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Executive Summary

The goal of this TA was to support the SIG in it®rs to improve the environment for
the private sector, in line with the strategic feai ADB's country strategy and program
for the Solomon Islands. The purpose of the TA teaassist the Government to improve
SOE ownership arrangements, accountability, anfbpeance.

The TA had five approved outputs:

(1) a sound government policy on SOE ownershipigoerance, and divestment;

(i) private sector participation in prioritised &6,

(i)  adequate legal and regulatory frameworkstfarse sectors in which privatised
SOEs will operate;

(iv)  reporting and performance monitoring regime $®OEs that will remain under
State ownership; and

(v) on-the-job training for key stakeholders in gayment and SOEs.

21 person months of international consulting timd &8 months of domestic consulting
time were allocated to five international and doticesonsultants working with
counterparts in the Executing Agency, the Ministfy Finance, National Reform and
Planning and its Economic Reform Unit. The consiftaincluded an International
Privatisation Specialist and Team Leader, an latgonal Corporate Governance and
Financial Specialist, an International Legal angjitatory Expert and Domestic Financial
and Legal Experts. An initial output of the TA was analysis of major issues in SOE
reforms in the Solomons (refer Annex 1 SOE Refdsraes Analysis).

There were difficulties in making early progressthwihe first TA output: a sound
government policy on SOE ownership, performance, dimestment. First, more work
was needed to get majority Cabinet commitment érédiorm process. Secondly, long-
term reforms became a low priority in the politicgastability before and after national
elections (April 2006). Thirdly, more work was needto build up local stakeholder
awareness and capability relative to the scopecanblexity of work required.

Fortunately, tri-partite agreement was reached lon problems and their solutions.
Government counterparts, consultants, and ADB agtbat a temporary refocus on
capacity development and awareness building — edpedor SOE management and
boards, their professional advisers, and offic@lqy advisers — was needed prior to any
serious reform action. These stakeholders weragawyin a process of problem analysis
and solution design through a reference group of $@keholders, a programme of
workshops on governance and the need for legislativange (refer Annex 2 SOE
Governance Discussion Paper), the presentatiom ohdicative new SOE Act; and by
August 2006 a summary set of papers was prepardeR0 in the form of a “package” of
Cabinet papers proposing a comprehensive prograBO& reforms. This process was
successful in building skills and capacity, instij confidence in the need for change, and
creating a “peer support network” among SOE marsagbr this way, wider and stronger
external stakeholder understanding and support wasted for an SOE reform
programme, with an emphasis on better performamaeistainable service delivery, and
the required policy actions were agreed with ERThe “Cabinet package” took time for
ERU to digest but, in September 2006, a SOE GMsuomeeting helped reinforce the
messages that these reforms were needed to acheenew government’s objectives, and
SOE GMs were keen supporters of these reforms.

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Page 2

Over this time, stakeholder understanding and stppas also built for the ideas in TA
Output 3, namely that, if government wants to mbtnsumers, effective regulation is
an alternative to ownership of a monopoly serviece/iler.

A draft summary paper on SOE reform action was gmexp in late November 2006 and

expected to be presented to Cabinet for approvahity December 2006. This included

recommendations on introduction of a consistenslative framework for SOEs (an SOE

Act — refer Annex 3 Draft SOE Act); a Governmenti®oStatement on SOE ownership

and regulation; provision for CSOs; requesting dosupport to update SOE financial

accounting and reporting; and clarifying SOE g@ald performance targets. In the event
this was not presented to Cabinet in December.

On returning to Honiara in late January 2007, tAesimplified the paper to focus mainly
on securing Cabinet approval for drafting a new S&FE reflecting feedback from PS
Macro-Policy. Work on the 2007 Budget (presented8oFebruary) and key ensuing
Budget debate meant that key officials were un&bl®cus on the revised draft Cabinet
paper until after Parliament had recessed on 23uBejy but the Budget speech, as
approved by Cabinet, included specific policy cotnmaints to all the major elements of
the recommended reform program: a new SOE Actyds; updating all SOE accounts;
developing and publishing service delivery targits all SOEs; reviewing consumer
protection laws; and replacing annual subventiopnmts with targeted subsidies for
mandated services — conditional on proof of googegrance and a financial justification.

To help focus on action now needed to implemergaHg@OE reforms, the TA prepared a
draft Action Plan (refer Annex 4 for SOE reformsplementation Action Plan) to enable
officials and the Minister of Finance to see mofteady the various aspects of the
envisaged reforms, their linkages and extent tockvithey can proceed separately, and
likely time frames. A simplified high-level sumnya refer Annex 5 for SOE Act
Implementation Plan Summary) was attached to aseevidraft Cabinet paper (refer
Annex 6 Summary Draft Cabinet Paper on SOE Refortmsprmalise action on the
Budget decisions. This paper was submitted to ti@skér in late February, but (at the
time of writing) has not yet been submitted to @ehi The Minister has indicated that
Cabinet will consider the paper at its meeting 6riMiarch and that he expects the paper’s
recommendations to be adopted. In this event, Depat of Finance and Treasury
officials would be directed "to provide draftingstructions to the Attorney General’s
Chambers for an SOE Bill - which is based on iraéomal best practice but tailored to
Solomon Island conditions - in time for introductiat the next sitting of Parliament”
(expected to be in June 2007).

The second TA output, private sector participatiorprioritised SOEs, involved initial
identification of target PSP initiatives and camgyiout of preliminary work on a number
of SOEs. TA work on specific SOEs included (i) degsw the status and future of the
assets and liabilities of the former Livestock Depenent Authority after four to five
years of no real progress — the TA helped arranggmpnts to former staff and
commercial creditors, and land and other assetg€hwhad been “frozen” were made
available for productive use by Government, formeners, etc; (ii) advice and inputs to
the General Manager and new Board of the Commadiieport Marketing Authority
(CEMA) re restructuring CEMA to exit all commercifnctions in favour of increased
private sector participation; (iii) support for thmew Chairman of Solomons Islands
Printers Ltd to develop and implement a “turnardurstrategy based on full
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commercialisation and restructuring the balancestsh@s) support for the management
team of Solomon Islands Post to conduct a stratsfgicktake of options based around
increased outsourcing of bureau services and PuBtigate Partnerships with a
commercial bank and a money transfer firm. In &oldj advice and inputs were provided
on existing ERU initiatives such as Solomon AirwaStEA, SIWA, and Sasape Marina.
The major transaction (incomplete as of the timeaing) involved implementing a SIG
policy decision to combine Home Finance Limitedhathe housing activities of National
Provident Fund, subject to meeting NPF commerciteria.

In late November 2006 the TA utilised the Financenister's renewed focus on
amalgamating HFL and NPF housing schemes to drgfamer for him to present to
Cabinet in early December 2006 seeking Cabinetosaprfor a strategy to sell HFL to
NPF and for its implementation to start immediat@gfer Annex 7 Draft Cabinet Paper
on Strategy to Sell HFL to NPF). Cabinet approveel $ale strategy and process on 1
February 2007 when the paper was finally presemteit. Since then the TA has
continued to assist HFL and PS Finance to premamnplement the sale process. This
has involved drafting sale-process documentatiah farther compiling information on
HFL for the “due diligence” inspection by the prespve buyer (NPF) and by the HFL
Board. There remain several weeks work yet to d¢ermpcompilation of information
needed to facilitate due diligence.

The TA'’s third output, adequate legal and reguiatbtameworks for those sectors in
which privatised SOEs will operate, saw the TA depmg sector stakeholder

understanding and support, and securing ERU anBiR&hce support, for an economy-
wide approach to economic regulation rather tharseator-specific approach. A

workshopped stakeholder discussion paper (refereAn8 Economic Regulation

Discussion Paper) and then a Cabinet paper weftedran economic regulation for all

sectors, including for privatised SOEs. The TA workthis matter was completed but had
been extended to cover proposals for a regulatarlcyp and regime of general

application, rather than SOE-specific or sectorse policies and legal frameworks.

Cabinet support for the recommended approach has Y& confirmed, but the approach
is included in the latest Cabinet paper.

In terms of a reporting and monitoring regime f@ES remaining under state ownership,
the TA found that there was, with a couple of exiogy, almost no regular, timely and
relevant performance reporting to boards, executaeagement and SIG (refer Annex 9
Stocktake of SI SOE Finances). Following understan@nd support from the Auditor
General, the TA obtained policy support from PSaktoe and Minister of Finance for two
Cabinet papers, one for establishing timely re@ialph-to-date audited financial reporting
by all SOEs; and another for implementing a sewatide approach to SOE performance
reporting and improvement. Initially a two-part apgch was used: (1) SI Post was
approached to be the primary “reference site”itd and demonstrate to other SOEs that it
is possible for SOEs to implement the internal gesnneeded to produce reliable timely
performance measurement and reports based on tessurements; and that the boards
and management get real advantages from these edjaagd (2) the Investment
Corporation of the Solomon Islands (ICSI), whichhe holding company for a number of
SOEs, and had a number of commercially-experieraredl well-respected directors
within the group, was approached to provide a gexample of promoting timely and
reliable reporting to shareholders.
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Considerable progress was made with S| Post throtmhSeptember 2006 on
understanding their business issues and orgamsahtgirengths and weaknesses, then
suggesting improved analysis and reporting in aoctjon with induction of their new
board. But the loss of their general ledger fod222004 undermined efforts to use them
as an effective model. The ICSI GM and Board teadoncentrate on issues in their
larger investments, but their efforts to improvegaing by their smaller subsidiary
companies like Sl Printers Ltd and Sasape Marisa la¢lped to expose the limits of good
governance efforts in the face of missing financgdords — the same situation as at SlI
Post. A third initiative was launched, in collagton with the Office of the Auditor-
General and the Prime Minister's Office, to dirgcdddress and resolve this very
widespread problem of late and/or missing SOE fir@nrecords. This emerged as a
fundamental barrier to progress — not only progmeik better reporting but also with
strengthening the very foundations of SOE accoulittabnd good governance.

The final TA output required on-the-job trainingdeaity building for key stakeholders in
government and SOEs. The TA had success in idewifand mobilising potential
“change champions”, key stakeholders at SOE CEO/&M board level who were
prepared to lead early performance improvemeniatives and also act as examples to
others. Re-usable performance improvement traimvagerial was produced on such
topics as financial planning and analysis, orgdiusal performance reporting and
corporate planning. Pijin versions of some matenatre developed in collaboration with
the local ERU counterpart, who was supported iniggiexperience in its use, acting as a
co-presenter at a workshop. Local team members aks@ trained and involved in
delivering workshops, so as to build their capabtlb act as local trainers during and after
the TA. Overall, the local team members have @medwconsiderable extra capability to
be effective supporters and practitioners of furtB®E reform: they are well-informed
advocates of the policy approach, experienced enptiocesses of problem analysis and
design and solutions, and increasingly skillednplementation of the solutions.

Within the limits of missing records and unauditidancial statements, a financial
stocktake of the SOE portfolio, examining trends Snlomon Islands State Owned
Enterprises Finances, was developed early in the TiAs initially served to highlight the
extent to which SOEs were unaccountable for theiioas, and operated beyond any
effective central control by SIG. It was updatedf@arther information became available
throughout the remainder of the TA. It shows tteus of these twin problems of SOEs
not being accountable for their actions and nohdp@esponsive to government policies,
and serves as a tool for ERU in monitoring and &g on the aggregate impacts of SOE
financial performance (refer to Annex 9 Stocktak&bSOE Finances).

Additional work program activities undertaken dgrithe TA included managing the
interface with other TA and development assistgrograms involving SOESs; working
with selected individual SOEs (rather than opegatin a sector wide basis as originally
planned) on identifying and remedying performanadfems; and using a TA “Reference
Group” to provide guidance and feedback on matterpiiring local knowledge and
understanding, such as issues identification, kt@lkdler management, and customisation
of technical solutions.

Although the paper submitted to Cabinet in late rkaty 2007 focused only on the
immediate action required, the TA’s recommendedra@ggh to SOE reform and PSP
remains as summarised in the earlier draft Calpapérs on SOE Reforms:
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)

ii)

Vi)

vii)

viii)

Passing a State-Owned Enterprise Act to intredao effective and consistent
framework for good governance across all state-ovamerprises;

Implementing a four-part initiative (extra aegdants, auditors, a “clean up team”
and OAG Special Audit support) to produce up-tcedaidited financial statements;

Improving SOE performance through addressihg following priorities: bringing
financial management reporting up to date; ideimgyand resolving debt issues;
adequately providing for doubtful debts; commencimgeparation of business
planning; considering changes to the SOE businesiehto require pre-payment by
customers; updating asset registers and revalugmifisant assets, and preparing
updated realistic budgets for the current year wibjections for the following two
financial years;

Through a formal SIG planning process or othisew clarifying SOE objectives,
SIG expectations of SOE performance and linkingipilag to SIG budgeting;

In the area of economic regulation, issue a @uwent Policy Statement on
licensing regimes not preventing competition; pramting processes to include
public consultation and expert advice; showing thatious SOE reforms are
proceeding from a common framework in a consisteayt that will give consumers
a reasonable deal; and opens up privatisation efoam option in appropriate
circumstances;

In implementing the initiatives to produce update audited financial statements,
clarifying SOE objectives, and getting better andrenconsistent results from
economic regulation of SOEs, ensure that existeggslation is strictly complied
with, including existing statutory procedures aastrictions;

Late November 2006 discussions between the &md senior officials of the
Department of Finance and Treasury essentiallylvedothe future role of the
Investment Corporation of Solomon Islands (ICSThe resolution comprises two
elements: (1) Cabinet agreement that transformi@gsSinto successful businesses
depends crucially on ensuring that the boards refcthrs appointed to oversee each
SOE comprise people whose combined skills and éxupas enable them to perform
this role effectively; and (2) noting that where msufficient mix of people is
available to oversee effectively a particular SQ@E, a transitional measure the
government has the option of relying on ICSI to awa SOE as a subsidiary and
oversee its performance until sufficient directevigh the required skills either
become available or are trained, after which IC®uM be required to transfer
ownership of the subsidiary to the government.

This means that ICSI’s role does not need to bararesl in legislation, with some
attendant risks, but remains a viable transiti@mlon where insufficient suitably
skilled people are available to oversee an SOHI details of what this will entail
and its legislative implications will be resolveg the TA in conjunction with the
Department of Finance and Treasury shortly in thetext of preparing drafting
instructions for the Attorney General;

Publication of SOE performance targets fomvsee delivery; and a regime of
performance reporting to Ministers; and develo@ngSOE Monitoring Unit within

the MOFNRP for performance monitoring and advicéh® Minister of Finance on
SOE ownership issues (these requirements wouldelelaped in the context of
introducing an SOE Act);
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ix) For implementation of an SOE Act, as in otheumtries Solomon Islands would
likely benefit from a delayed implementation dageg( passing the Act in mid 2007
with effect from 1 January 2008). This would givettb SOEs and officials more
time to prepare properly for their new respondiesi and, thereby, increase the
likelihood of successful implementation; and

X) If SIG resolves to focus on core functions ofvgmment, and divest business
activities, development of a broadly-based “Altéivea Service Delivery”
framework of policies and practices for SOE actama PSP involvement should be
considered.
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1. Introduction

This Final Report presents the results of ADB TA KM#82-SOL: State-Owned Enterprise
Reforms & Private Sector Participation. It descsibe detail consultant activities and
achievement of outputs. In addition, to help iawdng lessons for future reform, this
report:

e compares activities and outputs with plans — thgirmal plan and the amended plan
agreed in response to the Mid-term Report — anchzambs on the variations;

e summarises the issues to be addressed in ordeake better progress with future
reforms of State-Owned Enterprises (SOESs), andesiggolutions to those issues;
and

» outlines suggested future activities for SOE refafter the TA finishes at the end of
the first quarter 2007.

1.1 TA Objectives

The goal of the TA was to support the SIG, throtlgh Economic Reform Unit (ERU) of
the Ministry of Finance, National Reform and Plamiin its efforts to improve the
environment for the private sector, in line withetetrategic focus of ADB's country
strategy and program for Solomon Islands. The mepof the TA was to assist the
Government to improve SOE ownership arrangemeoatsuamtability, and performance.

1.2 Planned TA Outputs
The five approved TA outputs were:
« asound government policy on SOE ownership, peidoca, and divestment;

«  private sector participation in prioritised SOEs;

« adequate legal and regulatory frameworks for trsestors in which privatised SOEs
will operate;

« reporting and performance monitoring regime for S@fat will remain under State
ownership; and

« on-the-job training for key stakeholders in goveemtnand SOESs.

1.3. Planned TA Inputs

A total of 21 person months of international cotiagltime and 18 months of domestic
consulting time was allocated to this TA. Under tentract between the ADB and
Vinstar, the TA was scheduled to be completed byMatch 2007. The allocation of
consulting time by TA team members was as follows:

« International Privatisation Specialist/Team Lead® months

+ International Corporate Governance and Financiacifist — 8 months
+ International Legal and Regulatory Expert — 4 menth

« Domestic Financial Expert — 12 months

+ Domestic Legal Expert — 6 months

1.4. Mobilisation of Consultants

The International Privatisation Specialist/Team dezamade a total of 5 field visits to
Honiara between May 2005 and March 2007. Eighdfsakits were scheduled by the
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International Corporate Governance and FinanciacBfist and four by the International
Legal and Regulatory Expert. All three internationansultants also contributed inputs
from home office. The domestic Financial Expert amdjal Experts contributed on an
intermittent part time basis over the durationha project.
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2 Achievement of Planned TA Outputs

This section reviews each of the planned TA outpatel summarises actions taken,
written outputs produced, achievements and issaswill influence long-term success,
and future suggested action.

It also comments on work that was not includechm @riginal Terms of Reference. This
additional work was confined to “interface issu@s’related areas of policy or practice.
That work became necessary to remove obstaclesogrgss and/or take advantage of
opportunities to create conditions more favourablachievement of the planned outputs.

2.1 Sound government policy on SOE ownership, penfimance, and divestment

Actions Taken Reference

Undertook situation analysis, based on available ERtumentation of existin
policies, including earlier TA reports; interviewsttvERU & ICSI GM; inputs
from local team members.

SOE Reforms
Issues Analysis,
Annex 1

Identified issues with formal policies & actual ptiaes, and the wider institutionalAs above

context for both. The Case for

sChangeAnnex
d10

SOE
HGovernance
rDiscussion
PaperAnnex 2

Prepared and presented initial conclusions and nmemnded actions at
workshop for ERU; and used draft Q&A, discussiongrapetc to illustrate an
expand on recommended approach.

Developed a discussion paper on governance aspécBOE ownership an
performance, and delivered it initially to ERU thienseminars of SOE directo
and CEOs/GMs plus other stakeholders in SOE reform.

Documented the results of the discussion (feedbemk participants and TA Feedback at

answers/comments); circulated them to participaghem staged a second round &OE
workshops for stakeholders to discuss the impbeati with Minister of Financé Governance
giving lead speech and gaining media coveragesfues. Presentations,
. ; ; ; ; . | Annex 11 +
Advised ERU on policy framework for ongoing processlivestment of SolAir. October 2005
* Prepared a discussion paper for ERU on equity aBé& S capitalisation issues. | Governance
Workshops,
Annex 12
Privatisation

Advised ERU on issues to be addressed on possistdient of Sasape Maring,

- ssuesAnnex
and Sl Printers

13
» Prepared a discussion draft SOE Act and refined light of feedback from ERU b4t SOE Act
officials. Annex 3

D

In August 2006 drafted set of Cabinet papers fer #OE reform programm
including a summary paper on SOE reform, policy apar for a SOE Act
proposal for achieving up-to-date and audited SGBwuts, clear SOE objective
focused on contributions to strategic developmesdlsy published measurahb
performance targets, and defined Community Se@ickgations.

Draft Cabinet
tPapersAnnexes
8.4 t0 20

Draft Cabinet
| faper Annex

ifl

In November 2006, in light of senior official feeatik (PS Macro-Policy)
prepared succinct single Cabinet paper summarteimgase for SOE reforms a
incorporating the key recommendations in the sedetfiled papers prepared
August 2006.

In January & February 2007, further streamlinedgrevious draft Cabinet pape

I'Draft Cabinet

in light of further official feedback, to focus beally on obtaining approval fo

I Paper Annex 6
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drafting a new SOE Act in time for its introduction2007.

« TA, ERU and Law Draftsman reached a common understgrafithe policy ang
cabinet processes, and the legislative processagimed on respective roles  for

taking the SOE Act through these processes. Seminar
. | ProgramAnnex
* Helped to stage a number of SOE GMs’ Forums to ifatEl communication 22 4+

between SOEs and government; and help constructarseide picture of issuesgovernance
and, thereby, encourage senior managers to codisbtw resolve them. Presentations,

Annex 23

«  Developed a draft SOE reform implementation ActidanfAin 2007 to help ERY Reforms Action
and SIG to appreciate and manage: the range tamided to implement thePlanAnnex 4 +
reforms envisaged; the links between tasks (inolydéritical dependencies);Act Plan
people responsible for carrying them out; key riiless to be achieved, and thgummary
targeted/ likely time frame for achieving tasks amitestones. Annex 5

D

«  Sought further available information to update M@vember 2006 SOE financialStocktake,
stock-take report and, thereby, enable SIG to ntetter informed decisions gnAnnex 9
the future of individual SOEs.

Achievements

« Among SOEs and their local advisers, built undeditay trust and support for the reform’s central
focus — good governance as the tool for performanpeovement — and the need for an SOE Act;

« Demonstrated that local capability could be bultnet the proposed requirements under the new
SOE Act by helping individual SOEs, and their locac@unting and legal advisers to make
governance improvements with existing resources.

e Among relevant officials — including PS Finance, PI8nning, Prime Minister’s Chief of Staff, and
ERU counterparts — built SIG’s understanding andpsttpfor an SOE reform programme, based
around an SOE Act, with emphasis on better perfocmam sustainable service delivery. Also buiilt
SIG’s confidence in local readiness and willingnesreform - for example, in September 2006, |the
views expressed by participants at an SOE GMs’ Fangeting helped demonstrate to SIG that these
reforms were needed to achieve the new governmedfijectives, the changes were achievable
because some individual SOEs were already applyiesetprinciples in practice, and that most SOE
GMs were keen supporters of these reforms.

< Among SOEs and relevant officials, also built staltéér understanding and support for idea that
effective regulation is an alternative to ownersbii monopoly service provider (especially through
discussion paper under Output Three — see below).

¢ The Minister of Finance in the 2007 Budget annourthedkey SIG policy decisions that were neegled
to implement the proposed program of SOE reforngduding: a new SOE Act this year; updating|all
SOE accounts; developing and publishing servicerelglitargets for all SOESs; reviewing consumer
protection laws; and replacing annual subventiopnts with targeted subsidies for mandated
services — conditional on proof of good governaaee a financial justification.

 The Minister of Finance has indicated he will submitpaper on an SOE Act to Cabinet for
consideration on 15 March 2007, seeking Cabingtisr@aval for the Department of Finance and
Treasury officials “to provide drafting instructions the Attorney General’'s Chambers for an SOE
Bill — based on international best practice bulotad to Solomon Islands conditions — in time for
introduction at the next sitting of Parliament” (ainis likely to be in June 2007).
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Issues

« A continuing effort will be required to build andtain trust in SOE reform and overcome deep-seated
opposition caused by a strong negative local péimep based partly on past experiences — that SOE
reform is focussed solely on divestment; is driveore by ideology than proven practical benefits;
and/or is inappropriate for Solomon Islands circtamses.

¢ The inter-dependence of the different parts of ti@E Seform program is both a strength and
weakness — there is increasing appreciation of thewarious elements can and should fit together,
but that does make the reform package larger ane mioallenging and time-consuming for the
government to progress in total.

e It will take years — not months — to improve SOEfpenance in terms of reliable, cost-effective
service delivery and financial viability by overcmm three key current weaknesses: inadequate
governance and accountability arrangements for S@gsneral lack of reliable, up-to-date finangial
information on SOEs to enable directors and managensake well-informed decision and be held
accountable for them; and a shortage of peopletiwémecessary commercial skills and experiencge to
be effective SOE directors and SOE managers (it lbkdsthe first and second of these have heen
publicly acknowledged by SIG in the 2007 Budgetesg.

Recommended Future Action

e Stakeholder management will be helped by contin&@& GMs’ Forums — a TA innovation that was
taken over and will be continued under the joirdreorship of Permanent Secretaries of Finance and
Planning.

« Especially given the statements from senior officabout government wanting to quit ownership and
operation of service delivery functions (see beldwhay become increasingly important to ensure
that government is well-informed about the benefifs “better regulation” rather than “more
regulation” of major service providers.

e As noted below (s. 2.5) under training and capalgitijding, Solomon Islands may benefit from a
delayed implementation date for a new SOE Act —agsing the Act mid 2007 with effect from 1
January 2008. This would give both SOEs and ofambre time to prepare properly for their n
responsibilities.

4
=

e If government does adopt and implement a “mininfalépoproach that it has outlined for care
government functions — especially the idea that ghigate and NGO sectors take over central
government ownership of service delivery capabditithis would suggest that divestment of busipess
activities to focus on core functions of governmesaty come on to the political agenda. This would
imply a broadly based “Alternative Service DeliveiASD) framework of policies and practices
within which SOE-by-SOE analysis and action wouldtplace. An ASD framework would include:

- clarity about which services should have specifimmunity policy objectives, and which shol
be left entirely to market-based decision-makingthis would link to the government
announced emphasis on participatory planning tatifye and prioritise community policy
objectives.

- clear and public performance specifications andsmesments for those services that are sulject
to community policy objectives — this could link the government's announcement of |an
enhanced role for provincial bodies and NGOs (déapgcthe churches) in monitoring and
supplementing the service delivery performanceeotmal government.

- well-designed procedures supported by expert ressuo run a scheme for targeted subsigdies
for non-commercial service delivery (“Community @ees Obligations” - CSOs) — including
permanent resources such as templates for contyeantid reliable transparent contract tendefing
and contract administration, backed by ad hoc x@sources skilled and active in contract
specification, contract monitoring, and enforcetenperience is already being gained throuigh
ERU’s role in March 2007 moves to tender for privatgply of extended rural banking
services)..

d

7]
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2.2 Private sector participation (PSP) in prioriti'ed SOEs

Actions Taken

Reference

Reviewed past and existing ERU initiatives to dive§tEs and/or implemer
other alternatives to government ownership; andlysiuation; identified
issues; and modified draft work plan accordingly.

Identified target PSP initiatives that the TA woultkle and carried ou
preliminary work.

Performed legal and policy analysis of LDA winding which led to a
recommended change in approach. Consultation arikboration with
relevant officials (debt management, payments, ERtorney General's
Office) to develop and implement solutions for tafved unpaid wages
commercial creditors, and “frozen” land and fixedets.

Provided advice and inputs to the General Manager rew Board of the

Commodities Export Marketing Authority (CEMA) re mastturing CEMA to

—

tSOE Status & PSP
Opportunities,
Annex 24

LDA Lands,Annex
25+ Winding Up
LDA, Annex 26+

' Assets/Liabilities of
LDA, Annex 27

nY

CEMA Presentation

exit all commercial functions in favour of incredgarivate sector participation.Annex 28

Provided advice and inputs for the new Chairma8albmons Islands Printe
Ltd to develop and implement a “turnaround” stratbgged on reversing pa
policies of excessive staff loans, introducing fidmmercialisation (e.g. prop¢
job costing and period contracts for repeat businesnd restructuring th
balance sheet — including possible sale of prina estate not needed f
commercial operations. Later ran a seminar for i8otoIsland Printers Ltd t
discuss both job pricing by the company, and ogtion its future.

Provided advice and inputs for the management waolomon Islands Post

to conduct a strategic stocktake of options basednal increased outsourci
of bureau services and Public Private Partnershiftsa commercial bank an
a money transfer firm.

Completed an initial analysis and consultation reigg PSP solution to futur|
of Home Finance Co Ltd. The pre-requisite to furthetion on HFL was
valuation of the loan portfolio, valuation of iteal estate assets (includi
owned in “fixed term estate” and assigned as |a@dlateral), and assessme
of bad debt provisioning by the domestic financahsultant. However durin
the first year of the TA, and prior to the policy ctd#gons of the new
government concerning HFL and NPF, cooperation veaganthcoming from
the company in arranging meetings to access infitmmareeded, blocking
progress.

