CHAPTERS8. NEDIUM TERM DEBT
STRATEGY

8.1 OVERVIEW
8.1.1 Objective

The objective of the Medium Term Debt Strategy 2007-2011 (the Debt Strategy) is to
minimize the cost of debt consistent with the Government’s tolerance for financial risk. This
objective supports the Medium Term Fiscal Strategy (MTFS) and Medium Term
Development Strategy (MTDS).

There are three major strategies to support the objective: reducing debt to sustainable
levels, reducing financial risk to prudent levels, and developing the Government Inscribed
Stock, Bill and Loan markets.

8.1.2 Why management of the Government Debt is important

Management of the Government's debt is important because the Government has an
unsustainable level of debt, the debt portfolio has excessive financial risks, and the
Government debt markets are rudimentary.

The present value of Government debt as a proportion of GDP is 42 per cent, above the
sustainable level of 30 per cent of GDP recommended by the International Monetary Fund
(IMF).

The excessive interest-rate risk caused domestic interest expense as a percentage of
domestic debt to increase to over 12 per cent per annum in 1989, 1990, 1991, 1992, 1995,
2002 and 2003, with a peak of 22 per cent in 2003.

The excessive foreign-currency risk caused the total of external interest expense plus
currency depreciation losses expressed as a percentage of external debt to increase to over
20 per cent per annum in 1990, 1994, 1995, 1997, 1998, 1999 and 2001, with a peak of
50 per cent in 1994.

Such high volatility is due to excessive levels of foreign-currency debt and Treasury Bills,
and a lack of fixed-rate long-term Kina-denominated debt.

PNG has a rudimentary primary market for Treasury Bills and Inscribed Stock, with weekly
competitive auctions of Treasury Bills and Central Bank Bills, and monthly competitive
auctions of Inscribed Stock. However, there is almost no secondary market, and no effective
repo market. Furthermore, the foreign-currency market is relatively illiquid, and there are no
currency swaps available or other sophisticated financial instruments that can be used to
hedge financial risks. Nearly all of the Government’s external loans are illiquid with different
terms and conditions, making it relatively expensive to administer and hedge these loans.

8.1.3 Achievements in 2006

During 2006 the Government implemented the debt strategy which helped to improve debt
sustainability, reduce financial risk of the debt portfolio, and develop the Inscribed Stock, Bill
and Loan markets. Debt sustainability is largely determined by the fiscal strategy.



Major achievements in 2006 include:

e Improved Debt Sustainability

Passed a Fiscal Responsibility Act with a commitment to firstly, not raise the
overall level of debt during each Government’s term, and to secondly, obtain
prior approval of the Minister for Treasury for any borrowings by public
bodies.

The Supplementary Budget set the net financing for 2006 at nil.

¢ Reduced financial risk by improving the composition of debt

Reduced foreign-currency risk by reducing foreign-currency debt by K209
million.

Reduced interest-rate risk and refinancing risk by increasing Inscribed Stock
by a net of K309 million, and reducing Treasury Bills and other domestic
loans by a net of K100 million. This decreased the proportion of the domestic
debt that has a variable-rate from 55 per cent at the end of 2005 to a
projected 49 percent at the end of 2006, and lengthened the average maturity
of the domestic portfolio from 1 year to 2.5 years.

Introduced 12 and 15 year Inscribed Stock consistent with lengthening the
maturity to meet the growing investors’ preference to have longer dated
stocks. Such long-term debt was not viable before 2006.

e Development of Government’s Inscribed Stock, Bill and Loan Markets

Simplified Inscribed Stock auctions by allowing investors to purchase
Inscribed Stock with either cash or by switching from Treasury Bills or
Inscribed Stock with residual maturity of less than 6 months. Previously
separate auctions were held for cash purchases and switches.

Finalized an Agency Agreement with Bank of Papua New Guinea (BPNG) to
formalise the debt management services they provide to Treasury.

