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ABSTRACT 

f'his research report discussed debt management and the performance of an enterprise in motor 

care Uganda limited. Debt management is the process of establishing and executing a strategy 

lor managing the company's debt in order to raise the required amount of funding, achieve its 

risk and cost objectives, and to meet any other sovereign debt management goals the Company 

may have set. such as developing and maintaining an efficient market for Company securities. 

In the section two it looked at the literature review in regards to the research objectives that were 

stressed out by the researcher. 

Under the methodology it described necessities in addressing the set objectives. The chapter is 

organized under the following subsection. Where by the analysis was found out that the 

cstabl ished sample size will be 164 respondents from population of 280 and this will be a enough 

guide in effective data collection on the topic under study. 

In the statistics of the findings of the study are analyzed and presented according to the .research 

questions and study variables. That 16.5 I% had been working with company for 4-6 years. 

l .. "i2% of the respondents had been working with company for over six years, 28.04% of the 

·espondents had been there for 2-4 years and 1.2% of the participants had been working with 

:om pan; !()!" 1- 2 years and none of the respondents had been there for less than a year. 

" cone! usion and recommendation the Treasnry should ensure appropriate key performance 

11dicators lor debt management are applied across government. Departments and agencies 

houlcl be required to report performance in this area to their Boards and in their annual reports 

nd accounts. 
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1.0 Introduction 

CHAPTER ONE 

INTRODUCTION 

!'he study will discuss debt management and the performance of an enterprise in motor care 

Uganda limited, This chapter presented the background to the study, statement of the Problem. 

l'urposc. Objectives. Scope. Research Questions and the significance of the study, 

I J Background of the Study 

l.l.l llistorical Pe1·spectivc 

Motorcare Uganda Ltd, is a company registered in Kampala. Uganda holding the national 

distrihution rights in the country for Nissan and BMW vehicles and Suzuki motorcycles, The 

companv was established in !992 and has been very successfuL The service workshop is one ot· 

the best in the country. with ultra-modern equipment. the latest diagnostic and repair equipment. 

an express service facility. satellite servicing facility and a professional team of teclmicians, The 

management approach is value-based and is adhering to the ··Triple Bottom Line" principle, 

"hich ensures that decisions are made with equal balance between financial results and social 

n1d em ironmental responsibilities, Motorcare is a proud member of the United Nations Global 

'om puc!. 

Jebt management IS the process of establishing and executing a strategy for managmg the 

,ompany·s debt in order to raise the required amount of funding, achieve its risk and cost 

rbjectives. and to meet any other sovereign debt management goals the Company may have set 

uch as developing and maintaining an efficient market for Company securities, 

'oorly structured debt in terms of maturity, currency, or interest rate composition and large ancl 

nfimded contingent liabilities have been important factors in inducing or propagating economic 

rises in many countries throughout history, For example. irrespective of the exchange rate 

'gitnc, or whether domestic or foreign currency debt is involved. crises have of1en arisen 

c:eause of an excessive focus by Companys on possible cost savings associated with large 

)!Ulnes of short-term or floating rate debt This has left Company budgets seriously exposed to 
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changing financial market conditions, including changes in the country's creditworthiness, when 

this debt has to be rolled O\'er. Foreign currency debt also poses particular risks, and excessive 

reliance on foreign currency debt can lead to exchange rate and/or monetary pressures if 

investors become reluctant to refinance the company's foreign-currency debt. By reducing the 

risk that the company's own portfolio management will become a source of instability for the 

pri1ak sector. prudent Company debt management, along with sound policies for managing 

co11tingent liabilities, can make countries less susceptible to contagion and financial risk. 

Performance Management began around 60 years ago as a source of income justification and was 

used to determine an employees wage based on performance. Enterprise used Performance 

Management to drive behaviours from the employees to get specific outcomes. In practice this 

11 orked well for certain employees who were solely driven by financial rewards. However. 

where employees were driven by learning and development of their skills, it failed miserably. 

I he gap between justification of pay and the development of skills and knowledge L)ecame a 

huge problem in the use of PerJormance Management. 

1.1.2 Theoretical Perspective 

l11o theories that have been advanced by the researcher to explain the link between debt 

'lJanagcment and the performance of an enterprise. Maslow's hierarchy of needs( 1943) is 

1rimary based on people's inner states as a basis for debt management. Maslow's hypothesized 

hat ;;ithin every human being, there exist a hierarchy of five needs physiological, safety. esteem 

mel sell~actualization as each of these needs becomes sustainably satisfied the next become 

lutninate Robbins et at (20 I 0). 

he two factor theory developed by Fredrick Herzberg which became liuitful during 1950s could 

!so under pin this study. He argues that Hygiene factors tor debt control towards the 

'crfonnance of the enterprise in nature. Robbins et a tal (20 1 0), Ti bamwenda (20 I 0) 
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! . ! .3 Conceptual perspective 

rhe dependent variable in this study the performance of an enterprise form time to time. The 

debt management is conceptualized as independent variable which includes Human resource 

skills. Leads to shortage of equipments, Leads to increased development of the community. 

! ncrcascd standard of living . Increased savings. It encourages investment. Provides working 

capital which has helped in operation of and enterprise. Tetty (2005) 

1.1.4 Contextual Pe1·spective 

I he sun i val and performance are due to mainly the presence of micro finance Institutions which 

im c ah\a)"S stood as financial resolutions to their financial problems by giving these enterprises 

credit inform of loans. Therefore. the major role played by MF!s in the performance of small 

scale enterprises is the provision of micro-credit facilities, which include delivery to clients. 

sm mgs mobilization and payment services, the provision of startup capital inform of credit 

enables them to startup businesses or increase their working capital for those with already 

c.\isting business setting. 

lhe other role played by MF!s m the performance of SSEs include the proVISIOn of social 

i ntc'rmediation services such as group formulation, development of self confidence in clients. 

r:rining and equipping members of the group with knowledge of financial literacy and 

ll:IJWgement capabilities . 

. 'onsidering the above, it's evident that the micro credit funds offered by MF!s have significant 

uk in the performance of SSEs. This was asserted by (Ledger Wood, 1998 World Bank report) 

·microfinance isn't ·simply banking, it's a development tool." The development program by 

~owrnlllent to liberalize the Jinancial sector has largely lacilitated the performance and the 

.rowth of SSEs in Motor care through micro credit funds otiered by MF!s despite the fact that 

1e fixmal sector is still being characterized by lack of adequate fund capital available lor 

:nding (Graham Wright eta! 1997). 

lo11·ever. iv!Fls not requiring extensive infrastructure development to reach the rural potential 

orrowers in Motor care seemed a good alternative, but this has not been the case. Not all small 

:ale businesses have access to micro credit facilities since poverty extension of short term credit 
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is i!il·en to registered members who on applying for loans already have running, thus needs funds 

to expand the scale of their operations, This is evident with Uganda Motor care Ltd. 

1.2 Statement of the problem 

:'\ company·s debt portfolio is usually the largest financial portfolio in the country. It often 

contains complex and risky financial structures, and can generate substantial risk to the 

company·s balance sheet and to the country's financial stability. As noted by the Financial 

Stability Forum's Working Group on Capital Flows, "recent experience has highlighted the need 

l(lr Companys to limit the build-up of liquidity exposures and other risks that make their 

economies especially vulnerable to external shocks. Therefore. sound risk management by the 

public sector is also essential for risk management by other sectors of the economy ''because 

indiYidual entities within the private sector typically are faced with enormous problems when 

inadequate sovereign risk management generates vulnerability to a liquidity crisis." Sound debt 

structures help Companys reduce their exposure to interest rate, currency and other risks. Many 

Companys seek to support these structures by establishing, where feasible, portfolio benchmarks 

related to the desired currency composition, duration, and maturity structure of the debt to guide 

tlw ltilurc· composition of the portfolio. 