Liaised with ERU, other PSP consultants to ERU, andBARnd gave
feedback re the implications that the current anubpsed legal framewor
have for related ADB-funded TAs.

Analysed and advised on existing ERU initiativegjuding ERU decision tg
commence privatisation of both Sasape Marina andn®m Islands Printers
the TA provided copies of pro-forma documents favatisation, analysed an
advised on commercial issues and government pdiéxysions impacting o
value and viability, made suggestions on how eadhkafsation should
proceed, and helped ICSI to undertake pre-saleofgiog” of Sl Printers tq
enhance value, and test validity of current prigiogjcies.

As regards the proposed amalgamation of HFL and N&¥Sing schemes

once the new government policy emerged the TA:

Resolved conflicts of interest issues over appcaémimof TA team
member and NPF board member (Gabriel Suri) as Higirman.

Advised PS Finance as HFL shareholder and incomiid. Hoard
chalrman on |mplement|ng a SIG policy decision ¢mnb|ne HFL with

S
st

eTurnaround
ePresentationAnnex
D29 + Financial

D PresentationAnnex
30

Strategic Stocktake,

g nnex 31

[¢)

Analysis and
ng-onsultationAnnex

82
g

=

-Planning for SOE
dReforms,Annex 33
N

Py

Sale Preparation,
Annex 34
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the housing activities of National Provident Fundubject to meeting

NPF commercial criteria. NPE Board

- Provided advice and support to the new board oporesbilities of| ResolutionsAnnex
directors and issues such as conflict of interest. 35+ Advice for

- Secured HFL board support for proposed approach. HFL Chair,Annex

36 + Speaking

- Designed and initiated detailed work on evaluatbassets and I'ab'“t'esNotes,Annex 37

as a basis for (1) HFL Board to enable “due diliggriey NPF; and (2
the TA to advise SIG on a possible transaction.

- Undertook legal analysis which revealed that mog$tL Hmortgage
documentation has been registered under the naniesHRL's
predecessors, and will at some stage need to tegistered — briefed the
chair of HFL on this issue.

- Helped NPF respond to Finance Minister's mid-NovenfD06 invitation
to submit a plan of action to progress the amalgi@maf the HFL and
NPF housing schemes.

- Prepared analysis of sale strategy issues madkfateaio all the parties HEL and Affordable
involved to ensure they share a common understgratid acceptance 0fousing,Annex 39
the parameters within which a mutually acceptabdde s/purchase
agreement is likely to occur.

- Briefed Department of Finance and Treasury officaald the Minister of Sale of HFL Annex
Finance on a strategy for the sale of HFL to NPFickvlincluded the 40
fallback option of a competitive sale process ihatually acceptable sale
price cannot be reached via bilateral negotiations.

- Prepared HFL sale strategy draft action plan in Ndwer 2006 for HEL Sale Process,
managing/monitoring the sale process, and curresthising this plan t9 aAnnex 41
reflect delays in implementing various aspects.of i

- Drafted Cabinet paper on HFL/NPF sale strategyaf® November 2006}, Cabinet Paper,
seeking Cabinet approval for the strategy and amediate start to Annex 7
implementing it. This paper sought approval on thasid that SIG
expected future HFL housing schemes to be on a &aiymercial basis
(as expressly stated by the Minister of Finandejeviously the TA hadl
understood that a degree of subsidisation may bege envisaged.

- In early December, the TA drafted a brief Requesinders for HFL tg
seek professional services to value its real estédeests, including rea
estate owned by HFL and real estate assigned to Hkiaa collateral.

- In February 2007, once Cabinet had endorsed the staategy and
process, the TA briefed separately members of tHe btiard, NPF board, HFL Sale Process
and officials of the Ministry of Ministry and Treasyon the next steps inBriefing, Annex 43
the sale process and their respective roles anelsdut

- Since early February 2007, the TA has focused orstags HFL to
continue to compile vital information required tacflitate a “due
diligence” inspection of HFL's business operations @rospects, and it
assets and liabilities.

- Also in February 2007, the TA has begun preparingesof the key
formal documents required to enable the sale psaoegroceed, includin
a draft Heads of Agreement, with a draft Sale amtiftase Agreement i
preparation (as at the time of writing)

Action Plan for
HFL, Annex 38

RFPs to Value
f Property Annex 42

7]

Draft Heads of
AgreementAnnex
?]44

« Inlate February 2007, the TA received an infornxgression of interest in the
possibility of purchasing Sasape Marina Ltd and $tiwg in restoring itg
seriously run-down marine slipway facilities at Tgileand developing an
apprenticeship scheme for skilled trades peoplaired, for this industry. Thg
TA plans to report to ERU officials before the endvizrch 2007.

\1%2
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Achievements

« Developed legal opinions that resolved the stahasfature of the assets and liabilities of the ferm
Livestock Development Authority: this overcame pesbé that for some years had stalled releage of
the assets into productive use, and delayed payofiextstaff and other creditor claims.

« Resolved the status and future of the assets abditles of the former Livestock Development
Authority after four-five years of no real progresshe TA helped arrange payments to former gtaff
and commercial creditors, and land and other agdeth had been “frozen” were made available|for
productive use by Government, former owners, etc.

« The GM of CEMA has facilitated the outsourcing of Mirny of Agriculture farm extension services
to contractors previously working for CEMA, and deyed proposals for restructuring the
organisation’s balance sheet so as to extinguistaireng debts, free land and assets for commercial
use, cease all commercial trading activities, afidaus the operations on export certification based
ISO procedures.

e« On 2 February 2007 Cabinet endorsed the HFL NPFssategy and sale process, as recommended
in the draft Cabinet paper prepared by the TA inélber 2006, thereby enabling the sale process to
progress.

¢ Minister of Finance accepts that the successfud sdl HFL to NPF, while relatively small in
financial/resource terms, would have value beytsidize as an example of a successful privatisation
(i.e. yielding worthwhile tangible services berefito the people and financial benefits to the
government). It would also show that these bemefiem from clear commercial goals, befter
management and governance and accountability amaenfs.

Issues

« Initially barriers were placed in the way of TA assdo financial information, then the true exteint o
the problems of late and incomplete financial steets emerged over time.

* In some of those few SOEs where the TA had accdbe tetail of business practices, the appargntly
excessive benefits received by the board, manageamehstaff — especially through questionable
means such as “advances” or “loans” that are mqatide— was a common problem. It is highly likely
that this motivated these SOEs to resist privateosg@articipation that would end such questiongble
practices.

e Despite support by some Cabinet Ministers for sd® actions, at Cabinet level the previpus
government did not have a transparent or operdtipabcy for PSP. The current government
announced that it intended to overcome past prableamsed by a lack of transparent or operatipnal
policies across all sectors, but this was natutakyng time to work through.

Recommended Future Action
« To simplify the issues, three areas will determhreefuture use of PSP in SOE reform:
- leadership through policy clarity and action at i@ablevel
integrity through action to restore good corpogigernance at board and management levels
- transparency through published, timely and religaiadited) reporting.

¢ Dealing with each in turn:

- The new policy framework is now at the crucial stagétranslation and implementation” when
detailed policies and plans are being developebingtis response to the SOE reform package
will determine the future path and priority for S@&orm. If, in addition, Cabinet agrees |to
implement the proposed strategy for selling HFL #H\the result of this sale could provide a
valuable champion of the benefits of privatisatitvat could encourage the government| to
progress further privatisations.

- Company directors with a proven track record indjoorporate governance are scarce. The |CSI
model could be extended to become a holding comfmrsil SOEs that monitored and mentoied
directors of all subsidiary companies. Lor-term, outsourcing, with a strong emphasis
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service delivery performance, may be a more powerid more practical way to overcome the
danger that bad practices are even more widesprehdeep-seated than the TA has been al

observe, and that such SOEs will therefore resisgt BSP reforms — especially resisti

preparatory external scrutiny and analysis — bexdlsir manageme

more concerned with their personal benefits thanitiblended benefits for the nation and th

intended customers.

nt, staff and directors

Unless and until an initiative is launched to coatgl up-to-date audited annual finang

le to
ng
are
eir

ial

statements for all SOEs, it will be very difficulb tmake progress in applying standard

divestment/PSP approaches.

Published, simple performance objectives foriserdelivery that ordinary customers of SO
can monitor for themselves would bring transpareiocthe most important area: results in ter

of services to the people who are intended to lieinefn the SOES’ existence.

Es
ms

SOEs will operate

2.3 Adequate legal and regulatory frameworks for tlese sectors in which privatised

Actions Taken

Reference

Performed initial situation analysis and issuesiifieation, which led to
conclusions that:

a SOE Act supplemented by Community Service Obbgati was|
required to provide a framework that would applsosty commercia
disciplines to SOEs that were NOT privatised andadldition to the|
direct benefits of such a move, would reduce thHicdlties in
transitioning from public to private ownership;

a SOE reform perspective did not suggest there veaseason for
changing the current sector-based legal and regylagolutions to
technical standards and health and safety objexctive

a sector-based approach to economic regulation imggspropriate
whether it applied to all SOEs or to each of theasate sectors in whic
the main public utility SOEs operate.

With ERU support, extended this legal/public poleyalysis to laws an
practices of economic regulation that apply acedlsareas of the economy.

Prepared supporting analysis of issues commonlyeaddd by regulation -

this analysis examined in what ways the Sl issiifésr drom and/or resembl
the issues faced by other comparable countries.

Developed a discussion paper, workshopped it viitkeholders, and gave
presentation to ERU on where and how economic régualacould be
improved.

Provided stakeholders and ERU with briefings sumsitagi how the TA’'s
proposals on economic regulation would work in fica¢c and reassurin
them that they are compatible with the other braesh of sector-specifi
regulation (especially technical and safety-relatsgulation).

Reached agreements in principle with PS Commuwicatnd Transport an
the Telecommunications Authority regarding the cotibday of the TA's
economic regulation proposals with their propogatstelecommunication
and air transport.

Analysis for
Legislative
Framework Annex
45

Economic Regulation
Discussion Paper,

Annex 8
h

1%
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Achievements

« Improved sector stakeholder understanding and stymow secured ERU and PS Finance support for
an economy-wide approach to economic regulatidrerahan a sector-specific approach.

< Drafted Cabinet paper on economic regulation fosedtors, including for privatised SOEs.

¢ The Minister of Finance in the 2007 Budget annourgedview of consumer protection laws gnd
regulations

Issues

e« The 2007 Budget announcement of a review of “consumnetection laws and regulations” is| a
potential problem as well as a potential opporjufit improvements. This is because an unfortunate
by-product of the TA’s fact-finding on current ecomo regulation was a proposed strengthening of
an existing price control regime. This appearetld@ response to the TA’s finding that the current
regime had fallen into disuse apart from price mandf fuel — but the response ignored the TA’s
finding that, because of the development of cortipatiespecially from imports, the failure to
monitor and enforce other controls apparently wasirtg only favourable consequences ffor
consumers. Strengthening controls is thereforelliko be harmful to consumers. The TA has
highlighted this danger to the ERU.

Recommended Future Action

« The TA completed its work on this matter — which weagended to cover proposals for a regulatory
policy and regime of general application rathemtl®DE-specific or sector-specific policies and/or
legal frameworks — but “ownership” of this expandkdiverable is unclear. Which officials will take
responsibility — ERU or elsewhere in SIG?

« Political support for the type of reforms we propdss yet to be confirmed.

e There may be a danger that the policy direction dasv rimore regulation” rather than “better
regulation”.

2.4 Reporting and performance monitoring regime forSOEs that will remain under
State ownership

Actions Taken Reference

« Performed initial situation analysis and issuesntifieation, which
revealed that in almost all cases there was ndagdimely and relevant
performance reporting to government ministers, SO&ds or SOE top SOEs and National
management. Planning Workshop,

«  Obtained understanding and support from Auditoréairfor an initiative] Annex 46 SOE Audited
to establish the basic foundation of timely rel@atdudited financia] AccountsAnnex 47,
reporting by all SOEs, and made a joint presentatiothe PermanentSOE Reforms
Secretaries’ Forum that secured general suppart fr@ PSs and specifjcPresentationinnex 48
sponsorship from then PS Finance — but changeargment intervened Draft Cabinet Paper re
before any implementation action began, and peraritanges removedup-to-date SOE
the base of support. Accounts,Annex 16

e Completed the work on financial reporting and perfance monitoring
by obtaining support of new PS Finance and. onrsiguctions, drafting
a Cabinet paper proposing an initiative to esthhitie basic foundation ¢
reliable audited L-to-date financial renorts from all SOE

="
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reliable audited up-to-date financial reports fralr'SOEs.

e The TA found support among SOEs for improving finaheiad non-
financial performance reporting to the Board andh&al Manager, but
most SOEs were reluctant to expose the extent their tcurrent
performance reporting was weak or non-existent & #iere was ng
pressure for them to change because there wadiansof understanding
or commitment at board level to drive the requiragrovements.

e Attempted to position ICSI as an “example of e)amtie” that impose
and practiced high standards in performance remp@ind performanc
monitoring, and could possible operate as the dovea longer-term SOE
performance reporting and monitoring regime, bugséh discussion
stalled partly because of unresolved political éssaround whether or n
there was a longer-term role for ICSI itself, amdgsure on ICSI boar
and management to address other more immediatesisBurther, unti
such time as ICSI's subsidiary companies produtentiial reports on
timely basis, enabling ICSI to adequately reposing ICSI as such a
model is not viable.

«  Built skills/awareness through tailored workshopsd selection of SOEs€-d. Performance
prepared to take the lead in adopting good pragticthe intention wasMeasurement and
that these would be led by potential “change chansli who would| Reporting for NPF,
provide an example to others that performance ingr@nt initiatives Annex 49
can be implemented and do pay off in terms of henefitweighing the
costs of change.

* Made limited progress with these targeted initedito create capability
within SOE sector at three levels:

1. reporting to board — used HFL board inductiomaslel;

2. reporting to management — piloted with NPF asagor then worked
with Sl Post (see below)

3. reporting to the public — PS Finance is champmprhis initiative,
and announced it to SOE GMs’ Forum; TA drafted a Gatbpaper
on published performance targets for each SOE.

< With ERU local counterpart, Dalcy Tozaka, developeatd gointly
delivered (English and Pijin) further training in ganisational
performance measurement and management for S| Post.

+ Followed up with key SI Post managers by demorisgaa systemati¢ 5| post Strategic
approach to gathering data and analysis aimedvalafing performance stocktake Annex 31
indicators and identifying where additional datadguired for strategi¢
and business planning.

e Developed and delivered an alternative sector-vgialetion that would
drive reporting and performance monitoring throymiblication by eacl
SOE of a short-list of observable performance tarfmt service delivery
— see below under achievements.

oo » Mt

W

Draft Cabinet Paper,
Annex 17

As for Annex 49— NPF

Achievements

¢ Sought to establish one SOE as the primary “refersite” to trial and demonstrate to other SOEs
1. that it is possible for SOEs to implement therinal changes needed to produce reliable timely
performance measurement and reports based onrnezsirements; and
2. that the boards and management get real adsnfiagn these changes.
S| Post was initially chosen and considerable msgrwas made in August/September 2006 on
suggesting improved analysis and reporting but ldss of their general ledger for 2001-2004
undermined further efforts to use them as an e¥fechodel.
e Gained policy support from PS Finance and Minisfafinance for two draft Cabinet papers
e establishing timely reliable up-to-date auditedhfinial reporting by all SOE; and
« implementing a sector-wide approach to SOE perfoomaeporting and improvement.
¢ The Minister of Finance in the 2007 Budget annouribedey SIG policy decisions that were nee
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to implement the proposed program of SOE reformeluding updating all SOE accounts; and
developing and publishing service delivery tardetsall SOEs.

Issues

e The practice of some SOE boards and managers awagdigfionable and excessive benefits to
themselves — noted in s.2.2 above — is not justmediment to privatisation and other forms|of
private sector participation. It is also a bartiemperformance improvement in SOEs remaining in
government ownership. This is because tools ofopmidnce improvement, such as publication of
up-to-date audited accounts, production of reguégorts for boards and management, sound
financial analysis of results, etc, would all expdsese unacceptable practices.

Recommended Future Action

« It has been agreed in principle with ERU that, unierproposed SOE Act, the Ministry of Finarjce
needs a capability (“SOE Monitoring Unit") for SOErfs@mance monitoring and advice to the
Minister of Finance on SOE ownership issues.

< A proper regime for performance reporting to Miarstwill also need to be addressed as part of fully
implementing the SOE Act.

¢ Aninitiative to achieve up-to-date audited accsuot all SOEs may be promoted by governmerit to
donors who would need to support it with a shamatéeam effort to get rid of the backlogs.

« This will need to be followed by capacity building inancial management planning and reporiing
which is also weak i.e. improved internal managdmeporting as well as external accountability
reporting.

¢ Improving SOE performance will require addressing fbllowing priorities: bringing financial
management reporting up to date; identifying arsblkéng debt issues; adequately providing ffor
doubtful debts; commencing preparation of busingssning; considering changes to the SOE
business model to require pre-payment by customapsiating asset registers and revaluing
significant assets, and preparing updated reabstityets for the current year, with projectionstfar
following two financial years.

« Published performance targets to enable custormerm®hitor SOE delivery may be introduced.

2.5 On-the-job training/capacity building for key gakeholders in government and
SOEs

Actions Taken Reference

e Performed initial situation analysis and issuesnifdieation which
revealed the needs:

- at ministerial and officials levels to demonstrditat reform was both
desirable and possible

- at SOE level to create a demand for training anhcity building
that would enhance the performance of the SOE -erdtian merely
increasing the supply of training that would enlanthe
employability/remuneration of employees

- generally to distinguish between capacity to chaefmm and
capacity to operate effectively after successftdrre had created a

new working environment. The Case for Change,

« Drafted a “case for change” document in the forafdFrequently Asked Annex 10

Questions” (FAQs) on why SOE reform & increased R@Re needed.
. I Workshop on Change
* Developed and delivered an initial workshop for ERbd local tean ManagementAnnex 50

members on change management, stakeholder managea®h communications and
communication. Stakeholde
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ManagementAnnex 51

SOE PSP Seminar
ProgrammeAnnex 22
Feedback from
Governance Seminars,
* Introduced SOE GMs’ Forums as a means of buildirdetstanding and Annex 11

support for SOE reform among this key stakeholdeugyr

e Throughout the assignment, the TA international espwamorked with
local team members and local counterparts to iserdaeir capability tg
contribute longer-term to continuing SOE reforms.

Governance Discussion

* Planned and organised prompt responses to the Stodising and| PaperAnnex 2
development needs as revealed by responses tdamseat SOE GMs| Governance Feedback,
Forums and feedback to seminars on governance. Annex 11

* In September 2005 held five seminars on SOE comogaternance| giskeholder Workshops,
focusing on its legislative basis, for SOE directorgnagers and othery nnex 12
stakeholders such as lawyers and accountants, @naoibtCommerce
etc, and documented the feedback received in thra & participants’
questions and comments

o

¢ In October 2005 followed up with two workshops 8®E managers an
directors/stakeholders respectively to discusstewrisummaries of th
feedback, and build a network of stakeholders wimolesstand and
support the need for the SOE reforms that the TAsgstng

D

* In November 2005 held three series of two-day sarsion Planning andSeminars Programme,
Financial Management for directors and manager$S©Es based in annex 52
Honiara.

¢« Local ERU counterpart was supported in being Fawlitaf an SOE SOE GMs Forumannex
GMs’ Forum. 53

¢ In November 2006 the TA prepared a draft action parimplementing
the proposed sale of HFL to NPF (since updated) sétreral goals: (1) t
show ERU counterparts what was involved in the gatecess, (2) tg
provide a basis for them to assume managing tlegpsatess when the T
ceases, and (3) to provide a basis for keeping ath&eholders informe
of progress in the process and thereby manageekjeéctations.

)Action Plan,Annex 38

o B

e In January 2007 the TA briefed the HFL Board on thle process andggle Process Briefing,
their roles and duties in relation to it. Annex 43

¢ Also in January, the TA helped the HFL board to nes@ perceived
potential conflict of interest between HFL and the d@mestic financia
experts.

Resolution Annex 54

* InFebruary 2007, the TA prepared a draft SOE Actémentation action pjan SummaryAnnex 5
plan with similar goals to that for the proposed Hiale.

Achievements

e PS Finance and PS Planning jointly took over trensprship of the SOE GMs’ Forums, which the
TA had initiated.

« ldentified and mobilised potential “change champion key stakeholders at SOE CEO/GM and
board level who are prepared to lead early perfaomamprovement initiatives and also act|as
examples to others.

« Re-usable performance improvement training matesias produced on such topics as financial
planning and analysis, organisational performaepenting, corporate planning.

« Pijin versions of some material were developedaltaboration with the local ERU counterpart, and
she was supported in gaining experience in its<sgting as a co-presenter at a workshop.

¢ Local team members have acquired considerable espability to be effective supporters ¢
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practitioners of further SOE reform: they are wafbrmed advocates of the policy approach;
experienced in the processes of problem analysisdasign and solutions; increasingly skilled| in
implementation of the solutions; and trained invdlng workshops and training.

Issues

e Limited progress has been made with SOE skills teangfartly because pressures for SOE$ to
improve performance are ineffective and, as a tethére are limited incentives for the target geqp
to acquire these skills: e.g. skills transfer taahances the individual's employability may be well
attended but not if the skills will help only witmproving the performance of the particular SC
Also, SOE directors, managers, staff who benefisqmeally from ineffective governance are diregt
conflicted by attempts to improve governance.

y

e Skills transfer to the officials who will operateet new system could not occur because the system
under the proposed new SOE Act was not yet in adethese people were not appointed.

e Therefore, one challenge is to ensure that the r@®& Sct's good governance provisions increase|the
demandfor skills acquisition and capacity building thatelated to SOE performance improvement —
not just increase the supply of training, and mst pdd to the opportunities for SOE managers|and
staff to acquire professional skills that benefdividuals..

« Another challenge is to ensure that the propose 86 implementation strategy provides adequate
preparation time, and that this preparation timeused effectively through a systematic preparation
programme — training and capacity building will deto be properly planned, resourced and
delivered.. (The TA has proposed that, as has beea g other countries, Solomon Islands shquld
implement the new SOE Act in stages in order to die¢h SOEs and officials time to prepare
properly for their new responsibilities.)

e There is an unresolved issue about how best to dahdl presentation of external experts’ analysis
and recommendations to political decision-makeesg- should local officials or TA be responsible
and resourced for writing reports to Ministers &munal Cabinet submissions? Or is the capability o
local staff to write such material an importantt teSunderstanding and ownership (as well as using
their comparative advantage and respecting thetusas “in line” advisers)?

Recommended Future Action

« ERU and local team members are the repository fotrining materials that have been developed|and
delivered. This is a temporary solution, but lonrgem it is suggested that, for the three mainetsg

1. at SOE board level, training for directors shosihred with the private sector and be held by
some professional body separate from the governméonhger-term, an Institute of Directors
would be an ideal solution, but short-term thereulddbe merit in getting both the Society |of
Accountants and the Law Society to act as reposgdnr a “library” of good practice guidelings
and related material, so that the relevant profesd$ could assist as required, and possibly serve
as directors.

2. at SOE staff and management level, the matdraalld also be shared with the private sector, jand
be kept and used by the main local training pragidd management training (e.g. USP. SICHE,
IPAM); but also made available, through their resipe professional bodies, to local accountjng
and legal practitioners who provide services to SOEs

3. at officials level, if a new organisation is asdtshed within the public sector to administer the
SOE Act and advise on SOE ownership issues, themthanisation should be the repository for
material related to the SOE Act and overall polioythe SOE sector.

e Making best use of the improved local capabilitypobfessional advisers — especially the skills and
experience of local TA team members — should beesdéd by ERU. As noted above, local team
members have acquired considerable extra capabilitye effective supporters and practitionerg of
further SOE reform. Both CBL and Suri's Legal Prestiare in the process of expanding and
strengthening their practices: increasing theiifisgnand also taking significant initiatives toiga and
maintain professional standards.
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3 Additional Work Program Activities Undertaken: Ma naging
Interface Issues
Actions Taken Reference

As a by-product of the situation analyses and isddentifications for the
formal outputs above, the TA found factors that,levbutside the formal ToR
influenced the feasibility and political acceptépilof the TA's proposals
and/or the likely success or failure of the SOE na®if implemented.

Formed a preliminary view (as highlighted in the TAception Report’s
“Situation Analysis”) that these factors outsidee tiTA were major
impediments to its success: subsequent experiedcih¢ TA to identify more
boundary issues, and reinforced the importance wéramming these
impediments.

Clarified the size and the scope of the problemnalytical terms — in simples
form it could be illustrated by the extent and nemtof gaps betwee
institutions and practices in the public, privated anixed (SOE) sectors i
Solomon Islands compared to those in other moreessful countries

Discovered that this gap analysis was useful faaical purposes — e.g. |
developing proposals in interface areas like reguwyareform —but the TA
Reference Group (see below) helped the TA apprethatethe results coul
not be presented simply as an unfavourable conpardi®tween Solomo
Islands practices and overseas examples (see emadst “Issues” below).

Spent most time and effort outside the originalkptan working with selecte
individual SOEs on identifying and remedying perfarmoe problems — 4
opposed to the sector-wide programme of on-thdfgihing/capacity building
that had been planned (please refer to s. 2.5 above

The other major effort went into the work with the 'SAReference Group’
which was established to provide guidance and faeldlon matters requirin
local knowledge and understanding, such as issdestification and
customisation of technical solutions. The RefereGeceup operated only i
the first year of the TA, given the initial unavéility of local counterparts
within Ministry of Finance to provide this suppartd guidance.

One of the issues progressed with help from theei@ate Group, and i
consultation with the SIG Machinery of Governmemntdaleadershig
initiatives, was enabling SIG to appoint SOE chainfier their commercia
experience, integrity and ability rather than nagdo appoint back-bench MR
in order to secure and protect a Parliamentary ritygjo

[Please refer to
,“Issues” sections in
paragraphs 2.1 — 2.
above]

Issues Analysis,
Annex 1
D

1)

stSOE Reforms
hContext,Annex 55
n

n
TA Local Reference

dGroup,Annex 56
n

)
sSOE Stakeholder

Analysis,Annex 57

TA Local Reference
dGroup,Annex 56

h

PS

oT

Achievements

Working with selected individual SOEs on identifyiagd remedying performance problems provi

a practical demonstration that the changes thatidvba required under the proposed sector-

reforms were:
- feasible in practice; and

- also worth doing in terms of benefits created far ¢ustomers of the SOEs and improvemen

the viability of the SOE itself.

The TA built local capability to continue training darcapacity building in SOEs, especially
involving local team members and local counterpiartrain the trainer” exercises.

Workshops and supporting training materials produdsy the TA to
improvement by SOEs are available for further/caritig use.

support performan

The TA’s analysis builttakeholder awareness and understanding of thegmsbtaused by the la

Hed
ide

e

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Page 22

of a coherent and predictable set of SIG policteSabinet level — not confined to SOE policies, and
also revealed that there is scope to make significaprovements.