Surveyed stakeholders to assess the gap between the management of the
Government’s debt and leading international practice, so as to identify the
most important, feasible improvements to the management of government
debt.

Established a joint private-public sector Steering Committee to oversee a
Project Team responsible for implementing the most important, feasible
improvements to the management of government debt.

Assisted Asian Development Bank (ADB) to assess the viability of issuing
Kina-denominated concessional loans in 2007.

8.1.4 The Updated Debt Strategy

The Debt Strategy has been updated for the fiscal results of 2006 and is aligned to the fiscal
and macroeconomic forecasts for 2007 in the MTFS and the Budget.



The Government’s current debt portfolio is so significantly different from the norms of a
prudent debt portfolio that the strategy to reduce financial risk is clear: reduce excessive net
foreign-currency debt, lengthen the maturity of the domestic portfolio, reduce the proportion
of variable-rate debt and develop the domestic market.

However, the priorities of the Debt Strategy have been updated to reflect the three most
important, feasible improvements identified by stakeholders:

e Better coordination between Treasury, BPNG and the Independent Public Business
Corporation (IPBC).

e More frequent, timely and standardised reporting on the Government’s debt portfolio.

e Continued emphasis on incremental improvements in processes underpinning the
Kina-denominated Inscribed Stock, Bill and Loan markets.

8.2 REDUCING DEBT TO SUSTAINABLE LEVELS

The Government will be bound by the principles of the Fiscal Responsibility Act with a
commitment to firstly, not raise the overall level of debt during its term, and to secondly,
obtain the prior approval of the Minister for Treasury for any new borrowings for public-
agencies.

The Net Financing requirement for 2007 is K35 million. This together with the projected
growth in GDP and Government Revenue will see all debt sustainability indicators improve.

One important measure of debt sustainability is the Sovereign Credit Rating of PNG, and the
Government agreed on a medium-term target of BB for PNG’s foreign-currency sovereign
credit rating and BBB for domestic-currency sovereign rating.

Most of the IMF’s debt sustainability measures indicate that PNG has high, although
sustainable, levels of debt. The IMF’s debt sustainability indicators compare debt stock and
debt service relative to measures of repayment capacity.

The quality of a country’s policies and institutions has a major influence on its debt
sustainability thresholds. The World Bank’s Country Policy and Institutional Assessment
classify PNG as a poor performer. If the World Bank assessed PNG as a strong performer
then we would have higher debt thresholds and hence have sustainable debt levels.

Table 63 shows the IMF’s indicators for the sustainability of government debt.

Table 63: Sustainability of the Government’s Debt

Sustainability Indicators IMF Forecast Comment
Threshold PNG 2007
Per cent Per cent
PV of Government Debt / GDP 30 42 Unsustainable
PV of Government Debt / 200 180 High but
Government Revenue sustainable
Government Debt Service / 25 20 High but
Government Revenue sustainable

Source: IMF and Department of Treasury



8.3 REDUCING FINANCIAL RISKS
8.3.1 Foreign-currency Risk

To reduce the excessive foreign-currency risk the Government will repay gradually
foreign-currency debt. The Government will fund the repayments through either increased
borrowing in Kina or through budget surpluses.

All foreign-currency loans have already been ranked by their risk and cost to identify loans
that should be either pre-paid or refinanced or hedged. This analysis was based on asset-
liability management principles, and took into account any natural hedge provided by the
Government’s foreign-currency assets and revenues, including BPNG’s reserves. Thus
foreign-currency exposures to Japanese Yen and other minor currencies will be reduced first
as the Government has a net-debt exposure to these currencies. The analysis of the
foreign-currencies is shown in Table 64 below.

