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1 OVERVIEW
Budget Paper 1 reviews the economic developmentnagdium term economic forecast for
the Tongan economy.

During financial year 2009/10, the Tongan econoxpyeeienced the full extent of the Global
Economic Crisis (GEC), which started around Sepan2008. The Ministry of Finance and
National Planning projected a positive growth af%.for 2008/09 but the actual result was a
contraction of 0.4%. Remittances declined furthemt expected which reduced incomes and
hindered growth.

The International Monetary Fund (IMF) estimated lghs improvement in the world’s
economy in 2009/10 but the actual growth exceedg@ectations. Activity in emerging and
developing economies is leading the way while adedneconomies are recovering more
sluggishly. The Tongan economy by contrast dedlimg 1.2%. This means Tonga will have
experienced two consecutive years of negative dgrowithe outlook for the medium term is
more positive with growth expected to average atldub%.

The adverse impact of GEC on the Tongan economyeartop of tsunami, drought, cyclone
and the Ashika tragedy, which have been recograsdthving a significant negative impact on
economic activity over recent months. Economioaghois among the target priorities in the
National Strategic Planning Framework (NSPF). Quwernment therefore has continued to
implement its reform program to raise economic guenince while also adopting a more
cautious fiscal position. Our development partnease been instrumental in sustaining
development projects as well as providing budgepstt program for this year and the next
financial year.

1.1 Tonga’s 2009/10 Economic Performance.

Ministry of Finance and National Planning estimasté®w that the Tongan economy has
contracted by 1.2%. The original forecast at theetof the 2009/10 budget was a growth of
1.7%. The downward revision is attributed to thewvese impact of domestic banking
consolidation, the global economic crisis which le®n more severe than expected and
natural disasters that affected all sectors otttenomy.

Other developments that influenced the economydel

* Remittances declined by 18.0% due to the impactthefGEC reducing wealth in
major remitting countries.

» Tourist receipts declined by 14.8% with total numbé arrivals declining by 13.9%
due to a decrease in the number of cruise shipgngiswhile air arrival increased by
5%.

» Delay in some of the major construction projects.

* Bank lending has been constrained due to bank’satolating after past high levels of
loan defaults.

 The Niuatoputapu tsunami, drought and Cyclone Readeersely impacted key
economic sub-sectors.

* Rising fuel prices which affected all activities ripeularly those dependent on
transportation, electricity and food.
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» Continued poor export performance

Overall, the economic contraction was spread adtws$rimary (-1.2%), Secondary (-4.5%)
and Tertiary (-0.1%) sectors. As a result of #asnomic downturn the Government’s revenue
collection was also 22% lower than Budget. Figuleelbw shows the past and projected trend
for the primary, secondary and tertiary sectorthefeconomy. For further details, please refer
to Section 5.

Figure 1: Trend of Primary, Secondary and Tertiary sectors.
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Source: Ministry of Finance & National Planning, Statistic Department of Tonga

1.2 Economic Outlook for 2010/11 and beyond.

Tonga’s economy is forecast to grow by 1.4% in 201@nd achieve average growth of 1.5%
in the following years. This growth will be drivemainly by the secondary sector with
increased construction and infrastructure actwiti@gricultural and Fishing activities are
forecast to grow with increased varieties of expodaducts and increases in the volume of sea
cucumber being exported. Tourism and remittancdk depend on the pace of economic
recovery in other economies particularly the Unittdtes of America, Australia and New
Zealand.

Despite this positive outlook, the economy is stillnerable to economic shocks and natural
disasters which may hinder economic growth. Tongat®nomic growth rate has also
continued to lag behind regional and global avesdgedeveloping nations.

It is expected that there will be some new develepnarising out of the transition to a more
democratic Government in November 2010, which téiVe an unknown impact on economic
development. The Government loan from the ChinaocBximport (EXIM) Bank to upgrade
infrastructure, donor funded projects in particitam the Asian Development Bank (ADB),
Australian International Development AssistanceqAlD), Japan, New Zealand International
Development Assistance (NZAID), People’s Repubfi€bina (PRC), European Union (EU)
and the World Bank will all contribute to econonaictivities in areas related to energy, the
environment, infrastructure, health and education.

Tonga’s economic outlook should also be boostedptpgress towards achieving NSPF
objectives. These objectives range from improvidge tenvironment for businesses,
infrastructure, vocational education and healthi@aarly non-communicable diseases (NDC)
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to facilitate community development and environraésustainability as well as ensuring that
constitutional reforms are in place for a smooémsition to fuller democracy.

2 GLOBAL ECONOMIC DEVELOPMENTS.

The IMF and World Bank have indicated that the globconomy is returning to positive

growth this year following the deepest global dawnt in recent history. Recovery

commenced in the"2half of 2009 and is expected to be relativelyrsgralthough proceeding

at different paces around the world. ExtraordinAsgal and monetary stimulus packages
implemented in countries around the world havelédethe quick recovery.

Advanced economies are expected to grow by an geet&8% in 2010 and 2011 following a

contraction of 3.2% in 2009. Emerging and develgpaonomies are projected to grow at
above 6% per annum in the medium term which igaifstant increase from growth of 2.4%

in 2009 according to the IMF. Global activity iscosering rapidly and is projected to

accelerate further.

The United States (US) economy is expected to gib@.1% but is still constrained by high
unemployment, restricted lending and a weakeningsing market. Slowing the deterioration
in US labour markets contributed to the return adippve growth while investment fostered by
strong orders and a recovering corporate bond maeksing of bank lending standards and
the bottoming out of credit has helped to improke growth in the advanced economies.
Despite the return to positive growth, financiaindions remain difficult as government
deficits and increasing public debts have contaliuto a sharp increase in sovereign risk
premiums, creating spill-overs into other econonaad markets. Some EU economies are
still experiencing difficulties in debt distressdaimigh unemployment.

Domestic demand has been very strong in key engegianomies, which has helped recovery
while external demand has been lifted by the namatibn of global trade.

Risks associated with this outlook is an untimelghdrawal of macroeconomic stimulus
measures, a sharp increase in international comynpdces, deteriorating fiscal positions and
the persistence of global imbalances. The strongesvery of developing Asia and higher
interest rate in those major industrial countriesaready attracting potentially volatile capital
flows, complicating macroeconomic management. Bigood prices that disproportionately
impact the poor, also pose a risk.

3 REGIONAL ECONOMIC ISSUES

Recovery is underway in most Asia-Pacific econonhiesthis recovery is potentially fragile
as there is still ample risk of slow growth andsigent unemployment, a re-emergence of
global imbalances and financial volatility. Most i&$?acific economies experienced sharp
declines in exports, output and employment and gohghasset prices during the economic
crisis.

Growth in developing Asian countries growth is patgd to rebound to 7.5% in 2010 from
5.2% growth in 2009, with further moderate growth78% for 2011 according to the ADB.
The developed economies are the fastest growingoeses in this region with Gross
Domestic Product (GDP) growth close to 10% for @hin 2010 and 8.8% for India. Both

7
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recoveries are supported by strong domestic demand.

Aggregate growth in the Pacific is expected to pigkslowly in 2010 after a contraction of
2.3% in 2009. Economic growth is expected for nRatific Islands following a recovery in
tourism receipts, remittances, export earningstaxdevenue.

Australia’s economic growth is projected to pickin2010 with a 3.0% after a slow growth of
1.3% in 2009 and it is expected to accelerate 363n 2011. Growth is led by both private
and public domestic demand and commodity pricekimgcup. This is expected to boost
investment in the resource sector. Unemploymentshgistly declined from 5.6% in 2009 to
5.3% this year and is expected to continue dedimrthe future.

New Zealand’s economy may be recovering slightlyranstrongly than expected, but this
recovery has only just begun. The economy accelérad 2.9% growth this year after a
contraction of 1.6% in 2009 and it is expected thatrecovery will continue to accelerate in
2011. Unemployment is expected to increase in 2010.2% before declining to 6.6% in

2011. Output growth will be supported by higher coodlity export prices, especially for dairy

products, permanent income tax cuts, and recovenimgse prices. Business confidence
recovery is expected to continue in 2010.

4 MAIN DRIVERS OF THE DOMESTIC ECONOMY IN 2009/10.

This section provides a more in depth review ofnecoic performance in 2009/10 and the
projected growth for 2010/11. This informationbiased on actual data from the first nine
months of 2009/10 and projections for the lastehmonths to provide an estimated annual
outturn.

Table 1: Contributions to Growth (real terms).
06/07 07/08 08/09 09/10 10/11  11/12 12/13

Agriculture 0.3% 0.1% -0.3% -0.2% 0.1% 0.2% 0.2%
Construction and Quarrying -0.2% 0.2% 0.1% -0.6% 0.7% 9%0.2 0.2%
Commerce, Restaurants and Hotels 0.5% 0.9% 0.2% -0.6%.2%-0 0.2% 0.2%
Transport and Communication 0.4% -05% -0.2% 0.1% 0.2% 2%0. 0.2%
Finance and Real Estate -0.2% 03% -04% -02% -0.1% 0.1%0.1%
Government -2.0% 0.5% 0.2% 0.2% 0.1% 0.1% 0.1%
Other 0.2% -0.5% 0.1% -02% -0.7% -0.5% -0.6%
GDP -1.4% 20% -0.4% -1.2% 1.4% 1.5% 1.5%

Sources. Satistics Department & Ministry of Finance & National Planning.

4.1 Remittances

Remittances declined in 2008/09 by 12.5% as redelajeNational Reserve Bank of Tonga
(NRBT) data. Remittances are projected to furttexline by 18.0% for 2009/10 due to the
economic conditions and job security of Tongansauntries from which remittances are
sourced. The total amount of remittance inflowsthe first 9 months of 2009/10 declined by
16% to $113.4 million from the $135.3 million reded in the same period of 2008/09.
Despite the high unemployment rate in New Zealdimhgan's is still engaged with seasonal
workers scheme although numbers are decreasing Whitralia’s labour scheme is on hold.
Although remitting countries such as US and Newla@w®hare returning to positive growth it
will take some time before remittances pick up agai

The decline in remittances has a direct impactherhbusehold disposable income resulting in
a reduction in demand for goods and services irt sexgors of the Tongan economy.
8
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Table 2: Changes in Remittances and Tourist Receipts.

07/08 0809 09/10 10/11 1V12 12/13

Total Labour Income -31.8% -2.4% 14% 0.0%  0.0% 0.5%
Remittances 8.4% -12.5% -18.0% -8.0% 1.0% 1.0%
Tourism -56% -148% 83% 85% 85%
Total Income of Tongans -7.1% -80% -22% 1.1% 1.4%

CPI 96% 56% 20% 33% 33% 3.3%
Real Changein Total Incomes -12.7% -10.0% -55% -22% -1.9%

Source: Ministry of Finance and National Planning & National Reserve Bank of Tonga.

The significant fall in 2007/08 labour incomes eetks the impact of the government
redundancy package in that year.

The forecast for the continued decline in remiteanis very conservative. This forecast is
largely based on anecdotal evidence that overseagah have been very severely affected by
the economic downturn and despite increasing emmpéoy opportunities and wealth, it is
assumed that overseas Tongans will first rebuitdqureal balance sheets prior to beginning to
resume sending remittances.

Figure 2: Remittances, Tourist Receipts.
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Source: Ministry of Finance and National Planning & NRBT.

4.2 Tourism

Tourist receipts are projected to decline further2009/10 by 14.8% compared to a 5.6%
decline in 2008/09. The total number of touristivals declined by 36.9% in the first 8
months compared to the same period in 2008/09s déxline is mainly due to a decline in the
number of cruise ships arrivals while air arrivabs/e remained steady. Only 10 cruise ships
are scheduled to arrive in the Kingdom in 2010 cara@ with 23 visits in 2009. While visitors
arriving by air typically spend more on goods ardvies in the Kingdom, the sheer size of
the decline in cruise ship visits will have a ne#ble impact on tourist receipts. The
disruption in the inter island ferries also conised activities in the tourism sector, although

9
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this impact is likely to have been more than offsgthe increased frequency and reliability of
domestic airline services.

Recent development initiatives in this sector ideld, the Ministry of Tourism and the Tonga
Tourism Association joint “Eva Mai Festival” in ¢hMarch quarter. This festival engaged the
community through performance of cultural actisti®r tourists. The Ministry is organizing
to hold a major event once every quarter partitplor visiting friends and relatives as a
promotion for the tourism sector. In addition, fMenistry propose to include tourism in the
school curriculum from primary to tertiary levekill attempt hope to reduce domestic
airfares, improve the flight schedule to Tonga frallhmarkets and upgrade of tourism sites
and access roads throughout Tonga. In additidghe®e activities tourism marketing has been
substantially increased with the NEDC having si&#80,000 on tourism branding this year,
with NZAID having spent a similar amount.

The Tonga Tourism Association and Tonga Tourismehset up websites to promote the
tourism industry and to improve the availabilitytotirism information to the market.

4.3 Construction

The Construction sub-sector contributed 6.7% of GDP009/10. This sector experienced an
estimated fall of 7.8% in 2009/10 and is projedizdrow at 10.0% in 2010/11. The decline in
2009/10 was due to delays in the commencementroé sif the planned projects and lending
restrictions imposed by the banking sector. Thenstuction of Nuku’'alofa is ongoing with
the Fung Shing, Golden fortune, ANZ Bank, and Namts, all complete, and other sites (OG
Sanft, Lalita’s, Royco, and the Taumoepeau Builfimgell advanced. Recently, several
construction projects have been subcontracted wbichd increase the utilization of local
workers and material. Arrangements continue ferNlational Roads Development loan from
China which was approved by the Legislative Assgnalold is now ready for drawdown and
implementation.

However, building of roads, churches, the final gghaof the Vaiola hospital and the
development of the school, hospital, road and ezgidl dwelling on Niuatoputapu that were
destroyed in the recent tsunami will be implemerdedr the next three years. The funding
from the Japanese Government of $38 million for fimal phase of Vaiola Hospital is
progressing and the construction will begin in 2010 The ADB is funding road development
of about $10.5 million under the Urban Integratexh&® Project and European Union (EU) will
be funding rural development electricity. All thes#l help boost growth in this sector.

10
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Figure 3: Total Construction Activity.
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Source: Ministry of Finance and National Planning.

Falling remittances also constrained the conswactf residential dwellings and Church

buildings but are expected to increase in the nmederm depending on the pace of recovery
in the countries from which remittances are sourcddis also expected that there will be

improvement in bank lending for residential housing

4.4 Finance and Real Estate.

The Finance sector continues to contract but dbwaes rate of 2.0% in 09/10 compared to a
contraction of 3.4% in 08/09. Banks tightenedrthanding conditions as a result of the rapid
increase in non-performing loans of which a siguaifit portion were in the business sector. In
the past six months the banking sectors contributedo GDP has declined significantly by

11.0%.

After considering the economic situation, the NRBE eased its monetary policy stance and
developed policy initiatives to stimulate economativity including reducing the required
deposit reserve from 10% to 5%; discontinuing #saiance of NRBT notes; and the payment
of 1% interest on bank exchange settlement acdmlahce of over T$1 million.

11
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5 OTHER SECTORS OF THE ECONOMY AND THE MEDIUM TERM
OUTLOOK.

This section provides details on other sectorsthaautlook over the medium term.

Table 3: Economic Growth by Sector - real terms (%).
2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13

Actual Actual Actual Revised Forecast Forecast Forecast

Primary sector 1.7 0.6 -1.3 -1.2 0.3 1.0 1.0
Agriculture, forestry, and fisheries 1.7 0.6 -1.3 -1.2 0.3 1.0 1.0
Secondary sector -2.0 17 3.0 -4.5 58 24 2.4
Mining and quarrying 2.2 52 -2.9 -7.8 100 2.7 2.7
M anufacturing -1.9 0.8 6.5 -2.3 35 2.2 2.2
Electricity and water 0.9 3.6 -45 -39 3.3 2.3 2.3
Construction -34 1.9 13 -7.8 100 2.7 2.7
Tertiary sector -1.9 2.2 -0.7 -0.1 0.3 1.3 14
Commer ce, restaurants, and hotels 4.3 6.9 14 -4.1 -1.7 1.2 14
Transport and communication 59 -5.7 2.1 19 24 2.7 3.0
Finance and real estate -2.0 3.0 -34 -2.0 -1.0 1.0 10
Gover nment services -151 46 15 13 0.6 0.6 0.6
Entertainment and private services -2.8 -1.7 -7.1 4.3 18 18 2.1
Ownership of dwellings 2.1 19 15 11 11 11 11
Less: Imputed bank service charge 4.0 -6.4 9.3 -2.0 -1.0 1.0 1.0
Total GDP at factor cost -1.2 2.0 -04 -1.2 14 15 15

Sources. Satistics Department & Ministry of Finance & National Planning.

5.1 Agriculture and Fishing.

The Agriculture and Fishing sector contributed ¥8.9f GDP in 2009/10. This sector
contracted by 1.2% in 2009/10 and is projectedrtavgat 0.3% in 2010/11. This projection
considers the residual impact of the dry spellate 2009 and the cyclone in early 2010. It is
estimated by the Ministry of Agriculture, Forestfypod and Fisheries that these climatic
factors cost the agricultural sector over $15 wonillpa’anga.

Agricultural exports in 2008/09 experienced a fartdecline and, in particular, the tonnage of
squash exports decreased by 52%. The drought atwheyRenee’ have destroyed some of the
root crops, vanilla and kava that may have beerorgg as well as affecting production for
domestic consumption. Viruses also affected thergjof the papaya crop that was expected
to be exported. There is demand from overseas atgafor our agricultural products but
supply is constrained. There is also the difficuttfy meeting quarantine and market
requirements. The Government and private secmmarking jointly in overcoming those
constraints.

The outlook for agricultural production is expectedreturn to modest growth of 0.3% for
2010/11. Donor initiatives are assisting in the elegment of this sector including the EU
Stabilisation of Export Earnings (STABEX) programimeolving replanting kava and vanilla,
fixing of the High Temperature Forced Air (HTFA) aiane at the airport and establishing

12
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guarantine facilities in Tongatapu and Vava'u. Ehéxilities will assist exports from Tonga
to meet the import standards of the markets.

The fishing sector experienced an improvement tjiindbhe exporting of marine products such
as live fish and sea cucumber to overseas marlatgcydarly China achieving very high
prices. While sea cucumber played an importar iolthis sector, fish exports continued to
decline.

Fish exports declined by 29% due to market accesslgms; interruptions in the supply of
fishing resources; high fuel costs; and depletiofish stocks. The exports of sea cucumber
increased significantly by 139% as its’ price spike around $40 per kilo. Fishing resources
were also diverted to fishing of sea cucumber du¢he increase in the export quota and
extension of the fishing season by 2 months.

Figure 4: Agriculture, Forestry & Fishing.
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Source: Ministry of Finance & National Planning.

5.2 Manufacturing

The Manufacturing sub-sector contributed 9.9% offGD 2009/10. This sector contracted by
2.3% in 2009/10 and is projected to expand by 3i8%010/11. Manufacturing of food for
domestic consumptions drives this sector. Manufachor exports is still constrained by high
costs of input goods and services such as eldgtriabour, transportation and the limited
capacity of the domestic market meaning that theeefew opportunities to exploit economies
of scale. Falling remittances has reduced demantbéally produced items especially food
items.

Various trade agreements have been entered intthéyGovernment that should have a
positive impact on this sector.

There are also current efforts underway to impribvesector’'s performance and the National
Economic Development Council (NEDC) was establishéith the objective to ‘Stimulate
economic growth by identifying and recommendingCabinet, policy initiatives for private
sector led economy”. At the same time, the MinigifyLabour, Commerce and Industries is
looking to either outsource and/or corporatizerttaagement of the Small Industries Centre.

5.3 Commerce, Restaurants and Hotels
The Commerce, Restaurants and Hotels sub-sectdrimeded 13.3% of GDP in 2009/10.
13
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This sector declined by 4.1% in 2009/10 but is getgd to decline by just 1.7% in 2010/11.
This sector was deeply affected by the global economic downturn and declining tourist
receipts Approximately 80% of this sector is driven by Commerce and the rest by
Restaurants and Hotels.

The significant fall in remittances adversely aféetthe household disposable incomes which
also contributed to a decline in this sector.

The overall projection for Tongan’'s income from rgances and tourist receipts (wage is
included) for 2010/11 is a decline by 5.5% compared contraction of 9.9% of 2009/10 as
outlined in Table 2. However, there is a more pasibutlook for the medium term as a result
of the international recovery from the GEC. Goveentrand private sector wages are expected
to remain stable.

5.4 Government Services

The Government Services sub-sector contributed?d2B8GDP in 2009/10. This sector grew
by 1.3% in 2009/10 compared to 1.5% in 2008/09 engrojected to grow by 0.6% in
2010/11. The 2009/10 result reflects the fiscaligyoktance of Government to maintain
macroeconomic stability compared to the expansiorfascal policy in 2008/09. The
Government, as a result of the economic downturodiced a freeze on recruitment, deferred
expenditure on capital and maintenance and frozeessential travel expenditure. This
resulted in an overall reduction in Ministries batigexcept health and education.

The Government sector, despite its’ relatively $relahre of the economy was one of the few
sectors to make a positive contribution to the eaonin 2009/10. However, the Government
recognizes that long term sustainable growth cdy loem achieved through private sector lead
growth. The Government therefore remains commitiddhplement various reform initiatives
in order to maintain service delivery, increasecefhcy and rationalise Government structure
to enhance growth.

It is anticipated that in the medium term, Governingervices will grow modestly at 0.6%.
However, the political reform at the end of 2010l wlay a major role in the future of this
sector.

5.5 Transport and Communication.

The Transport and Communication sub-sector corigth.5% of GDP in 2009/10. This
sector grew by 1.9% in 2009/10 and is projectedrtw by 2.4% in 2010/11. This sector has
been driven mainly by strong competition betweea ttvo domestic telecommunication
operators. This resulted in continued lower priaed increasing usage and coverage despite
the small size of the market. This sector is &lspefiting from a strong performance from a
new domestic airline, with spill over benefits pisted to other sectors from the availability of
an efficient and reliable domestic carrier.

The sinking of the MV Ashika disrupted inter-islahdea transport. This resulted in the better
enforcement of regulatory requirements for mariressels and as a consequence, the
temporary discontinuation of other services. Thevalrof the interim ferry and the upgrade of
other sea transport providers have improved theedion between the main islands and outer
islands groups. Air service has continued to prewdal links despite the slowdown in the
global economy.
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The outlook for the Communication sector is positivith expected capital investment in
improving connectivity with the rest of the worl@he two telecommunication providers with
the support of the Government and ADB/World Ban& emrrently developing a sub-marine
cable project which will greatly increase bandwidtid also hopefully reduce costs. Domestic
air capacity is also set to increase with the curd@mestic airline planning to expand services
and the potential for the introduction of some cefitfon in the near future.

5.6 Other Industries

The Mining and Quarrying sub-sector contributed®.8f GDP in 2009/10. This sector is
declined by 7.8% in 2009/10 but is expected to giow10.0% in 2010/11. Mining and
Quarrying is assumed to grow in line with Constirtt

The Electricity and Water sub-sector contributed%2.of GDP in 2009/10. This sector

declined by 3.9% in 2009/10 but is projected tonghy 3.3% in 2010/11. The fall in 2009/10

relates to a reduction in demand probably resufiiogn a decline in remittances. The price of
water per unit increased in the first half of thiisancial year. An increase in water and
electricity utilisation is expected next year doeotojected increases in construction activities
and demand.

