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CHAPTER ONE:

1.1 BACKGROUND

This document presents the sutcome of the 2020 Debt Sustainability Analysis (DSA) For the State, conducted using the Debt Sustainability
Framewark for Low- Income Countries [DSF-LIC) Template. This DSA exercise was conducted by the State’s DSA Team comprising all relevant
stakeholder Institutions under the leadership of the State DMD. The other institutions involved were the State Ministry of Finance, The State
Ministry of Budget and Planning, The State Accountant General's Office, and the State Board of Internal Revenue. The analysis provides a
comprehensive framework for thee analysis of debt issues, including new financing within the contest of long term macroeconomic projections.

The Bayelsa Stale Debt Sustainability Analysis (D5A) 15 Prepared to analyze the State’s capacity to finance its policy objectives and ssrvice the
ensuing debt without unduly large adjustmants, which could otherwise compromise its stability.

The objective of the State Debt Sustainability Analysis is to access the current debt situation, its maturity structure whether it has fixed or floating
rates or whether it is indexed, and by whom it is held; to identify vulnerabilities in the debt structure ar the policy framework hefare payment

difficultiog arite.

The framework consists of two complementary components: the analysis of the sustainability of total public debt and that of total external debt.
Each compenent includes a baseline scenario based on a set of macroeconomic projections that articulate the government's intended policies,
with the main assumptions and parameters clearly lald out, and a series of sensitivity tests applied to the baseline scenarlo, providing a probabilistic
upper bound for the debt dynamics under various assumptions regarding policy variables, macroeconomic developments, and financing costs. The
paths of debt indicators under the baseline scenario and the stress tests allow to access the vulnerability of the State to a payment crisis.

1.2 SUMMARY OF FINDINGS/ OVERALL RESULTS

The State exhibits a solid debt position that appears sustainable in the long term. A solid debt position that results from the State's strong
performance in terms of mobilizing IGR underpinned by successful tax administration and civil service reforms introduced in the last fow years,
and its control of recurrent expenditure growth. Given the State’s own forecast for the economy and reasonable assumptions concerning the
State’s revenue and expenditure poficles going forward, the long term outlook of the public debt appears sustainable.



CHAPTER TWOQ:
BAYELSA STATE FISCAL AND DEBT FRAMEWORK
21 FISCAL REFORMS IN THE LAST 3 TD 5 YEARS

The serlous decline in the price of oil has led to a decrease in the funds available for distribution both to the Federal and State governments. The
need for State and Local Governments to generate adequate revenue from internal sources has therefore become a matter of extreme urgency
and importance. To this end, Bayelsa State Government has embarked on several Fiscal reforms in the last 3 -5 years for economic development.
Some of the reforms Include: Civil service reform, Pension reform and Tax reforms. No doubt these has led to a slight but consistent increase in
IGR and a reduction in personnel and overhead costs in the last 3 -5 years. The State has also established polices and frame works such as Arrears
Clearance Framework, Medium Term Expenditure Framework, and implementation of the National Minimum wage which all have an overall effect

on the State’s fiscal variables.
232 2021 - 2023 MEDIUNM TERM EXPENDITURE FRAMEWORK, MTEF, 2020 APFROPRIATION ACT (BUDGET)

The original year 2020 budget was informed by an expected crude oil price of USD 555, The amended Year 2020 budget was 25 a rasult of the
drastic fall in il price from USD 555 to LUSDS 20, The fall of oil Price to USD 20 was cccasioned by the closure of many factories globally as a
response to the COVID-19 Lock down measures worldwide, More so, the revised price was also in line with the federal Government of Nigeria's
{FGN} Medium Term Expenditure Framework (MTEF) as approved by the National Assembly, A decrease in oll price by USD 535 resulted in the
revised budget and has negatively Impacted on both the revenue and expenditures of the State. The State’s planned borrowing shaws a reduced
amaunt of 3.5 billion in 2020 reflecting the effect of The global pandemic (COVID -19) and considering debt service difficulties of high borrowing.
However, Planned borrowing will increase to 9 billion in year 2021, 2022 and 2023 respectively, This is on the assumption that global economic
activities must have gone back to normal (Post COVID-19 era) by 2022,

L3 MEDIUM TERM DEET MANAGEMENT STRATEGY

The State’s Medium Term Debt Management Strategy otherwise known as “Domestic Arrears Clearance Framework” |s developed to ensure that
contractual liabilitees, outstanding pensions and Gratuities and judgement debts in the context of domestic arrears definition are objectively
defrayed in a planned manner. The framework stands out as a focal instrument dictating how the recorded Liabilities are eontinuously defrayed
through the instrumentality of the provisions of the annual budget.