Table 64: Gross and Net Foreign-currency Debt in 2006
Gross Debt (Reserve Asset) = Net Debt/(Asset)

Kina Million Kina Million Kina Million
Yen 1,317 (297) 1,020
Others 31 - 31
Sub-Total 1,348 (297) 1,051
US Dollars 1,716 (1,581) 135
Euro 524 (767) (243)
Australian Dollars 9 (1,022) (1,013)
Pound Sterling 88 211) (123)
Sub-Total 2,337 (3,581) (1,244)
Grand Total 3,685 (3,878) (193)

Source: Department of Treasury and BPNG

It is possible that the foreign-currency loans may decrease at a quicker rate than is
budgeted. The Government will investigate using Kina-denominated concessional debt from
ADB and hedging instruments from the World Bank and ADB to reduce foreign-currency
debt at a faster rate. Finally, Treasury will request the Government to use any unbudgeted,
budget surpluses to repay foreign-currency debt.

New foreign-currency loans will still be considered if the loan is highly concessionary and in
a low risk currency. The criteria for concessional financing shall be a grant element of 35 per
cent or more. This is in line with international debt management practice and as
recommended by IMF and World Bank. Overall, the repayment of existing foreign-currency
debt will exceed any new foreign-currency loans and therefore, there will be net
amortization. The Kina equivalent amount of foreign-currency debt will reflect exchange rate
changes.

The projected decrease in foreign-currency debt, consistent with the MTFS is shown in
Figure 28 below:



Figure 28: Currency Composition of Government Debt 2003-2011
(Kina Millions)
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8.3.2 Refinancing Risk
The Debt Strategy will continue to increase the average maturity of the domestic debt

portfolio from the current average of about 1 year to about 4 years in 2011. Figure 29 shows
the maturity profile of the total debt as at the end of 2006.

Figure 19: Maturity Profile of Total Debt as at 31° December 2006
(Kina Millions)
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Treasury reviewed its targets for the use of long-term fixed-rate debt relative to short-term
variable-rate debt. On average, emerging market countries have only 10 per cent of their
domestic debt in Treasury Bills (IMF’s Global Financial Stability Report Chapter Ill). The
Government has lowered the target for the proportion of Treasury Bills from 30 - 40 per cent,
to 20 - 30 per cent. This is an appropriate trade-off relative to industry norms between the
additional cost of borrowing long-term fixed-rate debt, and the benefits of stable debt



servicing cost and low refinancing risk. A further consideration in changing the Government’s
target was BPNG successfully issuing a large volume of Central Bank Bills during 2006.

Treasury will achieve this target by increasing the net amount of Inscribed Stock by about
K300 million a year over the next five years. This is a quicker rate than last year’'s Debt
Strategy due to unexpected higher demand for Inscribed Stock. Figure 30 shows the change
in composition of the domestic debt portfolio.

The Inscribed Stock will have maturities between 3 to 15 years, with a limit of K400 million
for Inscribed Stock principal maturing in any year. Previously the annual limit for Inscribed
Stock maturing in any year was K500 million and the maximum maturity was 10 years. The
limit has now been reduced to K400 million as the Government can spread its Inscribed
Stock maturities over 15 years rather than 10 years. Treasury will reduce the net amount of
Treasury Bills by about K200 million a year over the next five years. The targeted
rebalancing will take until 2010 to 2011 to achieve due to the large volume of Treasury Bills
outstanding.

The external debt portfolio has an acceptably low refinancing risk with an average maturity of
10 years.

Figure 20: Composition of Domestic Debt 2003-2011 (Kina Millions)
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8.3.3 Interest Rate Risk

In the past, nearly all of the Government’s domestic debt had, in effect, a variable interest
rate. This exposed the Government to huge swings in debt servicing costs. As previously
noted the Debt Strategy aims to increase the net amount of fixed-rate Inscribed Stock by
about K300 million a year over the next five years, and decrease the net amount of
variable-rate Treasury Bills by about K200 million a year over the next five years. This will
result in about 80 per cent of the domestic debt being fixed-rate, and 20 per cent
variable-rate by 2011 as shown in Table 65 below.