Issues

¢ Simply documenting and highlighting gaps comparcedther countries
seen as a focus on bad points, and thus invitohefensive reaction;

good practices” risks being

* there is a widely-shared local priority for impraveervice delivery, and proposed SOE reforms will
receive more support if they are linked to impropedformance in this area;

« also, the Solomon Islands SOE sector is best vidvadidtically as a system within a wider (socia
political and economic) system — this is easier léaral people to understand than piecemeal |gap
analysis, as well as more complete and more aecurat

< from that (systems) perspective, the SOE systemteiill to fail at its weakest points when pla¢ced
under pressure — and some local stakeholders lewe © see that their system has many weak paints,
is under considerable pressure, and thereforedaitsany points — and all this adds up to diffiegltin
achieving improvements through partial solutions

« one recurring example from almost all SOEs is thes lof services due to poor or non-existent
maintenance and replacement of SOE productive assatsystems perspective leads on to identify
external political and social pressures behinditi@ediate causes such as prices too low to include
depreciation; failed credit control and debt cdilag; etc

e There are also internal points of failure such dsaekion of cash/retained earnings as benefitSOE
“insiders” i.e. diversion of public monies to prteahands by the practice in some SOEs of awargding
excessive remuneration to directors, managementstaffi— in some cases using practices that| are
extremely questionable and possibly illegal suctadsances” or “loans” that are beyond the capality
of the “borrowers” to repay, are not enforced, aneinot repaid.

e The proposed Electoral Integrity Act (scheduled fardduction in June 2007) would remove J}he
necessity for a coalition government to appointkbaoch MPs as Chairs of SOEs who, when
combined with the number of Cabinet posts, arei@efft to secure and protect a Parliamentary
majority. In the intervening period there is arpopunity to build on a number of planned or relent
accelerated leadership or good governance iniigtisuch as substantially increasing the role of
Parliamentary Select Committees, and perhaps amgatteir Chairmen remuneration and allowances
in line with what is currently received by SOE boahéirmen.
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4 Final Focus of the TA

In late July 2006 Vinstar Executive Director NalayBrito visited Honiara and met with
Government Counterparts and key team members. ithefahe meetings was to obtain
updates on the status of the TA and determine thg ferward based upon the
expectations of the SIG and ADB following the ADEC®untry Programming Mission to
the Solomon Islands in June 2006. From these nueetinth the Executing Agency and
local counterparts and further discussions with ARBvas resolved that in the final phase
of the TA, four key tangible outputs would be pwdiby the consultants: a general SIG
SOE reform policy and supporting implementation sueas; an SOE Act; completion of
a financial stocktake of the SOE portfolio and iHwme Finance/National Provident Fund
housing activity combination as an example of a R&Rsaction. The development of
these outputs is as follows.

4.1SIG SOE Reform Policy

An integrated package of reform proposals relatingSOE ownership, performance,
divestment, financial reporting and economic retioawas drafted in August 2006 for
ERU to consider, refine and present to Cabinea¢httd as Annexes 14 - 20). September
2006 to January 2007 saw a process of feedbadkficdtion of policy and procedural
issues, and rewriting — e.g. a summary draft Calpaper on the SOE Reforms program,
which had been expected to be presented to Cdbinapproval in early December 2006,
is attached as Annex 21. This included recomm@ndzaon introduction of a consistent
legislative framework for SOEs (an SOE Act); a Qoweent Policy Statement on SOE
ownership and regulation; provision for CSOs; restjng donor support to update SOE
financial accounting and reporting; and clarify®@@E goals and performance targets.

In the event, SIG decided that the Minister of Ricels Budget speech should announce
the reform program and its key elements, and thbinga paper should be further
simplified to focus mainly on approval for officgato provide drafting instructions to the
Attorney General's Chambers for a new SOE Act. light of this feedback, the TA
rewrote the draft Cabinet paper late January 28@@dhed as Annex 6).

The 2007 Budget speech, as approved by Cabinaleivered by the Minister of Finance
and Treasury, included specific policy commitmetdsall the major elements of the
recommended reform program: a new SOE Act this;ygadating all SOE accounts;
developing and publishing service delivery targets all SOES; reviewing consumer
protection laws; and replacing annual subventiopnmts with targeted subsidies for
mandated services — conditional on proof of gootegmance and a financial justification.

4.2S0OE Act

The consultants have drafted an outline SOE Act thacurrently being refined and
completed before being provided to ERU and the ISA® Draftsman. The Act (Bill) will
accordingly continue to evolve over time. At thmei of writing, the timeline and process
for finalisation of this proposed draft Act is adléws:

« Mid March 2007: Cabinet approval for officials toopide drafting instructions to
Attorney General expected.
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« March 2007: TA to assist Department of Finance arehsury preparing drafting
instructions and resolving legal drafting issuethwiittorney General’'s Chambers.

- Draft SOE Bill ready for introduction to Parliameait its next sitting which, at the
time of writing is expected to be in June 2007.

The current draft of the proposed Act is attachedm@nex 3.
4.3 Financial Stocktake of the SOE Portfolio

To the extent permitted by current availabilityFahancial Information, this Stocktake has
been further developed since the report includethénDraft Final Report (Appendix 2
Trends in Solomon Islands State Owned Enterprisarfées) and is attached as Annex 9
Stocktake of SI SOE Finances.

4 4AHFL/NPF Transaction Status

The TA utilised the Finance Minister's renewed femn amalgamating HFL and NPF
housing schemes to draft a paper for him to prese@abinet in early December 2006
seeking Cabinet approval for a strategy to sell Hb-INPF and for its implementation to
start immediately (refer Annex 7). Cabinet approvak obtained in early February 2007.
Since then the TA has continued to assist HFL a&d-idance to prepare to implement
the sale process.

4.5Handovers to ERU Counterparts

The earlier drafts of this document, and the diaéogetween the TA and SIG, ensured
that this final report could be presented on theishaf “no surprises”. In addition, the

TA's final project and programme planning, usingraprietary software tool, proved a

very effective way of helping ERU focus on futurgtians required by them, especially
the counterparts who will henceforth take over frdtm TA on the various areas of
continuing work. The electronic and hard copy rdsarreated by the TA will be absorbed
into the ERU filing systems.

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Page 25

5 Conclusion and Final Recommendations

5.1 SOE Reforms

Although the paper submitted to Cabinet in later&aty 2007 focused only on the
immediate action required, the TA’s recommended@ggh to SOE reform and PSP
remains as summarised in the earlier draft Calpapérs on SOE Reforms:

)] Passing a State-Owned Enterprise Act to intredais effective and consistent
framework for good governance across all state-ovargerprises (see Annex
3 for current suggested draft);

1)) Implementing a four-part initiative as follows produce up-to-date audited
financial statements (also known as “annual aca3unt

a. Extra accountants to produce annual finantadééments

b. A “clean-up team” shared across all SOEs of. degal experts to
resolve outstanding claims, debt-recovery expeats] asset realisation
specialists.

c. Extra auditors to audit and report on the faialhstatements

d. Support for Office of the Auditor-General S@#cAudit to provide
oversight, review findings and report further aguiesd.

iii) Improving SOE performance through addressimg tfollowing priorities:
bringing financial management reporting up to datentifying and resolving
debt issues; adequately providing for doubtful debbmmencing preparation
of business planning; considering changes to th& $0siness model to
require pre-payment by customers; updating assgistees and revaluing
significant assets, and preparing updated realmstdgets for the current year,
with projections for the following two financial ges;

V) Through a formal SIG planning process or othsew

a. clarifying SOE objectives, and prioritising whlae government expects
in terms of SOE performance — especially those S@t$ provide
infrastructure that supports business developmahtammunity life; and

b. linking planning to SIG budgeting where the mplabjective is not
commercially feasible (i.e. would cause the SOHot® money). In such
cases, SIG must either pay the SOE a subsidy tareerise provision of
services or change the plan objective to refleet tbmmercial situation
and government’s overall priorities.

V) In the area of economic regulation, issuing av€&soment Policy Statement
that:

a. directs that licensing regimes are not to pregempetition;
b. directs that any price setting process shauttlide public consultation
and the use of expert advice;

c. shows that various SOE reforms are proceedimogn fa common
framework that deals with the various issues — cgitipn, licensing,
pricing, non-commercial services, etc — in a cdesisway that will give
consumers a reasonable deal; and
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Vi)

vii)

viii)

d. opens up privatisation as a reform option, whigre combination of
regulation and privatisation offers consumers &ebeteal than unregulated
government ownership.

In implementing three of the preceding inities (producing up-to-date
audited financial statements, clarifying SOE ohyes, and getting better and
more consistent results from economic regulation S@Es), ensure that
existing legislation is strictly complied with — nhiaularly various existing
statutory procedures (and restrictions) that apphenever the government
wishes to:

a. take decisions about SOE policy matters, and

b. communicate these decisions to the SOEs coadern

Late November 2006 discussions between theahd senior officials of the
Department of Finance and Treasury essentiallyireddhe future role of the
Investment Corporation of Solomon Islands (ICSThe resolution comprises
two elements: (1) Cabinet agreement that transfayn8OEs into successful
businesses depends crucially on ensuring thatahedb of directors appointed
to oversee each SOE comprise people whose combkiksl and experience
enable them to perform this role effectively; ar&j (oting that where an
insufficient mix of people is available to oversféectively a particular SOE,
as a transitional measure the government has thenogf relying on ICSI to

own the SOE as a subsidiary and oversee its peafuren until sufficient

directors with the required skills either becomaikable or are trained, after
which ICSI would be required to transfer ownersbfpthe subsidiary to the
government.

This means that ICSI’s role does not need to barered in legislation, with
some attendant risks, but remains a viable tramsitioption where insufficient
suitably skilled people are available to oversees@k. Full details of what
this will entail and its legislative implicationsilivbe resolved by the TA in
conjunction with the Department of Finance and Juea shortly in the
context of preparing drafting instructions for tgtorney General. The
recommended initial or transitional approach wdoddfor the government to
continue and expand the use of ICSI as a holdingpamy in order to:

1. get best value from the limited stock of prefesal SOE Directors;

2. enable ICSI Directors to mentor and developieenbers of
subsidiary boards — as well as monitor and repogierformance;

3. consolidate and focus SIG overall portfolio mg@&ment of its
investments in SOEs;

4. standardise individual SOE behaviour on bemttpres in areas like
financial management (e.g. general financial amsbysd reporting,
investment appraisal), SOE performance measureamehteporting,
timely production of audited annual accounts, etc

5. generally strengthen arrangements to ensutednéinued SIG
ownership is not a “soft option” for SOEs;

Reporting and performance monitoring for SOEsuld include publication by
each SOE of a short-list of observable performaaggets for service delivery
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to enable customers to monitor delivery; and a megiof performance
reporting to Ministers.

iX) The Ministry of Finance requires a capabilign(*“SOE Monitoring Unit”) for
SOE performance monitoring and advice to the Mamistf Finance on SOE
ownership issues (this has been agreed in principte ERU under the
proposed SOE Act and this and the previous reqeintéroould be developed
as part and parcel of introduction of the SOE Act).

X) For implementation of an SOE Act, as in otheurddes Solomon Islands
would likely benefit from a delayed implementatidate (e.g. passing the Act
in mid 2007 with effect from 1 January 2008). Tiwsuld give both SOEs and
officials more time to prepare properly for theiew responsibilities and,
thereby, increase the likelihood of successful en@ntation. .

Xi) In terms of private sector participation intst@ommercial activities, if, as has
been suggested, SIG resolves to focus on coreidmscbf government, and
divest business activities, this would imply thabr@adly based “Alternative
Service Delivery” (ASD) framework of policies andaptices will be required,
within which SOE-by-SOE analysis and action woualkkt place.

These recommendations remain the TA’s view of vetiibn and approach is required to
enable SIG to implement the envisaged SOE refoffastaely.

5.2 Case for Extended TA Support to Assist in Impleentation of SOE Act &
Related Reforms

The TA has proposed passing an SOE Act (includiveg drovision of a draft Act) to
introduce an effective and consistent framework good governance across all state-
owned enterprises and SIG has given all the inidicatthat they are serious about
implementing this at the impending parliamentargsgan in June/July 2007. The TA will
continue to provide all the required support anuluts leading up to its expiry date of 31
March. However, SIG will need continued support anplits from the TA in the period to
June/July 2007 to make this happen. Further, shib@SOE Act be successfully passed,
support will be required in the form of trainingdamplementation issues. The TA could
provide this support using its existing team witbhambination of field and home office
time (as hitherto). The case for this extended sripgp best discussed at the forthcoming
tripartite meeting.

5.3 Case for Extended TA Support to Assist in Impleentation of Specific PSP
Projects: Notably HFL Sale Process

As regards the other broad aspect of the TA, imingaprivate sector participation in
SOEs, it is clear that the SIG will need ongointeexal specialist TA support to assist it
in implementing transactions to achieve this gdabr example, the Ministry of Finance
and Treasury will need some ongoing help from thetd@ enable them to carry out the
proposed sale of HFL to the NPF which seems likelgpan a period of up to about two
months after the scheduled end of the TA on 31 Maao7.

Such TA support is required because this sale pso@ike others) inevitably involves a
range of difficult issues to resolve which requseecialist commercial, financial and
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sales-transaction experience to manage them efégcti In part, the brief for extended
TA support for the HFL sale process is to providekup guidance and mentoring to the
ERU/ MF&T officials designated to manage SIG’s ilwament in the sale process. In
part, however, it would also probably involve takia lead role in analysing some
situations/ issues and briefing officials and thmister accordingly. The combination of
roles could be managed by budgeting for a comlnati: (1) some home-office time in
NZ (communicating by email and phone etc); andei€assary (2) a visit to Honiara in
early May 2007 to coincide with the point at whithal aspects of the sale could be
expected to be negotiated after the “due diligemegfection has been completed by NPF.

The case for this proposed extra TA support, andadher that may be sought by SIG,
could be refined in the context of the pending arigpe discussions.
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Annex 1: SOE Reforms Issues Analysis

1.1 Policy Development: Output One —
Government Policy on SOE Ownership, Performance, ahDivestment

The TA found that, in effect, there was no governtrolicy on SOE ownership and/or
divestment mainly because there was no clear ectfe policy on the central issue,
namely performance. Firstly, despite dissatisfactiith SOE performance, this was seen
as a series of specific problems rather than argéfelure of the policy framework; and
secondly SOE reform was widely perceived to hag one tool — namely privatisation
in the sense of sale to the private sector. Assaltiethere was no political consensus on
the need for reform or on what needed to be doaed-therefore no political enthusiasm
for systematic SOE reform that would be driven mew set of SOE policies.

This situation causes major difficulties for thevgmmment. One issue is that the failure to
detect recurring problems and apply the same preodmion across the whole sector
makes SOE reform extremely inefficient and diffidol progress. A related issue is that, if
the limited time that SIG makes available for S@&ues continues to be allocated only to
SOE “problems”, there is a risk that new problemdl wontinue to grow in those
neglected areas that a more comprehensive refoliny peould address — indeed in recent
years Cabinet Ministers probably found new SOE lgrob growing faster than they
could solve old ones.

Because comprehensive SOE reform was not a highitgriat Cabinet level, the TA’s
efforts to develop understanding of SOE problents sapport for the need for systematic
reform were therefore redirected towards other Stdkeholders — especially relevant
officials, SOE board members and senior manag#rsr mternational consultants to SIG,
local professional advisers to SOEs, and other neesntf the local business community.
This problem-solving approach led to a focus oomafby formalising SOE policies in a
new legislative framework — centred on a SOE Act.

The suggested solution is based on the followiradyasis of the problems. First, there is a
lack of external pressure for good performance BES because of weaknesses in the
governance and regulatory aspects of current owigerpolicies, especially in the
following areas:
» governance by Parliamentary scrutiny of SOE ahfinancial reports
e governance by the government as owner, in tesmsetting clear performance
expectations
» governance at board level, in terms of maintegnihe commercial viability of the
organisation
* the absence of competition to provide compassamd the threat of losing customers
— or effective economic regulation to partially quensate for deficiencies in market
competition.

Secondly, because neither governance nor compettieate external pressure for good
performance, internal weaknesses have developedost Solomon Islands SOEs, as
follows:
* lack of management capability and focus, in teah
o planning and budgeting to achieve performance targe
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o prudent financial management, e.g. profitable trgdasset protection, liability
controls
0 monitoring and reporting results, and taking cdivecaction where required.

* lack of focus on customer needs as a drivebéier performance in service delivery.
Thirdly, the issue of government ownership and/stestment has become linked to
economic regulation to the extent that it is bedgvthat government ownership is
necessary because of a lack of either effective pedition or effective economic
regulation in the absence of such competition.

However, some early moves are both possible andatdés because the proposed SOE
Act is only part of the solution to this set ofuss, and need not delay other reforms.

As indicated below in discussion of issues arouhd teporting and performance
monitoring regime (or the lack of one), the TA doess that it is critically important for
some reforms — especially reforms of governanceopeance management, financial
management and economic regulation — to occur as &8 possible, and to apply
regardless of planned decisions on ownership astiirent in relation to particular SOEs.
That step would help to ensure that, with or withine passing of a SOE Act, continued
government ownership is not seen as an easy optiat, all SOE performance is
measured and managed, and that PSP options cabdhessessed in the right context —
see next section.

The future of ICSI is a major SOE ownership andegnance issue that has been left to
drift while ICSI's financial resources have run dovOne solution is the potential for the
government to use a strengthened and expandedBCsholding company in order to:

* get best value from the limited stock of profesal SOE Directors;

» enable ICSI Directors to mentor and developrttembers of subsidiary boards — as

well as monitor and report on performance;

« consolidate and focus SIG overall portfolio ngerment of its investments in SOEs;

» standardise individual SOE behaviour on bestctpmas in areas like financial

management (e.g. general financial analysis andrtiag, investment appraisal), SOE

performance measurement and reporting, timely ptolu of audited annual accounts,
etc

* generally strengthen arrangements to ensurectiminued SIG ownership is NOT a

“soft option” for SOEs.

Another reform move that has been suggested fnom td time is the establishment of an
Institute of Directors, or similar body for profemsal directors.

1.2 Output Two - Private Sector Participation in Pioritised SOEs

As noted in the previous section, a number of issieluding a lack of political
consensus on the problems created by governmerdrship of SOEs, and a narrow view
that SOE reform was confined to privatisation, cboted to a lack of enthusiasm for
SOE reforms — especially if such reforms were prilpgrivatisation. A major issue is
widespread local prejudice against PSP.

Some of that prejudice may be well founded, inagmagthe inadequacies of most of the
institutions required for a well-functioning prieasector have been identified in related
ADB-funded TAs to do with the legal framework. Thé& has found few local private
sector firms that could be used as examples ofllexoce that SOEs could be encouraged
to follow. This situation leads local stakeholderyde understandably sceptical about the
advantages of private sector participation. Isiekplained that PSP provides a range of
alternative ways in which SOEs can benefit fronvgie sector good practices, most local
stakeholders are more receptive, but the issueasilfility becomes a focus.
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Realism about what PSP does and does not offetsedf ianother key issue — blind
enthusiasm is as much a problem as blind prejuthcearticular, the TA encountered the
issue that, for a number of SOEs, private sectdiggaation will not necessarily result in
immediate performance improvement — but will almalstays result in price increases
because SOE prices have generally been artifidaly This is not only because of direct
government decisions, but also because of the bpeah and financial consequences of
the management skill gaps in areas like businesascand costing. This TA also drew
attention to the roles of lenders and customerpaats of private sector participation —
participation in ownership and management is mgtortant; but is not the complete
picture, and these actions are not the only methb&SP.

It is arguable that some PSP initiatives shouldiélayed until the legal framework etc is
ready. If so, the TA's work on economic regulation particular may need to be
accelerated (see 3.3. below), but it will also t@artant to build stakeholder awareness
that the necessary private sector institutions, thedsector’s size and strength, will be
built by pushing PSP — not by waiting for thesadjsi to develop before PSP is attempted.
The government as owner and often lender/guardr@sroptions in relation to long-term
SOEs, such as structuring SOE balance sheets iayathvat will withstand scrutiny by
commercial lenders, and requiring SOEs to publstvise performance targets and/or
standards that can be monitored by customers. éngtinened ICSI with a board of
experienced and expert directors could have arlgadn this.

1.3 Output Three — Legal and Regulatory Frameworks

To the extent that the TA could consult with stakdbrs, it appeared to have built a
consensus that most of the issues around legalegutatory frameworks have now been
resolved to the satisfaction of these participamtéhe process of problem identification
and development of solutions. The two main intiasi that are proposed are a SOE Act
(prepared by the TA in indicative draft form) arepislation for economic regulation,
which is at a more preliminary stage of developmkritas been agreed that, in principle,
economic regulation should be of general applicatid.e. not confined to the sectors in
which privatised SOEs will operate. Also, economégulation has been linked to
ownership and/or divestment (please see 3.1. @hdaBove) because of the prevailing
perception that government must own entities sggbudlic utilities.

There may be a need to draft legislation if the fBAm’s policy recommendations are
accepted. The TA team would be able to do thisthmiTA ToR does not cover this work.

1.4 Output Four — Reporting and Performance Monitoing Regime

Currently there is no systematic well-defined gahepproach that could be called a
regime. There is a paucity of current data and nafdhe recent data is either unaudited
or is in the form of management accounts, which tayinreliable. This situation is not
solely a result of the “tensions” as many SOEs fvaghared financial statements only up
to 1995 or 1996 before the tensions. The lack wiely financial reporting of even
management accounts suggests that the majorityO&fsSare “flying blind” and do not
know their current financial position. The consewees were summarised by management
expert Peter Drucker: “If you can’t measure it, y@am’'t manage it”.

NERRDP reported on the pervasive and corrosivarksl of governance within the public
sector, closely associated with private sector raalice, and the TA’s own preliminary
investigations have found some supporting evidemzkno contrary evidence. However,
a key issue is that the vital link between goveceamnd performance is not well
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understood, with the result that resources comaitte governance are seen by some
stakeholders as resources being diverted away geformance.

There are also deficiencies in the existing legigaframework — namely provisions
within the Companies Act and Public Finance andiAAdt that do not reflect modern
good practices. These issues could be addresseputtiyng higher standards in the
proposed SOE Act, and giving it precedence ovepther two acts.

The foundations for good governance are furtheretmthed by the lack of institutions
and resources to support an awareness of good rgoe®, good practices and good
legislation. There are significant delays in cortiple of audits and these delays are worse
for enterprises audited by the Auditor General®cef probably reflecting staff and skill
shortages. Transparency in reporting and performanonitoring will therefore be a
critical issue to create awareness, expose actaatiges, and ensure that legislation is
complied with.

1.5 Output Five - Training/Capacity Building

The strategy to date has been be to build demanietter performance by measurement
highlighting the whole issue of performance and imgikt more manageable as well as
more visible. Most of the institutions required @wod performance within the private and
public sectors are weak or missing. Inevitably,rdeand businesses that feel weak or no
effective pressure for better performance in sendelivery will not develop the skills
required to deliver better service.
Therefore, the reform actions for SOEs that remaingovernment ownership must
compensate for this.
Training and capacity building needs include;
e governance at board level,
» the public service’s ability to monitor, analysed report to Cabinet on SOE
performance,;
« Cabinet’s ability to clarify and manage publmipy objectives (CSOs) for SOEs; and
* most areas of management within SOEs themselugduding business planning and
budgeting, credit management, risk management, ingosand pricing, asset
management, cash flow management, etc.

A compelling “case for change” needs to be knowrgeustood and accepted by most of
the key stakeholders in SOE reform and PSP. Suctessange will depend on initially
on strong and well-informed support and leader$tom the political level, but longer-
term success will depend on strong and well-designstitutions that reflect a political
consensus.

The TA’'s activities have raised the profile of issuthat otherwise might not get
discussed, and started building consensus at thed helow that of the politicians to
whom the TA had no formal access. Consensus oprti@ems is a useful starting point,
but it proved to be equally important to show thedgress is possible: therefore the TA
has been gathering and sharing evidence of loeaictss stories”, and identifying and
supporting local people for leadership/mentor rolasworkshops and longer-term
arrangements for SOEs.

Associated with demonstrating opportunities forgoess, there is a need to show that
reform can deal appropriately with issues of cealtarthe TA’'s local team members have a
major role in this.

At some stage it will be important to get beyon@ timmediate focus on existing
stakeholders and to start development of the comergeration — which will require the
TA to help build local capability to train and déme directors and managers, and local
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institutions that support good governance. In tiatitext, the suggestion has been made
that Solomon Islands should establish an InstitftdDirectors or similar body. The
feedback to the SOE governance seminars providefdluasights into a lack of demand
for directors’ upskilling — especially from poliat appointees who are perceived as
needing it most. One of the main drivers for therfation of an Institute of Directors was
the perception that it could be an independentcgowf promotion of good corporate
governance, e.g.:

» advice on selection criteria for directors

« disqualification from membership of persons where found guilty of criminal
acts that would indicate their unsuitability for @osition of trust and
responsibility; or who failed to obtain and maintauitable formal training and
awareness of relevant knowledge and skills

* codes of conduct for directors
* sponsorship of formal training and less formabartunities for skill building
» other “good practices” in corporate governance.

In other words, it might not be possible to achieady abolition of political appointments
to SOE boards, but it might be possible to achiswame quality improvements in such
appointments.

1.6 General: Managing Interface Issues

This area of work is separate from the precedimm#&b work streams (which are drawn
from the TA ToR) but it appears useful to bring thié interface issues together in one
work area to:

» make it easier to size and scope them; and

* identify factors in the context that make SOtoma easy or difficult.

At present, most of the factors that influence sluiecess of SOE reform — including
factors influencing the successful operation oatised businesses after reform — are
either lacking or are negative influences. Themfane powerful single action that could
be taken to address this set of problems woula li@plement a coherent and predictable
policy framework that would drive a coherent anddictable action programme at central
government level. This step would enable speciBfonrms to be undertaken with
confidence that other specific reforms — whichuefice the success of the first reforms —
would also be put in place:
(1) Economic regulation of general applicatioe.(not just for the SOE sector) needs
to be addressed in part as an alternative to SiGemship.
(2) Explicit subsidies for non-commercial objeesyactivities (Community Service
Obligations or CSOs) also need to be addressedrirap an alternative to ownership.
(3) It will be important to build stakeholder awaess that the required private sector
institutions, and the private sector’s size, sttlerapd overall capability to contribute
to economic growth, will be built by pushing PSRet by waiting for these things to
develop before PSP is attempted.
(4) Stakeholders must realise that the true exd@BIOE problems have been masked
by non-reporting, donor “bail-outs”, non-recoveffycapital costs, etc, and as a result
private sector participation will not necessarigsult in immediate performance
improvement — for example, it will almost alwaysu# in price increases because
SOE prices are generally kept artificially low.
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(5) Financial reconstruction of SOEs must aligthveind support comprehensive SIG
debt management actions.
(6) For SOEs that remain in government ownersthip,overall framework and the
specific reform actions must attempt to compenfaténe deficiencies (referred to in
the paragraph above) in both private and publitosanstitutions. In particular: an
SOE Act is recommended to provide for adequate @istent governance and
ownership policies across all SOEs, and a new kodgupport the Minister of
Finance in the proposed role as the representatitiee government as shareholder.
Provisions within the Companies Act and Public Rzeand Audit Act that do not
reflect modern good practices can be addresseduting higher standards in the
proposed SOE Act, and giving it precedence ovepther two acts.
(7) Training and capacity building is needed argJevel from policy formulation to
front line staff, including:
a. governance at board level,
b. the public service’s ability to clarify and name public policy objectives
(CSOs) for SOEs,
c. officials’ advice to the Minister of Finance 8®E matters; and
d. most areas of management within SOEs themselvascluding business
planning and budgeting, credit management, risk agament, costing and
pricing, asset management, cash flow management, et
(8) Transparency in reporting and performance toanig will be a critical issue to
create awareness, expose actual practices anceahattegislation is complied with.
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Annex 2: SOE Governance Discussion Paper

Draft discussion paper for Economic Reform Unitnhiry of Finance

Executive Summary

1

This paper discusses the governance of state-owenéstprises. At the most
general level, governance refers to the relatigsshietween a state-owned
enterprise’s shareholders (i.e., the responsibladWrs), board and managers.

The purpose of this discussion document is to gisiility to the issues identified
in the state-owned enterprises sector, and to pepopdtate-Owned Enterprises Act
to introduce a modern, consistent governance frarewcross all state-owned
enterprises.

Feedback is sought on this discussion document. |0Me forward to comments
and suggestions about whether or not we have diyrn@ederstood the issues, and
whether or not our proposed solutions will workhe Solomon Islands.

The importance of state-owned enterprises

4

The state-owned enterprises sector in the Soloslands has played a significant
role in the economy and continues to do so. Thiviaes of state-owned
enterprises include essential services such asieigg water, air transport, postal
services, radio and the international ports. Theake up a significant part of the
economy.

The operation of the Solomon Islands economy iseddent on the effective
operation of key utilities such as electricity,l@ving a reliable and efficient power
supply is essential for society to operate. Siryahe ports have a key role in
facilitating imports and exports and in providingkis to the provinces. So having
well run state-owned enterprises that provide sshiices to government, business
and citizens is important for the whole economy.