CHAPTER 3:
THE STATE REVENUE, EXPENDITURE, AND PUBLIC DEBT TRENDS (2015 -2019)
il REVEMUE AMD EXPEMINTLUIRE

I. Aggregate State Total Revenue: The State’s aggregate revenue from 2015 — 2019 is determined Mainly by Gross FAAC allocations, IGR and
Grants with FAAC allocations contributing the highest Percentage aver the years as follows:

YEAR 2015 2016 207 2018 2018
TOTAL REVENUE 117253 1a323 170049 212279 190234
GROSS FAAC ALLOD. 92.6% 92 5% 92.7% 53.4% 91 1%
IGR 6.9% 7.5% 73% 6.6% 5.8%
GRAMTS 0.5% Fa O 0% 0%

Aggregate Stale revenue decrease in 2019 Owing to a sharp decling In federal transfers as a result of the Global pandemic (COVID 19) which led to
a Tall in ol pripe,
ii. FAAC allocations trend In the last five years: “Federal transfers registered sharp declines due to lower crude ofl receipts. According to the

Federal Debt Management Office (DMO), the State’s federal allocation, including transfers from the excess crude account, fell by 35% between
2015 —201%, while as a percentage of GSDP, it fell from 2.4 percent in 2015 to 1.2 percent in 2019). The decline is largely attributable to a slide in

federal oil receipts.

iii. IGR trend in the last five years: The State exhibited slight IGR growth during the review perlod. IGR grew by 1.9% between 2015 and 2019, The
shght improvernent in IGR is mainly a result of tax administration reforms aimed at improving collection rates and broadening the tax revenue
base,

v, Aggregate (total) Expenditure trend in the last five years:

2015 216 2017 2018 2019
Tatal Expenditure 153,346 129082 157652 216614 153.807
Personmnel 43 257 26,162 45,694 60,742 43,823
Overhead Costs 23,550 23,144 30,600 B9, 845 42,543
Diebt Service (Interests Amaortizations) B, ] 10,344 13,613 11,838 11,610
Other Recusrent Expenditures 1R, 308 14,474 22,12 26,4372 LT3
Capital Expenditure 61,531 49,858 45,5729 47,755 42,159

State expenditure remained unstable during the period. Between 2015 — 2019, real aggregate expenditure grew by 0.3 percent. Capital spending
was relatively stable, but showed a negative growth of 12 .7 percent over the analyzed period, while recurrent expenditure though unstable



registered a modest growth of 12.7% between 2015 and 2019. During the period, the bulk of expenditure went to recurrent spending (persanngl
tosts, overheads, debt charges, and other recurrent expenditures) representing 68.6% of lotal spending on average.

¥. Main expenditure variations in the last five years by economic classification:

Expenditure line items showed great varkations during the analyzed period with debt service [interest Amortizations) and capital expenditure been
a little bit more stable at an average of 6.8% and 31.45 respactively during the period under review [2015-2019). Personnel cost, overhead costs
and other recurrent expenditures maintained an average of 45.1billion, 38billion and §.8billlion respectively between 2015 - 2019, The evolution
of these expenditure line items was generated by the debt management strategy and civil service reforms implemented by the state government

during the period under review.

ol EXISTING FUBLIC DEBT PORTFOLID

“The public debt includes the explicit financial commitments Eke loans and securities that have paper contracts instrumenting the government
promises o repay”.

1 Public debt stock amount or its share on total Revenue at end -2019 and its growth in the last five years: The collapse of the cll price in
2015 led to a drastic increase in the state governments public debts to meet the governments development agenda. The State public debt
amounted to M 167.3 billion as at end 2010 and is expected to increase rapidly with the collapse of oil prices if not properly managed

li The existing public debt portfolic composition at end -2019: The State public debt is composed of external and Domestic debts. External
debts comprise of Multilateral loans such a5 WB, IDA, EDF and IFAD and constitutes 11.6% of the total public debt in 2019 while the domestic
debt comprises of Budget support facility, Salary bailout, Federal Government bonds, Excess crude account loans, Commercial bank loans,
Commercial Agric credit Scheme 1 & 2, MSMEDF, Contractor Arrears, Pension and Gratuity, and Other loans, and constitutes 38.4% of the
total public debt stock in 2019,