Table 65: Composition of Domestic Debt by Instrument

Instrument Type Current Structure Target Range
Treasury Bills 49 20-30
Inscribed Stock / Other 51 70-80

Source: Department of Treasury
8.3.4 Early Repayment Risk

Some foreign-currency loans have large penalties for early repayment, while some fixed-rate
loans can have market values far in excess of the principal of the loan if market interest rates
have fallen substantially since the loans were contracted. Thus, there is a substantial risk
that the early repayment of foreign-currency debt may be highly expensive.

The Government will request International Financial Institutions to waive prepayment
penalties and give PNG substantial discounts for the early repayment of debt. Such
discounts are in the best interests of the Government and the International Financial
Institutions as they will provide an incentive to reduce overall debt to a more sustainable
level and reduce the risk of default. If the International Financial Institutions agree with the
Government'’s request, then the Government will consider repaying foreign-currency loans at
a faster rate and conversely repay Treasury Bills at a slower rate.

8.4 DEVELOPING GOVERNMENT INSCRIBED STOCK, BILL AND LOAN
MARKETS

In 2006 Treasury surveyed all stakeholders (investors, domestic financial institutions,
representatives of International Financial Institutions, and officials from BPNG, IPBC, and
Departments of Treasury and Finance) to assess the gap between the management of the
Government’s debt and leading international practice. Based on the survey results Treasury
identified the consensus view of the three most important, feasible improvements to develop
the market for Government Inscribed Stock, Treasury Bills and Loans:

1. Better coordination between Treasury, BPNG and IPBC to a standard recommended
in the World Bank’s and IMF’s Debt Guidelines for Public Debt Management.

2. More frequent, timely and standardised reporting on the Government’s debt portfolio
that complies with the IMF’s Special Data Dissemination Standards.

3. Continuing emphasis on incremental improvements in processes underpinning the
Kina-denominated Inscribed Stock, Bill and Loan markets to a standard that meets
investor’s and other stakeholder's expectations. This will include such changes as
piloting the listing of some Government debts on the Port Moresby Stock Exchange.

Treasury has established a Project Team comprising both Treasury and BPNG officials to
implement these three improvements, and a Steering Committee comprising representatives
from the private sector, the IPBC (representing public agencies and State Owned
Enterprises), BPNG and Treasury will oversee the progress. In addition, the Project Team
will formally report and seek feedback every six-months from existing investors and
stakeholders, and will continue to hold seminars to encourage additional investors to invest
in Government Securities.



At the end of 2007 Treasury will survey all stakeholders again to re-assess the gap between
the management of the Government’s debt and leading international practice, and identify
the most important, feasible improvements for 2008.

Longer-term strategies still include developing a whole-of-government risk management
framework and an asset-liability management framework, the development of deterministic
and stochastic risk measures and limits, the development of sophisticated primary and
secondary markets in Kina-denominated Inscribed Stock, Bills and Loans, and the use of
more sophisticated hedging instruments to improve the composition of the debt portfolio.
These longer-term strategies, while important are not currently feasible given the limited
resources and competing priorities of the Government.

These longer-term strategies involve not only investors and financial institutions, but also the
judiciary, the legal and accounting profession, regulators, utility providers, industry codes of
conduct and qualifications. These improvements are complex and will take many years to
implement.

Treasury will monitor, review and update annually the Debt Strategy to reflect international
and domestic developments relevant to PNG.
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TABLE 9: CENTRAL GOVERNMENT EXPENDITURE

