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. OVERVIEW

1. A SNAPSHOT:

This Annual Report covers the operations and
activitiesof the Central Bank for thefinancial year
July 2003 to June 2004. It isthefirst such Annual
Report to cover the full fiscal year (July-June)
following the previousAnnua Report which covered
the eighteen months to 30 June 2003. The latter
incorporated thetransitional first Sx monthsof the
calendar year 2003 when thefinancial year of the
Central Bank was changed fromthe calendar year
(January-December) to thefiscal year (June-July)
under the Central Bank of Samoa Amendment Act
2001.

Asintherecent Annua Reports, thisAnnua Report
isfocused more on explaining the operation and
activities of the Central Bank during the twelve
months to June 2004 and less emphasis on the
detailed economic analysis. More details on the
country'seconomic performance and developments
arecoveredinother publicationsof the Central Bank,
most of which are compiled and published on a
monthly basis.

Activitiesin the Samoan economy during the year
under review were influenced by both external and
domestic factors.

Global economic growth took afirmer footing as
actual real growth ratesovershot forecast figures.
The world economy grew in real terms by 4.3
percent inthefiscal year 2003/04 compared to the
forecast 3.7 percent. Inflation, onthe other hand,
registered at the expected rate of 1.8 percent.

Apia Beach Road - Pulu treesuprooted by Cyclone Heta

For the Samoan economy in the fiscal year 2003/
04, monetary policy set out to accommodate fiscal
policy ingenerating real economic growth especialy
following theondaught of Cyclone Hetain January
2004. A comfortablelevel of international reserves
and the realization that a steep rise in domestic
prices, was unavoidable following Cyclone Heta,
supported thispolicy stance. Intheevent, thelevel
of banks excessreservesincreased. Thisresulted
in lowering the level of officia interest rates and
thereforethe commercial banks interest rates. In
addition to thereductionininterest rates, further
easing of foreign exchange controls on capital
transactionssaw credit to the private sector risein
2003/04.

Overall, the macro economic resultsfor 2003/04
turned out reasonably positive, despitethe adverse
impact of Cyclone Hetain the second half of the
financial year and the continued strong rise in
international petroleum prices. Thelatest estimate
put reel domestic economic growthfor thefiscd year
2003/04 at 1.7 percent and international reserves
at over 4 monthsof importsof goods. Onthe other
hand, the annual rate of inflation rose, reaching 7.9
percent at the end of June 2004, consequent of the
shortages in local food supplies and increased
petroleum prices.

Road repair at Luatuanuu after CycloneHeta

The Government Budget for 2003/04 projected an
expansionary fiscal policy stance with an overall
budget deficit of $14.1 million in 2003/04. The
overal deficit reflected a $23.3 miillion, or 7.5
percent expansion in total expenditures, partially
offset by a$22.0 million or 9.6 percent increasein
tota domestic revenuesand grantsfromabroad. On



the expenditure side, current expendituresrose $5.8
million or 3 percent, development outlaysincreased
$6.6 millionand afurther investment inthe nationa
flag carrier Polynesian Airlines saw the net
contributionsto statutory bodiesand government
corporationsrise $10.9 million or 55 percent.

Actual figureson Government'sfinancia operations
during thefiscal year 2003/04 are not yet available.
However, therewasan actud overdl deficit of $17.6
millionin Government'sfinancial operationsvis-a
vis the monetary system in the fiscal year under
review compared witha$6.2 million surplusinthe
year before.

2. MONETARY POLICY AND
CONDITIONS IN 2003/04:

Despite an expansonary budget, inview of theneed
to promote economic activities, especialy giventhe
dow growthinthe previousyear an accommodative
monetary policy stance was pursued for 2003/04.
Thiswas achieved by maintaining, on average, a
higher level of commercial banks excessreserves
thaninthepreviousyear. In 2003/04, therefore, the
monthly average level of excess reserves of the
commercial banks was increased 75 percent to
$21.5 million. This saw the yields on the main
monetary policy instrument, the Central Bank
securities, falling during the year. In particular, the
91 days benchmark yield fell from 5.46 percent in
2002/03t0 4.94 percent in 2003/04.

Inlinewith the downward trend in officia interest
rates, the weighted average deposits and lending
rates of the commercial banks also fell, by 2
percentage pointsto 4.48 percent and 3 percentage
pointsto 11.29 percent respectively.

Early in the second half of the financial year,
however, Cyclone Heta struck Samoa causing
significant damage to agricultural production,
infrastructure, communication facilities, homesand
some buildings. Consequently, inflation accelerated
sharply dueto shortagesinlocd food supplies. This
created adilemmawhereby monetary policy would
need to betightened to stemthe surgeininflation.
However, it wasfelt that atightening policy wasnot

gppropriate snce effortsneeded to befocused more
on rehabilitation and reconstruction of damages
caused by the Cyclone. Inthe event, monetary policy
(aswell asfiscd policy) remained eased inthe second
half of thefiscal year.

Family home damaged by Cyclone Heta

In July 2003, the national airline borrowed some
$10 million fromthe commercia banks, backed by
Government Guarantee, to meet its contractual
obligationsfor the early return of oneof itstwo large
aircrafts. With the approval of the 2003/04
Government Budget, thisloan wasfully repaid by
November 2003, easing pressureonthecommercia
banksliquidity postion.

Withinternational reservesat acomfortableleve,
foreign exchange regulationsgoverning lending to
overseasresidents were relaxed in May 2004, to
alow thecommercial banksto lend to the overseas
branches of some local companies. These loans
totaled $19.6 millionand werefor termsranging from
sx monthsto fiveyears.

Thereductioninlending rates, theborrowing by the
national airline and further relaxation of foreign
exchange regulations saw total commercial bank
credit to the private sector and public enterprises
combined expand 11 percent to $369.5 millionin
2003/04 on an end year on end year basis. This,
together with an overdl net inflow of liquidity from
abroad, saw money supply (M2) grew 13 percent
in 2003/04 on an end year on end year bass.

Onexchangerate policy, the Central Bank remained
focused on ensuring that exports remained



competitivewhilst imported inflationwasminimized.
Inthefiscal year 2003/04, the Talaappreciated by
1.17 percent in nomind termsagaingt the currencies
of Samoas main trading partners and appreciated
inred termshy 1.86 percent. Thisreal appreciation
of the Talawas due mainly to Samoashigher rate
of inflation, particularly following Cyclone Hetain
January 2004, compared with her mgjor trading
partners.

Against the above economic and policy
background, there was an overall positive outturn
for the economy infiscal year 2003/04.

3. MACRO-ECONOMIC
PERFORMANCE IN 2003/04:

Estimates showed that the economy grew 1.7
percent in fiscal year 2003/04, down from 2.9
percent and 3.2 percent in each of thetwo preceding
years. The dow growth in 2003/04 reflected a4
percent declinein agricultural output particularly in
the second half of thefinancial year dueto Cyclone
Heta. Theoverall level of suppliesof agricultural
produceto the Fugalei Market declined 12 percent
pushing up produce prices to record levels. The
"fishing" industry continued to declinewithred output
down by 11 percent. "Commerce" and "Other
Manufacturing” sectorsaso declined.

Afega Primary School

Onthe positive side, real economic growth came
fromtheother sectorsparticularly "Construction”.
The"Congtruction” industry grew inreal termshby
10 percent. Activity inthis sector was boosted by
major projectssuch asthe new SamoaT € building,
Aggie Grey'sFaeolo Resort, new school buildings,

roadsand bridgesand the repair and reconstruction
of infrastructure that was damaged by Cyclone
Heta. Infact, construction activity was so strong
that imports of construction materials surged $10
million to $59.3 millionin 2003/04.
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Aggie Grey's Faleolo Resort under construction

Theannual inflation rate continued itsdownward
trend inthefirst half of 2003/04 before reversing
upwardssteeply inthelatter haf asshocks(Cyclone
Heta) to the supply side of the Samoan economy
dictated the movement of pricesin the unfolding
monthsof 2004. Loca food prices, which stabilized
inthefirst half after rising strongly inthefisca year
2002/03, skyrocketed inthelatter half of thefinancid
year under review following the devastation of
agricultura production by Heta. Suppliesof taro and
taamu diminished whilethose of taro paagi, banana
and breadfruit virtually disgppeared two monthsafter
the Cycloneresulting intheir pricessurging to record

Fugale Agricultural Market - rebound in supplies

levels. Also impacting strongly onthe movement of
overall prices was the upward spiraling of
internationa oil prices, whichinturn passed through
to adversely jack up local transportation costs.



Consequently, the annual rate of inflation, which
decelerated consstently inthefirst half downto 0.1
percent at the end of December 2003, escalated
sharply in the second half reaching 7.9 percent at
theend of June 2004.

Inthe public sector, thelarger than expected overal
fiscal deficit reflected theincreased expendituresfor
rehabilitation and reconstruction of infrastructure,
buildingsand communication facilitiesaswell asa
reduction in revenue collections following the
onslaught of Cyclone Hetain January 2004. The
excess, however, was manageable and was well
within Government'sfinancial capability.

On the external sector, the balance of payments
recorded an overall surplusof $7 millionin 2003/
04 in contrast to an overal deficit of $17 millionin
2002/03. The surplus was mainly due to alarge
reductioninthe current account deficit following
strong growthsin private remittances and tourism

earnings.

Nonu fruit, a promising export product

The merchandise trade deficit, on the other hand,
widened dlightly by 1 percent asaresult of a0.4
percent ($1.6 million) increaseinimportsandal
percent ($0.5 million) declinein export earnings.
Importstotalled $425.3 million. Thesmdl increase
inimportswastheresult of an 8 percent ($4.5million)
jump in petroleumimports, partidly offset by adrop
inGovernment imports(down $5.8 million) and non-
petroleum private sector imports (down $2.9
million). Tota export earningsin 2003/04 registered
$40.8 millionwhichwaslower than $41.3 millionin
the previousyear dueto shortfallsin supplies. The
largest fall in export earnings was for fresh fish

exports. Widespread damage by Cyclone Hetasaw
disruptionto the production of coconut oil, coconut
cream, banana and vegetables. The desiccated
coconut factory at Vaitele was closed during much
of the year as efforts were directed to building a
new factory. These falls were partialy offset by
sgnificant increasesin earningsfrom garment, nonu
juiceand taro aswell asimprovementsin nonu fruit
and beer export revenues.

Therewas no significant changeinthe direction of
exportsin 2003/04. The source of imports, onthe
other hand, continued to change in 2003/04 with
estimates showing that the volume of importsfrom
New Zealand and Australiafell further in 2003/04,
largely reflecting the appreciationinthevaue of the
Kiwi and Aussie dollars. The weakening of the
Greenback and the sourcing of petroleum supplies
from Singapore saw the volume of importsfromthe
USand Asiaexpanding in 2003/04.

Incontrast to thedidein export revenues, earnings
fromtourismrose 16 percent (up $24.2 million) to
$178.8 millionin 2003/04 dueto a26 percent surge
intouris arrivals. Theyear 2003/04 marked another
promising period for thetourismindustry as Samoa
played host to several regional and international
meetings. Vigitorsfrom Australiagrew 26 percent
and thosefromNew Zealand and American Samoa
went up 24 percent and 19 percent respectively.

Private remittances, another large credit iteminthe
balance of payments, increased 12 percent (up
$21.8 million) to $206.1 millionin 2003/04 asglobdl
economic conditionsbeganto improve. Thebulk of
the increase came from the US, New Zealand,
Augrdiaand American Samoa.