The Entertainment and Private services sub-sectuributed 6.7% of GDP in 2009/10. This
sector grew at 4.3% in 2009/10 and is projectedrtav at 1.8% in 2010/11. The outlook is
optimistic and is driven by cultural activities suas churches, community activities and
family functions.

5.7 Inflation.

Headline inflation has moderated over the past ye#r the economy experiencing deflation

of 0.4 percent in the year ended October 2009.ePriave since edged higher. The annual
inflation rate rose to 1.9 percent in the year @n8Blebruary 2010 from 1.5 percent in the
twelve months to January 2010, which is slightlwéo than 2.0 percent recorded a year
earlier. The increase in the annual inflation regflected the rise in imported inflation as

international oil prices continue to trend upwashahing more than US$80 per barrel in
March 2010. The recent increase in world oil pribas been attributed to the strong demand
from the developing countries especially Chinadcekather in the Northern Hemisphere,

signs of improvement in the US economy and weakimettge US dollar. The movement in the

world oil prices has a flow on effect to domestielfprices with a lag of one month.

Figure 5: Inflation, Energy Inflation, Imported Food Inflation.
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Imported inflation rose to 4.3 percent in the yeaded February 2010 from 0.4 percent a year
earlier. The rise in imported inflation was maintiriven by an increase in imported
transportation costs reflecting the rebound inviieeld oil prices. Despite the weakening in the
Tongan pa’anga against the New Zealand dollaremtst six months, imported food inflation
continued to fall reflecting the sharp slowdownthe rate of growth of food prices in New
Zealand and Australia. It is possible that with skevdown of economic growth in Tonga (i.e.
lower aggregate demand) importers may have abswbexd of the increased costs arising
from the depreciation of the pa‘anga by trimmingirtlmargins, resulting in less pass through
into domestic prices.

Domestic inflation fell by 2.5 percent in the yeanded February 2010. Domestic fuel and
power prices dominated the fall in domestic infatireflecting the fall in the local price of

electricity by 19 percent over the year to Febriz0$0. The fall in the price of electricity was

driven by the drop in the price of diesel over yiar.

In underlying terms, which excludes imported fooitgs and energy prices, inflation fell by
0.6 percent in the year ended February 2010, doovn 5.8 percent a year earlier. The average
annual inflation rate fell to 1.2 percent in theyended February 2010 compared with 9.1
percent in the same period last year.

Figure 6: Inflation by components.
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6 MONEY SUPPLY
Total broad money (M3) rose by 4.9% to $312.2 wnilin the year ended February 2010
mainly due to the increase in term deposits by 8.8#mand deposits and currency in
circulation also increased over the year to Felyra@4.0 by 5.4% and 9.6% respectively.
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Figure 7: Money Supply (M3).
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6.1 Private Sector Credit

Total private sector credit in the banking systemtracted by 12.9 percent in the year ended
February 2010 mainly due to a 19.3% decline inilepdo the business sector. Household
credit also fell by 4.6 percent in the same perilite contraction in banks’ lending reflected

the banks’ tightened credit criteria in responséhi rapid increase in non-performing loans,
the impact of the global financial crises on dongestonomic activity and the settlement of

the long outstanding squash council loan.

Throughout the past two years, lending by the bankiystem has been mostly directed toward
the business sector driven by loans to other sesyi@nd wholesale and retail business. In the
past six months lending to the business sectorrggtkignificantly by 11.0 percent.

In the past six months, monetary policy remaineztbaunodative, given the adequate level of
foreign reserves, low inflation and the positivetlook for these indicators. From January
2010, the Reserve Bank paid 1 percent interesthenbainks’ exchange settlement account
balances over T$1 million to enable further redurtin lending interest rates not only to assist
borrowers but also to encourage lending to stirsutonomic activity. In March 2010 the
Reserve Bank’s repurchase interest rate was reduosd4.5 percent to 1.9 percent in line
with the fall in the interbank lending interesteakiquidity remained high amounting to $51.6
million at the end of February 2010.

Figure 8: Private Sector Credit Growth.
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6.2 Interest Rates

Retail interest rates have declined in the pastesiwelve months with steep declines in term
deposit rates and reductions in lending rates. Biepates for investors with less than $50,000
have declined over the past year to February 20h@. one-month term rates showed the
largest fall by 2.5 percentage points from a yegr. &ates for 3-month and 12-month deposits
were also down over the same period by 1.8 pergenpmints and 1.6 percentage points
respectively. The weighted average interest rateeon deposits offered by commercial banks
fell to 4.6% in February 2010 from 6.3% in Februaép9.

Lending rates have also fallen in the past twehentims to February 2010, reflecting bank’s
lower funding costs and measures imposed by therRe€Bank in its aim to reduce interest
rates. The average rate for owner-occupied housingpw 10.8%, compared with 12.2% a
year earlier. The average business lending rai2.&86 percentage 13.3% in the same period
last year. The weighted average lending rate ¢ell1.7% in February 2010 from 12.6% in
February 2009.

Figure 9: Lending Rates.

14 -

13 - _ /ﬁx\
12 ;,\,,/\—Jf " jm\/\’k

11 A — Weighted average ofallloans

%

Owner-occupied housingloans

Business enterprises (midpoint)
10 +—+—+—+—+—""F—r+—"+—TFr—Fr—T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T

Feb-05 Dec-05 Oct-06 Aug-07 Jun-08 Apr-09 Feb-

Source: National Reserve Bank of Tonga.

7 EXTERNAL SECTOR DEVELOPMENT

7.1 Exports

Merchandise exports have declined, falling by 138aryon year to February 2010 (Overseas
Exchange Transactions (OET) basis). The declinexports since 2008 followed the fall in
squash and fish exports, despite the positive tniton from the sea cucumber exports.
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Figure 10: Exports (OET estimate)
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7.2 Imports

Import payments continued to decline, reflectingakveélomestic demand due to the dramatic
fall in remittances. In the year ended FebruaryO20thport payments fell by 32 percent to
$203 million compared to $296.4 million a year iarl Despite the fall in total import
payments, fuel payments have started to increagbenpast six months, in line with the
upward trend in world oil prices, putting pressarethe foreign reserves.

Figure 11: Imports
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7.3 Balance of Payments

The current account deficit has narrowed to $35illiom year on year to February 2010
compared to $68.9 million in February 2009 dueht gubstantial decline in import payments.
The net capital inflows and the net unrecordedoiml more than offset the deficit in the
current account, and resulted in an overall balafigayments surplus of $22.4 million for the
year ended February 2010.
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Figure 12: Balance of Payments (OET estimate)
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7.4  Gross Official Foreign Reserves

Gross Official Foreign Reserves have remained bigr the last six months despite falling
t0$155.5 million at the end of March 2010 from aam@ level of $163.3 million at the end of
September 2009. The relatively high level of forergserves since August 2009 reflects the
receipts from the IMF and the ADB combined with thecline in imports which more than
offset the fall in remittances and tourist receiftse recent fall in foreign reserves is due to
high official foreign currency loan repayments. As the end of March, reserves when
measured as a ratio of imports have remained abdequate level at 6.5 months of imports
coverage. This reflects weak domestic demandngalinports and tight credit conditions.

Figure 13: Official Foreign Reserves
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7.5 Exchange Rate

During the year ended March 2010, the pa’anga gthemed against the US dollar by 12.9
percent and the Japanese Yen by 8.0 percent blkened against the Australian dollar by
16.3 percent and the New Zealand dollar by 10.2gmér On a trade-weighted basis, the
nominal effective exchange rate (NEER) apprecidtg®.0 percent over the year to March
2010, reflecting the strengthening of the Tongaramga against the US dollar and the
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Japanese Yen. However, the Real Effective ExchRage (REER) fell by 4.0 percent over the
year to December 20009.

Figure 14: Nominal Effective Ex. Rates
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8 GOVERNMENT REFORM PROGRAMS.

8.1 Improving the Regulatory Environment.

Private sector development is critical to the ecopof Tonga. The Government is supporting
this with direct action to exit the government froine ownership of businesses where there is
no good public policy reason for continued owngrsiiihe Government has continued to
contract out services in some sectors to encoyragate sector development.

While these are important steps to support prigaetor development the government also
recognises that establishing and maintaining alaégy environment that supports business
and employment growth is vital to the long terme&lepment of Tonga and the achievement of
the National Strategic Planning Framework objestive

Tonga came®lin the Pacific in ranking in terms of cost of dpibusiness, however, it is noted
that Fiji was not included this year. However, thekings remain the same and just relative to
the rest of the world. There have been some goedsidvithin government for regulatory
reform but implementation has been slow due toouarissues and challenges.

Government and private sector must work hand i haraddress these challenges. Currently,
the government reserves 14 economic activitie3 émgans only under the Foreign Investment
Act 2002. This Act is currently under review byetMinistry of Labour, Commerce, and
Industries to improve investment and growth opputies. The private sector has identified a
number of impediments to private sector developmami have shared these with the
Government. This is being done through the Taskfdor Regulatory Reform assisted by the
International Funding Corporation (IFC) and thedrads issues relating to business licencing,
immigration visas and commercial legislations. Tda&vernment is also reviewing its policy
on foreign investment and taxation reform. To eEdaompliance costs and delays, Tonga has
recently migrated all businesses to a new eleatrominpanies registration process.
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8.2  Other reforms progress.

Some reforms have been completed in terms of &@sl, public service, taxation and finance
management system.

This year has been very important as the Governiaethithe Legislative Assembly continue
to progress the electoral and political reform. tA¢ same time the Government continues
implementing the reform initiatives to improve gaw@ent services and to encourage private
sector developments.

Government has been the regional frontrunner ireldging renewable energy policy in co-
operation with donors. The Government’s objecisv/& implement projects and programmes
by 2012 that will reduce Tonga’'s dependency on irgab oil by 50%. This is a very
ambitious objective but it is receiving wide sugpehich saw the development of the Tongan
Energy Road map which was completed in April 2060ar the lead of the World Bank.

A Royal Land Commission was established as path®fland reform programme to monitor
illegal transactions under the Land Act. This Cossiun has produced its first report on
functions of the Ministry of Lands, Survey and NatliResources which is being reviewed by
Government.
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1. OVERVIEW

The predominant driver of the Tongan economy thihowg 2009/10 was the continued impact
of the global economic crisis coupled with consitsion local bank liquidity. This resulted in
a significant decline in economic activity and ine®flows into the Kingdom. The reduction
in economic activity diminished national income amd turn, severely undermined the
Government’s fiscal position. This situation ispegted to continue in the budget year but
fortunately we have ongoing financial support frdanors.

According to the IMF, developed economies are nowerging out of the economic crisis

aided by massive fiscal stimulus packages. Dedgpit® international recovery, Tonga
continues to feel the residual impact of the cragid may do so for most of the next financial
year. The slow flow through of improved global Bomic activity is illustrated by the fact

that remittances in February 2010 were the lowgshbnth since 2003.

The financial difficulties faced by the Governmewtre compounded by the tragic loss of
lives in the sinking of the MV Princess Ashika, amatural disasters including a tsunami in
Niuatoputapu, drought and a cyclone. The Governmes deeply concerned with the human
cost of these disasters. These disasters algorgagure on an already difficult fiscal position.

In total, these international and domestic eveessilted in the Government’s revenue falling
by over 20% from a forecast of $172 million to atirmated outturn of around $137 million.
A summary of the recent economic and fiscal histdryonga is outlined in Table 1 below.

TABLE 1: MACROECONOMIC & FISCAL OVERVIEW

2010/11
2006/07 2007/08 2008/02009/10 Est Budget 2011/12 2012/13
Macroeconomic Aggregates % annual change
Real GDP -1.2 2.0 -04 -1.2 14 15 U5
Inflation 5.1 9.6 5.6 2.0 6.0 6.0 60
Nominal GDP % change 0.0% 7.9% -1.6% 7.8% 11.5% 11.6% %1.7
Govt Revenue % of GDP
Revenue 24.3 24.8 21.9 19.6 17.0 16.4 16.0
Tax Revenue 20.6 21.1 184 15.7 14.3 13.8 13.5
Tax Revenue % change 104 -14.4 -7.9 19 7.2 9.2
Tax Revenue T$m 126.0 139.1 1191 109.7 111.8 119.8 130.8
Govt Expenditure % of GDP
Total Expenditure 26.9 24.5 28.6 25.9 26.4 18.7 16.7
Capital Expenditure 0.9 0.5 2.7 1.7 25 1.1 0.9
Current Expenditure 25.9 24.0 25.8 23.9 23.9 17.6 15.7
Personnel Cost (PC) 14.1 12.1 12.6 12.8 11.6 9.8 8.7
% of PC to Current Expenditt 54.2 50.t 48.7 53.€ 48.€ 55.2 55.2
Budget Balance % of GDP
Overall Balanc 1.C 1.€ -0.8 -0.5 -1.5 0.€ 1.€

Source: Ministry of Finance & National Planning.
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As a result of the decline in its revenue, the Goreent has had to take stringent measures to
maintain a manageable deficit position for 2009/Ithis has resulted in cutbacks in some

Government services. The Government has, howsx@ygnized the need to protect the most

vulnerable members of society, and, with donorstéasce, has ensured that Health and
Education services were protected from any cutback.

Looking towards the future, the economy is expedtedegin a recovery over the next
financial year, with an improving internationalusition feeding through into Tonga. While
Government revenue is expected to remain depredsadthe next year, international and
bilateral donors have come to Tonga’'s assistande.response to this generosity the
Government recognizes the obligation that this ggasn Tonga to ensure that all financial
assistance is used in an effective and cost effiamanner to ensure the achievement of
priority objectives. To ensure that expendituratowed to be directed to the highest value
uses the Government has undertaken to implementategic review of all Government
expenditure as well as reviewing all departmenenigure that they are providing high quality
services at least cost. This aims to help the @wwent navigate the current difficult fiscal
position.

Increased donor funding is expected to replenighstiortfall in revenue experienced due to
the international economic crisis. This will eralbhe Government to continue to provide
high value/priority basic public services and coané to implement National Strategic
Planning Framework objectives. Donor support wiko be used to progress economic
reforms and other actions, such as progressingvadsie energy initiatives. These reforms
will raise long-run growth and reduce future depara on donor funding.

2. Overall Fiscal Balance 2010/11

In light of the economic conditions identified alepthe Government’s overall fiscal position
and projected position is outlined in Table 2 belowhis table is calculated using the
international standard of classification, the Goweent Financial Statistics (GFS). On this
basis, the budget for 2010/11 anticipates a defic#12.1 million. This is the result of total

expenditure and net lending of $205.6 million extieg revenue and grants of $193.5
million. This deficit will be financed from the $Z8million budget support being sought from
donors. To achieve the fiscal objective of balanbadget, the unconfirmed budget support
will not be expended until the approval and recefgghe budget support from donors.

One particularly noticeable feature of the multay&end is the more than doubling of donor
grant receipts to be received through the genemssistance of donors. This influx of donor
support is primarily focused on energy efficiencgading and infrastructure projects and
capacity building.

Another feature of the fiscal outlook is the lad@p in revenue and expenditure between
2010/11 and 2011/12. While this contraction in &owvnent revenue and expenditure is
programmed based on current donor and Governmanitions, the reality is that even with
the best of intentions, delays in project planniagproval and implementation mean that a
sizeable component of project expenditure will Agied forward from 2010/11 into 2011/12.
This will effectively smooth the fiscal effect ovievo years.
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TABLE 2: OVERALL FISCAL BALANCE ($MILLIONS)

2009/10
2008/09 (p) Budget 2009/10 (p)  2010/11 Budget 2011/12 2012/18
Total Revenues and Grants 187.5 220.1 176.4 193.5 167.5 177.4
Revenues 142.0 172.2 136.9 132.6 142.7 155.1
Grants of which 455 47.9 39.5 60.9 24.9 21.1
Grant project 51.46 24.87 21.74
Grant Budget support confirmed 9.7 94
Total Expenditure and Net Lending 192.7 202.7 180.0 205.6 162.2 162.1
\Wages and Salaries 76.4 77.4 82.1 81.8 76.4 75.3
Other current expenditure 911 114.2 84.6 104.7 76.9 77.1
Capital Expenditure 17.8 11.8 141 19.7 9.2 9.7
Net lending 7.4 (0.6) (0.9) (0.6) (0.3) (0.9
Budget balance (5.3) 17.4 (3.6) (12.1) 5.3 15.3
_ — ———_—_—_—_—_———_—_—_—_—_—_—_——_—_———_———————————____
Total Financing (16.2) (17.4) 3.6 12.1 (5.3) (15.B)
External financing (4.8) (12.3) (4.4) (7.8) (12.7) (13.B)
Disbursements - - - - - -
Repayments 4.8 12.3 4.4 7.8 12.7 13.3
Domestic Financing (11.4) (5.1) 8.0 19.9 7.4 (2)0)
Bonds Issued / Domestic Loan 8.8 7.0 14.6 3.4 3.0 7.9
Principal Repayment of Matured i
Bonds/Loan (7.0 (7.0) (6.9) (7.0 (5.0) 9.p)
Donor Funding - - - 235 9.4
unconfirmed budget support - - - 235 9.4
Net Changes in Government Cash
Balances and Investment (13.2) (5.1) 0.3 -

Source: Ministry of Finance & National Planning

2.1 Budget Support

The New Zealand Government provides budget suphothg 2009/10 for payment of the
grants for non-government secondary schools ($lilfom), grant for non-government
Vocational and Tertiary Institutions ($0.4milior) $ettle the 50% due in 2009 academic year
and additional fund to Ministry of Police.

The budget support of $1.6 million will be receiyifrom the Australian Government in the
current financial year to use for payment of sakfor Ministries of Health and Education.

The 2010/11 revenue projection includes Budget Suppf $9.4 million which has been
confirmed by the Asian Development Bank. Howe®23.5 million of the budget support
which is being processed through the internal agdrmechanisms of the World Bank ($9.4
million) and the European Union ($14.1 million)deesented as a financing item in Table 2.
No spending of the $23.5 million unconfirmed dosapport will be made until these funds
have been received.
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As can be seen from the table below the bulk ofonfiomed budget support is currently
provided for in Ministry of Finance baselines anil Wwe reallocated according to National
Strategic Planning Framework and other Governmerdripes once funds have been
received:

TABLE 3: ALLOCATION OF UNCONFIRMED BUDGET SUPPORT ( $MILLIONS)

Ministry Allocation
Contingency Fund 6.0
Finance — Govt wide payments 4.7
Finance — Debt Servicing 3.6
Prime Minister & Cabinet Office 2.2
Ministry of Education 1.2
Other Ministries 5.8
Total 23.5

Source: Ministry of Finance & National Planning

3. Government Fiscal Policies

Government fiscal policies remain unchanged fromsé¢houtlined in the 2009/10 budget
statement. These fiscal policies are aligned todhi&Eomes and objectives set out in the
national strategic planning framework and include:

1. Government will operate responsible and prudentafisand monetary policies
including the operation of a balanced budget;

2. Revenue collection methods will be non-distortignaensure effective revenue
collection and provide a level playing field fot;al

3. Government will continue progress towards morecgffit Government and the
transfer of resources to improve services and reaarntce of assets. In particular the
Government has adopted the following financialosgxpenditure targets to facilitate

this policy:
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TABLE 4: FINANCIAL EXPENDITURE TARGET & PROJECTED P  ERFORMANCE*

Measure Target ratio Baseline Projected Performance
2009/10 2010/11}] 2011/13 2012/1B

Capital Expenditure and Maintain at no less than 2009/10 capital 1.7% 2.7% 3.8% 7.4%

Maintenance expenditure (5% of total government funds

Government Personnel costs Capped at 2009/201& lext&P6 of total 45.0% 51.1% 52.4% 49.1%

government expenditure with a view to
increasing the relative proportion spent on fhe
delivery of services

Other (non-personnel) Gradually increased from 2009/2010 levels|83.3% 28.5% 25.5% 26.5%
operating costs 35% of the total government funds, by the

percentage of real economic growth
Debt servicing maintain at less than 15% of Goveminfund| 14.3% 12.9% 11.5% 14.0%
Sovereign Debt maintain at less than 40% of GDP 40.5% 46.9% 42.4% 38.1%

Source: Ministry of Finance & National Planning

4. The Government will ensure that Tonga’'s nationadbtde kept within sustainable
levels (as outlined in section 8 below), and, wHerced to move outside of
sustainable levels due to adverse economic ciramoss, the Government will restore
debt to sustainable levels as soon as possible;

5. Government will progress its public enterpriseaadilization process, ensuring Public
Enterprises operate in a commercial manner, areuatable to Government as owner,
and provide dividends in proportion to capital istezl; and

6. A coordinated whole of Government approach wilapelied to donor funding.

The Fiscal policies are aligned to support the@aament of the outcomes and objectives set
out in the National Strategic Planning Frameworktl{ped below in Section 6). In addition to
these policies, to strengthen fiscal managementefaovent is in the process of adopting a
Medium Term Budgetary Framework and monitoring lsdget through undertaking a
process of Public Expenditure Reviews.

4. GOVERNMENT FISCAL INITATIVES AND REFORMS

This section outlines Government fiscal reforms athder initiatives designed to make
Government more effective in delivering servicestlie people of Tonga and promoting
economic growth.

4.1 Fiscal Response to Global Economic Crisis

To minimize the continuing impact of the global @ssion on the domestic economy the
Tongan Government has undertaken a fiscal progmradaat stimulating domestic economic
activity.

! These are figures from the Government Estimates, Table 3
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The projects selected to be the focus of this ffipoagram have been chosen on the basis of
the likelihood that they will produce future econorbenefits and also that they require a high
level of domestic labour and domestically produgedds and services. For these reasons the
focus has tended to be on infrastructure projéetswill support future economic growth and
use locally supplied goods and services such asigsiamachinery, and transport equipment.

To reduce Tonga’s vulnerability to oil price shocks “Energy Road Map 2010-2020” has
been developed and will be implemented with supporh donor agencies. In addition to
reducing Tonga’s vulnerability to energy price dtocand supply constraints, the
development of renewable energy will reduce TongEpendency on fossil fuels reduces
Green House Gas Emissions.

Current Government initiatives to assist in stiminigthe domestic economy include:

Nuku’alofa reconstruction program;
Integrated Urban Development Project;
National Roads Development; and

* Renewable Energy Road Map.

To fund revenue shortfall the Government has natgtia program grant with ADB to bring
forward an ADF grant allocation for 2010 — 2012hisThas made US$5m available in each of
the 2009/10 and 2010/11 fiscal years. Donor fumdiowards Budget Support has been
indicated from the European Union, the World Ban#l Australia and New Zealand.

Other funding to boost economic activity was sodrite@ough borrowing. While this pushes
Tonga’s debt burden considerably beyond the Govemragreed sustainable debt levels, the
Government policy explicitly recognizes the neeexaeed sustainable debt levels in periods
of extraordinary national need. A MOU has therefbezn signed with China for a $63.2
million loan to undertake national road developm@ograms.