2007 Budget, Volume 1

(Kina Million)
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Actual Actual Actual Actual Proj Proj Proj Proj Proj Proj
RECURRENT BUDGET
NATIONAL DEPARTMENTS 1357.1 1192.4 1665.1 22331 2428.6 1929.2 1816.2 1896.1 1949.0 2002.7
Personal Emoluments @ 574.3 618.0 682.2 690.5 754.4 816.2 840.7 895.8 922.7 950.4
Goods and Services 782.8 574.4 872.9 1142.6 991.7 1112.9 975.5 1000.3 1026.3 1052.3
General Goods and Services 554.0 489.9 534.9 904.0 823.0 948.4 821.3 845.9 871.3 897.4
Education Subsidies 134.7 29.9 39.5 40.9 43.0 43.0 443 45.6 47.0 48.4
Pre-March 2003 Arrears Payments 12.0 20.6 141.8 36.2 5.0 0.0 0.0 0.0 0.0 0.0
Structural Adjustment Payments 68.0 9.7 66.7 104.5 68.7 69.6 58.0 56.8 56.0 54.5
Court Orders 14.1 242 90.0 57.0 52.0 52.0 52.0 52.0 52.0 52.0
Gas Project Acquisition 400.0
Supplementary Budget 682.5
PROVINCIAL DEPARTMENTS 562.9 563.3 656.0 632.5 715.7 696.6 737.9 775.0 811.2 847.9
Personal Emoluments 467.2 482.9 580.2 543.4 620.9 576.0 593.2 611.0 629.4 648.2
Staffing Grants 156.4 160.7 183.0 162.5 202.4 156.4 161.1 165.9 170.9 176.0
Teachers' Salaries 310.8 322.2 397.2 380.9 418.5 419.6 432.2 4451 458.5 472.2
Goods and Other Services 457 53.4 54.0 54.6 57.9 63.4 67.1 71.0 75.1 79.0
Administration / Block Grants 35.6 34.0 17.5 1.8 1.8 14.2 15.1 15.9 16.8 17.3
Health Function Grant 0.0 0.0 9.1 11.8 12.5 134 14.2 15.0 15.9 16.8
Education Subsidies / Function Grant 0.0 11.0 16.9 19.8 212 216 2238 242 256 27.0
Derivation Grants 101 8.5 10.5 1.2 12.4 14.2 15.0 15.9 16.8 17.8
Conditional Grants 50.0 26.9 218 345 37.0 57.2 60.5 64.0 67.7 716
Provincial Infr / Transp Maint Grants 223 13.9 12.5 12.7 13.0 15.3 16.1 171 18.1 19.1
Local & Village Services / Rural LLG 245 8.1 3.8 15.4 16.9 325 344 36.4 385 40.7
Town and Urban Services 3.2 4.8 56 6.4 71 72 76 8.1 8.5 9.0
Village Court Function Grant 22 24 25 2.6 2.8
Equalisation Grant 17.0 29.0 39.0 49.0
AUTONOMOUS BOUGAINVILLE GOVERNM 25.0 31.3 35.0 453 40.8 50.7 53.7 56.7 60.0 61.6