)ewral debt market crises have highlighted the importance of sound debt management practices 

md the need for an efficient and sound capital market. Although Company debt management 

lulicies may not have been the sole or even the main cause of these crises, the maturity structure. 

111d interest rate and currency composition of the company"s debt portfolio, together "itil 

ubstantial obligations in respect of contingent liabilities have often contributed to the severity ol' 

he crisis. Even in situations where there are sound macroeconomic policy settings, risky debt 

Janagement practices increase the vulnerability of the economy to economic and financial 

hocks. Sometimes these risks can be readily addressed by relatively straightforward measures. 

uch as by lengthening the maturities of borrowings and paying the associated higher debt 

en· icing costs (assuming an upward sloping yield curve), by adjusting the amount, maturity, and 

Jmposition of foreign exchange reserves, and by reviewing criteria and governance 

Tangements in respect of contingent liabilities. 
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!.3 Purpose of the Study 

The purpose of the study will be to examine the debt management and the performance of an 

enterprise in motor car Uganda limited. 

1.4 Research Objectives 

The study was guided by the following objectives; 

• ro examine the consequence of debt in which it Pressure off your monthly budget at 
~ 

Motor care limited 

• To examine how debt management can be a Manageable payment for each month m ·-Motor care limited. 

• To examine the concept of debt management towards the Stressful. trying to keep up with 

several debts each month with Interest and charges which could be frozen at Motor care 

limited. 

• To examine the repaying debts and how it contributes to the growth of the company. -
1.5 Research Questions 

• What are the consequences of debt management in which it Pressure off your month!) 

budget at Motor care limited? 

• IJI.'hat way does debt management be a manageable payment for each month in Motor 

care limited~ 

• What is the concept of debt management towards the Stressful. trying to keep up with 

several debts each month with Interest and charges which could be fi·ozen at Motor care 

limited? 

• What measures can debt management carry the repaying debt and how it contributes to 

the growth of the company~ 

5 



1.6 Scope of the Study 

1.6.1 Geographical Scope 
The study will be covered from Motor Care Uganda Limited Plot 95. Jinja road. Box 12704. 

l..:.ampala. Tel: I 256 3122381 00 Email: nissan@ug.motorcare.com/aftersales@ug.motorcare.com 

1.6.2 Content Scope 

lhe study will focus on the debt management as to ensure that the company's financing needs 

:tnd ils payment obligations are met at the lowest possible cost over the medium to long run, 

consistent with a prudent degree of risk. 

1.6.3 Time Scope 

The study will be covered in the duration of December 2014-Febuary 2015 

1. 7 Key definitions · 

\duty or obligation to pay money, deliver goods, or render service under an express or implied 

:tgreement. One who owes. is a debtor or debitor; one to whom it is owed, is a debtee. creditor, or 

lender. 

\ debt generally refers to money owed by one party. the debtor. to a second party. the creditor. 

lcht is generally subject to contractual terms regarding the amount and timing of repayments or 

1rincipal and interest. The term can also be used metaphorically to cover moral obligations and 

>tiler interactions not based on economic value. 

lebt management is a debt solution that can help people who are struggling to repay their 

nsccurcd debts. Unsecured debts are debts that are not secured against your home, like credit 

ards and personal loans. Debt management is an agreement between lenders and a borrower 

;ho needs to lower their repayments. 

cTI(mnance. This is to do something up to a standard, to succeed and to excel. 
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1.8 Conceptual Frameworli 
Figure I: Showing the Conceptual Framework 

- ---~~-N-0-EP_E_N~D--E-N_T_V_A_R_I_A_B_l_E __ ~) 

DEBT MANAGEMENT 

Pressure o!Tyour monthly 
bud geL 
Manageable payment each month 
Stressful trying to keep up with 
several debts each month Interest 
and charges could be frozen 
Repaying debts can put you 
under stress 

DEPENDENT VARIABlES 

PERFORMANCE 

• Human resource skills 

• Increased savings 

• It encourages investment 

• Provides working capital which has helped 

in operation of and enterprise 

'---------~~---~------~-
--~---- ---~- ~~--~-----' 

• Government Policy. 

• Political Stability. 

• Favorable Economic 

policies. 

Source: "Debt- and Reserve-Related Indicators ojErterna! Vulnerability" 
(Slvf/00165), IMF, 2000. 

1.9 Significance of the Study 

I he research will benefit all the enterprises in the country especially distribution compames. 

etail and wholesale outlets on how to improve on debt management system that are in the 

11arket in order to achieve their set objectives. 
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The study findings will help managers in charge of debt management that are engaged in 

production to understand how timely distribution of products is done such that the best supplier 

c·;m be selected for quality materials depending on the types of materials. 

The study will add more knowledge to the existing literature on debt management and 

distribution of products and will fmiher be used by future academicians who would wish to 

e.xpound more on the area of study for reference. 

8 



2.0 Introduction 

CHAPTER TWO 

LITERATURE REVIEW 

This chapter will look at the literature review in regards to the research objectives 

2.1 Deht management 

A unique strategy developed to help a debtor manage their debt. This strategy is usually 

developed and implemented by an outside company or organization on behalf of the debtor. 

usually because the debtor is unable to sufficiently manage their debt on their own, due to lack of 

kil<l\\ Jed!,(e or because they are overwhelmed by the amount of debt. Debt can easily get out of 

hand. and may become unmanageable more quickly than you thought possible. 

,\ debt management plan could allow you to make one affordable monthly payment that reflects 

\our linancial situation. bringing your finances back under control. 

Ho" ever. it is important to understand whether or not a debt management plan is really right for 

\ ou. so we will now take a look at some of the advantages and disadvantages of debt 

1nanage1nent. 

'karin mind that debt management plans are available from various financial organizations, and 

li rterenl organizations may operate in different ways. 

~.2 Benefits of debt management towards performance 

Jne of the biggest benefits of a debt management plan is that it Jets you clear your problem debts 

1 a pace you can manage. which can take a lot of pressure off your monthly budget. Although. 

'ecause you are paying less every month, it may take you longer and cost you more to repay 

our unsecured debts. 

can be a good deal for your unsecured lenders too. A debt management plan is an informal 

greement, and your lenders are under no obligation to accept any of the terms they are offered. 
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1-lcme\ er_ if theY do accept the plan. they can be confident the borrower's doing what they can to 

p<t) all or the money back (even though it takes longer). 

You make one manageable payment each month 

II can be so stressful trying to keep up with several debts each month - and this can be much 

"orse i r YOU can't stretch your budget enough to afford them. 

Debt management would combine all of your monthly payments to your unsecured debts into a 

single monthly payment, which is set at a level you can afford. It would mean you're not sticking 

1<1 'our original payment agreements. so your credit rating would suffer - but that might be 

unm oidable if you can't afford to repay your debts the way you said you would. 

Your secured debts. like your mortgage, would not be included in a debt management plan. so 

you'd need to make sure you pay these yourself, along with things like your Council Tax. petrol 

:llld !()()d. 

That's why. when you apply. a debt expert will work with you and help you figure out your 

household budget. They'll need to look at things like your bills and income to make sure they 

lw,·c an accurate idea of what you can afford to pay each month without using the money you 

1c·cd i(Jr lik's essentials. 