Following the deregulation of monetary controlsin
1998, the Centra Bank has continued to strengthen
itsprudentia supervisory regimeinorder to maintain
and promoteasound and innovativefinancia system.
The banking sector continued to be strongly
capitalized in 2003/04 asit maintained acapitd ratio
of 24 percent, whichiswell abovethe Centra Bank's
minimum regquirement of 15 percent. Total assets
and liabilities grew 13 percent and 14 percent
respectively, and were attributed to the steady
increaseinloansand advances against arelatively
faster riseindeposits. Loansto depositsratio stood
at 89.6 percent at end June 2004, down from 90.2
percent ayear earlier. Compared to the preceding
year, the pressuresfrom non-performing loanswhich
reached $17 million (equivaent to 5 percent of total
loans and advances) eased asliquid assets (which
account for 20 percent of total deposit liabilities)
doubled to $70 million at the end of June 2004.
Nevertheless, theleve of non-performing loanswas
high and banks have undertaken remedia measures
to addressthisissue.

4. LOOKING AHEAD:

The outlook for the world economy appears
promising asthelargest economy intheworld - the
US economy - rideson apath of strong recovery.
Thisisexpected to bethe catalyst for growthinthe
other regions of the world. Australia and New
Zealand economies are also expected to perform
well in 2004/05. ThelMFforecast world growth at
3.3 percent and world inflation at 1.4 percent for
2004/05.

Construction of new sports complex at Tuanaimato

For the Samoan economy, fiscal policy is again
focused on boosting real economic growth in the
financial year 2004/05. Growth is expected to be
led by the booming construction sector, largeinflows
of foreign aid, increased private remittances and a
further expansion in the tourism sector. With the
expected recovery in the world economy, the
balance of payments is forecast to generate an
overall surplus despite the anticipated sharp risein
imports of goods and services. Headline inflation,
ontheother hand, will continueto fedl the aftermath
of Cyclone Hetaand is forecast to riseto about 17
percent in December 2004 before eventually
declining to 8 percent at the end of thefinancial year.
However, theunderlying rate of inflationisexpected
to register at around 2 to 3 percent on an end-year
on end-year basis by June 2005.

Overall, the macro economic outlook for the fiscal
year to end June 2005 appears favourable. With
growth in 2003/04 being low, monetary policy is
againfocused on supporting fiscal policy in boosting
real economic growth in 2004/05. In pursuing this
monetary policy stance, interest rates are expected
to remainor fall further fromtheir current levels. This
should seetheannual level of commercial bank credit
to the private sector increase by 13 percent and
money supply (M2) to rise 9 percent. Inthe event,
the economy isexpected to grow by about 3 percent
(inreal terms) inthe 2004/05 financial year.

Government has recognized, in its development
Srategy, theneed to focuson Tourismasanimportant
industry in expanding its economic base. Tourism
hasthe potential for generating positive and strong
linkages with the other sectors of the economy,
especially in the creation of employment
opportunities that will lead to providing income
particularly to therural areas. Theindustry also has
the potential to maintainitsrole asthemajor foreign
exchange earner for the country. Whilst, the
completion of thefirst phase of Aggie Grey'sFaleolo
Resort isscheduled inthe middle of 2005, thereisa
strong possibility of two other substantial hotel
developments commencing construction in the next
year.
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New Treasure Garden Hotel, Apia

Inaddition, the completion of the SamoaT d building
complex by theend of 2004 plusother related capita
workswill certainly improve telecommunication

New SamoaTed Headquarter at Maluafou

under Japanese Government assistance have been
completed. Thewharf will provide adequate berthing
spacefor theincreasing number of vigiting cargo and
cruise ships.

Apia Wharf Upgraded

Samoawill host the next South Pacific Gamesin
2007 and substantial new sporting facilitiesarein
the pipelinefor construction during the next three
years. Also, the construction of the new five storey
Headquarters for the Development Bank is
expected to commenceinthe current financia year.
These condruction projectswill continueto provide
increased employment aswell asother development
activitiesfor the domestic economy.
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Site for the new DBS Building Headquarters

Thesupervison of thenon bank financia indtitutions
added more challengesto the work of the Central
Bank. Satisfactory progress, however, has been
achieved in this direction. Whereas the Prudential
Guidelinesfor theNational Provident Fund and the
Development Bank have been approved by the
Central Bank Board in June 2003, thelicensing and
upervisonof theinsurance sector by the Centra Bank
will be covered under a proposed new Insurance
legidation.

To comply with strong and unrelenting international
initiatives to fight against transnational crime,
particularly money laundering and the financing of
terrorism, Samoa has aready put in place the
necessary legidative, enforcement and prosecutorid
framework. Theserdateto enhancing theanti money
laundering law, and the drafting of aninsurancehill,
the proceeds of crime bill and mutual assistancein
crimina mattershill. 1naddition, Samoahastaken
ubgantid sepstowardsadopting theFnancia Action
Task Force (FATF) Revised 40+9 Recommendations
on the Prevention of Money Laundering and the
Suppression of TerrorismFnancing.



The Central Bank istasked with the carrying out of
thefunctions of the Money Laundering Prevention
Authority (MLPA) as stipulated under the Money
Laundering Prevention Act 2000. A Financial
Intelligence Unit (FIU) hasaready been established
within the Central Bank asacritical element inthe
globa gathering, coordination and sharing of financia
aurvelllanceinformetion ontransnationd crime. Inthe
meantime, all these additional functions have been
absorbed by existing S&ff of the Central Bank without
recourseto recruiting new employees.

During the period under review, the Central Bank
worked hard to improveits servicesto the general
public. Thequality of currency notesincirculation has
greatly improved as aresult of the Central Bank's
public awareness program in the past three years.
However, counterfeit notes(though few in numbers)
aredetected occasiondly. To counter thisconcern,
more security features have been added to the new
order of banknotesto beissued inearly 2005.

Apia Township, August 2004



. CENTRAL BANK OF SAMOA - WHAT WE DO

The Centra Bank of Samoaisthe nation'sReserve
Bank and, as such, it acts as banker to the
Government and thecommercia banks.

Pursuant to its mandate under the Central Bank of
SamoaAct 1984, the Financid IngtitutionsAct 1996
and the Money Laundering Prevention Act 2000,
the Central Bank hasthefollowing main functions:

- regulating the issue, supply, availability and
international exchange of money;

- advising the Government on banking and monetary
meatters;

- promoting internal and externa monetary stability;

- promoting asound financial structure;

- promoting credit and exchange conditions
conduciveto the orderly and balanced
economic development of Samoa;

- supervising and regulating banking businessand
theextension of credit; and

- implementing counter measures against money
laundering such asto deter, detect and criminalise
money laundering activities.

The Central Bank undertakesthe formulation and
implementation of monetary policy and related
measures, whichinclude open market operationsin
Central Bank Securities, to influence the level of
interest rates and the availability of credit in the
financial system.

It isalso respongiblefor the management of therate
at which Samoas Taaisexchanged with currencies
of other countriesand, when necessary, administers
exchange control measureswith regard to monitoring
foreign currency transactions.

The Centrd Bank, inaddition, isresponsiblefor the
custody and management of Samoa's reserves of
international currenciesfor the payment of goods
and services.

Theissue of currency notesand coinsto meet the
needs of the business community and the general
publicisanother crucial rolefor which the Central
Bank iswidely known.

Asfiscal agent of Government, the Central Bank
undertakes, when required, the issue and
administration of Treasury Bills and other
Government securities. Moreover, it issuesitsown
Central Bank Securitiesto the commercial banks
and non-banksand maintainsaregistry serviceand
rediscount facilities.

The Central Bank isresponsiblefor theregistration
and prudential supervision of commercia banks. It
also acts as banker for the commercial banks,
providesafacility for the clearing and settlement of
inter-bank payments, and isalso custodian of the
commercia banks statutory minimum cashreserves.

The Financia InstitutionsAct 1996 appointed the
Central Bank astheauthority thet issueslicensesto
financial institutions and, shall undertake the
prudential supervision of licensed financial
ingtitutions. Following the 2001 amendmentsof the
Fnancid | ndtitutionsAct, the Bank'ssupervisory role
has been extended to non bank financial ingtitutions
such asthe Samoa National Provident Fund and
the Development Bank of Samoa.

TheMoney Laundering Prevention Act 2000 also
mandatesthe Central Bank of Samoaasthe Money
Laundering Prevention Authority. Under theAct, a
Financia Intelligence Unit has been established in
the Centra Bank. Assuch, the Central Bank collects
information on suspicious transactions and
undertakes further scrutiny of any information
suggesting money laundering taking place.

At theend of June 2004, the Central Bank employed
atotal of 90 &aff. The Bank'sorganization structure
isprovided later in thisReport and isdivided into
six main Departments based on their operational
functions.



1. CENTRALBANKSTRUCTURE

In the period under review, the structure of the Bank
follows closely that provided under its second
Corporate Plan for the years 2003-2005 which
dtipulates the Bank's functional long-term strategies
in attaining the major targets and objectives in 2003-
2005.

The following Chart "Central Bank Structure” gives
the organizational structure of the Central Bank at
the end of June 2004.

The organizational structure consists of six (6)
Departments divided into two (2) functional groups.
Specific responsibilitiesfor each group are highlighted
in the following text of this Annual Report.

There were minor changes which took place
throughout the year, with staff movements through

new appointments and resignations while the
hierarchical structure remained the same. However,
the positions of the Secretary to the Bank and the
Internal Auditor which became vacant since February
and August 2002 respectively have not been filled.
In the meantime, the duties of the Secretary to the
Bank are mostly absorbed by the Deputy Governor.
The position of the Internal Auditor was reassessed
on a cogt effective basis and outsourcing it to the
private sector was the agreed option. Tenders were
invited from the local auditors but due to concerns
likeinadequate staff capacity and conflict of interest,
a decision on this post has been put on hold for the
time being.

Staff changes and developments are being elaborated
on, under the Section "Staff Development™ of this
Report.

||Deparnnenthnanagers |

Functions

Accounting & Budget

Sanele Afoa

Governor
Papalii T. Scanlan

Banking & Corporate Services_|

Sootala Pua

Deputy Governor||
Philip Penn

| |Research & Statistics

Currency
operations

Banking ServiceS

Monetary policy

losefo Bourne

Financial Markets

formulation
Other outputs

Foreign reserves

Atalina Enari

Financial Institutions

management
Domestic markets
operations

Financial Institutions

| Gilbert Wongsin

Management & Resources

supervision

Policy and research
Money laundering
prevention

Asora Simanu

Internal Audit

| Vacant




V. BOARD OF DIRECTORS

The Board of Directors of the Central Bank is
responsible for the policy and the general
administration of the Central Bank. Moreover,
the Board may exercise any of its powers under
the Central Bank of Samoa Act 1984; it may
make by-laws for the conduct of its business, and
can issue directives for the purpose of effecting
the provisions of the Act and other related
legidlations.

The Members of the Board are appointed by the
Head of State, acting upon the advice of Cabinet.
Following important amendments to the Central
Bank Act on 6 September 2001, the Board
comprisesof the Governor of the Central Bank, who
isthe Chairman of the Board, the Financid Secretary
and three other independent Board members, who
arecitizensof Samoa. They include one or more
personshaving industrid, commercid or agriculturd
experience.

TheAct stipulatesthat the Governor shall serveas
the Chief Executive of the Bank, andisresponsible
for the execution of the Bank's policiesand for the
efficient management of the Bank. Indoing so, the
Chief Executive must follow any genera or specia
directionsgivento himby the Board.

The composition of the Board remained the same
during theyear under review. The Governor of the
Central Bank, Leas Papalii Tommy Scanlan, and
the Chief Executive Officer of the Ministry of Finance
(Ms Hinauri Petana) who together with other
independent Members, Lealiiee Rudy Ott,
Muliagatele Leki Macdonald and Norman Wetzell
complete the membership of the Board.

The Board, as awhole, met on seven occasions
during thetwelve monthsto theend of June 2004.

10



V. GOVERNANCE

Management has continued to perform periodic
reviewsand surveysof themogt critical areasof the
Bank to ensure that risks are controlled and
mitigated.

Fundamental in these on-going reviews is the
tendency to srengthenitsinterna control sysemand
ensurethat the Bank isefficiently run, morally sound,
technologicaly advanced, and safefrom unnecessary
rsk.

