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PUBLIC ENTERPRISES – OWNERSHIP, DIVESTMENT & PERFORMANCE 
IMPROVEMENT  

I. PURPOSE 

To adopt an Ownership, Divestment and Performance Improvement Policy to guide 
the Ministry of Public Enterprises as it undertakes its role as the Government’s 
Public Enterprise ownership monitor. Implementation of the policy will include a 
reform and divestment program to assist the Government identify which Public 
Enterprises (PEs) should be retained and ensuring that assets that remain under 
Government ownership contribute to the Government’s economic growth and 
development objectives and help to improve the Government’s fiscal position.  

II. BACKGROUND 

A. Public Enterprise Portfolio 

Tonga is one of 9 countries benchmarked in the 2014 Finding Balance study 
prepared by the Asian Development Bank (ADB)1. The study assesses the 
performance of the State-owned Enterprise (SOE) portfolios of Fiji, Marshall Island, 
Samoa, Solomon Islands, Tonga, Papua New Guinea. Cape Verde, Jamaica and 
Mauritius2.  As is the case with most of the benchmarked countries, Tonga’s portfolio 
is dominated by infrastructure PEs (Chart 1). 

 
                                                
1 ADB.2014. Finding Balance 2014: Benchmarking the Performance of State-Owned Enterprises in 
Island Countries. Manila 
2 The Ministry of Public Enterprise, in developing this paper, has drawn upon findings from Finding 
Balance 2014.   
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The Tongan PE portfolio has been one of the strongest performers compared to the 
other Pacific island countries, achieving a 5.2% return on equity (ROE) for the period 
FY2002 to FY2012. This result is just below the 5.8% ROE achieved by the best 
performing country, Papua New Guinea. 
 

B. Economic Impact of the Public Enterprise Portfolio 

Tonga’s Public Enterprises absorb a significant amount of public investment and are 
monopoly providers of key infrastructure services. In 2012, they represented around 
16% of total fixed capital in the economy, yet contributed only 6% to GDP3 This poor 
return4 has constrained the growth rate of the economy. Historically the PEs have 
been poorly managed and the outputs they produce are often of low quality, but high 
cost. This dampens private sector development - resulting in reduced rates of 
economic growth. 
 
While the average portfolio returns may appear reasonable when compared to other 
Pacific island countries, they fall well below what a private sector investor would 
require: PEs have a statutory obligation to achieve financial returns comparable to 
similar privately owned firms. Where PEs fail to achieve a return necessary to 
compensate the owners for the riskiness of the business, they destroy shareholder 
value and reduce economic growth. If a PE is not making a positive return on capital 
then it is returning less to the economy than it consumes in resources.  
 

Economic Impact Indicators 
 

INDICATOR MEASURE  IMPACT 
SOE proportion of total fixed 
assets in economy 

16.4% PEs are a significant part of the 
economy 

SOE contribution to GDP 6%  Return is very low compared with 
the large size of the PE sector.  

Positive impact on GDP if 
PEs had achieved 
mandated ROE of 10% 

1.2% If PEs had achieved the 10% target 
ROE in 2012, Tonga’s GDP would 
have been 1.2% higher.  

Average ROE FY2002 to 
FY2014 

5.16% Well below true cost of capital and 
what private sector investors would 
require. Private sector investors 
would require after tax returns 
ranging from 6% to 20% for 
comparable investments.  

Average return on assets 
(ROA) FY2002 to FY2014 

3.21% Indicates generally that the 
government has over invested in 
the PE portfolio.  

Average cost of SOE debt 
(FY2002 to FY2012) 

4.0% PE debt is highly subsidized. If PEs 
had paid the commercial cost of 
debt (12%) their average ROE for 
the period would have been just 

                                                
3 ADB. 2014. Finding Balance 2014: Benchmarking the Performance of State-Owned Enterprises in Island 
Countries. Manila 
4 The contribution to GDP should be equal to or greater than the percentage size of the PE portfolio 
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2%. 
Average cost of commercial 
debt (FY2002 to FY2012) 

12% Providing PEs with subsidised debt 
and equity can encourage over 
investment in high risk 

 
 
Recognizing the PE’s impact on the economy, the Government has been 
implementing a Public Enterprise reform program since 2007. The program has 
largely been focused on (1) improved Public Enterprise performance, (2) effective 
ownership monitoring and (3) targeted divestment.  
 

C. Trends in PE performance	

While Tonga’s PE portfolio has achieved the second highest average return of the 9 
benchmarked countries over the period 2002-2012 (5.2% average ROE), its 
performance declined rapidly from 2006 to 2009 (year of the global financial crisis) 
and has never fully recovered (Chart 2). It is important to note that these returns are 
overstated. The PEs benefit from subsidized debt and equity. The average cost of 
debt paid by the PEs was just 4% in the period FY2002 to FY2012, while the 
average commercial rate was 12% for the same period. Without the benefit of this 
subsidized debt, the average ROE over the ten-year period would have been just 
2%. 
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The portfolio’s ROE was 8% in 2002, dropping to a low of 0% in 2009. In 2014 the 
portfolio recorded an ROE of 5%5. 
 
Two PEs have had a major impact on the portfolio’s overall performance. Tonga 
Communications Corporation (TCC) contributed an average of 68% of the portfolio’s 
profits from 2002-2009. When TCC’s average profits of T$5m per year dropped to 
zero in 2009 and then a loss of T$2.6m in 2010, the profitability of the portfolio as a 
whole was substantially affected. In 2013-2014, TCC only contributed 18% of total 
portfolio profits. In 2009-2010, the government implemented a range of SOE 
reforms, including amendments to Public Enterprise Act, which strengthened the 
commercial orientation of the PEs6. In 2008, Tonga Power was established with a 
professional board and experienced management team: since 2010 Tonga Power 
has averaged an ROE of 77% per year and contributed an average of 51% of the 
portfolio’s total profits.   
 