Jnce you've both figured out exactly how much you pay each month towards your essentials . 

. ou can look at what's left over and calculate how much should go towards your unsecured 

kbts. This is what you can pay into your debt management plan. 

nterest and charges could be 11·ozen 

luring negotiations. we will also ask lenders to fi·eeze any interest and charges on your debts. 

'here is no guarantee they will agree. But we will talk to them about this for you - because this 

. ill stop your debts growing while you're repaying them. 
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II' they don't agree, however. paying your debts back more slowly means that interest will have 

more time to grow - so you'll end up paying more. 

Contact with lenders handled by us 

Repaying debts can put you under stress, especially if you have various lenders contacting you 

about different issues. 

Once you're on a debt management plan with Gregory Pennington, however, all contact "ith 

'our lenders can be handled by our professionals. 

!hey' 11 stay in touch with your lenders, making sure they've all received your payments. and 

address any issues that may arise. 

Your lenders are still legally Gil owed to contact you, but if you receive any phone calls. you can 

!cll them to get in touch with us. And if you receive any letters, you can put them in prepaid 

envelopes and send them straight over to us. 

l·kx ibil ity of debt management 

..\ debt management plan isn't a legally binding solution. 

It's quite llexible. So if, during your debt management plan, you recetve a pay-cut or an 

.mcxpected expense - or your expenditure goes up - your debt management payments could be 

·educed acwrdingly, helpin!l you make sure you can still afford them. 

I his reduction would have to be negotiated again with your lenders - and there is a chance they'd 

·eject it- so we'll do our best to show them it's your best way to keep on making your payments. 

)n the other hand, ybu might receive a pay rise- in which case )'Our debt management payments 

an he increased. This would allow you to clear your unsecured debts more quickly' 
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Continued support 

Throughout your debt management plan with Gregory Pennington, your Personal Finance 

Manager will be there to provide help and advice. They are your dedicated pmi of call when it 

comes to any questions or queries you might have. 

They're the person you should contact if you find you're struggling with your debt management 

plan - and they'll do everything they can to help. Your Personal Finance Manager will know 

about your debt management plan and your finances in general, so they'll be well placed to help 

'ou lind the best way forward each time. 

On a debt management plan, you could reduce your monthly outgoings and make just one 

monthly payment, based on what you can afford today, rather than what you could afford when 

'ou took on your debts in the first place. 

Uebt management plans can be flexible. If your circumstances change and you start finding 

payments difficult to make. then your debt adviser may be able to re-assess your situation and 

negotiate with your creditors again, asking them to accept lower monthly payments. 

I .ose your eligibility to receiye federal financial aid in the future 

Lose the ability to mrtke payments on your loan, as the entire loan will be due in full 

l{isk incurring collection costs (up to 25% of your student loan) 

Jmnage your credit history lor up to seven years, which could prevent you from purchasing a car 

1r a home 

( isk l!arnishment of wages. which means your employer could be required to forward 15% of 

our wages to your lender 

cisk losing income tax refunds, which could be withheld and forwarded to your lender 
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Debt Basics 

Debt financing means borrowing an upfront amount in a loan that you must repay with principal 

:mel interest m·er tin1e. Similar to consumers, companies have credit ratings that lenders use to 

determine credit worthiness. The better your credit, the more favorable the rates and terms 

available to you. Companies typically turn to debt financing to generate working capital for 

meeting short-term expense obligations, or for long-term acquisitions such as property. plant and 

equipment. Banks. savings and loans. commercial finance companies. and the U.S. Small 

llusiness Administration are common sources of debt financing. according to the Maryland 

I )epartment of Business & Economic Development. 

Benefits 

·\ primar) advantage of debt financing relative to equity financing is ownership retention. When 

you sell shares to taise funds, you turn over fractional ownership and voting rights in the 

company. With debt, you lose no ownership retain similar control overall strategic decisions and 

business matters. Raising debt is also less complicated to perform and monitor than selling 

shares. indicates the FindLaw website. Debt financing at a reasonable interest rate also makes for 

kss expensive financing over time.Drawbacks 

I kht pllses more risk to the company. as it is required to pay back the debt plus interest. When 

1 ou ,ell part of the com pan). which you already own, you hm·e no ongoing financial obligation 

.lther than what shareholders earn from their shares. Debt Jlnancing makes positive cash flow 

:ritical so you can make the repayment requirements. Additionally, high debt leverage 

lYerwhelms the business and makes it difficult to obtain further financing in the future. 

,cvcragc Ratios 

)ebt and equity are the two pnmary sources of financing that compames can turn to when 

Do king to generate capital. Each has pros and cons. Debt financing is acquisition of loans where 

quity financing involves the sale of shares of stock in the company in exchange for funds. 
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Management of internal opet·ations 

Risks of Company losses from inadequate operational controls should be managed according to 

sound business practices. including well-articulated responsibilities for staff. and clear 

monitoring and control policies and reporting arrangements. 

I )ebt management activities should be supported by an accurate and comprehensive management 

information system with proper safeguards. 

Staff involved in debt management should be subject to a code-of-conduct and conflict-of

Interest guidelines regarding the management of their personal financial affairs. 

Sound business recovery procedures should be in place to mitigate the risk that debt management 

activities might be severely disrupted by natural disasters, social unrest, or acts of terrorism. 

Debt Management Strategy 

I be risks inherent in the structure of the company's debt should be carefully monitored and 

evaluated. These risks should be mitigated to the extent feasible by modifying the debt structure. 

taking into account the cost of doing so. 

In order to help guide borrowing decisions and reduce the company's risk. debt managers should 

:onsider the tinancial and other risk characteristics of the company's cash flows. 

)cbt managers should carefully assess and manage the risks associated with foreign-currency 

mel short -term or floating rate debt. 

["here should be cost-effective cash management policies in place to enable the authorities to 

neet with a high degree of certainty their financial obligations as they fall due. 
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Risk Management Framework 

,\ li'ame\\ork should be developed to enable debt managers to identify and manage the trade-otis 

between expected cost and risk in the Company debt portfolio. 

ro assess risk. debt managers should regularly conduct stress tests of the debt portfolio on the 

basis or the economic and financial shocks to which the Company--and the country more 

general!) --are potentially exposed. 

Risky debt structures are often the consequence of inappropriate economic policies--fiscal. 

monetary and exchange rate--but the feedback effects undoubtedly go in both directions. 

llo\\ever. !here are limits lo what sound debt management policies can deliver. Sound debt 

nwnagemenl policies are no panacea or substitute for sound fiscal and monetary management. If 

macroeconomic policy settings are poor, sound sovereign debt management may not by itself 

prevent any crisis. Sound debt management policies reduce susceptibility to contagion and 

financial risk by playing a catalytic role for broader financial market development and financial 

deepening. Experience supports the argument. for example. !hat developed domestic debt 

rnarkels can substitute for bank financing (and vice versa) when this source dries up. helping 

economies to weather financial shocks. 

