No.

Name

1
2
3
4
5
6
7
8
9

Ahmed Inaz
Ahmed Naseer
Mohamed Ahmed
Hamdhy Agel
Hassan Waheed
Aminath Ali Manik
Aminath Nashia
Asma Moosa
Faruhana Abdul Gafoor

10

Ahmed Salah

11

Abdulla Hassan

12

Eman Naeem

13

Ahmed Samih

14

Aishath Zahira

15

Fathimath Niha

16

Mohamed waheed

17

Aishath Sajny

18

Aminath Ivan

PwC

Designation
Minister of Finance
Minister of State
Deputy Minister
Executive Director
Funds Executive
Director General, ERMD
Director, ERMD
Assistant Director, ERMD
Assistant Director, ERMD
Senior Administrative Officer,
ERMD
Senior
Accounts
Officer,
ERMD
Senior Desk Officer, ERMD
Asst. Computer Technician, IT
Department
Deputy Governor
Manager, Public Debt Section,
MMA
Assistant Manager, Public
Debt Section, MMA
Assistant Manager, Public
Debt Section, MMA
Senior Officer, Public Debt
Section, MMA

Agency
Ministry of Finance and Treasury
-do-do-do-do-do-do-do-do-do-do-do-doMaldives Monetary Authority
-do-do-do-do-
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Appendix C: Preparing a Medium-Term
Debt Strategy
The MTDS guidance note identifies 8 key steps in the development of a strategy. These are discussed briefly in
turn below.
Step 1: Identify the objectives for public debt management and the scope of the MTDS
As discussed in the main text, there is no formal debt management objective in the Maldives. A formal
objective is recommended as follows: “To ensure that the government’s financing needs and obligations are
met on a timely basis, in a way that minimises cost while taking account of risk; and, subject to that, to develop
over time a range of financing options.”
The text also suggests that the debt aggregate whose cost and risk characteristics should be the focus of debt
management policy should be central government debt plus guaranteed debt of the wider public sector.
Table 118 clarifies how this target relates to different aggregates.
Table 118: Debt Management Aggregates

Government Borrowing
External Borrowing
Domestic Borrowing
On Lending
Government Gross Debt
Government Net Debt
Government Guarantees
For Public Corporations
External Borrowing
Domestic Borrowing
For Private Sector
Public Corporations
Borrowing with guarantee
External
Domestic
Borrowing without guarantee
From government
External
Other Domestic
Public Sector Debt
Target Aggregate

Amount

Approx MRF bn

A
B
C
D=A+B
E=D-C

5.03
3.66
X
8.69
8.69-X

F
G
H

0.60
0.55
Negligible

F
G

0.60
0.55

C
J
K
L=D+F+G+J+K
M=D+F+G

X
2.03
1.78-X
13.65
9.84

Notes to Table:




Approximate data; as at end December 2008 for government and end September 2008 for SOEs: Source
MoFT.
“Net government debt” would normally also net off any short-term (near-cash) assets.
SOE domestic borrowing with government guarantee is not currently reported in public sector debt [with
the exception of some $-denominated debt which is included within external borrowing, although strictly is
borrowing by residents and domestic borrowing]
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Government on-lending to public corporations should be netted off within the public sector total, with the
gross recorded as government borrowing. This figure was not available on a comparable basis – hence “X”
in the table – but that is immaterial given that it nets out.

Step 2: Identify the current debt management strategy and cost and risk of existing debt
There is in currently no formal strategy against which alternatives can be evaluated. But some basic cost and
risk indicators can be identified to identify the sources of vulnerability to the existing debt stock.66 The key data
are the total size of debt, together with a breakdown by currency, creditor type and instrument-type, and the
debt servicing profile of outstanding debt.
Thus in the Maldives, some of the notable characteristics include:


Significant foreign currency exposure. It is also striking that there is significant currency exposure
to the EUR as well as the USD (even after allowing for the heavy weight of the USD within the
SDR), despite the dollarization of the domestic economy.
Figure 98: Currency Composition of Debt Stock, 2008

Others
Kuwati Dinars
US Dollar

MRF

MRF
SDR

Euro

Euro
US Dollar
Kuwati Dinars
Others

SDR



66

Heavy borrowing from multilateral institutions, but recently greater reliance on commercial
borrowing (at a market interest and variable rate).

See Appendix III of the MTDS Guidance Note for a full range of debt cost and risk indicators.
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Figure 99: External Creditors, 2003-08
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2008

Domestic debt is overwhelmingly (more than 85%) short-term. At the end of 2008, the
outstanding balance of Ways and Means Advances accounted for 60% of total domestic debt with
another 20% contributed by Treasury bills (Figure B3).
Figure 100: Composition of Domestic Debt Stock, 2003-08
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A redemption profile that shows a heavy bunching of repayments over the 4 years 2009-13 (for
external debt, nearly 40% of the stock). The figure shows only external debt repayments; but all
domestic debt is rolled over within the year, adding to the potential rollover risk (although this is
tempered by the current administered interest rates).
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Figure 101: External Debt Redemption Profile
50
USD mn

45
40
35
30
25
20
15
10
5

20
09
20
10
20
11
20
12
20
13
20
14
20
15
20
16
20
17
20
18
20
19
20
20
20
21
20
22
20
23
20
24
20
25
20
26
20
27
20
28
20
29
20
30
20
31
20
32
20
33

0



Much of the debt stock is at fixed rates; but again the increased use of external commercial debt has
increased the proportion of floating rate debt. Moreover, as a result of the use of market-rate debt
the average interest paid on the external debt stock was higher in 2008 than in 2003 despite the
decline in the general level of international interest rates.