A cdosemonitoring of both the Corporate Plan 2003-
05 and the Output budget is undertaken every
month. Thefocushereison delivering resultsand
implementing preventive actions, rather than smply
uncovering problems after thefact.

In addition, during the twelve monthsto end June
2004, Management continued to provide awide
assessment of the risks as well as appropriate
compliance review to provide a mechanism for
further processimprovement inthesystemof interndl
control. Theseinclude:

* Reliability and integrity of information

* Compliance with policies, plans, procedures,
laws, and regulations

* Safeguarding of assets, and

* Accomplishment of established objectives and
goasfor operationsor programs.

As part of itsrole, Management will continue to
provide a plan to address key governance issues
which arefundamental to achieving and maintaining
an effective and an efficient Central Bank.

Governor’s Department Staff

11




VI.

CHRONOLOGY

CHRONOLOGY OF MONETARY POLICY AND MONETARY CONDITIONS
SINCE THE DEREGULATION OF THE FINANCIAL SYSTEM IN 1998

1998:

January:

February:

May:

June:

September:

November:

1999:

January:

May:

Liberdization of thefinancia
sysemcommenced withthedimination
of direct controlson credit ceilingsand
interest rates of the commercial banks.
Auction of Central Bank Securitieswas
adopted as an indirect monetary
instrument. Minimum liquid assets
requirement was redefined to be
equivalent to 20 percent of private
sector deposits.

Theminimumliquid assets-requirement
for thecommercia bankswasreduced
by 1 percentage point per month until
completely diminated.

The 1998/1999 Government Budget
projected acash surplusof $1.9 million
and an overal deficit of $11.4 million,
equivaent tolessthan 1 percent of GDP.

Allowed commercia banksto engage
inforward contractswith clientsinthe

buying and sdlling of foreign exchange.

The Central Bank published thefirst
series of commercial banks' interest
rates, feesand charges.

Annual Exportersof the Year Awards
inwhichthe Centra Bank participated
asone of themagjor sponsors.

The one percent Government levy on
the purchase of foreign exchangewas
abolished.

The 1999/2000 Government Budget
projected acash surplusof $1.7 million
and an overal deficit of $34.1 million,
equivalent to 3 percent of GDP.

12

June:

August:

September:

November:

2000:

February:

May:

June:

duly:

October:

Technicd adjustment to thecommercid
banks statutory reserveratio, reducing
it to 4.8 percent from 5.0 percent.

Exchange Control Regulations 1999
became effective which, among other
things, allowed thelicensing of foreign
exchange dedlers.

| ssued guidelinesfor foreign currency
exposures of the commercia banks.

Annual Exportersof the Year Awards
inwhich the Central Bank was again
one of the mgjor sponsors.

The Bank's Accounting computer
software system became operational.

(8) Government launched its third
Statement of Economic Strategy for
2000 and 2001.

(b) The 2000/2001 Government
Budget projected acash surplusof $0.5
million and an overall deficit of $40.4
million, equivalent to 3.6 percent of
GDP.

Enacted the Money Laundering
Prevention Act 2000.

Further relaxation of the remaining
exchange control requirements on
current payments.

(8 TheCentra Bank hogted the Pacific
Regional Central Bank Seminar on
"Central Bank Balance Sheet in a
Liberalised Financial System’.

(b) The Central Bank conducted a
Seminar on Money Laundering for all
the interested stakeholders of the



November:

December:

2001

February

May

Augud

financial system.

Annual Exportersof the Year Awards
inwhich the Central Bank was again
one of the mgjor sponsors.

(a) Celebrated the 25th Anniversary of
the Central Bank as the monetary
authority.

(b) Launched the Central Bank 25th
Anniversary Book

(c¢) Launched the Central Bank
Corporate Plan 2001-2002.

(d) Launched the Central Bank website
chs.gov.ws

(e)The2000/2001 First Supplementary
budget projected acash surplusof $0.4
million and an overal deficit of $44.5
million.

TheFinancid InditutionsAct 1996 was
amended to enable the prudential
supervision of non bank financial
inditutions

() Samoa hosted the IMF/PFTAC
Conference on Financial Sector
Stability and Development: The Case
of the Pacific Idand Countries, 20-21
February 2001.

(b) Asia Pacific Group on Money
Laundering conducted a mutual
evauation of Samoasjurisdiction.

(a) The 2001/2002 Government
Budget projected acash surplusof $0.5
millionand an overall deficit of $39.0
million, equivalent to 2.9 percent of
GDP,

(8) The Central Bank of Samoa Act
1984 (principle Act) wasamended to
(1) changethefinancial year (calendar
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September

December

2002

May:

August :

September:

year) of the Central Bank to be the
same asthefiscal year (July-June) of
Government; (ii) redesignatethetitles
of the Membersof theBoard asBoard
of Directors, (iii) redesignatethetitle
of the Chief Executive of the Bank as
Governor; and (iv) appoint the
Governor as Chairman of the Board.
(b) Relaxed the limits on the sale of
foreign exchange (up to $7,000) and
theremittance of foreign exchange (up
to $80,000) specifically for the
payment of imports by authorized
foreign exchange dedlers.

In view of the after effects of the
terrorist attacks on the US on the
global economy, the Central Bank's
accommodative monetary policy
gtance wasmaintained so asto support
economic growth and export capacity.

Launching of the first Central Bank
Monetary Policy Statement for the
financial year 2001/2002.

The 2002/2003 Government Budget
projected acash surplusof $0.3 million
and anoverdl deficit of $31. 9million,
equivalent to 1.9 percent of GDP.

Public Awareness TV Programs on
Damaged Currency Notes and
Counterfeit Currency Notes.

(&) IMF Assessment of the Regulation
and Supervison of Financid Services.

(b) Public Awareness TV Programon
the Government Export Guarantee
Scheme.

(c) Issued the second Central Bank
Monetary Policy Statement for the
financial year 2002/2003.



November: Annua Exportersof the Year Awards

2003
March;

Mar-Apr:

April:

May:

June:

September:

2004

May:

inwhich the Central Bank was again
one of the mgjor sponsors.

IMF ArticlelV Consultations.

Onsite inspections of the commercia
bankswerecarried out for thefirg time.

SamoaCommercia Bank Limited, the
fourth commercial bank, commenced
operation.

The 2003/2004 Government Budget
projected acash surplusof $0.1 million
and an overdl deficit of $28.5 million,
equivalent to 1.5 percent of GDP.

Published the second CBS Corporate
Plan for 2003-2005.

|ssued thethird Centrd Bank Monetary
Policy Statement for thefinancial year
2003/2004.

(1) Cyclone Hetastruck Samoa.

(i) Eased monetary policy by increesing
commercial banks levels of available
fundsfor lending.

(1) Relaxed foreign exchange controls
governing lending to nonresidents.

(i1) The2004/2005 Government Budget
projected a cash surplus of $0.04
million and an overall deficit of $22.4
million, equivalent to 1 percent of GDP.

(i) CBS Prudentia Guidelinesfor the
National Provident Fund and
Development Bank became effective.



Vil. THE YEARIN REVIEW

1. MONETARY POLICY FORMULATION

The Research and Statistics Department is
responsible for advice on monetary policy
formulation. In the course of carrying out this
core function of the Bank, the Department
collects, reviews and reports on the latest
developments in the domestic economy and
compiles forecasts of macro economic
developments twelve months ahead. Since
Gover nment operations have a dominant impact
on the domestic economy, monetary policy
reviews are timed to coincide with the approval
of the Government Budget for the next fiscal
year.

Inthe second half of 2003/04, the Statigtical Services
Division of the Ministry of Finance compiled and
released an underlying Consumer PriceIndex asa
coremeasureof inflation using theexcluson principle.
Thismeasureresulted inthe removal of 49 percent
of the items from the consumer price basket.
Becausetheitemshbeing removed represented dmost
half of the CPI, the Central Bank was concerned
that it would not be acceptable by the generd public
asacredibletarget for monetary policy. The Central
Bank then began to explore other measures of core
inflation, particularly the"trimmed mean" measureto
find onethat would bemost appropriatefor monetary
policy in Samoa. Thisresearchiscontinuing.

CBStraining by IMF PFTAC Expert

1.1  MONETARY POLICY AND

CONDITIONS IN 2003/04

At thegart of thefinancid year 2003/04, withinflation
expected to decline, both fiscal and monetary policies
focused on generating real growth of the economy.
Although the level of international reserves was
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expected to fall, it was not too much of aconcern
since it was till expected to remain above the
minimumrequired level of 4.0 monthsimport cover.

Vaimoso Primary School

The Government Budget for 2003/04 projected an
expansionary fiscal policy stance with an overall
budget deficit of $14.1 million. Actua figureson
Government'sfinancia operationsduring fisca year
2003/04 are not yet availableHowever, it isknown
that there was an actual overal deficit of $17.6
millionin Government'sfinancia positionvis-a-vis
themonetary sysseminthefisca year under review
compared witha$6.2 million surplustheyear before,
The larger than expected overall fiscal deficit
reflected theincreased expendituresfor rehabilitation
and reconstruction of infrastructure, buildingsand
communicationsfacilitiesaswell asareductionin
revenue collections following the ondaught of
Cyclone Heta in January 2004. The excess,
however, was manageable and was well within
Government'sfinancia capability.

Apia Wharf extension allows more berthing space for large
vessdls



Early in the second half of the year, cyclone Heta
struck Samoa causing significant damage to
agricultural production, infrastructure,
communicationsfacilities, homesand somebuildings.
Consequently, inflation wasforecast to accelerate
sharply dueto theimpending shortagesinloca food
supplies. Thiscreated adilemmawhereby macro-
economic policieswould need to be tightened to
steminflation. However, it wasfelt that tightening
policies, particularly monetary policy, was not the
appropriate stanceto take since efforts needed to
be focused on rehabilitation and reconstruction of
damages caused by the cyclone. Therefore both
fiscal and monetary policiesremained eased inthe
second half of thefiscal year.

-

Cleaning of debrisfollowing Cyclone Heta

Inlinewith the Bank's accommodative monetary
policy stance, the level of excessreservesfor the
commercial banksincreased 63 percent to $23.6
million. (See Graph 1.) Thissaw theyieldsonthe

GRAPH 1
COMMERCIAL BANKS:EXCESS RESERVES
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main policy instruments, Central Bank securities,
falling during the year. In particular, the 91-days
benchmark yield, fell 52 pointsfrom 5.46 percent
in 2002/03 to 4.94 percent 2003/04. And in line
with the downward trend in official interest rates,
theweighted average depositsand lending interest
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rates of the commercial banks also fell to 4.48
percent and 11.29 percent respectively.

Withinternational reservesat acomfortableleve,
theforeign exchange regulationsgoverning lending
to overseasresidentswasrelaxed in May 2004, to
alow thecommercial banksto lend to the overseas
branches of local companies. These loanstotaled
$19.6 million and werefor termsranging from six
(6) monthsto five (5) years. This saw the assets
composition of the commercial banks changing
dramatically with net foreign assets declining to
negativelevelswhile domestic credit to the private
sector expanded substantialy starting in May 2004.
Thereductioninlending rates, the borrowing by
national airline and further relaxation of foreign
exchange regulations saw total commercial bank
credit to the private sector and public enterprises
combined expand 11 percent to $369.5 millionin
2003/04 on an end-year on end-year basis. This,
together with an overdl net inflow of liquidity from
abroad saw money supply (M2) expand 13 percent.
(See Graphs2aand 2b.)

GRAPH2a
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Despite the ondaught of Cyclone Hetain January
2004, therewasan overall postive outturnfor the
economy in fiscal year 2003/04. (See Table 1.)