4.2 Public Sector Reform
The major challenges facing the public sector idelu
« Ensuring that public service recruitment and praamotsystems are rigorous and

ensure the selection and promotion of the besbpds the job;

« Ensuring that public servants have appropriatenitrees to perform their functions to
the best of their ability and that performance répg and management systems exist
that correctly and consistently identify and enegéra high performance culture;

« That the functions of Heads of Department and Ménssare clear and that each party
operates within their defined roles;

« That public accountability and transparency in Gomeent is maintained through
publication of information on ex ante and ex posinistry performance so that
Government can be held accountable for the usaxpfiyer funding; and

2 Application of April 2010 exchange rate for the CNY.
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« That the public sector is organized in a way thestlfacilitates the effective and
efficient delivery of services to the public.

To deliver on these challenges the Public Servioen@ission, in conjunction with other
central agencies, has been working on a framewbrkitatives over the last two years.
These include:

« Ensuring decentralized recruitment follows robusicpsses to ensure all appointees
are the best person for the role;

« The trialing of a performance management and ramgpstystem with a view to rolling
out performance management systems across the gntblic service in the near
future;

« Clarification of roles and responsibilities incladipromulgating a code of conduct for
state sector employees;

« Pushing for improvements in public sector accouhtgaldocuments and reporting
processes; and

« A review of selected departments to ensure thatsthecture of the state sector is
appropriate and services being delivered are eith Government priorities.

These reforms will take some time to become ingaim the public service. However, over
time they are expected to significantly raise pulisiector performance and effectiveness in
delivering services to all Tongans.

4.3 Public Financial Management Reform

A number of initiatives have been undertaken to romp Tonga’'s Public Financial

Management. These steps include devolution of @i@nresponsibility to departments,

improvements to auditing, the development and implatation of a Treasury Manual to
guide public sector financial decision making anel tompiling and release of all outstanding
public accounts. In addition, improvements havenbewde to Procurement legislation and
processes, Ministry baselines will be reviewed émave lower value expenditure and
sustainable public debt targets and policies haesn lagreed and implementation.

Other financial management reforms include a revaéwlinistries’ Corporate Plans against
performance in order to align and improve the dualf expenditure. Procurement processes
are being strengthened which is improving transpgreand improving the cost effective
utilization of taxpayers’ money. Donor coordinatics also being improved to ensure that
where possible donor efforts are directed at tleasaof greatest need and individual donor
projects compliment Government initiatives andwoek of other donors.

Initiatives supported by external parties includerkvby the Pacific Financial Technical
Assistance Center to improve budgetary processngitnen macroeconomic forecasting, and
the development of a Medium Term Budgetary Frameworkblié Expenditure Reviews are
also being undertaken with donor funding to analyae effectiveness of Government
utilization of resources.
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4.4 Public Enterprise Reform

The 2009/10 year has been a year of continued ggegn the management of the public
enterprise portfolio. The government has developefibrm strategies for most public
enterprises and also supported ongoing directoriiga The Government is also considering
significant changes to the Public Enterprise Adtjol will enhance the commercial focus of
public enterprises as well as strengthening theweghance arrangement by, amongst other
initiatives, requiring all politicians to stand dorom public enterprise boards.

While the public enterprise portfolio contains anter of key infrastructural companies, such
as Tonga Airports Limited and Tonga Power Limitédere are still a number of public
enterprises that are involved in purely commeraietivities that often compete with the
private sector. The sale of Leiola Duty Free, #malliquidation of Tonga Machinery Pool
removed some public enterprises for which thereewaercompelling public policy reasons for
their continued retention, however, more remainbdalone. The Government has therefore
recently directed the Ministry of Public Enterpas® prepare privatization assessments for
three public enterprises as well as recommendationdiow regulatory oversight can be
improved so that more enterprises could be revidmesale in the future.

The ongoing focus for the Ministry of Public Entesps is to ensure that the public
enterprises are subject to strict commercial dis@p and that they generate a rate of return
that fully compensates the Government and justiiits investment in the enterprise
recognizing the commercial risk they face. Thisludes ensuring that in any cases where
Government owned assets are not performing, thatoppate corrective action is taken to
ensure that taxpayers’ investment is protected. édaw the Government must always ask
whether ongoing investment in a public enterprssénithe best interests of the country and
where there is no justification for the investmehg public enterprise should be sold.

4.5 Transport Sector Consolidation Project

The objective of the Transport Sector ConsolidatPmoject is the establishment of a
sustainable transport sector. Doing this includeselopment of an institutional and
operational framework for the transport sector. Keymponents of the project include:
support for preparation of sustainable investméangpfor the aviation, maritime and roads
sub-sectors; strategic investments to meet manddtwgent and high priority) safety and
security standards required under internationaemgents, treaties and obligations; support of
the Government of Tonga in implementing key inii@s towards a more sustainable
transport sector and creation of a unified MinigtfyTransport; and project implementation
support within the Ministry of Transport to providiee necessary technical support to the
Ministry and Tonga Airports Limited for project ingmentation.

The Transport Sector Consolidation Project receivéinl funding of approximately USD
$5.4 million. However, anticipated additional fungiwill bring this up to USD $8-9 million.
If received, this additional funding will extendetlproject’s timeframe until approximately 31
December 2013. It is anticipated the majorityled additional financing will be focused on
establishing a domestic road contracting capaeiiyh some additional investment in the
maritime and aviation sectors.
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4.6 Contracting Out

The Government has continued its policy of coningcbut the provision of services where

there is no compelling reason for the Governmeractoally provide the service itself. This

policy is designed to encourage private sector grdwy directing Government work to the

private sector as well as reduce cost and imprbeequality of services by encouraging

innovation and competition in the delivery of sees. This also helps to increase the
capability to implement more donor funded projects.

While no new services were contracted out in 20094lnumber of services have continued
to be contracted out including road maintenanae Titnga Chronicle, Tonga National Center,
and Queen Salote Memorial Hall.

4.7 Private Sector Recovery Facility

This facility was created with donor funding sugpior response to the devastation wrought
by the 2006 Nuku'alofa riot. This facility subsiés on lent loans for reconstruction
purposes.

4.8 Business Recovery Facility

A business recovery facility (BRF) was launchedpril 2007 by NZAID, AusAID and the
Government of Tonga to assist businesses affegtatidbevents of 16 November 2006. Its
aim is to provide working capital requirements, lrs&s restocking, to promote investment
vital to ensuring short and longer term recoverthef Tongan economy.

4.9 Disaster Recovery Fund

In 2009 the Government allocated $15 million toeglidated Disaster Recovery fund. This
fund is intended to be gradually increased by gmpetng future Budget surpluses. This will
allow Tonga to respond immediately to disasteree fund currently stands at approximately
$13 million.

To date the Government has met the cost of alstBss from this fund including the tsunami,
cyclone and MV Princess Ashika (including the cadtthe Commission of Inquiry).

4,10 Revenue Reform

2009/2010 saw the first full year implementationtioé revenue reform program begun in
2002. This reform included the Consumption Tax 2@03, Income Tax Act 2007, Customs
and Excise Management Act 2007, Customs Act 200%la Excise Tax Act 2008.

This reform has shifted the source of Governmewenmae away from direct taxes on trade
and towards indirect taxes such as consumption ®xs helps the economy as it removes
incentives to structure business decisions forpasposes. Ensuring that economic rather
than taxation considerations drives decision makinmrn improves the quality of spending

and investment and improves the overall performanftee economy.

4.10.1 Self Assessment of tax returns

The past year saw the first full year of self assent of tax returns. This reform has been
well received with figures demonstrating that aB0% of required returns have been
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lodged and paid on time. The main issue that haa detected has been that a small number
of employers have made incorrect tax deductions femployees. Administrative measures
are being taken to improve the efficiency of sefessment and encourage compliance.

4.10.2 Online Filing and Payment of Tax

Online Filing and Payment of Tax will improve thecarity of taxpayer's payments, and
reduce the need for Revenue Services staff to v@vied in transactions allowing them to
focus on more valuable tasks like auditing.

Unfortunately the filing and payment of tax via théernet has remained on hold for all of the
past year. This initiative is heavily dependenttbe automated electronic transaction and
unfortunately suitable arrangements still remainb#o settled. Discussions are continuing
between the National Reserve Bank, the RevenudacBsridepartment on the possibility of

extending internet banking to tax payment.

4.10.3 Improving Compliance

To improve future compliance and ensure that ajpagers pay their fair share of tax auditing
activity has focused on examining previous yearfai® of significant taxpayers.
Compliance has also been improved by requiringvitibholding of tax from payments to
non-resident taxpayers. The enforcement of procent¢ processes has also increased
taxpayer compliance by bringing some suppliers iwitthe tax base, as being properly
enrolled for Consumption Tax is a prerequisitedfimiding for Government projects.

4.10.4 Import Duty & Customs Compliance

2009/10 has seen the implementation of the Custdarsagement System (CMS). This has
involved the computerization of Customs and TradeviSes Division documentation to
improve the quality, accuracy and availability @tal This in turn will allow a greater focus
on higher risk shipments and an improved abilitgétect areas where compliance appears to
be low.

The CMS was formally implemented by the Custom Diepent on the 1st of July 2009
following the passage of the new Customs Act in7280d regulations that were introduced in
February 2008. While the full benefits of this newstem are still being identified, it is
expected that the CMS reform will significantly imope the performance of Customs in
compliance with legislation, border security anderaie collection.

4.10.5 New Taxes and Changes to Taxation Rates

The Government introduced no new taxes and di¢imange the rate of any taxes in 2009/10.
However, due to changes in company balance date® smmpanies only implemented
changes to taxation rates in the current year. |&\the level of some fees was increased, user
charges are only set at rates to recover onlydkeaf the service provided.

In 2010/11 the Government is anticipated that ti& amendments to the Custom Tariff will
come in to effect on the’uly 2010. The amendments includes increasimxdise tax rates
on alcohol and tobacco, inserting of new tarifiebnfor the detail classification of beche-de-
mer, impose a import duty rate on water, changmegimport duty rate of resins for paint and
a new tariff line to allow the free importation efjg trays. This increase in alcohol and
tobacco excise rates is expected to produce a eamdend to the Government and people

37



Budget Statements for Year Ending 30th June 2011
Paper 2: Fiscal Analysis & Outlook

of Tonga. In addition to the expected full yeasitive revenue impact of around $5 million,
the increased tax rates will discourage smoking @making with consequential health and
welfare benefits for Tongan families. These amendmanticipate replacing revenue lost
from the repeal of the Stamp Duty Act. The fisicapact of these measures is already taken
into consideration in calculation of tax revenuetfee 2010/11 financial year.

5 REVENUE AND GRANTS

5.1 Revenue Analysis 2010/11

The Government is projected to collect $193.5 wnillifrom total revenue and grants in
2010/11.

Table 5 details the estimated revenues and grarnte aggregate GFS level for the current
financial year and the allocated budget for 2010/11

TABLE 5: ESTIMATED REVENUE AND GRANTS ($MILLION) FO R 2010/11 BUDGET.

2009/10 2010/11
2008/09 (p) Budget 2009/10 (p) Budget 2011/12 2012/13
Total Revenue and grants 187.5 220.1 176.4 193.5 167.5 177.4
Total Revenue 142.0 172.2 136.9 132.6 142.7 155.7
Current revent 142.( 170.¢ 136.¢ 132.¢ 1425 155.%
Tax revenue 119.] 150.2 109.7 111.¢ 119.¢ 130.¢
Taxes on income and profits 30.3 32.0 24.6 24.3 26.0 28.0
Taxes on property 0.1 0.1 0.1 0.1 0.1 0.1
Domestic taxes on goods and services 713 94.2 69.3 72.5 77.3 84.3
Consumption tax 47.2 61.2 43.0 46.5 50.0 55.0
Excise and Other taxes 24.1 33.1 26.3 26.0 27.3 29.3
Taxes on international trade and transactions 16.1 21.8 15.0 14.6 16.1 18.1
Customs duties 16.0 215 15.0 14.5 16.0 18.0
Other import charges 0.0 0.3 0.0 0.1 0.1 0.1
Other taxe 14 2.1 0.7 0.4 0.4 0.4
Nontax revenu¢ 22.€ 20.7 27.2 20.€ 22.€ 24.¢
Entrepreneurial and property income 9.2 7.2 15.3 5.9 6.9 7.9
Administrative fees and charges 11.9 125 9.8 14.4 154 16.4
Fines and forfeits 0.3 0.4 0.7 0.6 0.6 0.6
Other nontax revenue 14 0.7 15 - - -
Capital revenue - 1.3 - 0.0 - -
Grants (in cash) - - - - - -
Grant project 51.46 24.87 21.74
Grant Budget support 9.7 9.4 -
confirmed budget support 9.7 9.4
From abroad 45.5 47.9 39.5 60.9 249 217
From other levels of national government 0.0 0.0 0.0 - - -
Total Grants (in Cash) 45 47.¢ 39.F 60.¢ 24.¢ 21.7

Source: Ministry of Finance & National Planning

A notable feature of the above table is the in@eds$31.1 million in tax revenue expected at
the beginning of 2009/10. The expected outturno& a decline of $9.4 million below the
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2008/09 level. This reflects some optimism in #mEsumptions as to the potential for
increasing revenue collection, and a lack of infation to gauge accurately the impact of the
global economic crisis on the economy and Governm&renues. To this was added the
impact on local businesses and incomes of a catsmin of local trading bank lending and
the impact of changes to the company tax rategszé].

5.2 Current Revenue

5.2.1 Tax Revenues

Looking forward tax revenues are expected to holdaghly their 2009/10 levels in 2010/11.
This is based on Government revenue growing aeipected rate of underlying economic

growth.

Taxes on Income & Profits

The two components of this revenue category arelPAYd company income tax.

TABLE 6: TAXES ON INCOME & PROFITS ($MILLION).

2006/07 | 2007/08 2008/09 2009/10 2010/11 | 2011/12 2012/13
Revised | Budget

PAYE 9.0 9.2 7.3 9.7 8.6 9.2 9.7
Company tax 17.4 17.6 23.0 14.9 15.7 16.8 18.3
Total 26.4 26.8 30.3 24.6 24.3 26.0 28.0
PAYE % 34.1% 34.3% 24.0% 39.4% 35.4% 35.4% 34.6%0
Company tax 65.9% 65.7% 76.0% 60.6% 64.6% 64.6% 65.49[0
%

Source: Ministry of Finance & National Planning

After a decline in PAYE collections in 2008/09 foling the introduction in July 2008 of new
personal income tax rates, PAYE collections in 2009eturned to levels higher than before
the introduction of the new rates. This reflectsreased compliance efforts and steps taken
by the Revenue Services Department to ensure lthakpayers who should be paying tax file
correct returns. The 2009/10 result is also babkiethe collection of some tax arrears. This
will not be repeated in 2010/11.

While PAYE collections have been strong, compangsehave declined noticeably. This was
due to two factors. These were a change in compaayates from 35% (42% for non-
residents) to 25% for all companies which redudeel tx collected by an estimated $9
million. The other factor was the impact of thelgl economic crisis and tighter restraints on
bank lending that fueled the recession that Toragagxperienced over the last two years. As
a result of this recession, companies have expmreedifficult trading conditions and a large
number of taxpayers have experienced tax lossemsefjuently company tax is expected to
be considerably less than that collected in theipus year.

Considerable effort has been undertaken by the rRev8ervices Department on compliance
and the collection of tax arrears. In late 2008Department set up a dedicated debt collection
team and the results from this have been encowadiax arrears collected for 2009/10
amounted to $7.9m with a further $7.5m expecte2Dit0/11.
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Consumption Tax

Consumption tax in Tonga was introduced in ApriD20This tax tends to closely track
economic conditions with strong economic growth2d07/08 being reflected in a rise in
consumption tax collections of 21.3%. However, thisnaround was short-lived as the
impacts of rising world oil prices and the globabeomic crisis hit home in 2008/09. As a
result, consumption tax has fallen steadily in et two years and is now at a lower level
than in 2006/07. Another contributing factor tosttdecline is the delay in reconciliation
before consumption tax refunds are made. Thisn@kation often occurs well after the
relevant fiscal year.

TABLE 7: CONSUMPTION TAX ($MILLION).

Point of | 2006/07 | 2007/08 2008/09 2009/10 2010/11 | 2011/12 2012/13
collection Revised | Budget

Wharf 43.0 49.8 43.1 40.0 42.7 457 50.4
Domestic 5.6 8.7 2.8 2.7 3.5 4.0 4.2
Govt CT 0.6 1.2 1.2 0.3 0.3 0.4 0.4
Total 49.2 59.7 47.1 43.0 46.5 50.1 55.0

Source: Ministry of Finance & National Planning

Over the medium term consumption tax revenue isciast to slowly return to 2006/07 levels
through better compliance at the wharf and thramgtd economic growth.

Other Domestic Taxes

The main component in this category is excise taxdéusiness licenses and motor vehicle
registration are also significant components.

TABLE 8: OTHER DOMESTIC TAXES ($MILLION).

2006/07 | 2007/08 2008/09 2009/10, 2010/11 2011/12 2012/13
Revised Budget

Business licenses 0.4 0.3 0.3 0.4 1.0 1.0 1.0
Motor vehicle 0.8 0.7 0.9 1.1 1.4 1.6 1.6
Excise taxes 0.7 10.0 22.5 20.9 23.4 24.6 26.4
Other  domestic 0.3 0.1 0.3 3.9 0.1 0.1 0.1
taxes
Total 2.2 11.1 24.0 26.3 25.9 27.3 29.3

Source: Ministry of Finance & National Planning

In February 2008, tax on alcohol, tobacco, petmleand motor vehicles moved from being
classified as import duties to being classifiedeasise taxes. The 2007/08 result reflects 4
months of excise taxes while 2008/09 shows a fdiryof taxes.

Customs Duties

A new Custom Management System (CMS) was introdacethe i' of July 2009 as part of
the tax reform package which was introduced in 200#t of the changes was implemented
in February 2008 when all custom duty rates weoaigpnt down to one of 4 bands, 0%, 10%,
15% or 20%. Over 800 customs items covering cagibads imports were reduced to zero
duty. Prior to February 2008 excise taxes and itghaties were combined.
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TABLE 9: IMPORT TAXES ($MILLION).

2006/07 | 2007/08 | 2008/09| 2009/10 2010/11 | 2011/12 | 2012/19
Revised | Budget

Custom Duties 47.5 40.5 16.0 15.0 14.5 16.0 18.(
Other Import 0.0 0.0 0.0 0.0 0.1 0.1 0.1
charges

Total 47.5 40.5 16.0 15.0 14.6 16.1 18.]

Source: Ministry of Finance & National Planning
5.2.2 Non-tax Revenues
Entrepreneurial & Property Income

The components of entrepreneurial & property incarne shown in Table 10 below. The
largest component, dividends, sees a marked deaBna result of Government selling its
shares in Westpac and the Leiola Group in 2008 @hkcline is not immediately obvious in
2009/10 due to the payment of a special dividerminfthe Tonga Development Bank.
However, in the absence of this special dividerddécline is noticeable.

The sale of the Government’s shares in Westpadtantleiola Group reflects a continuation
of the public enterprise rationalization progranmt more importantly it sees a divestment of
companies that operate in a competitive privateoseenvironment and therefore were
priorities for privatization.

TABLE 10: ENTREPRENEURIAL & PROPERTY INCOME ($MILLI ON).

2006/07 | 2007/08 | 2008/09| 2009/10 2010/11 | 2011/12 2012/13
Revised | Budget
Interest 1.3 2.4 2.8 2.0 0.4 0.4 0.4
Dividends 5.3 7.1 5.6 12.9 5.0 6.0 7.0
FFA Treaty 0.4 0.6 0.4 - 0.3 0.3 0.3
Land rental 0.3 0.4 0.4 0.4 0.3 0.2 0.2
Total 7.3 10.5 9.2 15.3 6.0 6.9 7.9

Source: Ministry of Finance & National Planning

Administrative fees & charges

As can be seen from Table 11 below, the total tmiaistrative fees and charges remained
relatively constant from 2006/07 to 2008/09. Howewbke actual revenue components that
make up the total have changed considerably.

Airports Tonga was corporatized in July 2007 andaagsult the revenue streams (such as
landing fees and passenger charge) associatedwnitting the airport was transferred to the
new corporation.

Communications fees were reviewed in 2008 and threga license fees and termination fees
were found to be the lowest in the Pacific. Theseenadjusted in late 2008. However, the
change, along with changes in technology and pliegagconomic conditions seem to have
resulted in a considerable change in phone actwittyh communication fees dropping
markedly after an initial spike in additional reven
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TABLE 11: ADMINISTRATIVE FEES & CHARGES ($MILLION).

2006/07 | 2007/08 | 2008/09 2009/10 2010/11 | 2011/12| 2012/13
Revised | Budget

Telecom Settlement Fee 0.4 0.6 2.7 1.1 4.7 4.9 5.3
Passports 1.6 1.4 1.4 1.2 1.9 1.9 1.9
School fees 1.2 14 14 1.6 1.6 1.6 1.6
Motor drivers licenses 0.5 0.5 0.5 0.4 0.7 0.7 0.7
Visas 0.0 - - 0.5 0.6 0.7 0.7
Registration fees 0.2 0.2 0.2 0.4 0.3 0.3 0.3
Airport landing fees 11 0.1 - - - - -
Other 8.0 8.5 5.7 45 4.7 5.4 6.0
Total 13.0 12.7 11.9 9.7 14.5 15.5 16.9

Source: Ministry of Finance & National Planning

The decline in 2009/10 reflects the Governmentgbcyg of abolishing revolving funds and
ensuring all Government revenues flow directly tlgio the Government accounts. Revenue
formerly received through revolving funds is nowpaged over a number of different
classifications.

This category is boosted in the 2010/2011 forebgsTelecom Settlement Fees. This was
previously reported under the category of DomeRtixes on Goods and Services.

5.2.3 Capital Revenue

The $1.3 million for 2009/10 that was expected freeling of Government quarters was not
realized in the budget year. However, the Goverrneerstill proceeding with the sale of

selected Government quarters over the next yeae likely revenue from this revised sale
process is undetermined at this stage.

5.2.4 Grants

Grant funding is an integral component of most tigyMag country economies. The grant
funding reported in this section is not an exhaeslist of all grants received by the Kingdom
of Tonga. Rather the following section identifiessh funding routed through the
Government or provided as direct assistance t@tnernment in forms other than cash (in-
kind).

Tonga is forecast to receive total cash grantDitD2L1 of $84.4 million, which represents a
more than doubling of the estimated outturn of $3illion in 2009/10. The primary driver

of this increase is the $32.9 million of donor afsice pledged as Budget support to assist
Tonga cope with the residual impacts of the Gldxinomic Crisis and to assist Tonga move
forward with a range of priority projects. Thesejpcts include reducing Tonga’s reliance on
imported fuels and assisting with the transitiogteater democracy.

In addition to progressing priority projects, tmereased level of grant funding will ensure
that the Government is not required to cut baclessential public goods and services due to
the expected continued shortfalls in domestic raeen
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TABLE 12: SOURCE OF CASH GRANTS ($MILLION).