Table 119: Interest Composition of External Debt 2003-08

2003

2008

Fixed Rate % of total

91.9

85.7

Floating Rate % of total

8.1

14.3

Weighted Average Fixed Interest Rate %

3.7

3.1

Weighted Average Floating Interest Rate %

5.4

7.1

Weighted Average Total Interest Rate %

4.0

4.4

Interest Rate

The next step would be some simple sensitivity analysis, i.e. showing how the profile debt interest bill would be
affected by a change in interest or exchange rates.
The government currently on-lends to the SOEs a number of project-related loans from donors. But the terms
and conditions of the on-lending are not the same as the loans to government: typically the foreign currency
risk is left with the government and not passed on. In this respect the government is missing an opportunity to
reduce its own risk profile. Where the terms and conditions of the asset can be matched with that of a liability,
in effect the government has hedged that part of its balance sheet.
Step 3: Identify and analyse potential funding sources, including cost and risk
The Maldives faces a limited range of funding sources. The main ones, and their characteristics are:
a.
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Multilateral concessional: fixed and subsidised rate; denominated in foreign currency; long
maturity.
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b. Bilateral loan: mostly fixed rate; some concessionality; but mostly tied to projects and
disbursement highly dependent on progress of project.
c.

Commercial bank loans: mostly variable rate at market interest rate.

d. Suppliers’ credits: mostly short-term; tied to purchases
e.

Treasury bills: very short-term at market rate.

The scope for greatly widening this range over the medium term is limited. Moreover, eligibility for
concessional IDA borrowing from the World Bank is likely to end within very few years. 67 The risk
characteristics of the portfolio are likely to deteriorate for this reason alone.
There is currently a limited range of possible strategies that might be feasible and desirable to implement.
Although some emergency multilateral lending might be available in the short-term; and a steady flow of
project-related borrowing, the Maldives’ fallbacks are either expensive variable-rate external loans or very
short-term domestic debt (or monetisation). The most obvious lack is the availability of somewhat longer-term
domestic debt; an issue discussed in the main report.
Step 4: Identify baseline projections and risk in key policy areas—fiscal, monetary, external
and market
A baseline scenario should be identified against which the performance of alternative strategies can be
analysed. The baseline would be agreed with the relevant fiscal and monetary policy authorities; in practice in
the Maldives through the MCC. The baseline is likely to be that also used in the DSA, and as the basis of the
MTFF.
Issues to be taken into account should include:
a.

The appropriate treatment of project loans and associated spending. The planned spending, as
reflected in the fiscal framework, is typically dependent on the receipt of specific project loans.
From the debt management perspective the path of expected disbursements can be taken as a
given, as they will be offset by changes in spending.

b. The Maldives needs a buffer of international foreign currency reserves to underpin its exchange
rate policy. That is currently targeted at 3 months of imports (although current levels are below
that). Financing strategies must be consistent with the agreed target.
c.

Medium-term projections for market rates will be needed as well as likely pricing of non-market
instruments (e.g. supplier credits).

The implications of specific risk scenarios which could potentially impact on the quantity, and cost, of financing
required should be explored. The scenarios are likely to be similar to those used for the DSA. It is important to
consider extreme scenarios, as recent international financial events have emphasised; it is the resilience of the
portfolio and financing strategy at the time of financial stress that is particularly important.
Step 5: Review longer-term structural factors
There are a number of longer-run structural features of the economy that the MTDS should take into account –
i.e. factors that could influence how the debt composition should ideally change over the longer-term. There
are two of particular importance to the Maldives:
a.

Terms of trade developments: where revenues are significantly exposed to terms of trade
developments, e.g., as a consequence of a dependence on commodity imports, this is likely to have
implications for the real effective exchange rate. This aggravates the potential cost and risk of

The Maldives graduated from LDC status in January 2011. IDA status, however, is not necessarily linked to
that threshold.
67
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external financing. Alternatively terms of trade deterioration will put the exchange rate under
pressure, which can be held only if financing policy is supportive (i.e. by ensuring adequate
reserves, avoiding a build up of domestic liquidity).
b. Access to concessional financing: as already noted, the Maldives’ access is likely to become limited.
The MTDS should be biased to enhancing the access to other types of financing.
Step 6: Assess and rank alternative debt management strategies on the basis of the cost-risk
trade-off
The purpose is to analyse a number of alternative debt management strategies, assess their performance, and
identify a small number of candidate strategies, including a preferred strategy. The technique is to assess for
each scenario how costs could change under the various risk scenarios; and then assess how well each strategy
helps mitigate the identified portfolio vulnerabilities.
The strategies for the Maldives might be:
a.

A status quo strategy that (largely) covers the financing need with external concessional debt, but
relies also on some external commercial debt and some domestic debt in the form of TBills.

b. A more aggressive domestic market development strategy that relies more heavily on TBills initially
and subsequently includes domestic bonds. By comparison with the status quo the domestic debt
replaces the external commercial debt; the cost might be higher but the exchange rate risk would be
less than the status quo.
c.

A strategy that anticipates the declining degree of concessionality by more aggressively seeking a
wider range of external debt sources: they would be at market rates, but not necessarily at variable
rate. That may help to lengthen the debt portfolio compared with the second strategy, and reduce
cost, but with greater exchange rate risk.