Police Grant 20 25 26 28 3.0 3.0
Recurrent Grant 25.0 26.3 30.0 40.3 38.8 48.0 51.0 53.9 57.1 58.6
Conditional Grant 0.2
TRANSFERS TO STAT. INS. 164.9 178.4 207.9 206.7 211.2 2216 226.4 233.2 240.2 247.4
INTEREST PAYMENTS AND FEES 436.4 739.6 377.0 332.8 432.2 475.9 478.8 484.5 486.1 499.3
Domestic 248.0 578.8 239.0 216.1 319.8 358.8 368.8 373.8 379.8 396.8
External 188.4 160.8 138.0 116.7 112.4 1171 110.0 110.7 106.3 102.5
NET LENDING TO CSAs -4.8 -9.6 -10.4 2.7 -4.0 -4.0 -4.0 -4.0 -4.0 -4.0
TOTAL RECURRENT 2541.5 2695.5 2820.4 3447.6 3824.6 3370.0 3309.0 34415 35424 3654.8
% of GDP 21.8% 21.4% 22.3% 22.5% 22.1% 18.8% 18.4% 18.0% 17.3% 17.0%
DEVELOPMENT BUDGET
GoPNG FUNDED PROJECTS 524.5 386.0 477.6 588.4 693.2 757.5 753.4 755.8 752.4 757.6
DOMESTIC FUNDS 236.8 207.3 331.6 431.8 459.1 509.1 516.7 524.5 532.4 541.2
INFRASTRUCTURE TAX CREDITS 55.2 40.0 34.7 20.3 711 85.4 737 68.3 57.0 53.4
CONCESSIONAL LOANS 97.5 82.8 946 134.3 163.0 163.0 163.0 163.0 163.0 163.0
COMMERCIAL LOANS 135.0 55.9 16.8 20 0.0 0.0 0.0 0.0 0.0 0.0
DONOR FUNDED PROJECTS
PROJECT GRANTS 670.5 693.0 849.7 1283.1 994.0 879.1 905.9 941.4 952.9 963.1
TOTAL DEVELOPMENT (PIP) 1195.0 1079.0 1327.4 1871.5 1687.2 1636.6 1659.3 1697.2 17053 1720.7
% of GDP 10.3% 8.6% 10.5% 12.2% 9.8% 9.2% 9.2% 8.9% 8.3% 8.0%
ADDTIONAL PRIORITY EXPENDITURE 650.0 450.0
% of GDP 3.8% 2.5%
REQUIRED ADJUSTMENT MEASURES
% of GDP
TOTAL EXPENDITURE AND NET LENDING 3736.5 37744 4147.8 5319.1 6161.8 5456.6 4968.4 5138.8 5247.7 5375.6
% of GDP 32.1% 30.0% 32.8% 34.7% 35.7% 30.5% 27.6% 26.9% 25.7% 25.0%
AMORTISATION 764.0 729.4 1613.2 1529.2 1392.8 2242.7 2463.6 1683.9 1458.3 1394.7
Domestic 404.9 283.7 1176.4 1229.8 1006.2 1996.0 2226.9 14149 1187.9 1131.9
External 359.1 445.6 436.8 299.4 386.6 246.7 236.7 269.0 270.4 262.8
LOAN REPAYMENTS 4.8 9.6 10.4 27 4.0 4.0 4.0 4.0 4.0 4.0
TOTAL PAYMENTS 4505.3 4513.4 5771.4 6851.0 7558.6 7703.3 7436.0 6826.7 6710.0 6774.3
% of GDP 38.7% 35.9% 45.6% 44.7% 43.8% 43.1% 41.3% 35.8% 32.8% 31.6%