Table 1 Selected Economic Indicators
Fiscal Year to end June 99/00 00/01 01/02 02/03 03/04
Monetary Aggregates (Tala Milion; end period)
Net Foreign Assets 17856 179.93 18219 165.46 17213
Government, net -101.50 -89.54 -93.02 -99.21 -72.67
Private sector (1) 21837 267.76  289.98 336.32 35851
Other items, net -5427 4988  -59.93 -62.14 -78.89
Money Supply (M2) 25660 30827 31922 34043 37959
Currency (2) 2256 2334 2605 26.21 24.43
Demand deposits 58.04 65.33 66.24 67.62 84.20
Savings deposits 36.54 40.37 45.46 4551 49.38
Time deposits 12402 15656 171.37 184.76 209.35
Foreign currency deposits (3) 15.44 22.67 10.10 16.33 12.23
Commercial Banks
Excess Reserves 459 7.85 8.60 1450 23.58
Holdings of CBS Securities 28.37 35.15 38.69 1273 39.71
[Annual rate of inflation (percent) -0.1 19 74 43 79
Gross Domestic Product (During period)
Nominal (Tala million) 7183 801.4 860.2 9124 963.3
Real (Tala milion) 7915 852.5 879.5 904.8 920.4
Average GDP deflator (2002 =100) 90.8 94.1 97.9 100.8 103.9
Nominal Annual growth rate (percent) 73 116 73 6.1 56
Real Annual growth rate (percent) 42 77 32 29 17
Balance of Payments (Tala Milion; during period)
Exports (f.0.) 532 49.9 497 413 408
Imports (c.i.f) -314.2 -412.9 -465.0 -423.7 -425.3
Travel, net 116.9 135.0 137.6 144.6 165.0
Private remittances, net 1304 153.8 1755 1844 207.2
Govemment transfers, net 413 68.0 770 712 67.0
Govemment capital, net -5.2 -2.8 116 47 132
Al other items, net -21.0 105 16.0 -39.3 -61.3
Overall balance 14 14 23 -16.7 6.7
Net Foreign Assets (End period)
Months of imports of goods 6.8 52 4.7 47 49
(1) Includes non-monetary financial intitutions and non-financial public enterprises.
(2) Currency outside banks.
(3) Foreign currency deposits of residents.

Actual national accounts figures and Central Bank
estimates showed that the economy grew 1.7 percent
in the fiscal year under review. (See Graph 3.) The
sow growth largely reflected adeclinein agricultural
output particularly in the second half of the financial
year due to the devastating impact of Cyclone Heta
on plantations around the country and the continued
decline in the output of the fishing industry. These

Idle fishing boats

were mainly offset by an upswing in construction
activity, whichwasboosted by some mgjor projects
such asthe new SamoaT el building, Aggie Grey's
Faleolo Resort, new schools buildings, roads and
bridges and the repair and reconstruction of
infrastructurethat was damaged by Cyclone Heta.

On the external sector, the balance of payments
recorded an overall surplusof $7 millionin 2003/
04 compared to an overal deficit of $17 millionin
2002/03. The surplus was mainly due to alarge
reductioninthe current account deficit asaresult of
strong growthsin private remittances and tourism
earnings. Intheevert, theleve of net foreignreserves
improved to the equivalent of 4.9 monthsimports
of goodsin 2003/04 from4.7 monthsintheprevious
financia year. (See Graph4.)

GRAPH 3
GDP ANNUAL GROWTH RATE
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Theinflation trend wasfavourableinthefirst half of
the 2003/04 before climbing steeply inthelatter half
asshocksto the supply side of the Samoan economy
dictated the movement of overall pricesduring the
year. Local food prices, which stabilized inthefirst
half, after rising strongly in fiscal year 2002/03,
skyrocketed inthelatter half of thefinancial under
review following the devastation of agricultural
production by CycloneHeta. Suppliesof tarosand
taamu diminished whilethose of taro paagi, banana
and breadfruit virtually disappeared a couple of
months after the cyclone, resulting in their prices
surging to record levels. Thisalso saw the prices of
imported substitutessuch asrice and potato rise sky
high. Also impacting strongly onthe movement of
overall priceswasthe high volatility ininternational
oil prices, whichinturn passed throughto adversely
influence local transport costs. The annual rate of
inflation, which decelerated inthefirst half downto
0.1 percent at end December 2003, was driven
helplessly upwardsin the second half reaching 7.9
percent at end June 2004. (See Graph 5.)
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For thefinancial year 2004/05, monetary policy will
againfocusonassgting fiscal policy in boosting real
economic growth. Growth isexpected to beled by
the booming construction sector, largeinflows of
foreign aid, private remittances and further
expansioninthetourismsector. With the expected
recovery in the world economy, the balance of
paymentsisforecast to generate an overal surplus
despitetheanticipated sharp riseinimportsof goods
and services. Headlineinflationwill continueto feel
the aftermath of Cyclone Heta, risng to 17 percent
in December 2004 before eventually decliningto 8
percent at the end of the financial year. However,
theunderlying rate of inflation, asmeasured by the
Statistical Services of the Ministry of Finance, is
expected to register at around 2 to 3 percent at the
end of June 2005.

2. MONETARY POLICY
IMPLEMENTATION

The Central Bank continuesto rely onmarket based
techniques in implementing monetary policy. It
conductsopen market operationsby issuing itsown
securities, the Central Bank of Samoa Securities, to
influencetheamount of liquidity inthefinancia sysem
by targeting commercial banks demand deposits
withthe Central Bank and eventually money market
interest rates.

During theyear, theoperationa framework for short
termliquidity forecagting wasimproved to srengthen
the effectiveness of monetary operations. Under this
revised framework, the quality of forecasts was
improved with the production of daily forecasts of
liquidity as opposed to the weekly forecasts. The
results were promising with a higher degree of
accuracy than the previoudly produced weekly
forecadts.

No new additions have been madeto thelist of six
papers (14-day, 28-day, 56-day, 91-day, 182-day
and 365-day), which are currently available.

In 2003-2004, the number of auctionsincreased to
44 compared to 40 in the previous period, while
thetota vaueof securitiesfloated rose 45.9 percent



t0 $264.0 million, from $181.0 millionin 2002-2003.
Of the $279.2 million worth of tenders received,
only $215.9 million were successful. Total
rediscounted bank hillsfor the period amounted to
$5.49 million and asat 30 June 2004, $40.0 million
worth of securitieshad yet to mature.

Table 2: Central Bank Securities

(Tala Million)

2001-2002| 2002-2003| 2003-2004
Number of Floats 31 40 44
Amount Floated $133.0 $181.0 $264.0
Amount Tendered $141.3 $199.6 $279.2
Amount Allotted $99.1 $134.4 $215.9
Amount Matured $87.5 $113.9 169.9
Amount Outstanding $39.6 $13.1 $40.0

Interest rates on short-term Central Bank Securities
for 2003-2004 generdly declined whilethat of longer
durations remained unchanged fromthe previous
period. Thiswasdueto the dightly easing monetary
policy stance implemented for the period, which
cdledfor lessissuance of longer-termmeaturitiesand
more of theshort-termmaturities. Accordingly, the
amount of liquidity inthebanking sysemfor thesame
period increased.

Theinterest cost of conducting monetary policy fell
by around 15 percent to $1.3 million in 2003-04
from $1.5 millionin2002-03. Thiswasmainly due
to the general reduction in interest rates and the
issuance of more short term maturities (inlinewith
monetary policy stance) during thereview period.

Therepurchasefacility, introducedin April 2003, is
another tool available to the Central Bank to
influence the amount of liquidity in the monetary
system. Sinceitsinception, the commercia banks
have not utilised thisfacility but have continued to
opt for rediscounts.

3. FOREIGN RESERVES
MANAGEMENT

At end June 2004, total gross foreign reserves
recorded a10.1 percent increase to $207.1 million
from $188.2 millioninthe previousfiscal year. A
36 percent increase to the Central Banksforeign
exchange holdingsaccounted for thisincreasewhile
both the commercial banks and the Ministry of
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Finance (inclusive of SDR holdings) recorded
declinesintheir foreign exchange holdings. Of the
$207.1 million, the Central Bank contributesthe
most with 67 percent, thenthe Ministry of Finance
with 25 percent and the commercial bankswith 8
percent. Please see Graph 6.

Graph 6
Foreign Reserve Holdings

Central Bank of Samoa

Ministry of Finance

Commercial Banks

Dec 1997 Dec 1998 Dec 1999 Dec 2000 Dec 2001 Dec 2002 Jun 2003 Jun 2004

The Central Banksinvestment strategy for 2003-
2004 was to maximise our investment returns,
subject to prudent exposuresto liquidity and credit
risk. Fundswere continualy invested inliquid short-
terminstruments, namely term deposits, bank hills,
certificates of deposit, repurchase agreementsand
interest bearing call accountswith thoseingtitutions
withaminimumAA credit rating.

Net interest income fromtheinvestment of foreign
reservesin 2003-04 amounted to $5.1 million, an
increase of 5.4 percent from 2002-03, despitelower
global interest ratesduring thereview period. The
increaseinincomewas mainly dueto theincreasein
foreign exchange reserves from $100.8 millionin
June 2003 to $139.2 at end June 2004.

Aswiththe past year, the Central Banks I nvestment
Committee, whichismade up of the Governor, Deputy
Governor and severa senior bank officials, continued
tomeet onaregular basis. Thesemestingstook place
to discussand endorseinvestment recommendations
submitted by the Financial Markets Department. In
approving investment recommendations, factorssuch
asinvestment bank credibility and security, investment
liquidity and return on investment were considered
by the Committee.

At end June 2004, the Central Bank's total foreign
exchange portfolio amounted to $139.26 million, of
which 46.4 percent was invested in New Zealand



Dollars, 29.5 percent in Australian Dollars, 13.9
percent inUS Dollars, 2.8 percent in British Pounds
and 7.4 percent in Euros. Compared to the previous
fiscdl period, both Augtraian Dollar and Euro holdings
increased (13 percent and 23 percent respectively),
while New Zealand Dollar, US Dollar and British
Pound holdings decreased (7.2 percent, 0.71 percent
and 30 percent respectively).

Graph 7
Currency Composition of Foreign Reserves as at 30 June 2004.
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4, EXCHANGE RATES

The main objective of the Central Bank'sexchange
ratepolicy isto maintain the competitivenessof local
export industries in international markets whilst
minimizing imported inflation.

Theexchangerate of the Talaisdetermined onthe
basis of a trade-weighted basket of currencies,
based on Samoa's distribution of trade, private
remittances and travel transactions. Thiscurrency
basket isreviewed annualy to reflect changesintrade
and payment patterns between Samoaand itsmajor
trading partners. On 1 April 2004, a revised
exchange rate basket came into effect, withthe 5
currencies inside the basket allocated with new
weights. The basket comprises the currencies of
NZ, US, Audgtralia, Euro and Fiji.

Theexchangerate continued to remain stableduring
theyear. TheNomindl Effective Exchange Ratelndex
(NEER) appreciated 1.17 percent inthefiscal year
2003-04, indicating an appreciation of the Tala
againgt the basket of currencies. The Redl Effective
Exchange Rate Index (REER), which adjusted the
NEER for inflation differentials appreciated by 4.90
per cent. Thisappreciation of the Talainred terms
was due mainly to Samoas higher rate of inflation
compared to our mgjor trading partnersduring the
period under review. The high domestic rate of
inflation was dueto the soaring local food prices,
following Cyclone Heta in January 2004. (See
Graph 8)
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5. BANK SUPERVISION

The Financid Ingtitutions Department (FID) isone
of the policy implementing Department's of the
Central Bank. It undertakes one of the Bank's
statutory roles which is to regulate, licence and
supervise banks and selected non-bank financial
inditutions

In discharging this responsibility, the Bank
endeavours to promote a sound and efficient
domedticfinancia system.

51 PRUDENTIAL SUPERVISION
Prudential supervision concentrates primarily on
detecting early signs of weaknesses of financia
inditutions. Thisiscarried out through regular review
and analysis of financial information and reports
provided by the financial institutions. Figuresare
compared againgt prudential Sandardsand thelegal
requirementsthat are currently in place and with
previous periods performancein order to highlight
any significant changesin thefinancia ingtitutions
financia pogtion.

