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I. PROGRAM DESCRIPTION 

1. On 21 March 2016, the Asian Development Bank (ADB) approved a single-tranche 
policy-based grant to the Government of Nauru under the Fiscal Sustainability Reform Program 
(the program).1 The program was designed to support the government’s long-term development 
goal of improving fiscal sustainability. 
 
2. The $3.8 million grant comprises the $2 million ADB grant and $1.8 million equivalent 
Government of Australia cofinancing administered by ADB. The grants were disbursed on 14 
September 2016 and 31 August 2016, respectively as all policy actions had been accomplished. 
 
3. In recent years, Nauru has received substantial unanticipated windfall income following 
the reopening of the Regional Processing Center (RPC) along with a significant increase in 
fisheries revenue and high levels of development assistance. As a result, annual gross domestic 
product (GDP) grew about 17.3% between FY2012 and FY2016, and domestic revenues more 
than quadrupled. Nonetheless, Nauru faces large downside risks which could undo much of this 
progress. 
 
4. The dependence on a narrow set of uncertain revenue streams, which are likely to be 
both finite and subject to short-term volatility gives rise to concerns regarding long-term 
sustainability, quality of public expenditure, and macroeconomic stability. Furthermore, acute 
infrastructure bottlenecks, including Nauru’s inadequate and damaged port facilities and 
unreliable and inefficient power supply, are critical supply-side constraints. 
 

Table 1: Sources of Revenue Uncertainty 
(% of domestic revenuea) 

Item  FY2015  FY2016 (e) Issues 

Fishing license fees 28.0 31.8 Short-term volatility, uncertain sustainability 

RPC-related payments 17.3 125.6 Short life span, risk of sudden cessation 

Customs and excise duties 17.4 15.2 Sensitive to level of RPC activity  

Employment and services tax 5.2 10.7 Most taxpayers are linked to RPC 

Phosphate royalties and 
dividends 

9.1 0.0 Short-term volatility, finite reserves 

(e) = estimate, FY = fiscal year, RPC = Regional Processing Center. 
a Net of fuel sales and reimbursable RPC-related costs. 
Sources: Government of Nauru budget documents (various years) and ADB staff estimates and assessment. 

 
5. The program built on earlier reforms, supported by ADB and other development partners, 
to improve public financial management and the performance of state-owned enterprises, and to 
establish the Nauru Intergenerational Trust Fund (NTF) to save unexpected gains or windfalls in 
public revenue. 
 
6. The program focused on three outputs. Output 1 aimed to improve public financial 
management. This included efforts to operationalize the Financial Management Information 
System (FMIS), develop aggregate revenue and expenditure projections, and implement the 
Employment and Services Tax bill. Output 2 aimed to deepen reforms at the Nauru Utilities 
Corporation (NUC) through the development of a strategic plan and strategic maintenance plan 

                                                
1  ADB. 2016. Report and Recommendations of the President to the Board of Directors: Proposed Policy-Based 

Grant Nauru: Fiscal Sustainability Reform Program. Manila. 
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for NUC. Output 3 aimed to improve the funding mechanism for future service delivery, by 
establishing the NTF and ensuring its initial capitalization by the government. 
 

II. EVALUATION OF DESIGN AND IMPLEMENTATION 

A. Relevance of Design and Formulation 

7. The program design was discussed extensively with the government and was fully 
aligned with the government’s priorities. At the time of project preparation, the government was 
focused on fiscal responsibility, enhancing services, and generating multiple sources of revenue 
as defined in the Nauru National Sustainable Development Strategy, 2005–2025.2 The program 
delivered three short-term priorities identified in the strategy (i) establish a new national trust 
fund, (ii) provide a reliable supply of power, and (iii) provide a reliable supply of clean water.  
 
8. The program was aligned to the government’s medium-term agenda on financial 
management reform. Improved financial management and budgetary control is one of the 
cornerstones of the government and reforms continue to enhance transparency and 
strengthening accountability. 

 
9. The policy matrix supported the government’s policy agenda and was supported by all of 
Nauru’s major development partners, including the Government of Australia. The policy actions 
were part of an ongoing reform agenda and policy dialogue between the government and its 
development partners, including ADB. The program’s high relevance is reflected in the 
government’s adoption of its public financial management (PFM) reform agenda and in the 
support received from other development partners, notably the Government of Australia.  
 
10. The program was consistent with ADB’s Interim Pacific Approach, 2015 and country 
operations business plan, 2016–2018 for Nauru that emphasized the importance of public 
sector management and energy reform. In designing the program, there was also close 
collaboration with the Government of Australia, which is Nauru’s largest development partner 
and provides complementary support in the areas of program focus. 
 
11. The program built on ADB’s 2012 Public Financial Management Reform Program, which 
successfully implemented the FMIS; established a new public procurement system; adopted a 
new tax policy framework; and supported reforms to improve corporate governance and 
economic performance in selected state-owned enterprises, including NUC.3

 Currently, ADB 
project assistance is providing new, more efficient power generators for NUC and supporting 
institutional strengthening and tariff reform through technical assistance (TA).4  Future ADB 
project assistance will focus on developing a new, more resilient, and higher capacity port. ADB 
activities have been closely coordinated with Nauru’s other key development partners, notably 
the Pacific Financial Technical Assistance Centre and the Government of Australia. The latter 
also provides support to improve the delivery of social services, a vital complement to the 
program. 

                                                
2 The strategy was updated in 2009. 
3 ADB. 2012. Report and Recommendation of the President to the Board of Directors: Public Financial 

Management Reform Program. Manila. 
4 ADB. 2014 and 2015. Quarterly Summary Report on Approved (A) Project Preparatory Technical Assistance Not 

Exceeding $1,500,000; (B) Technical Assistance Projects Not Exceeding $225,000; and (C) Technical Assistance 
Cluster Subprojects (April–June 2014). Manila (TA 8631), (D) NAU: Electricity Supply Security and Sustainability 
Project (G414/424/443). Manila.  
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12. The program sought to incorporate lessons from ADB’s experience with policy-based 
lending in the Pacific, including (i) ensuring reforms are politically as well as technically feasible, 
(ii) avoiding complexity and excessive use of conditionality, (iii) responding to reform 
opportunities, and (iv) combining technical assistance (TA) with policy-based operations for 
complex and politically sensitive reforms. 
 