Since 2009 the portfolio has benefited from a stronger accountability and 
governance framework for PEs8, with: 

• Unambigous commercial mandate 
• Skills based director selection and appointment process  
• improved transparency and accountability 
• robust government policy obligation proceedures  
• Strengthened ownership monitoiring 

This has contributed to a sharper commercial focus for the PEs, driving management 
and board decisions to improve profitability. Notable reforms within the portfolio 
include:  
 

Table 1 
PE Profitability Trend / Portfolio Impact 
Tonga Power Established in 2008. Has achieved an average ROE of 10% 

to FY2014. Profit in 2014 was T$6.4m  
Tonga Forest Products  ROE improved from -15% (2010) to +45% in 2013 a T$ 2m 

turnaround. Improvement driven by revaluation of forest 
asset.  

Tonga Investments Liquidated in 2012 saving T$0.1m in average losses and 
facilitating sale of Home Gas to Tonga Power, improving 
Tonga Power’s revenues by T$4m. 

Tonga Communications 
Corporation 

Improvement in profitability from -6% ROE in 2011 to 4% 
ROE in 2012 to 2014, representing a profit improvement of 
T$4m, driven by (a) reduction in employer contributions to 
the retirement fund and (b) adjustment in depreciation.  

Friendly Island Shipping Established in 2012 with an opening loss of T$3.6m. 
Achieved 45% ROE in 2014 representing a T$4m profit 

                                                
5 Tonga Power’s 2014 audited profit included a T$4.75 m asset revaluation. In the Finding Balance 
study asset revaluations have not been recorded as profit. To be consistent with prior comparisons 
the Tonga Power profit has been reduced by the amount of the revaluation. If the revaluation had 
been included the portfolio ROE for 2014 would have been 7%. 
6 Prior to 2010 elected members were appointed chair for all PEs, many PEs did not produce timely 
audited financial accounts and the PE Act lacked a primary commercial objective, a robust 
accountability framework and an effective government policy obligation process. 
7 Adjusted for asset revaluations 
8 See fuller description of PE Act amendment and other reform initiatives in Appendix 3 
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improvement 
 
 

D.  Challenges with the SOE Model 

International studies have consistently shown that governments are poor owners of 
commercial SOEs. The 2014 Finding Balance study discusses the challenges faced 
by government’s trying to manage their SOEs and states “The evidence consistently 
shows that, despite repeated attempts at reform, endeavoring to impose commercial 
disciplines on SOEs has rarely yielded satisfactory results over a sustained period. 
SOEs continue to underperform compared with the private sector, and often cannot 
operate without some government support. Even when strong commercial 
requirements were imposed on SOEs, after an initial period when productivity and 
profitability improved, the SOE portfolio performance steadily declined over time”. 
 
New Zealand’s experience is a case in point. It embarked on an innovative SOE 
reform program in the mid 1980s: a world leader in SOE reform at that time. While 
there were some significant early gains they have not been sustained. The average 
ROE for the New Zealand SOEs in 2000 was 8.7%, but it has steadily declined 
since, with average ROE falling to 7.9% in FY2000-FY2005 and to 4.3% in FY2005-
FY2010. More recent results are even bleaker with portfolio ROE at -17.9% in 
FY2012 and just 0.1% in FY2013. 
 
Chronic SOE portfolio underperformance highlights a fundamental flaw in the SOE 
model: it is not an effective long-term ownership structure. While the SOE model 
attempts to replicate private ownership demands and dynamics, it never truly 
replicates market disciplines that private firms face. As long as SOEs remain under 
majority public ownership, politicians will avoid commercial decisions with potential 
short-term political costs. SOEs are increasingly seen as potential political liabilities 
rather than commercial assets. Governments also face weak incentives for efficiency 
but strong incentives to overstaff and undermaintain. Rare is the government who 
will agree to necessary price increases when an election is pending. 
 
The SOE model was not designed as a long-term ownership model, but rather as a 
transition from state ownership to increasing private sector participation.   
Recognizing these realties, prudent Governments ensure that their SOE portfolios 
are as small as practical and take every opportunity to introduce private sector 
management disciplines to those SOEs remaining in Government ownership through 
partial privatization, contracting out9 and public private partnerships (PPPs10).   
 
 
III. PEs MUST SUPPORT ECONOMIC GROWTH 
 
Improved PE performance - where PEs achieve sustainable returns at least 
equivalent to their weighted average cost of capital - will have a significant positive 
impact on economic growth.  If PEs had achieved the Government’s 10% ROE 
                                                
9 Contracting out refers to service contracts for selected activities undertaken by SOEs  
10 PPPs include management contracts, leases, concessions and other medium to long-term 
arrangements. 
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target in 2012, GDP would have been 1.2% higher. The following will drive improved 
performance 
 

A. Increase private sector participation 

Full privatization is recommended wherever it can be successfully achieved, as it 
provides the greatest and longest lasting benefits. Managed properly, privatization 
maximizes the amount of cash the government receives, locks in the benefits from 
commercialization, eliminates the government’s exposure to ongoing commercial 
risks and introduces new skills, expertise and capital. Further, the new investor is 
incentivized to ensure the privatized business continues to provide a competitive 
service. A study involving 1811 countries with significant privatization programs 
reported substantial budget inflows from privatization, accounting for nearly 2% of 
annual GDP. Although there were some short-term job losses as a result of 
privatization, they were often offset by longer-term growth. 
 