Morefrequent consultationsand discussionswere
held with the banks on their performance on
prudential issues. Particular issuesincluded the
maintenance of the capital adequacy ratio, undue
concentration of credit to single borrowers, the
maintenance of realistic provisions against
unexpected losses and the adequacy of systemsto
monitor and control risks.



Not withstanding the above, the ultimate
responsibility for the affairs and performance of
supervised financia ingitutions operating in Samoa
rests solely with their boards of directors and
management. The Central Bank can neither
guaranteethe soundnessof afinancia ingtitution nor
canit provide complete protectionfor itsdepostors,
creditorsand other claimsonit.

However, by ensuring that supervised financial
indtitutionsfollow prudent management practices, the
Central Bank isableto promote public confidence
intheseingtitutions and to help maintain a sound
financial system.

5.1.1 Commercial banksperformancefor the
twelve months (July 2003 - June 2004)

For the period under review, the banking system
recorded asteady increasein total assetsby 13.3
percent ($63.5 million) to $540.5 millionversustota
liabilities of $445.5 million which grew by 13.9
percent ($54.5 million) respectively. Much of the
growth of assetswas attributed to theincreasein
lending by 11.4 percent ($38.0 million), coupled with
themarked increaseinliquid assetsby 101.0 percent
($35.2 million) to $70.1 million over theyear. Tota
loansto depositsratio stood at 89.6 percent whereas
90.2 percent wasrecorded in June 2003.

Prudential supervision of banksrevolved on how
banks efficiently manage the varioustypes of risks
inherent withintheir operationsand determining their
performance in adhering to certain prudential
standards set by the Central Bank.

Particular standards include, among others, the
maintenance of the capital adequacy ratio, the
adequacy of systemsto monitor and control credit
risk and liquidity managemen.

(&) Capital providesan essential buffer to absorb
lossesthat might arisein banking business. A
risk based minimum capita requirement of 15.0
percent must be maintained by the banksat all
times. At the end of June 2004, the banking
system remained strongly capitalized in
comparison to the Central Bank's minimum
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capital adequacy requirement, achieving an
aggregateratio of 24.2 percent (28.2 percent
inthe previousyear), comfortably above that
of the Central Bank's minimumrequired ratio
of 15.0 percent.

GRAPH9
BANKING SYSTEM
CAPITAL ADEQUACY RATIO
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(b) Intermsof credit risk, the Central Bank places
a lot of emphasis on a bank's internal
management system to monitor and provide
adequate controlson credit to reduce possible
losses. Supervisorstherefore must ensurethat
satisfactory levelsof provisonsare maintained
by the commercial banksto cushion problem
loans.

For the year under review, the commercial
banks participated strongly inlending activities.
And, asloansincreased in size, the risk and
complexity of loans conditionsaso increased.
Tota loansand advancesgrew by 11.4 percent
($38.0 million) to $372.2 million ascompared
totheyesr earlier. At thislevel, non-performing
loans was recorded at $17.3 million,
representing 4.6 percent of total loans and
showed areduction of $1.4 million (7.4 percent)
over theyear. Provision for bad and doubtful
loansamounted to $13.0 million, equivalent to
3.5 percent of total loans and covered 75.2
percent of total non-performing loans



GRAPH 10

COMMERCIAL BANK'S PROBLEM LOANS
36000

34000
32000
30000
28000
26000
24000
22000
20000
18000
16000
14000
12000
10000

8000

6000

4000

2000

Provisions

$ Thousands

Jun-02  Sep-02 Dec-02 Mar-03 Jun-03 Sep-03 Dec-03 Mar-04 Jun-04

(¢) Sincetheéimination of the minimum Liquid
AssatsRequirement (LAR) inMay 1999, the
onushasbeenimposed onthecommercid banks
to managetheir day to day liquidity, aswell as
for handling any unexpected strainontheir cash
flows. Assuch, banksare expected to havein
place effective systems for managing their
liquidity positions. Tota liquid assets as a
percentage of total domestic deposit liabilities
stood at 19.6 percent ($70.1 million), up
significantly by 101.0 percent ($35.2 million)
when compared to the previousyear.

The Central Bank ensuresthat commercial banks
disclose financial reports and other relevant
information to the public in due time asrequired
under theFinancid IngtitutionsAct 1996. The Bank
also plays an integral role in promoting the
understanding and awareness of the business
community and the general public on important
financial system and information issues, through
several publications on interest rates, fees and
charges, money laundering issues and standards.
Theseareussful information that should influencea
customer's ahility to make sound financial decisons
indealing with banks.

5.1.2 Supervison of non-bank financial
institutions

As approved by the Minister of Finance, the
following non-bank financia ingtitutions have been
selected to be governed under the Central Bank's
prudentia framework:

* Development Bank of Samoa
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* National Provident Fund

* The Colonia Insurance Company Limited

* TheNationd Pacific Insurance Company Limited
* The SamoaL ife Assurance Corporation

* The Progressive Insurance Company Limited.

Apia Township - NPF Building behind Townclock

Through its off-site surveillance approach, the
Centrd Bank undertakesregular anaysisof financia
information it receivesfrom these ingtitutions and
make assessments in accordance with certain
prudentia sandardsapplicableto thetypeand nature
of businessinvolved inthesefinancid ingtitutions.

The Central Bank iscommitted to the continuing
development and enhancement of its ability to
supervise non-bank financial ingtitutions operations
to ensure that prudential standards are working
effectively to assst and promotefinancial soundness
and management of financid indtitutions' operations.

In the meantime, the Bank adopts a more
consultative approach to inform and discuss any
relevant issueswith theinstitution concerned thus
ensuring that timely and corrective measures are
taken asappropriate.

52 MONEYLAUNDERING
PREVENTION

Thevulnerability of the Samoan financid system, like
all other financial systems, to money laundering is
highly recognized. Thethresat that money laundering
could pose to national stability and credibility
emphasizes the need for Samoa to implement
gppropriatelegidationto combat money laundering
activities. Furthermore, it demonstrates to the



international community Samoa's commitment to
support theglobal effortsinthefight against money
laundering.

Inthe current setting, the Central Bank of Samoais
the Money Laundering Prevention Authority
(MLPA). TheFinancial Ingtitutions Department of
the Bank plays a pivotal role in this area and has
continued to develop itscapacity in carrying out the
functions of the Money Laundering Prevention
Authority. For the effective coordination and
implementation of the provisonsof theAct, the Bank
recognizes the important role of the Attorney
General's Office, the Police and Customs
Department to investigate and prosecute any
person(s) involved in money laundering.

Equdly important, dl financia ingtitutionsas defined
under the Money Laundering Prevention Act 2000
aresubject to severa obligationsthat requirethem
to develop and improve their capacity to identify
and report to the Authority any businesstransaction
whichthey may suspect to involve money laundering.
In essence, close consultation and cooperation
betweenthe Authority and al related partiesisvita
inthefight against money laundering activities.

5.2.1 Review and Amendments of Relevant
Legidation

To ensure that a sound and effective legidative
framework isin placefor Samoasfinancia system,
as well as keeping abreast with internationally
accepted standardsin prudential supervision and
anti-money laundering matters, the Bank has
undertakenfurther reviewsof therelevant legidation
and thedrafting of new legidationto thiseffect. As
such, several amendments have been proposed to
strengthen and improve on the current legidation.
Also, inrelationthereto, new legidation have been
drafted to govern:

* the supervision of insurance activities
* proceeds of crime; and
* mutual assistancein crimina matters

The main emphasis include, among others, the
sharing and exchange of information, emphasison
customer due diligence by financial institutions,
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reporting of suspicioustransaction, powersto carry
out investigation, seizing and forfeiture of criminal
assetsand international cooperation.

5.3 FINANCIAL INTELLIGENCE

UNIT (FIU)

The Financial Intelligence Unit (FIU) has been
established within the Financial Institutions
Department of the Bank to carry out thefunction of
monitoring, receiving and dissemination of financial
information to other relevant agenciesfor proper
investigation and prosecution asappropriate.

Pursuant to the M oney Laundering Prevention Act,
financial ingtitutions are required to report to the
Money Laundering Prevention Authority (FIU) any
transaction that is suspected to involve money
laundering.

For theyear under review, thirty nine(39) suspicious
reports(compared to nine (9) reportsreceived last
year) have been filed by financial institutions in
accordancewiththeir obligationsunder the Act and
Regulationsonanti-money laundering. Accordingly,
further enquiries have been made by the FIU in
gathering moreinformationin order to determine
further actionsby the Authority.

Deputy Prime Minister presenting a gift to the ADB
Executive Director for Samoa

The Bank shall continueto exploreand coordinate
training opportunitiesfor itsstaff for the effective
undertaking of their relevant duties in this area
Moreover, it shall continueto build on coordinated
effortswith other relevant law enforcement agencies
in Samoain thefight against money laundering and
financing of terrorism. Effortsto upkeep regular



consultationswith financia ingtitutions, bothona
formal and informal bagis, regarding their statutory
obligationsunder the law persisted through out the
yedr.
54 INTERNATIONAL SCENE
Samoaisamember of the Asia Pacific Group on
Money Laundering (APG), a multilateral body
established with broad activitiesto combat money
laundering. Also, Samoa is a member of the
Association of Financial Supervisor of Pacific
Countries (AFSPC) which deals mainly with
prudentia supervisonissuesreating to thefinancial
system. As such, the Bank has secured a mutual
and closerelatiionwith other internationa supervisory
bodies and agencies regarding up to date
supervisory information and techniques towards
ensuring the soundness of thefinancial system.

Over the recent past, Samoa undertook mutual
evauationsand country assessments conducted by
severd international organizationssuchasthe APG
IMFand ADB with respect to itscompliance status
with international minimum standards on legal,
ingtitutional and prudentia supervisory frameworks
on prudentia supervison, anti-money laundering and
combating thefinancing of terrorist activities.

The Central Bank isgrateful for several technical
assistance received over the past from severd
internetiona organisationsincluding thel nternational
Monetary Fund (IMF), the Asian Development

Visiting ADB President , Misa Chino Tadau acknowledging
agift from the Deputy Prime Minister

the Commonweslth Secretariat, the Asia Pacific
Group on Money Laundering (APG), the Pacific
Financid Technical Assstance Centre(PFTAC) and
the New Zealand Financial Intelligence Unit
(NZFIU) through the New Zealand Agency for
International Development (NZAID) which grestly
helped the Bank's effortsto develop and strengthen
its regulatory and supervisory regime over the
financial systemin many aspects.

Morespecificaly, opportunitieswere mede available
for saff to attend international conferences, training
and attachments during the year which greatly
enhanced their knowledge and ahility to undertake
their dutiesmore efficiently.

6. BANKING & CORPORATE
SERVICES

The Banking and Corporate Services Department
(BCSD) provides banking services to the
Government, commercia banks and the general
public. It dso overseesexchange control procedures
and provides corporate services for the Central
Bank.
6.1 EXCHANGE CONTROL
Inadministering the Exchange Control Regulations
1999, the Banking & Corporate Services
Department ensures that the country's foreign
exchangereservesare maintained at asustainable
level whichisconduciveto the country'sfinancia
and economic stability.

6.1.1 Redtricted Foreign Exchange Dealers

The Exchange Control Regulations 1999 authorizes
thegranting of licensesto foreign exchange dedlers
to do business in Samoa in accordance with
stipulated operating procedures established by the
Central Bank. For monitoring purposes, dealers
arerequired to submit periodic statistical reportsto
the Central Bank.

Dedersoffer the public competitiveforeign exchange
dealing services.  Since the enactment of the
Restricted Foreign Exchange License Regulations



in 2000, the Central Bank has so far granted atota
of threelicenseswith no new licenses granted last
year or the year before.

6.1.2 Money Transfer Business

The Centra Bank granted approval for the operation
of one new money transfer businessin 2003-2004
(sameastheyear before), increasing the number of
approved money transfer businessesto nine. These
businessesaso offer competitive servicesinoutward
money transfer, under specified limitsauthorized by
the Central Bank, and are required to provide
periodic Satistical reportsto the Central Bank.