B. Program Outputs 

13. The program outputs were (i) improved public financial management, (ii) efficient service 
delivery by the NUC, and (iii) an improved funding mechanism for future service delivery. These 
outputs were expected to improve the government’s fiscal sustainability. The required policy 
actions to deliver these outputs are in Appendix 2. 
 
14. Output 1: Improved public financial management. In 2011, the government adopted 
a PFM Action Plan, based on its 2010 Public Expenditure and Financial Accountability (PEFA)5 
assessment, to guide its reform efforts.6 Although there has been progress on this front, many 
challenges remain that could potentially undermine the government’s fiscal position, such as 
ineffective expenditure controls and an inefficient revenue system. 
 
15. The program sought to strengthen expenditure controls, improve cash management 
practices, and mobilize domestic revenue by (i) operationalizing accounts receivable, accounts 
payable, fixed assets, and bank reconciliation functions of FMIS, (ii) preparing aggregate 
revenue and expenditure projections, and (iii) implementing the Employment and Services Tax 
bill. 
 
16. Operationalizing accounts receivable, accounts payable, fixed assets, and bank 
reconciliation functions of the financial management system. Accounts payable and bank 
reconciliation functions of the FMIS were made fully functional in October 2015 and March 2016, 
respectively. This enabled the government to minimize arrears in recurring spending and 
advance accounts, and improve the timeliness and completion of financial statements. Quarterly 
financial progress reports were produced and submitted to the Finance Minister from November 
2015. This improved financial reporting with a transparent presentation of the government’s 
commitments, and minimized extra budgetary expenditure. Weekly in-year budget reports that 
include cash flow budget statements are available to all ministries, which helps manage 
expenditure and improve cash flow forecasting and monitoring.  
 
17. The operationalization of the FMIS has successfully produced a balance sheet that has 
been used to produce the first financial statement of the government since 1995. This was 
presented to Parliament in May 2017 and is a promising improvement in Nauru’s financial 
transparency.  
 
18. Preparation of aggregate revenue and expenditure projections. Aggregate revenue 
and expenditure projections for FY2016–FY2018 were prepared in November 2015. These 
allow the government to improve the annual budget process and prepare multiyear budget 
forecasts that are linked to sector and infrastructure investment strategies. The projections have 
been incorporated in the budget process and were used for budget discussions in May 2017. 

                                                
5  ADB. 2011. Nauru: Public Financial Management Performance Report. Consultant’s report. Manila. 
6  ADB. 2010. Nauru: Public Expenditure and Financial Accountability Assessment. Manila. 
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The government intends to continue using aggregate revenue and expenditure projections 
annually when preparing budget estimates. 
 
19. Implementation of the Employment and Services Tax Bill. The Nonresident 
Employment and Services Tax Bill came into force in September 2014. Between September 
2014 and June 2015, the tax generated A$6.6 million in revenue and A$12.6 million in FY2016. 
The strong revenue is driven by activities surrounding the RPC, although this has since scaled 
down, resulting in expected revenue of A$9.4 million for FY2017.  
 
20. Output 2: Efficient service delivery by the Nauru Utilities Corporation. The program 
required the deepening of reforms at NUC through the development and adoption of a 
(i) strategic plan and (ii) strategic maintenance plan for NUC assets.  
 
21. Subsidized power provision is a major fiscal burden. Moreover, the power supply was 
unreliable and the system efficiency was low due to weak management and the use of outdated 
and inefficient diesel generators. The program addressed this situation to reduce fiscal costs, 
strengthen the enabling environment for private sector development and government operations, 
and improve the delivery of basic services to households. Prior reforms helped to improve 
service delivery, and power outages which became less frequent and generally scheduled. 
These reforms were implemented by extending the performance-based management system, 
strengthening financial management, and ensuring adequate asset maintenance. 
 
22. The NUC strategic plan was developed and the following were implemented to further 
commercialize operations (i) a performance-based management system was applied to all 
employees, linking employee performance to the achievement of the NUC business strategy, 
(ii) Mind Your Own Business financial accounting software captured all transactions to ensure 
timely and credible management reporting, and (iii) a short-term program was adopted for asset 
rehabilitation to upgrade the high-voltage power network. 
 
23. The strategic maintenance plan for NUC assets was implemented to maintain and 
upgrade NUC’s power distribution network, metering equipment, and water production and 
delivery. The asset maintenance plan has improved financial and operational efficiency and is 
vital to NUC as it undertakes new capital investment, through an ADB project grant, to install 
additional, more efficient diesel generators.7 With this financial information and costing for asset 
maintenance, an informed approach to planned tariff reform has been developed for the 
government. 
 
24. Output 3: Improved funding mechanism for future service delivery. The program 
supported the establishment of the Nauru Intergenerational Trust Fund (NTF) as a mechanism 
for saving windfall revenues. The NTF was established through the signing of a memorandum of 
understanding between the governments of Nauru and Australia. The purpose of the NTF is to 
build up a sufficient corpus—through financial contributions and a long-term investment 
strategy—that can provide a future stream of public revenue to support investment in education, 
health, the environment, and public infrastructure. There is a buildup phase, currently set at 20 
years, before the NTF enters a distribution phase. Specific frameworks under the NTF 
agreement govern government contributions during the buildup phase and maximum NTF 
distributions during the distribution phase. Government contributions will be based on realized 

                                                
7 An ADB project grant, with cofinancing from the European Union and the Government of Australia, will finance two 

fuel-efficient generators. ADB. 2015. Additional Financing: Electricity Supply Security and Sustainability Project in 
Nauru. Manila. 
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domestic revenues in the preceding year, with the share contributed rising with revenue levels 
to reflect intergenerational equity principles. Annual distributions from the NTF will be 
determined by the committee, but will be subject to a formula-based maximum amount to help 
preserve the principal value of the fund in perpetuity.  
 