The MTDS Toolkit includes a set of spreadsheets that facilitate the modelling. Although such modelling will
underpin the chosen strategy it is important to emphasise that it is possible to develop a strategy without
sophisticated modelling. The analytical processes, i.e. in the steps of the MTDS, will clearly identify the
direction of change. In the Maldives there is, moreover, a limited range of financing options, and in the shortterm these constraints are likely to make it difficult to move far in any chosen direction. The objectives
emerging from the strategy analysis are likely to be expressed in ranges, e.g. for currency financing, fixed rate
debt and so on.
Step 7: Review implications of candidate strategies with fiscal and monetary policy
authorities, and for market development
The preferred and other candidate strategies must be consistent with fiscal and monetary policies, maintaining
debt sustainability, and in line with plans for market development. Indeed the strategies themselves identify
future policy priorities e.g. to add urgency to the domestic market development plan.
Step 8: Propose and Approve the MTDS
The preferred strategy should be formally agreed by ministers. The associated costs and risks should be
described and how the strategy relates to the debt management objectives. In the Maldives, it is suggested that
the strategy be discussed in and approved by the DMC (see discussion in main paper) or the MCC, and then by
the Cabinet for presentation to the Parliament.
Once the MTDS has been agreed, it should be disseminated. As noted in the main report, publication with the
annual budget would be highly suitable.
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7 Debt Bulletin

PwC

Page 423 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

8 Issues in domestic debt
management
8.1 Issues in Prudent Fiscal Management
Budget preparation and monitoring


Annexure 1 provides suggestions for improvement in budgeting procedure



Budget ceilings are not issued in advance. Sector ministries may propose high expenditure requirements,
which go beyond the expenditure target. This leads to revisions, mostly at the MoFT level. Budget cuts by
MoFT may not go well with the sector ministries but these are accepted because of the past experience
that supplementary requests are entertained. With these ad-hoc adjustments, budgetary procedure loses
its envisaged purpose as a plan.



Budget implementation: Budget and PAS records have to be reconciled. All payments have to pass
through PAS and no payments should be made outside the system.



Budget discipline has to be the key focus of the fiscal consolidation programme. The issue in debt
management is coming from unplanned increase in expenditure, which is outside the approved budget. It
is creating issues for both accounting and cash management.

Budget discipline to be a part of FRL


It appears that the link between budget expenditures and debt is not been appreciated. We need to add a
section on budget discipline in the FRL.



Debt situation is the consequence of fiscal position. Government borrows when resource generation is
not sufficient to meet expenditure requirement. The situation turns problematic when Government
borrows to meet current expenditure like salaries, supplies etc. Maldives has transitioned to a situation
where revenues and grants are not sufficient to meet current expenditure. This has serious implications
for debt sustainability because Government may be forced to contain capital investment to reduce overall
deficit and that may have long term affect on growth. If it continues with its investment plan, the size of
borrowings may crowd out credit availability to the private sector. That may also impact growth. It is
important to target current deficit (revenue balance).



The FRL states that the revenues must be in surplus to meet the debt repayments. The target of revenue
balance covering repayments goes much beyond a reasonable target of zero revenue balance. If achieved,
the overall deficit and debt situation will be sustainable and much more in control. We can target zero
revenue balance in three years and revenue surplus to cover debt repayments in five years.



It is suggested that overall deficit may be targeted at 3.5 percent in three years.



MMA may be requested to continue its support to tide over liquidity issues during the year, subject to the
Government showing discipline in meeting its targets.

Cash flow forecasts:


Cash flow forecasts are not being prepared. T-BIll calendar has to be linked to cash flow forecasts so that
quantum of issuance can also be declared along with auction calendar. This will help investors to plan
their investments and may evince more interest in auctions.

Issues in T-Bill auctions
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Although the auction dates are declared in auction calendar at the beginning of the year, the quantum of
auction is not included. Prior information about auction schedule will help the bidders to plan their
investments. It will improve chances of success in auctions



The yields in T-bill auctions are comparable to private sector loans by participating institutions. The low
risk premium on market loans may be due to lack of liquidity. This fact contradicts MMA’s observation
that participants do not have many investment alternatives other than Government securities. If that is
the case, then yields on treasury bills should be lower. Another possibility could be collusion among
bidders. It needs to be assessed how bids can be made more competitive and the interest rates can be
brought down.



PAS is passing journal vouchers (JVs) based on the monthly settlement sheet received from MMA. The
issue in that interest/discount amount in under-budgeted and once the discount on treasury bills exceeds
the budgeted amount, SAP does not allow system entry. Thus the statements generated from the system
do not reflect the T-bill transactions beyond the date when the budget limit gets exceeded.



On the other hand, ERMD is recording all T-bill transactions based on the statements received from
MMA. This is a major cause of data discrepancy among divisions within MoFT.

Annexure A
Suggestions for Further Improvement in the Budget Procedure

Observation:
It is difficult to identify ongoing projects and track information pertaining to them. While these projects have
been given specific codes in PAS, agencies are not following these codes when submitting their estimates. A
project can be referred by different titles in different documents and submissions. This renders difficult the task
of tracking information related to a specific project.

Recommendation:


Project code generated by PAS for a project should be mandatorily used in all documents to refer to that
project. Similarly, the project title saved in PAS only should be used. The reference to project title can be
automated such that once the project code is entered, the title field shall get filled automatically without
manual intervention.



PSIP Form in the budget circular should be modified accordingly.

Observation:
Record of expenditure from contingency budget is not kept properly. It is difficult to ascertain whether the
expenditure (from contingency provision) was because of omission or due to underestimation.

Recommendation:


Since a contingency provision is mandatory for all projects, any expenditure from contingency budget
should be only after proper recording of reasons for its access.



Project System module in PAS should include the functionality to record reasons for exceeding normal
budget; utilization of contingency; or additional budget approval beyond contingency.

Observation:
MOFT does not have a good system to track PSIPs. It is difficult to crosscheck or verify information related to a
project from records within the MoFT. In many cases, the ministry had to rely upon the information submitted
by the agencies for budget approvals.

Recommendation:
Project System module in PAS can be used more effectively for record updation. If required, additional
functionality can be added to enable project tracking and management.
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Observation:
Most agencies did no submit recurrent expenditure estimates of capital projects although a separate automated
form had been provided for preparing these estimates.

Recommendation:


Capacity Building: Gaps seen in the current budget cycle are most likely due to a lack of
understanding/appreciation of the format. In many cases, the staff may not be aware of basic
requirements of preparing expenditure estimates of capital projects. Training and capacity building of the
staff concerned should be carried out in phases throughout the year so that the expenditure and time
estimates are more detailed and realistic in the next year.