6.1.3 OffshoreBorrowing and Remittance of
Capital

Prior approval isrequired from the Central Bank
for offshore borrowing as well as the outward
remittance of capital. Approval isnormaly granted
inthe case of overseasborrowing for development
projects and bonafide requests for remittance of

capital.
6.1.4 Exports

The objective of the Central Bank's export
proceduresisto ensure that exports are sold for
their proper value and full export proceeds are
repatriated to the domestic economy. Inthelast year,
the Central Bank processed an average of 155
export shipment forms per month fromindividual
exporterscompared to the previousyear where 200
export formswereprocessed. The decreaseisdue

Stock of nonu juice barrelsto be exported overseas

to the reduction in the number of exporters of
traditional cropsmainly to American Samoadueto
Cyclone Heta.

The Central Bank continuesto monitor theinflow
of funds to ensure that all export proceeds are
repatriated into thelocal economy.

6.1.5 Foreign Currency Deposit Accounts

Resident individuals or firms who are earners of
foreign exchange are eligible to apply for Central
Bank approval to open foreign currency deposit
accountswiththelocal commercia banks. Theuse
of these accounts is for the settlement of their
overseas commitments pertaining to their lines of
business. In the twelve monthsto end June 2004,
thenumber of approvalsfor new foreign currency
deposit accountswas 59, while 54 approvalswere
grantedinthepreviousyear. A totd of 515 approvas
have been granted for foreign currency deposit
accounts, sncethe commencement of thisfacility in
1994.

6.2 BANKING

The Centra Bank also providesarange of banking,
registry and settlement services.

6.2..1 Customer Banking Services

Specia banking services are provided to the
Government and a number of overseas officia
inditutions(e.g. the European Union and theWorld
Bank).

6.2.2 Registry

A registry serviceismaintained for the trading of
Central Bank Securities(CBSS). Recordsarekept
withregard to theissuance of securities, redemption,
rediscounting and payment of interest.

Theissuance of Central Bank Securitiesistender-
based, with registered bidders submitting tenders
based upontheinvitationsfor tender. Detailsof each
tender and the results are announced in the local
mediaand published onthe Central Bank'swebsite
onaweekly basis.



In 2003/04, 44 tenderswere held compared to 41
inthepreviousyear. A tota of 177 certificateswere
issued in July 2003/04 compared to 165 the year
before, with durationsof 14 days, 28 days, 56 days
and 91 days issued. There were no 182 days or
364 days CBS Securitiesissued during 2003/04.

Please see Table 3 and Graph 11.

TABLE 3: CERTIFICATES ISSUED

TERM 1999 2000 2001 2002 2003-2004

14 Days Nil Nil Nil 34 26
28 Days Nil Nil 5 61 58
56 Days Nil 2 62 54 52
91 Days 122 190 78 48 41
182 Days 39 49 50 16 Nil
364 Days Nil Nil 5 6 Nil

TOTAL 161 241

GRAPH 11
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During 2003/04, the Central Bank issued CBS
Securitieswith aface value of $264,000,000. The
interest cost of these Securitieswas $1,296,712.97
and was paid for by the ADB Financial Sector
Program Loanthrough Treasury. Accordingly, this
amount isnot included in boththeincomeand the
expense accountsof the Central Bank.

2003-2004

6.2.3 Interbank Settlement

The Central Bank'srole, in so far astheinterbank
settlement syssemisconcerned, isto beafacilitator
in ensuring the smooth exchange of payments
amongst the commercial banks. It does this by
providing office facilities where the commercial
banks exchange chequesat the end of each business
day and maintaining commercial banks Exchange
Settlement Accounts (ESAS) through which the
necessary transactionsare made. Inaddition, these
ESAs are used to settle foreign exchange and
currency transactionswith the Central Bank aswell

asdealingsin CBS Securities. ESAsarerequired
to beincredit at all times.
6.3 CORPORATE SERVICES

6.3.1 Communication

During the year, the Central Bank continued
disseminating information, and explaining monetary
and banking policies. Thisisanimportant part of
the Centra Bank'seffort to betrangparent initswork
and accountablefor itsdecisons.

Banking and Corporate Services Department

The Governor maintained abusy public speaking
scheduleinthelast twelvemonths. Hewasinvited
to speak on public foraonissues of topical nature
including those on the domestic and the global
economies. The Governor aso took anactiverole
in policy committees such as the Cabinet
Development Committee (CDC).

Governor delivering a Speech at the Reglonal
Development Financial Institutions Seminar, Apia.
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The Central Bank also provided information onthe
economy of Samoato assist inquiring studentsin
their studies, holding tours and sessions on the
functionsof the Central Bank for visiting colleges.

The popularity of the Central Bank's web site
continuesto grow with an average of 60 visitorsper
day resulting in several emailsreceived requesting
information on the economy, banking systemand
note collection. The Central Bank'sweb siteisat
http:/Aww.cbhs.gov.ws.

6.3.2 Publications
Annual Report and Financial Satements.
Marchissue

September issue
December issue

Quarterly Bulletins:

Include commentary on economic and financial
conditionsand datistical tables.

Monthly: Selected Economic Indicators
Monetary Survey
Exchange Rate Developments
Fugalel Market Survey
Foreign Tradereport
Prime Minister's Economic Brief

Monetary Policy Statement 2003-2004

6.3.3 Information Technology

Themagjor IT projectsimplemented in 2003-2004
were the migration of the SWIFT system to
SWIFTNet and the continued redesign of the CBS
website,

Sincethe SWIFT systemisavita part of the banks
Settlement systemit isimportant to ensurethereisa
smoothmigrationto SWIFTNet. I T staff were sent
on training held by SWIFT responsible for the
Pecific region to ensurethe Central Bank will have
trained operators and back up staff to managethe
system.

The CBSWebsite, now includesnew featureswhich
allow quicker access to al the Central Bank's
publicationsand generd information. Theredesign
has enabled CBS to reach a wider audience
overseas, with the volume of emailsreceived daily
by CBS from collectors, individuals and
organizationsworldwideontherise.

7. CURRENCY

Oneof theCentral Bank'skey obligationsisto meet
the currency needsof the public. Therefore, asthe
sole provider of the currency, it hasto ensure that
stocks of all currency denominations (notes and
coins) arein adequate supply and of high quality to
meet thetransactional requirementsof the public.

It isan offenceto deface any currency by meansof
writing, stamping, erasureor any other actionsthat
would changethefeatures of the currency.

7.1 Cash Operations

Commercia banks make daily deposits of surplus
cashwiththe Centra Bank, whenthey recelve more
cashfromtheir cusomersthan theamount required
for their daily operations. 1f thecommercial banks
receive fewer cash depositsfromtheir customers,
than theamount required for their daily operations,
they make withdrawals from their excess cash
deposited withthe Central Bank.

7.2 Currency in Circulation

Asat 30 June 2004, the value of currency (notes
and coins) in circulation amounted to $35 million
compared to $34 million in June 2003. New
currency notesissued totalled (with face value of)
$24 million compared to $31 million in 2002/03.
Please see Graph 12.
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GRAPH 12
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7.3 Counting and Sorting of bank notes

The quality of banknotesisdetermined to agreat
extent by the manner in which the membersof the
general public handle and care for the currency
notes.

Poor quality notesremoved fromcirculationin 2003/
04 decreased dueto the strong public awareness
programcarried out in2002/03. Theprogrammeade
the public aware of damage doneto notessuch as
writings, crumpling, tearing, removal of watermark
and other damaging actions.

Poor qudity banknotesareremoved fromcirculation
through manua sorting by staff. Unissuable (soiled)
notesare destroyed onceamonth by shredding. A
total of 1.1 million pieces (worth $18 million) of
unissuable currency notes were withdrawn from
circulation and destroyed in 2003/04 compared to
2.1 million pieces (worth $28 million) in 2002/03.
Thisisasubstantial drop of 1 million pieces(worth
$10 million) asaresult of the Central Bank'spublic
awareness program on proper handling of
banknotes.

In addition, continuous meetingswith commercial
bankswere also conducted throughout the year to
ensurethey issued quality notesto the public.

7.4 Counterfeit Currency Notes

Consequent to the prosecution of acounterfeiter in
2003, counterfeit notes presented to the Central
Bank by the commercial banks, retailers and the
public declined. However, the 12 counterfeit
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banknotes (mostly in $50 and $100 denominations)
which had since been detected, adthoughabig drop
fromthe 35 counterfeit pieces previoudy found, is
still unacceptable. To solve this problem, new
security features have been included in new
banknoteswhichwill beissued for circulationinearly
2005.

7.5 Damaged Currency Notes Public
Awareness Program

The Central Bank has in recent years conducted
severd public awareness programsto advise people
about the need to look after the currency notesas
well asthelegal penalties of deliberate damageto
banknotes. Inaddition, regular consultative meetings
were held with the commercial banksthroughout
the year to ensurethey issue good quality notesto
thepublic. Theprogramalso promoted theuseand
presentation of wallets (34,000) for the public'suse
which were generously donated by the ANZ and
WESTPAC banks. Crumbling, tearing, folding,
writingsare qualitiesof poor banknoteswhich are
constantly removed and replaced from circulation.

Since May 2003, all damaged notes (as classified
by the Central Bank) were considered unacceptable
for the payment of goods or services but were
requiredto bereferred to the Central Bank for further
examination and replacement. The volume of
damaged notesreplaced havefallen, compared to
the previous year with the $2 and $5 being the
predominant denominations.

7.6 Currency Notes and Coins for Collectors

From time to time, coins and currency notes are
provided to overseas collectorsupon request. In
2003/04, 1,342 pieces (worth $6,561) of currency
notes and 26,886 pieces (worth $1,851.85) of
currency coins were issued to 34 reguests from
interested overseas note and coin collectors.



8. STAFFDEVELOPMENT

Staff development has always been and still isone
of the Bank's main tasks, pursued through training
and rationalisation of staff positions; thelatter via
promotionsand direct transfers.

Providing on the job training on aregular basis,
provision of incentives through its local training
policiesand securing relevant training opportunities
abroad have immensely assisted the Bank in its
effortsasfar astraining isconcerned. Inrecent years,
several staff have pursued and attained higher
qualifications under the Bank's existing training
programme and will continueto pushthisinitiative
to encouragethe staff to take up part time courses
relevant to their work and for career development.
At the Management level, management training on
selected topics has been provided as and when
needed.

=

Aa #NY,
Induction Training for new CBS Staff

Part-Time Educational Courses

For thetwelve months ending 30th June 2004, nine
CBS staff were persuing courses in various
disciplines such as Commerce, Management, Law
and Librarianship. Two graduated with Diplomasin
Accounting fromthe National University of Samoa,
and onewith aDiplomain Librarianship fromthe
University of the South Pacific, Alafua. Whilethe
othersare continuing with their courses, two of last
year'sgraduates are now taking degree coursesin
Commerceand Sociology while one other isdoing
aDiplomainBanking.
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Work Experience Program and Study Visits

Management briefing the visiting Tuasivi College students.

Providing vocationa working opportunitiesfor third
year students (on overseas scholarship) and local
final year students has become a tradition of the
Bank. TheBank hascontinuedto providethisservice
not only in support of schools programs, but also
for thereciprocating benefit in staff recruitment for
positionsin the Bank requiring people fresh from
school with merits. Inaddition, the Bank continued
to provide assistance for school children with their
researchwork onaregular basis, aswell asmaking
presentations on the role of the Bank and other
topicsat therequest of severa indtitutions.

Staff Promotions and New Appointments

Ten (10) new appointments were made, of which
eight (8) wereto replace saff memberswho resgned
and theother two (2) tofill postionswhichremained
vacant sncethegart of financid year July 31st 2003
- June 30th 2004. Seven (7) promotionswere made
during theyear, two (2) at the Management level
and therest at levels below. Asin the past, staff
promotionisastrategy where by saff with potential
isaccorded recognition and serves as catalyst for
othersaspiring for the samerecognition by developing
and expanding thelevd of their killsand knowledge.