25. The government has demonstrated its commitment by setting aside A$20.4 million as its 
initial contribution to the NTF, including A$5.0 million each in FY2014 and FY2015, and 
A$10.4 million in FY2016. At the time of the review, budget discussions proposed a contribution 
of A$10.2m for FY2017. The Government of Australia has committed A$5.0 million (inclusive of 
A$2.5 million cofinancing for the program) and intends to contribute up to A$2.5 million annually 
thereafter. The A$2.5 million commitment of FY2017–FY2018 has been prepaid in June 2017. 
The Government of Taipei,China has made a contribution to the NTF of A$5.4 million and a 
further contribution of $2 million is expected by 30 April 2018. The total contribution to the NTF 
is A$33.4 million and the government is in discussions with other bilateral partners to become 
contributing members. 
 
C. Program Costs 

26. The government requested a total grant of $3.8 million to help finance the program: $2.0 
million from ADB’s Special Funds resources and $1.8 million equivalent (or A$2.5 million) in 
direct cofinancing from the Government of Australia. The full program amount provided seed 
financing for the NTF. 
 
D. Disbursements 

27. The program was disbursed in two tranches on 31 August 2016 and 14 September 
2016, upon grant effectiveness. ADB transferred the grant proceeds directly into the account of 
the NTF held at a designated custodian bank based in Australia, immediately after the 
government had made its own initial contribution of A$20.4 million to the NTF, which was an 
effectiveness requirement. Disbursements followed ADB’s simplification of disbursement 
procedures and related requirements for policy-based grants.8 
 
E. Program Schedule 

28. The program schedule stipulated an implementation period from June 2014 to June 
2016 and an estimated completion date of 30 June 2016. The required policy actions were 
completed by grant effectiveness on 8 June 2016 and all funds were disbursed by 14 
September 2016. The final conditions of withdrawal were accepted on 19 July 2016. A three-
month extension of the completion date was granted to accommodate this delay. 
 
F. Implementation Arrangements 

29. The implementation arrangements were satisfactory. The Ministry of Finance (MOF), as 
the executing agency, oversaw the timely implementation of the agreed policy actions by the 
implementing agencies, and was responsible for program administration, disbursements, and 
record maintenance. The MOF, through the Departments of Treasury and Revenue, was the 
implementing agency for output 1, and through the Departments of Planning and Aid, and the 
Department of Treasury was the implementing agency for output 3. NUC was the implementing 
agency for output 2. 

                                                
8  ADB. 1998. Simplification of Disbursement Procedures and Related Requirements for Program Loans. Manila. 
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G. Conditions and Covenants 

30. The program used ADB’s policy-based lending modality and was based on the 
20 January 2016 development policy letter and the policy matrix (Appendix 2). All required 
policy actions in the policy matrix were achieved by 30 April 2016.  
 
31. Covenants were well designed, with clear links to the outputs. All covenants under the 
grant agreement were complied with (Appendix 3). No covenants were modified, suspended, or 
waived during the program.  
 
H. Consultant Recruitment and Procurement 

32. The program did not finance the engagement of consultants. 
 
I. Performance of the Recipient and the Executing Agency 

33. The performance of the recipient and the executing agency is rated satisfactory. The 
MOF coordinated effectively with ADB to administer, implement, and monitor the program. The 
MOF carried out the required policy actions. The MOF worked closely with ADB to conduct 
regular performance monitoring and evaluation, including the provision of performance data. 
 
J. Performance of the Asian Development Bank  

34. The performance of ADB is rated satisfactory. ADB staff at the Pacific Liaison and 
Coordination Office in Australia provided ongoing engagement with the government for the 
reform agenda. Technical input was provided by ADB staff of the Urban, Social Development, 
and Public Management Division, outposted to the South Pacific Subregional Office in Fiji. The 
program integrated the government’s wide-ranging reform efforts and various complementary 
assistance activities by ADB and other development partners. ADB staff monitored reform 
progress and the overall country environment closely to ensure all actions were completed. 
 

III. EVALUATION OF PERFORMANCE 

A. Relevance 

35. The program is rated highly relevant. At the time of program preparation, Nauru’s 
domestic revenue had quadrupled, primarily due to the RPC and unexpectedly high fishing 
revenues. As a result, higher government spending further stimulated economic growth and 
reduced outstanding public debt. However, the volatility of these revenue streams presented 
new challenges for effective fiscal management and raised concerns regarding fiscal 
sustainability, stability, and the quality of spending. The improvement in cash management 
practices and tighter expenditure controls ensures that funds are spent as budgeted and public 
spending patterns are stabilized. The program was well supported as it is strongly aligned with 
Nauru’s own strategic policy agenda, particularly the National Sustainable Development 
Strategy. 
 
36. To complement improved Public Financial Management (PFM), a significant portion of 
the windfall revenue has been put aside in a trust fund. The Nauru Intergenerational Trust Fund 
(NTF) was established for this purpose and received initial contributions in 2016 totaling A$33.4 
million for future generations. The government has balanced contributions to the NTF with 
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critical expenditures for Nauru like education, that has increased from A$7.9m in FY2016-
FY2017 to A$8.3 million in FY2017-FY2018. 
 
37. The importance of having appropriate guidelines were considered and implemented 
through a separate TA to ensure the NTF is preserved through clearly defined contribution and 
distribution rules.9 
 
38. Subsidized power provision had become a major fiscal burden due to weak 
management and the use of inefficient diesel generators. Strengthened financial and 
organizational management together with effective asset maintenance have reduced daily 
power outages to an average of one outage every three days from their earlier daily occurrence. 
Subsidies have also declined from A$6.5 million in FY2016-FY2017 to A$1.6 million budgeted 
for FY2017-FY2018. A consistent supply of power is vital for economic and socioeconomic 
development as literacy levels improve and the use of technology becomes more widespread.10 
Government departments and private businesses will benefit through increased productivity by 
automating processes, which will reduce operational costs, thereby reducing the costs passed 
on to the customer. The reforms at NUC have also improved access to clean water, improving 
living standards through better hydration, food production, and sanitation.  
 