Debt Management Objectives and Coordination 

l'rudent risk management to avoid dangerous debt structures and strategies (including monetary 

inancing of the company's debt) is crucial, given the severe macroeconomic consequences of 

;mueign debt default, and !he magnitude of the ensuing output losses. These costs include 

lllsiness and banking insolvencies as well as the diminished long-term credibility and capability 

>I' the Company to mobilize domestic and foreign savings. Box I provides a list of the main risks 

'llcountered in sovereign debt management. 
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Risk 

Market Risk 

Rullun:r Risk 

l.iquiclity Risk 

Box 1. Risks Encountered in Sovereign Debt Management 

Description 

Refers to the risks associated with changes in market prices, such as interest 

rates, exchange rates, commodity prices, on the cost of the company's debt 

servicing, For both domestic and foreign currency debt, changes in interest rates 

affect debt servicing costs on new issues when fixed-rate debt is refinanced, and 

on floating-rate debt at the rate reset dates. l-Ienee, short- duration debt (short

term or floating-rate) is usually considered to be more risky than long-term, 

fixed rate debL (Excessive concentration in very long-term, fixed rate debt also 

can be risky as future financing requirements are uncertain.) Debt denominated 

in or indexed to foreign currencies also adds volatility to debt servicing costs as 

measured in domestic currency owing to exchange rate movements. Bonds with 

embedded put options can exacerbate market and rollover risks. 

The risk that debt will have to be rolled owr at an unusually high cost or, 111 

extreme cases, cannot be rolled over at alL To the extent that rollover risk is 

limited to the risk that debt might have to be rolled over at higher interest rates, 

including changes in credit spreads, it may be considered a type of market risk. 

However, because the inability to roll over debt and/or exceptionally large 

increases in Company funding costs can lead to, or exacerbate, a debt crisis and 

thereby cause real economic losses, in addition to the purely financial effects or 

higher interest rates, it is often treated separately. Managing this risk is 

particularly important for emerging market countries. 

There are two types of liquidity risk. One refers to the cost or penalty investors 

face in trying to exit a position when the number of transactors has markedly 

decreased or because of the lack of depth of a pm1icular market. This risk is 

particularly relevant in cases where debt management includes the management 

of liquid assets or the use of derivatives contracts. The other form of liquid it) 

risk, for a borrower, refers to a situation where the volume of liquid assets can 

diminish quickly in the face of unanticipated cash flow obligations and/or a 
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Credit Risk 

Settlement Risk 

possible difticulty in raising cash through borrowing in a short period of time. 

The risk of non performance by borrowers on loans or other financial assets or 

by a counterparty on financial contracts. This risk is particularly relevant in cases 

where debt management includes the management of liquid assets. It may also 

be relevant in the acceptance of bids in auctions of securities issued hv the 

Company as well as in relation to contingent liabilities. and in derivative 

contracts entered into by the debt manager. 

Refers to the potential loss that the Company. as a counterparty, could suffer as a 

result of failure to settle, for whatever reason other than default. by another 

counterparty. 

Operational Risk This includes a range of different types of risks. including transaction errors in 

the various stages of executing and recording transactions; inadequacies or 

failures in internal controls, or in systems and services; reputation risk; legal 

risk; security breaches; or natural disasters that affect business activity. 

Companys should try to minimize expected debt servicing costs and the cost of holding liquid 

assets. subject to an acceptable level of risk, over a medium- to long-term horizon. Minimizing 

cost. vvhik ignoring risk, should not be an objective. Transactions that appear to lower debt 

sen icing costs of1en embody significant risks for the Company and can limit its capacity to 

repay lenders. Developed countries, which typically have deep and liquid markets for their 

company's securities, often focus primarily on market risk, and. together with stress tests, may 

use sophisticated portfolio models for measuring this risk. In contrast, emerging market 

:ountries. which have only limited (if any) access to foreign capital markets and which also have 

·datively undeveloped domestic debt markets, should give higher priority to rollover risk. Where 

1ppropriate. debt management policies to promote the development of the domestic debt market 

;hould also be included as a prominent Company objective. This objective is pm'ticularly 

"<~levant for countries where market constraints are such that sl10rt-term debt, floating rate debt. 

tnd foreign currency debt may, in the short-run at least, be the only viable alternatives to 

nonetary financing. 
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Debt management should encompass the mam financial obligations over which the central 

Company exercises control. These obligations typically include both marketable debt and non

market debt. such as concessional financing obtained from bilateral and multilateral official 

,;ources. In a number of countries. the scope of debt management operations has broadened in 

recent years. Nevertheless. the public sector debt, which is included or excluded from the central 

company·s mandate over debt management, will vary from country to country, depending on the 

nature of the political and institutional frameworks. 

I lomeslic and foreign currency borrowings are now typically coordinated. Moreover. debt 

management often encompasses the oversight of liquid financial assets and potential exposures 

due to off~balance sheet claims on the central Company, including contingent liabilities such as 

state guarantees. In establishing and implementing a strategy for managing the central 

company·s debt in order to achieve its cost and risk objectives and any other sovereign debt 

management goals, the central Company should monitor and review the potential exposures that 

may arise Ji·om guaranteeing the debts of sub-central Companys and state-owned enterprises, 

and. whenever possible, be aware of the overall financial position of public- and private-sector 

borrowers. And, the borrowing calendars of the central and sub-central Company borrowers may 

need to be coordinated to ensure that auctions of new issues are appropriately spaced. 

( ·oordinalion with monetary and fiscal policies 

Debt managers. fiscal policy advisors. and central bankers should share an understanding of the 

objectives of debt management. fiscal. and monetary policies given the interdependencies 

hct\\cen their different policy instruments. Debt managers should convey to fiscal authorities 

their views ou the costs and risks associated with Company financing requirements and debt 

1 cvels. 

'olicm1akers should understand the ways in which the different policy instruments operate, their 

1otcutial to reinforce one another, and how policy tensions can arise. Prudent debt management, 

iscal and monetary policies can reinforce one another in helping to lower the risk premia in the 

:tructure of long-term interest rates. Monetary authorities should inform the fiscal authorities of 

he eflects of Company debt levels on the achievement of their monetary objectives. Borrowing 
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limits and sound risk management practices can help to protect the company's balance sheet 

from debt servicing shocks. In some cases, conflicts between debt management and monetary 

policies can arise owing to the different purposes--debt management focuses on the cost/risk 

tradc-otl while monetary policy is normally directed towards achieving price stability. For 

example. some central banks may prefer that the Company issue inflation-indexed debt or 

borrow in foreign currency to bolster the credibility of monetary policy. Debt managers may 

believe that the market for such inflation-indexed debt has not been fully developed and that 

lixeign currency debt introduces greater risk onto the company's balance sheet. Conflicts can 

:ilso arise between debt managers and fiscal authorities. for example. on the cash flows inherent 

in a given debt structure (e.g .. issuing zero-coupon debt to transfer the debt burden to fi.tture 

generations). For this reason. it is important that coordination take place in the context of a clear 

macroeconomic framework. 

\\'here the !eYe! of financial development allows. there should be a separation of debt 

management and monetary policy objectives and accountabilities. Clarity in the roles and 

objectives for debt management and monetary policy minimizes potential conflicts. In countries 

11 ilh well-developed financial markets, borrowing programs are based on the economic and 

!iscal projections contained in the Company budget, and monetary policy is carried out 

independently Ji·om debt management. This helps ensure that debt management decisions are not 

percciwd to be influenced by inside information on interest rate decisions, and avoids 

perceptions of con11icts of interest in market operations. A goal of cost minimization over time 

!'or the company's debt. subject to a prudent level of risk, should not be viewed as a mandate to 

·educe interest rates. or to influence domestic monetary conditions. Neither should the cost/risk 

>bjectiw be seen as a justiJication for the extension of low-cost central bank credit to the 

.·ompany. nor should monetary policy decisions be driven by debt management considerations. 

leht management, fiscal, and monetary authorities should share inJormation on the company's 

·urrent and Jl.tture liquidity needs. Since monetary operations are often conducted using 

.'ompany debt instruments and markets, the choice of monetary instruments and operating 

wocedures can have an impact on the functioning of Company debt markets, and potentially on 

>e linancial condition of dealers in these markets. By the same token, the efficient conduct or 

wnctar; policy requires a solid understanding of the company's short- and longer-term financial 
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11ows. As a result. debt management and fiscal and monetary ot1icials often meet to discuss a 

wide range of policy issues. At the operational level, debt management, fiscal, and monetary 

authorities generally share information on the company's current and future liquidity needs. 

fbe) olten coordinate their market operations so as to ensure that they are not both operating in 

the same market segment at the same time. Nevertheless, achieving separation between debt 

management and monetary policy might be more difficult in countries with less-developed 

linancial markets, since debt management operations may have correspondingly larger effects on 

the kYel ol' interest rates and the functioning of the local capital market. Consideration needs to 

he given to the sequencing of reforms to achieve this separation. 