The financial performance of the state-owned ensFp is also very important.
Successful state-owned enterprises can provid@amdial return to government
from the funds invested. An unsuccessful stateemventerprises sector is a drain
on Government resources and means that less ifalaleaifor other types of
expenditure such as education and health. As shecu below, the recent
performance of state-owned enterprises performhasaenerally been poor.

Good corporate governance

7

Good corporate governance is an essential preregtislong-term effective and

efficient operation of state-owned enterprises. e Tdurrent experience in the
Solomon Islands is that the lack of proper corppmbvernance is a significant
contributor to the poor performance of state-oweetrprises, with flow-on effects

to other sectors of the economy and the governmainility to fund social services.

There are five key aspects to good corporate gaves At each level of the
“governance chain” (shareholder, board, chief etieepsenior management) there
should be:

8.1 Clear objectives;

8.2 Clear responsibility for achieving objectives;

8.3 Authority to pursue the objectives;

8.4  Accountability for performance; and

8.5 Incentives to pursue the objectives.
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The state’s role in public sector governance

9

10

As owner of the state-owned enterprises, the stadald establish the governance
structure, and monitor outcomes. The governmeaysph key role in establishing
the enterprises, appointing the boards, and settijertives for the boards.

It is equally important for the governmentrtot get involved in the management of
the enterprises. It is essential to observe the lietween being an effective and
active owner, and intervening to the extent it urmdees the basic purpose of
corporatisation and clouds the accountability o€ thoards of state-owned
enterprises for performance.

The current situation

11

12

The ADB Country Strategy and Program Update (20086) Solomon lIslands

(August 2004) identifies five key problems with ttate-owned enterprises sector:

11.1 the creation of state-owned enterprises to engagsoimmercial activities
risks crowding out of the private sector;

11.2 the poor performance of state-owned enterprisesdsasted in higher cost of
inputs to private enterprises;

11.3 inconsistent and unreliable service delivery andligu from state-owned
enterprises;

11.4 ineffective politically appointed boards of statered enterprises; and

11.5 inappropriate mixing of regulatory and commercialndtions causing
mismanagement and poor governance of state-owrnerpbeses.

This paper addresses the last point — mixed obgtnd poor governance. If the

governance framework is not right — if objective® anot clear, performance

transparent and accountability for performancerclethen poor performance will

continue.

A separate State-Owned Enterprises Act

13

14

We recommend that the Solomon Islands Governmeninpplace a State-Owned
Enterprises Act that applies a modern set of gamre standards to all state-owned
enterprises.

In overview, the recommended State-Owned Enterpdse fits into the ownership
and governance of state-owned enterprises in tleiog ways:

14.1 the state-owned enterprises ownership and goveerfaammeworks use:

(a) the existing corporate and commercial legal requéets, especially
the Companies Act;

(b) the supporting corporate and commercial law instihs; and

(c) a special State-Owned Enterprises Act that provideggovernance
requirements appropriate for the unique position stdte-owned
enterprises.

14.2 operations of state-owned enterprises are controle

(a) the same economic regulation as applies genem#il businesses;

(b) monitoring of the accountability reports required state-owned
enterprises under the State-Owned Enterprises Act;

(c) extra transparency of state-owned enterprises peaitce and service
delivery, imposed by the annual processes of thateSdwned
Enterprises Act;

(d) the contractual obligations imposed by any Commuriervice
Obligations (CSOs).
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Rationale for a separate Act

15
16

17

18

19

There are strong reasons for having a separate-Stahed Enterprises Act.
The only practical way to apply a modern set ofegoance standards to all state-
owned enterprises, as we recommend, is by a sisgttor-wide Act. The
alternative is to amend numerous establishment Aotk company constitutional
documents, which is so administratively difficuls @ be impossible in any
meaningful timeframe. A single Act also providesignificantly easier way to
update the governance regime in the future, fol@imeasons.

There are significant benefits to having a consisset of obligations and standards

apply to all state-owned enterprises (such as tegorequirements, and the role of

directors and shareholding Ministers):

17.1 Ministers and advisors can build up expertise dfidi@ncies in performing
the ownership role;

17.2 a common framework enables comparisons betweesratated enterprises
(such as their performance on meeting the reporgggirements). This can
be effective in driving improvements to governaaod performance;

17.3 over time, a wider community of expertise on thatesbwned enterprises
model (directors, officials, accountants, lawyemsinforces the disciplines
and gains of the model.

State-owned enterprises require specific governargasures to reflect their unique

characteristics:

18.1 the business purpose, strategic focus and planninghe state-owned
enterprise must remain aligned with the governmehjsctives (currently, in
relation to a number of state-owned enterprises dibes not occur at all);

18.2 any capital projects must meet the government’'sn@rs) investment
criteria,

18.3 dividend policy must similarly align with the gowvenent’s (owner’s)
preferences;

18.4 the operating and capital budgets, the balancet fhepecially borrowing,
guarantees and lending) and general state-ownedrpeises financial
management must reflect the government’s (owneri'shes;

18.5 accountability reporting must be made regularlyirrgiaargets;

18.6 director obligations must align with modern corfiergovernance;

18.7 state-owned enterprises must liaise with and peovidformation to the
government agency that acts as the owner’s adwepeesentative.

It is important to emphasise the instruments otrabthe government will continue

to have over the direction and performance of tagesowned enterprise. These

include:

19.1 Appointing the board;

19.2 Agreeing with the board the objectives of the statmed enterprise, to be
recorded in a statement of corporate intent (dsstidelow);

19.3 Regqular financial reporting as required by the&tatvned Enterprises Act;

19.4 The ability to contract for the delivery of non-comarcial services. This can
better facilitate the delivery of non-commercialnsees desired by the
Minister while maintaining the transparency of augh arrangement;

19.5 The ability to dismiss the board of a poorly pemiorg enterprise. The
performance of the board can be measured agaestbijectives agreed in
the statement of corporate intent. As discussdéombave recommend that
the State-Owned Enterprises Act provide that thecjpal objective of a
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state-owned enterprise is to operate as a suctéssiness. This will be the
ultimate test of a board’s performance.

Key features of a State-Owned Enterprises Act

20

21

22

23

Key features of a State-Owned Enterprises Act ohelu

20.1 setting the principal objective of a state-ownetégrise;

20.2 clarifying the roles of directors and Ministers;

20.3 reporting and transparency requirements;

20.4 public finance management standards;

20.5 provisions allowing for the government to procumnitommercial services
(such as community service obligations);

20.6 transitional mechanisms.

Clarifying the role of Ministers and directors, amutroducing discipline and

transparency into the setting of objectives fortestavned enterprises, has the

potential to result in a step-change improvemengaonernance in the Solomon

Islands state-owned enterprise sector. The gowamhdoes not currently engage in

setting long-term objectives systematically actbesstate-owned enterprise sector.

This has been a significant driver of poor perfanoeg as boards do not know

where they are aiming for, and there is no waysskasing board performance and

holding the board accountable. The State-Ownee@rfnses Act puts objective

setting, with accompanying transparency and acedility, at the centre of the

governance framework.

Accurate, timely and transparent reporting of fitiah performance and service

delivery is also very important for promoting loterm performance of state-owned

enterprises. The State-Owned Enterprises Act kestties a framework of half year

and annual reporting that sets proper standardgparting and transparency.

This in turn allows the State-Owned Enterprisest Jtiscussed below) to get an

overview of the state-owned enterprises sector,taratlvise the Ministers on the

ownership role and the priorities in the sector.

Relationship to other legislation

24

25

Approximately half of the current state-owned epitises are statutory
corporations, created by specific legislation.

The State-Owned Enterprises Act will work with thegislation, and not replace it.
Outside of the areas addressed by the State-OwntipEises Act — role of the
Minister, role of directors, setting commercial etijves, reporting and
transparency, and community service obligationfie-dpecific legislation would
continue to apply.

International experience

26

The State-Owned Enterprises Act model has been sgedessfully in Tonga,

Samoa and New Zealand to introduce modern goveendisciplines to the state-
owned enterprise sector. This means there is a midge of learning and expertise
that the Solomon Islands can draw upon as it imptem this governance

framework.
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Annex 3: Draft SOE Act

State Enterprises Act [2007]

Please note: this is only an indicative draft, to ilistrate the points discussed in the discussior
document Legal Framework for Governance of State-Owad Enterprises (for the Economic
Reform Unit, Ministry of Finance; ADB TA 4482-SOL)

Contents
1. Short Title and commencement | 23.  Provisions relating to Ministers' sharelag
2. Interpretation 24. Regulations
3. Act to bind the Crown 25.  Relationship to other legislation
26.  Amendments and transitional provisions
Part 1
Principles Part 5
Formation Of New State Enterprises
4, Purpose statement
5. Principal objective to be successfuR7.  Power to add to Schedule 1 by Order in Council
business 28.  Transfer of Crown assets and liabilities to&tat
6. Directors and their role enterprises
7. Responsibility of Ministers 29. Cabinet resolutions to transfer of assets and
8. Non-commercial activities liabilities
9. Regulatory functions 30. Interpretation relating to transfer of assetd
liabilities
Part 2
Formation And Ownership Of New
State Enterprises Schedules

10.  Ministers may hold shares in State SCHEDULE 1

enterprises STATE ENTERPRISES
11.  Ministers may exercise powers in
relation to State enterprises SCHEDULE 2

12. Powers of Accountable Ministers| CONSEQUENTIAL AMENDMENTS
in respect of statements of
corporate objectives

Part 3
Accountability

13.  Statement of corporate objectives

14.  Annual report, accounts, and
dividend

15.  Half-yearly reports

16. Government assistance to be

disclosed
17. Information to be laid before
Parliament

18. Information to be published

19. Other information

20. Auditor-General to be auditor of
state enterprises and subsidiaries|

21. Protection from disclosure of
sensitive information

Part 4
Miscellaneous Provisions

22.  Saving of transactions

2007, No[ ]
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AN ACT TO PROMOTE IMPROVED PERFORMANCE OF GOVERNMEN
TRADING ACTIVITIES BY—
(A)  SPECIFYING PRINCIPLES GOVERNING THE OPERATIONFO
STATE ENTERPRISES; AND
(B) AUTHORISING THE FORMATION AND OWNERSHIP OF
COMPANIES TO CARRY ON GOVERNMENT TRADING
ACTIVITIES; AND
(C) ESTABLISHING REQUIREMENTS FOR THE ACCOUNTABILIY OF
STATE ENTERPRISES, AND THE RESPONSIBILITY OF MINIERS

BE IT ENACTED by the National Parliament of the Solomon IslaimdBarliament
assembled, and by the authority of the same, ksl
Short Title and
1. (1) This Act may be cited as the State Entegsrisct[2007] commencement—
(2) This Act shall come into force on such datehe Minister may appoint by
notice published in the Gazette.
Interpretation—
2. In this Act, unless the context otherwise requires
“accountable ministergheans the Minister of Finance and the responsible
Minister;
“board” means—

(@) in relation to a State enterprise that is a campthe board of
directors of the State enterprise;

(b) in relation to a State enterprise that is nobgany, the persons
occupying the positions in or in relation to thatBtenterprise that are
comparable with those of the board of directora obmpany;

“community service obligation” means

(a) the provision of a good or service by a Statemgmise to a consumer
or user on any terms other than normal commereraig applying from time
to time;

(b) the entering into an agreement by the State rig¢eron any terms
other than normal commercial terms applying frometito time;

(c) the forbearance by a State enterprise to exeacigght or entitlement
other than on normal commercial terms applying ftone to time;

(d) the forgiveness or reduction by a State entegisa debt or an
amount of money owed to the State enterprise dltar on normal
commercial terms applying from time to time; but

(e) does not include the State enterprise exercissngbmmercial
judgment to make donations to worthy causes orite goods and services at
or below the cost of their production.

“company” means a company formed and registereéruheé Companies Act or
an existing company within the meaning of that Act;

“crown” means Crown as defined in Interpretation and GéReowisions Act;

“government assistance” means any value providedState enterprise by the
Crown other than value provided on terms consistgiht an arms length
commercial transaction or standard government padind includes
(without limitation) tax rebates or waivers, gudess provided for less
than fair value, and loans on terms more favourtitda would be expected
in an arms length transaction;

“Minister” means a Minister of the Crown;
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“organisation”includes a company, a body corporate, a partnerahgba joint
venture;

“regulatory function” means any statutory powefwrction exercised by a state
enterprise:

“responsible minister, in relation to a State gmtise” means the Minister for the
time being responsible for that State enterprise:

“rules” means—

(a) in relation to a State enterprise that is a comptdrgymemorandum of
association and articles of association of theeStaterprise:

(b)in relation to a State enterprise that is not agamy, the documents
relating to the State enterprise that are comparabihe memorandum of
association and articles of association of a coyrpan

“share” means—

(a)in relation to a company that has issued sharsisage of any class:

(b) in relation to an organisation (other than a comgpéimat has a capital,
an interest in or right to the whole or any parthait capital, other than an
interest or right as a creditor:

(c)in relation to a company or other organisation ttes not have a
capital,—

(i) an interest in or right to any part of the asséthe company or
organisation, other than an interest or right eseditor; or
(i) where there are no assets, a direct or contindgigiadion to
contribute money to or bear losses of the compamyganisation,—
and “shareholder” has a corresponding meaning:
“State enterprise” means an organisation thatnseubin Schedule 1:
“statement of corporate objectives” means the ctisgatement of corporate
objectives for the State enterprise prepared putgoasection [1Bof this Act:
“subsidiary” has the same meaning as in sectiof8][af the Companies Act .

3. This Act shall bind the Crown.
PART 1 - PRINCIPLES
4. The purpose of this Act is to enhance the perfoceand accountability of State
Enterprises so that they provide the best possdnéce for the people of the
Solomon Islands and contribute to the greatesnéptassible to the economic,
social and cultural development of the Solomomid$a

5. (1) The principal objective of every State eptese shall be to operate as a
successful business and, to this end, to be—
(a) As profitable and efficient as comparable busing$isat are not
owned by the Crown; and
(b) A good employer; and
(c) An organisation that exhibits a sense of sociglaasibility by
having regard to the interests of the communitylich it operates and by
endeavouring to accommodate or encourage these ateno do so.
(2) For the purposes of this section, a “goodlegg” is an employer who
operates a personnel policy containing provisiarsegally accepted as necessary
for the fair and proper treatment of employeedliaspects of their employment,
including provisions requiring—
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(a) Good and safe working conditions; and
(b) An equal opportunities employment programme; and
(c) The impartial selection of suitably qualified pens for appointment;
and
(d) Opportunities for the enhancement of the abditéindividual
employees.
Directors and
6. (1) The directors of a State enterprise shapidrsons who, in the opinion of ~ Merrle—
those appointing them, will assist the State enisgfo achieve its principal
objective.
(2) Every director of a State enterprise shalé&ected and appointed or
reappointed in accordance with the criteria foesgbn and procedure for
appointment prescribed by regulations made unagiose[24(1)].
(3) The appointment of a director of a State gmige that fails to follow the
criteria for selection and the procedure for appoant or reappointment
prescribed by regulations made under section [24(ll be null and void.
(4) All decisions relating to the operation dbtate enterprise shall be made by or
pursuant to the authority of the board of the S¢aterprise in accordance with its
statement of corporate objectives.
(5) A director of a State enterprise must agond faith and in what the director
believes to be the best interests of the Statepaide.
(6) The board of a State enterprise shall bewateble to the Accountable
Ministers in the manner set out in Part 3 of thet And in the rules of the State
enterprise.
(7) Directors of State enterprises shall act sbastly with any regulations made
under section [24(2)].
(8) Any person who knowingly acts contrary totget6(5) or section 6(7) is
guilty of an offence and shall be liable to a fofaup to [ ]
Responsibili
7. The Accountable Ministers of a State enterprisal &ie responsible to Parliamer ©°f Vinisiers—
for the performance of the functions given to thgythis Act or the rules of the
State enterprise.
Non-
8. (1) Subject to this section and any regulatimasle under section [24(3)] the ~ copmerca
Responsible Minister may direct the State enteggosprovide a Community
Service Obligation.
(2) In making any direction under subsectiont(iE) Minister must act
consistently with any regulations made under sad2d(3)].
(3) Any direction to a State enterprise to prevadCommunity Service
Obligation that is not made consistently with aegulations made under section
[24(3)] shall be null and void.
(4) Any person who knowingly directs or attemiatslirect a Director or the
Board of Directors of a State enterprise to perfar@ommunity Service
Obligation other than in accordance with the priavis of this Act and any
regulations made under section [24(3)] is guiltnfoffence and shall be liable to
a fine of up to $50,000.
(5) Any person who, while a director of a Stateegorise, knowingly makes or
takes part, or attempts to make or take part,@mmhbking of a decision to perform
a Community Service Obligation, other than in adeoice with the provisions of
this Act and any regulations made under sectio(B3)34s guilty of an offence and
shall be liable to a fine of up to $50,000.
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10.

11.

12.

Regulatory
(1) The board of a State enterprise shall ersayeRegulatory Functions functions—

performed by the State enterprise are performesdistamtly with any regulations
made under section [24(4)].

(2) Any Regulatory Function performed by a Stteerprise in a manner that is
not consistent with the requirements of any regutatmade under section [24(4)]
shall be null and void.

PART 2 - FORMATION AND OWNERSHIP OF STATE
ENTERPRISES

Ministers
(1) The Minister of Finance and the Responsdifiileister may from time to time, & hod
on behalf of the Crown, subscribe for or othervéisquire shares in the companie sae
named in Schedule 1. eerprises
(2) The number of shares held by an Accountabfestér in a company named
in Schedule 1 shall be the same as the numberoésin that company held by
the other Accountable Minister.
(3) Any money required to be paid by an Accoulgadinister on subscribing for
or otherwise acquiring shares pursuant to subse¢iipof this section shall be
paid out of money appropriated by Parliament ferghrpose.

Ministers may

Where a State enterprise is a statutory corporatiather entity that has not exarcise powe
issued shares, the Accountable Ministers shallogssejointly the powers available sae
to the Responsible Minister and perform jointly thections of the Responsible P
Minister in relation to that State enterprise.
(1) Notwithstanding any other provision of tiist or the rules of any Bowers o
Company S Ministers in

! respect of

(&) The Accountable Ministers may from time to time Maytten notice  statement of
to the board, direct the board of a State enterpasnclude in, or omit from, ¢ 33}2353293_
statement of corporate objectives for that Staterprise any provision or
provisions of a kind referred to in paragraphsdah) of sectiorj13(2) of
this Act; and
(b) The Accountable Ministers may, by written noticette board,
determine the amount of dividend payable by anyeStaterprise in respect of
any financial year or years,—
and any board to whom such a notice is given sloafiply with the notice.
(2) Before giving any notice under this sectidmg Accountable Ministers shall—
(a) Have regard to Part 1 of this Act; and
(b) Consult the board concerned as to the matters tefeged to in the
notice.
(3) Within [12] sitting days after a notice is givto a board pursuant to this
section, the Responsible Minister for the Statemmise concerned shall lay a
copy of the notice before the House of Represefmsiti
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13.

14.

PART 3 - ACCOUNTABILITY

Statement of

(1) The board of every State enterprise shaileleto the Accountable Ministers ieEe
a draft statement of corporate objectives not Igitan [1 month] before the
commencement of each financial year of the Stakrgrnse.

(2) Each statement of corporate objectives sipaitify for the group comprising

the State enterprise and its subsidiaries (if anylgspect of that financial year and

each of the immediately following 2 financial yeatse following information:

(&) The objectives of the group:

(b) The nature and scope of the activities to be ualert

(c) The ratio of consolidated shareholders' funds t&l essets, and
definitions of those terms:

(d) The accounting policies:

(e) The performance targets and other measures by \lgch
performance of the group may be judged in relattoits objectives:

() A statement of the principles adopted in deterngrifire annual
dividend together with an estimate of the amourgroportion of annual tax
paid earnings (from both capital and revenue sart®t is intended to be
distributed to the Crown:

(g) The kind of information to be provided to the Acatable Ministers
by the State enterprise during the course of thoaacial years, including the
information to be included in each half-yearly rgpo

(h) The procedures to be followed before any membérefroup
subscribes for, purchases, or otherwise acquir®shin any company or
other organisation:

(i) Any activities for which the board seeks compeisatiom the
Crown (whether or not the Crown has agreed to pesuch compensation),
including any agreement entered into pursuantttase[ 8] to provide a
Community Service Obligation:

() Such other matters as are agreed by the Accountéhlsters and the
board.

(3) Each statement of corporate objectives she&dl iaclude the board's estimate
of the current commercial value of the Crown's stagent in the group and a
statement of the manner in which that value wasszesl.

(4) The board shall consider any comments on taft statement of corporate
objectives that are made to it not later than [aysil before the commencement of
the financial year by the Accountable Ministers] ahall deliver the completed
statement of corporate objectives to the Accouetdbhisters on or before the
commencement of the financial year or such latex da the Accountable
Ministers may determine.

(5) A statement of corporate objectives for a&tatterprise may be modified at
any time by written notice from the board to thecégntable Ministers, so long as
the board has first given written notice to the &uaatable Ministers of the
proposed modification and considered any commeatierthereon by the
Accountable Ministers withifil montfj of the date on which that notice was
given.

Annual

(1) Within[3 month$ after the end of each financial year of a Staterpenise, the report,

accounts,

board of the State enterprise shall deliver toAbeountable Ministers— and
dividend—
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15.

16.

17.

18.

19.

() A report of the operations of the State enterpaise those of its
subsidiaries during that financial year; and
(b) Audited consolidated financial statements for fir@ncial year
consisting of statements of financial position,fpprand loss, changes in
financial position, and such other statements asheanecessary to show the
financial position of the State enterprise anditssidiaries and the financial
results of their operations during that financieay, and
(c) The auditor's report on those financial statements.
(2) Every report under subsection (1)(a) of tleist®n shall—
(a) Contain such information as is necessary to emaflinformed
assessment of the operations of the State entemunidits subsidiaries,
including a comparison of the performance of treeSenterprise and
subsidiaries with the relevant statement of corfgoodjectives; and
(b) State the dividend payable to the Crown by theeStaterprise for the
financial year to which the report relates.
Half-yearly
(1) Within[2 month$ after the end of the first half of each finangiahr of a reports—
State enterprise, the board of the State enterphizk deliver to the Accountable
Ministers a report of its operations during thdf-yaar.
(2) Each report required by this section shallude the information identified by
the statement of corporate objectives.
Government
Any report prepared pursuant to secfidd] or sectior{15] shall disclose whether 2ssstancet
the State enterprise has received any governmsistasce, and if so quantify in  disclosed—
financial terms the amount of that assistance. ré&/titee government assistance is
not directly quantifiable an estimate must be made.

Information

(1) Within[12] sitting days of receiving all the following docunte in respect of [0 be aid
a financial year of a State enterprise, the Resplen®linister for the State Parliament—
enterprise shall lay the documents before Parliamen

(&) The statement of corporate objectives of the Staterprise relating

to that year and the succeeding 2 years; and
(b) The annual report and audited financial statemehthe State
enterprise for the preceding financial year; and

(c) The auditor's report on those financial statements.
(2) Where a statement of corporate objectivesfState enterprise has been
modified pursuant to sectiqa3(5) of this Act, the Responsible Minister shall lay
before Parliament a copy of the notice making tloification within[12] sitting
days after the date on which the Minister recetiesnotice.
(3) Within[12] sitting days after a half-yearly report is giveratResponsible
Minister pursuant to sectigid5] of this Act, the Responsible Minister shall lay a
copy of the report before Parliament.

Information
Where information is required by sectidY] to be laid before the House of :f’uﬁﬁshed_
Representatives by a certain time, the State amgerphall separately and
independently publish that same information witluind week of that date
[specify method of publicatign
Other

(1) Subject to subsection (3) of this sectiom, ltlhard of a State enterprise shall information—
supply to the Accountable Ministers or to such ofherson or class or classes of
persons as either of those Ministers specifies sifohmation relating to the
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20.

21.

22.

23.

affairs of the State enterprise, or any of its glibses, as either of those Ministers
requests after consultation with the board (whetinerot the information is of a
kind referred to in the statement of corporate ciibjes).

(2) An Accountable Minister may request informatto be supplied whether or
not the supply of the information is required floe fpurposes of, or is contemplated
by, this Act.

(3) The board of a State enterprise shall nottidiged by subsection (1) of this
section to supply to any Minister any informati@hating to an individual
employee or customer of the State enterprise, angfsubsidiary of it, or any
other person, if the information supplied would ldeahe identification of the
person concerned.

(4) Notwithstanding any Act or rule of law, theand of a State enterprise may
direct an officer or employee of the State entegpto comply with a request under
subsection (1) of this section and the officerrmp®yee shall comply with the
request on being directed to do so.

(5) No person who acts in accordance with a requedirection under this section
is liable to any person under any Act or rule @f lay reason of acting in
accordance with that request or direction.

Auditor-
(1) Every State enterprise and every subsidiagvefy State enterprise has as itgeneral to be

auditor the Auditor-General. gltjstléorlm
(2) Without limiting subsection (1), the boardeoState enterprise may, after — ag "
consultation with the Auditor-General and if itsdRensible Minister so approvessubsidiaries-
appoint a person or firm that is qualified for ajppment as an auditor of a

company to be an additional auditor of the Staterpnise or any subsidiary of a

State enterprise.

Protection fron
disclosure of

Nothing in this Act shall be construed as requgjtiine inclusion in any statement ¢nsiive

of corporate objectives, annual report, finandiatesments, or half-yearly report nformation—
referred to in sectiond.3 to 19 of this Act of any informatiofif to do so would,

having regard to generally accepted standardssofadiure in commercial

reporting, lessen the value of the State entefjprise

PART 4 - MISCELLANEOUS PROVISIONS

Saving of
A failure by a State enterprise to comply with @mgvision contained in Part 1 of "ansactions—
this Act or in any statement of corporate objedisbhall not affect the validity or
enforceability of any deed, agreement, right, digaltion entered into, obtained,
or incurred by a State enterprise or any subsidifiey State enterprise.

Provisions

(1) Shares in a State enterprise held in the r&ragoerson described as the relating (o
Minister of Finance or the Responsible Ministerlsba held by the person for theshareholding—
time being holding the office of Minister of Finanor Responsible Minister, as

the case may be.

(2) Notwithstanding any other enactment or ruléaef, it shall not be necessary

to complete or register a transfer of shares okihe referred to in subsection (1)

of this section consequent upon a change in theopédrolding the office of

Minister of Finance or Responsible Minister, as¢hse may be.

(3) Each Accountable Minister may exercise allrilgats and powers attaching to

the shares in a State enterprise held by that kmnis
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24,

25.

26.

(4) An Accountable Minister may at any time or tsnby written notice to the
secretary of a State enterprise, authorise (on t&uofs and conditions as are
specified in the notice) such person as the Ministi@ks fit to act as the
Minister's representative at any or all of the nmggt of shareholders of the
State enterprise or of any class of such sharetsylded any person so
authorised shall be entitled to exercise the sasmesps on behalf of the
Minister as the Minister could exercise if pres@enperson at the meeting or
meetings.

The Cabinet may, by Order in Council, make regatetifor:

(1) the selection, appointment and re-appointmentreictirs: Regulations ms
(2) the duties of directors: be made —
(3) the making of directions to a State enterprigertwvide a Community

Service Obligation:
(4) the performance of Regulatory Functions:
(5) the transfer of Crown assets and liabilities tat&enterprises, and

any matter needed to give full effect to any suahdfer.

(1) Where a State enterprise is registered ummge€bmpanies Act the provisions.gionship to
of this Act apply in addition to the Companies Act. f)etggaﬁon_
(2) Where the provisions of this Act or any redgiolas made under this Act

conflict with the provisions of any other enactmehé provisions of this Act or

the regulations made under this Act, as the casebmashall prevail.

(cf section 34 of the Financial Institutions Act9B)

Amendments and
The enactments specified in Sched@leto this Act are hereby amended in the risione—
manner indicated in that Schedule.

PART 5 - FORMATION OF NEW STATE ENTERPRISES

[To be discussed with ERU: is this needed? What level of detail is appropriate?]

27.

28.