Full privatization is only recommended when there is competition12 for the goods 
and/or services provided by the PE or where there is effective regulation. For 
infrastructure PEs – where parts of their businesses have monopoly characteristics – 
partial privatization or PPPs may be better suited than full privatization. Partial 
privatizations and PPPs can accelerate commercialization, introduce new skills, 
technology and capital, improve services and productivity and potentially reduce 
costs. In implementing privatization and PPP transactions, the government 
transitions from being a service provider to being a purchaser and/or regulator of 
services. If public assets are used more productively under private management 
than under public management, all consumers benefit.  
 
Where full or partial privatization is not feasible, PEs can still attract private sector 
participation by contracting out selected services. This introduces private sector 
disciplines and skills, improves transparency and can reduce costs - particularly if 
competitively tendered. Contracting out can also enable smaller local firms to tender 
for the services, either on their own or in joint venture with international firms13. 
 

B. Implement the PE Act 

The Public Enterprise Act, as amended in 2010, establishes a robust PE reform and 
management framework. If fully implemented PE performance will improve. The 
Minister and Ministry of Public Enterprises have been working diligently to ensure 
that the Act is fully implemented: the full support of Cabinet is required to achieve 
this objective.  Recent reform progress is listed in Appendix 3. Areas requiring 
particular commitment are 
 

                                                
11 N. Birshall and J.Neils.2002. Winners and Losers: Assessing the Distributional Impact of 
Privatization. Working Paper No.6. Washington D.C.: Center for Global Development. 
12 Competition can be from domestic or offshore entities and can be actual or potential. 
13 It is noted that this is happening in road maintenance contracting where the private sector is 
successfully tendering to provide these services. 
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• Enforcement of the Principal Objective to operate as succesful businesses. Every 
business plan and decision taken by directors must be consistent with this provision. 

• Timely adoption of audited accounts and business plans. Without current audited 
accounts and a sound forward looking plan a board cannot complete its most basic 
governance and managemnt tasks. 

• Appointing skilled directors. The performance of a PE is directly linked to the skills, 
competencies and commitment of its board. The Minister and Cabinet must appoint 
the best qualified and most appropriately skilled directors to PE boards. 

• Accountability for performance. Commercial directors expect to be held accountable 
for results. This should apply to all PE directors. . 

• Communication and the no-surprises policy. PE boards do not own the company, 
nor does management. They are owned by the state for the benefits of all citizens – 
not for the benefit of customers or staff. PE directors must be mindful of the fact that 
they steward state assets and that this carries great responsibility. Accountability will 
encourage this understanding and appropriate behavoiurs. 

   
 
IV. PUBLIC ENTERPRISE OWNERSHIP, PERFORMANCE IMPROVEMENT & 
DIVESTMENT POLICY 
 
The Government adopts the following Principles and Implementation Priorities   
  
A. Principles 

 
1. Governments are not good managers of commercial assets. While full 

adoption of the SOE model and Public Enterprise Act will deliver improved 
performance in the short to medium-term, government ownership has not 
delivered returns comparable to private sector ownership in the longer term. 

2. The private sector is the engine for economic growth. The effectiveness of any 
PE reform policy will be measured by how it will positively impact private 
sector growth. The low return on PE assets is a significant drag on economic 
growth and represents an enormous welfare loss to the Tongan people. The 
Government will move to greater private sector participation and PPPs, 
creating opportunities for private investment. 

3. The Government is committed to maximizing the private sector’s participation 
in services and activities currently provided/undertaken by PEs. 

4. In moving to greater private sector service provision, the Government will 
ensure that public monopolies do not become private, unregulated 
monopolies. 

5. The Government will proactively encourage a shift from direct service 
provision to contracting private sector provision, supported by appropriate 
monitoring and regulation. 

6. Privatization will not compromise the ability of the Government to provide 
Government Policy Obligations (GPOs), but rather will increase competition 
and efficiency in GPO provision. 
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B. Divestment Approach 

1. Prioritization Framework  

Commercial PEs engaged in competitive markets. Tongans benefit most when 
assets are used efficiently. Some PEs are engaged in commercial activities in a 
competitive market place. In these cases there are no social or economic reasons 
why the Government should continue to own these PEs, indeed, there are many 
reasons why the Government should divest. Owning commercial investments 
engaged in competitive markets is high risk and the Government has no real benefit 
or value add as the owner.   
 
Infrastructure or monopoly PEs. Some PEs are engaged in essential activities and 
provide essential services, such as power, water, ports and airports. However, 
around the world these services are increasingly being provided by the private 
sector, even in small island economies14. Activities that have historically been 
considered monopolies are increasingly subject to private sector participation and 
competition, often as a result of technological advances. These practices are being 
adopted in Tonga. The reinvigoration of the Dateline Hotel, once a poorly performing 
state asset, is being funded by the private sector under a PPP arrangement.  
 
Existing structural monopolies will be reorganized to maximize private participation 
through a variety of mechanisms including greater commercialization, privatization, 
contracting out and public private partnerships15.  
 