Transparency and Accountability 

I B. As outlined in the Code of" Good Practices on Transparency in Monetwy and Financial 

l'olicies: Declaratioi1 of" Principles (MFP Transparency Code). the case for transparency in debt 

management operations is based on two main premises: first, their effectiveness can be 

strengthened if the goals and instruments of policy are known to the public (financial markets) 

ami if the authorities can make a credible commitment to meeting them: second. transparency 

can cnh;lllce good governance through greater accountability of central banks, finance ministries. 

and other public institutions involved in debt management. 

Clarity of roles, t·csponsibilities and objectives of financial agencies responsible for debt 

managerncnt 

!he allocation of responsibilities among the ministry of finance. the central bank, or a separate 

.lebt management agency, for debt management policy advice and for undertaking primary debt 

ssues. secondary market arrangements, depository facilities. and clearing and settlement 

rrrnngements for trade in Company securities, should be publicly disclosed. Transparency in the 

11anclates and clear rules and procedures in the operations of the central bank and ministry of 

inance can help resolve conflicts between monetary and debt management policies and 

>perations. Transparency and simplicity in debt management operations and in the design of debt 

nslruments can also help issuers reduce transaction costs and meet their portfolio objectiws. 
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They may also reduce uncertainty among investors, lower their transaction costs. encourage 

greater investor participation. and over time help Companys lower their debt servicing costs. 

!he: objectives for debt management should be clearly defined and publicly disclosed. and the 

measures of cost and risk that are adopted should be explained. Some sovereign debt managers 

also publicly disclose their portfolio benchmarks for cost and risk. although this practice is not 

uni\ ersal. Experience suggests that such disclosure enhances the credibility of the debt 

manai-!ement program and helps achieve debt management goals. Complementary objectives. 

such as domestic financial market development, should also be publicly disclosed. Their 

relationship with the primary objective should be clearly explained. 

('lear debt management objectives are essential in order to reduce uncertainty as to the 

c·un1pam ·s willingness to trade off cost and risk. Unclear objectives often lead to poor decisions 

clll how to manage the existing debt and what types of debt to issue. particularly during times or 

market instability, resulting in a potentially risky and expensive debt portfolio for the Company 

nml adding to its vulnerability to a crisis. Lack of clarity with respect to objectives also creates 

uncertainty within the financial community. This can increase Company debt servicing costs 

because investors incur costs in attempting to monitor and interpret the company's objectives 

and polic) Ji·amework. and may require higher risk premia because of this uncertainty. 

Debt management activities should be audited annually by external auditors. The 

accountability fi·amework for debt management can be strengthened by public disclosure of audit 

r·e1 iews of debt management operations. Audits of Company financial statements should be 

:onducted regularly and pub! icly disclosed on a preannounced schedule, including information 

1n the operating expenses and revenues. A national audit body, like the agency responsible Jor 

1uditing Company operations, should provide timely reports on the financial integrity of the 

:entral Company accounts. In addition, there should be regular audits of debt managers' 

1crfonnance. and of systems and control procedures. 
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Negative consequences of debt management 

Your debts could take longer to pay off as you are repaying smaller amounts each month. Also. 

the interest could cost you more in the long run, as you are repaying your debt over a longer 

period of time. 

Your creditors aren't legally obliged to accept any new repayment terms. However. if they 

bclie\e that agreeing to the new terms is the best way of getting their money back. then they are 

likely to agree. 

Capital reduction 

!he process of' decreasing a company's shareholder equity through share cancellations and share 

repurchases. The reduction of capital is done by companies for numerous reasons including 

increasing shareholder value and producing a more efficient capital structure. 

\lkr a capital reduction, the number of shares in the company will decrease by the reduction 

<llllotllll. In some capital reductions, shareholders will receive a cash payment for shares 

cancelled - but. in other situations. there is minimal impact on shareholders. 

l ncrcases Performance 

Impersonating clients. If you impersonate the original caller to access a backend database. n 

connection pool is created per unique user identity. This consumes resources and reduces 

scalability. Connection pooling is most effective if you use a trusted subsystem model and access 

the database using a fixed service account such as the application's process identity. For more 

information. see the "Security" section in this chapter. 

:'ailing single-threaded apartment (STA) components. All calls to and from the STA component 

:an only be serviced by the thread that created or instantiated it. All callers sharing ·an STA 

>bject instance are serialized onto the same thread; there is also a thread switch from the calling 

bread to the apartment's single thread. For more information. see "Avoid STA Components" 

ater in this chapter. 
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Performing long running transactions. Long running transactions retain locks and hold expensive 

resources such as database connections for prolonged periods. This reduces throughput and 

impacts scalability. Alternative approaches such as compensating transactions can be appropriate 

lor scenarios where you cannot avoid long running transactions. For more information see 

"Transactions" later in this chapter. 

I ising inappropriate isolation levels. High isolation levels increase database integrity bul reduce 

concurrency. Using inappropriate isolation levels can unnecessarily hinder performance. Choose 

an appropriate isolation level for your components depending on the type of create, read, update. 

and delete operation you need to perform. For more information. see "Transactions" later in this 

chapter. 

Using stateful components. Stateful components limit application scalability and increase the 

likelihood of data inconsistency. Use a stateless programming model with Enterprise Services. 

I ising encryption unnecessarily. Encrypting your data twice Is unnecessary from a security 

standpoint and unnecessarily impacts performance. For example. there is no point using packet 

privacy authentication to encrypt communication to and tl·om serviced components if your 

application is deployed inside a secure data center that already protects its inter-server 

c<lmmunication channels, for example. by using Internet Protocol Security (IPSec) encryption. 

I or more information. see "Security" later in this chapter. 

Failing to release resources quickly enough. Failing to release shared resources such as database 

connections and unmanaged COM objects promptly, impacts application scalability. For more 

in l(mnation. see "Resource Management" later in this chapter. 

I· ailing to pool resources. If you do not use pooling for objects that take a long time to initialize 

l(>r example because they need to access resources such as a network or database connections. 

hese objects are destroyed and recreated for each request. This reduces application performance. 

'or more information, see "Object Pooling" later in this chapter. 

)peci lying too large a minimum pool size. If you set the minimum pool size to a large number. 

he initial call request can take a long time to populate the pool with the minimum number or 
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objects. Set the pool size based on the type of resource that your objects maintain. Also consider 

manually starting the application to initialize the pool prior to the first live request. 

l jsing inappropriate synchronization techniques. If you are building a high-performance 

multithreaded application to access your serviced components. deadlocks and race conditions can 

cause significant problems. Use the declarative COM+ synchronization attribute to manage 

concurrency and threading complexities. For more information. see "Synchronization Attribute" 

later in this chapter. 

l ising unneeded services. Each additional service your component IS configured for affects 

perlcmmmce. Make sure each component is configured only for those specific services it 

reqmres. 