B. Effectiveness in Achieving Outcome 

39. The program is rated effective in achieving the outcome of improving Nauru’s fiscal 
sustainability. The performance targets are (i) for the government to contribute at least an 
additional $20.0 million to the NTF by 2018 and (ii) for NUC to recover 50% of its operational 
costs through tariffs by 2018. 
 
40. Since the initial contribution of A$20.4 million, the government has contributed an 
additional A$12.0 million to the NTF from the domestic revenues earned in FY2016. The 
government confirmed in May 2016 a contribution of A$10.2 million to the NTF to be paid in four 
instalments by 30 June 2018 and has budgeted a contribution of A$10.0m for FY2018–FY2019. 
Therefore, by the end of FY2018, the additional contributions to the NTF by the government will 
amount to $24.4 million, exceeding the target of $20.0 million.11 
 
41. There has been a considerable improvement in NUC’s performance. The 
implementation of the strategic and maintenance plans has significantly improved efficiencies 
across the organization. The strategic plan included the implementation of a performance-based 
management system that has improved performance and productivity, but increased operational 
costs due to the reinstatement of performance-based bonus payments. Despite the increased 
cost of operations at NUC, the reforms have allowed it to meet most of these costs through 
increased revenue from tariffs and sales together with efficiency-related savings. As a result, the 
budgetary contribution from the government to NUC has declined by A$4.9 million for FY2018–
FY2019.  

 
42. The government is considering the proposed tariffs by NUC which, if accepted, will cover 
8.5% of operating costs. It is unlikely that NUC will meet the target of recovery of 50% of 

                                                
9    ADB. 2011. TA7183, Nauru Trust Fund. Manila. 
10 Digicel, the only mobile and main internet provider in Nauru plans to implement innovative products for business 

and personal use. Internet connectivity will be further supported by a submarine broadband cable connection, 
reducing reliance on satellite telecommunications systems.  

11  $24.4 million is the US dollar equivalent of A$32.2 million, the total contribution by the government, using the  
exchange rate as of 16 June 2017. 
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operational costs through tariffs by 2018. However, it is important to note that the target was set 
against costs that excluded performance-based bonus payments. 
 
C. Efficiency in Achieving Outcome and Outputs 

43. The program is rated efficient. The program-related reforms were implemented efficiently. 
A three-month extension of the completion date was granted for the government to meet the 
disbursement conditions. All reform actions were delivered in a timely manner and there were 
no significant operational or economic changes. 
 
D. Preliminary Assessment of Sustainability 

44. The program is rated likely sustainable. The government is acutely aware of the 
sustainability challenges due to its reliance on uncertain, finite revenue sources and the need 
for further public management reform. With the NTF securely in place and limited opportunities 
to broaden revenue sources, the government recognizes that effective management of 
expenditures is critical. 
 
45. Economic growth has improved from 2.8% in FY2014-FY2015 to 7.2% in FY2015-
FY2016. This is driven by the gradual restoration of phosphate exports and strong revenues 
from the RPC program, fishing licenses, and employment and services tax. In November 2016, 
the Government of Australia announced a prospective deal to resettle refugees in Nauru under 
its RPC program to the United States. Although many uncertainties remain, the deal could imply 
a major negative shock for Nauru’s economy if it goes ahead. Government revenues are highly 
dependent on direct payments associated with the RPC and indirect payments in the form of 
income taxes on expatriate workers and increased customs duties. FY2016-FY2017 growth is 
expected to drop to 4.3% as RPC activities start to wind down. This will be partly offset by 
continued recovery of phosphate exports and the start of construction on the new seaport facility 
in FY2018-FY2019. Nevertheless, output would likely contract by 4.5%. 
 
46. The efforts to broaden the revenue base through the implementation of the Employment 
and Services Tax for Non-Residents bill generated A$12.6 million in the first full year. However, 
this dropped to A$9.4 million the following year as foreign workers were repatriated to their 
countries upon completion of their contracts and are unlikely to be replaced. The government’s 
budget forecasts this revenue to decline further in FY2018 by at least 50%. Budget 
management through FMIS is expected to strengthen as overall timeliness and quality have 
improved significantly and the department of audit can produce financial statements.  
 
47. The success of the reforms at NUC are evident through the reduction in the subsidy 
provided by the government and the improved supply of uninterrupted power and consistent 
supply of water to the people of Nauru. NUC’s chief executive officer, an expatriate, has 
successfully implemented the strategies in a disciplined manner to drive this performance. To 
sustain this progress, succession planning has begun to build local management expertise at 
NUC. 
 
48. The NTF has received committed funding from the government and development 
partners on time. It is managed in a transparent manner with financial statements, meeting 
minutes, and other documents available to the public on a timely basis. It is important to note 
that although the targeted contribution to the fund by the government may be met by 2018, 
ambitious reforms will be required to sustain contributions at the same level or higher.  
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49. Sustaining economic and fiscal performance will require further reform to protect against 
negative shocks and avoid being caught in a “fiscal cliff” situation where public spending must 
be severely curtailed in a short period of time. Also, given the large role SOEs play in the 
economy, improving SOE performance is critical to curb the drain on public funds and build 
revenues. 
 
E. Impact 

50. The program sought to improve the improve the “sustainable quality of life for all 
Nauruans through (i) a stable, trustworthy, and fiscally responsible government, (ii) the provision 
of enhanced social, infrastructure, and utility services, and (iii) the development of an economy 
based on multiple sources of revenue. The program helped the government lay the foundation 
for greater sustainability through its contribution to improved fiscal management and public 
sector policies and institutions.  
 