2006/07 2007/08 2008/09 2009/102010/11 | 2011/12 2012/13
Est B

Australia 14 1.1 7.0 5.7 8.6 9.9 11.5
European Union 3.5 1.1 2.2 5.4 3.1 0.3 -
New Zealand 7.6 4.1 7.7 3.4 14.6 9.2 7.6
China 7.5 0.1 - 6.1 0.3 - -
UN 0.6 0.5 0.6 0.4 2.4 1.5 1.3
WB/IDA 0.8 0.7 0.5 1.0 10.1 2.2 0.3
WHO 0.3 0.1 0.2 0.3 0.4 0.4 0.4
ADB 0.4 0.0 0.8 1.1 3.5 0.7 0.6
ADB Budget - - - 9.4 9.4 - -
Support
Unconfirmed 23.5 9.4
budget support
Other 0.6 1.0 1.6 4.7 8.5 0.7 0.0
Total 22.6 8.7 20.6 37.5 84.4 34.3 21.7

Source: Ministry of Finance & National Planning

The main sources of increased cash grant assistmackustralia, New Zealand, EU and the
World Bank.

Australia has stepped up their assistance to Témoga an estimated outturn for 2009/10 of
$5.6 million to $8.6 million in 2010/11 having skiph the Tonga Australia Partnership
Agreement between the two Governments with a faoudPublic Sector Reform, Health,
TVET and Infrastructure. Their assistance is fajgets such as the Health Support Program
($1.6 million), TVET with the Ministry of TrainingEmployment, Youth and Sports ($1.9
million), Public Sector Reform with the Customs [3ien, Ministry of Finance and the Public
Service Commission ($0.7 million). Lastly, supparprovided for infrastructure with funding
towards the Transport Sector Consolidation Praé&l million. The remaining $3.4 million

is targeted at smaller projects.

New Zealand has also increased its’ assistance &mmstimated outturn for 2009/10 of $3.4
million to $14.6 million in 2010/11. This assistanis mainly for the Tonga Education Sector
Support Project (TESP) ($6.9 million) as well asistance towards the outer islands ($3.6
million) and also the TVET program ($1.5 millionJhe remaining $2.6 million is being used

to fund a number of smaller projects.

World Bank assistance has increased from an estth@itturn for 2009/10 of $1.0 million to
$10.1 million in 2010/11. In particular, World Bafunding is directed at the recovery effort
in Niuatoputapu with the majority ($6.3 million) &ank funding being directed there. Also
under the Bank's current program funding is the ticomation of the Transport Sector
Consolidation Project ($2.4 million).

5.2.4.1 Major Uses of Cash and In-Kind Grants
The uses, and planned uses, for cash grants &vkoass:
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TABLE 13: USE OF CASH GRANTS- MAJOR PROJECTS ONLY ($MILLION).

Purpose Est. 2009/2010 2010/2011
Tonga Education Support Program (TESP) 3.9 8.9
NTT recovery project 0 7.1
Integrated Urban Dev Project 1.0 35
Transport Sector IDA Grant 04 3.5
(TVET) Support Program 0 3.4
Tonga Police Development Program 0.7 3.0
Outer Island development 0 3.0
CEC (Constitutional Electoral Commission) 1.2 1.5
Climate Change Enabling Activity 0.2 1.2
Health Support Program 0 1.0
Support to the Public Service Commission 0.3 0.8
Other 20.5 14.6
Total® 28.1 51.5
Budget Support 9.4 32.9
Grand Total 37.5 84.4

Source: Ministry of Finance & National Planning

Total donor in-kind grants are estimated at $44illian in 2009/2010. This is projected to
increase to $128.6 million in 2010/2011. Majorjpots that this funding will be devoted to
include:

TABLE 14: USE OF IN-KIND GRANTS - PROJECTS ABOVE $1 MILLION ONLY

($MILLION).
Purpose Est. 2009/2010 2010/2011
Otuanga'ofa- New Interisland ferry 0 25.0
Upgrading and Refurbishment of Vaiola Hospital 0 19.0
Tonga Energy Roadmap 0.4 9.6
Outer Island Solar Electrification 0 5.0
Transport Sector IDA Grant 0.3 4.9
Integrated Urban Dev Project 13 3.4
Development Scholarships AusAID 2.9 2.9
Development Scholarships NZAID 2.2 2.7
Food Security and Sustainable Livelihood Program 0 2.5
Health Support Program 0 2.5
Ajung Shubu- interim ferry 1.0 1.9
Tourism sector scoping study 0 1.5
Urban Planning TA 0 1.5
Fibre Optic Cable 0 1.5
WS- GGP 1.0 1.0
UNESCO 0 1.0
Other 35.0 42.7
Total 44.1 128.6

Source: Ministry of Finance & National Planning

* Total does not include Budget Support of $9.4 million in 2009/10 and $32.9 million in 2010/11.
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6 EXPENDITURE

6.1 Expenditure priorities

In early 2009 the Tonga Government approved itdoNat Strategic Planning Framework
which replaces the historical Strategic Developnidah (SDP) and other development series.
Rather than the broad and all inclusive approaei fier SDP8 and its predecessors, this new
planning framework focuses on a limited number ofiquely national or whole of
Government priorities, with action in supportingas through Ministries’ corporate plans.

Facilitate Community Development through strengtheimg local Government

The National Strategic Planning Framework is basedhe pre-requisite for all regions to
enjoy the same economic and social opportunities, &ith regional development itself

contributing to national prosperity. The Framewdoloks to build up economic activity

throughout Tonga by promoting skills, enterprised @nnovation everywhere. However,

beyond this, there may be a need for targeted maginterventions to promote more balanced
growth and social inclusion.

The Government will also move to set up and suplpcgl councils with the objective to give

communities a greater say in local and regionaletiggment. The Government intends to
devolve responsibility for community roading, conmity policing, and youth employment

schemes, etc to the village/district councils.

Support private sector growth through better engagment with Government,
appropriate incentives, and streamlining of rules ad regulations

Raising the long-term sustainable growth rate afigeds economy is a Government priority,
as it is only through economic growth that sustali@aoverty alleviation can be achieved.
Economic prosperity is only secured through therésfand contributions of a wide range of
individuals and bodies, working in an integrated arollaborative manner. Government
policy, commercial laws, regulations and creatingeavironment that facilitates investment
will be key factors that underpin private secta ggowth. The key economic sectors remain
as for SDP8; agriculture, fisheries, and tourism.

The National Economic Development Council (NEDC)svestablished as a response to the
national effort to support the economic developnaativities in Tonga. The main objective
of the NEDC is to “Stimulate economic growth byntie/ing and recommending to Cabinet
policy initiatives for a private sector led econdmyfo date the NEDC has been particularly
effective in the formulation of umbrella organiseis to facilitate greater cooperation between
Government and the private sector. The Governmimboga budget for the NEDC is $0.5
million.

Facilitate continuation of Constitutional Reform

The Kingdom of Tonga is undertaking a most histand fundamental Constitutional reform.

The Constitutional and Electoral Commission Act 2@3tablished a Commission to identify
issues and implement the reforms necessary to lissiath and ensure sustainable nation
building and the introduction of greater democrapyto and beyond the 2010 elections.
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As part of this reform Government will look at Lawustice, and Electoral reform,

International Treaties, National Security and Adstiation over the longer term reform

process. While these are separate programs, un@artite arrangements involving the

Tonga, Australian, and New Zealand Governmentsngemments have been set up to fund
joint initiatives progressing Constitutional Refgriilectoral Reform and the Tonga Police
Development Programme.

Maintain and develop infrastructure to improve the everyday lives of the people

The physical infrastructure of Tonga underpins ¢henpetitiveness of enterprises and high-
quality infrastructure is a pre-requisite for aithrg and successful economy. Government
will continue its program to strengthen and modagrinfrastructure to reduce business costs
and to facilitate market access.

The Government is developing a medium term Infuastre Development Plan, which
incorporates not only the projects within the cpublic service, but also the projects planned
by the SOEs. Having identified the project list thext step is to develop a prioritization
matrix to assist the Government in determining Wipeoojects should be supported and which
should not. Cabinet on an ongoing basis will revibe plan as new projects are proposed,
projects are completed, or existing projects dribphe list.

Highlights from the infrastructure plan undertakemate are:

e Core Government infrastructural projects identifidalough until 2015 total $359
million, while total SOE infrastructure projectsitified total $170 million;

» Of the core Government infrastructural projectsntdied $242.1 million (67%) for
which potential funding sources have been idewkifend

* Very few of the SOEs have identified funding soagrder their projects, although
some will be able to fund these through their owalabce sheets.

Increase performance of Technical Training Vocatioal Education & Training (TVET)
to meet the challenges of increasing skills and deleping services and infrastructure

Basic education and skills are crucial to any sggtfor growth and are the bedrock for the
foundation of a competitive economy. It is therefamportant that basic education be
maintained at a high level. To ensure that stigdenterge from compulsory education with

the requisite basic skills the Government has ss®d the years of compulsory education to
now cover between the ages of 5 years to 18 yé&drs.Government is still working out some

of the practical issues in how to deliver on thasnenitment.

Years of education alone do not guarantee learniAgskills and learning strategy must
embrace the full range of skills, including baskils of literacy and numeracy for all; the
skills required of employees, managers and entnepirs; and the skills of our academic
community.

A joint 5 year program between the Tongan, Ausiraliand New Zealand Governments is
being designed to support technical and vocatiamaining in Tonga. The Tongan
Government sees the initial focus of the progranthert'strengthening of the capacity of local
suppliers to deliver internationally recognized aedificated courses’.
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To achieve this end the Government is working ues that both the necessary resources are
provided and that standards are set and maintain@d. the latter end the National
Qualification and Accreditation Board was estaldshin 2008/09 and is functioning more
fully to ensure the quality of qualifications out BVET, tertiary and secondary institutions.
To ensure that the necessary resources are prothée@overnment started making $1,200
grants per student in the 2009/10 financial yedhese grants go to all non-Government
tertiary institutions, including TVET institutionsThis will continue into the future and are in
addition to grants to non-Government secondarytutsins.

Improve the health of the people by minimizing theincidence of Non-Communicable
Diseases (NCDs)

Tonga’s population has a relatively high standdrbealth. Advances in the health indicators
testify to Tonga’s effective primary health cardivday, public health infrastructure and the

importance of comprehensive antenatal and postoatal immunization, water and sanitation
and waste disposal programmes. Infectious and mastmunicable diseases are under
control. However, like most other Pacific islandtioas, the increased prevalence of non-
communicable diseases such as sugar diabetes t@®da@ major problem. Because of the
chronic nature of NCDs, the burden they imposehengdatient, their family and the health

system is long term.

NCDs are responsible for four of the five most camnncauses of mortality. In addition they
are a major cause of morbidity particularly fronalsktes, heart disease, CVA (stroke) and
lung diseases.

In 2007 the Tonga Health Promotion Foundation A@swpassed. This provided the
provisions for Tonga Health — an independent stayubody to provide funding for NCDs
activities addressing Physical Activity, Tobaccon@ol and Healthy Eating programmes.
Funding for Tonga Health is from Government andatsrwith AusAID providing a major

portion of the initial funding of $7 million.

Integrate environmental sustainability and climate change into all planning and
executing of programs

The Tonga Governmendkes seriously the responsibility of preservingftdure generations
the economic opportunities and environmental resesurthat we enjoy today. The
Government is committed to integrating the prinegpbf sustainable development into all of
its policies. There is a need to use resources eftioeently, reduce energy consumption, and
develop renewable sources of energy.

The Kingdom’s vulnerability to oil price shocks liging dealt with by Government with a
new initiative in conjunction with our developmepdrtners, the “Energy Road Map 2010-
2020". The Energy Road Map will be a planned, paogned approach, collectively funded
by Government and its development partners, progidor implementation of Renewable
Energy sources of electricity generation. This plaoludes accessibility to grid power
electricity through hybrid systems in places thatrently are not serviced, such as the Niuas
and remote islands of Ha’apai and Vava'u.

The creation of a separate Ministry for the Envinemt & Climate Change also recognises
the impact and importance of climate change and3treernment’s need to be proactive in
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addressing the causes and consequences of clifmatges It is highly likely that climate
change will be one of the biggest challenges tloaiga faces in the future.

6.2 Current Expenditure

The Government’s overall expenditure and net lemds provided in the table below.
Government’s recurrent expenditure has been relgtaonstrained from 2006/07 to 2009/10.
In real terms it has declined.

Donor support will enable total expenditure and leatling to increase to $205.6 million in

2010/11. This considerable increase in expenditigkie to a significant increase in donor
project funded expenditure (that is total donorpsup of $51.5 million excluding budget

support of $32.9 million). This has increased fagdor donor projects from approximately
$30 million in 2009/10 to $51 million in 2010/11.

The sizeable reduction in the purchase of goodssandces between 2008/09 (from $62.5
million to $53.3 million in 2009/10) was due to th@moval of one off expenditures like the
Coronation, the transfer of maintenance of roadyfam from local funding to donor funding

and the reduction of Government tax expenditure.

TABLE 15: EXPENDITURES & NET LENDING ($MILLION).

2009/10 2010/11
2008/09 (p)  Budget  2009/10 (p)  Budget 2011/12 2012/13
Expenditure and lending minus repayments 192.7 202.7 180.0 205.6 162.2 162.1
Expenditur: 185.% 203.4 180.¢ 206.2 162.f 162.2
Current expenditure 167.5 191.6 166.8 186.5 153.3 153.0
Wages and salaries 76.4 77.4 82.1 81.8 76.4 75.3
Employer contributions 5.2 10.3 7.2 8.8 8.6 9.6
Other purchases of goods and services 62.5 78.4 52.5 74.1 55.7 50.5
Interest paymen 5.2 5.7 5.7 7.C 0.2 0.1
Additional expenditures - - - - - -
Subsidies and other current transfers 18.2 19.8 19.2 14.8 12.4 17.5
Subsidies to non-financial public enterprises 0.0 0.1 - - - -
Subsidies to financial institutions 1.0 0.1 - 0.0 0.0 0.0
Subsidies to other enterprises 2.1 3.2 1.3 15 0.5 0.9
Transfers to non-profit institutions 7.9 9.1 9.8 5.1 5.8 6.8
Transfers to households 6.2 6.5 7.0 6.1 4.0 5.2
Transfers abrosz 1.C 0. 1.C 2.C 2.2 4.€
Capital expenditure 17.¢ 11.¢ 14.1 19.7 9.2 9.2
Acquisition of fixed capital assets 16.6 11.3 13.8 194 8.7 8.9
Purchases of land and intangible assets 0.1 0.0 0.1 0.1 0.0 0.0
Capital transfel 1.1 0.4 0.2 0.2 0.4 0.2
Lending minus repayment: 7.4 (0.6) (0.9 (0.6) (0.3) (0.1)
To non-financial public enterprises (net) 6.8 (0.2) 0.5 (0.2) 0.2 0.4
To financial institutions (net) 0.6 (0.5) (1.4) (0.5) (0.5) (0.5)
Abroac - - - - - -

Source: Ministry of Finance & National Planning

6.2.1 Wages & Salaries

Real Government expenditure on salaries has beeimidg (based on average inflation of
8% per annum).As a component of the salaries and wages revievethe entitlements of
civil servants have been revised to bring themine Wwith developed countries. Tonga has
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always had the most generous leave entitlemerttseifacific. Also the system of automatic
annual increments has been reviewed and a policgdunced that no more than 40% of
ministry personnel may be awarded increments (basgukrformance) in any one year.

TABLE 16: WAGES & SALARIES ($MILLION)

2006/07 2007/08| 2008/0 2009/10 Est 2010/11
B
Govt Donor Govt Donor
Fund Fund Fund Fund
Salaries 56.6 58.4 61.3 69.1 1.8 69.5 0
Overtime & 5.7 53 10.1 6.2 0.4 6.0 0.0
Allowances
Wages 3.6 3.4 3.6 2.6 0.0 1.8 0.0
District & Town - - 1.2 1.0 - 1.2 -
Officers
Others 14.2 3.0 0.2 1.1 - 3.0 -
Total 80.1 70.1 76.4 80.0 2.1 81.5 0.3

Source: Ministry of Finance & National Plan

The new leave policy which drastically reduces titients will see significant efficiency
gains in many ministries. A review of structuresd druman resources is being conducted
ministry by ministry and the anticipated outcomenirthis will be a decline in civil service
numbers over the medium term.

6.2.2 Employer Contributions

Employer contributions represent deductions frong fma compulsory contributions in the
Retirement Fund. Historically, at the time of iteation the Government, with the consent of
the Retirement Fund, only transferred part of tatue of compulsory contributions to the
Retirement Fund Board. This has left the Goverrtmaéth a debt of around $16 million to
the Retirement Fund Board. The Government pagsdst on this outstanding commitment.

The 2009/10 increase in interest payments refl@otgernments increase in contribution from
7.5% of salaries to 10%.

6.2.3 Purchases of Goods & Services

Purchases of goods and services have increasadjthto 2008/9 in line with Government’s
policy of shifting expenditures away from salariemd wages to other operational
expendituresThe reduction in 2009/10 is the result of action to reduce the deficit.

The most significant increases in purchases in gaodl services for 2010/11 are a direct
reflection of the increased donor funds being meadelable to Tonga as part of the assistance
to allow Tonga to mitigate the impacts of the glas@nomic crisis.

The two areas in which the greatest declines ireedjpure are forecast are in funding for
travel due to tighter restrictions that are to teced on public servants travel, and forecast
declines in the cost of utilities due to lower mmi@ional oil prices than in previous years.
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TABLE 17: PURCHASES OF GOODS & SERVICES ($MILLION)

2006/07 | 2007/08 | 2008/09 2009/10 Revised 2010/11 Budget
Govt Donor Govt Donor
Fund Fund Fund Fund
Consultants & technical 1.5 1.3 1.4 1.3 0.0 1.0 0.0
assistance
Maintenance of roads, 1.9 2.4 4.9 1.9 - 2.2 8.9
runways & buildings
Travel 51 6.5 6.5 4.7 0.2 3.2 0.3
Utility 2.9 3.1 4.1 3.2 0.0 2.8 0.0
Medical drugs - 1.7 2.2 1.3 - 2.7 -
Rations 1.4 1.7 1.8 1.1 - 1.7 -
Rental 1.0 1.0 2.0 1.5 0.0 1.7 0.0
Training 0.5 0.5 0.8 0.1 0.7 0.2 1.1
Specialised Printing 0.3 0.6 0.5 0.1 - 1.4 -
Curriculum - - 0.0 - - - 1.3
Development
Fuel 2.6 2.3 2.7 1.7 0.1 1.6 0.1
Royal Land Commission - - - 1.0 - 1.0 -
Contingency - 1.0 1.6 0.0 - 6.7 -
Other 32.6 35.3 33.9 24.4 9.1 13.0 23.3
Total 49.9 57.5 62.5 42.5 10.1 39.1 35.0

Source: Ministry of Finance & National Plan

6.2.4 Interest payments

Interest payments rise from $5.2m in 2008/09 t®&7in 2010/11 as payments associated
with the increased drawdown of the Chinese Recocisbn loan and the National Roads
Development loan are made. Both loans have a 5graae period with regards to principal
payments, meaning that overall debt servicing cagitanaterially increase at the end of the
grace period.

6.2.5 Subsidies & Transfers

This section outlines the Government’s operationaaf expenditure or subsidies. These tax
relief mechanisms are intended to achieve econosoical and infrastructure development
objectives.

TABLE 18: PURPOSE OF SUBSIDIES & TRANSFERS ($MILLIO N).

2006/07 | 2007/08 2008/09 2009/10 Revised 2010/11 Budget
Govt Donor Govt Donor
Fund Fund Fund Fund
Subsidies 7.1 6.8 6.3 4.6 4.1 4.0 0.2
Pensions & 54 5.3 57 6.2 - 5.3 -
Gratuities
NEDC - - 0.7 0.5 0.5 0.5 0.5
Scholarships 1.3 1.2 1.3 0.7 - 0.7 -
Other 57 3.9 4.1 2.6 0.0 35 -
Total 19.5 17.2 18.1 14.6 4.6 14.0 0.7

Source: Ministry of Finance & National Planning
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The total tax expenditure for subsidies and trasdfier the financial year 2009/10 was $19.2
million. The largest single subsidy in 2009/10 wdee $8.7 million fuel concession
Government provides for the commercial fishing stdy, for electricity generation, and for
street lighting.

This increase in the total tax concession from 2®7to 2008/09 was predominantly
attributable to the increased cost of subsidizimg uring the international increase in oil
prices. This cost is projected to decrease to $dllibn in 2010/11.

6.3 Capital Expenditure

The total capital expenditure for the 2010/11 buidgeestimated at $19.7 million. This
returns capital expenditure to 2008/09 levels affter cutbacks required by the decline in
Government revenue in 2009/10.

Approximately half of the new capital expenditurgl Wwe invested in the construction of new
plant and buildings.

TABLE 19: CAPITAL EXPENDITURE ($MILLION).

2006/07 | 2007/08 2008/09 2009/10 Est 2010/11 B
Govt Donor Govt Donor
Fund Fund Fund Fund
New Buildings 3.0 1.5 6.5 1.2 7.5 0.3 9.3
Renovations 0.4 0.1 3.0 0.7 1.0 0.0 2.3
Machinery & 0.4 0.2 2.6 0.4 2.2 0.1 2.2
equipment
Vehicles 1.0 0.3 1.7 0.6 0.2 0.3 0.0
Other 0.2 - 2.8 0.3 0.1 35 1.7
Total in Budget 5.0 2.1 16.6 3.2 11.0 4.2 15.5

Source: Ministry of Finance & National Planning
6.4 Current Expenditure by Functional Classification

TABLE 20: EXPENDITURE BY FUNCTION OF GOVERNMENT (T$ MILLION)

Description 2009/10 % 2010/11 % 2011712 % 2012/13 %
Revised Budget Budget Budget
General public services 74.7 0.4 83.9 0.5 72.7 0.5 80.8 0.5
Defence 7.9 0.0 6.6 0.0 6.2 0.0 6.2 0.0
Public order and safety 14.5 0.1 12.8 0.1 12.0 0.1 12.0 0.1
Economic affairs 18.9 0.1 15.0 0.1 14.8 0.1 148 1 0.
Environmental - 0.1 0.6 0.0 0.6 0.0 0.6 0.0
Protection
Health 21.8 0.1 22.5 0.1 21.8 0.1 21.8 0.1
Education 28.4 0.2 29.2 0.2 28.4 0.2 28.4 0.2
Total 166.1 1.0 170.6 1.0 156.4 1.0 1645 1.0

Source: Ministry of Finance & National Planning
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Table 20 reflects the cost of running the Governmeth an average of 44% goes to General
public services.

The Government is committed to monitoring actuati@et shares against National Strategic
Planning Framework priorities and reporting achmegat against these in the following year’s
Budget Statement. Note that the above allocatéwasndicative only and will change once

unconfirmed donor support currently allocated EcoiwoAffairs sub-category is allocated to

NSPF and other Government priorities.

7. FINANCING TRANSACTIONS FOR 2010/11

Net financing transactions measure the manner iichwthe overall fiscal budget deficit is
financed, or a budget surplus is utilized. TableoRtlines the financing transactions of the
2010/11 Budget.

As highlighted earlier, the overall fiscal balarfoe 2010/11 is an anticipated deficit of $12.1
million. Budget support of $23.5 million is shows #nancing transaction.

TABLE 21: ESTIMATED FINANCING TRANSACTIONS ($MILLIO N).