Clients tailing to release reference quickly enough. Clients that'bind early and release late can 

rncrcase server resource utilization and quickly create performance and scalability proble.ms. 

Clients l~1iling to call Dispose. Clients that do not call Dispose on service components create 

significant performance bottlenecks. 

Debt Management St1·ategy 

The risks inherent in the company's debt structure should be carefully monitored and evaluated. 

These risks should be mitigated to the extent feasible by modifying the debt structure, taking into 

account the cost of doing so. Box 2 summarizes some of the pitfalls encountered in sovereign 

.lcht management. A range of policies and instruments can be .engaged to help manage these 

·i:)kS. 

10. Identifying and managing market risk involves examining the financial characteristics of the 

·c\'enues and other cash flows available to the Company to service its borrowings. and choosing 

1 portfolio of liabilities which matches these characteristics as much as possible. When they arc 

rvailable. hedging instruments can be used to 

nove the cost and risk profile of the debt portfolio closer to the preferred portfolio composition. 
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Box 2. Some Pitfalls in Deb! Management 

Increasing the vulnerabilily of !he company 'sfznancial position by increasing risk, even though 

it mur le"'l to lower costs and a lower deficit in !he short run. Debt managers should avoid 

exposing their portfolios to risks of large or catastrophic losses. even with low probabilities. in 

an efTort to capture marginal cost savings that would appear to be relatively "low risk." 

• Maturity structure. A Company faces an intertemporal tradeoff between short-term and 

long-term costs that should be managed prudently. For example. excessive reliance on 

short-term or floating-rate paper to take advantage of lower short-term interest rates may 

leave a Company vulnerable to volatile and possibly increasing debt service costs if 

interest rates increase. and the risk of default in the event that a Company cannot roll over 

its debts at any cost. It could also affect the achievement of a central bank's monetary 

objectives. 

• Excessive unhedged loreign exchange exposures. This can take many forms. but the 

predominant is directly issuing excessive amounts of foreign currency denominated debt 

and foreign exchange indexed debt. This practice may leave Companys vulnerable to 

1 olatilc and possibly increasing debt service costs if their exchange rates depreciate. and 

the risk of default if they cannot roll over their debts. 

• Debt with embedded put options. If poorly managed. these increase uncertainty to the 

issuer. effectively shortening the portfolio duration. and creating greater exposure to 

market/rollover risk. 

• Implicit contingent liabilities. such as implicit guarantees provided to financial 

institutions. If poorly managed. they tend to be associated with significant moral hazard. 

IJeht nwnagement practices that distort private vs. Company decisions, as well as understate the 

'rue inrerest cost. 

• Debt collateralized by shares of state-owned enterprises (SOE) or other assets. ln addition 

to understating the underlying interest cost, they may distort decisions regarding asset 

management. 
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• Debt collateralized by specific sources of future tax revenue. If a future stream of revenue 

is committed for specific debt payments, a Company may be less willing to uhdertake 

changes. which affect this revenue. even if the changes would improve the tax system. 

• Tax-exempt or reduced tax debt. This practice is used to encourage the placement or 

Company debt. The impact on the deficit is ambiguous. since it will depend upon the 

taxation of competing assets and whether the after-tax rate of return on taxable and tax

exempt Company paper are equalized . 

. \fisrepor!ing ofconlingen! or guaranteed debt liabilities. This may understate the actual level ol' 

the company's liabilities. 

• Inadequate coordination or procedures with regard to borrowings by lower levels of 

( 'ompany. which may be guaranteed by the central Company. or by slate-owned 

enterprises. 

• Repeated debt forgiveness for lower levels of Company or for state-owned enterprises. 

• Guaranteeing loans, which have a high probability of being called (without appropriate 

budgetary provisions). 

I se o/ 11011-llllltke! j)nancin,~ channels. In some cases the practice can be unambiguous!) 

d istortionary. 

• Special arrangements with the central bank for concessional credit. including zero/lo11 

interest overdrafts or special treasury bills. 

• Forced borrowing fi·om suppliers either through expenditure arrears or through the 

issuance of promissory notes, and tied borrowing arrangements. These practices tend to 

raise the price of Company expenditures. 

• Creating a captive market for Company securities. For example, in some countries the 

Company pension plan is required to buy Company securities. In other cases. banks are 

required to acquire Company debt against a certain percentage of their deposits. While 

some forms of liquid asset ratios can be a useful prudential tool for liquidity 

management, they can have distortionary effects on debt servicing costs, as well as on 

Jinancialmarket development. 
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Improper oversight and/or recording o.f debt contracting and payment, and/or of debt holders. 

Company control over the tax base and/or the supply of outstanding debt is reduced. 

• Failing to record implicit interest on zero-interest long-term debt. While helping the cash 

position of the Company, if the implicit interest is not recorded, the true deficit is 

understated. 

• ·roo broad an authority to incur debt. This can be due to the absence of parliamentary 

reporting requirements on debt incurred, or the absence of a borrowing limit or debt 

ceiling. However, the authority must ensure that existing debt service obligations are met. 

• Inadequate controls regarding the amount of debt outstanding. In some countries a 

breakdown in internal operations and poor documentation led to more debt being issued 

than hac! been officially authorized. 

Onerous legal requirements with respect to certain forms of borrowing. In some countries. more 

onerous legal requirements with respect to long maturity borrowings (relative to short maturity 

borrowings) have led to disproportionate reliance on short-term ·borrowings, which compounds 

I<>IImer risk Some emergin!! market Companys would be well served to accept higher liquidity 

premia to keep rollover risks under control, since concentrating the debt in benchmark issues at 

key points along the yield curve may increase rollover risk. On the other hand, reopening 

preyiously issued securities to build benchmark issues can enhance market liquidity. thereby 

reducing the liquidity risk premia in the yields on Company securities and lowering Compan) 

ckhl sen ice costs. Companys seeking to build benchmark issues often hold liquid Jinancial 

assets. spread the tmiturity profile of the debt portfolio across the yield curve, and use domestic 

debt buy backs. conversions or swaps of older issues with new issues to manage the associated 

rollover risks. 

')<>me debt managers also have treasury management responsibilities. In countries where debt 

nanagers are also responsible for managing liquid assets, debt managers have adopted.a multi

)ronged approach to the management of credit risk inherent in their investments in liquid 

inancial assets. and financial derivatives transactions. In countries where credit ratings are 

1 idely available. debt managers should limit investments to those that have credit ratings from 

ndependent credit rating agencies that meet a preset minimum requirement. All Companys, 
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however. should set exposure limits for individual counterparties that take account of the 

company's actual and contingent consolidated financial exposures to that counterparty arising 

li·01n debt and foreign exchange reserves management operations. Credit risk can also be 

managed by holding a diversified portfolio across a number of acceptable financial 

counterparties and also through collateral agreements. Settlement risk is controlled by having 

clearlY documented settlement procedures and responsibilities. and often placing limits on the 

size of payments flowing through any one settlement bank. 

