
Solomon Island SOE Ownership Policy 
 
1. Background 

 

1. The Solomon Islands government (SIG) has substantial investments in various 

commercial enterprises and productive assets, and has a responsibility to (a) protect the value 

of those investments and (b) ensure that they contribute to the overall welfare of all Solomon 

Islanders.  Most of the government’s commercial investments are in the form of state-owned 

enterprises (SOEs), which are corporate entities which engage in business under their own legal 

identity and whose shares are majority-owned by the state.  

 

2. SIG currently owns twelve SOEs, nine of which operate under the 2007 SOE Act and 

2010 SOE Regulations, and are monitored by the Ministry of Finance and Treasury1. In 2014, 

these nine SOEs represented approximately 13% of the total fixed capital investment in the 

economy. Despite this large investment (SBD1.8bn in 2015), the SOEs collectively contributed 

only 3% to GDP.  The portfolio has undergone a dramatic turnaround since 2009. Average 

portfolio return on equity (ROE) increased from (11%) in 2002-2009 to 9.4% in 2010-2015 

and 15% in 2016. Return on Assets (ROA) followed a similar trend. The turnaround can be 

attributed to (i) financial restructuring of three of the largest SOEs, (ii) tariff increases to reflect 

the cost of services, (iii) improved tariff collection, (iv) privatization and liquidation of non-

strategic SOEs and (v) improved implementation of the SOE Act, in particular the community 

service obligation (CSO) provisions and supporting Regulations.   

 

3. The performance of the SOE portfolio has a profound impact on the welfare of the 

Solomon Island people, given their significance in the economy and their responsibility for 

delivering a range of essential services (e.g. electricity, water, ports, air transport). 

 

4. To support the efficiency, transparency and accountability of SOEs, they operate within 

a policy, legal and regulatory framework that includes the 2007 SOE Act, 2010 SOE 

Regulations, Debt Management Framework, SOE Borrowing Policy, Competition and 

Consumer Policy2 and the promotion of public-private partnerships (PPPs) to deliver 

infrastructure and related services. All commercial companies which are majority owned by 

the Solomon Islands Government will now be brought under this legal and regulatory 

framework and related policies. 

 

2. Scope and Objectives 

 

5. The SOE Ownership Policy establishes principles for the state’s direct investment in 

the economy. It is consistent with the Government’s National Development Strategy 2011-

2020. 

 

6. The Government has determined that SOEs are not an end in themselves but rather a 

modality for delivering public services. In establishing and operating SOEs, the Government 

seeks to improve public welfare by ensuring that: 

 

                                                      
1 The three SOEs which do not currently fall under the 2007 SOE Act are SI Submarine Cable Co, 
Development Bank of the Solomon Islands and the Solomon Island Airport Corporation 
2 endorsed by Cabinet in May 2018 



 Service delivery by SOEs represents greater value for money than through other 

modalities such as government departments, public-private partnerships or service 

contracts with the private sector 

 SOEs are as efficient as enterprises not owned by the state 

 SOEs focus exclusively on their public service mandate 

 Community service obligations are contracted to the most efficient service provider 

 Competitive neutrality is achieved between public and private enterprises 

 SOEs operate with full accountability, transparency and independence from political 

influence or instruction outside of the agreed protocols in the SOE Act 

 

7. The Government recognizes that SOEs are commercial enterprises facing commercial 

risks, and that the markets in which they operate are dynamic. As these markets evolve through 

changes in technology, private sector competition, regulation, community needs, economic 

fundamentals and financing options, so too does the relative efficiency of the SOE as a service 

delivery mechanism. Government must therefore review the rationale and value for money 

of its investment in SOEs on an ongoing basis.  

 

3. Public Investment in SOEs 

 

8. All public investment in SOEs must contribute to public welfare. New SOEs will only 

be created where the Government has determined that the service to be provided by the new 

SOE cannot be more efficiently provided by an existing public body, public private partnership 

or under direct contract to the private sector.   

 

9. Similarly, before making any investment in an existing SOE that exceeds 20% of the 

SOE’s total assets, the Government will review its overall service delivery objectives for the 

sector in which the SOE operates, and assess whether continued public investment in the SOE 

is the most efficient means to achieve those objectives.   