The Cabinet, through the Responsible Minister, rfrayn time to time, by notice ... . adq
in gazette, add the name of a company or the ndmeampany to be formed to to Schedule 1

by Order i
Schedule 1. Council— |

Transfer of

(1) Notwithstanding any Act, rule of law, or agneent, the Accountable Ministefgon assets
for a State enterprise named in Schedule 1 toAittisnay, on behalf of the Crowrstate
do any one or more of the following: enterprises—
(a) Transfer to the State enterprise assets and tiabibf the Crown
(being assets and liabilities relating to the anés to be carried on by the
State enterprise):
(b) Authorise the State enterprise to act on behat®fCrown in
providing goods or services, or in managing asseliabilities of the Crown:
(c) Grant to the State enterprise leases, licencesireads, permits, or
rights of any kind in respect of any assets oiiliigds of the Crown—
for such consideration, and on such terms and tiondj as the Accountable

Ministers may agree with the State enterprise.
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29.

30

(2) Any regulations made under section [24(5)]Ish@ply to any transfer,
authorisation or grant made under subsection (1).

Cabinet

(1) For the purpose of facilitating the transféassets and liabilities to a State  resolutions

relating to

enterprise pursuant to this Act, the Cabinet magnftime to time, by resolution, tanser of
do any one or more of the following: fabilie

(&) Vestin or impose on a State enterprise any assebility, or any
class of any such asset or liability, that the &Seatterprise has agreed to have
transferred to it:

(b) Declare that a reference to the Crown or a Minjsifficer, employee,
department, or instrument of the Crown in any bregjulations, orders,
notices, or documents shall be deemed to be oictode a reference to a State
enterprise specified in the order:

(c) Declare that a State enterprise shall assumentincie to have the
rights and obligations of the Crown or a Ministafficer, employee,
department, or instrument of the Crown in respéeipplications for rights,
objections, or proceedings before any court, aitthar other person, being
rights and obligations that the State enterprisedygeed to assume:

(d) Declare, in respect of any assets or liabilitiess$ferred to a State
enterprise pursuant to this Act, that the Staterpnise shall be deemed to
have specified rights or obligations in respedhofe assets or liabilities,
being rights or obligations that are required ispect of those assets or
liabilities as a result of the change of ownergripesponsibility from the
Crown to the State enterprise:

(e) Declare that resolution by Cabinet made undersidsion shall be
deemed to be notice to all persons, and that speafice need not be given
to any authority or other person:

(H Direct any authority or other person to registerecord any such
vesting or declaration.

(2) Every Cabinet resolution made under this saathay be made on such terms
and conditions as the Cabinet thinks fit, and dhalle effect according to its tenor.

Interpretation
(1) In this section and ifsections 28 and 29f this Act and in any regulations ~ featrete
made under section [24(5)], unless the contextraiise requires,— assets and

lapnities—

“agreement” includes a deed, a contract, an agnegme arrangement, and an
understanding, whether oral or written, expressnptied, and whether or
not enforceable at law;

“assets” means any real or personal property okamy, whether or not subject to
rights, and without limiting the generality of tf@regoing includes—

(a) Any estate or interest in any land, including ajhts of occupation
of land or buildings:

(b) All buildings, vehicles, plant, equipment, and mmaery, and any
rights therein:

(c) All livestock, products from livestock, and crops

(d) All securities within the meaning of tfi8ecurities legislatign

(e) All rights of any kind, including rights under A¢ctdeeds,
agreements, or licences, and any kind of consamitgd under the
[planning legislatioh and all applications for and objections against
applications for such rights:
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(H All patents, trademarks, designs, copyright, ameiointellectual
property rights whether enforceable by Act or rfliéaw:

(g) Goodwill, and any business undertaking:

(h) All natural gas, petroleum, and other hydrocasbon

“liabilities” includes—

(a) Liabilities and obligations under any Act or agreent; and

(b) Deposits and other debt securities within themmegpof the
[Securities legislatign and

(c) Contingent liabilities:

“rights” includes powers, privileges, interestsglces, approvals, consents,
benefits, and equities of any kind, whether actahtingent, or
prospective:

“State enterpriseihcludes a subsidiary of a State enterprise:

“transfer”includes—

(a) Assign and convey; and

(b) Vest by Order in Council; and

(c) Confer estates in fee simple of land held by then@r and

(d) Grant leases, rights, and interests in any repeosonal property;
and

(e) In the case of liabilities, the assumption by aeéeaterprise.

(2) In this section and ifsections 28 and 29f this Act and in any regulations

made under section [24(5)], a reference to “trafisfauthorise”, or “grant”

includes entering into an agreement to transfehaise, or grant, as the case may

be.

(3) This section anfsections 28 and 2®f this Act and in any regulations made

under section [24(5)] shall have effect, and assedsliabilities may be transferred

pursuant to this Act, notwithstanding any restoigfiprohibition, or other
provision contained in any Act, rule of law, or agment that would otherwise
apply.

(4) Nothing in this Act shall limit any powers oghts that the Crown or a

Minister has other than pursuant to this Act.
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()
(b)
(c)
(d)
(e)
(f

(9)
(h)
(i)

()

SCHEDULE 1

STATE ENTERPRISES
Section 2

[Home Finance Ltd]

Sasape Marina Ltd

Solomon Airlines Ltd

Solomon Islands Broadcasting Corporation
Solomon Islands Electricity Authority
Solomon Islands Plantations Ltd

Solomon Islands Ports Authority

Solomon Islands Postal Corporation
Solomon Islands Printers Ltd

Solomon Islands Water Authority
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SCHEDULE 2

CONSEQUENTIAL AMENDMENTS
Section 26

Broadcasting Act (CAP 112)

[To come]

Electricity Act (CAP 128)

[To come]

Ports Act (CAP 161)

[To come]

Solomon Islands Postal Corporation Act 1996

[To come]

Solomon Islands Water Authority Act (CAP 150)

[To come]
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Annex 5: SOE Act Implementation Plan Summary

SOE Act Implementation Action Plan: Discussion Draft
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E0E Aot Comes Into Foros Tor Jun-Exfancss Dats 20EC
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Annex 6: Summary Draft Cabinet Paper on SOE Reforms

22 February 2007

Memorandum from the Minister of Finance

SOE REFORM ACTION OVERVIEW &
RECOMMENDATIONS

Proposal

1. Honourable Colleagues, this paper seeks Cabirsgteement to instruct the
Attorney General to draft &tate Owned Enterprises (SOE) Bilto underpin a range
of SOE reforms that are essential for our SOEs dotribute effectively to the
economic growth and well-being of the Solomon Id&respecially in rural regions.

2.  An SOE Act will provide a consistetggal framework and powersto govern
SOE operations and enable effective measures teditieir typically poor service-
delivery and financial-performance. In line witlet6 February Budget Statement, the
aim is to introduce a new SOE Bill during 2007s éhactment is essential to underpin
key aspects of SOE reforms and to improve SOE®peance.

Need for SOE Reform to Remedy Poor Performance

3. Honourable Colleagues, the Government owns & wahge of SOEs whose
activities significantly affect our economic perfmance, including:

a. Vital infrastructure services (electricity, water, ports, airline, post,
broadcasting);

b. Development venturgsanning, commodities export, fishing, forestiyestock
and plantations) many of which have failed comnahciand ceased trading.

4. But many SOEs have performed poorly despiter tfi@voured treatment
compared with comparable privately-owned busine¢sas exemption from income
tax). Too often our SOEs fail to supply qualitywsees reliably and cost-effectively; to
the direct detriment of our citizens. Too ofteeytiprovide little or no return on the
government’s equity in the SOE, and incur sizeaelets that it ultimately must repay.
This means that the government has less resourcaalde to finance more
worthwhile expenditure priorities that otherwisailtbhave benefited many citizens.

Causes of Poor SOE Performance that Require Remedying

5. Honourable Colleagues, our SOEs’ poor performmancthe result of a mix of
problems that need remedying as soon as possiblese problems include:

a. A lack of clear strategic goaland performance target® guide each SOE’s
activities, and provide a basis for assessingciisah performance;

b. A lack of accountability for actual performancelative to goals or targets, and
thus little incentive for an SOE’s board and mamgsgé& improve its
performance.

c. Boards of directors often lack the mix of relevskitls neededo carry out their
role of overseeing the strategic direction of arESctivities;
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d. Insufficient management and financial managemeiiis <k run an SOE on a
sound commercial basis in line with agreed goatsperformance targets;

e. Prices charged for services are often insufficiemrecoup supply costsom
customers — partly due to poor information aboustscand partly due to
political interference — so that the ongoing supply these services is
unsustainable;

f. Lack of up-to-date relevant informatioon SOEs’ operational and financial
performance. This makes it difficult for boardslananagement to monitor and
assess performance, and make informed businessares;iand

g. No coherent legal framework to govern SOHbeir roles, and their
shareholders’ and directors’ powers, duties, acilities for performance
and governance arrangements to ensure each SQ@faissed and managed so
as to fulfil its role as effectively as possible.

Solutions to | mprove SOE performance

6. Honourable Colleagues, an integrated solutioegsired to remedy these causes
of poor SOE performance. An SOE Act will help ushiave these reforms by
providing a consistent legal framework both to guide reforms and to govern SOES’
ongoing operations, governance and accountabityperformance. In particular, it
will make clear the legal powers, duties and raésGovernment Ministers, SOE
shareholders and directors. A detailed brief wishghe Attorney General in drafting
the Act has already been developed by the DepattofeRinance and Treasury, in
conjunction with Asian Development Bank Consultargsed inputs from all SOEs.
This brief is based on tailoring international bgstctice to Solomon Islands
conditions.

7. The Act will also provide for Cabinet by Order Council to makeegulations
that elaborate the standards applying to variossies (e.g.directors selection,
appointment and duties; aggvernment directivefor an SOE to act non-commercially
which should be explicit and compensate the SOEafor resultant costs; and the
transfer of Crown assets SOES).

8. An SOE registered under the Companies Act, Wwél subject both to its
provisions and those of the SOE Act. If the primns of the SOE Act (or regulations
under it) conflict with provisions of any other Iskagtion, the provisions of the SOE Act
(and its regulations) will prevail.

9. Other aspectsof the envisaged solution later will include pahbdionsultation on
adraft policy statemengxplaining that SOEs will be subject to the sapgulation as
comparable privately-owned businesses, and expeictedperate similarly. The
Department of Finance and Treasury will sekkor supportto obtain a short-term
team of extra accountants, legal experts and asdito up-date SOE accounts and
resolve any legal issues. Also, the Departmentwolk with each SOE to clarify its
goals and performance targets as a basis for inmydkie focus of SOE activities and
strengthening accountability for their performance.
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Conclusion

10. Honourable Colleagues, it is vital that we apprthe drafting of an SOE Bill as
the cornerstone for reforming our SOEs so that ttay achieve their full potential in
contributing positively to the economic growth awdll-being of our country. Your
agreement to the following recommendations wilphes to achieve this goal.

11. With your support for the recommendations beline SOE Bill could be drafted
ready for introduction when Parliament next sitofably June 2007).

Recommendations
12. Cabinetis therefore requested to:

A. Direct Department of Finance and Treasury officials tovjzte drafting
instructions to the Attorney General’'s ChambersaioiISOE Bill
- which is based on international best practice thilbred to
Solomon Island conditions - in time for introductiat the next
sitting of Parliament.

B. Note At the various stages of the legislative procesdiet will have
ample opportunity to consider detailed aspectshefBill and,
once the bill is enacted, later regulations thatearvisaged.

C Note Other measures planned to help reform SOEs andiragheir
performance, that can start before an SOE Actexistiude:

1. The Department of Finance and Treasury will areadraft
policy statemenabout ownership and regulation of SOEs for
public consultation before the legislation is fisad.

2. The Department will seek technical help from ahsnto
update all SOE financial statements and improver the
financial management.

3. The Department will also work with each SOE farify its
goals and performance targets as a basis for inmgadhe
focus of its activities and strengthening accouititgldor its
performance.

Minister of Finance
Ministry of Finance and Treasury
Honiara

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Annex 7, Page 1

Annex 7: Draft Cabinet Paper on Strategy
for Sale of HFL to NPF

Memorandum from the Minister of Finance

STRATEGY FOR SALE OF HFL TO NPF &
IMPLEMENTATION

Proposal

1. Honourable Colleagues, this paper seeks Cabiagteement to strategy for
selling Home Finance Limited (HFL) to the Solomstahds National Provident Fund
(NPF), and to itsmplementation without delay.

2. The essential purpose of this proposed actiaw igchieve GCCG Policy 7(i)
which is to “combine the Home Finance CorporatiooWy HFL] and NPF housing
Schemes into one affordable housing scheme.”

3. High-level discussions with the NPF confirm thiathas a strong interest in
purchasing HFL as a basis for merging its own hag#§inance related activities with
those of HFL. The NPF aims to form a single, wellnaged, financially strong,
competitive entity. Its role would be to provideusing finance on a sustainable
commercial basis to the Solomon Islands peopléydirg in rural areas.

4. Honourable Colleagues, the NPF's goal is coamsistith the outcomes the

Government is seeking. The amalgamation of the lwosing schemes would not
result in undue market power. Instead it shoulchidate competition by revitalising

both schemes. It also would provide other benéditshe government, as elaborated
later.

5. The sale process required to achieve this gdidaly to take about three months
from when approval is given to begin it.

Sale Strategy

6. Honourable Colleagues, GCCG Policy 7(i) impleessale process involving
negotiations solely with NPF. While this makesibre difficult to obtain a fair price
for the company than via a competitive tender mecehe government retains the
option to sell HFL on a competitive tender if a malty acceptable price and settlement
terms are not reached.

7. NPF is aware the government has this fallbatloop This should encourage it
to make its best possible offer to secure the lsnetpected from the amalgamation.
These benefits include the opportunity to useltplsis cash to develop HFL land.

Sale Process

8. Honourable Colleagues, the sale process woulgbase the following steps:

a. HFL shareholdersto formally advise the HFL Board of: (1) its intention to sell
the company to NPF; (2) the planned sale strateglypmrocess; and (3) their role
and duties under that process.
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b. HFL shareholders to confirm with NPF key HFL-sale/purclase issues
including: (1) its intention to purchase NPF; (B¢ tkey sale terms and conditions;
and (3) the sale process.

c. HFL Board and management to complete preparation fo full disclosure of
information to NPF in strict confidenceinder the sale process.

d. Government to inform the public of intended sale oHFL to NPF, its rationale
and expected benefits, and to assess public reastifore proceeding to the next
stage in the sale process.

e. NPF to carry out due diligence inspection of HFland submit an offer to HFL
shareholders.

f. HFL shareholders and NPF to negotiate a mutually azeptable sale/purchase
agreement

g. Government to decide whether to ratify agreement

9. The sale process is expected to take about thoeghs to complete, based on
informal consultations with parties and analysidgmitial progress to date by HFL in
getting its financial and other information to {egel required for due diligence.

10. Annex 1 outlines the expected timeline for kepects of the sale process.
Benefits Arising from Sale of HFL to NPF

11. Honourable Colleagues, sale of HFL in its etyirto NPF would be likely to
create worthwhile benefits:

a. Realise immediate economic value for the governmerats owner of HFL in the
form of cash that could be used to finance budgetripes. This value stems
significantly from selling the valuable option toewklop HFL's holdings of
undeveloped land.

b. Create a sound organisation for supplying housingiriance on a competitively
priced normal commercial basis.

c. Remove the government’'s exposure to significant fancial risks from owning
HFL. For example, sale of HFL would enable the gowvemnt (as its owner) to
resolve some serious problems with the company, discharge its liabilities to
HFL as part of the sale.

d. Help to ease downward pressure on deposit-interesates the low levels of
which discourage saving and make it harder for [gedp obtain deposits for
housing loans.

e. Show the value of private sector participation in ®Es where there is no
compelling reason for the government to own themd, @ good management.

12. Honourable Colleagues, entering into this pateess - and later selling HFL to
NPF, if the process is successful — will in notitithe government’s ability to

implement a wide range of other measures to enhtreavailability of affordable

housing.

Recommendations

13. Itis therefore requested that Cabinet:
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A. Note

B. Aagree
C. Agree
D. Note

E. Direct

Minister of Finance

That GCCG Policy 7(i) is to “combine the Home Fioan
Corporation [now HFL] and NPF housing Schemes ime
affordable housing scheme.”

That to give effect to Policy 7(i) the Governmehnoslid:

a. Adopt thesale strategyof promptly entering into a
bilateral sale process with NPF to negotiate the sa
HFL to NPF; but

b. Do so on the clear understanding that it wouler@se
its fallback option of selling HFL via competitive
tender if a mutually acceptable settlement canreot b
reached.

To adopt thesale processs outlined in paragraph 8 above.

That this sale process includes an eglic information
stagewhich will allow the Government to explain theioatale
and expected benefits of the sale, and to assééis peedback
before proceeding with the rest of the sale pracess

Department of Finance and Treasury officials — vatipport
from the ADB TA on SOE Reform and Public Sector
Participation - to begin immediately carrying otuetagreed
sale process.

Ministry of Finance and Treasury

Honiara

December 2006
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Annex 8: Economic Regulation Discussion Paper

Discussion paper for Economic Reform
Unit, Ministry of Finance

Economic Regulation
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Economic Regulation : Executive Summary

Coverage

This paper discusses the principles of economialadign, and the current regulation
and practice in Solomon Islands markets. We discagsilation that covers all

markets, such as the Consumer Protection Act amrd Rhce Control Act, and

regulation that covers only one market, such asosdegislation like the Electricity

Act and the Telecommunications Act. We have ndadidered the practice in some
areas of requiring businesses generally to havéaehce”.

Three Key Findings

1 Our first finding is that_licensing requirements éarrent sector legislation
prevent Solomon Island consumers from getting tbeebt of competition
Licensing that should be limited to issues of saetd technical standards are
instead being used to prevent competition. Intetety, SIEA is in the
awkward position of licensing competing generatansielecommunications
Telekom has been granted a 15-year exclusive lgea@d in civil aviation the
licensing regime is not well suited to fosteringmmetition in domestic
services.

2 Secondly, where price is regulated, regulatorsnoftek the expertise and
resources needed to set credible prices that carsuamd businesses can rely
on, and there is no public consultation before slens are madeAn example
is the process for setting the fuel price, whichnthmpacts on the price of
electricity and water. There are positive examptes— the latest electricity
pricing formula was developed by contracting ineapert, and SIWA consults
before changing its price. However, it is veryfidiflt to regulate prices
without causing more problems than you solve.

3 The third finding is that the issue of uneconomiovision of essential services
— to the poor and especially in high-cost ruralare sits at the heart of the
current issues with regulation in the Solomon IdganThe government has not
identified what services it wants to be provided dmcumstances where
customers cannot meet all the costs — what qu&ntitiiat quality? what
locations? and how are they going to be paid fdi#is explains the current
approach to regulation, and the failure to makeafigplicit alternatives — e.g.
what are called Community Service Obligations.

The Impacts on SOEs

4 One direct result is that utilities are protectezhf competition by licensing, in
return for a non-specific commitment to provideatuservices. Prices are set
by having regard to political considerations ratthem signalling what it costs
to provide electricity, water, telecommunicatioes; efficiently. Any proposal
for change is met with the argument from the exgstbperator that this will
undermine the cross-subsidy from the urban to rarahs and therefore the
ability to provide rural services.
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The Impacts on People

5 The end result is that both rural and urban Solotstanders are losing. In
urban areas the lack of competition or proper prégpilation means prices are
too high, service quality is too low, or both. Bib$y costs are also higher than
they would be in a competitive market. In the raneas, no goals have been
set and there is no check on whether current ssndce provided efficiently.

Progress is Possible

6 There is a risk that these issues appear too hidmvever each issue tackled
individually, within a consistent and principle@dfework, is doable.

Separation gives Clarity, Focus and More Options

7 There is an opportunity to get a more reasonald¢ fde both rural and urban
consumers by separating the issue of rural ser¥roes economic regulation
and from the issue of public versus private ownerséind dealing with rural
services clearly and carefully as a governmenta$palicy issue.

National Planning Can Produce Clear Shared Goals

8 The government’s goals for rural services, and twey will be funded, can be
articulated during the national planning process,consultation with the
service providers. Agreements can be put in pdesceart of the reform of SOE
governance, which proposes a mechanism for thergment and the SOE to
settle on transparent targets and funding mechanism

Policy Statements — Faster and More Flexible than N ew Laws

9 In the area of economic regulation, in the shornnte Government Policy
Statement could direct that licensing regimes areto prevent competition,
and direct that any price setting process inclyldslic consultation and the
use of expert advice. The various reforms of gegpecific legislation will
embed these disciplines, and resolve any issuesyafatory independence.

It's Time to Provide a Framework: Sound Steps towar  ds Clear Goals

10  Our consultation is happening at the same timer@jggis looking at specific
sectors — telecommunications and civil aviationparticular. The sector
reforms are guided by the same principles discussélis paper, and should
result in sound regulatory frameworks that givestomers confidence they will
receive a reasonable deal. A Government Policye®int on economic
regulation, discussed in this paper, would showkestalders that these reforms
are proceeding from a common framework.

11 Sector reforms mean it is urgent to agree goalsui@ services and how they
will be funded. It will be difficult to put in plee a framework that deals with
the various issues — competition, licensing, pggirural services — without
having debated these issues and knowing what tjues are.

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Annex 8 Page 4

Suggested Framework

The Benefits From Competition

12 The absence of actual or potential competitiontesea risk that consumers
will not get a “reasonable” deal. By reasonablaldse mean the prices
consumers pay, and the range and quality of thelggaad services. We also
mean a reasonable deal into the future, which igigtd that consumers have
an interest in making sure businesses have suftigievenue to maintain
equipment and preserve the capability to meet coassineeds, and incentives
to invest and innovate.

Problems Where There is No Competition

13 A business with no competition has no pressure&plcosts and prices low, or
to innovate. In such cases, economists say ikemarket failure”. In the
Solomon Islands, a number of the most significarangples of non-
competitive markets are markets in which SOEs dpefalectricity, water,
post, etc). Improving the performance of SOEsnsimportant government
priority, as the efficiency and reliability of theesSOEs has a significant
influence on the rest of the economy.

First Response to “Market Failure”: Create Competit  ion

14  When responding to market failure, the governmefit& priority is not to
regulate but to overcome the lack of competitiornthe market. Often this
involves taking another look at regulation thatsaas a barrier to entry, such as
licensing, import duties, foreign investment regola, etc. For example,
import competition ensures that Solomon Island oore's get a reasonable
guality at a reasonable price in the important retrlof milk, sugar, and flour.
This is all the more interesting because these etarkre, on paper, subject to
price control, but this regulation is not enforcedOnce it was thought
regulation was needed, but this has not been g® ca

Economic Regulation is the Second-Best Option

15 If competition is not feasible arntie existing operator is misusing its market
power, regulatory intervention will attempt to ersgurrent prices do not rise
above competitive levels, while maintaining themfs incentives to make
further investments. The problem is that priceutation is very difficult to
“get right”. But, if competition in the market rot providing a sufficient level
of consumer protection, then the government hastenest in addressing any
issues of safety, misleading behaviour, and so on.

The Place for Good Economic Regulation

16  Good economic regulation will contribute to goodfpamance by SOEs, and
will also open up privatisation as a reform optibacause it covers all sectors,
and applies to both private sector businesses #@HsS.e. regardless of
ownership. The converse is also true — it is aibded to privatise a firnf that
firm has market powebut the government does not have effective economic
regulation in place.
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General discussion

Introduction

17

18

19

20

21

22

23

24

25

26

It is important to start with the question:

What problem is economic regulation addressing?

One way of explaining the problem is:

Where the absence of actual or potential competittoeates a risk that
consumers will not get a “reasonable” deal

By “reasonable deal” we mean the prices consumaysthe range and quality
of the goods and services, and other consumeresitersuch as safety,
reliability, timeliness, etc. We also mean a reatde deal into the future,
which highlights that consumers have an interestnaking sure there are
incentives for businesses to invest and innovate.

A business with no competition has no pressureetpkcosts and prices low.
All around the world, businesses with no competitoave tended to pay their
staff, managers and board members more than caustiiied on reasonable
grounds.

These firms are also under less pressure to ineovahis is serious, as it is
innovation by firms that creates the most value donsumers over time.
Innovation can mean adopting and installing newhrietogy quickly,
producing new products or services, making exispiraglucts more reliable, or
improving processes to do things like deliveringyges faster.

These issues arise in markets that do not haveeguate level of competition.
In the Solomon Islands, a number of the most dSicanit examples are markets
in which SOEs operate (electricity, water, post).eThe performance of SOEs
is an important government priority, as the effitg and reliability of these
SOEs has a significant influence on the rest ofettenomy. Good economic
regulation is an important contributor to SOE perfance.

Good economic regulation will also open up priwatien as a reform option.
Economic regulation is of general application, geed to address issues that
arise from a lack of competition, and other maregture. It will cover all
sectors, both private sector businesses and S@Es.converse is also true —
privatising a firm with market power without havingffective economic
regulation in place is a bad idea.

Focusing on the lack of competition is approprialeist because something is
essential does not mean it should be regulatedgodd example is food
production. The Solomon Islands does not regutatequire certain quantities
of certain food to be produced. Similarly withrtsport, another essential input
to the economy [check]. Something more is requioetore regulation is
needed and is optimal.

Focusing on the problems caused by a lack of catigretakes us to the next
guestions. The first question should be “is theelleof likely competition
acceptable?”, and then second “if not, what are gpecific reasons for
regulating?”.

When considering current and future regulation wedto consider both the
legal framework and the institutions needed to annt the law.
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Regulatory priorities

27 When responding to this market failure, the govesninhas a series of
priorities.

28  The first priority is not to regulate but to corsidwhether the lack of
competition in the market can be addressed. Aweasnsider are:

28.1 Are our “market making” rules and institutions wity appropriately?
Are commercial law and related institutions faailihg market
transactions and giving investors confidence inkthgic operation of the
market?  Are common technical standards needed amlitdte
competition in a particular market?

28.2 Are there barriers to entry into the market that ba removed? Often
this involves taking another look at regulationtthats as a barrier to
entry, such as licensing, import duties, foreigrestment regulation, etc.

29  Second, if competition is not feasible and the mbant firm is misusing its
market power, regulatory intervention will atteniptensure:

29.1 current prices do not rise above competitive lewelsle maintaining the
firm’s incentives to make further investments.

29.2 firms do not take advantage of any market powdraion competitors or
lessen competition.

30 Also, if competition in the market is not providing sufficient level of
consumer protection then the government has amesiten addressing any
issues of safety, misleading behaviour, and so on.

31 The regulatory objectives can be illustrated in &ectricity sector, where
competition in generation may be possible but cditipe in distribution is
not. Similarly in telecommunications, competitiogtween fixed line networks
seems unlikely, but other markets may be compet{gvg. ISP services).

Forms of economic regulation

32 As will be clear from this discussion, economiculagjon can be a broad term,
and to avoid misunderstanding it is important tospecific about the types of
regulation under discussion. This discussion d@sunwill address the
following types (in varying degrees of detail):

Competition law

33 As part of the “market making” rules, it is commao have legislation
prohibiting anti-competitive behaviour in the marke Firms should be
prevented from acting in a way that undermines cgitipn and the benefits
consumers receive from competition. An examplarice fixing.

Consumer protection

34  Regulation may protect consumers from “sharp” pcastin the market, such
as misleading advertising and labelling, or setbagic quality standards. This
is aimed in part in giving consumers confidencéhemarket.

Information disclosure

35 In some markets, competition can be improved byngivwcompetitors and
consumers information they would not otherwise(getwould be too costly to
collect). In these situations it is common to hamformation disclosure
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regulations requiring firms with market power t@@dose information on their
pricing, asset base and service performance.

Price control

36 Where the market is not competitive and the incurhlfiem uses its market
power to charge high prices (either as a resuihefficiency or in pursuit of
monopoly profits), the government can consider exiing this by regulating
the price.

Safety regulation

37 In some circumstances it may be inappropriatettedéety standards be set by
market participants. Examples include safety steshglin electricity and gas.
Again, this is aimed in part in giving consumersafodence in the market.

Technical regulation

38 There are areas where the regulation of technitzidards will facilitate
market transactions and the efficient utilisatidmesources, and can be seen as
part of the “market making” rules. An examplehs management of the radio
spectrum.