Source: Department of Treasury.

(a) National Departments salary and wages includes provisions for superannuation contributions, retirement payments and future pay rises

for both national and provincial government employees, including school teachers.
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TABLE 10: CENTRAL GOVERNMENT FINANCING
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(Kina Million)
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Actual Actual Actual Actual Proj Proj Proj Proj Proj Proj
TOTAL REVENUE AND GRANTS 3231.2 3650.1 4349.6 5326.8 6161.8 5421.6 5192.1 5223.8 52624 5375.6
TOTAL EXPENDITURE AND NET LENDING 3681.3 3774.4 4147.8 5319.1 6161.8 5456.6 4968.4 5138.8 5247.7 5375.6
DEFICIT (-) / SURPLUS (+) -450.0 -124.3 201.8 7.6 0.0 -35.0 223.7 85.0 14.7 0.0
% of GDP -3.9% -1.0% 1.6% 0.0% 0.0% -0.2% 1.2% 0.4% 0.1% 0.0%
NET EXTERNAL FINANCING -126.6 -307.0 -325.4 -163.1 -223.6 -83.7 -73.7 -106.0 -107.4 -99.8
CONCESSIONAL FINANCING -177.9 -136.5 -147.2 -83.5 -139.3 -4.3 -0.2 -31.2 -30.0 -27.4
New Borrowing 97.5 82.8 94.6 134.3 163.0 163.0 163.0 163.0 163.0 163.0
Less Amortisation -275.4 -219.3 -241.8 -217.8 -302.3 -167.3 -163.2 -1942  -193.0 -190.4
COMMERCIAL FINANCING 51.3 11.3 -9.9 -18.4 -17.8 -18.2 -18.5 -18.9 -19.3 -19.3
New Borrowing 135.0 55.9 16.8 20 0.0 0.0 0.0 0.0 0.0 0.0
Less Amortisation -83.7 -44.6 -26.7 -20.4 -17.8 -18.2 -18.5 -18.9 -19.3 -19.3
EXTERNAL EXTRAORDINARY FINANCING 0.0 -181.8 -168.3 -61.3 -66.5 -61.2 -55.0 -656.9 -58.1 -63.1
New Borrowing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less Amortisation 0.0 -181.8 -168.3 -61.3 -66.5 -61.2 -55.0 -656.9 -58.1 -63.1
NET DOMESTIC FINANCING 576.6 431.3 123.5 236.2 123.6 118.7 -150.0 21.0 92.7 99.8
DOMESTIC MARKET BORROWING 300.7 361.5 154.1 268.6 123.6 118.7 -150.0 21.0 92.7 99.8
New Borrowing 705.5 645.2 1377.9 1498.4 1129.8 2114.7 2076.9 14359 1280.6 12317
Less Amortisation -404.8 -283.7 -1223.8 -1229.8 -1006.2 -1996.0 -2226.9 -14149 -11879 -1131.9
MRSF NET DRAWDOWN
TEMPORARY ADVANCE 74.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
End period balance 74.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
less: Beginning period balance 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ASSET SALES FINANCING 201.0 40.0 25.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
OTHER DOMESTIC FINANCING 29.8 -55.6 -32.4 0.0 0.0 0.0 0.0 0.0 0.0
Change in check float 44.0 87.8 -102.8 0.0 0.0 0.0 0.0 0.0 0.0
End period stock 165.0 252.8 150.0 150.0 150.0 150.0 150.0 150.0 150.0
less: Beginning period stock -121.0 -165.0 -252.8 -150.0 -150.0 -150.0 -150.0 -150.0 -150.0
POSF financing (a) 0.0 -63.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
BPNG financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing Discrepancy -14.2 -80.4 70.4 0.0 0.0 0.0 0.0 0.0 0.0
NET FINANCING 450.0 124.3 -201.9 7341 -100.0 35.0 -223.7 -85.0 -14.7 0.0
MEMO:
FINANCING REQUIREMENT 576.6 431.3 123.6 155.5 223.6 118.7 -150.0 21.0 92.7 99.8
% of GDP 5.2 35 1.0 1.0 1.3 0.7 -0.8 0.1 0.5 0.5
NET DOMESTIC FINANCING 375.6 391.3 98.5 236.2 123.6 118.7 -150.0 21.0 92.7 99.8
BEFORE ASSET SALES
GROSS BORROWING 1012.9 813.7 1433.7 1602.3 1292.8 2277.7 2239.9 1598.9 14436 1394.7
Domestic 780.4 675.0 1322.3 1466.0 1129.8 21147 2076.9 14359 12806 1231.7
External 2325 138.7 111.4 136.3 163.0 163.0 163.0 163.0 163.0 163.0
Concessional 97.5 82.8 94.6 134.3 163.0 163.0 163.0 163.0 163.0 163.0
Commercial 135.0 55.9 16.8 2.0 0.0 0.0 0.0 0.0 0.0 0.0
Extraordinary 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap
GROSS AMORTIZATION 763.9 729.4 1660.6 1529.2 1392.8 2242.7 2463.6 1683.9 1458.3 1394.7
Domestic 404.8 283.7 1223.8 1229.8 1006.2 1996.0 2226.9 14149 1187.9 11319
External 359.1 445.6 436.8 299.4 386.6 246.7 236.7 269.0 270.4 262.8
Concessional 275.4 2193 241.8 217.8 302.3 167.3 163.2 194.2 193.0 190.4
Commercial 83.7 44.6 26.7 204 17.8 18.2 18.5 18.9 19.3 19.3
Extraordinary 0.0 181.8 168.3 61.3 66.5 61.2 55.0 55.9 58.1 53.1

Source: Department of Treasury.