To assist the Government determine which PEs should be divested, which should be 
retained and, for those retained, how they can be reformed to support economic 
growth, the Ministry of Public Enterprise has developed a Prioritization Framework 
and Reform Plan. The Framework looks at four Impact factors – 
 

i. The riskiness of the sector that the PE operates within  
 
If the sector is high risk, then the Government’s capital is at higher risk. A 
prudent government would seek to exit from higher risk investments, 
particularly where the historic and future return does not compensate for that 
risk. 
 

ii. Fiscal Impact  
 
Priority should be given to divest those PE that will provide the Government 
with the highest fiscal impact, either through the amount potentially realised 
on sale and/or the potential adverse impact on the Government’s balance 
sheet through continued ownership. 
 

iii. Competition  
 

                                                
14 For	example,	utilities	in	Vanuatu	and	the	islands	of	Wallis	and	Futuna	(population	12,500)	are	run	by	private	
concessionaires	
15 For example, the Government could privatize TWB, but retain ownership of the national pipeline. In 
some PEs this process may occur over a number years 
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The greater the extent of existing or potentail competion the higher the priority 
for divestment – the less the justification for ongoing Government ownership. 
 

iv. Economic Development 
 
Will divestment encourage greater investment and economic development in 
that sector or generally? 

  
Impact scores are rated 1 to 5 with 5 being high priority impact and 1 being a low 
impact on priority. 
 

 
Factor  Factor description Impact on Priority 

i. Riskiness of sector that PE 
operates within 

Higher risk = higher divestment priority 

ii. Fiscal impact – anticipated 
release of capital from sale 

Higher positive fiscal impact from sale 
= higher divestment priority 

iii. Competition – existence of 
effective competition or ability 
for private sector to compete 
if privatized 

Current effective competition or 
potential for future competition if 
privatized = higher divestment priority 

iv. Economic development Greater the anticipated economic 
development impact = higher 
divestment priority 

 
The Reform Plan Appendix 1 assesses each PE against this Prioritization 
Framework. If a PE scores 14 or more it is high priority divestment candidate, if 7 or 
below, it is a low priority candidate. A fuller analysis of the factors influencing the 
scoring for PEs assessed at 14 or more is provided in Appendix 2. The Reform Plan 
includes reform strategies for PEs that score less than 14. 
  

2. Privatization and Government Policy Obligations 

 
The PE Act contains a robust government policy obligation framework that allows the 
Government to purchase the community benefits or social obligations that it requires 
a PE to deliver without compromising the PE’s commercial mandate. One of the 
significant drivers of poor PE performance and value destruction is allowing or 
mandating PEs to undertake underfunded or informal GPOs. Full implementation of 
the GPO framework, as established in the PE Act, is recommended. 
 
While the GPO procedures only apply to social obligations purchased through PEs, 
implementation of the principle that the Government can purchase the delivery of 
social benefits through contract means that the government does not need to own 
the service provider to deliver the desired output. For example, if the government 
wished to provide subsidized airfares to ‘Eua, it could contract with a private airline: it 
does not need to own or establish an airline to provide subsidized services. It is 
usually more efficient and cost effective to contract with private sector providers to 
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provide subsidized services than to provide those services through PEs16. Wherever 
feasible, purchase of GPOs will be undertaken through competitive tender to 
encourage private sector bidding.  
 
C. Improving the Performance of PEs remaining under Public  Ownership 

 

1. Assess the merits of merging selected PEs and shared directors 

Merging some PEs could lead to significant benefits as a result of asset 
rationalization and overhead cost savings. For example, TAMA and TML could be 
candidates for merger. But a pre-sale merge can incur significant costs without 
adding any real benefit or value. The decision to merge or otherwise must be based 
on whether it is consistent with the Principal Objective and facilitate – not hinder -
greater private sector involvement. Where merge is not warranted or immediately 
practical, sharing directors across select PEs could encourage greater collaboration, 
efficiency gains and operating cost reductions. Ministry of Public Enterprises has 
commenced the process of introducing shared directors across selected PEs. The 
Utility PEs, Tonga Power, Waste Authority and Tonga Water Board, and the 
Information and Communication Technology PEs, Tonga Communication 
Corporation, Tonga Broadcasting and Tonga Post are the first to be selected. 
 

2. Make PE balance sheets work 

SOEs worldwide are skilled at hiding and holding cash. Boards often believe 
government will not provide cash when the board wants to make an investment or 
expand the SOE’s services. It is one of the structural problems with the SOE model – 
the board‘s incentive to grow the business is not always aligned with the 
shareholder’s incentive to maximize portfolio value and cash returns. 
 
Cash can be held through retained earnings, provisions and liquid investments. The 
Ministry of Public Enterprises estimates PEs collectively hold over T$16 million that 
could be returned to the shareholder. This is on top of the T$63 million that could be 
freed up through privatizations, as detailed in the attached Reform Plan Appendix 1. 
Any cash held by PEs that does not support the Principal Objective must be returned 
to the shareholder. 
 

3. Implement the Public Enterprise Act 

The Public Enterprise Act provides a robust framework and its implementation will 
support improved PE performance. The Government will fully implement the 
provisions of the Public Enterprise Act and in particular will exercise its rights as 
owner to ensure that all PEs operate as successful businesses. 
 
To achieve this the Government will   
 
                                                
16 For more discussion on this topic see Finding Balance 2014: Benchmarking the Performance of 
State-Owned Enterprises in Island Countries 



11 
 

i. Require all PEs to operate as sucessful businesses and to be as profitable as 
comparable private sector businesses – the Principal Objective. This Principal 
Objective must drive all decisions made by the board. 

ii. Select directors on the basis that they have the skills, knowldege and 
experience to assist the PE achieve the Principal Objective. 

iii. Require all PEs to adopt their annual accounts within 4 months from the end 
of the financial year and that their board approve business plans before the 
commencment of the financial year. 

iv. Require all board members to abide by the director duties and obligations set 
out in the Act and hold directors accountable for their performance and the 
performance of the PE. 