Social regulation — Community Service Obligations

39  The government will have important social goalsame markets. Principally,
the government will be concerned to ensure esdesdivices are widely
provided and affordable. Regulatory interventidesigned to provide for the
provision of essential services where they woultlatberwise be provided, or
at prices below that which would otherwise be chdrgre called Community
Service Obligations.

40 This is clearly an area of significant challengem fSolomon Islands
government policy, and is discussed in more dbtddw.

Regulatory institutions

41  Having good legislation “on the books” is probaldgs than half the story. As
important, if not more, is the institution that Madminister the regulation.

42  Regulators bear a heavy burden. First, adminigiegconomic regulation can
be difficult. A significant amount of informatioand expertise is required to
police competition law, regulate prices in uncoripet markets, and establish
safety and technical standards.

43  Second, the regulator has a significant influenoettee performance of the
market over time. Whether existing firms invest fbe future and whether
new firms enter and compete will be significantlyfluenced by whether
regulatory decisions are credible and predictable.

44  The quality of decisions by the regulator, andghecess of a regime over time,
will be heavily dependent on three key features.

Independence

45 The person making the regulatory decisions mustifoependent. By
independent, we mean the decision maker is futhgmtivised to only consider
the objectives of the regulatory regime when makiagisions.
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Expertise
46  The problems regulators are required to consideradten complex. Any

47

regulatory institution should have the resources slills needed to resolve the
problems it is asked to address.

In a small market such as the Solomon Islandsrtisg mean being realistic
about the level and complexity of regulation tlsasustainable, and contracting
in expertise when required.

Accountability

48

A regulator should be accountable for its decisiohiis can be achieved by:

48.1 Criteria: the objectives of the regulatory regiraed the criteria for any
particular regulatory intervention, should be esiplly stated. The
quality of any decision can then be measured agtiagelevant criteria.
To illustrate, there is no criteria for imposingger control under the
Price Control Act []. This means a decision to as@ control cannot be
tested, and so the regulator is unaccountable.

48.2 Public participation an open process with opportunity for public
participation creates a practical level of accohitity, as the regulator
must hear from and consider the views of thosectdte by the
regulatory decision. In the Solomon Islands theray be practical
challenges in engaging the affected communitiesiane remote areas,
but this could be expected to yield valuable infation and a sense of
public engagement in the issues.

48.3 Publishedreasons for decisionsthis brings together the previous two
points. A requirement that the regulator publiek teasons for any
decision forces the regulator to justify any demisagainst the relevant
criteria, and increases the ability of those affdcby the decisions to
participate in the process.

The costs and risks of regulation

49

50

51

Regulation is not without its costs and risks. Tuect costs are the costs
incurred by the regulator when administering thgutation and the costs
incurred by firms when complying.

The indirect costs can be more significant. Thestde the risk that firms
will delay or cancel investment because they peecairisk the regulator will
act in a way that prevents them from earning a ceraial return on their
investment, or firms deciding not to enter the reaudd all for the same reason.
This can happen when the regulator favours shomt f@ice reductions over
long term investment, or when regulatory decisiares simply unpredictable.
In these situations the consumer loses the sigmifitong terms benefits of
investment, competition and innovation in the marke

Arguably this is what consumers are experiencingdamiara with electricity
and water services. Political and regulatory pressnay have kept prices
below the level needed by the firms to maintairrentr networks and invest in
new assets. By the time this lack of investmeimnjgacting on consumers it is
a significant problem and takes time to fix. Thegmtial lesson is that if the
regulatory regime, including market reforms, SOEfgrenance improvement
and economic regulation, is to return prices tefficient and sustainable level,
some prices may come down and some may need tolfifee government is
concerned about the level of price set by a coripetmarket or efficient
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regulation then, as discussed below, it can endlgeirm concerned on a
transparent Community Service Obligation.

General regulation

Introduction

52 For the purposes of discussion, this paper divedesmomic regulation into two
categories: regulation that applies (or could @pid all markets (this section)
and regulation that applies to a particular sectach as electricity (the next
section).

53  Three forms of general economic regulation areudised in this section:

53.1 competition law;
53.2 consumer protection law; and
53.3 price control.

Competition law

Current law

54 The Consumer Protection Act 1995 (CAP 63) includesnumber of
competition law prohibitions. These are prohibisagainst:
54.1 exclusive dealing (section 26);
54.2 price discrimination that results in a substariBakening of competition
(section 27); and
54.3 taking advantage of market power to harm a congrgection 29).
55  Potential penalties are a $3,000 to $7,000 finelaBd/ears imprisonment.

Institutional arrangements

56  The Consumer Affairs Division is charged with adisi@ring the Consumer
Protection Act. The Division is chronically undanded when compared to its
responsibilities under the Act. When we spokéhDivision, one person was
responsible for all duties under the Act and ha@mimrcement capabilities. A
request had been made by the Division for additicesources.

57  None of the competition law prohibitions are cuthgenforced.

Discussion

58  Competition law requires significant resources amgertise to be enforced.
For example, establishing whether a firm has a swaritial degree of market
power”, whether it has “taken advantage” of thavpn or whether a particular
arrangement “substantially lessens competition maaket” required a large
amount of information and the application of ecomornd legal expertise.
There is an active debate about the role of competiaw in a small market,
and in particular whether the costs of maintainredible competition law
regulator outweigh the benefits.

59  One approach may be to say “what is the harm ohlgalhese prohibitions on
the books, just in case?”. The potential harnwis fold. First, this creates a
risk for firms of the prohibitions being appliedansurprising and unpredictable
way in the future. As discussed above, if regatais to provide a framework
that allows long-term investments to be made, istntoe predictable. Second,
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60

61

62

and more fundamental, the government has an interethe statute books

reflecting reality. The rule of law is underminddstatutes are made that

cannot be enforced.

A surprising omission from the Consumer Protectfart is the lack of any

price fixing prohibition. There are two argumenmtsfavour of a price fixing

prohibition:

60.1 Price fixing is recognised as the most serious @impn law offence.
For a market to be competitive, competitors mushpete on price and
not agree on price. Price fixing arrangements Haeen compared to
stealing from the consumer, and competition regutatnternationally
have made price fixing and “cartel behaviour” the priority.

60.2 It does not require the same amount of economiclegna expertise to
enforce. No economic tests such as market powelessening
competition need to be established. What is pitddbs an arrangement
between competitors that fixes, controls or man#airice (regardless of
the impact on the wider market). This could patdiytbe enforced as a
criminal fraud offence.

Looking forward, one option would be to repeal thasting competition law

prohibitions as being too difficult to enforce citdgl in the Solomon Islands

context, and replace them with a price fixing pbaion. A price fixing

prohibition can be drafted so that it can be erddrin the same way as a

criminal fraud offence, avoiding the need for aasepe regulator or a high

degree of competition law expertise.

We are aware further Trade Practices legislatios be@en proposed. We

remain sceptical about whether this will be enfalite, and suggest the focus

should be on establishing and enforcing a pricadiprohibition.

Consumer protection

Current law

63

64

The Consumer Protection Act 1995 (CAP 63) includasimber of consumer

protection provisions. These include:

63.1 an ability to set by regulation “approved standgrdsch as minimum
quality and performance, manufacture, and packa@ection 12);

63.2 product recall provisions (section 16);

63.3 an anti-hoarding prohibition (section 19); and

63.4 prohibitions against misleading or deceptive comdgection 24), and
misrepresentations (section 25).

Potential penalties are a $3,000 to $7,000 finela@d/ears imprisonment.

Institutional arrangements

65

66

The Consumer Affairs Division is also charged waldministering these
provisions. The same person responsible for thepetition law regime is
responsible for the consumer protection regime.

None of the consumer protection provisions are emily enforced. No
regulations have been made under the Act. ThesDivicurrently acts as a
consumer advocate, receiving consumer complairmtsradiating solutions.
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Discussion

67 In an economy such as the Solomon Islands wheré¢ coosumer goods are
imported it is difficult to assess the need ane ffolr regulation to set quality
standards.

68  The prohibition against misleading conduct is adfamental plank of consumer
protection regulation, similar to the role of thecp fixing prohibition in
competition law. Ideally the Division would havieet resources to promote
awareness of this prohibition, and enforce it.

69 It may be an option to formalise the “consumer adte” role of the Division.

Price control

Current law

70 A price control regime is established by the P@mmtrol Act 1982 (CAP 64).
Key features of the Act are:

70.1 a Prices Advisory Committee to review prices ancomemend to the
Minister prices that should be controlled;

70.2 the Minister may make orders controlling the prafeany good or
service;

70.3 the Act does not prescribe a test to be appliechwhe Prices Advisory
Committee and the Minister are considering impoginge control; and

70.4 there is no provision for public consultation ir hrice setting process.

71 The Price Control (Application to Goods and Restit of Prices) Order 1982
imposes price control on milk; meat; fish; sugdouf, bath soap; washing
powder; rice; cooking oil; curry powder; cabin higs; LPG; petroleum
products; bread; electricity charges; water chafgelsedule 1).

72 Prices are controlled in “controlled areas”, beitige provincial capitals
(schedule 2), according to prescribed formula, egitbost-plus-mark up or
maximum price (schedule 3). There is no prescriméce for electricity and
water charges.

Institutional arrangements

73 One staff member in the Ministry of Commerce adsttee secretary to the
Prices Advisory Committee and administers the Rtioatrol Act.

74 In practice, only fuel is controlled. The two lbcappliers of fuel regularly
supply information according to a prescribed foand prices are set. The
separate regulation of electricity prices createding between fuel and
electricity prices.

Discussion

75  The current regulation identifies a number of megkbat we would expect to
be sufficiently competitive, such as milk, flourugar and fish. In a
competitive market we would expect price controlgulation to be
unnecessary, and to have a detrimental effect noeurners. Capping prices in
a competitive market will result in less quantigiry supplied than is optimal,
and less investment by businesses in better preeesgl products in the future.

76  In a number of these markets, we would expect @st policy to be to rely on
import competition. If local retailers of flourecharging prices that are too
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high, for instance, this provides an opportunity &mother retailer to import

flour and undercut them.

77 It may be there is a concern import competitiomeffective, due to factors
such as uneven application of duties or unnecesbasiness licensing
requirements. As discussed above, the proper mespto these issues is to
reduce the barriers to competition rather than legguprice. In any event,
import competition has in fact been responsible floe current market
outcomes.

78  Import competition may be less strong in rural ayeand the price control
regime should be sensitive to the particular cirstamces of the rural markets.
The current price control regulation is statedgply to Honiara and provincial
capitals but, as noted above, is largely unenforced

79  The current legal framework and institutional agaments are flawed in a
number of significant ways. Key issues are:

79.1 there is no competition test for the impositionpate control. This has
resulted in price control being imposed (on pagtleast) in competitive
markets;

79.2 there are no accountability mechanisms. As distusasbove, the
framework should:

(a) set tests and criteria against which the regulatdecision can be
measured,;

(b) require that the process provide for public input;

(c) require the reasons for decisions to be published.

79.3 on the current level of resourcing, the expertigesd not exist to
administer price control.

80 These issues are significant for Solomon Islandskets. While fuel is the
only product that is controlled in practice, thécerof fuel directly impacts on
the price of electricity and makes up over 50% hef tosts of SIWA. It is
important that the process for setting the fuelcgrishould include an
opportunity for public submissions, and an apptprievel of economic and
accounting expertise be contracted in when settiagrice.

Options
81 Reform of the price control regime is needed toresil the issues identified
above. When considering reform options, issudetoonsidered include:

81.1 the potential to “contract in” economic expertiseen making decisions
on whether to impose price control, and decisiomsetting price. As
discussed in the next section, this has already lde®ae in the latest
electricity regulation, where expert advice wasgsay

81.2 in Tonga, the expertise of the Pacific Forum Seciat is used when
setting fuel prices. Particularly if fuel is thelp price controlled in
practice, this option could be explored,;

81.3 in the next section we discuss sector-specific econ regulation.
Currently sector-specific regulation also regulgbeises under various
statutes. The option of a “multi-sector regulatootild be considered;

81.4 the viability of leveraging off the law and instions of a close
neighbour, such as Papua New Guinea.
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Short term — Government Policy Statement

82 In the short term, a number of the significant ésmay be addressed by the
government issuing a Government Policy Statemeritinge out the
government’s expectations as to how the Price ©bnfrct should be
administered by officials. This could include reqg officials to conduct a
process that includes public consultation and thieliphing of a report, and
contracting in specialist economic expertise toisewn whether control
should be imposed and the setting of prices.

83  This option is discussed further in the next segtes a way of improving the
administration of the sector-specific legislatiarthe short term.

Sector-specific regulation

Overview of sector-specific regulation

84 In this section we discuss legislation that intrmekieconomic regulation in a
particular sector.
85  The sectors we have considered are:

Sector Legislation

Aviation Civil Aviation Act (CAP 47)

Electricity Electricity Act 1969 (CAP 128)

Ports Ports Act 1956 (CAP 161)

Post Sl Postal Corporation Act 1996

Radio Broadcasting Act 1977 (CAP 112)
Telecommunications Telecommunications Act 1972 (CH)
Television Television Act 1995 (CAP 116)

Water S| Water Authority Act 1993 (CAP 130)

Current issues

86 This section discusses a number of issues arisimierusector specific
regulation. These are:
86.1 licensing;
86.2 potential for competition in some activities;
86.3 safety and technical regulation;
86.4 information disclosure;
86.5 price regulation;
86.6 community service obligations.

Licensing

87  Some of the sector specific legislation providedit@nsing:

87.1 the Telecommunications Act provides for the Telesamications
Authority to licence a range of activities, incladi providing
telecommunications, use of radio spectrum, impgreéguipment, and
dealing in radio communication apparatus;

87.2 the Electricity Act provides for the Solomon Islarlectricity Authority
to licence other generators or operators, includeging conditions
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88

89

(which may include price). Regulations provide tbe licensing of
electricians and electrical contractors;
87.3 the Civil Aviation Act provides for licensing of xaus activities,
including domestic air services;
87.4 the Solomon Islands Ports Authority can licensetgjl
87.5 the Television Act requires broadcasters to halreeace, issued by the
Television Board. Dealers and possessors of ‘veugiequipment” are
also required to have a licence.
The reasons for any licensing regime need to belady revisited. There is a
real danger that a licensing requirement can becotoarier to entry by new
competitors into the market, with no positive puapo At worst, a licensing
requirement may become a revenue collection exercis
A licensing requirement is often introduced to a&sdr safety and technical
competence concerns. As discussed below, thesesisare often now
addressed by setting standards and penalisingianyof person for breaches,
rather than creating a licence requirement.

Electricity

90

91

92

The licensing regime for electricity generatorsegp particularly problematic,
as the SIEA is given the role of issuing licenaepdtential competitors. This
creates an obvious conflict of interest.

An applicant could seek a licence for one of thesesons. First, the aim may
be to use the generator as back-up supply onljpjeSuto technical concerns,
SIEA is unlikely to resist issuing a licence forckaup generation. Second, the
purpose may be to self-generate as an alternati®BA’s service. Third, the
purpose may be to generate electricity to sell ©8ASto provide across its
network. Both of the last two activities present@npetitive challenge to
SIEA, and put it in a difficult position when codsring an application.

These issues intersect with the Community Servibkg@tion issue discussed
below. Utilities such as SIEA are expected to mtewservice in loss-making
areas, cross-subsidising from the profitable Hanrmarket. Competitors will
only enter in the profitable market, eroding thdigtof SIEA to fund the CSO
by cross-subsidy. Unravelling these issues inwingroducing transparency
into the CSO agreement with government and weighmthe benefit of SIEA
facing competition. It is unrealistic and unfair ¢xpect these issues to be
resolved by SIEA when considering an application.

Telecommunications

93

94

Telekom has recently been granted an exclusivadie¢o provide all forms of
telecommunications in the Solomon Islands for thgtrl5 years. While this
exclusivity is to be reviewed every 5 years, angrae requires agreement of
both parties. This absolute ruling out of compatitin telecommunications is
contrary to the international trend, which is tatracluce and facilitate
competition in telecommunications.

It may be that an assessment was made that coiopetias not possible in
Solomon Islands telecommunications markets. Wee hat seen any such
analysis. What can be said is that over the l@sy&ars improvements in
technology have made competition possible in nuoeraspects of
telecommunications where it was previous thouglpossible. It is difficult to
see how competition in calling card sales, inteamat calling and ISP services
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is not possible, for instance. Further, advaneeswitching and mobile
technology offer the real prospect of competitiorpacific island markets, and
could become a reality within the next 15 years.

95  Again, this issue is linked to CSO issues. Teleka® said that in return for its
exclusive licence it feels a moral obligation tooyade loss making rural
services. However, what Telekom is to providedatum for its exclusivity is
not well defined, nor is the cost transparent. Teéekom CSO is discussed
further below.

Civil aviation

96  The licensing of aviation markets is another aréanr& we need to be careful

the licensing regime does not prevent competition rfo obvious gain to
consumers. While competition in some areas iskalylj competition in
domestic air services, for example, has delivergghificant benefits to
consumers in other pacific countries.

Other reform initiatives

97

We are aware these issues are being addressethan mbjects looking at

specific sectors — telecommunications and civilaten in particular. This

does not raise any consistency or sequencing isslies specific reforms are
guided by the same principles discussed in thisepaand should result in
sound regulatory frameworks that give consumersidemnce they will receive

a reasonable deal. The idea of a Government P8liaiement on economic
regulation, discussed in this paper, would givéedtalders confidence these
reforms are proceeding from a common framework.

Potential for competition

98

99

100

101

Consistent with the discussion at the start of haper on the regulatory
priorities of government, it will be important thay sector-specific regulation
focus on the activities where competition is urikend facilitates (or at least
does not impede) the development of competitionother areas where
competition may be more likely.

To a certain degree this overlaps with the disomssf licensing, above.
Where licences are provided for, it has obviouslgrbrecognised that there is
the potential for competing providers. As discdsabove, it is important that
any licensing does not become a barrier to this patition. Facilitating
competition where realistically possible will dediv significant benefits to
consumers in the long run.

It would be useful to review whether there are pdreas where competition is
possible. While licences may not be specificallgvided for, the legislation
may not prevent a competitor from engaging in tbivey. If the legislation
does not grant the incumbent a monopoly, then cttigrecan occur.

While we have to be realistic about the degree Bkalihood of competition in
these sectors in the Solomon Islands, advancesimology mean competition
is possible on a small scale where it could noehaeen imagined previously
(e.g. ISPs and international calling). Furthee, tireat of “self provision” may
be effective competition in areas such as eletgrgeneration and water.
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Safety and technical regulation

102

103

104

105

As discussed above, there may be a role for safedytechnical regulation on a
sector-by-sector basis. Safety regulation will d&@propriate where it is
inappropriate to leave safety standards to marletigpants. Technical
regulation will be appropriate where setting comnmichnical standards
facilitates competition and market transactions.

It is important that regulation introduced to pwsinese valid objectives is
focused, and does not become an unnecessary dareetry or an intrusion
into normal commercial decision-making by firms.

A key challenge when regulating safety and technstandards is how to
leverage of international expertise and internai@tandards. Standard setting
requires significant expertise, and there is a theal international material and
expertise available. In some situations, the QW regimes in other
jurisdictions can also be used.

An example is the licensing of electrical contrastand electricians, which
leverages off the qualification regime in NSW, Aafi. The regulation is
currently administered by SIEA, and the appropness of SIEA having this
regulatory function may be something that can beveed in future.

Information disclosure

106

107

108

109

None of the current sector-specific legislationuiegs the various incumbents
to disclose prices or performance measures in regdic way. This is in
contrast to regulation of utilities in other junsgons, where information
disclosure requirements are common.

Information disclosure requirements need not beraurse Firms should be
producing performance information for managemenmpgses. For example,
membership of the Pacific Islands Telecommunicati&ssociation (PITA)
requires Telekom to publish information on its segvievels, but only on a
members-only part of the PITA web page.

SIWA and SIEA are required by their legislationptovide an annual report of
activities to the relevant Minister who then tablesn Parliament, but it is
unlikely to contain specific service measures.

There is the potential for real gains to be madeelyiring the various utilities
to report their performance against internationahdards (which are readily
available), in a way that is accessible to conssmerThis would give
consumers the information they need to put pressarénheir provider to lift
performance. This also empowers consumers toglapre active role in any
price regulation process, and to facilitate contjgetiwvhere possible.

Price regulation

110

The sector-specific regulation deals with pricéhia following ways:

110.1 the radio broadcasting and television legislatioesdnot address price,
leaving the ultility free to set its prices;

110.2 the postal legislation allows the utility to set @wn prices;

110.3 the water, electricity and ports legislation alld@sthe relevant Minister
to regulate prices, on recommendation of the wytilithe relative roles of
the utility and officials in determining price anenclear from the
legislation. In practice, the Minister does nowédaaccess to expert
advice when considering a price proposal, and veeiglolitical
considerations;
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111

110.4 the electricity legislation allows SIEA to licena#her generators or
operators, including setting price as a condition;

110.5 the telecommunications legislation does not addmmsse, but the
exclusive licence granted to Telekom requires igeéd approval for all
changes in telecommunications prices.

Some general comments can be made about these ftagaworks and

institutional arrangements. Key issues are:

111.1 there are no transparency and accountability mésmanin the various
processes for regulating price. As discussed glibedegal framework
should:

(a) set tests and criteria against which the regulatdecision can be
measured,;

(b) require the regulator to consult the public befonaking a
decision; and

(c)  require the reasons for decisions to be published;

111.2 it is not clear whether the expertise exists to iadter these various
price control processes. As noted above, regglatiice is difficult and
requires significant information and expertise. dtine badly, this can
have a real impact on how much businesses invadt ttzerefore the
Solomon Islands consumer.

Electricity

112

113

In electricity, the price regulation was recentpdated by an external expert as
part of an aid project. The result is a relativegmplex formula that SIEA
administers by processing changes to inputs thatbeaexternally verified,
such as changes to the Retail Price Index calaulate the government
statistician, and changes in the fuel price sahaPrice Advisory Committee.
External expertise was needed to update the regulat The reform has
resulted in a credible pricing formula that has tbenfidence of the
stakeholders, and is an example of successfullytr@cimg in the right
expertise at the right time. It is not clear wheatel of oversight officials are
performing over SIEA’s administration of the prigiformula. There is no
public consultation.

Water

114

Water tariffs are determined by SIWA. The legislatrequires the consent of
the Minister and the gazetting of any tariff chandgye practice the Minister has
no source of expert advice and weighs politicalsoderations. Water tariffs
are currently probably lower than they need to e SIWA to sustain and
improve its network. The most recent price incesass in 2003, and was the
first for 5-6 years. This is the result of an asseent by management that
consumers cannot afford higher prices (there ageifsgiant arrears and bad
debt issues at current price levels) and polifiedgyments by the board and the
Minister. Again, there are obvious links to theus of Community Service
Obligations, discussed below.

Direct link with fuel price
115 As with electricity, the price of fuel has a direstd significant impact on the

economics of water. Half of SIEA’s operating caste the cost of electricity,

which is driven by the fuel price.
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116 This highlights the importance of the process usedet the fuel price. In
particular, the regulatory process should allowopportunity for SIWA, SIEA
and other major users to scrutinise proposed pheages.

Telecommunications

117 Telekom seeks regulatory approval for annual % gbanin its
telecommunications prices. The licence sets a maxi of 2/3 of the change
in the Retail Price Index. It is unclear whethse tegulator has the resources
or expertise to second-guess Telekom’s prices. Tékecommunications
Authority currently relies on the Ministry of Fine@ and comparative statistics
from around the Pacific. No price rises have bestoed as yet, but the current
price increase proposal is being debated. Thearme test to measure the prices
against, and there is no public consultation bedm@roving price changes.

General

118 These are serious issues. Any reform should peotfad transparency and
accountability in the price setting process, andress the current blurring of
the roles of the utilities as service provider/cetitpor and price regulator. A
longer term option may be a multi-sector regul#tat sets all regulated prices.
Such a regulator could take advantage of econowifiexale and scope in
running multiple processes, and build up a sustdénaritical mass of
institutional knowledge.

Short term — Government Policy Statement?

119 In the short term, a number of the significant éssmay be addressed by the
government issuing a Government Policy Statemeritinge out the
government’s expectations as to how officials vedue licences and set prices
set under the various statutes.

120 In relation to issuing licences, this would inclugeidance that licensing is
intended to address issues of safety and techsiaatlards, but not act as a
barrier to competition or a revenue collection naagdm.

121 In relation to price regulation, this could inckutequiring officials to conduct
a process that includes public consultation andptitdishing of a report, and
contracting in specialist economic expertise toisglon the setting of prices or
price formula (as has occurred in electricity).

Community Service Obligations

122 As discussed above, the government will have ingmbrsocial goals in some
markets. Principally, the government will be camesl to ensure essential
services are widely provided and affordable.

123 There are obvious challenges in making utility gsrs universally available in
the Solomon Islands. Services are currently abkglan Honiara and the
provincial capitals, and not in the wider ruralage The costs of establishing
and maintaining services are high in these arewbsttee number and ability of
consumers to pay for services is low. Servicdéngrovincial capitals are near
break-even at best, and in more rural areas clé&z$/making.

124 There is a range of ways these objectives can bgued. Increasingly, the
focus internationally is on the government proogrisocial services in a
transparent manner. This is so for four reasons:
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125

124.1 First, if the utility is government owned, transpatr procurement assists
in keeping the objectives of the SOE clear (a pdiatussed further in
our discussion document on the SOE governance fwankg.

124.2 Second, the utility may be a private firm. Thidlvide the case if the
government decides the public interest is bettevesk by purchasing
social services from a private firm than by ownihg utility directly.

124.3 Third, ensuring that the social objectives are el at least cost to
taxpayers.

124.4 Fourth, ensuring that the cost of the social objedts clearly identified
for the government, to enable informed choices ¢onttade between
competing social priorities, and competing demamdghe budget.

Focusing on transparency requires us to considgefatts on what it costs to

provide services in these areas (it may be sunglisilow or high), and what

services are actually demanded by the local cisizet also involves the
government setting transparent objectives in eactos This should involve
public consultation. Examples of transparent precient of Community

Service Obligations include:

125.1 tendering for the supply of utility services inatareas;

125.2 negotiating and publishing a CSO arrangement wigariicular utility,
including specific service commitments and transpacosting.

Electricity

126

127

128

The Honiara market is SIEA’s only profitable marketll other areas are loss
making. SIEA has no explicit agreement with the@egament to supply loss-
making areas, and no payment has been made intttoes. The Electricity
Act imposes an obligation on SIEA to supply all semers, but also provides
an ability for SIEA to recover the uneconomic pamtifrom the consumer.
Neither limb of this regulatory bargain is enforced

One result is SIEA has few incentives to expanaeisvork in these areas, and
only makes one or two extensions per year. Themuorent has not identified
its objective for network coverage.

Another result is that SIEA has an incentive tovpré competing generators
from supplying electricity, even where this would good for the Solomon
Islands consumer, because competition in profitabtevities would erode the
ability of SIEA to provide loss-making services.

Telecommunications

129

130

131

As discussed above, in return for its exclusiveriue Telekom has adopted a
‘moral obligation’ to provide some loss making sees. The services
Telekom is to provide in return for its exclusiveehce are not defined.
Telekom estimates that it loses about $10,000g@aline in a rural area, and
its current rate of investment in the rural are&G$m - $10m. This compares
to annual turnover of $24m and annual profit of 1§18 2004. As part of its
Unity Blong Community 2004 & Beyormgtoposal, Telekom proposes the
payments it currently makes to the government @anée fees, taxes, etc be
collected into a fund to pay for rural telecommuanicns.

Applying the principles of economic regulation, asuch fund would be part of
a package that included public consultation on tbquired services, a
competitive tender to provide those services, $igepgerformance targets and
monitoring, and the introduction of a competitivarhework.
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Links to other areas of government policy

132 These issues of economic regulation relate to athess of government policy
and reform, and it is important to consider ecormomegulation as part of this
wider context.

State-Owned Enterprises performance improvement

133 The government is currently considering policy refs to:

133.1 improve the governance and performance of SOEs; and

133.2 increase private sector participation in marketenhSOEs currently
operate, where appropriate.