51. The program made good progress regarding the development of a fiscally responsible 
government. The operationalization of the FMIS has, for the first time, produced high-quality 
balance sheets in a timely manner. The government had not produced a financial statement 
since 1995, audited or unaudited. This was an issue as the NTF contribution rule depends on 
the level of actual domestic revenues. Now that the balance sheet can be produced efficiently 
and accurately, the first financial statement of the government in over 20 years was submitted to 
Parliament in May 2017. The government intends to publicize the financial statements once 
approved by Parliament. This is an important step toward improving fiscal transparency, which 
is critical for sound public management and the success of sovereign wealth funds. 
 
52. The reforms at NUC have resulted in better fiscal management and have improved the 
quality of life of the people of Nauru through better and more reliable access to water and 
electricity. Prior to the reform, poor asset maintenance and internal capacity impacted the 
delivery of water. NUC delivered 20.4 million liters more water compared to the period before 
reforms were implemented. The supply of electricity has also improved access to education, 
health, and public safety. The improvement from daily outages to an average of one outage 
every three days has positively impacted productivity for businesses. The consistent supply of 
power also means that there is less reliance on other cooking and heating methods, which 
reduces indoor and outdoor air pollution. 

 
53. The government had made efforts to broaden revenue through the implementation of the 
Employment and Services Tax for Non-Residents and has generated about A$27.5 million in 
revenue. Building on these efforts, the government plans to refresh the tax framework for 
registered businesses in FY2018. 
 
54. The categorization was C for all safeguards and no safeguard impacts arose during 
project implementation.  
 

IV. OVERALL ASSESSMENT AND RECOMMENDATIONS 

A. Overall Assessment 

55. The program is rated successful overall. It focused on high priority reforms to address 
the acute fiscal sustainability challenges facing Nauru. The program was based on sound 
technical analysis as well as technical support from other development partners. The program 
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was implemented effectively and efficiently and the government has continued with reform 
efforts that build upon the program’s achievements. 

 
B. Lessons 

56. Country ownership. The potential for large shifts in the political and economic context 
can create significant challenges for implementation. The program succeeded as it was strongly 
aligned with Nauru’s own strategic policy agenda, in particular the National Sustainable 
Development Strategy.12 
 
57. Development partner coordination. Strong coordination with the Government of 
Australia was essential to the program’s success. Australia provided in-line support to the 
Government of Nauru to implement many of the program-related reforms (e.g., within the MOF 
and NUC). 
 
58. Simplification. A limited number of policy actions with a sharp focus on the most 
important measures helped avoid dilution of focus. This also ensured that all reforms were of 
high quality and delivered within the appropriate timeframes. 
 
59. Context. The success of the NUC reforms is best measured over time as sustainability 
is critical. The reforms are designed with a strong focus on organizational behavior, which is 
difficult to fully appreciate in the short term, particularly when capability is low. The introduction 
of tariffs is also contentious amid the public pushback on increased costs of services. Tailoring 
to context is essential for the success of any future reform work.   
 
C. Recommendations 

1. Program Related 

60. Future Monitoring. The fiscal and economic performance of Nauru is well monitored by 
ADB staff with highlights presented in the Pacific Economic Monitor and the Asian Development 
Outlook. The International Monetary Fund (IMF) provides regular, independent reporting on 
current and projected fiscal and economic performance.13 Monitoring is required until the end of 
2018 to ensure the desired outcome is met. 
   
61. Covenants. All covenants specified were undertaken by the government and do not 
require further monitoring.  
 
62. Additional assistance. Securing a sustainable improvement in Nauru’s public finances, 
economy, and ultimately living standards will require ongoing reform efforts in several areas that 
build on this program’s achievements. Future support should focus on the following areas: 
 

(i) Public finance management. Ambitious reform is essential to secure the country’s 
economic future. As revenue from the RPC program and fisheries slows down in 
FY2018, the government can save considerably more in the NTF. However, this will 
require significant reduction in the current expenditure levels and increased domestic 
revenue collection. Therefore, the government should establish a clear fiscal strategy 
and a medium-term fiscal framework to guide fiscal policy to greater sustainability. 

                                                
12 Government of Nauru. 2005. National Sustainable Development Strategy, 2005–2025 (As Revised 2009). Yaren. 
13  Through the biennial Article IV consultations.  
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To complement this strategy, broader public finance reforms to improve fiscal 
transparency and the quality of public spending can be pursued simultaneously to 
strengthen fiscal sustainability. 

 
(ii) State-owned enterprise performance. Generally, SOEs are poorly managed and 

subject to political interference. The lack of quality governance has resulted in many 
issues such as surplus staff and numerous community service obligations without 
proper contracting and procurement. The SOEs are corporatized but not 
commercialized, and lack a commercial mandate with boards operating under 
restrictive regulations. Therefore, commercialization of the SOEs is required, which 
will empower the strengthened boards to drive improved financial and operational 
performance. This will, in turn, increase efficiency and reduce the fiscal burden. To 
enable this, the legislative framework needs to be strengthened. 

 
(iii) Asset Management Policy. The government needs to manage public infrastructure 

assets in a sustainable manner. There has been significant public capital investment 
through the RPC and development partners in recent years. The government needs 
to address long-standing infrastructure deficiencies in the coming years. A 
sustainable infrastructure strategy will support the effective maintenance of assets 
and direct any additional investment toward projects that are economically viable. 

 
63. Timing of the program performance evaluation report. The program has been 
completed; however, if additional assistance to the PFM is anticipated, it will be more efficient to 
prepare the performance evaluation upon completion of this additional assistance. This timing 
will also suit the sustainability of outputs 2 and 3 as the period will allow processes and 
operations to be firmly embedded.  
 

2. General 

64. The design, implementation, and management of future program grants should be 
informed by the following recommendations: 
 
65. Succession planning. Local capacity is limited and the dependence on foreign workers 
by the government and SOEs is high. To support sustainability of reforms, it is important that 
succession plans are defined for key roles. 
 
66. Strong policy foundations. The potential for significant shifts in the political and 
economic context implies that reforms should have strong and broad ownership and that they 
should be based on robust technical assessment. Clear links to government strategy documents 
and regular engagement to reinforce the agenda are essential. 
 