Note: 2005 includes the issuance of K457 million in Inscribed stocks to replace Treasury bills.
(a) In 2004 the Government provided a Bond issue of K63 million to the POSF in consideration of the obligation owed by the Government for accumulated

superannuation contribution to the POSF scheme.
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TABLE 12: PUBLIC DEBT
(Kina Million, unless otherwise stated)

2007 Budget, Volume 1

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Actual Actual Actual Actual Proj Proj Proj Proj Proj Proj
Domestic 2,588.3 3,022.9 3,181.2 3,546.8 3,670.4 3,789.1 3,639.1 3,660.1 3,752.8 3,852.6
Treasury Bills*™* 2,169.1 2,755.3 2,236.2 1,937.5 1,767.5 1,591.8 1,146.4 870.7 666.7 466.5
Inscribed Stock 283.8 174.7 898.0 1,669.9 1,879.2 2,179.2 2,479.2 2,779.2 3,079.2 3,379.2
Other Domestic debt** 135.4 92.9 47.0 39.4 237 18.1 13.5 10.2 6.9 6.9
Domestic debt as % GDP 22.2% 24.1% 25.1% 23.1% 21.3% 21.2% 20.2% 19.2% 18.4% 17.9%
External 5,777.0 4,901.1 4,409.5 3,856.0 3,670.6 3,586.9 3,513.2 3,407.2 3,299.8 3,200.0
International Agencies 5,553.4 4,717.4 4,239.5 3,723.0 3,547.1 3,479.5 3,421.4 3,331.8 3,240.9 3,157.8
Commercial Loans 2236 183.7 170.0 133.0 123.5 107.4 91.8 75.4 58.9 42.2
Other Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External debt as % GDP 49.6% 39.0% 34.9% 25.1% 21.3% 20.1% 19.5% 17.8% 16.1% 14.9%
Total Public Debt Outstanding 8,365.3 7,924.0 7,590.7 7,402.8 7,341.0 7,376.0 7,152.3 7,067.3 7,052.6 7,052.6
As % GDP 71.8% 63.1% 60.0% 48.3% 42.5% 41.2% 39.7% 37.0% 34.5% 32.9%
Source: BPNG and Department of Treasury.
**Includes Temporary Advance Facility
TABLE 13: OTHER MAJOR ASSUMPTIONS UNDERLYING THE BUDGET
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Actual Actual Actual Actual Proj Proj Proj Proj Proj Proj
Inflation
Average on Average (%) 11.8 14.7 21 1.7 1.7 1.5 3.0 3.0 3.0 3.0
Dec on Dec (%) 14.8 8.5 24 4.5 0.0 1.5 29 3.0 3.0 3.0
Exchange rate
Real Exchange Rate Index (2007 = 100) 70.8 86.7 95.7 97.6 99.4 100.0 100.0 100.0 100.0 100.0
Interest rate
T/Bills (average for the year) 13.3 18.3 9.0 4.5 5.0 6.0 6.0 6.0 6.0 6.0
Inscribed Stock (3 year yield) 6.0 6.0 6.0 6.0 6.0 6.0
Mineral Prices
Gold (US$/oz) 311 363 409 445 600 600 550 500 450 450
Copper (US$/Ib) 0.71 0.81 1.30 1.67 2.99 2.49 1.81 1.45 1.27 1.09
Oil (Kutubu Crude: US$/barrel) 24.0 274 421 53.4 65.0 65.0 60.0 60.0 60.0 60.0

Source: Department of Treasury.
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