 
D. Managing the Divestment Pipeline 

 
The Government believes that divestment results are optimized when transactions 
are conducted in an open, competitive manner. Pre-sale scoping studies are not 
recommended. Government is best served through the selection and appointment of 
a skilled transaction advisor. Restructuring and merge options are discussed in the 
individual PE Reform Plan attached in Appendix 1. A high level outline of a 
divestment process for asset sale and going concern is listed in Appendix 3. 
 
 

i. Pre-sale restructuring will be avoided  

Restructuring PEs prior to sale often adds no value and can even reduce value. A 
purchaser establishes price not on the value set by the vendor, but upon the value 
the purchaser sees in the business. Restructuring prior to sale usually incurs a cost, 
but may also limit the purchaser’s restructuring options, possibly reducing the value 
of the PE to the purchaser. In most cases, pre-sale restructuring should not occur 
unless the PE has some assets or activities that confer monopoly rights, in which 
case monopoly rights should be separated or the privatized entity brought under a 
regulatory umbrella. A prudent SOE divestment policy should provide that a sale 
process does not result in state monopolies becoming private sector monopolies.  
 
However, within a monopoly PE there are activities that could be opened up to 
competition and private sector participation. Ownership of the pipeline network within 
TWB may be a natural monopoly and should remain within Government ownership, 
but the management, maintenance and expansion of that network can be contracted 
to the private sector. The Reform Plan (Appendix 1) identifies opportunities for 
private sector participation within monopoly PEs. 
 

ii. Work Program 

Implementation of the divestment Prioritization Framework will ensure the 
Government achieves good outcomes and maximum fiscal benefit. Based on the 
prioritization analysis (see Appendix 2 for more detail) Government should 
immediately proceed with the privatization of TCC, which scored a maximum of 20.  
Capacity within the Ministry of Public Enterprises is constrained and it would be 
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prudent to limit the number of privatization transaction to two per year. This will 
ensure the MPE is able to progress the other components of the Reform plan 
contemporaneously. 
 
It is recommended that TFPL, which scored 15, is the second privatization in the first 
year. The forestry asset is a cash crop and the PE is on the verge of insolvency. Five 
other PEs scored 14 – TBC, TAMA, TDB, TML and Tonga Post and are therefore 
priority privatization candidates.  
 
The Reform Plan in Appendix 1 describes a reform program for each PE. It is 
recommended that the Government instruct the Ministry of Public Enterprise to 
progressively implement the Plan. 
 
 
V. RECOMMENDATION 
 

1. Cabinet adopt the PUBLIC ENTERPRISE OWNERSHIP, PERFORMANCE 
IMPROVEMENT & DIVESTMENT POLICY and direct the Ministry of Public 
Enterprises to implement the Reform Plan. 
 

2. Cabinet directs the Ministry of Public Enterprises to commence the 
privatisation of the two highest scoring Public Enterprises with the intent that 
the privatisations be complete by June 2016. 

 
3. The Ministry of Public Enterprises shall provide Cabinet with an 

Implementation Plan by 31 July 2015 to achieve Recommendation (2) above. 
 

 

……………………………. 

17 April 2017  
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Appendix 1 (Reform Plan) 

There are currently 15 PEs that can be broken into the following broad categories: 
 
Utility (with some monopoly characteristics) 
Tonga Power Limited (TPower); Tonga Water Board (TWB) and Waste Authority Limited (WAL)17 
 
Transport 
Ports Authority Tonga (PAT); Tonga Airport Limited (TAL) and Friendly Island Shipping Agency (FISA) 
 
Information and Communications Technology (ICT) 
Tonga Broadcasting Corporation (TBC); Tonga Communications Corporation (TCC); Tonga Cable Limited (TCL) and Tonga Post Limited 
(Tonga Post) 
 
Agriculture 
Tonga Forest Products Limited (TFPL); Tonga Export Quality Management Limited (TEQM) Tongatapu Markets Limited (TML);  
 
Other (Banking & Property Management) 
Tonga Development Bank (TDB) and Tonga Asset Managers Limited (TAMA)  
 
All Figures in TOP millions and unless indicated from June 2014 Accounts 

Public 
Enterprise 

ROE 

2002 - 
2012 

 

ROE 

2014 

Assets 

Million 

NPAT 

Million 
Situation Analysis & Reform 

Strategy 
Cash Position Divestment Priority Analysis  

Utility PEs       Impact Score 

TPower 6% 8.78% 94.3 4.9 Largest PE by asset base. Strong 
management & board. Monopoly is 

T$3.8 million in cash; 
may be justified for 

1. Sector Risk 
2. Fiscal Impact 

2 
1 

                                                
17 WAL is included as it owns the landfill on Tongatapu, a monopoly activity 
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(2012 to 
2013) 

grid; should encourage Independent 
Power Producers and actions to improve 
utilization of its assets and reduction in 
line losses. Should explore shared 
services or merger with TWB and/or 
WAL. 

investment. Business 
plan must demonstrate 
any investment is 
consistent with 
principle objective  

3. Competition 
4. Economic Impact 

 
Consider merge or shared 
services with TWB and/or WAL 

1 
1 
 
Total = 5 
 
 

TWB 
 

1.0% 6.3% 17.8 1.01 Actual financial performance probably 
worst than disclosed due to poor billing 
and collections and treatment of donor 
grants. Other issues include: 
1. TWB both regulator and operator. 

Need to separate regulatory role 
from operations. 

2. Management and general 
governance issues to be resolved.  

Company should produce separate 
accounts for commercial and regulatory 
role so that board and shareholder can 
better understand and manage the 
commercial operations. Could improve 
financial performance through improved 
billing and collections. Company should 
complete contracting out of pipe laying 
and maintenance. 