67. Implementation support. Low institutional capacity implies that the government’s ability 
to follow through on policy actions depends on its access to external technical support. This in 
turn often requires close coordination by ADB with other development partners who assist with 
providing such complementary assistance.  
 
68. Focus. Required policy actions should focus on a limited set of items representing the 
most critical reforms. Other actions should be integrated into policy dialogue between ADB and 
the government and can be included as non-trigger items only if needed.  
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DESIGN AND MONITORING FRAMEWORK 
 

Impact 

The program is aligned with the goals and objectives of Nauru’s National Sustainable Development Strategy, 2005–2025, a which aims 
to improve the “sustainable quality of life for all Nauruans through the following: 
1. A stable, trustworthy, and fiscally responsible government. 
2. The provision of enhanced social, infrastructure, and utility services. 
3. The development of an economy based on multiple sources of revenue. 

Results Chain 
Performance Targets and 
Indicators with Baselines 

Achievements to 
May 2017 

Data Sources and 
Reporting Risks 

Outcome 

Improved fiscal 
sustainability 

 

a. Additional government 
contributions to the NTF exceed 
$20.0 million by 2018 (2015 
baseline: $14.6 million) 
 
b. 50% of the NUC’s operational 
costs recovered through tariffs 
by December 2018 (2014 
baseline: tariffs covered 20% of 
operational costs) 

Since the initial  
contribution of A$20.4 
million, the government  
has contributed an 

  Additional A$12million 
to the NTF from the 
domestic revenue 
earned in the 2016 
fiscal year. 
 
a. The reduction of 
subsidized power 
provision by the 
government was from 
A$6.5m to A$1.6 
million by 2018.   

 

 
NTF annual report, 
government budget 
papers, ADB 
macroeconomic 
assessments 

 
Political commitment 
to fiscal consolidation 
and trust fund 
contributions weakens 
 
Severe financial, 
fisheries, and 
phosphate market 
fluctuations and/or 
external shocks 
undermine revenue 
and NTF performance 

Outputs 

1. Improved public 
financial 
management 

 

1. FMIS produces a government 
balance sheet by 2017 (2015 
baseline: none) 

 
1. FMIS was 
implemented to 
produce an accurate 
balance sheet for 
government.   
 

 
1. FMIS reports, 
government budget 
papers 
 

 
Broad reform 
consensus weakens 
because of political 
pressure 
 
Capacity constraints 
and staff turnover 
reduce the continuity 
and quality of reform 
implementation 
 
Political interference in 
the management of 
the NUC 
 
Waning commitment 
to reform 
implementation and 
compliance at the 
administrative level 
 

2. Efficient service 
delivery by the 
NUC 

2. Strategic maintenance plan 
for NUC assets approved and 
allocations for operations and 
maintenance included in the 
annual budget by 2017 
(baseline: not applicable) 
 

2. NUC has completed 
strategic plan 2015-
2020 and the 
generation 
maintenance plan 2017 
& 2018.  
 

2. Certified NUC asset 
maintenance plan  

3. Improved 
funding 
mechanism for 
future service 
delivery 

3. NTF made operational with a 
sound governance, economic, 
and financial framework design, 
including the appointment of a 
custodian bank and investment 
manager by 2016 (baseline: not 
applicable) 
 

3. The NTF has 
received committed 
funding from the 
government and donors 
on time. It is managed 
transparently with 
financial statements, 
meeting minutes and 
other documents 
available to the public in 
a timely manner. It is 
important to note that 
although the targeted 
contribution to the fund 
by the government may 
be met by 2018, 
ambitious reforms will 
be required to sustain 
contributions at the 
same level or higher. 

3. NTF annual reports 
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Impact 

The program is aligned with the goals and objectives of Nauru’s National Sustainable Development Strategy, 2005–2025, a which aims 
to improve the “sustainable quality of life for all Nauruans through the following: 
1. A stable, trustworthy, and fiscally responsible government. 
2. The provision of enhanced social, infrastructure, and utility services. 
3. The development of an economy based on multiple sources of revenue. 

Results Chain 
Performance Targets and 
Indicators with Baselines 

Achievements to 
May 2017 

Data Sources and 
Reporting Risks 

Key Activities with Milestones 

Not applicable. 
Inputs 

ADB: $2 million (grant) 
Government of Australia: $1.8 million equivalent (grant) 
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POLICY MATRIX 
 

Expected Output Policy Reform Action 
Status and Means of Verification 

and Supporting Documents 
Post-Program 

Monitoring 
FY2016–FY2018 

Status of Post-Program 
Monitoring 

FY2016–FY2018 

Output 1: 
Improved Public 
Financial 
Management 

1. The accounts payable 
and bank reconciliation 
functions of the financial 
management 
information system will 
be made fully functional. 

2. Quarterly financial 
progress reports will be 
produced and submitted 
to the Minister for 
Finance regularly. 

3. Weekly in-year budget 
reports that include 
cashflow budget 
statements will be 
produced and made 
available to all 
ministries regularly. 

4. Aggregate revenue and 
expenditure projections 
for FY2016–FY2018 will 
be prepared. 

5. The Employment and 
Services Tax Bill will 
have been approved by 
the Parliament and 
come into force. 

Letter from the Minister for Finance 
confirming completion of all actions. 
 
Certified copies of: 

 Age Analysis Report; 

 MOF Treasury Bank 
reconciliation statement; 

 GON quarterly financial progress 
report; 

 GON weekly in-year budget 
report; 

 Copy of aggregate revenue and 
expenditure projections for 
FY2016–FY2018; 

 Employment and Services Tax 
Act 2014.  

Government to (i) make 
the general ledger, 
accounts receivable and 
purchasing modules fully 
functional, (ii) continue to 
prepare and submit 
quarterly financial 
progress reports and 
weekly in-year budget 
reports, (iii) take further 
steps toward medium 
term budgeting through 
establishing a medium-
term fiscal framework 
and preparing of 3-year 
costed and rolling 
corporate plans; and (iv) 
adopt further revenue 
measures including the 
introduction of a 
business profits tax.  