 

10. Consistent with the Government’s goal of increasing private investment in 

infrastructure, public-private partnerships will be considered for all new SOE investments of 

SBD80m or more where (i) the resulting service outputs are clear and measurable, (ii) there is 

scope for material risk transfer to the private sector and (iii) Government is willing to delegate 

service delivery to the private sector under a multi-year contract.  The Solomon Islands PPP 

Centre of Excellence will provide input into these assessments, which will also be guided by 

the Ministry of Finance and Treasury’s analytical tools. 

 

10. Privatization of SOEs provides the mechanism whereby the Government can free up its 

capital investment for other purposes.  Privatization may be complete or partial and should be 

considered when there is evidence that the services being provided are no longer required or 

where the private sector could be expected to be able to provide services in an efficient manner 

and at an affordable cost.  When privatizing an SOE the Government must seek a fair price in 

order to maximize the return.     

 

 

4. SOE Performance Expectations and Dividends 

 

11. Consistent with the SOE Act, the Government expects all SOEs to be as efficient and 

profitable as enterprises not owned by the Crown.  All decisions by SOE boards must be made 

in support of this objective.  



 

12. The expected rates of return for each SOE will be based on its cost of capital, 

determined after taking into consideration the underlying riskiness of its business activities. All 

SOEs are expected to recover their cost of capital. 

 

13. The proposed business activities, investments, divestments, community service 

obligations and performance targets of each SOE are outlined in its business plan (BP) and 

summarized in the statement of corporate objectives (SCO), which are prepared annually. The 

strategic context for these planning and monitoring documents is illustrated as follows: 

 

14. The SOE Act stipulates that only business activities and investments identified in the 

SCO may be undertaken by the SOE. Every year, the SCO and underlying targets are reviewed 

by the Accountable Ministers, through the Ministry of Finance and Treasury, and the board is 

held accountable for its performance against those targets. 

 

15. SOEs are expected to pay a dividend representing 100% of net profits after tax unless 

the Accountable Ministers approve the retention of a portion of earnings to achieve the targets 

identified in the business plan. The profit that is available for dividend distribution would be 

net of the Accountable Minister’s agreed provisions for capital expenditure and any unpaid 

balance from SIG on the SOE’s community service obligation contracts. The agreed dividend 

must be recorded in the SCO. 

 

5. SOE Capital Structure 

 

16. SOEs must abide by the Government’s Debt Management Framework and SOE 

Borrowing Policy.   SOEs will not exceed a 50:50 debt to equity ratio unless specifically 

approved by the Minister of Finance and Treasury, after consultation with Cabinet.  

 

17. In preparing its business plan, each SOE will establish a target debt to equity (gearing) 

ratio for each financial year, taking into consideration its current level of debt, its ability to 

service that debt and other obligations, its planned investments, the Government’s ability and 

willingness to provide additional equity capital, the expected return on equity and the 
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Government’s expected dividend – plus any other relevant matter. The resulting capital 

structure will be recorded in the SCO. 

 

 

6. Taxation and inter-SOE transactions 

 

18. No SOE is to provide funding or services to another SOE on less than full commercial 

terms, and all such transactions must be disclosed in the business plan and SCO. Where an 

SOE is directed by the Responsible Minister to provide non-commercial services, to another 

SOE or more generally, this must be done in accordance with the SOE Act and using the 

community service obligation framework contained in the SOE Regulations 2010.  

 

19. Tax exemptions represent a hidden subsidy from Government to SOEs and restrict the 

ability of the private sector to enter markets where SOEs operate.  Consistent with the principles 

of transparency and competitive neutrality, all SOEs are required to pay taxes on profits.  

 

7. SOE Governance 

 

20. The SOE Act entrusts the oversight of the SOE portfolio to the Accountable Ministers, 

being the Minister of Finance and Treasury and the Responsible Minister. To strengthen the 

coherence of the Government’s oversight function, Cabinet will appoint the Minister of 

Finance as the responsible minister for each SOE, unless an SOE’s establishing legislation 

specifically provides otherwise.  

 

 

 

 

 

 

 