lii  The State holds a low-cost, low-risk debt portfolio. The debt porticlio carried an average, implicit interast rate of 9 percent in 2018 -2019
and the interest payments represented just 6.6% of total expenditure. In addition, the debt partfolio is narrowly exposed o currency, interest
rate, and rollover risks. Exposure to currency fluctuations is limited because the foresgn currency-denominated liabilities are only 11.6 percent
of the total stock. Most internal and all external loans are fixed — rate obligations, thus not affected by changes in interest rates. As these loans
have maturities running from 10 — 40 years and include financing from the federal Government and multilateral organizations, rollover risk
assocated with potential deterieration of domestic financial conditions is negligible.
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Chart 3: Debt Stock [million NGN)
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CHAPTER 4:
CONCEPT OF DEBT SUSTAINABILITY, UNDERLYING ASSUMPTIONS, RESULT ANALYSIS AND FINDINGS
4.0 INTRODUCTION: - CONCEPT OF DEET SUSTAINABILITY ANALYSIS

I. “The concept of debt sustainability refers to the ahility of the government to honor its future financial Obligations, Since policies and institutions
poverning spending and taxation largely determine such Obligatians, debt sustainability ultimately refers to the ability of the government to
maintain sound Fiscal policies over time without having to introduce major budgetary or debt adjustments In the future. Conversely, fiscal policias
are deemed unsustainable when they lead to excescive accumulation of public Debt, which could eventually cause the government to take action
to address the unwanted Consequences of a heavy debt burden®.

il. The indicative threshold for Debt/GDP is 25% but the State maintains a 1-3% Debt/GDP ratio. The indicative threshold for debt as a percentage
of revenue is 200% while the state maintained 88% in 2019 which s sustainable. Also in 2019, the State maintained a 25% debt service Revenue
ratio which is sustainable considering the indicative threshold of 40%. The State also maintained a 26% ratio of personnel costfRevenue in 2019
which is sustainable going by the 50% indicative threshold. Finally, Debt service as a percentage of Gross FAAC Allocation and Interest as a
percentage of Revenue is 28% and 25% respectively in 2019 which are all sustainable,

4.1 MEDIUM TERM BUDGET FORECAST

i. Main features of the macroeconomic outiook under which the state DSA baseline Scenario is being conducted: The State medium —term debt
sustainability is predicated upon a gradual recovery of the Nigerian ecanemy that will gradually increase FAAL, statutory allocations. According
to the Federal Government and States’ owned forecasts, the Nigerian economy is expected to pradually recover in the period 2021 - 2023, with
real GDP expansion at an average annual rate of 3 percent and domestic inflation Decreasing below 10 percent by 2022, Such a moderate
recovery will be supported by higher oil prices in global markets, an increase in dormestic production, prudent fiscal policy, and the stabilzation
of the exchange rate relevant for international public-sector financial transactions at its current level. Ol and gas revenus, as well as shared
resources such as custom duties and VAT, would then increase relative to the depressed levels abserved In 2020, thus Improving the State’s

revenue position.

ii. State's revenue and expenditure policies Eoing forward under the baseline scenario: Debt sustainability analysis is also predicated on the
continuation of recent efforts to mobilize lacal revenue sources and unchanged policies concerning personnel and other cperating expenses, At
local level, the tax administration reforms adopted by the State Government to strengthen rescurces provided by 1GR, are expected to continue
in the next few years and will benefit from the overall economic recovery. On the other hand, no new palicies are anticipated with regard to
personnel and overhead costs, which are thus likely to preserve their historical trends.



42  BORROWING ASSUMPTIONS / OPTIONS

The State intends Lo cover its gross financing needs from commercial bank loans ranging from 1-5 years’ tenor and longer than & years' tenar, and
through State Government Bonds and other domestic financing sources. The State does not irtend to borrow from external sources within the

forecast period.

The terms of the borrowing needs are: Commercial banks 9% interest rate, maturity period of 1-10 years, less than Gyrs with 1-year grace period.
State Government Bonds is made up of Coupon rate 15%, 10yrs tenar with no grace period. While other domestic financing is made up of an interest
rate of 23%, one-year tenor with no grace period, The macroeconomic assurmptions of the borrowing needs between 2020 — 2029 are: a gradual
recovery of the giobal economy between 2021-2023, Reduction of inflation rate by less than 10% in 2022, increase in oil prices from 2021,
Stabilization of exchange rate by 2021 and increase in FAAC allocation and VAT by 2031.

k Revenue expenditure, overall and primary balance over the long time:

Ini the baseline scenario, the State preserves debt sustainability. Total revenue [including grants and excluding other capital receipts) s projectad

te increase from B1%0.2 billlan in 2019 to M245.1 billion by 2029 {chart 16). Total Expenditure will expand from 1538 billion in 2019 to N260
Billion in 2029 (chart 17). Therefore, the fiscal deficit- cam puted as the difference between revenue and expenditure- s expected to remain within
a range of N1 billion to #15 billion in nominal terms compared to the 2019 surplus of #36.4 billion.

ii. Main finding and conclusion of the baseline scenario in terms of debt sustalnability:

As a consequence of the modest increase in investment and external borrowings, the state’s public debt 'Will dedine and the 5tate’s repayment
capacity will rise Parl passu (charts 22). Debt is projected to decline from W167_3billion a5 at end — 2019 to B28.7 billion by 2029. As the fiscal
defidt stabilizes, in nominal terms over the next few years, and the public debt ratio improves, the analysis of the basaline scenario supgests that

the state is able to preserve the sustainability of its debt in the medium term,
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Source: State's forecasts
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Chart 26: Fiscal Outturns
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4.4 D5A SENSITIVITY ANALYSIS (SHOCK ANALYSIS)

I The State faces important sources of fiscal risks associated to the possibility of adverse country wide macroeconomic conditions and the reversal
of the State’s revenue and expenditure policies. A sensitivity analysis is undertaken considering macrosconomic shocks and policy shocks to
evaluate the robustness of the sustainability assessment for the baseline scenarios discussed in the previous sub-sections. When considering both
macreeconomic and policy shocks, it is assumed that external and domestic borrowings cover any revenue shortfall and additional expenditure
relative to the baseline scenario discussed earfier.

il. The Slate's debt sustainability would deteriorate moderately if the exchange rate finterest rate shocks materialize, mainly as a consequence of
# diminished repayment capacity.

iil. The State’s debt sustainability is expected to largely deteriorate if the revenue/expenditure shock were to occur, 4 3 result of both excessive
deficits and diminished repayment capacity. The projected fiscal deficits increase systematically gaing forward to 2029, In additien, the public
debits ratic grows up unsustainable levels in the next few years. Notably, therefore, a major risk for debt sustainability is the reversal of the State’s
successful revenue mobilization efforts and a failure to maintain current patterns of expenditure growth.

12
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Source: State's forecasts
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LIST OF ANMNEXURES:

ANNEXURE 1: TABLE OF ASSUMPTIONS

I u = ' ii Iﬂ-. :

Startm GOP [af current prices)

Howvenue
1. Cowss Statutory Allocation [gross’ means with no dedections)

of which et Statutory Allocation {'nat’ means of deductions)
af which Deduction:

1. Pariuatian iif applicable to the State)

3. Other FAAL transfers (exchange rade gain, angrmentation, others)

A, VAT Allecation

5. BGR
b Capital Receipts
Grares

Sales of Government Assels and Privatization Procesds

Other Mon-Debt Cranting Capial Receipts

Expendiures
1. Personnel costs [Salanes, Pensions, Civil Servant Social Benefies,
oitfier)

2. 0warhead costy

3. Other Recurment Expenditure (Excluding Personnel Costs,
Orverhead Costs ard Interest Payrisents)

Profection Methadology

Suate real and nominal GOP figees wene obiained from FRederal
Debi banagement office

Histaorieal trend analysis of Gross Satutong Allocation
Fnrecast within maded ailng faders! revenue sharing assumpiods

Derteation Is assumed to inorease by DO02% and 000025
between yaar 2022 and yvear 2039

Cthar FAAL transfor i atsumed o Muctisate i year 2630 and
year 2007 but bs projected i increass by appracemately 1biflian
frarm year 2023

VAT Allocation Is projected to increase by 0L074% from wear 2003
to yesr I029

IGR s projected 1o Increase by 00855 from yeas 2000 - yes
S

Sum of the commponents

Grants is expected to increass by D01% and 0.025% betwesn
2021 znd 20029

Cithar ninm- debt creating capital Recents s eapacted 1o Increase
by approximately Imilllon fram year 2022

Personnel cast B prajected to Inorease by (L1233 in 2020 and
D.0075% from 2021 te 2009

Cverhwead cost 5 projected to increase by 0.1% in 2020, 0.007% in
2021 and 0.05% from 2022 - 2025

ke recurrent aspendibure is expected ta increase by 00% 0
Hkand 0.05% from S621 - 209