In order to help guide borrowing decisions and reduce the company's risk. debt managers should 

consider the financial and other risk characteristics of the company's cash flows. Rather than 

'imp!' examining the debt structure in isolation. several Companys have found it valuable to 

,·onsider debt management within a broader framework of the company's balance sheet and the 

nature of its revenues and cash flows. Irrespective of whether Companys publish a balance sheet. 

conceptually all Companys have such a balance sheet. and consideration of the financial and 

other risks of the company's assets can provide the debt manager with important insights for 

managing the risks of the company"s debt portfolio. For example. a conceptual analysis of the 

c<Jmpany"s balance sheet may provide debt managers with useful insights about the extent to 

which the currency structure of the debt is consistent with the revenues and cash flows available 

to the Company to service that debt. In most countries. these mainly comprise tax revenues. 

11 hich are usually denominated in local currency. In this case. the company's balance sheet risk 

,, ottld he reduced by issuing debt primarily in long-term. lixed rate. domestic currency 

securities. For countries without well-developed domestic debt markets. this may not be feasible. 

and Companys are often faced with the choice between issuing short-term or indexed domestic 

debt and foreign currency debt. Issues such as crowding out of private sector borrowers and the 

dil"liculties or· issuing domestic currency debt in highly dollarized economies should also be 

:nnsidcred. But the financial analysis of the company's revenues and cash flows provides a 

30und basis for measuring the costs and risks of the feasible strategies for managing the 

:ompany·s debt portfolio. The asset and liability management approach is summarized in Box 3. 

'omc countries have extended this approach to include other Company assets and liabilities. For 

'xample. in some countries where the foreign exchange reserves. are funded by foreign currency 

1orrowings. debt managers have reduced the company's balance sheet risk by ensuring. that the 
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currency composition of the debt that backs the reserves, after taking account of derivatives and 

other hedging transactions. reflects the currency composition of the reserves. However, other 

countries have not adopted this practice because of considerations relating to exchange rate 

objectives and the institutional framework, including intervention and issues related to the role 

and independence of the central bank. 

Uebt managers should carefully assess and manage the risks associated with foreign-currency 

;:mel short-term or floating rate debt. Debt management strategies that include an over reliance on 

loreign currency or foreign currency-indexed debt and short-term or floating rate debt are very 

risky. For example. while foreign currency debt may appear. ex ante. to be less expensive than 

dllmestic currency debt of the same maturity (given that the latter may include higher currenc_\ 

risk and liquidity premia), it could prove to be costly in volatile capital markets or if the 

exchange rate depreciates. Debt managers should also be aware of the fact that the choice of 

exchange rate regime can affect the links between debt management and monetary policy. For 

c·xample. foreign currency debt may appear to be cheaper in a fixed exchange rate regime· 

because the regime caps exchange rate volatility. However, such debt can prove to be very risky 

i r the exchange rate regime becomes untenable. 

Short-term or lloating rate debt (whether domestic or foreign currency-denominated), which may 

c1ppear. e~ ante. to be less expensive over the long run in a positively-sloped yield cunc 

Cl\1 ironment. can create substantial rollover risk for the Company. It may also constrain the 

central bank from raising interest rates to address inllation or support the exchange rate because 

or concerns about the short-term impact on the company's financial position. However, such 

actions might be appropriate from the viewpoint of macroeconomic management and. h\" 

ltl11crin!' risk premiums. may help to achieve lower interest ri1tes in the longer run. Macro

' ulnerabilities could be exacerbated if there is a sudden shiti in market sentiment as to the 

'ompany"s ability to repay. or when contagion effects fi·om other countries lead to markedly 

1igher interest rates. Many emerging market Companys have too much short-term and tloating

·atc debt. However. over reliance on longer-term fixed rate linancing also carries risks if. in 

;ome circumstances, it tempts Companys to de!late the value of such debt in real terms by 

nitiating surprise inllation. Any such concerns would be reflected in current and future 

>orrowing costs. Also, unexpected disinflation would increase the ex-post debt-servicing burden 
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in real terms. This could create strains in countries, which because of an already heavy debt 

burden. have to pay a higher risk premium. 

Box 3. Asset and Liability Management 

Some Companys are seeking to learn from companies that have successfully managed their core 

business and financial risks. Financial intermediaries, for example. seek to manage their business 

and financial risks by matching the financial characteristics of their liabilities to their assets (off~ 

as well as on-balance sheet). given their core business objectives. This approach is known as 

asset and liability management (ALM). For example, a life insurance company is in the business 

of selling life insurance policies. which have a relatively stable expected long-term payment 

structure as determined by actuarial tables of expected mortality. To minimize its financial risk. a 

life insurance company will invest the proceeds of its policy sales in long-term assets to match 

the expected payout on its policies. 

In some ways a Company resembles a company. It receives revenues from taxpayers and other 

sources. and uses them to pay operating expenses, make transfer payments, purchase foreign 

exchange. invest in public infrastructure and state-owned enterprises, and meet debt-servicing 

costs. A Company may also make loans and provide guarantees. both explicit and implicit. These 

1 urious Company operations may be undertaken to fulfill a broad range of macroeconomic. 

rc·g.ulat<>r). national defense. and social policy objectives. However. in the process a Company 

incurs linancial and credit risks, which can be managed by considering the types of risks 

associated with both its assets and liabilities. 

I here are also important difTerences between the role of the Company and that of private 

companies. vVhile some Companys have attempted to produce a balance sheet quantifying the 

\alue of their assets and liabilities. and more Companys may attempt this in the future, this is not 

essential for the ALM approach. Instead, the objective of the ALM approach is to consider the 

1mious types of assets and obligations the Company manages and explore whether the financial 

·lwractcristics associated with those assets can provide insights for managing the cost and risk of 

he company's liabilities. This analysis involves examining the financial characteristics of the 

1sset cash flows. and selecting, to the extent possible, liabilities with matching characteristics in 

mler to help smooth the budgetary impact of shocks on debt servicing costs. If full matching is 
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not possible. or is too costly. the analysis of cash flows also provides a basis for measuring the 

risks of the liability portfolio and measuring cost/risk tradeoffs. 

!Ising a conceptual ALM framework for the debt management problem can be a useful approach 

l(x several reasons. At a minimum. it grounds the cost/risk analysis of the company·s debt 

portfolio into an analysis of the company's revenues which will be used to service that debt. 

which. in most cases are denominated by the company's tax revenues. It enables the Company 

debt managers to consider the other types of assets and liability portfolios the Company 

lllanages. besides its tax revenues and direct debt portfolio. Assessing the main risks around 

these portfolios can help a Company design a comprehensive strategy to help reduce the overall 

risk in its balance sheet. The ALM approach also provides a useful framework for considering 

governance arrangements for managing the company's balance sheet. This could, for example. 

involve deciding whether the Company should maintain an ownership interest in producing 

p:1rticular goods and services. and the best organizational structure for managing the ·assets it 

\\ ishes to retain. 

The ALM approach to managing the company's exposure to financial risks is discussed in more 

detail in the forthcoming World Bank publication Sound Practice in Sovereign Debt 

I Jum r,i!,e me nl. 

If a country lacks a well-developed market for domestic currency debt, a Company may be 

unable to issue long-term. fixed-rate domestic currency debt at a reasonable cost, and 

consequently must choose between risky short-term or floating rate domestic currency debt and 

longeHc'nn. but also risky. foreign currency debt Even so. gi,·en the potential for sizeable 

economic losses if a Company cannot roll over its debt, rollover risk should be given particular 

emphasis. and this risk can be reduced by lengthening the maturity of new debt issues. Options to 

lengthen maturities include issuing floating-rate debt, foreign currency or foreign currency

indexed debt and inflation indexed debt Over the medium-term. a strategy for developing the 

.lomestic currency debt market can relieve this constraint and permit the issuance of a less risky 

Jebt structure. and this should be reflected in the overall debt management strategy. In this 

:on text. gradual increases in the maturity of new fixed rate domestic currency debt issues may 

·aise cost in the short run, but they reduce rollover risk and often constitute important steps in 
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deYeloping domestic debt markets. However, debt structures which entail extremely "lumpy" 

cash flows should. to the extent possible. be avoided. 