The government is using 
the modules of FMIS and 
the related progress and 
budget reports. This has 
informed the recent 
budgeting process and 
involved capacity building 
within government 
departments to support 
the improvements. 
The government is keen 
to develop a medium term 
fiscal framework to build 
on the reforms. 
The business profits tax 
has been implemented 
and is expected to 
generate about $0.80 
million in the next fiscal 
year. 

Output 2: 
Efficient service 
delivery by the 
NUC 

6. Strategic Plan for NUC 
is developed and the 
following strategies 
adopted, which shall 

Letter from the Minister for Finance 
confirming the adoption of the 
Strategic Plan and Strategic 
Maintenance Plan. 

Government to 
implement a 
comprehensive tariff 
reform to improve NUC 

The proposed tariffs have 
been submitted to 
Parliament and are 
awaiting decision. 
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Expected Output Policy Reform Action 
Status and Means of Verification 

and Supporting Documents 
Post-Program 

Monitoring 
FY2016–FY2018 

Status of Post-Program 
Monitoring 

FY2016–FY2018 

cover: 

 Performance-
based 
management 
system for all 
employees; 

 “Mind-Your-Own-
Business”, or 
MYOB, financial 
accounting 
software; and 

 Short-term 
program for asset 
rehabilitation. 

7. A strategic maintenance 
plan for NUC assets will 
be developed and 
adopted. 

 
Letter from the CEO for NUC 
confirming adoption of the 
performance-based system, the 
MYOB software package, and the 
short-term program for asset 
rehabilitation.  
 
Certified copies of the Strategic Plan 
and Strategic Maintenance Plan. 

cost recovery and 
financial sustainability.  
 
Government to continue 
reforms to NUC including 
strengthening 
management autonomy 
through the 
establishment of an 
independent board of 
directors. 
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Output 3: 
Improved  
funding 
mechanism for 
future service 
delivery 

8. The MOU agreement between 
the government and 
Government of Australia on the 
establishment of the NTF will 
have been signed. 

9. An allocation of A$20.4 million 
will be made as the 
government’s initial contribution 
to the NTF, including A$10.4 
million to be paid from FY 2016 
revenues and A$10 million to be 
paid from cash set-asides from 
previous financial years. 

 

Copy of signed NTF MOU 
agreements with 
development partners. 
 
Copy of 2015-16 budget 
papers and budget 
appropriation bill.  
 
 

The government will transfer 
the budgeted amount of 
A$20.4 million to the NTF as 
its initial contribution to the 
fund. The government and 
other partners will make 
regular financial contributions 
to the NTF. Government 
contributions will follow the 
NTF contribution framework. 
 
The government will integrate 
the NTF into a broader 
medium-term fiscal framework. 

The governments of 
Nauru, Australia and 
Taipei,China have made 
contributions as agreed 
and this has been 
received into the NTF. 
A broader fiscal term 
framework is not yet in 
place however the 
government intends to 
develop this. 

ADB = Asian Development Bank; CEO = chief executive officer, DFAT = Department of Foreign Affairs and Trade (Government of Australia); FY = financial year; GON = Government 
of Nauru; MOF = Ministry of Finance; MOU = Memorandum of Understanding; NSDS = National Sustainable Development Strategy; NTF = Nauru Intergenerational Trust Fund; NUC 
= Nauru Utilities Corporation; PFTAC = Pacific Financial Technical Assistance Centre; TA = technical assistance. 
Source: Asian Development Bank. 
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STATUS OF COMPLIANCE WITH GRANT COVENANTS 

 

Covenant 
Reference 
in Grant 

Agreement 
Status of Compliance 

GRANT NUMBER 0473-NAU   

Particular covenant 
In the carrying out of the Program, the Recipient 
shall 
perform, or cause to be performed, all 
obligations set forth in Schedule 3 to the Special 
Operations Grant Agreement. 

Section 4.01 Complied with. 

Particular covenant 
(a) The Recipient shall maintain, or cause to be 
maintained, records and documents adequate to 
identify the Eligible Items financed out of 
the proceeds of the Grant and to record the 
progress of the Program. (b) The Recipient shall 
enable ADB's representatives to inspect any 
relevant records and documents referred to in 
paragraph (a) of this Section. 

Section 4.02 Complied with. 

Particular covenant 
As part of the reports and information referred to 
in 
Section 6.04 of the Grant Regulations, the 
Recipient shall furnish, or cause to be furnished, 
to ADB all such reports and information as ADB 
shall reasonably request concerning (i) the 
Counterpart Funds and the use thereof; and (ii) 
the implementation of the Program, including 
the accomplishment of the targets and carrying 
out of the actions set out in the Policy Letter. 

Section 4.03 Complied with. 

The Recipient shall be responsible for the 
coordination and execution of the Program with 
the various concerned departments and 
agencies of the Recipient. 

Schedule 3, 
para.1(a) 

Complied with. 

The MOF shall be the Program Executing 
Agency and shall be responsible for the overall 
implementation of the Program, including 
compliance with all policy actions, facility 
administration, disbursements and maintenance 
of records. MOF shall also be responsible for 
overseeing and coordinating the timely 
implementation of agreed policy actions to be 
implemented by the implementing agencies. 

Schedule 3, 
para. 1(b) 

Complied with. 

The MOF and NUC shall be the Implementing 
Agencies. MOF shall be responsible for 
compliance with the policy actions relating to 
PFM and the funding mechanism for future 
service delivery. NUC shall be responsible for 

Schedule 3, 
para. 1(c) 

Complied with. 
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Covenant 
Reference 
in Grant 

Agreement 
Status of Compliance 

compliance with policy actions relating to the 
service delivery by NUC. 

The Recipient shall (i) use its best endeavor to 
ensure that critical Program staff shall remain in 
their position on a full-time basis for a 
reasonable duration to ensure continuity in the 
implementation of the Program; and (ii) ensure 
that the Implementing Agencies shall be 
adequately staffed and provided with the 
necessary financial, technical, and other 
resources to perform their functions under the 
Program. 