Financial Statamants MMemtfly FAAT
Allodations

Fimancial Sttements / FAAC
AllocationMATEF

Financia! Statements | FARC
AlecaticnaWTEF

Fnancia! Statementy | FALC
Alpcatons/STEF

Staie Bowrd of Internal ReesnuaBATEF
DD Firangizl Statensents JFAALC

Fimancial Staternents

Financial Statements

Financial Stazements MTEF

Fimanclal Starernerey MTEF

Finandal Statemenis/SATER

15



Clasing Cash and Bank
Balance

Fraceads from Deta.
merR S

Debt Amatization and
Interest Payments

4. Capital Expenditure

Closing Cash and Bank Balance

Flanned Borrowings (new bonds, new loans, etc)

Maw Domestic Finanding in Million Maira

Cormmerncial Bank Loans [maturity 1 1o 5 years, incleding Agrc
Loans, inf Loans, and MYMEDE|

Commercial Bank Loans {maturity 6 years of kanger, including Agric

Loans, B Loans, and MSMEDF)
SLate Honds (maturity 1 to S years)

State Rends [rmaturity 6 years or bnger)

(her Domestic Financing

Mews External Financing in Milion LS Dollars

Extermal Financing - Concessional Loans feg., World Bank, &frican
Developrmant Bank]
External Financing - Rilatera Loans

Orther External Finamding

Debt Cutstanding at end-2019

External Dbt - amortization and interest

Darmestic Deht - amartization and wterest

New debt issued/contracted from 2020 omards

Mew External Financing

Extarnal Financing - Concesiinnal Loans [#.5., Workd Bank, African
Develzpment Bank)

Esternai Finandng - Bilateral Loans

Other External Firencing

New Damestic Finandng in Milion Malra

Capltal expenditure is grojected to iniresse by 0.1% in 3020 dnd
0.05% from 2021 - 2029

state financinl reparts

15.5 Billion finterest rote 9%, merturity |3 yeers) and grace pesiod
{1 yesrj

34.01 Billlon (interest rabe 5%, maturity (10 years) and graca
period (1 yearjh

23.4 Billlon jeoupan rate [15%) maturiy[10 years) add grace

period {0f]
.75 Billlon (interest rate 235, maturity {1 paar) and grace pemosd

(o)

armorfizaima and interest payment estimated using profifes
receeided in OBAD including excternal debl ereice pald through
FAAL deduction

ArmdrhEation ar inferest payment parimated uting profiles
recordid in OMD Induding the tnes peid directty by the piate
through FAAC dedurtion

Insert the Borrowing Terms lor New External Debt: interest rate
(%], maturity [ years] and grace period [#)

insert tha Borrowing Terms for Mew Domestic Debt: interest
rabe (%], matwrity (8 years) and grace pericd (#)

Financial Statements A TEF

Financial Statements

State DD JFinancial stalements

State DMD/Financil statements

State DRD Firancisl staterrsents

SEpte DD Firancial statements

16



Commerclal Bank Loans (matuity 1 to 5 wears, incleding Sgric
Loans, Inf Loans, and MSMEDF)

Cesmmercial Rank Loans (maturity 6 veass or lorger, including Agric
Losang, Inf Loains, and MSKEDF)

State Rands (matirity 1 0o 5 pears)

State Bords [mEturity G years or longer|

Other Domestic Financing

mbenesk rate 5%, maturity [3 years) and grece period (1 year)

imberest rate 9%, maturity {10 years) and grace perled [1 year

coupan rate {165) maturity(10 years] and grace pariad (0]
inferess fake 2%, maturity (1 year] and grace period (0

State DOAD/MTEF

State DD WTEF

State DMD SATED
State DD /RATEF

17



ANNEXURE 2: BASELINE PROJECTIONS
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BAYELSA STATE TECHNICAL TEAM

1. Owoupele Daubri Director, Bayelsa 5tate DMD

2. Collins David Director, Board of internal Revenue

3. Soroh Peremoboere Director, Budpet and Planning

4, Godspower Oweibi Technical Assistant to Commissioner of Finance
5. Sikpi Loveday Director, Final Accounts

LIST OF PARTICIPATING AGEMCIES

Bayelsa State Debt Management Department
Board of Internal revenue

Ministry of Budget and Planning

Ministry of Finance

Office of the Accountant General

W B W

g

Signed: Honourable Commissioner for Finance Signed: Accountant General

Bayelsa State Ministry of Finance Bayelsa State
Mame: N!%S‘: {L':Eﬁ”iﬁ-‘c—’f Mame: |[—1(sy LO®CuD

Date: D2 —|2 - 202D

Dad

Signed:Dir, Bayelsa State Debt Management

Department
Name: £ ol DAL P ELE I aumpa

Date: 113 —~ 17 -7202s
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