If it is felt that details have not been provided in some cases because of lack of accountability, then
adequate safeguards/arrangements should be incorporated to ensure accountability within the agency
and to discourage submission of casual estimates.



The budget form can be simplified, with lesser details, for better understanding and compliance.

Observation:
Steering Committees were not formed by some agencies. In some other cases, when the Steering Committees
were formed, they did not meet to discuss programs. It was observed that there was duplication in activities
among sectors. This was probably due to lack of communication and coordination among agencies for
programs. Such instances could have been avoided had the steering committees been institutionalized and met
to discuss proposals before their submission to MoFT.

Recommendation:
Program budgeting procedure needs to be strengthened by improving coordination among agencies through
steering committees; and capacity building of agencies in program budgeting.

Observation:
Budget ceilings are not being specified by MoFT in the budget call. As a consequence, budget estimates
submitted by the agencies can be quite high. MoFT then specifies ceilings and advised them to resubmit
estimates accordingly. After the resubmission, MoFT may further reduce them. The whole exercise is done
within a stringent time constraint and with limited consultation that can cause unrealistic budget allocations.

Recommendation:
Budget Ceilings should be prepared and conveyed to agencies in advance. That would save time in finalization
of estimates.

PwC

Page 426 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives


 

































PwC






Page 427 of 449

Draft Final Report ADB Supported Institutional Strengthening for Economic Management
Government of Maldives

Annexure.5 Cash flow projections
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1 Designing an approach to
improve cash management
1.1 Executive Summary
This report proposes specific measures to improve cash management in Government of Maldives
based on the review of procedures currently adopted for the same. It also includes an assessment on
the current status of implementation of the various modules under the Public Accounting System
(PAS), which was envisaged contain all information required to generate robust cash projections for
the government.

1.2 Public Accounting System (PAS)
SAP based PAS has, so far, not been able to perform the functions for which it was adopted primarily
due to lack of capacity in the Ministry of Finance and Treasury (MOFT), There remains a mismatch
between the skill requirement for implementing a SAP based system and the local availability of
resources. The absence of a comprehensive manual which explains the overall system and describes
the capabilities and usages of each module has only compounded the situation.
Different modules of the system are still being rolled out in phases. The implementation for all
modules has been slow in the Ministry and from the baseline established two years ago there has been
only modest overall progress. At present, the system only contains data on current payments and does
not have any information on forward commitments, resulting in its inability to create cash forecasts or
projections.

1.3 Improving Cash Management
Measures proposed to improve cash management in GOM mainly involve constituting a Cash
Management Committee and setting up of a Cash Management Group.
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Cash Management Committee (CMC): Under the direction of the Financial Controller, a Cash
Management Committee should be constituted which would be responsible for reviewing the cash
inflows and outflows, investment of surplus resources, borrowing requirements if any, and overall
cash position on a monthly basis.
Cash Management Group (CMG): The CMG should be located within the Treasury and Public
Accounts Division (TPAD), MOFT and should consist of, amongst others, officials managing the
General Ledger and Funds Management modules of PAS. The primary responsibility of this Group
would be to collate required data on a timely basis from the various stakeholders in order to generate
cash flow forecasts. It should also monitor and record the variance between the actual and forecasted
figures and investigate into the reasons for these variances.

1.4 Public Accounting System
Copies of the user manuals for PAS were requested under this assignment, however it appears that
there is no comprehensive manual which explains the overall system and describes the capabilities
and usages of each module available. We have received copies of the technical manual for several of
the modules, but these are not helpful in understanding the modules’ capabilities. We have therefore
no comment on the user manuals.
The Public Accounting System (PAS) is SAP based. The implementation for all of the modules has
been slow in the Ministry and from the baseline established two years ago (see 0) there has been only
modest overall progress. The Accounts Payable (AP), the General Ledger (GL), Human Resources
(HR), and Funds Management (FM) modules appear to be rolled out and used in more limited ways,
but most of the modules have not been rolled out, or are little used including Accounts Receivable
(AR), Asset Management (AM), Business Intelligence (BI), Cost Center (CC), Budget Preparation and
Simulation (BPS) and Materials Management (MM). We do note that the World Bank has sponsored
an important SAP initiative which will create an up to date assessment of the entire PAS system and
will suggest a way forward. This of course does not help the cash forecasting effort immediately.
The current system does function in processing payments, and preparing financial statements (AP,
HR, FM, GL). Since the system does not record forward commitments, only current payments are
known and cash forecasting or projections cannot be created. There will be a rollout of a Revenue
Management module during spring and summer of 2011 and the ability of this module to be fully
implemented should be followed. Overall, the situation noted in previous reports on the financial
management of the government (see 0) has shown little improvement. Until commitments and
payables can be recorded, the only option for cash planners on the expenditure section is to estimate
using smoothed or historical data. The larger problem continues to be in the expenditure area and
cash planners will still face a lack of realistic future estimates. In fact, if the PAS system were fully
implemented and operational, cash management and cash forecasting could be done easily and with a
fairly high degree of accuracy. The failure to fully implement PAS is one of the major stumbling blocks
to improvement in the financial reporting of Government of Maldives (GOM).
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1.5 Designing an Approach to Improve Cash
Management
Cash management is an effort to have the right amount of money at the right time to meet the
government’s obligations. Cash management and planning focuses on the efficient use of cash and
reduces the cost of borrowing to finance the government. As it is refined in use, it provides a useful
management tool to highlight overspending and allow planning for expenditure reduction or
deferment. The goal of more efficient cash usage is reached by having:


more accurate and timely reporting of concurrent cash flows



creating monthly and annual projections of cash flows and balances and



integration of cash and debt management

Any approach or methodology must answer three questions:


Where is this function to be located in the government?



How shall this effort be organized and who will do this function?



What are the mechanics of the effort – information gathering, recording, monitoring?

These issues have been addressed in order below.