At year end 30th June 2004, the Bank had astaff of
ninety (90), whichincluded four (4) part timersbut
excluding scholarship sudentson vacationand those
fromthe Samoa Polytechnic and NUS accepted for
short termwork experience attachments.



Overseas Representation and Liaison

The Governor and other Management staff
represented the Central Bank in several overseas
highlevel meetingsand conferencesduring theyear.
The Executive Management and amember of the
Management staff also attended the Annual South
Pacific Central Bank Governors Mesting held in
PapuaNew Guinea. Ontraining, the Central Bank
maintained a strong liaison relationship with
sponsoring institutions and agencieslikethe IMF
and PFTAC in Fiji.

9. FINANCIAL PERFORMANCE
Appearing at the end of thissection arethe audited
accountsof the Central Bank for financial year July
2003 to June 2004.

INn2003-2004, tota assetsand liabilitiesof the Bank
went up $37.7 million. Ontheliabilitiesside, there
wereincreasesin securitiesdepositsof $26.9 million,
demand deposits of banks $9 million, external
lighilities of $2.3 million, statutory depositsof banks
of $1.6 million, notesand coinsincirculation of $1.2
million, and other liabilities of $0.2 million. These
were partly offset by decreases in Government
Depositsof $1.4 million, and capital and reserves
of $1.1 million. Onthe assetsside, increaseswere
noted in external assets of $38.3 millionand money
at call of $1.4 million. Thesewere partly offset by a
decreasein other assetsof $1.0 million.

The Central Bank made a net operating profit of
$309,850.00 in the 2003/04 financial year,
compared to anet operating profit of $32,042.00
in2002/03. Asrequired under Section 8(1) of the
Central Bank Act 1984, 50 percent of the profit
(equivalent to $154,925.00) was transferred to
Government and other 50 percent wastransferred
to General Reserve.

Theincreasein profitability of the Central Bank of
$277,808in 2003/04 wasaresult of anincreasein
total income of $327,168 which was partly offset
by amargina increasein totd expenses of $49,360.
Themainitemsthat contributed to theincreasein

30

total incomewastheincreaseininterest received
fromoverseasinvestments of $273,781.

Twenty percent of the credit balance of the Central
Bank's Revauation Reserve Account is payableto
the Government under Section 28(3) of the Central
Bank of SamoaAct 1984. Accordingly, the Central
Bank transferred $1,696,241 to the Government
for 2003/04 compared with $2,051,480 in the
previousyesr.

9.1  Performance Budget

Under the Corporate Plan, the Accounting and
Budget Department (ABD) continued to prepare,
review, monitor, and control the internal budget
process. The ABD also continued to advise
Management on outcomes of the monthly budget
reviews.



AUDITORS REPORT TO THE MEMBERS OF
CENTRAL BANK OF SAMOA

SCOPE

We have audited the financial statements of the Central Bank of Samoa for the year ended 30 June 2004,
congisting of the balance sheet, statement of profit and loss, statement of cash flows and accompanying
notes. The Bank’s directors are responsible for the preparation and presentation of the financial statements
and the information they contain. We have conducted an independent audit of these financia statementsin
order to express an opinion on them to the members of the Bank.

Our audit has been conducted in accordance with International Standards on Auditing to provide reasonable
assurance as to whether the financial statements are free of material misstatement. Our procedures included
examination, onatest basis, of evidence supporting theamounts and other disclosuresinthefinancial statements,
and the evaluation of accounting policies and significant accounting estimates. These procedures have been
undertaken to form an opinion as to whether, in al material respects, the financial statements are presented
fairly in accordance with International Accounting Standards and statutory requirements so as to present a
view whichis consistent with our understanding of the Bank’sfinancial position and the results of itsoperations
and its cash flows.

The audit opinion expressed in this report has been formed on the above basis.
Opinion
I'nour opinion:

(@) proper books of account have been kept by the Bank, so far as appears from our examination of those
books.

(b) the accompaning financial statements are properly drawn up so as to give a true and fair view of the
state of affairs of the Bank as at 30 June 2004 and of the results and cash flows of the Bank for the
financial period then ended; and

(c) the accompaning financial statements are properly drawn up to give in the prescribed manner the
information required by the Central Bank of Samoa Act 1984.

We have obtained al the information and explanations which to the best of our knowledge and belief were
necesssary for the purpose of our audit.

Apia, Samoa
13 December 2004 Certified Public Accountants
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CENTRAL BANK OF SAMOA
BALANCE SHEET
30 JUNE 2004

30 June 2004 30 June 2003
Note SAT$ SAT$
CAPITAL AND RESERVES
Authorised capital 2 $10,000,000 $10,000,000
Paid up capital 2 10,000,000 10,000,000
General reserve 3 10,091,520 9,936,595
Revaluation reserve 4 6,784,964 8,205,920
$ 26,876,484 $ 28,142,515
Represented by : - -
ASSETS :
EXTERNAL
Money at call 36,309,585 25,265,287
Short term deposits 25,721,842 12,214,273
Bank bills 52,883,458 44,240,872
Negotiable certificates of deposits 24,998,398 19,815,531
139,913,283 101,535,963
NON GOVERNMENT
Money at call 2,014,555 578,048
OTHER ASSETS
Notes and coins 3,601,275 3,888,417
Receivables and prepayments 8 4,433,754 4,341,494
Fixed assets 9 20,459,027 21,349,334
28,494,056 29,579,245
TOTAL ASSETS 170,421,894 131,693,256
Less - LIABILITIES :
DOMESTIC GOVERNMENT
Demand deposits 22,170,497 23,419,830
Government allocation of net profit
and revaluation reserve 5 1,851,166 2,067,501
24,021,663 25,487,331
NON GOVERNMENT
Notes and coins in circulation 35,233,815 34,036,433
Demand deposits due to banks 23,573,424 14,509,858
Statutory deposits of banks 17,169,000 15,508,000
Securities 6 39,717,262 12,738,617
115,693,501 76,792,908
EXTERNAL LIABILITIES 7 2,735,851 433,964
OTHER LIABILITIES
Creditors and accruals 1,094,395 836,538
TOTAL LIABILITIES 143,545,410 103,550,741

$ 26,876,484 $ 28,142,515

The relevant notes on pages 34 to 37 form part of this balance sheet.

Chairman of the Board of Directors Director
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CENTRAL BANK OF SAMOA
STATEMENT OF PROFIT AND LOSS
TWELVE MONTHS ENDED 30 JUNE 2004

INCOME

Interest from overseas deposits and investments

Rents
Other income

EXPENSES
Audit fees
Board expenses

Communication costs
Currency issue costs

Depreciation
Directors fees
Finance costs
Occupancy costs

Other administrative expenses

NET PROFIT/(LOSS) BEFORE INCOME TAX

Note

Withholding tax/levies on overseas investment income

NET PROFIT/(LOSS) FOR THE PERIOD

APPROPRIATIONS
Transfer to general reserve in terms of Section 8(1)

of the Central Bank of Samoa Act 1984 and amendments.

Transfer to Government of Samoa in terms of Section 8 (1) (b)

30 June 2004
SAT$

5,065,515
1,157,917
283,075
6,506,507

25,870
23,557
164,862
1,418,878
1,032,594
27,805
428,243
465,786
2,583,801
6,171,396

335,111

(25,261)
309,850

309,850

(154,925)
(154,925)
$NIL

The relevant notes on pages 34 to 37 form part of this statement of profit and loss.
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30 June 2003
SAT$

4,791,734
1,156,639
230,966
6,179,339

25,106
23,397
149,016
1,367,152
1,054,536
8,870
591,748
545,716
2,363,032
6,128,573

50,766

(18,724)
32,042

32,042

(16,021)
(16,021)
$NIL



CENTRAL BANK OF SAMOA
NOTES TO THE FINANCIAL STATEMENTS
30 JUNE 2004

1. STATEMENT OF ACCOUNTING POLICIES

The accounting principles adopted by the Bank are in accordance with the laws of Samoa and in particular the
Central Bank of Samoa Act 1984 and amendments. The accounts have been prepared on the basis of histori-
cal costs and do not take into account changing money values or current valuations of non current assets.

Set out below is a summary of the significant accounting policies adopted by the Bank and in particular the
accounting policy adopted where there exists a choice between two or more acceptable policies.

(a)Income and expenditure
Income and expenditure have been accounted for on the accrual basis.

(b) Depreciation
Depreciation is provided on all fixed assets so as to write off the assets over their estimated economic lives.
Depreciation on the building are at the rates ranging from 10 years to 50 years. This was based on the
estimated useful lives of various categories of the building as initiated by the engineers and approved by the

Board of Directors. The straight line method of depreciation has been used. The main categories of fixed
assets and their respective estimated economic lives are:

Years
Furniture and fittings 10
Plant and equipment 5
Motor vehicles 5
Computer network 5
Building 10t0 50

(c)Foreign currencies
Transactions involving foreign currencies have been recorded in tala using the rates of exchange ruling on
the date of the transaction. Assets and liabilities in foreign currencies have been translated into tala at the
rates of exchange prevailing at period end.

(d)Valuation of overseas assets and liabilities
The gains or losses arising from an appreciation or depreciation of the Bank 3 overseas assets and liabilities
due to movements in exchange rates have been dealt with in accordance with Section 28(1) of the Central
Bank of Samoa Act 1984 and amendments and are not included in the determination of net profit. (See also
note 4)

(e) Currency issue costs

Currency issue costs are taken to profit and loss on the basis of an apportionment between issued and
unissued notes. Costs of minting and delivery of coins are amortised over a period of five years.

(f) Collectors ” currency
The face value of collectors "currency is accounted as income at the date of sale. It is most unlikely that

significant amounts of collectors “currency will be returned for redemption. Therefore, the value of collectors ~
currency is recognised as a contingent liability.
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CENTRAL BANK OF SAMOA
NOTES TO THE FINANCIAL STATEMENTS
30 JUNE 2004

30 June 2004

SATS$

2. CAPITAL

Authorised capital $10,000,000

Paid up capital $10,000,000
3. GENERAL RESERVE

Balance at 1 July 2003 9,936,595

Transfer from profit and loss in terms of Section 8(1)

of the Central Bank of Samoa Act 1984 and amendments. 309,850

Government of Samoa allocation in terms of section 8(1)(b)

of the Central Bank of Samoa Act 1984 and amendments. (154,925)

Balance at 30 June 2004 $10,091,520
4, REVALUATION RESERVE

Balance at 1 July 2003 8,205,920

Gains for the period in terms of Section 28(1) of the

Central Bank of Samoa Act 1984 and amendments. 275,285

Government of Samoa allocation in terms of Section 28(3)

of the Central Bank of Samoa Act 1984 and amendments. (1,696,241)

Balance at 30 June 2004 $6,784,964
5. GOVERNMENT ALLOCATIONS OF NET PROFIT AND

REVALUATION RESERVE

Balance at 1 July 2003 2,067,501

Payment during the year (2,067,501)

Transfer of portion of accumulated gains arising from

valuation of overseas assets and liabilities in terms of

Section 28(3) of the Central Bank of Samoa Act 1984

and amendments 1,696,241

Transfer of net profit in terms of section 8(1)(b) of the

Central Bank of Samoa Act 1984 and amendments. 154,925

Balance at 30 June 2004 $1,851,166

6. SECURITIES

30 June 2003
SAT$
$10,000,000

$10,000,000

9,920,574

32,042

(16,021)
$9,936,595

5,584,892
4,672,508

(2,051,480)
$8,205,920

1,396,223
(1,396,223)

2,051,480

16,021
$2,067,501

Unsecured notes issued to the public as negotiable instruments, all maturing within 12 months with weighted

average interest rates ranging from 2.18% to 6.90%.
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CENTRAL BANK OF SAMOA
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30 JUNE 2004

30 June 2004

SAT$
EXTERNAL LIABILITIES
(1) European Development Fund (EDF) 2,726,200
(2) Inland Revenue Department - (New Zealand)-Levy 9,651
$2,735,851
(1) Represents funds available for development projects in Samoa
financed by the European Economic Community.
(2) Represents amount of 2% levy owing to the Government of
New Zealand on investments income not matured at balance date.
RECEIVABLES AND PREPAYMENTS
Interest receivable 1,211,858
Prepaid expenses 784,807
Other receivables - (secured) current 310,389
- (secured) long terms 2,126,700
$4,433,754
FIXED ASSETS
Accumulated Net book
Cost Depreciation Value
30 June 2004 SAT$ SATS$ SATS$
Furniture and fittings 837,408 686,985 150,423
Plant and equipment 1,832,606 1,486,948 345,658
Motor vehicles 396,125 254,986 141,139
Building 27,577,720 7,839,966 19,737,754
Computer network 290,317 206,264 84,053
$30,934,176 $10,475,149 $20,459,027
30 June 2003
Furniture and fittings 820,556 644,119 176,437
Plant and equipment 1,725,458 1,262,071 463,387
Motor vehicles 396,125 194,403 201,722
Building 27,577,720 7,187,414 20,390,306
Computer network 272,030 154,548 117,482
$30,791,889 $9,442,555 $21,349,334
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30 June 2003
SAT$

425,500

8,464
$433,964

816,487
1,140,351
317,482
2,067,174

$4,341,494

Charge
for year
SAT$

42,866
224,877
60,583
652,552
51,716

$1.082,504

73,430
222,767
59,875
650,768
47,696

$1,054,536



CENTRAL BANK OF SAMOA
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30 JUNE 2004

10.