Schedule 3, 
para. 1(d) 

Complied with. 

The Recipient shall ensure that all policy actions 
adopted under the Program, as set forth in the 
Policy Letter and the Policy Matrix, continue to 
be in effect for the duration of the Program. 

Schedule 3, 
para. 2 

Complied with. 

The Recipient shall keep ADB informed of policy 
discussions with other multilateral and bilateral 
aid agencies that may have implications for the 
implementation of the Program and shall provide 
ADB with an opportunity to comment on any 
resulting policy proposals. The Recipient shall 
take into account ADB’s views before finalizing 
and implementing any such proposal. 

Schedule 3, 
para. 3 

Complied with. 

The Recipient shall ensure that the Counterpart 
Funds are used to contribute to the NTF and to 
finance the local currency cost relating to the 
implementation of the Program and other 
activities consistent with the objectives of the 
Program and shall provide the necessary budget 
appropriation to finance costs relating to the 
implementation of reforms under the Program. 

Schedule 3, 
para. 4 

Complied with. 

The Recipient, the Program Executing Agency, 
and the implementing agencies shall: (a) comply 
with ADB's Anticorruption Policy (1998, as 
amended to date) and acknowledge that ADB 
reserves the right to investigate directly, or 
through its agents, any alleged corrupt, 
fraudulent, collusive or coercive practice relating 
to the Program; and (b) cooperate with any such 
investigation and extend all necessary 
assistance for satisfactory completion of such 
investigation. 

Schedule 3, 
para. 5 

Complied with. 

The Recipient shall undertake periodic reviews 
during Program implementation to evaluate the 
scope, implementation arrangements, progress 
and achievement of the objectives of the 
Program. The Recipient shall ensure that ADB 

Schedule 3, 
para. 6 

Complied with. 
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Covenant 
Reference 
in Grant 

Agreement 
Status of Compliance 

shall have the opportunity to participate in these 
reviews. 

The Recipient shall monitor the implementation 
and outcomes of the Program using a set of 
indicators and targets that has been agreed 
between the Recipient and ADB to assess 
progress towards meeting the objectives of the 
Program. For each of the agreed indicators, 
progress will be measured against a baseline in 
fiscal year 2015. MOF shall review the agreed 
frameworks to determine progress and identify 
constraints. 

Schedule 3, 
para. 7 

Complied with. 

The Recipient shall maintain separate records of 
account for the Program. To ensure proper fund 
management, ADB retains the right to audit the 
use of Grant proceeds. The accounts shall be 
managed, operated, and liquidated in 
accordance with terms satisfactory to ADB. The 
Recipient shall prepare a quarterly consolidated 
progress report on policy and institutional 
reforms implementation and shall forward the 
same to ADB. The reports shall describe 
progress made in the Program and any changes 
to the implementation schedule, and shall also 
identify any problems encountered and remedial 
actions taken. The Recipient shall submit a 
Program completion report not later than 3 
months after Program completion. 

Schedule 3, 
para. 8 

Complied with. 

GRANT NUMBER 0474-NAU   

Particular covenant 
In the carrying out of the Program, the Recipient 
shall perform, or cause to be performed, all 
obligations set forth in Schedule 4 to this Grant 
Agreement. 

Section 4.01 Complied with. 

Particular covenants 
The Recipient shall maintain, or cause to be 
maintained, records and documents adequate to 
identify the Eligible Items financed out of the 
proceeds of the Grant and to record the 
progress of the Program. 

Section 4.02 
(a) 

Complied with. 

Particular covenants 
The Recipient shall enable ADB's 
representatives to inspect any relevant records 
and documents referred to in para. (a) of this 
Section. 

Section 4.02 
(b) 

Complied with. 

Particular covenants 
As part of the reports and information referred to 
in Section 6.04 of the Grant Regulations, the 

Section 4.03 
(a) 

Complied with. ADB staff, in 
cooperation with the 
Recipient, conducted periodic 
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Covenant 
Reference 
in Grant 

Agreement 
Status of Compliance 

Recipient shall furnish, or cause to be furnished, 
to ADB all such reports and information as ADB 
shall reasonably request concerning the 
implementation of the Program, including the 
accomplishment of the targets and carrying out 
of the actions set out in the Policy Letter. 

reviews of macroeconomic 
and fiscal conditions. These 
reviews also gauged program 
progress. The government 
provided regular (though not 
strictly 6-monthly) progress 
reports to ADB in a variety of 
formats, including letters from 
the PS MOF and other written 
communication. 

Prior to submitting the application to ADB for 
withdrawal from the GOA Grant Account, the 
Recipient shall have established the NTF 
Account at a designated custodian bank based 
in Australia into which all withdrawals from the 
GOA Grant Account shall be deposited. The 
NTF Account shall be established, managed and 
liquidated in accordance with terms and 
conditions satisfactory to ADB. 

Schedule 1 
para. 3(a) 

Complied with. The 
government provided the 
bank statement of the NTF 
account. The account was 
established, managed and 
liquidated in accordance with 
the terms and conditions of 
the grant agreements.  

Separate accounts and records in respect of the 
Deposit Account shall be maintained in 
accordance with accounting principles 
acceptable to ADB. Upon ADB’s request, the 
Recipient shall have the financial statements for 
the Deposit Account audited by independent 
auditors, whose qualifications, experience and 
terms of reference are acceptable to ADB, in 
accordance with international standards for 
auditing or the national equivalent acceptable to 
ADB. Promptly after their preparation but in any 
event not later than 
6 months after the date of ADB’s request, copies 
of such audited financial statements and 
the opinion of the auditors on the financial 
statements, in the English language, shall be 
furnished to ADB. 

Schedule 1 
para. 3(b) 

Complied with.  The Deposit 
Account is maintained in 
accordance with accounting 
principles acceptable to ADB.  
The Deposit Account has 
been audited by independent 
auditors, acceptable to ADB 
and audited financial 
statements with the opinion of 
the auditors on the 
statements, have been 
furnished to ADB. 

 
 

 