It is estimated that 
TWB is holding T$2 
million in surplus cash 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 
 
Immediate gains through 
 
• Contracting out 
• Separate regulatory and 

operational activity 
• Consider merge or shared 

services with Tpower and/or 
WAL 

• Consider management 
contract 

 

1 
1 
1 
1 
 
Total = 4 

WAL 

 

-12.0% 

(2007 to 
2012) 

N/A18 3.12 -0.013 A poorly performing PE but under new 
management is finally grappling with 
revenue collection, operation and asset 
management. WAL competes with the 
private sector in some of its activities 
and should be required to contract out 
retail and commercial waste collection – 
even management of the landfill. Need 
to separate out the regulatory functions 
from the commercial to allow better 
transparency of actual costs and revenue 
and possibly privatization of 

 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Immediate gains through 
• Contracting out 
• Separate regulatory and 

operational activities 
• Consider merge with 

Tpower and/or TWB 
• Privatization of all but land 

2 
1 
3 
1 
 
Total = 7 
 

                                                
18 Negative shareholders’ funds 
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commercial operations. Ownership of 
landfill only real monopoly.   

fill ownership once 
regulatory/operations split 
complete 

Transport PEs         

PAT 

 

4.0% 6.5% 22.7 1.18 Due to treatment of grants and gifted 
assets, revenue may be overstated. 
Focus should be on PPPs to move the 
port to a landlord model. Better asset 
utilization is crucial. The monopoly 
element is the wharf land; balance of 
assets and activities should be freed up 
for private ownership and/or 
management. 

Holding cash and 
liquid investments of 
T$2.55 million after 
loan to WAL of 
T$0.46. 

 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Immediate gains through PPPs 
and return of surplus cash 

2 
2 

 1 

2 

Total = 7 
 

TAL 
2012 

-2.0% 
(2008 to 

2012) 

4.02% 37.2 1.37 Confused regulatory structure, which is 
being addressed by World Bank Group 
(WBG) Transport review and also 
facilities upgrade. Focus should be on 
strengthening governance while WBG 
project underway.  Improved financial 
performance will be achieved through 
better use of assets (particularly land 
and buildings), GPO on outer island 
airports and improved airline revenue. 
Explore management contract for airport 
operations when Transport review 
complete. 

T$4.9 million cash 
held. May be surplus 
to requirements 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Land management, baggage 
handling and possibly 
operations and maintenance of 
the airport infrastructure could 
be contracted out. 

2 
1 
1 
2 
 

Total = 6 
 
 

FISA N/A 38.7% 4.5 0.430 FISA is simply an operating company. 
Government should consider opening up 
the operation of the ferry for 
competitive tender if confident in safety 
audits and regulations. 

T$2.2 million in cash 
that should be returned 
to shareholder 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

4 
2 
3 
3 
Total = 12 

Information & 
Communications 
PEs 
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TBC 

(Unaudited 2014) 

-3.0% 4.45% 3.9 1.09 TBC competes with the private sector, 
its assets are run down and it lacks 
capital to invest. Company should be 
sold and any public good emergency 
broadcasting should either be contracted 
out or transferred to the Ministry of 
Communication.  If government retains 
ownership will need to invest capital for 
asset replacement & upgrade. 

 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Score for (2) related to capital 
investment requirements – if 
sell will eliminate risk. 
Score for (3) competition in all 
but emergency broadcasts. 

5 
2  
4 
3 
 

Total = 14 

TCC 

(2012) 

8% 

Average 
2009 to 
2013) is 

1% 

4.27% 73.12 1.96 TCC revenues from core activities have 
continued to decline as it struggles with 
competition. ROE was 11.3% in 2008. 
Competition exists and sale of TCC to 
industry player (other than Digicel) 
would intensify competition. 

Telecommunication is high risk and 
government, as shareholder adds no 
value. 

Privatization of TCC 
could generate up to 
T$40 million at an 
earnings multiple of 
11 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

5 
5 
5 
5 
 
Total = 20 

TCL N/A 0.2% 44.1 0.125 Submarine cable ownership is a 
monopoly. Company is struggling to 
encourage faster take up of capacity, 
which may be a pricing issue. 
Government should review its 
ownership objectives and consider GPO 
support to encourage faster take up. 
While telecommunications is high risk, 
provision of monopoly internet cable is 
considered low risk. 

 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Economic impact of greater and 
faster take-up of internet 
services is considered high, but 
it is not clear that this would be 
facilitated by privatization. 

1 
2 
1 
2 
 
Total = 6  

Tonga Post -2.6% 
(2009 to 

2012) 

-0.8% 3.96 -0.03 Mail volumes are declining and 
company is struggling to compete in 
parcel/courier market. Government can 
designate anyone as the postal operator, 
so Tonga Post does not have a 
monopoly.  TPost fast becoming a 
property investor rather than postal 
operator. Has spent most of its cash on 

Could generate T$3.5 
to T$5 million on sale  

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
While cash generated from sale 
is modest, shareholder’s funds 
at risk if not privatized. 

5 
3 
4 
2 
 
Total = 14 
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the home addressing project, which has 
a questionable payback. Following the 
acquisition of assets of Tonga Print, the 
PE has been renamed Tonga Post & Fast 
Print Limited. 

Government needs to form a view on 
sale or restructure – status quo is not 
sustainable.  

Agriculture PEs        

TEQM N/A -14.7% 0.118 -0.05 This is a newly established PE whose 
operation has been adversely impacted 
by delays in finalizing the lease and 
transfer of assets. Facility is now 
operational and should generate 
acceptable returns and support economic 
activity. When established, it was 
planned that TEQM would be sold to 
local growers. 