2008/09 2009/10 2009/10 2010/11
actual Budget Revised Budget 2011/12 2012/13
Total Financing (16.2) (17.4) 3.6 12.1 35. (15.3
External financing (4.8) (12.3) (4.4) (7.8) (1p.7 (13.3
Disbursements - - - - - .
Repayments 4.8 12.3 4.4 7.8 12.7 13.
Domestic Financing (11.4) (5.1) 8.0 19.9 7.4 (2.0
Bonds Issued / Domestic Loan 8.8 7.0 14.6 34 3.0 15
Principal Repayment of Matured
Bonds/Loan (7.0) (7.0) (6.9) (7.0) .@b (9.5
Donor Funding 23.5 9.4
unconfirmed budget support - - 23.5 9.4
Net Changes in Government Cash (13.2) (5.1) 0.3 - -

Source: Ministry of Finance & National Planning

8. PUBLIC DEBT#

8.1

Total Public Debt

The total book value of public debt is estimatedéd$283.4 million or 41% of GDP ($698.9
million). With the inclusion of undisbursed loarise total public debt in Net Present Value

* This section covers the estimated position of Government Debt as at 30 June 2010.
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(NPV) terms is estimated to be $390 million or 85.8f GDP, comprising of external debt
of $359 million (51.4%) and domestic debt of $31liom (4.4%).

TABLE 22: TOTAL PUBLIC DEBT ($MILLION).

DISBURSED OUTSTANDING DEBT ($m) Jun-09 Jun-10
External 202.5 253.9
Domestic 22.5 29.5
Total public debt 225.0 283.4
Guaranteed 9.5 16.3
On lent 23.1 23.1

Source: Ministry of Finance & National Planning

8.2 External Creditors

Outstanding external loans are estimated at $258l@n (or 36% of GDP). The significant
increase in external debt is due to the disbursesy@nthe Reconstruction and Roads projects
from the EXIM Bank (China). The main creditors loains are the EXIM Bank (China)
account for 43% ($108 million) and loans to ADB @t for 32% ($81 million).

TABLE 23: PUBLIC DEBT BY SOURCE ($MILLION).

CREDITOR Jun-09 Jun-10
ADB 88.1 80.7
IDA 43.9 45.2
IFAD 115 10.4
EIB 1.0 0.8
Westpac — NZ - 1.7
Multilateral Sub Total 144.5 138.8
Bank of China 7.4 7.1
EXIM Bank 50.6 108.0
Bilateral Sub Total 58.0 115.1
TOTAL 202.5 253.9

Source: Ministry of Finance & National Planning

8.3 Currency of Tonga’s External Public Debt

The main currency of Tonga’s external debt is “Sgebrawing Rights” which account for
54% ($136 million) of the outstanding loans and @ténese Yuan which accounts for 45%
($115 million).

> GDP = T$698.88m (2009/10)

53



Budget Statements for Year Ending 30th June 2011
Paper 2: Fiscal Analysis & Outlook

TABLE 24: PUBLIC DEBT BY CURRENCY ($MILLION).

CURRENCY COMPQOSITION Jun-09 Jun-10
Special Drawing Rights (SDR) 143.5 136.3
Euro (EUR) 1 0.8
Chinese Yuan (CNY) 58 115.1
New Zealand Dollar (NZL - 1.7
Total EXTERNAL (DOD) 202.5 253.9

Source: Ministry of Finance & National Planning

8.4 Outstanding Loans and Loan Guarantee

Outstanding domestic loans (bonds on issue) amnasd at $29 million (at 4% of GDP).
Two new bonds were issued for budget support ($omin October 2009 and $3 million in
January 2010). The majority of bonds 68% or $2Mianiare held by financial institutions.
There are no domestic loan repayment arrears.

Outstanding guaranteed loaar® estimated at $17 million (2% of GDP). The niamrower
is Tonga Power Ltd at 97% ($16 million). There ao guaranteed loan repayment arrears.

TABLE 25: ON LENT LOANS BY BORROWER ($MILLION)

BORROWER Jun-09 Jun-10
TDB 0.1 -
Squash Facility 9 -
Janfull (WBOT) 0.5 0.4
TPL (WBOT) - 16.2
Total by borrower 9.6 16.6

Source: Ministry of Finance & National Planning

Outstanding onlent loarare estimated at $23 million (3% of GDP). The mBorrower is
Janfull Hotel Ltd. (EXIM loan) at 47% ($11 million)The onlent loan repayment arrears is
estimated at $10m, with the main creditors Seg&armillion) and Janfull Hotel Ltd. ($4
million).

TABLE 26: ON LENT LOANS BY BORROWER ($MILLION).

BORROWER Jun-09 Jun-10
TDB 4.7 4.3
TCC 2 1.6
Seastar 3.7 3.7
Janfull 11.2 10.8
Ports Authority 1.5 0.8
Tongatapu Market Ltd. - 1.9
Total ONLENT 23.1 23.1

Source: Ministry of Finance & National Planning

8.5 Total Debt Service - external and domestic (TDS )

The need to service Tonga’s outstanding debt witistme an increasing share of GDP from
2013/14, due to the principal repayments beginfiargboth the Reconstruction and Roads
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Project/s (EXIM). At this time annual external dskrvicing obligations will increase by $9
million or around 1.2% of the projected GDP. Thes®easing debt obligations will reduce
funding available for other priorities. Allowancer fthis increase in future debt servicing costs
should begin as soon as possible to reduce the&k gboGovernment finances in 2013/14,
including the need to establish alternate revermecss, increase taxes or reduce current
expenditure levels.

The external debt service projections are basetheratest available TOP/FC rates at hand
and do not take into account any future appreciaticthe borrowing currencies.

The domestic debt service includes projected batidovers (principal) on maturity at an
average of 5 years duration and (interest) foll tadads on issue based on an interest rate of
6.7% (weighted average interest per annum).

FIGURE 1: PROJECTED TOTAL PUBLIC DEBT SERVICE.

PROJECTED
Total Public Debt Service (TOPm)
FY 2010/11 - 2019/20

30.00

20.00

10.00

0.00
10/11 11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19 19/20

M external M domestic

Source: Ministry of Finance & National Planning

8.6 Debt Sustainability Targets
The Sustainable Debt Policy for Tongan SovereigimtDapproved in May 2009, sets the
Government’s debt objective as the maintenanceowéreign debt within levels that are
sustainable over time. To quantify this objectiggplicit debt targets were set based on the
IMF’s sustainable debt indicators. The targetsmaoglified to reflect the unique aspects of the
Tongan economy, namely the low formal export baskthe large remittance flows.
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TABLE 27: OVERVIEW OF PUBLIC D EBT ($MILLION).

2009/10
Total public disbursed outstanding debt 283.3
External disbursed outstanding debt 253.9
Domestic disbursed outstanding debt 29.5
Total debt service 26.4
GDP (nominal) (million) $698.9
Remittances $145.3
Exports of goods & services (IMF est.) $87.65
Recurrent Revenue (million) $154.1
Grants (cash) (million) $39.5
Real growth rate % p.a. -1.2%
GDP deflator/inflation rate (% p.a.) 2.0%

Source: Ministry of Finance & National Planning

The following Bbles compare thGovernment of Tonga'slebt targets to the actual dt

position, as at 30 June 2010. These show that B¥-of-external debt to GDP ratio is 51

and the debt to exports ratio is 136%, both whigbeed theGovernmeris targets. The
exceeding of the Governméntargets is deliberate, and represents the additiborrowing

undertaken response to fund the fiscal stimuluskage This package is intended

minimise the impact of the global economic crigisT@mnga

FIGURE 2: FORECAST OF NPV OF DEBT TO GDP.

MNPV of Government Debt to GDP {target = 40}
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Source: Ministry of Finance & National Planning

TABLE 28: ACTUAL PUBLIC DEBT V ERSUS GOVERNMENT TARGETS

GOVT TARGET Actual — June 201(
External Public Debt Indicators (%) (%)
NPV of external debt
Total debt as a % of GDP 40 51.¢
Total debt as a % of expoffiscluding remittance: 100 135.7
Debt Service
Total debt as a % of revenues 200 236.]
Interest as a % of expoifimcluding remittance: 15 10.C
Interest as a % of revenues 25 13.t

Source: Ministry of Finance & National Planning
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8.7 Overview of Sustainable Debt Position

Based on the Government of Tonga’s debt sustaibhalidrgets, at June 2010 and going
forward, Tonga is exceeding most of the IMF recomdeegl thresholds and also the modified
targets chosen to reflect Tonga’s special circunt&s. Exceeding these targets indicates that
Tonga is at high risk of not being able to maintagna sustainable debt level. Any further
borrowing therefore risks pushing Tonga into furtiebt distress and the possibility of Tonga
requiring a foreign bail-out. It is therefore reamended that new financial assistance be
sought in the form of grants or highly concessiolzans only. This will preserve any
remaining debt headroom for dealing with potentradis situations.

9. GOVERNMENT FINANCIAL STATISTIC (GFS)

The GFS presentation records separately ‘below lithe2 those receipts and payments
transactions, such as those associated with raisingepaying loans, that are primarily
associated with the actions necessary to finarsteogfall in Government revenues. It also
records inflows to Government associated with #ayment of loans as net lending rather
than revenue. The estimates of receipts and pagnmeiihe appropriation bill are predicated
on the cash basis of accounfingThis GFS presentation is to ensure that monéggally
spent on the purpose for which it was provided atldws international comparisons
independently of Tongan administrative structures.

Tables 29 and 30 present reconciliation betweercdisé inflow estimates as detailed in the
“Program Budget Estimates 2010/11" document ande#itenates of revenues (inflows) and
expenditures (outflows), classified on a GFS basgjiscussed in the preceding sections.

TABLE 29: RECONCILIATION BETWEEN CASH INFLOWS TO TH E GOVERNMENT OF
TONGA FUND AND REVENUES AS PER THE BUDGET STATEMENTS.

Inflows to the Government of Tonga Fund 137,700,001
Plus Inflows to other Func
Local Community 0
Donor Cash Aid 84,364,744 84,364,744
Grant project 51,464,743.5
Grant Budget support 32,900,000.0
confirmed budget support 9,400,000.0
unconfirmed budget support/Deficit 23,500,000.0
Total Inflows(as per Program Estimates) 222,064,745
Less Inflows classified as offsets to expendit
Repayments of net lending 1,706,400
Less Inflows classified as financing transactions
External Financing 0
Domestic Financir 3,360,001
unconfirmed budget support/Deficit 23,500,000.0 26,860,00
Total Revenue: (as per GFS Presentation) 193,498,34

Source: Ministry of Finance & National Planning

®That is funding flow into and out of the Kingdom’s bank accounts, excluding loan disbursement to contractors
and not through the Government.

57



Budget Statements for Year Ending 30th June 2011
Paper 2: Fiscal Analysis & Outlook

TABLE 30: RECONCILIATION BETWEEN APPROPRIATIONS OF THE GOVERNMENT
OF TONGA FUND AND EXPENDITURE AS PER THE BUDGET STATEMENTS.

Outflows from the Government of Tonga Fund 170,599,999
Plus Outflows from other func
Local Community 0
Donor Cash Aid 51,464,744 51,464,744
Total Outflows (as per Program Estimates) 222,064,742
Less Outflows classified as offsets to expenditure
Repayments of net lending 1,706,400
Less Outflows classified as financing transacti
External Financing 7,830,483
Domestic Financing 6,960,000 14,790,483
Total Expenditures (as per GFS Presentation) 205,567,85

Source: Ministry of Finance & National Planning

Table 31 provides a breakdown of funds from allrses estimated to be collected by the
various Ministries and Departments during the 2010ihancial year.

TABLE 31: GOVERNMENT FUND AND CASH GRANTS ALLOCATIO N BY MINISTRY.

2009/10 2010/11

Code Ministry Revised %  Budget %
01 Palace Office 5.1 2.6% 5.3 2.4%
02 Legislative Assembly 3.9 2.0% 3.5 1.6%
03 Audit Office 0.9 0.4% 0.8 0.4%
04 Commissioner of Public Relations 0.1 0.1% 0.1 0.1%
05 Ministry of Foreign Affairs 9.6 5.0% 8.0 3.6%
06 Tonga Defence Services 8.3 4.3% 6.6 3.0%
07 Prime Minister's Office 9.0 4.6% 11.0 5.0%
08 Ministry of Finance & National Planning 51.326.5% 54.8 24.7%
09 Revenue Services Department 4.5 2.3% 4.6 2.1%
10 Mnistry of Public Enterprises 0.4 0.2% 0.5 0.2%
11 Ministry of Communication and Information 0.7 0.4% 0.6 0.3%
12 Ministry of Justice 2.6 1.3% 2.3 1.0%
13 Crown Law Department 1.8 0.9% 1.3 0.6%
14 Ministry of Police, Prisons & Fire Services 10.9 5.6% 12.3 5.5%
15 Ministry of Health 23.2 12.0% 246 11.1%
16 Ministry of Education, Women's Affairs & Culture 135 16.3% 36.5 16.4%
17 Ministry of Training, Employment, Youth & Sports .63  1.9% 6.5 2.9%
18 Ministry of Tourism 1.6 0.8% 1.8 0.8%
19 Ministry of Labour,Commerce and Industries 2.8 1.4% 3.0 1.3%
20 Ministry of Agriculture, Food, Forests & Fishesie 109 5.6% 5.3 2.4%
21 Ministry of Works 4.3 2.2% 189 85%
22 Ministry of Transport 3.6 1.9% 9.1 4.1%
23 Ministry of Lands, Survey, Natural Resources 2.91.5% 2.0 0.9%
24 Ministry of Environment and Climate Change 0.4 0.2% 2.7 1.2%

Grand Total 193.¢ 100.0% 222.1 100.0%

Source: Ministry of Finance & National Planning
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1. REGIONAL & RURAL DEVELOPMENT CHALLENGES

Whilst government remains focus towards its comraiitto regional and rural development,
it is important to note from the outset that fodly (najor events had affected progress towards
development in this sector over the course of 0@92.0 budget year. These were:

(i) The global financial and economic crisis which h#fected each and every member of
Tonga'’s population but the hardest hit was the poarthe vulnerable in the rural areas
and outer islands. These had been in the formedifced remittances and slow-down
of tourism receipts particularly for handicraftsvesll as tourist resorts.

(i) The sinking of the MV Princess Ashika in August 200ith the lost of 74 lives was a
hard hit disaster for the people of Tonga partidylahose of the outer islands
especially Ha’'apai, Vava'u and Tongatapu. The desabas affected all levels of
society including individuals, families, churchggvernment, and civil organisations.
It will take a long time, especially those familigsit were directly affected, to get over
the effects of this huge loss.

(i) The tsunami of September 2009 was a major sethackhé island of Niuatoputapu
which led to the lost of nine (9) lives and the tdegion of social infrastructure
including private houses and government infrastmecin the island; and

(iv) Cyclone Renee which hit Tonga in March 2010 whiffected the whole of Tonga
including the outer islands. Damages were largethe agricultural sector particularly
fruit trees but also root crops to a lesser extdiitere were also infrastructure damages
in the outer islands.

2. REGIONAL & RURAL DEVELOPMENT POLICIES

Despite the setbacks caused by the crises andaisas mentioned above, government still
remains focused on community development as setrnotite National Strategic Planning

Framework for the next 5 to 10 years. This isuport of the national vision of creating a
society in which all Tongans enjoy higher livingastlards and a better quality of life.

Regional and rural development policies thereftiteremain to be:

» facilitating community development by involving ttist/village communities in meeting
their service needs;

> need for targeted regional interventions to promuoiere balanced growth and social
inclusion;

» encouraging economic dynamism throughout Tongalwsimuld improve both the size of
the national economy and the relative distributminregional shares in wealth and
employment creation; and

» move towards fundamental change in the governangetgres for outer islands by setting

up and supporting village districts and councilshvthe objective to give communities a
greater say in local and regional development.
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3. REGIONAL & RURAL DEVELOPMENT ACHIEVEMENTS

Achievements during the 2009/10 budget year in seofthe policy focus and regional and
rural development programs included the following:-

The progress on political reform where there wdl &n increase of elected Members of
Parliament representing the people to seventeenaffiafether comprising ten (10) from
Tongatapu, three (3) from Vava'u, two (2) from Hzeg one (1) from ‘Eua, and one (1)
from the Niua group. The greater number of pobins to be elected from smaller divisions
will allow the voice of each community to be betteard at the Parliamentary level.

The establishment of Village Community Councils isegyed under the Incorporated
Society in the Ministry of Labour, Commerce & Inthiss which included village councils
in Fanganonu, Ha’alalo, Lapaha, Veitongo, and Nukun

The establishment of 7 District Centres for Disgtremd Town Officers throughout
Tongatapu with funds from the 2009/10 local budgéhese included centres at
Kolomotu’a, Kolofo’'ou, Vaini, Lapaha, Tatakamotongdukunuku, and Kolovai. The
centres are fully equipped and are currently besegd by district and town officers.

The recent approval by the Commonwealth Secretapifat support towards the
establishment of a Town Council for Nuku’alofa.

The recent recruitment of local consultants totstia® work on the formulation of the
Ha’apai Master Plan to guide the development ferHla’apai Group.

The implementation of the Tonga Community Developirécheme (TCDS) funded by
AusAID but managed by Ministry of Finance & Natibifdanning. More than 30 projects
were implemented throughout Tongatapu most of whiehe income generating activities
ranging from small scale farming to handicraft nmakiand water projects. A total
allocation of approximately $1.5 million was appedvor these projects.

The implementation of the Grant for Grassroot RitsjGGP) funded by Japan but also
managed by the Ministry of Finance & National Plagn A total of 11projects altogether

were implemented most of which were upgrading ofewaupply systems in Tongatapu,
Ha'apai and Vava'u. A total of $1.5 million werpent on these projects.

The implementation of the community developmentiatives funded by the NZAID
Community Development Fund which focussed on trgnand community awareness
programs. A total of $293,000 were spent on tipesgcts.

The commencement of a Pacific Adaptation Climatar@e (PACC) initiative funded by
UNDP/SPREP which focuses on the Hihifo Water Suggygtem. A total of $750,000 is
allocated for this project and will run into 2010/1

The recruitment of a Project Manager for the carcsiton of the Foa Causeway funded by
the Federal Republic of Germany.

The implementation of the immediate relief workNatiatoputapu following the tsunami
that hit the island in September 2009. This waarfaed from the Niua Development Fund
allocated from the local budget as well as assistdiom donor communities.
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* The establishment of the Project Management Uaiffest by a Project Manager and two
supporting staff funded by the World Bank to managel coordinate the long term
reconstruction for Niuatoputapu through the Tsun&miergency Recovery Management
Project (TERMP).

* The financial pledges towards the recovery of Nipatapu after the damages that were
caused by the tsunami. These include, inter assistance from World Bank, EU,
Australia, New Zealand, UNDP, Japan and FAO.

 The continuation of Regional Development Committdes guide and oversee the
development of each respective island of Ha'ajiaia, Vava'u, and the Niuas.

4. REGIONAL AND RURAL DEVELOPMENT PROGRAMS

Regional and Rural Development Programs for 2016/(idget period are indicated in Table 1
below which consists of the following:-

() Japan Grant Assistance to Grassroots Project (GGP)
The GGP focuses on providing assistance to thesgrais level in areas of primary health
care, primary education, poverty relief, public f&et, and environment. Current discussions
are conducted with the Japanese authorities regatteir wish to broaden the scope of the
GGP program to other areas such as sanitationnandhie generating activities. Over a million
Pa’anga worth of projects is implemented every yealer the GGP.

(i) Community Development Fund (CDF) by NZAID
As of December 2009, the management of New Zeaa@dmmunity Development Fund has
been transferred from NZAID to Mainstreaming of &ubevelopment Innovation (MORDI)
in Tonga known as MORDI Tonga Trust. The key olyest of MORDI Tonga is to
strengthen the capacity of target communities #m @nd manage their development needs;
increase employment and sustainable livelihood dppities, especially youth and women;
share learning experiences from best practices imnovations; and establish sustainable
processes that enable remote rural communitigakanlith planning processes. An allocation
of T$479,000 has been allocated from the NZAIDtbilal program to MORDI Tonga to fund
their activities covering the period 1 December2@® 31 December 2010. NZAID has also
tentatively allocated a similar amount for the niswd years.

(iiiy 10™ EDF ACP-EU Water Facility
The principle objective of this Facility is to pide water and basic sanitation to the poor
especially those in the rural areas, and to impneager management governance in ACP
countries thus leading to improvements in healtlucation, & social-economic development.
An amount of 200 million euro under the™&DF was approved at the end of 2009 to be
allocated to this facility for ACP countries.

The Ministry of Health and the Tonga Water Boarel &porking on a proposal for Tonga to be
considered under this facility which should ben#f& poor and the vulnerable groups in rural
areas and outer islands.

(iv)  UNDP/SPREP Pacific Adaptation Climate Change (PACC) Project
The PACC is an UNDP/SPREP initiative and it is &sed on the Hihifo Water Supply
System. The project is in two phases. One is geguor a vulnerability assessment of the
underground water situation in the Hihifo distrfEb’ui to Ha’atafu), and the second phase is
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designing of appropriate projects to be implememetis area. The Ministry of Environment
and Climate Change is the focal point for thisiatite and an amount of $750,000 has been
allocated to the PACC project. This project hasmmenced but will run into the 2010/11
period.

(v) Assistance from Government of Germany
Funds have been identified as a result of an agreelmy the Government of Germany to
cancel the remaining loan repayments for the Olaaid the Fuakavenga and for these funds
to be allocated to the upgrading of the Foa Caugeéw&la’apai. A total of $3.2 million has
been allocated in the 2010/11 local budget for phigose.

(vi) Assistance towards the Tsunami Emergency Recovery Management Project

(TERMP)

Various donors have pledged assistance towardJERMP following the tsunami that hit
Niuatoputapu (NTT) last year. These include therld/®&ank with $7.5 milion for private
houses, EU with $2.4 million for health facilitiddZAID with $1.7 for classrooms, Japan with
assistance towards water supply systems, and UNDRP $600,000 towards livelihood

activities and disaster management and planningst Mf these funds will be received during
the 2010/11 fiscal year. Annex A provides moreiiet

(vii)  Tonga Community Development Scheme by Australia
It should be noted in this section that the newrfeaship Agreement with Australia focuses on
the public sector; health (NCDs); technical andatmmnal education and training (TVET); and
infrastructure. As such, the Tonga Community Depeient Scheme is being phased out with
remaining funds of approximately $500,000 to beficored by that will be allocated to water
tanks for Ha’apai in 2010/11.

(viii) Government Local Budget
Government will also continue to commit some furidsn the 2010/11 local budget for
community development but this will depend on tkedl situation.

Table 1 below indicates a total of approximatelyl.$2million of donor funds that will flow
into rural and regional development during the Z01M®udget period.