1.6 Location
In the Maldives, until April of 2011, the rough forecast of very short term flows, basically a monthly
exercise had been located in the Maldives Monetary Authority (see Error! Reference source not
ound.). There was no attempt to create a forward calendar or forecast more than a month ahead of
time. There were few if any seasonal adjustments to income or expenditure streams although some of
these streams do exhibit seasonality. The net result of this exercise was to determine the amount to be
borrowed in the domestic market for each week of the month.
The location of this effort was changed in late April 2011. Future cash management and forecasting
was shifted to the Ministry of Finance and Treasury (MOFT), which is the recommended location for
this function. This is desirable not only because the MOFT has at hand all of the revenue and
expenditure information in detail to create a good cash forecast estimate but also because it is the
natural location of an integrated Debt Management Unit (DMU) which brings together a front, middle
and back office for debt management.

1.7 Organization and Personnel
Under the direction of the Financial Controller, there should be established a cash management
committee which would be responsible for reviewing the cash inflows and outflows, investment of
surplus resources, borrowing requirements if any, and overall cash position on a monthly basis. It
should report quarterly to the Minister of Finance. It should be composed of the following officers
with these related responsibilities:
1. Treasury and Public Accounts Division Representative
Responsibilities:
a)
Prepare and maintain monthly cash flow model
b)
From PAS to give all budget inflow and outflow figures required
c)
Monitor and report on variances from forecast and develop corrective mechanisms
2. Maldives Inland Revenue Authority Representative
Responsibilities:
a)
PwC
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b)

To provide explanations on variances and develop seasonal adjustments for appropriate
revenue streams (primarily tourism related)

3. National Budget Division Representative
Responsibilities:
a.
Provide budget forecasts for loans, capital projects, and investment projects

Explain variances and revise forecast
4. External Resources Management Division Representative
Responsibilities:
a.



Give forecasts for grants and loans
Give forecasts on coupon payments of debt and amortization on debt
Explain variances and revise forecasts if necessary.

As this transition to a more structured approach occurs within the Ministry, the operation of the cash
needs and forecast information sheet for weekly integration of the government’s borrowing needs with
the level in the Public Bank Account (PBA) should be assigned to a person in Treasury and Public
Accounting Division (TPAD) to both operate and develop the forecasting effort. This person would be
part of a Cash Management Group (CMG) within TPAD. This person should be familiar with the
general ledger and payment processes of the public account division. This person can identify and
outline the accounts that must be monitored and estimated to provide the major expenditure and
revenue flows. This person should also be able to work with Maldives Inland Revenue Authority
(MIRA), External Resource Management Division (ERMD), Public Enterprise Monitoring and
Evaluation Board (PEMEB), and other government organizations in gathering information on a timely
basis and to put this data into a cash flow planning system to generate an annual cash flow forecast.
Other duties of the CMG would be to analyze data to identify patterns of seasonality or trends in order
to improve the forecasting. They would input the data used in developing annual forecasts, as well as
monitoring bank balances and prepare reports for management purposes.
This Group has another very important duty in monitoring and recording the actual versus forecast
figures by source and attempting to understand and explain the variances. Unexpected flows, heavy
seasonal or monthly patterns, and sudden macroeconomic changes could cause deviations, but the
attempt to understand them is very important to correcting and improving future forecasts.
The project has developed sample annual and monthly forecasts which are included at the end of the
text. Further refinement in the accounts used may be necessary. As we consider staffing, it would be
natural to include the funds management specialist and the general ledger specialist as the key
operators of the forecast assisted by support staff as needed. It appears that the outline of the forecast
chart that has just been created by TPAD is similar to the one we are recommending for consideration
and improvement of the process.
The Cash Management Group is responsible for accumulating data from the following areas of the
government to prepare the forecast:


Domestic and foreign debt servicing estimates would be based on the Commonwealth
Secretariat database of the External Resources Management Division.



Estimates for grants will be prepared by ERMD after a canvass of foreign donors.



Estimates for project loans and other loans would be prepared by the National Budget Office.



Estimates for Public Sector Investment Projects (PSIPs) will be made by the National Budget
Office.



Estimates for recurrent expenditures would be based on monthly historical patterns.



MIRA will prepare estimates of revenue inflows for tax and non-tax was heavily utilized to
prepare our sample forecast charts).
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PEMEB should provide an annual schedule of dividends to be paid by SOE’s. It is mandatory
that all dividends be announced 30 days before payment and that notice of payment sent to
PEMEB not later than 10 days before the specified payment date.

During investigations in each of these estimate areas, it was found that only a few of these entities
were able to provide fairly accurate data. MIRA appeared to be an exception since they had a monthly
and annual forecast model already in place. Forecasts on grants and loan inflows were mentioned as
problems in data collection. There appeared to be no operating system for recording and planning for
capital expenditure flows and this is a major problem. Dividends from SOE’s appear very problematic.
While there is a schedule for SOE dividend payments, it is not adhered to. Dividends are sometimes
announced and paid the next day. It also appears that dividends can suddenly appear when the
government wishes to reduce borrowings. Hence, a 30 day announcement period prior to payment
has been recommended.
Another problem preventing better data collection is the low level of implementation of PAS. As noted
previously, only a portion of the system is operational and fully utilized. While certain modules have
been rolled out in Male’ (Accounts Payable, Fund Management, General Ledger, and HR), the others
are very little used. PAS appears to perform basic functions like payment of the government’s bills
including salaries, payment control against budget, and preparing financial statements. Some
budgetary transactions are not covered by PAS. It is not the brief of this project to analyze the
condition of PAS, but it is clear that much of the work required in developing cash forecasts could be
accomplished by a fully implemented and operational system.
In our comments above, we recommended the formation of a Debt Management Unit in the Ministry
of Finance. The actual work of collecting and analyzing data on cash flows and developing better
forecasts would be done by a Cash Management Group. While the formation of a Debt Management
Unit is a longer term goal, the initial cash management effort in the MOF will be carried out in TPAD
immediately. The cash forecast is part of a larger effort to integrate debt issuance and cash
management so that the decision to issue debt is taken in the context of the government’s overall cash
flows. More accurate forecasting will enable revenue and expenditure patterns to be better calculated
so that the DMU will have the information to formulate a better long term debt program. As we see
here, the government’s efforts are structured around meeting the weekly budget deficit and funding
debt rollovers.
One sign of improved cash forecasting and better debt management by the GOM would be the
creation and dissemination of a schedule of government financing for the next 6 or 12 months. After
the forecast model has operated for several months and a better feel for variances is noted, a future
debt offering schedule or forward calendar could be created. This gives the market confidence in the
financing pattern and the market recognizes that there is better planning in the debt issuance process
and better transparency. The goal is to increase confidence in the domestic government debt market.
Sample weekly, monthly and annual forecast formats for the cash management group using standard
accounts from the chart of accounts as prepared by MIRA have been given in Table 120. Table 121 is
the suggested format for monthly data. And Table 122 is the format for data entry in weekly frequency
conducive to analysis.
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Table 120: MIRA format for Estimates of Revenue Inflows for Tax and Non-Tax
Annual
Budget