134 Economic regulation applies to SOEs and privatetosefirms. This is
fundamental. Important points are:

134.1 that SOEs face the same disciplines as the prseitor;

134.2 there is a need to be clear about the different@dsm the commercial
and regulatory functions of government. Longemtethis may include
separation of commercial and regulatory functiongantly performed
by SOEs;

134.3 the government’s objective of a reasonable deas(meable prices,
quality services and consumer protection) doesr@maire government
to own the business.

135 The SOE framework should provide a transparentgg®dor the government
to procure Community Service Obligations.

Sector reforms

136 There are projects looking at specific sectorslectenmunications and civil
aviation in particular. The specific reforms arwgdgd by the same principles
discussed in this paper, and should result in seagdlatory frameworks that
give consumers confidence they will receive a reable deal. The idea of a
Government Policy Statement on economic regulatisgussed in this paper,
would give stakeholders confidence these refornes moceeding from a
common framework.
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Annex 9: Stocktake of SI SOE Finances

Solomon Islands
State Owned Enterprises Finances
Stocktake

Work-in-Progress
12 March 2007

Prepared as part of ADB-TA No. 4482-SOL..
SOE Reforms and PSP
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SOLOMON ISLANDS STATE OWNED ENTERPRISE FINANCES:
STOCKTAKE - WORK IN PROGRESS AS AT 12 MARCH 2007

1. Introduction

1.1 Purpose and Structure of Report

This report provides an overview of the SOE sectibressentially comprises a set of
working papers intended primarily asark-in-progress resourcefor use by those
who are responsible fomonitoring SOEs performance, andssessingfrom a
shareholder perspective what if any action may fyapriate for SIG to take. Such
action may include decisions about the future divildual SOEs.

Section 2summarises development of the SOE sector anddesland a box on hidden
advantages for SOEsSection 3 provides a note of caution relating to the lack of
availability and low reliability of accurate finaiat data.

Section 4discusses the overall financial position of theES§&ctor in the Solomon
Islands, and provides some summary tabldable 4.1sets out the government’s
financial interest in SOEs for the past three yeafable 4.2sets out approximate
profits and losses for the past three years Eadole 4.3is the government’s share of
these profits and lossed.able 4.4contains indicators of the size of the SOH@ble
4.5 provides estimates of the total numbers of stajfleyed by each SOE.

Section 5comments on each individual SOBection 6provides explanatory notes to
the overview tables in Section 4. For examples¢heotes set out the sources of data
and indicate whether the numbers have been basgdagtimates or more reliable data,
such as audited financial statements.

1.2 Caveat About Financial Information in this Wor  king Paper

The overview financial tables in Section 4 need&interpreted with considerable
CAUTION!. This is because the data varies frawliable “audited financial

statements to less reliable unaudited financial statement® even less certain

management accountso indicative only best _guestimateslerived from whatever
information was available at the time of their @egiion.

2. Overview of SOE Sector

2.1 Historical Perspective

The SOEs that currently exist are the result ofohisal developments. As might be
expected, they are the typical mix of infrastruetproviders (electricity, water, ports,
airline, post, broadcasting, printing, shipyard afadmerly telecommunications),
finance (development bank and home finance) andldpment ventures (commodities
export, livestock, plantations, fishing and cannifogestry). Many of the development
ventures have been unsuccessful and commercialgragerations have ceased.
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Where operations have ceased, the legal entity stidlyexist, but have not been
“tidied” up. For example, Solomon Taiyo Limitedshaot been liquidated, though the
assets were used to form Soltai.

The SOEs were often established by transfer oft@ssé#her from government or
donors. Rarely was adequate working capital pexvisb the SOEs always struggled to
fund capital projects.

An investment holding company structure (ICSI) vessablished after independence
with the concept of investing in a portfolio of d@depment activities with the successful
ones funding new ventures. This never worked d@senough of the ventures were
successful.

Loans were often used to fund capital expenditiregjuently from the owner (SIG or
ICSI) or the NPF. The NPF loans were usually gu@ed by government. Few loans
were properly serviced but little was done to takércement action or to seek remedy
of the defaults. Repayment of guaranteed loampiéetly fell back to government. As
is normal practice, loans from international indtdns were typically made to SIG and
on-lent to the SOEs. Where the SOE has faileétaice the on-lent loan, government
has remained liable for interest, repayments actange rate losses.

Few SOEs have been financially successful. Theoreafor this are a combination of
poor commercial decisions and inadequate pricesgedafor goods and services.
These both stem from either inadequate managenkdl® ar political interference.
With pricing, either prices have been deliberatedypt low as a matter of policy or
through inadequate costing.

Cash flow has been significantly affected by poatctollection. This was exacerbated

by the tensions, but existed before that time.eSalere made and revenue recorded,
but the cash was often not collected. Provisiarsdbubtful debts have often been

inadequate until there has been a crisis.

With cash flow problems, SOEs have responded blyhweltling payments of their own
debts — both long term debts as well as paymentsuppliers, PAYE and NPF
contributions. Consequently there is a complicated of unpaid debts and arrears
which is still being unwound.

The lack of capital from the owner combined witlwvIprofitability (or losses) and poor
debt collection has meant that few SOEs have bd&dn ta replace or adequately
maintain capital assets. As a result, operatipqc#y has generally declined and many
SOEs have very old, obsolete assets and are babddyto function. What asset
replacement has occurred has tended to be fundddruys.

In terms of governance, there has been no cohesiueture within government to
provide overall guidance on policy or strategy. eTonly co-ordination has been
through ICSI as a holding company, but ICSI hasnbmere like a portfolio investor
rather than a manager of a group of companies.

Boards of directors have tended to be representatither than professional directors
and typically an MP has been appointed chair, @eti@nage position.

There has been little forward planning. Few SOBsehany form of strategic or
business plan though they may have one year bud&stsme have prepared proposals
for future development (based upon seeking subatarapital injections) but these are
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often overly optimistic so that it is unlikely théttey would have been successful, even
if they had been funded.

Financial management and reporting, and performasperting has been non-existent
or very poor and many Boards have operated witbouent financial information. As
a result, there has been little management forlteesund the current poor financial
positions reflect the drift of events rather thamgomseful active management.

Overall, few SOEs have preformed at an acceptadel - in spite of many hidden
advantages — see box on the hidden advantageste Eheonsiderable potential for
improving the performance of Solomon Islands SOEs.

2.2 Priorities for Improving SOE Performance

The following are suggested as priorities for imygnment of SOE performance:

a. Bring financial management reporting up-to-dedethat management and
Boards have realistic data upon which to base ibess

b. Identify the debt issues — both receivablesgaydbles — and make plans for
action to improve the situation. Where there ferientity cross debt (e.g. between
an SOE and SIG) then seek to negotiate set off.

C. Adequately provide for doubtful debts and watedebts where there is low
likelihood of recovery, e.g. the debtor no longeists.

d. Prepare annual financial statements and have duelited.

e. Commence preparation of business planning, irgdanvith identifying

purpose and objectives, a SWOT analysis and idettid most likely areas for
improvement, e.g. water losses, customer billimgptaollection, pricing.

f. Consider changes to the business model to regpie-payment by
customers (who are likely to be poor payers) stasduce future debt collection
issues, e.g. use of pre-paid power meters, payiefore delivery of goods or
service.

g. Update asset registers, taking care to ideaets that were destroyed or
damaged during the tensions and any items thah@ienger operational or are
obsolete. Write off assets that are no longeradfie. Consider revaluation of
significant assets, especially land and buildings.

h. Prepare an updated budget for the current wedn, projection for the
following two financial years. This should haveemnphasis on realism.

The items in the priority list are aimed at gettegch SOE ready for the governance
framework that is likely to be implemented. Thejsence of the items is a suggested
order for action. All these actions would be nseeg whether or not the SOE is to
remain in government ownership or be consideredpforatisation, as they are all
aimed at building up the basic information needwdiisiness improvement. The same
steps are needed whether ongoing government owpemaid management or
preparation for sale is the target.
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3. Data on SOEs

Table 1 sets out the government’s financial interest irES@or the past three years.
Table 2 sets out approximate profits and losses for tts theice years antiable 3is

the government’s share of these profits and los3edile 4 is estimated measures of
size — total assets and revendeable 5is estimated staff numbers employed by SOEs.

As explained in tha@otesto the Table in Section 4, little data has beda tbbe drawn
from audited financial statements (only 3 of 16t@#) so data is indicative rather than
reliable, and considerable caution is required wthewing conclusions, especially as
financial results after audit are often markedlyrseothen un-audited or management
results. In addition, in the absence of accessiteent financial data, estimated figures
have had to be included — adopting the philosoglityb®ing better to be approximately
right rather than precisely wrong.

Another aspect for caution is that it has not beessible to form a view on the current

value of assets and liabilities and the data repoftas just been taken from SOE
records. In many cases SOEs financial statememiside as an asset, accounts
receivable that are probably unable to be recovefdrre may also be fixed assets that
are overvalued due to wear and tear or obsolesce@eethe other hand, land values

have risen sharply and many SOEs have not revahesdiand to current values.

3.1 Solomon Island State Owned Enterprises Hidden  Advantages

The box below outlines the various sorts of hiddduaantages enjoyed by SOEs in the
Solomon Islands, compared with typical privatelyr@a businesses.

Solomon Island State Owned Enterprises Hidden
Advantages

1. Capital
1.1 Equity

At the time they were established, many SOEs wereigled with assets that we
treated as the owner’s contribution to equity. nhany cases this meant that
funding was largely equity as there has not begrmpaticy on capital structure a
appropriate debt/equity ratios. Similarly, thessmot been policy on target ratges
of return on equity and, in practice even where SG@&ve made profits, the retufn
on equity has been very low, effectively givingrnthan advantage (e.g. Housifjg
Finance Ltd, 85% equity funded).

1.2 Debt on favourable terms

SOEs have often received loans at lower than maekats. Interest rates haye
been low, or even zero. Repayment periods have loew, relative to the lif
cycle of assets. Many of these loans have bean fovernment itself or it
investment holding company. (e.g. fishing, fongstairline, housing financ
printing)

Where the government as owner has provided a lmany SOEs have not begn
able to service their loan. Some have never maue iterest or principa
repayments. In these circumstances, the governinasrtypically not taken actio
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Solomon Island State Owned Enterprises Hidden Advan  tages
(continued)

to recover the overdue debt and there may be naltyeapplied. (e.g. housin
finance, printer, airline) In some cases, debt basn converted to equity
effectively forgiveness of the debt. (e.g. forgsénd proposed for utilities)

Some loans have been sourced from internationahdiial institutions such as t
ADB, which charges 1% interest and typically hav@ y&ear terms with n
repayments in the early years of the loan. Theaad are denominated in hgfd
currency, so there is currency risk. In some mstg, the SOE has been sheltefed
from exchange rate risk which has been left withegoment. In other cases, the
exchange rate risk has been shared (e.g. develojraek).

1.3 Debt guaranteed

In many cases, even where the SOE has borroweddoommercial lenders, this hds
been with a guarantee from government or its imaest holding company. Thi
has probably resulted in the SOE receiving moredeable terms for the loan (e.[j.
a lower interest rate) or receiving a loan when dapital structure or risk woul
normally deter a lender. Overdrafts and loans friinem NPF have often be
guaranteed (e.g. airline, development bank).

2. Donated Assets

Many SOEs have received assets from donors. QGfterdonated assets have bden
the core of the assets at the time the SOE waklissiad.

Standard accounting practice has been to treatvéthee of donated assets fs
“Deferred Income” that is amortised over the ecoidife of the asset. The effegt
of this has been to offset depreciation on thesetas This practice should haye
enabled SOEs to generate cash flow from operatioras to be able to replace the
assets at the end of their lives. In practices thas rarely happened so that fhe
benefit of donated assets has probably been traedfto customers in the form @f
lower prices. Typically, when donated assets mexled to be replaced, a donof is
approached to fund replacement (e.g. utilities).

3. Exemption from Taxes

3.1 Income tax

Some SOEs have been given exemption from incomdotagignificant periods
perhaps 20 years (e.g. forestry).

3.2 Import Duty

Many SOEs have received exemption from paymennpbrt duty on capital itemg}
This is a normal requirement of donors for donasskts (e.g. utilities).

4. Overall Financial Results

Obviously, Solomons Islands SOEs were consideratiécted by the period of ethnic
tensions that caused financial difficulty for atitidies. During the tensions, some SOEs
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had assets destroyed or stolen (e.g. Solomon kl&tantations Limited) and all
suffered cash flow difficulties as customers wenahle to pay accounts receivable.
Many SOEs are still in a “recovery” phase and dtiélve substantial outstanding
accounts receivable.

With cash flow difficulties, SOEs themselves wenalble to pay their bills and incurred
arrears for PAYE, NPF employer contributions, eleity and water and even staff
salaries. Some of this arrears has still not besred. SOEs were also unable to pay
interest on their debt, and often chose not toipegrest to SIG and ICSI, nor to make
principal repayments in accord with the loan agreetst In most cases, SOEs have not
resumed loan servicing for SIG/ICSI debt. Excemiare the Ports Authority and
Kolombangara Forest Products. Solomons Air has laégun paying some interest to
ICSI.

The data provided is for the past three financedrg 2003 — 2005, starting with the
period in which RAMSI arrived and the initial re@y phase.

Table 1 shows the government’s net financial investmenS@Es for the past three
years. Excluding the Development Bank of Solomslands which has negative
equity* and is to be liquidated, the Governments net imvest in SOEs totals around
$345 million and has been increasing. [To be wtlais additional data is obtained.]
However, over $200 million of this is loans andward 80% of this is on-lent ADB
loans.

The growth in net investment is rather deceptivemagh of the growth relates to
revaluation of assétr SIG grants to SIWA, rather than improved operst and
increases in interest on debt owed by SOEs to 6€SlG, which has been recorded as
a liability but not paid.

Solomons Air and Solomon Islands Printers repogatiee net equity. However, they
both have loans from ICSI which are greater tham nlegative equity. Both also
probably have undervalued assets (aeroplanes addl. IaSo, the government has a
potential positive financial interest in these tevdities.

As set out inTable 3, a significant proportion of SOEs have been makogges.
Soltai Fishing and Processing Limited has been ngagubstantial operating losses, but
has positive net equity only from a substantiabteation of assets. Solomon Airlines
and the Ports Authority have achieved profitabiéifyer the arrival of RAMSI in 2003
provided stability and increased business volumé&mlombangara Forest Products
results mostly reflect changes in the valuatiofoodésts rather than trading.

Table 4 aims to give overall measures of the size and rapoe of the SOEs. Total
assets are estimated to be over $700 million amdiarevenue $433 million. The
annual revenue figure is more reliable than thetasgure. Note that Telekom is
excluded from these figures as the ICSI sharehglutint is very small.

The asset figure should be regarded as approxiasaiteincludes some broad estimates
and many SOEs have not revalued assets to curmbrdsy Revaluation would involve
upwards revaluations for some assets — especally &nd SolAir planes — but many

' As mentioned later, there is a European Investment Bank on-lent loan to DBSI. This has been
excluded from the table as it is expected to be forgiven by EIB, provided DBSI is liquidated.

2 ICSI's share of Soltai's revaluation of assets is $34.5 million and accounts for most of the
growth in the net financial interest in SOEs.
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tangible assets would probably need to be writtéhas obsolete, destroyed or
diminished in value through lack of maintenance.

The fact that assets exceed annual revenue refleetdominance of capital intensive
utilities (electricity, ports, water) and the Soleannery. Another factor is that some
capital investments have low rates of return.

Comments on individual SOEs are in section 5, Wity the tables.
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Table 1
Solomon Islands Government financial interest in S@s
Year |Percentag| Type of 200: 2004 200t
End Owned [ Holding Notes $ million | $ million | $ million
Investment Corporation of Solomon Islands Ddc 1009  adsety 1 1.3p 1.91 2.49
Wholly owned by ICSI
Development Bank of Solomon Islands Delc 100% Equfty 2 3.22 (14.94) (13.63)
Sasape Marina Limited Mar 100% Equity 3 402 3142 3.00
Loan from ICSI Debt 4 0.31 0.3] 0.3p
Solomon Airlines Limited Dec 100% Equity] 5 (17.56) (22B0 (5.80
Loan from ICSI Debt 6 17.95 20.7 22.00
Solomon Islands Printers Limited De 1009 Equity 7 (2116 (2.50 (3.00
Loan from ICSI Debt 8 3.46| 3.44 3.4p
Majority owned by ICSI
Solomon Islands Plantations Limited Deg 97.7% Equil:i 9 .00 3.00] 3.00
Soltai Fishing and Processing Limited Der 51% Equ 01 16.23 15.94 39.68
Minority shareholding by ICSI
Kolombangara Forest Products Limited Decc 19.70%% Equty 11 13.23 10.64 12.5p
Loan from ICSI Debt 12 16.70 16.6@ 16.40
Solomon Telekom Company Limited Ma 2.7% Equity 13 494  4.39 4.23
Corporations or direct SIG ownershig
Commodities Export and Marketing Authority De 1009 Uy 14 0.59 0.64 1.0
Solomon Islands Broadcasting Corporation Dgc 100%% tgqyi 15 0.53 0.79 1.38
Solomon Islands Electricity Authority Ded| 100% Equit] 61 15.00 11.89 10.0p
Loans from SIG Debt 17 150.0( 153.1p 155.00
Solomon Islands Home Finance limited Dec 100% Equity 19 14.07 14.13 14.21
Loans from SIG Debt 19 2.02 2.14 2.2B
Solomon Islands Ports Authority Seq 1009 Equity 20 39.00 40.06 38.01
Loans from SIG Debt 21 18.09 17.8y 17.72
Solomon Islands Postal Corporation Deic 100% Equity 22 00p. 0.00] 0.04
Solomon Islands Water Authority Ded 100% Equi 23 2122 4.72 10.00
Approximate net SIG interest in SOE sectc 276.12 295.51 332.83
SOE with negative net interest - DBSI (23.29 (14.94) (13.63)
Approximate positive net interest, excluding DBS 299.41 310.45 346.46
Composition:
Equity - where positive 110.58 111.44 138.56
Negative equity (21.93 (10.58] 1.2
Loans owed to SIG/ICSI 208.54 214.29 216.7]L

See notes in section 6 setting out the basis éodé#ta in the tables.
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Table 2
Net Profit/(Losses) of SOEs and companies with Sl€hareholdinc
Year 200z 2004 200&
End Notes $ million $ million $ million
Investment Corporation of Solomon Islands Deq 1 (9.67) 0.61 0.59
Wholly owned by ICSI
Development Bank of Solomon Islands Dec] 2 (9137) (4.63) 1.20
Sasape Marina Limited Mar 3 (0.33) (1.51) (2.p0)
Solomon Airlines Limited Dec 5 (0.7p) 4.16 7.00
Solomon Islands Printers Limited Dec 6 (0.8B4) (0]34) 5001
Majority owned by ICSI
Solomon Islands Plantations Limited (97.7%) Ded 9 9.4 0.29 0.05
Soltai Fishing and Processing Limited (51%) Ded (63.8 (5.23 (26.83
Minority shareholding by ICSI
Kolombangara Forest Products Limited (19.7%) De 11 A7 (12.89 9.66
Solomon Telekom Company Limited (2.7%) Mar 13 10{62 .98 26.70]
Corporations or direct SIG ownership
Commodities Export and Marketing Authority Dec 14 0]|05 0.05 0.36
Solomon Islands Broadcasting Corporation De 15 (0.34) 0.21 0.56
Solomon Islands Electricity Authority Dec 16 (3.18) B3 (1.80
Solomon Islands Home Finance limited Dec 18 .04 .04 0.09
Solomon Islands Ports Authority Sep 20 (10J36) 1.06 ogp.
Solomon Islands Postal Corporation Ded| 22 .00 D.00 60 0.
Solomon Islands Water Authority Dec 23 9./10 5{14 (B.57
Note: It is not meaningful to total this data asnsoentities are only partly owned by
government or ICSI. Extraordinary items such asletions or write-offs have been
excluded.
Table 3
Solomon Islands Government share of Net Profit/(Lases) of SOEs and investmer
Year 200z 2004 200t
End Notes $ million $ million $ million
Investment Corporation of Solomon Islands Deq 1 (9.67) 0.61 0.59
Wholly owned by ICSI
Development Bank of Solomon Islands Dec 2 (9437) (4.63) 1.20
Sasape Marina Limited Mar 3 (0.43) (1.51) (1.p0)
Solomon Airlines Limited Dec 5 (0.7p) 4.16 7.00
Solomon Islands Printers Limited Dec 6 (0.84) (0]30) 0Q).
Majority owned by ICSI
Solomon Islands Plantations Limited (97.7%) Ded 9 .4 0.28 0.05
Soltai Fishing and Processing Limited (51%) Ded (63.8 (5.23 (26.83
Minority shareholding by ICSI
Kolombangara Forest Products Limited (19.7%), De 11 .62 (2.54 1.90
Solomon Telekom Company Limited (2.7%) Mar 13 0j41 14.5 1.04
Corporations or direct SIG ownership
Commaodities Export and Marketing Authority Dec 14 0]05 0.05 0.36
Solomon Islands Broadcasting Corporation De 15 (0.34) 0.21 0.56
Solomon Islands Electricity Authority Dec 16 (3.18) B3 (1.80
Solomon Islands Home Finance limited Dec 18 g.04 .04 0.09
Solomon Islands Ports Authority Sep 20 (10436) 1.06 08}%.
Solomon Islands Postal Corporation Ded| 22 g.00 D.00 60 .
Solomon Islands Water Authority Dec 23 9110 5{14 (.57
Totals (31.11 5.82) (23.36)

Note: This is the government share of the profasfes) of each entity, rather than the

total net profit/(loss).
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Table 4
Solomon Islands SOE - estimated size measures - Aissand Revenu
Year |Percentagt Asset: Revenue
End Owned Notes $ million | $ million
Investment Corporation of Solomon Islands Dgc 10096 1 .0p8 1.3
(Excluding investments in subsidiaries, includirgjekom shares)
Wholly owned by ICSI
Development Bank of Solomon Islands Defc 100% 2 17.9
Sasape Marina Limited Mar 100% 3 5.0 K
Solomon Airlines Limited Dec 100% 5 36|0 119.
Solomon Islands Printers Limited De( 1009 7 P.0
Majority owned by ICSI
Solomon Islands Plantations Limited Det 97.7% 9 5.4
Soltai Fishing and Processing Limited Delc 519% 10 1%0.9 134.5
Minority shareholding by ICSI
Kolombangara Forest Products Limited Dec 19.70% 11 nng. 22.1
Corporations or direct SIG ownership
Commodities Export and Marketing Authority De 1009 14 6.0 1.9
Solomon Islands Broadcasting Corporation D¢c 10096 1% 41 3. 2.7
Solomon Islands Electricity Authority Dec 100% 16 218.0 88.0
Solomon Islands Home Finance limited Delc 100% 18 | 7.1 .0
Solomon Islands Ports Authority Sefl 1009 20 1.3 2
Solomon Islands Postal Corporation Dec 100% 22 0.0
Solomon Islands Water Authority Deg 100% 23 46.0 2
Approximate total SOE sector asse 725.7 431.7

Note: Deliberately excludes Telekom which is nogenan SOE since NPF is the
majority shareholder. The asset figures includaeyrestimates so are approximate.

Table 5
Approximate SOE staff numbers

Enterprise
Investment Corporation of Solomon Islands 3
Wholly owned
Development Bank of Solomon Islands 14
Sasape Marina Limited 50
Solomon Airlines Limited 150
Solomon Islands Printers Limited 30
Majority owned by ICSI
Solomon Islands Plantations Limited (97.7%) :
Soltai Fishing and Processing Limited (51%) 1,000
Minority shareholding by ICSI
Kolombangara Forest Products Limited (19.7%) 500
Corporations or direct SIG ownership
Commodities Export and Marketing Authority 14
Solomon Islands Broadcasting Corporation 51
Solomon Islands Electricity Authority
Solomon Islands Home Finance Limited 15
Solomon Islands Ports Authority
Solomon Islands Postal Corporation 85
Solomon Islands Water Authority 75

Total 1,987

Note: More data to be collected.
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5. Comments on Individual SOEs

5.1 Investment Corporation of Solomon Islands (ICS )

ICSI is a holding company for SIG investments inE3Chat are companies The
original concept was that it would be a developmewestment vehicle with a variety
of commercial ventures. The mature investmentsldvganerate profits sufficient to
allow ICSI to support new ventures through theartstip phase. The early history, the
first decade after independence, shows that teisl as never achieved. While some
ventures were profitable, many were not. Also, ploetfolio of investments did not
seem to be supporting broader economic aims of @iiag employment as most
employment growth was from the private sector.

During the 1990s, financial performance of SOEsappto have deteriorated — though
the TA team has little data to support this impi@ss By the late 1990s, SIG was in

financial difficulty and the TAs of the time conoed with SOEs were targeted at
privatisation, with the primary aim of generatinghéls to support SIG. They did not
seem to have the aim of providing an overall framdgwfor managing SOEs that

remained in government ownership, nor of considetive overall legal and economic

regulatory framework for SOEs or network utilities.

With the ethnic tensions, financial performanceS@Es owned by ICSI deteriorated
even further (as the economy declined) and sontentasy assets through theft and
deliberate destruction. This flowed through toSGls interest on loans was not paid,
principal repayments were missed and SIG initigithsactions to support failing

SOEs using ICSI (e.g. Solomons Air).

As a result, ICSI now has cash flow issues aneliant upon income from rents and
Telekom dividends from their very small remainiftgseholding. They have been cash
flow positive since 2004, as they have constraiegaenditure. In 2006, they began
receiving some interest on loans to SolAir.

The most recent audited financial statements &1 i&e for the year ended December
2001, but the backlog is under action. Completibop-to-date consolidated financial

statements requires that the subsidiary comparmamplete their statements first so

ICSI can consolidate or equity account for thesuttss as well as adjust for inter-

company debt.

5.2 Wholly-Owned Subsidiaries of ICSI

Development Bank of Solomon Islands

DBSI is insolvent and has been under a Court-appoistatutory manager since 2004.
The statutory manager has reported that a situdtashnow been reached that his
Court-appointed role can cease, since the purpbghi® appointment — to protect
depositors and ensure they are repaid — has bésvad, and since sufficient cash is
held to repay the remaining deposits.

At June 2006, DBSI had a deficit in shareholdersdfuof $13 million. The major
remaining liability is $21 million owed to the Eyrean Investment Bank. EIB will not
write off this debt unless DBSI is liquidated amnguidation was agreed to by the then
Minister of Finance in October 2005, as part of‘tHeniara Club” discussions.

® Home Finance is not a subsidiary of ICSI as it was initially a corporation that was converted to
a company in the expectation of privatisation.
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The statutory manager has recommended that thestegxshould be liquidation using
the Conversion of Statutory Bodies to Companies. Athis is the same legislation
used for the Livestock Development Authority andulgdotransfer the assets and
liabilities to the Government. The main assetusstanding loans. It is proposed to
sell the loan portfolio to the ANZ Bank.

Though the statutory manager’s proposal was madelin2006, Government has not
yet made a decision.

Sasape Marina Limited

Sasape operates a slipway and ship repair faafitjulagi. It has very old assets,
many of which are technically obsolete and overduaeplacement. It operates with
difficulty and has been making operating losses.hals valuable land and provides
facilities that are used by Solomons shipping arshirig. Government wants
infrastructure with a new slipway able to handlgslof up to 1,000 tons, compared
with the present 300 ton capacity.

Officials and ERU have been unsuccessful with pé&mpts to clarify the potential

financial and commercial viability of Sasape undaust and realistic assumptions.
Sasape is an example of a loss-making SOE whictlelisering a service which

potentially could be provided by the private sectord/or within neighbouring

countries. Sasape has lost significant sums ofemaevhile following non-commercial

political directives, and generally appears to hadwen weakened rather than
strengthened by the government’s involvement asvamer. However, it is seen as
providing services which are essential to Solom&lanids inter-island shipping, and
also providing employment and income to peopleidatsef Honiara.

The Economic Reform Unit proposed that Sasape dhmuprivatised with the aim of a
new owner able to finance much needed capital ekpgs. The proposed
privatisation was to be managed by the ERU iteif,has not progressed the sale. The
TA provided the ERU with general guidelines on gpoactice for privatisation and in
November 2005, specific guidance on the issues #imuld be addressed for
privatisation of Sasape.