11.

12.

13.

14.

15.

INCOME TAX

The Bank is exempt from paying income tax in Samoa in accordance with Section 48 of the Central Bank of
Samoa Act 1984 and amendments.

FOREIGN CURRENCY EXPOSURE

The Bank holds net foreign cash, deposits, treasury bills and bonds amounting to SAT$139,913,283 for the
twelve months ended 30 June 2004 (2003: SAT$101,535,963). These are spread over the major overseas
trading partner of Samoa and other recognised financial centres of the world. Liabilities in foreign currencies for
the twelve months ended 30 June 2004 are SAT$2,735,851 (2003 : SAT$433,964)

CHANGE IN BALANCE DATE

The legislative amendments made in August 2001 to the Central Bank of Samoa Act 1984 included the change
of the financial year (previously January to December) of the Central Bank in order to be coincided with the
fiscal year (July - June) of the Government 3 financial operations.

CAPITAL COMMITMENTS AND CONTINGENT LIABILITIES

The Board of Directors is hot aware of any capital commitments, relating to the Bank as of 30 June 2004.
(2003: Nil). The Bank has a contingent liability for the face value of collectors currency issued, however it is
more unlikely that the amounts of collectors “currency will be returned for redemption at face value. The face
value of all collectors currency issued by the Bank for the period under review is SAT$39,151.

LEASE COMMITMENTS

The Central Bank building is built on a leasehold land. The land belongs to the Government of Samoa. Terms
and conditions of the lease are yet to be finalized.

NATURE OF BUSINESS

The Bank is responsible for the implementation of monetary and financial policies of the Government and for
the promotion of conditions conducive to orderly and balanced economic development in Samoa.
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CENTRAL BANK OF SAMOA
STATEMENT OF CASH FLOWS
TWELVE MONTHS ENDED 30 JUNE 2004

CASH FLOWS FROM/(TO) OPERATING ACTIVITIES:

Cash income received from investments

Cash received from rent

Net gain on revaluation reserve

Cash paid for services

Cash paid to employees

Interest paid on deposit

Cash paid/transferred to Government on revaluation
reserve and net profits

Net cash provided by operating activities

CASH FLOWS FROM/(TO) INVESTING ACTIVITIES:
Proceeds from sale of fixed assets

Purchases of fixed assets

Net cash used in investing activities

CASH FLOWS FROM/(TO) FINANCING ACTIVITIES:

Increase in notes and coins in circulation
(Decrease) in deposits by domestic Government
Increase/(Decrease in securities)

Increase in external liabilities

Increase in deposits due to banks

Net cash provided from/(to) financing activities

NET INCREASE/(DECREASE) IN CASH
Cash and cash equivalent at beginning of the period

CASH AND CASH EQUIVALENTS AT END OF PERIOD

CASH AND CASH EQUIVALENTS:

Money at call - external
- domestic non government
Short term deposits - external
Bank bills
Negotiable Certificates of Deposits

30 June 2004
SAT$

4,953,219
1,161,085
275,285
(2,463,324)
(1,379,490
(476,307)

(1,851,166)

219,302

(142,287)

(142,287)

1,197,382
(1,465,668)
26,978,645
2,301,887
10,724,566

39,736,812

39,813,827
102,114,011

$141,927,838

30 June 2003
SAT$

5,151,621
1,126,319
4,672,508

(4,994,876)

(1,368,662)

(754,001)

(2,067,501)
1,765,408

47,559
(353,554)
(305,995)

1,822,572
(4,207,496)
(25,944,132)
32,527
7,594,554
(20,701,975)

(19,242,562)
121,356,573

$102,114,011

36,309,585

2,014,555
25,721,842
52,883,458
24,998,398

$141,927,838

25,265,287

578,048
12,214,273
44,240,872
19,815,531

$102,114,011

The relevant notes on pages 34 to 37 form part of this statement of cash flows.
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IX.

THE OFFSHORE FINANCE CENTRE (Also known asthe International Companies

Office or the Office of the Registrar of International and Foreign Companies)

The Office of the Registrar of International and
Foreign Companies is attached to the Central
Bank to facilitate its administration. This
arrangement is flexible and efficient in managing
staff and administering offshore laws. A Steering
Committee comprising the Gover nor of the Central
Bank, Chief Executive Officer of the Ministry of
Finance, the Attorney General and the Registrar
oversee operations of the Office to ensure its
integrity is maintained and advise the Minister of
Finance on all licensing and regulatory matters.
1. INTRODUCTION

The Offshore Finance Centre was set up in October
1988 asaquas government unit within the Central
Bank of Samoa. It operatesunder thefollowing Acts--

* | nternational CompaniesAct 1987

* Offshore Banking Act 1987

* |nternational TrustsAct 1987

* Trustee CompaniesAct 1987

* |nternational I nsurance Act 1988

* |nternational and Limited Partnership Act 1998

* Segregated Fund I nternational Companies Act
2000

The Officeismanaged by the Registrar who isassisted
by aDeputy Registrar, Assistant Manager Accounts
and eight support staff.

Following our commitment to the OECD in 2002, the
Samoa Offshore Finance Centre continued to be
actively involved in consultationswiththe OECD as
aParticipating Partner. Thispartnership wastowards
developing the framework for implementation of the
commitment and ensuring a"level playing field" for
al OECD and non-OECD countries, through Samoals
leadership and membership of various OECD
SubCommittees.

The 2004 Report by the International Monetary Fund
on the offshore sector, following its Module 2
assessment of our Centre, is posted on the IMF
webstelocated at www.imf.org. Thereport contains
recommendationsonwaysto improvetheregulation
and supervision of all registered entities. An Action
Plan is also posted which shows steps taken by the
Centrein complying with the M F recommendations.
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2. INCORPORATIONS

The Office achieved another excellent financial year
interms of businessreceived and profitsmade. The
number of companies incorporated in the past 12
monthscontinued to increase strongly. It isapleasing
indication of theincreased confidence with our Centre
bearing in mind ongoing consultationswithinfluential
international organisationssuch asOECD, IMFand
FATF. Theseorganisationsadvocate compliancewith
international standards for the regulation of the
financial sector which bearsonerouspressureonsmall
and sometimesunder resourced operationsof smaller
offshore financial centres. These standards include
the need to exchange information on tax matters by
certain deadlines, implementing internationally
accepted banking practices and combating laundering
of crime proceedsand financing of terrorigsactivities.

In the past 12 months, the number of newly
incorporated companiesreached 3,658 compared to
2,865 companies incorporated in 2003. We also
registered 20 new long term companiesand 10 new
trusts.

Entities on the register as at 30 June 2004 include
11,778 international companies, 148 long term
companies, 173 internationa trusts, 7 offshore banks,
3 insurance companies, 3 segregated funds and 6
trustee companies.

Since the establishment of the Offshore Finance
Centrein October 1988, thetotal or gross number of
entities that have been registered were 17,411
international companies, 210 long term companies,
341 international trusts, 25 offshore banks, 19
insurance companies, 3 segregated fundsand 8trustee
companies.

3. REVENUE

Theincrease in new incorporations and renewalsis
reflected inrecord levelsof revenueand profitsmade
during the past 12 months. Tota revenue reached
SAT10,609,422.00 which earned a net profit of
SAT9,409,591.00. The changeinour financial year
from the calendar year to the Government's fiscal
year (1 July to 30 June) makesit difficult to compare
our reported 12 month performance against our
previous reported performance which was on the



basis of an 18 month period. * workshop co-sponsored by the IMF on money
laundering issuesto raise awareness and to discuss
international standardsthat Samoa can implement
to combat this global problem.

*  Workshop co-sponsored by the Commonwealth
Secretariat on e-commerce issues and potential
to help maximise Samoa's marketability

worldwide.

The primary source of revenuefor the Officeisfrom
the incorporation and renewal of international
companies. The secondary source of revenue is
derived from interest earned on term deposits with
locally licensed banks. The amount of interest
therefore earned on term deposits in the past 12
months reached SAT1,377,378.00 which was about

13 percent of total revenue. The Centre wishes to record its appreciation to the

IMF and the Commonwealth Secretariat for the
continued technical assistance provided towards its
staff training programme and overall development.

4. STAFF ACTIVITIES

Staff training is accorded priority given the fast pace
of developments in the offshore industry. Capacity

building of support staff through training attachments )
The outbreak of SARS (Severe Acute Respiratory

Syndrome) in 2003 resulted in a premature
cancellation of our Asian promotional effortsfollowing
our delegation'sfirst seminar in Bangkok in April 2003.

5. PROMOTION

In view of the continued and increased popularity of
our offshore companiesin Asia, we anticipate further
promotion of our Centrein Singaporein March 2005.

6. DEVELOPMENTS

Important developments in the past 12 months:-

Offshore Finance Centre

*  ThelInternationa Banking Bill 2003 isscheduled
for discussion in Parliament in its next session.
This important piece of legislation will address
requirements of the Basel Core Principles for
Effective Banking Supervision.

At the Inaugural Meeting of the Joint Ad Hoc
Group on Accounts in the Cayman Islands last

and participation of Executive and Management Staff
in international conferences has proved successful in
enhancing staff knowledge and performance. In the
past 12 months, staff and Steering Committee
Members attended:- *

* meetings of the Offshore Group of Insurance

Supervisors (OGIS) and the International
Association of Insurance Supervisors (IAIS) in
Singapore.

consultation meetings of the Organisation for
Economic Cooperation and Development (OECD)
and the International Trade & Investment
Organisation (ITIO) in Canada, London and
Germany.

regional workshops on the Regulation and
Supervision of Banksand Financial Institutionsin
Fiji and Australia.

attachments with the New Zealand Registry of
Companies.

attachments with the Reserve Bank of Fiji.

local short courses on various database software.
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year, Samoa earned the distinction of being elected
the leader of the Informa Contact Group for the
Asia-Pacific region. The chiefly memorable
events in relation to the OECD Project include
Samoa's Co-Chairmanship of the OECD Informal
Contact Group, the SubGroup onlevel playing field
and ultimately and most recently the Global Forum.

*  Finally the Samoal nternational Finance Authority
Bill 2003 to set up the International Companies
Office as an independent corporate body is
envisaged to be tabled in Parliament sometime
during the next 12 months.