Table 1: Estimated Donor Funds for Regional and Rual Development: 2006/07 - 2010/11

Donor/financial Total Grant Allocations

year 2006/07 2007/08 2008/09 2009/2010 2010/11
TCDS 1,717,439 2,236,610 1,726,856 On- hold 500,000
GGP 1,397,036 1,883,862 1,538,023 1,622,000 1,500,000,
NZAID 293,230 479,000
Community Fundsg

PACC 50,000 700,000
(UNDP/SPREP)

German Funds 3,200,000
TERMP- NTT 16,193,000
10" EDF Water Yet to be
Facility determined
TOTAL $3,114,477 $4,120,472 $3,264,880 $1,965,230 $21,572,000
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5. TONGATAPU

Table 2 indicates the grant allocation to commumgtgups in Tongatapu for 2006/07 to

2009/10. There was a decline of 31 per cent intgaHlocation in 2007/08 whereas there was
an increase of 34 percent in 2008/09. The dedhr2007/08 was due to fewer water supply
upgrade projects and a fall in the income generairojects for that cycle. However, there was
a significant increase of 82 percent in water migjen 2008/09 and Income Generation
Projects also rose during the same period to tiiplamount in 2007/08.

The decline in the total allocation from $2.4 naifliin 2008/09 to $649,000 indicates the fact
that the TCDS is phasing out. A total of $1.5 il worth of TCDS projects were
implemented throughout Tongatapu in 2008/09 witheaastill continuing into 2009/10. These
projects consist of 20 water projects, 8 incomeegation projects (farming and handicrafts),
and 2 training projects.

Table 2: Grant Allocation to Tongatapu by Project Types for 2006/07 - 2009/10

Grant Allocation
Project Types 2006/07 2007/08 2008/09 2009/2010
Town Water System/Individual
Water tank/Sanitation 1,640,754 818,697 1,490,070 318,000
Income Generation 479,816 265,746 707,147
Infrastructure 107,919 178,063 70,000
Education 378,359 81,405 331,000
Training 68,5264 152,669
Fire Station 329,984
Vocational Training 55,908
Health
TOTAL $2,626,999 $1,793,534 $2,404,531 $649,000

New Zealand, through its Community Development F(@BF) for 2008/09, has provided a
total of $293,230 for community development pragdat Tongatapu which mainly focused on
training programs that are relevant to the comnyuatitarge. Most of these were implemented
during the 2009/10 budget period. These includextycling cages for schools and
communities; community awareness and educatioreonaal cancer for all the island groups
of Tonga; support for training and operation ofdhiked Centre; training and support for early
childhood education for preschools in all islan@dugs of Tonga; training and operational
support for Alcohol and Drug Awareness Centre; sewtuit and training of Tonga National
Volunteers for 2009 from all island groups of Tond@dost of these activities have been
completed with objectives being achieved while samgecontinuing into their second phases.

6. HA’APAI

The Ha'apai Development Committee has been task#éd steering the development of the
Ha'apai group and has directed that a Ha’apai Mdai@n should be prepared in consultation
with the residents of the island group to guide dffflerts towards the development of the
island. The status of this work is that two cotesuts are now being recruited to undertake this
task by analysing the socio-economic situation hef island group and determine a clear
pathway for development. It is expected that treestdr Plan will be completed in August this
year.
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The Ha'apai Master Plan is a timely exercise, paldirly with the increasing challenges that
are faced by the island of Ha’apai threateninditteihood of its people. These include:-

» very low economic activity with weaving and fishiag the main livelihood;

» development is very slow given the smallness ardspitead of the islands over a vast
area of ocean;

» A growing number of young people are finding iffdidilt to find employment;

Due to global climate change and the rising seal lpkenomenon, the island group has
experienced erosion in the island of Lifuka and fem causeway has also been
affected by the tides and waves;

» There is high saline level of water sources dubeédow-lying nature of the islands.

Despite the challenges, the Ha’apai Group has patén be developed as a tourist attraction
with its untouched natural beauty, its fantasti@dhes, and its marine organisms which
contribute to its uniqueness. Transport and marfeif handicrafts, mats and tapa is another
area that needs to be looked into to further erdv@mmome generation, and planting of trees
and mangroves should be encouraged all througheusland group to help combat the issue
of climate change. The outcome of the Master Rlaould further identify other potential
areas for development for Ha’apai.

The following development took place during the 200 budget period:-

The establishment of a Project Manager for the agligg of the Foa Causeway is currently
being processed. The project should result imgraoved structure of the causeway which
leads to secure transport link between the islah&oa and Lifuka and thus improve
accessibility to education, health, market, andlegmpent in the two islands. The Project
Manager’s term of appointment will be for 18 monltyswhich time the project should be
completed. The project is funded by the Governnoéihe Federal Republic of Germany
with an allocation of $3.2 million for 2010/11.

The implementation of water supply upgrading prigem the islands of Ha'afeva,
Nomuka and Lofanga funded from the Japan’s GGP rBRnogvith a total allocation of
$459,275. Minor repair works is being done onltb&anga water supply.

The recent award and signing of a new contractthier construction of two (2) new
classrooms, four (4) toilet units, and fifteen ($8)s of desks for the Government Primary
School of Koulo. The project is again funded byalds GGP Program with a total
allocation of $169,000. The project should be catga during the 2010/11 period.

The recent award and signing of a new contractHerupgrading of water supply for the
island of Kotu with a total allocation of $164,0@®ain funded by Japan’s GGP program.
Implementation will mostly fall under the 2010/1érd.

The ongoing implementation of some of the TCDS tamiding projects in Ha'apai

including a health clinic at ‘Uiha, health staffayters at ‘Uiha and Ha’ano, purchasing of
fishing nets for Felemea, procurement of libraryok® for GPS Pangai, and the
construction of a kindergarten in ‘Uiha. The workthe staff quarters at ‘Uiha and Ha’ano
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was stalled due to the fact that the firm that wantracted to do this work has been
liquidated. Another contractor is being engagedamplete these quarters.

Table 3 indicates the grant allocations towardsHh&pai group. Futher allocations for GGP
Projects for 2010/11 are not confirmed yet for it@apai group while AusAID has indicated
that they would confirm their remaining TCDS fundé approximately $500,000 to be
allocated to water tanks for Ha’apai.

Table 3: Grant Allocation to Ha’apai by Project Types: 2006/07 — 2010/11

Grant Allocations

Project Types 2006/07 2007/08 2008/09 | 2009/10 | 2010/11
Infrastructure (Foa
Causeway) 3,200,000
Town Water System /
Individual Water tank /
Sanitation 238,802 330,550, 459,275] 164,000
Health, water & sanitation 162,000 151,810 500,000
Income Generating 86,657 187,993
Education 344,501 169,000
Vocational Trainings 44,576
Environment 7,024
TOTAL $539,059 $1,014,854 $459,275 $333,000] 3,700,000

7. VAVA'U

Until the last 2 years, the Vava'u Development Cattaa has been in the forefront in leading
the development efforts to the Island Group of Viawsith the European Union as the main
donor for the island group during th® #DF. These have included the construction of road
infrastructure with the most recent assistance tdsvthe Vava'u Social Sector Program which
was completed in 2008 with a total investment oB.2$million. The EDF 10 is now
focussed on the renewable energy sector and isdevad nationwide and should benefit the
islands of Vava'u in one way or another.

Table 4: Grant Allocation to Vava'u by Project Types: 2006/07 to 2009/10

Grant Allocations
Project Types 2006/07 2007/08 2008/09 2009/10
Town Water System/Individual
Water tank/Sanitation 278,403 928,100 241,073 465,000
Infrastructure 54,000
TOTAL $278,403 $982,1000 $241,073  $465,000

Table 4 illustrates other grant allocations to Yeva’'u group from 2006/07 to 2009/10. The
decline of 75 percent in 2008/09 was mainly du¢ghtoreason that AusAid did not fund any
projects in the outer islands during this periddhat is, the 2008/09 assistance was all provided
by Japan’s GGP comprising of water systems upggagliojects in the villages of Mangia and
‘Utui which were completed in December 2009. FOO210, three (3) upgrading water
supply projects have been recently signed to béeimgnted in Vaimalo, Mataika and Ovaka
with a total allocation of $465,000.
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8. ‘EUA

The ‘Eua Development Committee is responsible f@rgeeing the development of the island
of ‘Eua under the umbrella of the ‘Eua Strategicv@®@epment Plan: 2007 — 2015 which
prescribes the following vision: “The people of &with ownership of their future, will live
together sustainably and safely on the healthiedtraost beautiful island in the Kingdom of
Tonga with the highest standard of living, carirg the environment, honouring Tongan
culture, religious values and international obligias.”

To support the vision for ‘Eua, eight developmewialg have been identified under the
following key areas: Agriculture, Forestry and Fshs; Tourism; Environment; Connections;
Community Development; and Private Sector. Propassgivities have been mainstreamed
into the work plans of line ministries.

One of the most potential areas for developmefiua is tourism. The island is home to the
‘Eua National Park — 450 hectares of pristine tapirainforest rich in native bird life.
Between July and October, it is also a good loadftiom which to spot whales travelling close
to shore. This should result in significant toorigo the island and considerable potential for
development.

As such, ‘Eua’s main donor, New Zealand, has agteddrther upgrade the Kaufana Airport
as all facets of the it are badly deteriorated iandeed of repair and/or renewal. The overall
goal of this project is to enable both increasegrital mobility and encourage tourism
development in ‘Eua. A concept report on the psagowork has been prepared by Kramer
Tonga Ltd for the government, and a tender has peewout for a Project Manager who will
then finalise the design and run the tender forcthrestruction phase. The project is on track
for completion before the next cyclone season.amount of NZ$2 million has been allocated
by NZAID for this work which most of it should beilised during the 2010/11 period.

Under Japan’s Grassroot assistance, a contradidesrecently signed with one of the local
contractors to construct a new children’s ward elidc for the Niu’eiki Hospital in ‘Eua. The
total grant is $175,000 and the project shoulddrepieted before the end of the year.

The ‘Eua Transportation Council is also preparirfgasibility study for the purchase of a new
ferry for the island to assist with the sea tramsfgpand from Tongatapu.

9. NIUA

Similar to Ha’apai, the main livelihood of the pé®m the Niuas is weaving especially of fine
mats by women and fishing by local men. Apart fritvat, there is hardly any opportunity for
earning any cash income. The remoteness of thadsldad made it more difficult with
government having to subsidise the boats that thsigroup usually on an irregular basis. The
flight to the islands is once a week though theeetenes there are no flights due to technical
problems.

The social and economic situation of the islandugravas exacerbated by the tsunami that hit
Niuatoputapu in September 2009. The disaster titeasthe island and destroyed most of the
infrastructure including government offices, thespital, and 60% of private houses. Nine (9)
lives were also claimed by the tsunami with foyrgdople seriously injured.
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Since the disaster, a lot of attention has beesttid to Niuatoputapu both from Government
and the donor communities in terms of immediateefrelnd long term recovery. The Tonga
Defence Service has been in the forefront in ua#terty immediate relief work such as

clearance of debris; road works; building and nemiahce works in preparation for the cyclone
season; drainage works; etc. The immediate releek was mainly funded from the Niua

Development Fund ($1 million) from the local budgmtd Australia funded the heavy

equipment.

In terms of the long term reconstruction, a Projg@nagement Unit (PMU) has been
established in February this year, staffed by geetdlanager and two supporting staff funded
by the World Bank. The PMU is established to marag coordinate the long term recovery
for Niuatoputapu through the Tsunami Emergency RegoManagement Project (TERMP).
A Project Steering Committee has also been eskedulito provide guidance to the project.

Annex A indicates the long term recovery projects that té covered by the TERMP and
Annex B outlines most of the major indicative assistance the reconstruction of
Niuatoputapu which is approximately $16.1 milliomhe World Bank has agreed to fund the
construction of private houses; the EU has apprdweding of the hospital facilities; NZAID
has indicated that they would assist with classraeconstruction; Japan with the water
supply; and UNDP with the early warning system. cé& indications had also been made
from MAFFF that the proposal to FAO for food, agitaral and fisheries supplies has been
approved. Assistance is yet to be confirmed ferhharbour channels, government buildings,
and solar electrification, albeit proposals areggirepared.

The main issue that needs to be resolved quickigadinalisation of the relocation to higher

grounds which hinges on the land issue. It is etquethat this will be finalised by the end of

June, while at the same time there is on-going veorkhe construction designs, procurement,
etc. Once the land issue is sorted out, the cartgirucan actually start during the second half
of the year.

It is critical to monitor closely the recovery workt Niuatoputapu to ensure that the

construction works are resilient to future disastnd to ensure that normalcy is brought back
to the lives of the people of the island as weltexseate a platform for them to recover their

standard of living and to build upon future devehmnt.

10.CONCLUSION

Government still remains focussed to achieve imatuglievelopment through community
development as stated in its National Strategiaritfey Framework for the next five (5) to ten
(10) years. Despite the great challenges thae vised by this sector during the 2009/10
financial year, a number of initiatives were praged during the same period as outlined
above. For the 2010/11 financial year, a total ambcf approximately $21.5 million is
expected from donor funds to flow into regional andal development. Close monitoring of
these funds will be made to ensure that objectiweuts and outcomes are achieved and this
contribute to the achievement of a higher livingnstard and a better quality of life for all
Tongans.
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Long Term Recovery Project asat 16 December 2009

is

Project Title Brief Description Responsible | Estimated Status of Action Required
Ministry Cost (TOP) Assistance
1. Reconstruction residential | Reconstruction of 85 houses| MOW 7.5 million World Bank has ¢ Firm decision/ agreement on
houses using approved building approved relocation of beneficiaries to
design of MoW to build a US$4.0m higher grounds
building which includes a (T$7.5m) and is | List of beneficiaries to be
common bedroom, living flexible in using finalized
room, toilet and shower. the same design | Design of housing unit to be
as for the cyclone| firmly approved so bidding
resistant houses | and works of nature can
under Waka for proceed
NTT * Finalize land survey and
negotiation for new settlemen
location.
2. Hospital Reconstruction New health center built at | MOW & 2,493,660 EU has confirme@ Project land to be secured
higher elevation to be run by| MOH its willingness to  Building designs and other
(1) Health officer, (2) nurses use funds fromits| paper work to be completed §
& (2) Dental Therapist, B Envelope for work will commence once
catering for common health the construction | |and issue is resolved.
needs of 900 people supported of a new hospital,
by a good referral system to staff quarter and
Vava'u District Hospital equipments
3. School Reconstruction Reconstruction of new MOW & 490,000 NZAID has * Firm decision by MEWAC on
Primary School of Hihifo at a| MEWAC indicated its project land to be made
new higher elevation. willingness to » Building design also need to &
Building of 7 classroom plus fund the school finalized to be ready to
sanitary requirements. reconstruction as| commence once land issue
well as other resolved.
assistance. NZAid
has pledged $1
million NZ dollar
for this assistance
4. Water Supply Replacement & installation ofMOH & 200,000 Japan has pledgeédapanese Embassy is awaitin
new pumping systems & MOFNP $464,000 to fund decision on the relocation tq




Tsunami Emergency Recovery and Management Projdail—

Annex A

recruited network for 3
villages of Hihifo, Vaipoa &
Falehau.

this project

higher grounds

electrification program for
each of the 4 villages of
Hihifo, Vaipoa, Falehau &
Tafahi

from PIF program
financed by Japan
under PALM as
well as seeking
funds from the
Prime Minister’s
Energy Road
Map.

5. Harbour Channels Engineering works on MOT 230,000 An aid donor is # Firm approach to a potential
deepening & installation of yet to be donor to be taken ASAP
navigational equipment at the identified.
harbors to NTT & Tafahi

6. Early Warning System Pilot Project for the whole of MET Office | 750,000 UNDP has agreegDirector Meteorology has
Tonga. Install 2 or 3 sirens, to (MOT) to provide completed project proposals
be controlled and signal $50,000 USD including costing. Awaiting
activated from Met Office at under an reply from Indian High
Fua’amotu using VHF signals agreement already Commission.

signed with
Government &
India has been
sought to cover
the remaining
cost.
7. Long Term Government | Replacement of prefab Govt | MOW 2,000,000 No donor funding Firm decision by Government
Buildings Center & Staff Quarter with yet identified on Ministries/Departments to
permanent materials by 2012 use this building
* Once a decision on this is
made a funding source needg
to be identified
8. Solar Electrification Community solar MLSNR 2,000,000 To be requestedp Finalize Project Proposals

* Formal request to be submitte
to PIF




Annex B: Donor Assistance to Niuatoputapu Tsunami Long Term Recovery Project
Indicative available funding as of 28th May 2010

Donor Amount Amount (TOP) Possible Rehabilitation activity Responsible Comment
Ministry
UNDP 300,000 USD 600,000 |Coordination of recovery program, Fishing boats, MoFNP, MoW Project is under implementation
Rebuild women's huts, Early warning system
World Bank 4 million USD 6,800,000|Housing construction and settlement relocation Ministry of Works  |pending on settlement of land issues for relocation whilst
at the same time designing and bidding document are
being developed.
EU 0.885m Euro 2,493,660 [Reconstruction of health sector - hospital, staff Ministry of Works & [pending on settlement of land issues for relocation whilst
quarters, and equipment Ministry of Health |at the same time designing and bidding document are
being developed.
NZAid 1.5m NZD 1,716,247 [Class rooms and transitional shelters Minisry of Education|1 million NZD remaining, the 0.5 million have been re-
and Ministry of allocated to assist Tonga Red Cross with transitional
Works shelters
Japan 2,464,000 [Water supply system for all three villages. Solar Ministry of Health & |Water supply is pending on settlement of land issues for
Electrification of all villages MoFNP, MLSNR relocation. Project Proposal for solar is still under
development to be considered by PIFS who is managing
Japan's funds for renewable energy.
FAO 275,000 USD 467,500 [Food supply, fishing boat, agricultural supplies MAFFF Approval recently indicated by MAFFF but exact details of
components and funds will be discussed with FAO shortly.
Indian High Commission 250,000 USD 500,000 (Early Warning System MoT & NEMO Office|Government of India has funda available for community
Fund projects, so a proposal was send to them to assist UNDP in
funding an early warning system for the whole of Tonga
and is still awaiting their reply.
France 83,000 Euros 233,868.70 |Procurement of heavy equipments for civil work Chief Secretary and |Still awaiting reply from France Embassy
Secretary to Cabinet
NTT Tsunami Relief Fund 917,772 [Not yet identified what to be used for MOFNP

TOTAL

$16,193,047.67
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Table 1: Tonga Selected Indicators, 2004/05 - 2008/09

2004/05 2005/06 2006/07 2007/08 2008/09

Output and prices
Real GDP -1 0.5 -1.2 2.0 -0.2
Consumer prices (period average) 10.0 7.3 5.1 9.6 5.6

Central government finance (% of GDP)

Revenue 26.9 31.6 30.3 26.9 23.9
Grants 1.2 2.1 4.6 1.4 7.0
Current expenditure 24.1 355 323 26.0 25.8
Development expenditure 2.4 3.3 1.1 0.5 3.3
Overall balance 2.3 -4.8 1.6 1.8 1.3
External loans (net) 0.5 2.1 -1.0 -0.8 -0.7
Domestic financing -0.3 -0.3 -0.3 -0.8 0.3

Money and credit (end-period)

Broad money (M2) % growth 12.1 14.4 14.0 8.4 -1.9
Domestic credit 25.6 29.0 14.8 15.2 -7.1
Private sector credit 3/ % growth 42.4 23.2 11.4 719. -2.9

Balance of payments

Exports, f.0.b. 27.2 24.2 26.3 23.5 11.4
Of which: Squash 16.2 8.3 5.6 2.7 1.9
Imports, f.0.b. -204.2 -245.4 -212.9 -262.4 -271.4
Services (net) -19.3 -15.7 -35.9 -6.2 5.4
Income (net) 3.1 5.7 7.1 6.4 57.5
Services and Income (net) -16.2 -10.0 -28.8 0.2 52.1
Transfers (net) 178.1 178.5 168.6 180.2 158.0
Of which: Private transfer receipts 178.1 1785 68.% 179.7 156.7
Current account balance -11.2 -45.9 -51 -58.5 -49.8
(In percent of GDP) -2.6 -9.8 -10.4 -9.6 -7.7
Overall balance -7.6 1.1 8.4 -2.5 47.1
Gross international reserves (end-period)
In millions of pa'anga 82.1 83.2 91.6 89.1 136.3
In months of imports cover 4.4 4.3 4.4 3.5 5.3
External debt
External debt/GDP 37.3 35.3% 33.4% 26.9% 31.3%
Exchange rate (period average)
T$ per US$ (end-period) 1.93 2.06 1.9 1.9 2.01
Real effective exchange rate (1990=100) 100.8 404. 102 113.8 114.5
Nominal effective exchange rate (1991=100) 62.7 762. 59.8 58.6 59.5

1/ Fiscal year begins in July.