 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
Agriculture is reasonably high 
risk, but TEQM one of only two 
treatment facilities) 

 

3 
4 
2 
4 
 
Total = 13 
 
 

TFPL 

2010 

-4.0% -2.59% 9.25 -0.09 PE has struggled and would not survive 
without technical support provided by 
MFAT. As company is selling its assets 
(trees) its current business model is 
really just progressive privatization. 
Finalization of lease is crucial. Once 
completed sale of cutting rights is 
recommended. 

TFPL could realize 
T$4 million on sale. 
Government faces 
significant downside 
risk if it continues to 
own TFPL. 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
The fiscal risk is assessed on 
both cash generated from sale 
and potential negative impact if 
hold not sold. 
Timber is a world commodity. 

5 
4 
4 
2 

 

Total = 15 

TML 
 

13% 
(2004 to 

2011) 

4.11% 3.44 0.063 Need to consider relocation of market as 
it occupies prime land. The land could 
be sold and leased back to the market, 
with return of capital to Government. 
The management of the market should 
be contracted out or consolidated under 
TAMA. 

T$0.74 million in 
surplus cash that can 
be returned to 
shareholder 

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 
TML has a monopoly in 
Nuku’alofa CBD, but faces 
competition from non-CBD 
market outlets. 

4 
3 
4 
3 
 
Total = 14 
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Other (Banking 
& Property 
Management) 

       

TAMA 
 

-2.0% 
(2012) 

-2.1% 9.30 -0.154 TAMA is a new PE and has been set up 
with a full commercial mandate. Should 
look to liquidate investments overtime. 
In interim could take over management 
of TML market or merge the PEs 

Net assets T$7.4 
million, mostly 
invested in property. 
Progressive sale of 
property holding or 
sale of company could 
realize net asset value.   

1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

4 
2 
5 
3 

 
Total = 14 

TDB 

 

10% 8.31% 

(2013) 

69.4 1.64 Appears expansion plans are currently 
on hold: Bank is managing subsidized 
programs that could be competitively 
tendered. Government should reassess 
TDB’s mandate and if there is no 
rationale for public ownership, look at 
privatization/ full or partial. 

 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

3 
5 
4 
2 
 
Total = 14 
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Appendix 2 
Divestment Priority Analysis 
 
PE Name Impact Score Explanation 
TBC 1. Sector Risk 

2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

5 
2 
4 
3 
 
Total = 14 

Commercial broadcasting is comparatively high risk. 
Government has no strategic value as shareholder. Any public 
benefits can be purchased from private sector providers. 
Emergency broadcasts may be monopoly, if so can be 
purchased through GPO or undertaken by Ministry of 
Communications. Economic development potential from sale 
related to encouraging private sector investment in 
broadcasting. 

TCC 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

5 
5 
5 
5 
 

Total = 20 

There is an existing private sector competitor, which 
consistently has prime mover advantage. TCC in constant 
catch up mode. Telecommunications requires significant 
investment and rapid innovation. Sale could generate USD40 
million and would encourage new investor thereby enhancing 
service delivery and competition. Improved 
telecommunications, greater access and potentially lower cost 
would have significant economic benefits.  

Tonga Post 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

5 
3 
4 
2 
 
Total = 14 

Tonga Post is the licensed postal operator, but under the 
Postal Act the Government could designate anyone as the 
postal operator. Postal volumes around the world are 
declining, which puts Tonga Post in a dying business. 
Company has no competitive advantage in parcel delivery 
where there is open competition. Tonga Post is increasingly 
becoming a property investor and manager.  

TFPL 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

5 
4 
4 
2 
 

Total = 15 

Timber is an international commodity. TFPL is in dire 
financial position and despite expert input from the NZ 
Government; it suffers from poor management. Tongan 
Government may need to inject further capital to keep 
company operating, but without improvement in management 
additional capital will be at significant risk. Timber is a cash 
crop; company sale is simply bringing forward cash from 
progressive harvesting, but has the benefit of eliminating 
further operating risks. Government should sell cutting rights 
as soon as practical. 

TML 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

4 
3 
4 
3 
 
Total = 14 

While the market has monopoly rights within the CBD, there 
is no compelling reason why the government should operate a 
market. Market environs appear underdeveloped compared 
with similar markets in other Pacific Island countries. 
Government should consider competitively tendering a long-
term management contract for the operation of the market, 
including ongoing maintenance and capital investment.  

TAMA 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

4 
2 
5 
3 
 
Total = 14 

TAMA holds commercial property investments. There 
appears to be no reason why government should own these 
assets. Private sector has the skills to own and manage 
commercial properties.  

TDB 1. Sector Risk 
2. Fiscal Impact 
3. Competition 
4. Economic Impact 

 

3 
5 
4 
2 
 
Total = 14 

Government should reassess TDB’s mandate and justification 
for continued government ownership. Tonga appears to be 
adequately banked. Government subsidized lending programs 
could be competitively tendered.  
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Appendix 3 
 
Privatisation Process Highlights 
 

1. Undertake review of PE financial and operational performance. Determine 

whether privatisation should be asset sale or going concern.	

2. Decision on (1) will impact sales process	

Asset Sale 
 

1. Identify assets to be sold and whether as a whole or in parcels. Government 

to determine primary sales objective – price maximisation or other and 

whether particular bidder/s should be excluded 

2. Select sales agent and obtain valuation 

3. Comprise list of assets and identify preferred sales method. Vendor due diligence of 

assets to be sold. 