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Opening Balance
Inflows
Taxes
Import Duty
Tourism Tax
GST
Banks' Profit Tax
Airport Tax
Land Sale Tax
Business Profit Tax
Fees and Charges
Vehicle Annual Fees
Vessel Annual Fees
Business Permit Fees
Revenue Stamp
Royalty
Airport Landing Charges
Work Permit
Telecom Licence Fee
Expatriate Visa Charges (Work Visa)
Permit Charges
Service Charge on loans
Charges on government services
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Annual
Budget

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Examination fee
Sale of Printed material
Passport and Emergency Certificate
Fines and Penalties
Dividends for SOE's
STO
MIFCO
MMA
MPA
MACL
MPL
NSANDHURA
DHIRAAGU
BML
MTCC
MIC
MWSC
IAS
BCMW
HDC
HDFC
MTDC
MNSL
TCL
MNBC
Rents
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Annual
Budget

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Government Building Rent
Resorts Lease Rent
Resorts Lease Period Extension
Land Rents
Inhabited Island Lease Rent
ZAKAT
OTHERS
Sale of Capital Assets
Loan Agreements
Fund Accounts
GRANTS (Foreign Cash)
Budget Support Loan
Privatization
Project Grants
Project Loans
Outflows
Payroll - including Benefits
Travel Expenses
Supplies
Operational Services
Supplies
Training
Repairs and Maintenance
Interest Payments
Grants Contribution
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Annual
Budget

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Payment against Losses
Total Recurrent
Development Projects
Capital Equipment and Construction
Total Capital Expenditure
Investment Outlays
Debt Amortization
Loans Outlay
Debt Maturity
Total
Net Cash Requirements
Closing Balance

Table 121: Monthly Format Suggested

Previous Month Forecast

Current Month Forecast

Opening Balance
Inflows
Taxes
Import Duty
Tourism Tax
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Previous Month Forecast

Current Month Forecast

GST
Banks' Profit Tax
Airport Tax
Land Sale Tax
Business Profit Tax
Fees and Charges
Vehicle Annual Fees
Vessel Annual Fees
Business Permit Fees
Revenue Stamp
Royalty
Airport Landing Charges
Work Permit
Telecom Licence Fee
Expatriate Visa Charges (Work Visa)
Permit Charges
Service Charge on loans
Charges on government services
Examination fee
Sale of Printed material
Passport and Emergency Certificate
Fines and Penalties
Dividends for SOE's
STO
MIFCO
MMA
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Previous Month Forecast

Current Month Forecast

MPA
MACL
MPL
NSANDHURA
DHIRAAGU
BML
MTCC
MIC
MWSC
IAS
BCMW
HDC
HDFC
MTDC
MNSL
TCL
MNBC
Rents
Government Building Rent
Resorts Lease Rent
Resorts Lease Period Extension
Land Rents
Inhabited Island Lease Rent
ZAKAT
OTHERS
Sale of Capital Assets
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Previous Month Forecast

Current Month Forecast

Loan Agreements
Fund Accounts
GRANTS (Foreign Cash)
Budget Support Loan
Privatization
Project Grants
Project Loans
Outflows
Payroll - including Benefits
Travel Expenses
Supplies
Operational Services
Supplies
Training
Repairs and Maintenance
Interest Payments
Grants Contribution
Payment against Losses
Total Recurrent
Development Projects
Capital Equipment and Construction
Total Capital Expenditure
Investment Outlays
Debt Amortization
Loans Outlay
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Previous Month Forecast

Current Month Forecast

Debt Maturity
Total
Net Cash Requirements
Closing Balance

Table 122: Weekly Format for Analysis

Previous
Week
Forecast

Previous
Week
Actuals

Forecast
Error

Percentage
Forecast
Error

Forecast for
Present
Week

Comments and Possible
Explanation for Error

Opening Balance
Inflows
Taxes
Import Duty
Tourism Tax
GST
Banks' Profit Tax
Airport Tax
Land Sale Tax
Business Profit Tax
Fees and Charges
Vehicle Annual Fees
Vessel Annual Fees
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Previous
Week
Forecast

Previous
Week
Actuals

Forecast
Error

Percentage
Forecast
Error

Forecast for
Present
Week

Comments and Possible
Explanation for Error

Business Permit Fees
Revenue Stamp
Royalty
Airport Landing Charges
Work Permit
Telecom Licence Fee
Expatriate Visa Charges (Work Visa)
Permit Charges
Service Charge on loans
Charges on government services
Examination fee
Sale of Printed material
Passport and Emergency Certificate
Fines and Penalties
Dividends for SOE's
STO
MIFCO
MMA
MPA
MACL
MPL
NSANDHURA
DHIRAAGU
BML
MTCC
MIC
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Previous
Week
Forecast