2/ Sourcesfor Output and Prices : Statistics Dept

2/ Sourcesfor Government finance and External Debt : MOI

4/ Sourcesfor Money and Credit & BOP & Foreign Reserves &hkange Rate: NRBT
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Table 2: Tonga Real Sector Developments, 2004 /05 - 2008/09
2004/0t 2005/06(e 2006/07(p 2007/08(p  2008/09(p
Nominal GDP
In pa’anga mn. 431.3 468.8 490.3 608.8 648.6
In US$ mn. 224.4 227.2 251.6 312.4 307.0
GDP per capita (US$) 2227.0 2246.0 2476.6 3075.2 2984.6
Population 100763.9 101169.1 101576.0 101576.0 102868.7
GDP (2000/01 prices) -0.4 0.8 -3.2 1.2 -04
of which:
Agriculture, forestry, and fisheries -3.0 -0.9 -0.9 -3.2 -1.3
Manufacturing -7.7 0.8 -0.5 1.0 6.5
Construction 0.4 -2.6 -6.3 6.9 1.3
Commerce, restaurants, and hotels -0.8 1.8 55 -0.1 6 4
Transportation and communications -12.2 2.6 2.0 6.0 7.0 -
Finance and real estate 2.6 2.9 -4.7 5.0 -6.8
Government services 1.1 -0.3 -17.3 1.0 15
GDP (by sector; current prices)
of which:
Agriculture, forestry, and fisheries 26.3 25.2 25.4 26.2 17.1
Manufacturing 4.7 4.2 3.9 3.7 7.0
Construction 9.7 9.1 8.9 9.0 5.9
Commerce, restaurants, and hotels 15.1 13.4 13.3 2 14. 12.7
Transportation and communications 8.7 8.7 8.8 8.8 4.0
Finance and real estate 11.9 12.1 11.5 11.9 9.8
Government services 13.8 17.9 18.8 16.5 12.2
Consumer prices (period average)
All items 10.0 7.3 5.1 9.6 5.5
Imported component 8.8 5.3 4.0 10.1 55
Domestic component 12.6 11.3 7.0 7.8 55

Source: Data provided by the Tongan authoritiesidrataff estimates and 2008/09 figures from SD

Vi



Budget Statements for year ending 30" June 2011
Annex: C

Table 3: Annual CPI for December Quarter 2004 - 2009
(Base Year: November 2002= 100.00)
All ltems Food Housing H/hold Clothing  Trans-  Tobacco Misc. Imported Local
Goods and portation and Goods & Items Iltems
Footweat Alcohol  Service:
Weight 100.0 44.4 5.3 12.0 3.4 14.2 12.3 8.4 66.2 33.8
2004 126.7 121.4 117.5 126.9 1171 129.4 156.8 115.9 128.2 123.9
2005 136.0 127.2 133.1 137.8 125.0 154.9 156.0 124.3 136.3 135.3
2006 142.6 132.9 141.6 150.9 133.6 162.2 158.6 129.2 140.8 6.0)14
2007 152.3 143.4 143.9 156.0 139.3 179.7 168.4 134.5 152.3 2.115
2008 162.0 147.3 154.7 172.2 150.1 198.3 182.0 144.3 161.4 3.3]16
2009 163.8 159.5 152.4 158.9 154.8 183.2 179.5 149.3 160.5 0.3]17
Source: Statistics Department
Table 4: Annual (%) Changes in the CPI for December Quarter, 2004 - 2009
All Food Housing Household Clothing Transporta Tobacco Misc. Imported Local
Iltems Goods and tion and Goods & Items ltems
Footweat Alcohol Service:
Weight 100 432 64 142 4.2 155 54 112 4.2 45.8
2004 11.6 9.5 13.5 14.8 17.8 18.6 7.5 11.6 9.4 16.5
2005 7.3 4.8 13.3 8.6 6.7 19.7 -0.5 7.2 6.3 0.2
2006 4.9 4.5 6.4 9.5 6.9 4.7 1.7 3.9 3.3 /.9
2007 6.8 7.9 1.6 3.4 4.3 10.8 6.2 4.1 8.2 1.2
2008 6.4 2.7 7.5 104 7.8 10.4 8.1 7.3 6.0 7.4
2009 1.1 8.3 -1.5 -7.7 3.1 -7.6 -1.4 3.5 -0.6 1.3
Source: Statistics Department
Table 5: Tonga Domestic Exports by HS Section, 2004/05 - 2008/09
HS Code 2004/0* 2005/0¢ 2006/0° 2007/08/p 2008/09/p
SECTION ITEM ($000) % | ($000) % |[($000) % [($000) % ($'000) %
Live Animals;Animal Products 6,303 23.2 5,340 28.9 7,357 347 5900.0 344 4147.4 28.
Vegetable Products 17,817 65.7 12 0.1 11,778 55.61 7321 42.3 7087.1  47.
Products of the Chemical Or Allied 268 1.0 344 1.9 580 2.74 1489 8.6 907.7 6.1
Wood and Articles of Wood; 2,073 7.6 507 2.7 488  2.30 323 1.9 601.6 4.1
Miscellaneous Manufactured Articles 7 0.0 0 0.0 6 0.03 23 0.4 5.7 0.4
Works of Art, Collectors Pieces and Antiques 52 0.2 20 0.1 33 0.15 72 0.4 44.6 0.9
Other Exports 603 2.2 12,271 66.4 938 4.43 2160 12.5 2,032 13.
TOTAL 27,123 100.( 18,494 100.(( 21,18( 10Cf 17,288 100.( 14,827 100.p

Source: Statistics Department
p: provisional numbers

Vi
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Table 6: Exports by Institutional Sector, 2004/05 - 2008/09
2004/05 2005/06 2006/07 2007/08/p 2008/09/p
INSTITUTIONAL SECTOR (T$'000) % (T$'000) % (T$'000) % (T$' 000) % (T$000) %
Private Sectc 27,12: 10C 18,49 10C  21,18( 10C 17,28¢ 10C 14,821 10C
Government Sect 0 0 0 0 0 0 0 0 0 0
Quasi-Government Sec 0 0 0 0 0 0 0 0 0 d
TOTAL 27,123 100 18,494 100 21,18( 100 17,288 100 14,827 100
Source: Statistics Department
p: provisional numbers
Table 7: Exports by Country of Destination, 2004/05 - 2008/09
2004/05 2005/06 2006/07 2007/08/p 2008/09p
COUNTRY (T$'000) % (T$'000) % |(T$'000) % (T$'000) % (T$'000) %
New Zealand 6,202 22.¢€ 1,813 9.8 4,244 20.C 5,27¢ 30.5 5,28¢ 35.€
Australia 816 3.( 404 2.7 1,303 6.2 817 4.7 1,743 11.9
Mainland USA 3,269 12.1 2,018 10.4 2,581 12.2 2,939 17.( 2,636 17.9
Hawaii 2,069 7.6 2,991 16.9 2,140 10.1 1,531 8.9 227 1.5
Japan 12,151 44 .8 10,143 54.9 7,550 35.6 2,244  13.( 1,967 13.9
Singapore 2 0.0 16 0.1 48 0.2 104 0.€ 17 0.1
American Samoa 655 2.4 285 1.1 443 2.1 635 3.1 428 2.9
Hong Kong 407 1.1 4 0.0 40 0.2 171 1.( 551 3.7
France 1 0.0 - 0.( 0 0.0 0 0.4 0 0.
All other Countries 1,551 5.1 820 4.4 2,831 13.4 3,569 20.4 1,975 13
TOTAL 27,123 100.( 18,494 100.( 21,180 100j0 17,288100.( 14,827 100
Source: Statistics Department
p: provisional numbers
Table 8: Imports by Main HS Section, 2004/05 - 2008/09
Table 8: Imports by Main HS Section 2004/05 - 20089
HS Code 2004/05 2005/06 2006/07 2007/08/p 2008/09/p
SECTION ITEM ($'000) % ($'000) % ($'000) % ($'000) % ($'000) %
1.Live Animals;Animal Products 2,45 1.2 25,69¢ 11.C 30,16: 12 30,74: 10.C 36,42¢  11.
2.Vegetable Products 7,362 3.€ 7,302 3.1 8,244 3.2 9,61( 3.1 10,69t 3.5
3. Prepared Foodstuff; Beverages & Tobacco 28,53¢ 14.1 31,71¢ 13.€ 37,22¢  14.¢ 46,22: 15.1 44,15¢ 14.2
4. Products of the Chemical or Allied 10,93 5.4 8,43( 3.6 9,26¢ 3.7 14,46 4.7 11,69¢ 3.8
5. Wood and Articles of Wood 8,53¢ 4.2 9,42¢ 4.C 8,09¢ 3.2 11,06 3.€ 7,26¢ 2.3
6. Machinery and Mechanical Appliance 28,685 14.2 19,051 8.2 25,380 10.1 38,901 12.7 37,671 122
7. Miscellaneous Manufactured Articles 6,457 3.2 4,96¢ 2.1 6,17t 2.t 6,47¢ 2.1 4,89¢ 1.€
8. Vehicle, Aircraft, Vessel & Associated
Transport Equipme 12,986 6.4 9,672 4.2 10,341 4.1 17,374 57 17,615 5.7
9. Works of Art, Collectors Piec 1,422 0.7 19,75: 8.t 12,28: 4.¢ 13,76¢ 4.t 14,89¢ 4.8
10. Other Impori 95,156  47.0 96,844 416 104,418 415 118,392 38.6 124,017 40.1
TOTAL 202,528 100.0 232,856 100.0 251,596 100.0 307,013 100.0 309,344 100.0

Source: Statistics Department
p: provisional numbers
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Table 9: Imports by Institutional Sector, 2004/05 - 2008/09

D N

2004/05 2005/06 /p 2006/07 2007/08/p 2008/09/p
INSTITUTIONAL (5000) %  ($000) %  ($000) %  ($000) %  ($000) %
SECTOR
Private Sector 204436 910 210,386 904 231272 919 291,762 950 294,348 95
Government Sector 15070 6.7 17437 75 11162 44 12457 41 111141 3
Quasi-Government Sector 5081 2.3 503: 2.2 9,161 3¢ 2,79 0.¢ 3882 1.3
TOTAL 224593 100 232,856 100 251,595 100.0 307,013 100.0 309,3280.0
Source: Statistics Department
p: provisional numbers
Table 10: Imports by Country of Origin, 2004/05 - 2008/09

2004/05 2005/06 2006/07 2007/08 /p 2008/09 /p

COUNTRY ($'000) % ($000) % ($000) % ($'000) % ($'000) %
New Zealand 85,030 379 81,603 350 84365 3350012 326 8187( 26.5
Australia 39,948 17.8 24,962 10.7 34,666  13.834,899 11.4 33349 10.8
USA 19,216 86 21,289 9.1 25795  10.3 26,348 8.6 35884 116
United Kingdom 410 0.2 551 0.2 276 0.1 391 0.1 714 0.2
Fiji 39,157 174 62,780 27.0 68,710 273 32568 10.6 41,411 134
Japan 6,641 3.0 8,338 36 5,845 2.3 8,354 2.7 11,375 3.7
Singapore 4,715 2.1 6,292 2.7 5,883 2363666 20.7 62,679 20.3
Others 29,475 13.1 27,041 116 26,056  10.4 40,66¢ 13.2  42,06: 13.6
TOTAL 224,59: 100.C 232,85¢ 100.C 251,59¢ 100.( 307,017 10C 309,344 100.(

Source: Statistics Department
p: provisional numbers
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Table 11: Tonga Balance of Payments, 2004/05 - 2008/09
(In millions of pa'anga, unless otherwise indicgted
2004/0¢ 2005/0¢ 2006/07 2007/0¢ 2008/09 /|

Balance of Trade -173.1 -214.¢ -190.¢ -268.< -275.<

Exports, f.0.b. 31.1 31.0 26.7 23.E 16.2
Of which: Squash exports 16.2 8.3 5.6 0]
Imports, f.o0.b. -204.z -245.4 -217.5 -291.¢t -291.5

Services (net) -19.2 -15.7 -35.¢ -24.7 -28.E
Receipts 45.¢ 50.9 38.8 66.1 76.4

Of which: Tourism receipts 25.€ 27.0 24.1 33.C 36.7
Payments -65.2 -66.6 -74.7 -90.8 -104.9

Income (net) 3.1 5.7 7.1 14.c 13.1
Receipts 6.€ 9.9 12.9 22.€ 21.C
Payments -3.5 -4.2 -5.8 -8.3 -7.¢

Current Transfers (net) 178.1 178.t 168.€ 200.¢ 184.¢€
Official transfers (net) 0.C 0.C -0.1 8.4 19.4
Private transfers (net) 178.1 178.t 168.% 192.C 165.2

Official transfer receipts 0.€ 0.5 0.5 8.7 20.€
Official transfer payments -0.€ -0.5 -0.6 -0.3 -1.4
Private transfer receipts 208.1 205.0 186.8 220.1 185.Z
Private transfer payments -30.C -26.5 -18.1 -28.1 -20.C

Current account balance -11.Z2 -45.¢ -51.C -78.Z -106.1
(Percent of GDP) 2.2 -7.7 -8.3 -11.€ -16.4

Capital account balance 24.z 45.2 53.¢ 68.€ 188.¢
Official capital (net) 9.3 16.€ 19.7 42.7 146.

Official loans, net 0.C 0.0 0.0

Disbursements 0.C 0.0 0.0

Amortization 0.C 0.0 0.0
Official capital inflows 16.2 22.8 24.7 52.€ 148.C
Official capital outflows -6.8 -6.0 -5.0 -9.¢ -1.E
Private capital (net) 14.¢ 28.4 34.2 26.Z 42 .4
Private capital inflows 34.z 37.5 39.9 32.€ 43.7
Private capital outflows -19.c -9.1 5.7 -6.4 -1.3

Financial Account 23.7 14.4 21.0 38.4 -1.4
Other Credits 39.7 37.5 47.1 35.¢ -48.€
Official Reserve 7.6 -1.1 -8.4 2.5 47.2
Debits 23.€ 22.0 17.7 0] 0]

Basic Balance 36.7 13.7 23.¢ 29.C 81.4

Errors and omissions -44.Z -12.€ -15.E -31.E -34.2

Overall balance -7.6 1.1 8.4 -2.5 47 .z

Memorandum items:

Service, income, and transfers (net) 161.¢ 168.t 139.% 198.4 188.¢
Receipts 260.¢ 266.: 239.C 317.k 303.¢4
Payments -98.7 -97.¢& -99.2 -127.¢ -134.2

Gross official foreign reserves (TOP 82.1 83.2 91.€ 89.1 136.<

Months of Import cover 4.4 4.3 4.4 3.5

Source: Statistics Department

p: provisional numbers
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Table 12: Monetary Survey, 2004/05 - 2008/09

2004/05 2005/06 2006/07 2007/08 2008/09
Net foreign assets 77.2 72.6 81.7 79.9 1p1.3
Foreign assets 91.8 95.0 103.6 99.9 1b4.0
Foreign liabilities -14.6 -22.5 -21.9 -20.0 -32.7
Net domestic assets 122.9 156.3 179.3 202.9 368.4
Net domestic credit 165.5 213.5 245.0 282.2 2p2.3
Government (net) -26.3 -19.1 -11.7 -29.1 -32.7
Non-financial public enterprises 6.4 3.9 2.5 3.7 3.9
Private sector 189.9 233.8 260.5 311.8 3p2.8
Non-monetary financial institutions 1/ -4.5 -5.2 .36 -4.2  -11.7
Other items (net) -42.6 -57.1 -65.7 -79.3 106.1
Total domestic liquidity (M2) 200.1 228.9 261.0 282.8 7
Narrow money (M1) 68.7 55.7 73.8 72.6 7\7.9
Currency outside banks 14.9 17.1 18.5 18.8 21.9
Demand deposits 53.8 38.6 55.3 53.8 56.0
Quasi money 131.4 173.2 187.2 210.2 1994
Savings deposits 38.1 53.2 49.3 48.8 48.6
Term deposits 85.1 108.2 125.2 150.1 143.0
Foreign currency accounts 8.1 11.8 12.8 11.3 12.8
Net foreign assets -9.8 -6.0 12.6 -2.2 51.8
Foreign assets -16.0 3.5 9.0 -3.6 54.2
Foreign liabilities -38.5 53.8 -2.5 -8.7 68.7
Net domestic assets 32.5 27.2 14.7 13.2 81.5
Private sector 42 .4 23.2 11.4 19.7 12.9
Total domestic liquidity (M2) 12.1 14.4 14.0 8.4 -1L.9
Narrow money (M1) 4.4 -18.9 32.5 -1.6 7.3
Quasi money 16.6 31.8 8.1 12.3 -b.1
Net foreign assets 39.9 35.2 43.0 42.1 1.3
Foreign assets 47.5 46.1 54.5 52.6 90.6
Foreign liabilities -7.6 -10.9 -11.5 -10.5 -19.3
Memorandum items:
Velocity (GDP/average M2) 2.2 2.0 1.9 0.9 2.3
Exchange rate (pa'anga per U.S. dolle 1.9 2.1 1.9 1.9 17

Source: National Reserve Bank of Tonga
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Table 13: Summary Table of Government Operations, 2004/05 - 2008/09

Years ending June 30

2004/05 2005/06

2006/07 2007/0®8209/p

Total revenue and grants
Total revenue
Current revenue
Tax revenue
Nontax revenue
Capital revenue
Grants (in cash)

Total expenditure and lending minus repayments
Total expenditure
Current expenditure
Capital expenditure
Total lending minus repayments

Overall deficit/surplus

Total financing
External financing
Domestic bank financing

Total revenue and grants
Total revenue
Current revenue
Tax revenue
Nontax revenue
Capital revenue
Grants

Total expenditure and lending minus repayments
Total expenditure
Current expenditure
Capital expenditure
Total lending minus repayments

Overall deficit/surplus

Total financing
External financing
Domestic bank financing

Memorandum items:

Current balance excluding grants
Overall balance excluding grants
Current expenditure

Total revenue

Effective import tariff (In percent)

GDP (TOP million)

121.3 158.2
116.0 148.3
116.0 148.3
98.4 125.9
17.6 22.4
0.0 0.0
5.3 9.9
111.2180.7
112.3 181.9
104.1 166.5
10.5 15.3
-1.1 -1.2
10.1 -22.5
0.6 8.3
2.0 9.7
-1.4 -1.4

171.2 172.2
148.5 163.6
148.5 163.6

126.2 139.1
22.3 24.5

0.0 0.0
22.7 8.7

163.5 161.5
164.1 161.5
158.5 158.5

5.6 3.04
-0.6 -0.05
7.7 10.8
-6.7 -8.2
-5.1 -5.0
-1.6 -3.2

as percentage of GDP

241
23.1
23.1
19.6

3.5
0.0
11

22.1
22.3
20.7
2.1
-0.2

2.0

0.1
0.4
-0.3

2.4
0.9
20.7
23.1

503.0

26.6
25.0
25.0
21.2

3.8
0.0
1.7

0.4 3
30.6
28.0
2.6
-0.2

-3.8

1.4
1.6
-0.2

-3.1
18.6
3.8

0.8

594.1

28.0 26.1
24.3 24.8
24.3 24.8
20.7 21.1

3.7 3.7
0.0 0.0
3.7 1.3
26.8 24.5
26.9 24.5

25.9 24.0

0.9 0.5

-0.1 0.0

1.3 1.6
-1.1 -1.2
-0.8 -0.8

-0.3 -0.8

-1.6 0.8
19.7 20.6
3.7 3.7
0.7 0.9
611.0 659.2

200.3
154.8
154.8
129.09
25.69
0.0
45.5

191.6
185.3
167.53
17.8
276.

8.7

-3.0
-4.79
1.78

30.9
23.9
23.9
19.9

4.0
0.0
7.0

29.5
28.6
25.8
2.7
1.0

1.3

-0.5
-0.7
-0.7

-2.0
17.2
4.0
-1.0

648.6

Source: Ministry of Finance and Planning
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Table 14: Government Revenue Collection, 2004/05 - 2008/09

Year Foreign Trade Domestic Others Total
Taxes Taxes
(€)) €)) ($) ($)

2004/05 66,984,098 30,100,037 20,661,601 117,745,736

2005/06 81,282,340 40,089,379 26,824,876 148,196,594

2006/07 91,206,168 33,605,628 26,695,806 151,507,602

2007/08 100,327,543 37,854,765 23,592,346 161,774,654

2008/09/p 81,698,070 46,060,396 59,063,262 186,821,723
Source: Ministry of Finance and Planning
p: provisional numbers
Table 15: Major Sources of Tax Revenue, 2004/05 - 2008/09

2004/05 2005/06 2006/07 2007/08 2008/09 /p
$ % $ % $ % $ % $ %

Import Duties 3424168 353 4182893 345 4753536 381 4053351 293 1604220 126
Port & Service Tax 21,302,943 219 0.0 12 0.0 10 0.0 5 00
Excise Tax 1,139,41! 12 414,17 0.3 697,48; 0.6 9,950,93° 7.2 2251948 174
Income Ta 20,583,175 21.z 26871537 22.z 26,430,442 21.. 26,845560 19.. 40,258,563 31.f
Sales Tax/
Consumption Tax 18,647,753 19.2 50,886,49 420 49,232,78 394 59,676,71 432 4719171 36.9
Sub-Total 95,914,971 98.8 120,001,144 99.0 123,896,089 99.3 137,006,743 99.1 126,012,070 98.6
Other 1169164 12 12385538 10 915707 O7  g175565 09 17463% 1
TOTAL 97,084,135 100.0 121,239,697 100.0 124,811,796100.C 138,182,308100.0 127,758,466 100.(

Source: Ministry of Finance and Planning

p: provisional numbers
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Table 16: Expenditure by Ministry, 2004/05 - 2008/09 (Tonga Government Fund)
2004/05 2005/06 2006/07 2007/08 2008/09/p
$ % $ % $ % $ % $ %
Educatior 16,770,212 152 22553997 141 22,662,184148 22450556 15.1 24,200,091 11.€
Health 1352093 123 17,07643 10.7 20,002,77 131 1921293 129 2090097  10.1
Works 4,609,190 42 453396 28 324543 21 4250,74! 29 848454 4.1
Prime Minister's Offic 3,773,229 34 4,884,103 31 4898922 32 8333077 56 8999712 43
Sub-Total 38,673,563 352 49,048,495  30.750,809,311 332 54247316 364 62585319 30.1
Police 5,420,020 49 7,284,20. 46  8,113,00 53  8,381,58 56 10,880,49 5.2
Agriculture 465119 42 523219 33 5320,15 35  5,052,23 34 571732 2.8
Defence 4,663,237 42 7,077,663 44 7102982 46 8078335 54 9894917 48
Legislative Assemb 244164 22 3,057,51 19 2,884,97 19 393538 26  4,719,62 2.3
Public Debt 16,113876 146 16,661,205 104 16,204,37010.6 15592,374 105 17,487,685 84
Foreign Affairs 4,901,208 45 4,956,456 31 6674593 44 6,767,524 45 14,187,765 6.8
Financial Appropriations
6,020,377 55 11,057,03 69 840717 55  9,784,92 6.6 4103308 19.7
Sub-Total 44211559 402 55,326,270  34.654,707,251 358 57,592,352 38.7 103,920,906 50.C
Othel 27121037 247 55,610,778 348 47,456,50331.0 37,077,358 24.9 41,330,702 19.9
GRAND TOTAL 110,006,15 100.0 159,985,54 100.0 152,973,066 100.0 148,917,026 100.0 207,836,927 100.C

Source: Ministry of Finance and Planning
p: provisional numbers
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Table 17: Full GFS Presentation of the Government Operations Account, 2008/09 - 2012/13

2009/10 2010/11
2008/09 (p)  Budget 2009/10 (p)  Budget 2011/12 2012/13
Total Revenue and grants 187.5 220.1 176.4 1935 167.5 177.4
Total Revenue 142.0 172.2 136.9 132.6 142.7 155.7
Current revent 142.0 170.9 136.9 132.6 142.7 155.7
Tax revenue 119.1 150.2 109.7 111.8 119.8 130.8
Taxes on income and profits 30.3 32.0 24.6 24.3 26.0 28.0
Taxes on property 0.1 0.1 0.1 0.1 0.1 0.1
Domestic taxes on goods and services 71.3 94.2 69.3 725 77.3 84.3
Consumption tax 47.2 61.2 43.0 46.5 50.0 55.0
Excise and Other taxes 24.1 33.1 26.3 26.0 27.3 29.3
Taxes on international trade and transac 16.1 21.8 15.0 14.6 16.1 18.1
Customs duties 16.0 21.5 15.0 14.5 16.0 18.0
Other import charges 0.0 0.3 0.0 0.1 0.1 0.1
Other taxe 1.4 2.1 0.7 0.4 0.4 0.4
Nontax revenue 22.8 20.7 27.2 20.9 22.8 24.8
Entrepreneurial and property income 9.2 7.2 15.3 5.9 6.9 7.9
Administrative fees and charges 11.9 125 9.8 14.4 15.4 16.4
Fines and forfeits 0.3 0.4 0.7 0.6 0.6 0.6
Other nontax revenue 1.4 0.7 15 - - -
Capital revenue - 1.3 - 0.0 - -
Grants (in cash) - - - - - -
Grant project 27.96 15.47 21.74
Grant Budget support 9.7 32.9 9.4
confirmed budget support 9.7 9.4
unconfirmed budget support 23.5 9.4
From abroad 455 47.9 39.5 60.9 24.9 21.7
From other levels of national government 0.0 0.0 0.0 - - -
Total Grants (in Cash) 45.5 47.9 39.5 60.9 24.9 21.7
2009/10 2010/11
2008/09 (p) Budget 2009/10 (p) Budget 2011/12 2012/13
Expenditure and lending minus repayments 192.7 202.7 180.0 205.6 162.2 162.1
Expenditur 185.2 203.4 180.¢ 206.2 162.t 162.2
Current expenditure 167.t 191.€ 166.¢ 186.F 153.C 153.(
Wages and salaries 76.4 77.4 82.1 81.8 76.4 75.3
Employer contributions 5.2 10.3 7.2 8.8 8.6 9.6
Other purchases of goods and services 62.5 78.4 525 74.1 55.7 50.5
Interest paymen 5.2 5.7 5.7 7.C 0.2 0.1
Additional expenditure - - - - - -
Subsidies and other current transfers 18.2 19.8 19.2 14.8 12.4 17.5
Subsidies to non-financial public enterprises 0.0 0.1 - - - -
Subsidies to financial institutions 1.0 0.1 - 0.0 0.0 0.0
Subsidies to other enterprises 2.1 3.2 1.3 1.5 0.5 0.9
Transfers to non-profit institutions 7.9 9.1 9.8 51 5.8 6.8
Transfers to households 6.2 6.5 7.0 6.1 4.0 5.2
Transfers abro: 1.C 0.¢ 1.C 2.C 2.2 4.€
Capital expenditure 17.€ 11.€ 14.1 19.7 9.2 9.2
Acquisition of fixed capital assets 16.6 11.3 13.8 194 8.7 8.9
Purchases of land and intangible assets 0.1 0.0 0.1 0.1 0.0 0.0
Capital transfel 1.1 04 0.2 0.3 04 0.2
Lending minus repayment: 7.4 (0.6] (0.9) (0.6) (0.3) (0.1)
To non-financial public enterprises (net) 6.8 (0.2) 0.5 (0.1) 0.2 0.4
To financial institutions (net) 0.6 (0.5)