4. Government to determine redundancy policy for affected staff 

5. Ministry of PEs/ PE Board commence consultation with staff regarding restructuring 

and redundancy arrangements 

6. Sales strategy finalised & marketing documents prepared 

7. Sale & purchase agreement drafted 

8. Government decision on how to settle external liabilities 

9. Marketing process undertaken. Sales process commenced and concluded, preferred 

bidder selected 

10. Sale complete 

 Going concern 
1. Is PE company or statutory authority? If latter, re-register as company 

2. Identify any matters that must be completed, tidied up before sale such as leases, 

document GPOs etc 

3. Government to identify primary sales objective, policy on redundancy (if any), and 

whether particular bidders should be excluded 

4. Appoint sales agent and undertake valuation 

5. Prepare marketing documents and approve process, draft sale and purchase 

agreement, identify if any warranties are to be provided, draft information 

memorandum. Vendor due diligence of PE. 

6. Commence marketing, prepare due diligence room and collate documentation 

supporting assets, leases, insurance, liabilities, employment obligations etc 
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7. Receive and review bids, select winning bidder 

8. Complete sale 
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Appendix 4 
 
The Public Enterprise Act and Recent Reforms 
 
The Public Enterprise Act (as amended in 2010) 
 
The Act now provides an excellent legislative framework that supports good 
governance, encourages a strong commercial focus and establishes strong 
accountabilities and transparency. It establishes a “principal objective” that all public 
enterprises must operate as a successful business, which is further defined as being 
as profitable as businesses not owned by the state19. This sets the minimum 
standard of performance against which all PE boards and managers must be judged 
and against which they should be held to account.  
 
It also serves to guide the process for the selection and appointment of directors. 
The Act states that directors should only be appointed to PE boards if the person 
appointing them – the Minister of Public Enterprises with the consent of Cabinet – 
believes that the person has the skills and ability necessary to assist the PE achieve 
the Principal Objective (Section 14(1)).  
 
The Act has very robust principles establishing clear performance expectations, 
accountability for non-performance and enforcement and consequences. Tonga is 
the first country in the Pacific to publish summary SOE performance in local 
newspapers. The Act requires the SOE board publish a summary of its Annual 
Report and performance against targets set in the business plan. 
 
Other Reform Initiatives 
 
The PE Act and Government policy have introduced other innovative reform 
initiatives over the last four years. The following is a brief description of the main 
initiatives and how they will improve PE performance if fully implemented. 
 
PE director position descriptions 
 
Position descriptions for all PE directors and chairs have been prepared that set out 

• The legislative mandate for the particular PE 
• Duties and obligations of the director/chair as established under the PE Act, 

Companies Act, the PE’s establishing legislation and any other relevant Act 
• The competencies expected of a director of a PE and a description of how the 

competency will be evidenced 
• A general statement on the fiduciary duties owed by every director 

 
PE Director performance assessment system 
 

                                                
19 In Tonga as many of the PEs are monopolies it might be thought that it is hard to find comparable 
businesses that are not owned by the state. However through benchmarking studies such as Finding 
Balance and studies produced by the Pacific Regional Infrastructure Facility useful comparative data 
for financial and non-financial performance measures is available.  
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Building on the position descriptions, a director performance assessment system has 
been developed. The system comprises a self-evaluation, evaluation of other 
directors and the chair and an evaluation of the board as a unit. The tool is designed 
to help boards and directors be the best they can be by identifying training and 
development opportunities.  
 
Governance     
   
In accordance with Government policy, the 2010 amendment to the PE Act 
introduced a prohibition on the appointment of ministers and members of the 
Legislative Assembly as PE directors. The Act also establishes a limit on the number 
of public servants that can be appointed to a PE board. The only exemption to the 
prohibition on the appointment of ministers is when a new PE has been established 
(Sections 14 and 32). This recognizes (a) the inherent conflicts that elected 
representatives and public servants face when asked to serve on SOE board and (b) 
the time commitment and specialist skills required to meet the onerous 
responsibilities and duties of SOE directors. 
 
Non-financial performance measures 
 
A series of non-financial performance measures, with examples, has been 
developed for use by the PEs preparing their Business Plans. A template setting out 
the minimum requirements for the Business Plan has also been developed. 
 
Target ROE 
 
The government has set a standard 10% ROE for all PEs. While two PEs have come 
close to achieving this target - TPower and TDB - most SOEs fall significantly short. 
A standard target - while better than no target at all - can be risky. Different PEs face 
different commercial and operational risks and the required return should take these 
risks into consideration.   
 
TPower, for example, is a monopoly power provider of an essential service and 
faces no or minimal competition. Setting a 10% ROE target for TPower may be too 
high and may encourage the board and management to make decisions or enter into 
investments that are not prudent or in the best interests of the owner or customers. 
New Zealand’s integrated power utilities generally achieve a 6% to 8% after tax 
ROE. TCC on the other hand is engaged in a high-risk market and faces direct 
competition. Telecommunications service providers in Australia and New Zealand 
have, on average, generated after tax ROEs of 25% to 30% over the period FY2009 
to FY2013. On this basis, a 10% ROE for TCC is too low, potentially encouraging the 
board to invest in comparatively higher risk investments and hoard cash. 
 
The MPE is developing PE by PE targets that will better reflect risk and provide the 
boards and the Government with more objective performance targets and improved 
accountability.    
 
Holding Company 
 



24 
 

The PE Act provides for the establishment of a PE holding company, which would 
then own the balance of the PEs or a selection of PEs. The concept of the holding 
company, if established correctly, has a number of benefits. A separate briefing 
paper on the pros and cons of a holding company for PEs has been developed by 
the MPE.  
 
 