Previous
Week
Actuals

Forecast
Error

Percentage
Forecast
Error

Forecast for
Present
Week

Comments and Possible
Explanation for Error

MWSC
IAS
BCMW
HDC
HDFC
MTDC
MNSL
TCL
MNBC
Rents
Government Building Rent
Resorts Lease Rent
Resorts Lease Period Extension
Land Rents
Inhabited Island Lease Rent
ZAKAT
OTHERS
Sale of Capital Assets
Loan Agreements
Fund Accounts
GRANTS (Foreign Cash)
Budget Support Loan
Privatization
Project Grants
Project Loans
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Previous
Week
Forecast

Previous
Week
Actuals

Forecast
Error

Percentage
Forecast
Error

Forecast for
Present
Week

Comments and Possible
Explanation for Error

Outflows
Payroll - including Benefits
Travel Expenses
Supplies
Operational Services
Supplies
Training
Repairs and Maintenance
Interest Payments
Grants Contribution
Payment against Losses
Total Recurrent
Development Projects
Capital Equipment and Construction
Total Capital Expenditure
Investment Outlays
Debt Amortization
Loans Outlay
Debt Maturity
Total
Net Cash Requirements
Closing Balance
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1.8 Other Issues in Forecasting:
In preparing the weekly and monthly forecasts the Cash Management Group should also be charting
and analyzing variances in its forecasts. An understanding of the reason for observed variances in
forecasting leads to better forecasts. The process takes time and repetition, but patterns will become
clearer. We include this recording of forecast errors in our weekly sample chart. There are other
adjustments that should be made for example seasonality in tourism related revenue. MIRA presently
adjusts for high and low season (April-September) with a percentage adjustment on the tourism
related revenues. There may be other seasonality present in the various revenue and expenditure
streams. These will become apparent through analyzing the data through time. The smoothing
techniques currently used should also be re-examined. Length of the historical periods should be
checked to ensure that they are adequate to capture trends in the data. Another important issue is that
on the expenditure side, particularly longer term capital and investment projects as well as scheduled
purchases of big ticket items, the PAS system at the current level of implementation will provide little
helpful data on future expenditure. The best that may done, in the meantime, would be a smoothing of
recent historical data.

1.9 Recommendations
Recommendations made in this report have been summarized below:
1.

Form a Cash Management Committee of representatives from MIRA, National Budget Office,
External Resources Management Division, and TPAD to determine and review cash
forecasting efforts and the process itself.

2. Begin the operation of the Cash Management Group within TPAD consisting of the officials
managing the General Ledger and Fund Management module and other support staff, as
needed. The group should submit its reports to the Financial Controller.
3. Begin making weekly and monthly forecasts using the format suggested in this report.
Attempt to create an annual forecast. As results come in, record and analyze the variances and
use them to understand and improve forecasts.
4. Post a forward calendar of government offerings to give the markets more confidence in the
process.
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Appendix A: Excerpts from
Maldives: Public Financial
Management—Performance Report
(IMF Nov 2009)
Excerpt 1: Page 37
PI-17. Recording and management of cash balances, debt, and guarantees
85.
Cash monitoring is expected to improve substantially once the new PAS has been
fully rolled out. The PAS will route all payments to the treasury and effectuate payment from a
central payment account. PAS implementation is expected to coincide with bringing remaining MDA
and atoll accounts gradually under treasury control and integrating them into a TSA structure. A first
step in activating the PAS was taken on May 1, 2009. It has effectively integrated all budget accounts
into the TSA. Advances to atolls are also being better controlled to some extent as they are now being
provided on a monthly basis. The centralization of payments since December this year of Male MDA
spending has made it impossible for departments to further transfer liquidity from their budget
accounts to their expenditure accounts (where they could be kept idle in the past).
Excerpt 2: Page 42
PI–20. Effectiveness of internal controls for non salary expenditure
106. The GoM is currently rolling out its computerized PAS. Transaction processing at the
treasury using the central payments and general ledger modules commenced in May 2009. The
system will be rolled out on a phased basis, beginning with MOFT. The system has built-in internal
controls including a commitment control module and as a result of this, we would expect to see a
measurable increase in this indicator after 2010.
Excerpt 3: Page 52
IV. GOVERNMENT REFORM PROCESS
140.
The PAS project will have a substantial impact on PFM system and will lead—if
implemented successfully—to improvement of a significant number of indicators and
subindicators in this assessment. The box below provides an overview of the main components
of the PAS system and the planned roll out over MDAs and atoll-based offices and government
entities. Concretely, improvement can be foreseen in the following areas: arrears monitoring (PI-4),
classification of the budget (PI-5), predictability in the availability of funds for commitment of
expenditure (PI-16), recording and management of cash balances, debt and guarantees (PI-16),
effectiveness of payroll controls (PI-17), effectiveness of internal control on nonsalary expenditure (PI20), and the accounting, recording, and reporting indicators (PI-22-25). It will also support the work
of external and if established the internal audit function (PI-26-28), and PI-21. Such improvements of
course do not necessarily lead to one-on-one changes in the respective indicator ratings.
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Box 1: The PAS Project
The PAS project is expected to lead to the development of a modern public accounting
and financial management information system that will automate virtually all aspects
of the accounting and budget management functionality of government. Such a system
will enhance considerably the quality and timeliness of fiscal reporting in the Maldives, aligning it
with international standards, and, more broadly, support and make more efficient both budget
preparation, expenditure management and control processes. It will also enhance cash management
by centralizing the more than 2,000 government bank accounts in a TSA structure at the MMA. A
MTEF, performance budgeting, and accrual accounting are reforms that could be supported by the
PAS system in the medium to long term.
The PAS design encompasses all the elements of a modern government IFMIS. The
primary components are a general ledger, reporting, payments and banking systems, accounts
payable, and budget funds availability checking. Secondary modules include budget formulation,
assets register, accounts receivable, payroll, and project management.
Project implementation has run into some delays, but is now largely back on track. A
series of problems arose early in the project on personnel issues and the delivery of hardware.
Recently the project was temporarilyput on hold following the sudden decision of the new government
to use the government PAS team to run the centralised payments processing decided on in November
2008. However, on May 1, 2009, the project team andconsultants decided that the system could “go
live” with respect to general ledger and payment processing for Male-based MDAs. Presently, the
overall project is about eight months behind planned milestones, but the plan is still to reach
completion of roll-out of all primary components for all Male agencies and some pilot atoll agencies by
end-2009. From that point, the overall project will be taken over by a MOFT-led government team.
141.
Under the new automated PAS payment invoice and due dates will be recorded
and arrears will be monitored and reported on centrally. Importantly, the new PAS will
introduce centralized commitment controls. This will make contracting without budget authorization
impossible. This in turn will make the development of payment arrears less likely even under tight
liquidity conditions. Presently expenditure control relies on decentralized controls at the MDA level,
and on budget release approval policies of the budget office for a number of discretionary spending
categories.
142.
Budget release policy is planned to become more transparent and predictable
under the new PAS. A quarterly disbursement of budget authorization has been discussed at the
technical level. Creation of more expenditure planning certainty will only be possible with enhanced
cash planning and management, as the budget can only be released if there is reasonable certainty on
cash availability. Budget and cash releases are often discussed within ministries of finance by a joint
committee of the budget office and treasury. As the full roll-out of the PAS will take some time it
would be expedient for MOFT to already start upgrading its capacities in cash planning and
management.
143.
Cash monitoring is also expected to improve substantially once the new PAS has
been fully rolled out. The PAS will route all payments to the treasury and effectuate payment from
a central payment account. PAS implementation is expected to coincide with bringing remaining MDA
and atoll accounts gradually under treasury control. Advances to atolls are already being better
controlled to some extent as they are now being provided on a monthly basis. The centralization of
payments since December this year of Male MDA spending has made it impossible for departments to
further transfer liquidity from their budget accounts to their expenditure accounts, where they could
be kept idle in the past.
144.
New tax administration and customs legislation is to strengthen and provide
more safeguards to the tax administration processes; this should improve the score on
tax related indicators. The new tax administration law is to establish an independent revenue
authority, with a more effective organizational structure. Its powers would be enhanced, especially
with regard to taxpayer audit and the possibility of imposing fines. The law would also establish a
formal, independent appeals tribunal. The new law has been submitted to the People’s Majlis, but it is
uncertain when it will be enacted. Similarly, a new customs law has been submitted to parliament. Its
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main goal is to bring customs valuation and clearance procedures up to international standards and
treaty obligations. It will also establish an independent customs tribunal. The new legislation will
increase the powers of customs and inland revenue to perform audits on tax payers’ premises and
inspect their accounts and financial statements. The planned new tax and customs legislation would
improve PI-13 on transparency on tax payer obligations, PI-14 on effectiveness of tax payer
registration and assessment, and PI-15 on effectiveness of tax collection.
145.
A WB IDF grant supports the efforts of the GoM to evaluate its existing
procurement arrangements and develop and implement an action plan for the
modernization and improvement of a sustainable country procurement system. The
overall activities under the grant are:


Regulatory and Institutional Reform;



Capacity Development;



Public Awareness; and



Preparatory Work for Introduction of e-Procurement.

146. The purpose of the procurement reform process will be to build upon the existing
national system and structures to develop a procurement system which is consistent
with international best practice and which would enable donors to rely on the country
procurement system. Such a system must be based on the achievement of economy and efficiency
in procurement, guaranteeing the transparency and fairness of the process leading to improved
competition. In particular, such a system must also provide for clear lines of responsibility and
accountability in a system which demonstrates a high degree of integrity where bidders are able to
seek rapid and effective redress of any complaints they may have concerning the procurement process.
Successful completion of this project should have substantial impacts on indicator 19.
147. The government is well aware of the potential risks to the PFM reform processes,
and is taking steps to mitigate these risks. Based on previous experiences, the following risks
seem to be particularly important:


Initiation of reforms that have limited support among key stakeholders.



Inadequate staffing of new and modernized functions, or inadequate training of staff to
perform new functions.



Failure to upgrade business processes to benefit from new information systems and
capacities.

148. The government is developing a comprehensive action plan for improvements in
PFM; This action plan will provide a clear prioritization of the necessary actions and a specific
timetable for different steps. The plan will incorporate the ongoing reform processes, mentioned
above. It will build on inputs from the IMF, the WB, the ADB and other development partners and will
identify their possible contributions to the further reforms, but will be based on the government’s own
priorities and objectives.
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The primary purpose of this Draft Final Report is to summarize the tasks undertaken across the various modules
throughout the course of the assignment.
The contents of this report are based on the facts, assumptions and representations stated herein. Our assessment and
opinions are based on the facts and circumstances provided/collected during our meetings with the officials of the Ministry
of Finance and Treasury, Government of Maldives and research from sources in public domain held to be reliable. If any of
these facts, assumptions or representations is not entirely complete or accurate, the conclusions drawn therein could
undergo material change and the incompleteness or inaccuracy could cause us to change our opinions. The assertions and
conclusions are based on the information available at the time of writing this report and PwC will not be responsible to
rework any such assertion or conclusion if new or updated information is made available.
PwC disclaims all liability to any third party who may place reliance on this report and therefore does not assume
responsibility for any loss or damage suffered by any such third party in reliance thereon. This report is provided on the
basis that it is for the use of Finance Department, GoO, and the World Bank only and that it will not be copied or disclosed
to any third party or otherwise quoted or referred to, in whole or in part, without PwC’s prior written consent. Furthermore,
PwC will not be bound to discuss, explain or reply to queries raised by any agency other than the intended recipients of this
report.
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