Abroac

(1.4)

(0.5)

(0.5)

(0.5)
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Table 18: Full GFS Presentation of Financing Table, 2008/09 - 2012/13
2009/10 2010/11
2008/09 (p) Budget 2009/10 (p) Budget 2011/12 2012/13
Total Financing (16.2) (17.4) 3.6 2.1 (5.3) (15.3)
External financing (4.8) (12.3) (4.4) (7.8) (12.7) (13.3)
Disbursements - - - - - -
Repayments 4.8 12.3 4.4 7.8 12.7 133
Domestic Financing (11.4) (5.1) 8.0 19.9 7.4 (2.9)
Bonds Issued / Domestic Loan 8.8 7.0 14.6 3.4 3.0 7.5
Principal Repayment of
Matured Bonds/Loan 7.0 7.0 6.9 7.0 5.0 6P
Net Changes in Government Cs
Balances and Investment (13.2) (5.1) 0.3 235 94 ©-p)
Donor Funding - - - - - -
unconfirmed budget support - - - 23.5 9.4
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Table 19: Loans to Public Enterprises and other Organizations as at 30 April 2010

(Nzaahi Mo'ua No Pa'anga mei he Pule'anga ‘s e Ngaahi Kautaha ‘s e Pule'anga moe Nzaaht Kautaha Kehe i he 'aho 30 Epeleli 2010)

Lender Year Purpose Principal  Interest Term Cumulative ~ Qutstanding
(Years) Principal ~ Principal Debt
Repaid 30.0410  30.04.10
{Lahi ‘o ¢ Sino'i

(Taimi ) {Sino'i
. s . Totongi Pa ang; Pa'anga te'eki
(Pulz'anga/'Kautaha na'e fai mei ai 'a 2 No) (Tay) (Taumu'a No) (Lahi'o e Noj .I’Tumng: No Iﬂ_r ME’.I, totongi
T gy TR 004 10)
0.04.10)
5 %o § 5
1 Tonga Development Bank (Pangike Fakalakalaka) - ADB 624 1983 Development Lending (NG Fakalakalaka) 1,108,157  3.00 40 501,603 606,592
2 Tonga Development Bank (Pangike Fakalakalaka) - IDA 1813 1987 Development Lending (NG Fakalakalzka) 2604051 300 36 1,201,870 1,402,181
3 Tonga Development Bank (Pangiks Fakalakalaka) - IFAD 220 1988 Development Lending (NG Fakalzkalzka) 2,636,109 300 23 2,240,578 395,531
4 Tonga Development Bank (Pangike Fakalakalaka) - IFAD 327 1993 Development Lending (N3 Fakalakalzka) 4104162 300 27 2,196,980 1,907,182
5 Tonga Telecommumnication Commission (Komisoni Fetu'utaki) - ADB 3008
1412 (reschedule) Development (Ngaue Fakalakalaka) 2,310,812 679 12 1,171,172 1,639,640
G Sea Star Fishing (Rautaha Toutai Fetu'utahi) - ADB 1030 1993 Capital (Pa'anga Ngaus Tu'uma'u) 3645900  6.36 13 0 3,645,900
7 Janfull International Dateline Hotel (Hotele Janfull International 3007 Ugrading to and expansion of Dateline Hotel
Dateling) (reschedule) (Ngaue Fakalelsi'l 've Hotelz Dateling) 10322400 250 9 0 10,822,400
. 2002
Ports Authonty Tonga (Ma'u Mafi ki he Ngaahi Taulanga) - ADB 1303 Development Lending (NG Fakalakalaka) 2388911 500 16 1,621,352 767,390
8 Tongatapu Market Limited (Maketi Talamahu) - ADE 927 2010 Development Lending (NG Fakalakalaka) 2723895 200 13 815,604 1,904,291
Total Loan to Public Enterprises & Others 832,844,537 59,753,319 523,091,207
{Ngaahi No Ki he ngaahi Kautaha
Pule’anga mo Kehe|
Less: Repaid (To'o: Totongi Fakafoki) 50,753,319
Total Qustanding Loans (Katea No te'eki ke
Totongi Mai) $13,001,207
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Table 20: Loans comprising the Government Foreign Debt as at 30 April 2010
(Noaahi Mo'ua No mei Mull 'a e Pule'anga 't he 'aho 30 'Epeleli 2010)
Interest | Term cPull"lil:l::]:;e Outstanding
Lender Year Purpose Principal (%) | (Years) Repaid Prl;l;lg:l][;eb‘l
30.04.10 T
(Lahi'o s
(Totongi ;;:::;_ Pii:;;a (Sino't Pa'anga
(Pule'anga/Kautaha na'e fai mei ai 'a e No) (Ta'u) (Taumu'a No) Lahi'oeNo) | Tupu 5 i te'eki totongi
e | Yo | ToomEl 040
(Ta'u) | Fakafoki
20.04 10
3 % § $
ADE - 333 TON (SF) (Pangike Fakalakalaka 'Esia 335 TON) 1977 [Small Industries (Ngaahi Nzaus anga liki) 687,183 1.00 40 451,209 205,976
ADB - 376 TON (SF) (Pangike Fakalakala 'Bsia 3746 TON) 1878 [Development (Fakalakalaka) 3.104.006 1.00 40 1,748,326 1,355,680
ADB - 435 TON (SF) (Pangike Fakalakalaka 'Esia 435 TON) 197¢ [Development (Fakalakalaka) 2,865,547 1.00 40 1.390.876 1,474,671
ADE - 540 TON (S8F) (Pangike Fakalakalaka 'Esia 540 TON) 1981 [Development (Fakalakalaka) 1,970,133 1.00 40 1.051,73 918,403
ADE - 624 TON (SF) (Pangike Fakalakalaka Esia 624 TON) 1983 [Development (Fakalakalaka) 4318780 1.00 40 2,334,836 1,983,944
ADB - 782 TON (SF) (Pangike Fakalakalaka 'Esia 782 TON) 1986 [Development (Fakalakalaka) 7.878.008 1.00 40 2,800,334 5,077,764
ADB - 927 TON (SF) (Pangike Fakalakalaka 'Esia 927 TON) 1988 [Development (Fakalakalaka) 6,170,607 1.00 40 1.637.880 4,512,727
ADE - 990 TON (SF) (Pangike Fakalakalaka 'Esia 890 TON) 1990 [Development (Fakalakalaka) §.413.823 1.00 40 1,815.298 6,598,625
ADE - 1030 TON (8F) (Pangike Fakalakalaka 'Esia 1030 TON) 1990 [Fishenes (Toutai) 3,490,938 1.00 40 1.027.034 4,463,924
ADB - 1079 TON (SF) (Pangike Fakalakalaka 'Esia 1078 TON) 1881 [Power Development ("Lhila) 13,485,222 1.00 40 2,709,260 12,775,932
ADB - 1303 TON (8F) (Pangike Fakalakalaka 'Esia 1303 TON) 1995 [Development (Fakalakalaka) 18,636,669 1.00 40 2,135,978 16,480,690
ADE - 1412 TON (8F) (Pangike Fakalakalaka 'Esia 1412 TON) 1996 [Development (Fakalakalaka) 6,691,217 1.00 40 336,836 6,134,380
ADE - 1904 TON (8F) (Pangike Fakalakalaka 'Esia 1904 TON) 2002 |Development (Fakalakalaka) 19,792,654 1/1.3 P 0 19,792,654
EIB B.0030 (Pangiks Fakatupu Pa'anga 'a Tulops 8.0030) 1979 |Telecoms Network (Naunau Fetu'utaki) 833,342 1.00 40 333,059 208,484
EIB 7.0643 (Pangiks Fakatupu Pa'anga 'a Tulope 7.0643) 1287 |Equity (Thasi) 171,510 200 25 666,662 104,848
EIB 70792 (Pa'anga Fakatupu Pa'anga 'a Tulope 7.0792) 1939 |Equity (Tnasi) 432,158 2.00 25 0 432,158
IDA 1813 WORLD BANK (Pangike 'a Mamani 1813) 1987 [Tonga Development Bank ( Pangike Fakalakalaka) 4,637,874 0.73 30 881,133 3,756,740
IDA 2084 WORLD BANK (Pangikes 'a Mamani 2054) 1980 [Tonga Development Bank ( Pangike Fakalakalaka) 4.677.373 0.73 40 1,029,008 3,648,367
IDA 3647 WORLD BANK (Pangiks 'a Mamani 3647) 2002 |Development (Fakalakalaka) 12,508,913 0.73 40 0 12,508,913
IDA 38140 WORLD BANK (Pangike 'a Mamani 38140) 2003 |Development (Fakalakalaka) 23,320,537 0.73 40 0 23,329,557
IDA 40810 WORLD BANK (Pangike ‘a Mamani 40510) 2005 |Tonga Education Support Project (Fakalakalaka e Ako) 1,879,291 0.73 40 0 1,879,201
IFAD 126 WORLD BANK (Pangike 'a Mamani 129) 1983 [Development Projects (Ngaue Fakalakalaka) 2,790,033 1.00 30 1,150,898 1,639,157
IFAD 220 WORLD BANK (Pangike 'a Mamani 220) 1988 [Agricultural Development (Fakalakalaka 'o ¢ Ngous) 4834917 1.30 30 1486471 3,468,447
IFAD 327 WORLD BANK (Pangike 'a mamani 327) 1993 [Agrncultural Development (Fakalakalaka 'o ¢ Ngoug) 6,461,167 1.30 30 1,130,707 5330461
WESTPAC NEW ZEALAND LIMITED (Pangike Westpac 'a Nu'usila) 2009 |Tonga High Commission New Zealand ("Ofisi Talafekau Lahi 'a Tonga | Nu'usila) 1,814272 6.29 10 121,831 1,692,441
BANK OF CHINA (Pangiks 'a Siaina) 1998 |Ha'apai Hizh School Project (Nzaus Langa 'o ¢ Ako Ma'slunga 'a Ha'apal) 7.120.000 0.00 20 0 7,120,000
EXPORT-IMPORT BANK OF CHINA - reschedule (Pangiks EXIM 'z Siaina) 2007 |Upgzrading to and Expansion of Dateline Hotel (Noaus Fakalelei't 'oe Hotzls Dateling) 10,322.400 230 ¢ 3.861.771 6,860,629
EXPORT-IMPORT BANK OF CHINA (Pangike EXIM 'a Siaina) 2007 |Nuku'alofa CED Reconstruction Project (Nzaue Langa fo'ou ‘o Nuku'alofa) 32,221,088 2.00 20 0 52,221,088
EXPORT-IMPORT BANK OF CHINA (Pangike EXIM 'a Siaina) 2010 |Road Improvement Project (Poloseki Fakalslsi Hala) 24,863,040 200 20 0 24,863,040
TOTAL GOVERNMENT FOREIGN DEBT - (FAKA-EATOA NGA4AHI MO'UA NO KIMULI ‘4 E PULE'ANGA) 5261,642,160 330,713,169 $230,928,991
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Table 21: Loans comprising the Government Domestic Debt as at 30 April 2010

(Noaakhi Ao wa No Fakalotofornnmua "a e Dule'anga 't he ‘aho 30 "Epeleli 20100

Cumulative

Term Frincipal Outstanding
Lender Year FPurpose FPrincipal Interest - . FPrincipal
(Vears) Repaid Debt 30.04.10
30.04. 10
(Lahi o e
¢ F i Sirec § o v -
~ _ _ _ _ T oforgi Fotorgi Per's (- (Firno i Ponga
(Pule angoa Foaunaha na'e fial meel ai o e No) -4  Tereerreee @ Nowd (Lahi o e No) s s fzng . e ek fororngi
Tped N Torormgi 3004 1)
(- Fy Fetoagoid -
FO04 100
5 o 5 5
_ |Govermment Domestic Debt (WTo ‘ua Vo Falbbalorafomnial
Local Drevelopment Bonds 19268271974 «Wo Faloalorofbrroa Issue of Bonds Fafoatoa
1 | 968 7o 74) 1968 | Pomire) 277.780 20,00 ] 276 260 1520
Local Drevelopment Bonds 187471878 Vo FoalcoalorofG oo Issue of Bonds ¢Foafcato
2 | Fo7L F975) 1974 | Pomire) 241 200 6.50 ] 240 530 670
Local Development Bonds 187371884 Vo Foalcalorofb oo Issue of Bonds ¢Fafcaro
3 |7 TREL) 1978 | Pomire) 658660 750 ] 657610 1,050
Government of Tonga Bond Senes No. 2. 20052008 Vo Issue of Bonds ¢Fafcaro
4 | FalcalatgiGruag e Puleamga Tonga 200520080 2005 Powrivte) 36035 000 & 0D 4 3603 000 o
Government of Tonga Bond Series No. 1. 20082011 Vo Issue of Bonds ¢ Fafcaro o
3 | Falbalorgibrruwea e Puls'angas Tonga 200620757 ) 20086 | Posrive) 2. T62 000 6_75 3 2. T62 000
Government of Tonga Bond Series INo. 2. 20082008 Vo Issue of Bonds ¢ Fafcaro 1 000,000
5 | Foalkcalotgibrnua ae Pule 'amga Tonga 200682008) 2008 | Poszize) 1 00D OOy S.00 3 i} i} o
Govwvernment of Tonga Bond Series INo. 3. 20062009 Vo Issue of Bonds @Fafoaroaw o OO0 DO
7 | Fafcaiotgifbrua ae Puls"arnga Tonga 20062008) 2008 | Porize) 2000, 0 S0 3 i} i} o
Govwvernment of Tonga Bond Series No. 4. 20062011 Vo Issue of Bonds @Fafoaroaw o
8 | Fofalotaibrruwa e Puls'angas Tonga 200620757 ) 2006 | Pomivs) 1000, 000 10 00 3 1000 000
Gowermument of Tonzga Bond Senes INo. 5. 200682011 «TWVo Issue of Bonds (Fofooafan o
O | Fafealotaibruwsa e Puls'anga Tonga 200620757 ) 20086 | Porive) 1000, 000 10 00 3 1 000 000
Govermment of Tonga Bond Sernes No. 1. 20082013 ¢«MNVo Issue of Bonds ¢Fafoatoaw o
10 | Falfoalotgfbrua e Puls "anga Tonga 20058207 2) 2008 | Pormive) 2. 488 000 10 00 3 2. 488 000
Govermnmment of Tonga Bond Sernes No. 2. 20082011 ¢«NVo Issue of Bonds ¢Fafoatoaw o
11 | Frlcalotofbrrwa e Puls vrga Tormga Z008-208 1) 2008 Porriveld SS8. 000 S0 3 598, 000
Govermnment of Tonga Bond Sernies No. 3. 20082011 «NVo I=s=ue of Bonds @Foafcaroau 1000 000 735 3 o
12 | Fatcaloiofbrruwa ae Pule ‘orga Tonrga 2008208 1) 2008 FPorrivel ; i} 100D, 00
Govermnmment of Tonga Bond Sernies No. 1. 200002014 ¢« NVo Issue of Bonds ¢Fafcataw
13 | Fobalotgfbmun 'ae Puls"anga Tonga 2002207 4) 2008 | Pormire) 5000, 000 665 5 o 5000, 000
Gowvermment of Tonga Bond Series WNo. 2. 20002014 ¢ MNWo Issue of Bonds ¢Fafooataw
14 | Folcalorgifbrmua 'ae Puls anga Tonga 2002207 4) 2008 | Pormire) 1000, 000 600 3 o 1 000 000
Govwvermment of Tonga Bond Series No. 3. 200002014 ¢ MNWo Issue of Bonds ¢Fafooataw
15 | Folbcalorgfbrmun 'ae Pulsanga Tonga 2002207 4) 2008 | Pormire) 1000, 000 600 3 o 1 000 000
Gowvermment of Tonga Bond Sernies INo. 4. 20002014 «MNWo Issue of Bonds ¢(Fafooaroaw
16 | Folfcaloroforuwa as Pulse'anga Tonga Z009-2054) 2009 |FPormire) 2,000,000 600 3 o 2,000,000
Gowermment of Tonga Bond Series INo. 5. 200002014 (MNo Issue of Bonds (Fakatau
17 | Folcalotoforuwa as Puls'anga Tonga 2002208 4) 200% [Pomndte) 3603000 6.00 ] o 3,603 000
Gowermment of Tonga Bond Sernies INo. 6. 200002012 «MNo Issue of Bonds (Fakatau
18 | Folcalotoforuwa ae Pulse'anga Tonga 2009208 2) 200% [Pomndte) 5000, 000 5.00 3 o 5. 000 000
Govermmernt of Tomnga Bomnda Sefies No. §. 20570020758 ¢NVo Issue of Bonds (Falkatau
18 | Falcalotaformwa "o e Puls anga Tonga 2000204080 2010 [Pomndtel) 3 000,000 600 6 o 3000 000
Shippings Corporation of Polvnesia Ltd. ¢ Eowrafa Fafoo Fua Kavenza Il Loan (Vo
20 | Folawutali Polinisia) 2001 ‘ae Fuoa Kavernga J0) 1000000 100 8 1000 000 o

TOTAL GOVERNMENT DDOMESTIC DEBT -
(FoAR A K AT O NGA AT MO TLAd WNO
FARATOQOTOFONL.A d E PULE ZANG.A)

$38.231.640

S8, 7T T.400

S20. 454,240
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Table 22: Government Guaranteed Loans as at 30 April 2010
|["Ea e Neaahi No 'oku malu'i 'e he Pule'anga 't he "aho 20 'Epeleli 2010
T Cumulative | Outstandin
Lender Year Purpose Frincipal Interest ﬂ::-:";_l I;:;paidw Debt g
30.04.10 30.04.10
{Teimi
{Totongi E"ﬂmm::' (Lahioe Mo'ua te'slki
{Pule'angaKawtaha na's fai mei ai 'aeNo) | (Ta'ul {Taumu'a No) {Lahi ‘o e No) E'ul;::-:; "-:":D Totongi i totongi
(T | K
F0.04.00 F0.04.00
5 0 5 5
Foreign (Muli)
1 Cau_sse l-jranu:_a.tse De Dfev_elnpment (Pangike ) }'nnga Dg'&'elnpment Bank (Pangild Fakalakalaka 2246879 5.00 i3 2246879 0
Fakalakalaka Falanise) 1993 | 'o Jonga)
2 |Westpac Bank of Tonga (Westpac Pangiké Tonga Power Limited TUS52m Term loan (Vo "ae oo o - - I
= = = 7,871,175 |LIBOR +3.70 ] .387.000.00 3,984,175
Tongza) - Loan (Na) 2008 |Kautaha Thila a Tonga) s o
3,984,175
Domestic (Fakalotafonua)
1 |Tonga Development Banlk (Pamgiké 10.712.377 10.712.377 0
S Y LALL 3N
Fakalakalaka 'o Tonga) -Loan (No) 2004 |Squash Growers (Eaqu to hinal o 8.00 7 o
2 |Westpac Bank of Tonga (Westpac Pangiké Eenovation of Janfull International Dateline Hotel 425.631
Tongza) - Loan (Na) 2007 | (Fakalelei'i "o ¢ Hotele Jawfiull Dateling) 643,331 1325 33 219920 o
3 |Westpac Bank of Tonga (Westpac Pangiké 2008 |Tonga Power Limited Overdraft facility (No 'ae 3,000,000 12.75 n'a 334,729 2.145271
4 |'Westpac Bank of Tonga (Westpac Pangiké Tonga Power Limited Term loan (Wo "a e Kautaha 2737726
Tonga) - Loan (Na) 2010 |Uhila 'a Tonga) 2883219 6.73 2 143,403 U
3 |Westpac Bank of Tonga (Westpac Pangilé 2010 |Tonga Power Limited Term loan (WNo "ae Kautaha 3,686,830 6.73 2 170,173 3,516,675
& |Westpac Bank of Tonga (Westpac Pangilié Tonga Power Limited Term loan (Mo "ae Kautaha 1853256
Tonga) - Loan (o) 2010 |Uhila a Tonga) 3,830 844 6.73 2 6,608 T
12,678,550
TOTAL GUARANTEED DEBTS - (KATOA NGAAHIMO'TA NOMALU'T) 534,005,914 318,243,180) 516,662,734
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Table 23: Government Bond by Maturity Date

MATURITY

FINANCIAL YEAR PARTICULARS DATE AMOUNT IN %
1 |Series No. 1 2006/2011 29/6/2011 2,762,000 6.75
2 |Series No. 2 2008/2011 30/06/2011 598,000 0.00

2010/2011 TOTAL BOND PRINCIPAL DUE 3.360,000
3 |Series No. 4. 2006/2011 30/8/2011 1,000,000 10.00
4 |Series No. 5. 2006/2011 31/10/2011 1,000,000 10.00
5 |Series No. 3 2008/2011 1/09/2011 1,000,000 725

2011/2012 TOTAL BOND PRINCIPAL DUE 3.000,000
6 |Series No. 1 2008/2013 20/06/2013 2 488,000 10.00
7 |Series No. 6. 2009/2012 1/10/2012 5,000,000 5.00

2012/2013 TOTAL BOND PRINCIPAL DUE 7,488,000
8 |Series No.1 20092014 14/04/2014 5,000,000 8.65
9 |Series No. 2. 2009/2014 30/06/2014 1,000,000 &6.00

2013/2014 TOTAL BOND PRINCIPAL DUE 6,000,000
10]Series No. 3. 2009/2014 31/07/2014 1,000,000 &.00
11|Series No. 4. 2009/2014 4/08/2014 2,000,000 &6.00
12| Sernes No. 5. 2009/2014 25/08/2014 3,603,000 &8.00

2014/2015 TOTAL BOND PRINCIPAL DUE 6,603,000
13|Series No. 1. 2010/2016 7/01/2016 3.000,000 &6.00

2015/2016 TOTAL BOND PRINCIPAL DUE 3.000,000

TOTAL GOT BONDS ON ISSUE 29.451.000
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