Solomon Airlines Limited

Solomons Air is the national airline providing battternational and domestic services.
The company has been the subject of other TAs amk Wy the ERU and has
specifically been excluded from this TA. The othweork was aimed at possible
privatisation as well as business improvement. pioposed sale has not progressed
and there is no clear government policy on thigass

SolAir made losses during the period of tensionst is financial results have

subsequently improved once business volumes imdro¥enancial reports showed a
loss in 2003 but a profit in 2004. It is said tavh made a profit in 2005 and also
expects 2006 to also be profitable.

The last available un-audited financial statemdnts2004, showed negative net equity
of $13 million. This will have been reduced by sefuent profits. In addition, it has
been stated that its aircraft were undervaluedSl Iikas a substantial loan to SolAir,
almost $21 million in 2004. This was over 40% @borted liabilities. A debt to equity

conversion could provide SolAir with positive nequy and there is a proposal to
convert around $10 million of the debt to equity.
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Solomon Islands Printer Limited

The Solomon Islands Printer Limited (SIPL) hasaitgins under the British colonial
period as a regional printer. After independericeontinued as the government's
printer though in recent years government ager@es tended to use other printers as
well as SIPL. Financially, it has not been sucitésnd has negative net equity. The
main cause of the operating losses seems to hae fm@or management and theft.
There have not been adequate job costing systeersstoe that prices quoted for work
were adequate to cover costs.

The ADB TA provided assistance earlier in 2006 #&phICSl, the shareholder on
behalf of SIG to determine whether this business watentially financially viable
under changed practices, using prudent and reakstsumptions. That work was
interrupted by the April 2006 civil unrest, befaesults were available. The TA local
accounting team have subsequently completed wodosting for SIPL.

While SIPL has negative net equity, it also hasll@zstantial loan from ICSI, its parent.
This loan could be converted to equity to providsipve net equity. Alternatively, if
the business or assets were to be sold and thearyntiguidated, ICSI would receive
around 70% of net proceeds as the major creditor.

There is no clear decision on the future for SIRUhile the ERU has been advocating
sale of the company, the current Government’s polg& unclear in terms of
privatisation in general, and the future of SIPLpiarticular. The comment has been
made that if SIPL is to be retained, it needs aalthl funds to boost operations. ICSI
would like SIPL to be come profitable before a demi is taken on its future.

5.3 Partly-Owned by ICSI

Solomon Islands Plantations Limited

Solomon Islands Plantations was a financially sssfteé operation but was virtually
put out of business during the tensions. Assetse vaestroyed or stolen. What
remained of the business in terms of usable asggtssold by government to new
investors.

The company itself remains in existence but isadiduidated. What remains is some
machinery and parts plus about $3 million in cabhearly 2005, ICSI borrowed $1.5
million from SIG to buy out shares from CDC — makilCSI the owner of 97.7% of

the company. The loan was supposed to have bgeidrebut hasn’t been as the
liquidation has not been completed.

There has been no recent progress with the ligoidat
Soltai Fishing and Processing Limited

Fishing and tuna canning operations were managedigh a joint venture company
called Solomon Taiyo Limited formed in 1973, withet Japanese partner Taiyo
Fisheries Company, later renamed Maruha Corpordtianited, of Japan was the
original partner. With the collapse of tuna prides1999, Solomon Taiyo was in
financial difficulties by 2000 and the shareholdgreement with Maruha was due to
expire in February 2001. Maruha did not intenénter a new agreement and Solomon
Taiyo went into voluntary liquidation in Februar@@L.
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In 2001, Soltai Fishing & Processing Limited wasnied as a successor company with
only $100 of paid up capital, 51% held by ICSI a8%o held by the government of
Western Province.

Financial statements show a pattern of operatisgel® since Soltai has been formed.
Losses over the period 2003 to March 2006 total B28llion, after taking account of
a benefit of $21.3 million of donated assets. Tée operating losses totalled $50
million.  During 2005, the assets were revalued#®y.7 million. This boosted
shareholders funds but because of the losses, ey $77.7 million at December
2005, compared to $31.2 million prior to the rewagion.

Soltai has loans from NPF. These were in defaul2@05. In March 2006, the
Solomon Islands Government assumed responsibiitytie NPF loan, effectively
forgiving a liability of around $20 millich (ICSI as a 51% shareholder will receive its
share of this forgiven debt as an increase in gquit

As a condition of this bail out, there was a memdtan of understanding that required
that Soltai agree not to borrow. However, an AN&CIRc Regional manager visited
and proposed a $35 million loan at 14%, secured assets. The board went ahead
with this loan, in spite of the agreement not torbw. Subsequently, they gave a
presentation to the PM on the company and its gisp In this presentation they
sought his support for validation of the borrowingoreach of the MOU. The loan is
to be used for a new fish meal plant, cold storaggto provide $7 million in working
capital.

Soltai has an agreement with a firm called TriMario process tuna loins on their
behalf. TriMarine has purse seine trawlers andsothwe fish as well as the finished
product so Soltai just receives a processing fEleere is a proposal for TriMarine to
provide a further loan for a new processing lina abst of around $7.5 million ($US 1
million). This would be used for catering packscahned tuna. The by-product red
meat has potential to double output of Solomon Blames.

Japan has donated two new fishing boats (about@® each). These still use pole
fishing rather than trawling. These boats are ahmeSIG but leased to Soltai without
charge.

Kolombangara Forest Products Limited

KPFP is a joint venture between ICSI and CDC Greudormerly called the
Commonwealth Development Group, a company ownedhbyUK Department for
International Development (DFID). There is a coicgiked capital structure with
classes of shares and debt from the sharehold#&rscemversion of debt into shares as
the forest is milled. The company also benefimfragreements for income tax
holidays.

The company operates plantation forestry on a imadike basis with international
certification of sustainability.

In late 2005, there was a proposed capital recactsdn of KFPL (with a debt to equity
conversions that would have simplified the capgtlcture and given ICSI a 40%
shareholding). The ICSI Board did not sign therfar agreement and it has not been
implemented. In the meantime, CDC (the majoritynery has a potential buyer for its

* We were advised that SIG negotiated a settlement with NPF for a lower sum, around $16
million, and has issued a “note” for this amount.
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shares and has said it would not implement thetalaggconstruction before the new
investor takes over. The potential buyer is a i@stor said to be called “New Forest”
and the shares would be part of a Tropical TimbhendF(probably a mutual fund).
Various issues raised by the new investor as domnditof their purchase are near
resolution and the deal is expected to be concludedluding the capital
reconstruction.

In 2005, there was also major new strategy invghiJ funding. The EU project is a
mixture of grant and soft loan, aimed at fundingvkating uneconomic trees (resulting
from a poor variety being planted) that are neanvagurity as well as covering the cost
of replanting with improved variety trees. The Iptbject has been approved and is
nearly finalised and implemented. The Stabex gralhtoe given to ICSI and used to
fund increased equity investment.

Audited financial statements are up-to-date. Rerl@ecember 2005 year these show a
$6.1 million loss on operations for the year, dffsg a $15.8 million revaluation of the
forest, giving a $9.7 million net result. Howevtre company is barely getting by in
terms of cash flow. Most of the equipment is wout and needs replacement. It was
stated that KFPL has so little cash that it isrmears with PAYE.

The successful completion of the deal with the Eld the sale of CDC shares to the
new investor are regarded as essential for the aoynpo progress and have a sound
future.

Solomon Telekom Company Limited

Telekom was originally a joint venture between 1@8t Cable and Wireless with ICSI
initially having a majority holding. Most of IC&’'shares were sold to NPF as a swap
deal for SolAir debt to NPF which was in defaulthis reduced the ICSI shareholding
to around 10%. While ICSI holds the same numbeshaifres, subsequent new shares
issued to NPF and Cable and Wireless, includinglat tb equity swap (Cable and
Wireless debt swapped for shares), have dilutediGBé shareholding to 2.7%.

Telekom is very profitable with an average after taturn on equity over the past 5
years of 18%.

5.4 Wholly-Owned by SIG

Commodities Export and Marketing Authority

CEMA is a statutory corporation, formed in 1984laepg the Copra Board. Other
marketing activities were added over the yearsugfioly cocoa, palm oil, spices, coffee,
and ngali nuts. In the tensions period, CEMA edgrered financial difficulties since
crop production fell, especially as it had leaseshg for inter-island transport. A
decision was taken to cease trading, althoughsturgaid liabilities from this time.
These are being repaid from the sale of assetgheAénd of 2002, its debts were $10
million, but are currently about $4.5 million. CEBMexpects to have repaid all old
debts by the end of 2007.

Currently CEMA is an industry regulatory body ssftiquality standards, inspection
and grading and issuing licenses to export agehtalso seeks project funding from
government or donors for activities that seek imiate crop production or raise
standards. A current example is an EU-funded ptdje train agricultural extension
officers of the Department of Agriculture and Litesk.
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Limited financial information is available as thedncial ledger in and old DOS-based
computer system has not had its balances trandftaréne new system. Estimated net
equity is around $1 million. Since ceasing tradi@EMA has been managing
expenditure so it operates at a small profit ares tse proceeds from the sale of assets
to repay debt and buy new capital items.

Solomon Islands Broadcasting Corporation

SIBC operates a radio network in competition withivgte sector broadcasters.
Competitors include three commercial entities (pagly owned by Fiji Broadcasting)

and a religious broadcasting station. Since 198@s operated a “user pays” policy for
broadcasts of government information messages alitccal campaigning.

Privatisation of SIBC was considered by governnmaound 1999, but not proceeded
with as the potential purchaser turned out to hmveommercial standing. SIBC used
to receive annual grants for public policy servisash as news, but these ceased during
the tensions and were only reinstated at a rediesetiin 2004. SIBC is coming out of
survival mode after the destruction of assets as$ lof cash revenue during the
tensions.

SIBC has provided internal management financiabrisp though there are no audited
financial statements since 1998. These show prafit2004 and 2005 and some
rebuilding of assets, though some of the assetsuaderstood to have come from
donors.

Solomon Islands Electricity Authority

The Solomon Islands Electricity Authority (SIEA)shbeen the subject of a study by a
World Bank/PWC TA and under action by the ERU, @s lbeen excluded from
detailed work by this ADB TA. The World Bank TAqgwided an updated financial
position as at December 2004, has recommendedtE#t contract out management
and that there be a SIG debt to equity conversiardtapitalise SIEA, after offsetting
arrears owned by SIG to SIEA for power.

The World Bank report on SIEA’s financial positiahDecember 2004 involved major
adjustments totalling $188 million for issues sashexchange rate losses on ADB on-
lent loans, write downs for fuel and inventoriesenéh the record keeping had not
charged consumption to appropriate financial yegirgyision for doubtful debts and
revaluation of assets. The result was to reduE& Skt equity to $12 million or 5% of
assets, clearly too low.

At December 2004, SIEA had loans to SIG and NP&llog $177 million. Of this,
$24 million was to NPF but other than around $3iamilof this was guaranteed by SIG
so effectively almost all debt was SIG respongipiliAs well, SIG owed SIEA $10
million for electricity purchases. Clearly, a dapireconstruction would be needed and
this would probably require SIG converting debétity.

NPF has obtained Court judgments for its debtsG &bt advisors have advised us
that the judgment incorrectly treats all loans agiig provisions that charge compound
interest on overdue interest, while the loan doausm#or most loans only allow simple
interest. It is unclear whether there is any gbtbh appeal on the basis of error of fact.
The difference between the two calculations is s&a@million.
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As recapitalisation was under consideration, ausision paper was prepared by this
ADB TA. This paper provides information on the pose of equity, typical equity
ratios for other electricity companies and discasseme of the issues that might be
relevant in determining an appropriate capitalcttrre for SIEA and considerations to
take into account in deciding the best way to imq@at such a recapitalisation.

Work continues within the ERU towards a managen@iitract for SIEA. The
recapitalisation has not occurred, but should bapteted before the terms of any
management contract are determined.

Solomon Islands Home Finance Limited

Solomon Islands Home Finance was a statutory catioor that was established to
develop land and provide housing loans, espedialtivil servants. It mainly operates
in Honiara.

The corporation was converted to a company, Sololslands Home Finance Limited
(HFL), in May 2000 in anticipation of privatisatiat that time. Privatisation did not
occur and HFL has continued to operate. Its firrsituation throughout the tensions
was difficult, especially as government ceasedmaymnortgage deductions from public
servant’s pay, which was HFL’s main source of logpayments.

Currently, HFL is the subject of detailed work InetADB TA, covered elsewhere in
this report.

Solomon Islands Ports Authority

SIPA operates the main ports in Honiara and GIi&PA provides comprehensive
services covering wharfage, stevedoring and warghgu Other ports are run by
provincial governments, but generally do not chaeey companies (which causes
SIPA difficulties as the ferry companies are redmttto pay SIPA charges). Often
these provincial jetties have been financed aspaggects, but are not maintained.
SIPA considers there is a need for a coordinatidstructure strategy for ports.

SIPA is self-financing. During the tensions, expaslumes dropped significantly as
gold production ceased and the main plantations stepped production. Import
volumes also fell so SIPA made losses. With lichibash flow, SIPA was not able to
buy new equipment so much is overdue for replacémen

SIPA has ABD on-lent loans. While these loans wateconcessional rates to
government, SIPA has been charged 7.36% intefdstre significantly, as the loans
are denominated in SDRs, the fall of the Solomdani$s dollar has resulted in
exchange rate losses. These losses were a netifibh over the period 1998-2003 on
loans that had balances outstanding of around $lliénmat the commencement of this
period. In spite of this, SIPC has maintained Isarvicing.

After the arrival of RAMSI, inbound freight volumésve increased substantially and
SIPC’s financial results have improved. Howevepat volumes have been slow to
recover, as the gold mine has not recommenced tipesaand plantation volumes are
still low. For example, data from CEMA is that cagproduction is still less than half
the peak volumes in the 1990s.
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Solomon Islands Postal Corporation

Solomons Post was formed into a statutory corpamaitn 1997. There were issues
relating to formal transfer of title to ownershipassets at this time, and these remain
unresolved.

In its first few years, the corporation received/ggmment grants but has become self
financing. After many operational and financiaffidulties during the tensions, the
corporation has commenced a strategic review, agbkistance from TA members.
Guidance has been provided on strategic planningfiaancial analysis. There are
many issues, such as run down premises as littietem@ance was able to be funded in
the past.

Financial management is hindered by having lostgeeral ledger computer files for
2001-2004. While data is being re-entered, atgmethe Post management and the TA
does not have access to full financial data. Qpwyalata is available for 2005 and
2006, but there are no opening balances so finlaposition cannot be determined.
The data is being re-entered so financial recoiti$e available.

In terms of operations, the Postal Corporation been diversifying and seems to be
profitable, though without the opening ledger ba&m this cannot be stated
categorically. Ventures include bulk re-mailingyrdign currency services at the
airport, expanded philatelic operations, a joimtuee with ANZ involving ATMs and
agency operations, and an internet café. Workngenu way to identify additional
services that can profitably be provided in proiahareas.

Solomon Islands Water Authority

As SIWA has been the subject of a study by a WBHdk/PWC TA and under action
by the ERU, it has largely been excluded from diedawork by this ADB TA. The

World Bank/PwC study recommended that SIWA be sibj® a financial

reconstruction, and be merged with Solomon IslaBtitricity Authority under a

single management contract. There was also a Jepdmeded study of SIWA
involving asset replacements and moving to grafatywater distribution to improve
viability by reducing the need for pumping and aselectricity.

[Further update required. The proposed merger SiEA is unlikely and there seems
little potential for synergy if SIWA reduces powese. The fact that SIWA was the
largest power user was a major factor in the mergecept.]

Livestock Development Authority

The Livestock Development Authority (LDA) ceasedergtion in the late 1990s. A
decision was taken to wind up LDA using the Conwersof Statutory Bodies to
Companies Act. This Act, despite the name, cowgnging up of a corporation as well
as conversion to a company in anticipation of girsadion.

A winding up order was signed by the Minister ofi&ice in March 2000. There was
confusion at that time about the legal effect o thrder. People operated on the
(incorrect) assumption that LDA had become a compard was being liquidated as if
a company. A liquidator was appointed and procegédect as if a liquidator under the
Companies Act. There was also a second ordeatsfier some of LDA’s assets and
functions to the Ministry of Agriculture. This ad had no legal basis under the
Conversion Act. Also, government has used some piperty rent free and there are
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issues with title to some LDA land being held ire thame of the Commissioner of
Lands rather than LDA.

The liquidator received claims from creditors andrted to identify and sell assets.
The tensions made his work difficult, especiallydasing this time, most of LDA’s
records were destroyed and other assets, suclvestolck stolen. As a result, little
progress was made other than receiving claimsOdtober 2004, the liquidator was
murdered and activity ceased.

The TA investigated the situation and received elvirom its legal expert on the
Conversion of Statutory Bodies to Companies AchisTadvice was that the winding
up order transferred the LDA’s assets and liab#itito the Permanent Secretary,
Finance on behalf of government. As a result;Tihavas able to advise that:

a. Payment of liabilities need not be directly Badkio realisation of assets.

b. Actions by various government agencies that haken ownership or used
LDA assets without payment do not need remediabmactas the assets have
remained in government ownership.

a. Land where titles were held in the name of tbmfissioner of Lands rather
than LDA need not have titles changed.

The TA provided advice on a suggested action ptehlead discussions with Ministry
of Finance staff responsible for debt arrears aiedarly initiation of payments to
claimants, especially former LDA staff who had betn paid redundancy entitlements
due over 5 years ago.

Essentially the TA was able to clarify the legasipion and enable the stalled winding
up to be recommenced.

5.5 Other Entities that Are Not SOEs

Central Bank of Solomon Islands

CBSI is not an SOE but holds $10m (9.7%) of thereshan ICSI and 8% of the

Development Bank of Solomon Islands (DBSI). It lalyy provided for loss of the

DBSI investment and for all but $673,000 of the I€@®estment. CBSI does not have
any loans to SOEs, though it does hold loans ta SIG

Solomon Islands National Provident Fund

SINPF is a public authority with board members apieal by the Minister of Finance,
but is not a SOE. Rather it is a financial muiaérating under its own statute for the
benefit of Solomon Islands employees. Employeesraquired to contribute 10% of
staff pay to NPF, the funds are recorded in theenafmeach individual employee as
member’s contributions, investment income is addegich member’s account and the
employee is entitled to receive the balance of thecount when they retire.

There are important implications for governanceN®f that arise from its status as a
mutual. As a mutual, the members are entitled hares the net equity of the
organisation. Government and the Board need t@awware that they have trustee
obligations to the members and should not do angtthat benefits Government to the
detriment of the NPF members.

However, there are important relationships betw@k and SOEs, as well as SIG.
This is especially important for NPF’s investmentigies. Such investments need to
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be made on a commercial basis as if NPF were teemdkan to a SOE at a low rate of
interest or terms that are less then commerciah this would be detrimental to the
interests of NPF members. Such an action woulc l@each of trust by directors
whose obligation is to the members.

Historically, NPF has been a major lender to SQEsjally with a SIG guarantee.
When SOEs have defaulted, SIG has been requiréakéoover responsibility for the
loans. NPF is now the majority shareholder in Kete, having acquired its shares
from ICSI when Solomons Air was unable to meetoitdigations under a loan. So,
ICSI acquired the loan in return for passing shard®lekom to NPF.

Solomon Islands Visitors Bureau

The Solomon Islands Visitors Bureau (SIVB) is assafe entity with a board with 10

members. SIVB provides marketing on behalf ofttheism sector rather than trading
on its own behalf. Its funds largely come from @dltax on hotel accommodation

(86% of revenue in 2004), SIG grants (13% of reeeimu2004) with the balance from

other levies and license fees. So, it is effetfitiended from taxes rather than trading.
Rather, its role is tourism promotion and licensirigourism operators. It also acts as
the consolidator for tours, linking flights with@mmodation and trips, such as diving.
This is done for free, and they do not receive c@ssion for this work.

The conclusion is that the Solomon Islands VisiBuseau (SIVB) is not a commercial
venture and should not be considered as a Stateebtnterprise.

6. Basis for Estimated Financial Interest of Solomo n Islands
Government in SOEs

This section describes the basis for the finandath provided in the SOE sector
financial overview tables in Section 4 above.

As note in the introduction to this working papeonsiderable caution is required in
using the data as few figures are from auditednftrad statements. Accordingly, the
data should be used as indicative rather thanideén

6.1 General Points about the Estimated Figures

The majority of Solomon Islands SOEs do not havetougate audited financial
statements. The only SOEs with current audited ded:

a. Development Bank of Solomon Islands

b. Kolombangara Forest Products Limited (minorftgreholding)

C. Solomon Telekom Limited (strictly not a SOE wighvery small minority
shareholding)

As a result, the best available data has been u$bd includes un-audited financial
statements, data from management reports, datadesreral ledger trial balances and
in some cases, educated guesses, especially Emtrgears. The basis for data is set
out in the numbered cross reference notes for 8&th
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6.2 Approach Taken to Gathering Data for the Table s

The equity investment data in the table is the Gawent’'s share of the net equity
where there is less than 100% ownership. WhiletrB&Es that are companies are
subsidiaries of ICSI, the table reports the Govemmnirs indirect financial interest in the
subsidiaries. This means that the data for IC&2lfitis net assets excluding the
subsidiary companies separately reported in tHe.tab

6.3 Notes on Individual SOEs

1. Investment Corporation of Solomon Islands

ICSI is the holding company for most SIG investrseint SOEs that are companies.
The best measure of the SIG interest in ICSI's isidry companies is its share of the
net assets of each subsidiary plus the amountall€eSi for loans it has made. ICSI’'s
financial statements have been drawn up on a cestdes basis with provisions for
losses on loans to subsidiary companies. The diabgicompanies have included the
full liability for loans, including interest, evethough in most cases interest has not
been paid to ICSI nor accrued by ICSI as income.

Accordingly, the data for ICSI is for estimated astets excluding the equity and debt
in subsidiaries. The financial interest in sulesidis is stated separately for each entity.
This means the modest sums reported as net equit{C8Sl is fixed assets, cash and
deposits and accounts receivable other than frdrsidiaries, less debt.

2. Development Bank of Solomon Islands

DBSI is insolvent and has been under statutory gemant since 2004. The data up to
December 2005 is audited. At June 2006, DBSI mamagt accounts showed a deficit
in shareholders funds of $13 million. The majomaéning liability is $21 million
owed to the European Investment Bank. EIB will wate off this debt unless DBSI is
liquidated and liquidation was agreed to by thentMinister of Finance in October
2005, as part of the “Honiara Club” discussions.

3. Sasape Marina Limited: Equity

The data for 2003 is audited, for 2004 is un-audaad the 2005 data is a projection
and assumes a loss in 2005 similar to the los4.&f ®illion in 2004.

4. Sasape Marina Limited: Loan

The loan from ICSI was originally for $250,000.idtin default and its growth reflects
the addition of unpaid interest.

5. Solomons Airlines Limited: Equity

The data for 2003 is audited, for 2004 is un-audaad the 2005 data is a projection
and assumes a profit in 2005 of $7 million.

6. Solomons Airlines Limited: Loan

The loan from ICSI is in default and its growthleets the addition of unpaid interest.
A debt to equity conversion of around $10 millisrunder consideration.

7. Solomon Islands Printer Limited: Equity

The data for 2003 is un-audited. The 2005 dabas®d upon work by Pricewaterhouse
in mid 2005. The 2004 data is an interpolatiomieen the two sets of data. Losses for
2004 and 2005 are estimated.

VINSTAR



TA No. 4482-SOL: SOE Reforms and Final Report — March - 2007
Private Sector Participation Annex 9 Page 24

8. Solomon Islands Printer Limited: Loan

The loan from ICSI is in default but is interestdrso has remained at the same level.
If the company was liquidated, the loan would repré around two-thirds of creditors,
so the net worth may be some $1.5 million rathantthe net $0.66 million of the net
equity offset against the loan. (This would be ¢fffective result if there was a debt to
equity conversion.

9. Solomon Islands Plantations Limited

This is the remaining assets after sale of thetaleom business to international
investors. The data is an estimate using manadgeawounts at June 2004, and
assuming that there is no saleable value for “Btat establishment” and other
tangible assets sell at a discount.

10. Soltai Fishing and Processing Limited: Equity

The equity is 51% of the net equity reported infthancial statements. The statements
have been prepared by the auditor but the auddrtgave not been finalised. In
2006, equity will be boosted by the forgiven NPbBtdaken over by SIG.

11. Kolombangara Forest Products Limited: Equity

This is 19.7% of the equity in the audited finahg&atements. There is a proposed
capital reconstruction that would involved debetpity conversion giving ICSI a 40%
overall share of equity. This may be consummaiethte 2006 or early 2007 along
with EU funding and loan for development.

12. Kolombangara Forest Products Limited: Loan

The loan is part of a complicated arrangement withversion to preference shares as
the forest is milled. The amount included is thensin the audited KPFL financial
statements, though ICSI has provided for potetusd of the loan.

13. Solomon Telekom Company Limited

Strictly, Solomon Telekom is no longer an SOE a&srttajority of shares are now held

by NPF. ICSI still holds some shares, though hashad cash to take up new share
issues so the ICSI shareholding has diminishece déta included is the ICSI share of
net equity which has decreased from 6.7% in 2003,.9% in 2004 reaching 2.7% in

2005. The cost price of the shares in ICSI's rés@xceeds the net equity though a
market value of the shares would be higher thanstia@e of book value as Telekom

has a high rate of return on equity.

14. Commodities Export and Marketing Authority

There is limited current data as the general ledgeyr lost through computer failure. A

new general ledger system was in operation for 2@@bdata from income and

expenditure is available but there are no openalgrtes for assets and liabilities. Net
equity is estimated as around $1 million as eqwig lost around 2001-2002 through
commercial losses on shipping.

15. Solomon Islands Broadcasting Corporation
The data is from the general ledger.
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16. Solomon Islands Electricity Authority: Equity

The Pricewaterhouse/World Bank TA provided an estinof net assets for SIEA as at
December 2004, including revaluing assets and at§osting for foreign exchange

losses on the ADB loan to SIEA. The previous adlfinancial statements were for
1996. The data for 2003 and 2005 are estimateg @§i04 as a start point.

A capital reconstruction is required which wouldraive a debt to equity conversion
and also take account of SIG arrears for eleggrivihich were $10 million in 2004.

17. Solomon Islands Electricity Authority: Loans

The loans from SIG to SIEA were valued as at Dea2b04 by the Pricewaterhouse/
World Bank TA. At that stage $136 million relatedADB loans on-lent to SIEA and
$17 million to SIG domestic loans. The ADB loarme @& SDRs so have incurred
exchange losses. In addition, there are NPF |ti#aisare subject to SIG guarantee
which may add another $9-16 million to SIG debt.

18. Solomon Islands Home Finance Limited: Equity

The financial statements have been prepared bgubtgor but the audit for 2005 has
not been completed. Detailed work by the TA onieeing the HFL assets suggests
that the loan portfolio is overvalued but the lamidndervalued.

19. Solomon Islands Home Finance Limited: Loan

This loan from SIG has not been properly documentetidoes not seem to have been
recorded as an asset in SIG records. HFL has meade interest repayments so the
sum owed has been growing by the amount of interest

20. Solomon Islands Ports Authority: Equity
The data is un-audited.
21. Solomon Islands Ports Authority: Loans

These are ADB loans, on-lent from SIG. SIPA hasnbevaluing the ADB loans and
reporting the exchange rate losses. The data fon-Haudited.

22. Solomon Islands Postal Corporation

The SIPC has lost the data for its general ledddrey are re-inputting the data since
2000 but until they do that, there are no opengrices to give a meaningful Balance
Sheet. [Progress on this is slow and will probatadiybe completed until 2007.]

23. Solomon Islands Water Authority

The Japanese study report included estimates ofASI®Venue and expenditure for

2003 — 2005 and this data has been used as treefbathe estimated profits/(losses).
The most recent audited financial statements ar&988 and un-audited drafts are held
for 1999. SIWA has had problems with its compuggstem so no current data on
assets and net equity is available. Some veryhr@sgimates of net equity have been
included. SIWA's improved financial position igdgly from SIG grants in 2004 and

2005 of $1.8 million and $8.9 million respectively.
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