!"here should be cost-effective cash management policies in place to enable the authorities to 

rneet with a high degree of certainty their financial obligations as they fall due. The need for 

cost-effective cash management recognizes that the window. of opportunity to issue new 

securities does not necessarily match the timing of planned expenditures. In particular, for 

( "ompanys lacking secure access to capital markets, liquid financial assets and continge.nt credit 

lines can provide flexibility in debt and cash management operations in the event of temporary 

linnncial market disturbances. They enable Companys to honor their obligations. and provide 

flexibility to absorb shocks where access to borrowing in capital markets is temporarily curtailed 

or Yery costly. However, liquid assets are a more secure source of funds than unconditionaL 

contingent credit lines. since financial institutions called upon to provide funds under these lines 

rnay attempt to prevent their exposures from expanding by withdrawing other lines from the 

Company. On the other hand. some Companys that do have secure access to capital markets 

prefer to minimize their holdings of liquid financial assets and instead rely on short-term 

borrowings and overdraft facilities to manage day-to-day fluctuations in their revenues and cash 

flo\\ s. Sound cash management needs to be supp01ted by erficient infrastructure for payments 

<tllll settlements. which are olien based on dematerialized securities and a centralized. book-entr) 

register. 

Sound cash management by its nature combines elements of debt management and monetary 

uperations. l'arlicu!arly in some developing countries where it is not given a high priority. poor 

m inadequate cash i11anagement practices have tended to hamper efficient debt management 

operations and the conduct of monetary policy. Notwithstanding the desirability for a clear 

separation of debt management and monetary policy objectives and accountabilities, the search 

1\lr liquidity creates a challenge for cash managers that might be more easily dealt with if debt 

tnd cash management functions are integrated in the same. institution or work in close 

:o!laboration. Where cash and debt management functions are separately managed, tor example 

'Y the Central Bank and Treasury or Ministry of Finance, respectively, close coordination and 

nfonnation flows, in both directions, are of paramount importance to avoid short-run 

nconsistencies between debt and monetary operations. A clear delineation of institutional 
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responsibilities. supported by a formal service agreement between the central bank. Treasury and 

debt management officials. as appropriate, can fm1her promote sound cash management 

practices. 

Appropriate policies related to official foreign exchange reserves can also play a valuable role in 

increasing a company's room for maneuver in meeting its financial obligations in the face of 

economic and financial shocks. Box 4 summarizes some macroeconomic indicators that can be 

used as a starting point for assessing a country's external vulnerability. More broadly, the level of 

!()reign exchange reserves should be set in accordance with the company's access to capital 

markets. the exchange rate regime, the country's economic fundamentals and its vulnerability to 

economic and financial shocks. the cost of carrying reserves,· and the amount of short-term 

li1reign currency debt outstanding. Companys lacking secure access to international capital 

markets could consider holding reserves that bear an appropriate relationship to their country's 

short-term external debt, regardless of whether that debt is held by residents or nonresidents. fn 

addition. there are some indicators specific to the company's debt situation that Companys and 

debt managers need to consider. Ratios of debt to GDP and to tax revenue, for example. would 

seem to be very relevant for public debt management, as would indicators such as the debt 

scn·ice ratio. the average interest rate, various maturity indicators. and indicators or the 

composition of the debt. 

Risk Management Framework 

\ r·ranJclvork should be developed to enable debt managers to identify and manage the trade-ofls 

between expected cost and risk in the Company debt portJolio. The cost or Company debt 

includes two components: (I) the financial cost, which typically is considered to be the cost of 

servicing the debt over the medium- to long-run (and may be measured in terms of its impact on 

the company's fiscal position). and (2) the potential cost of real economic losses that may result 

frolll a linancial crisis if a Company has a particular strategy for managing the portfolio, debt 

servicing costs can be projected forward over the medium- to long-term, based on assumptions 

ol· future interest and exchange rates and future borrowing needs. To minimize bias in choosing 

unong different strategies, some Companys use "market neutral" assumptions of future interest 

uJd exchange rates: e.g., based on market measures of forward rates. or on simple assumptions 
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that rates will remain unchanged. etc. The expected cost can be evaluated both in terms of the 

projected financial impact on the company's budget or other measure of its fiscal position. as 

"ell as for possible real costs if the projected debt service is potentially unsustainable in terms of 

its impact on future tax rates or Company programs, or if there is .a potential for default. 

Box 4. Overview of Indicators of External Vulnerability 

I ndicato1·s 

Adequacy 

of Reserve Description 

Ratio of Reserves to Short- Single most impmiant indicator of reserve adequacy 

Term 

[~tenwl Debt 

in countries with significant but uncertain access to 

capital markets. Should be based on measure of 

reserves consistent with the Balance o/ Payments 

!Vfanual, Fi/th Edition and operational guidelines for 

Special Data Dissemination · Standard reserves 

template, and a comprehensive measure of short-term 

debt of the public and private sectors on a remaining 

maturity basis. 

Ratio of Reserves to Imports Useful measure for reserve needs for countries with 

limited access to capital markets; effectively scales 

the level of reserves to the size and degree of 

openness of the economy. 

Ratio of Reserves to Broad Measure of the potential impact of a loss of 

Money confidence in the domestic currency, leading to 

capital flight by residents. Particularly useful if the 

banking sector is weak and/or credibility of the 

exchange rate regime remains to be established. There 

are, however, other potential sources of capital flight 

as welL 
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Debt-Related Indicators Debt-related indicators should generally be used in 

conjunction with medium-term scenarios. which 

permit the analysis of debt sustainability over time. 

and under a variety of alternative assumptions. 

Ratio of External Debt to Usefi.1l indicator of trend in debt that is closely related 

Fe-; ports to the repayment capacity of the country. 

Ratio of External Debt to Useful indicator of relating debt to resource base 

GDP (reflecting the potential of shifting production to 

exports or import substitutes so as to enhance 

repayment capacity). 

A 1 erage l nterest Rate on Useful indicator of borrowing terms. In conjunction 

External Debt with debt/GDP and debt/export ratios and growth 

outlook, a key indicator for assessmg debt 

sustainability. 

;\ 1 erage Maturity Useful for homogeneous categories such as 

nonconcessional public sector debt. to track 

shortening of maturities or efforts to limit future 

vulnerabilities. 

Share ol' Foreign Currency Useful indicator of the impact of exchange rate 

htcmal changes on debt (balance sheet effect). especially in 

Debt in Total External Debt conjunction with information on derivatives that 

transform the etiective currency composition. 

1\ilarkd risk is then measured in terms of potential increases in debt servicing costs from changes 

in interest or exchange rates relative to the expected costs. The potential real economic losses 

that may result from such increases in costs or if the Company cannot roll over its debt should 

'lisu be considered. Sovereign debt managers typically manage several other types of risk, as 

summarized in Box I. An important role of the debt manager is to identify these risks. assess to 

the extent possible their magnitude, and develop a preferred strategy for managing the iracle-o!T 
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between expected cost and risk. Following Company approval. the debt manager also is normally 

responsible for the implementation of the portfolio management and risk management policies. 

1·o carry out these responsibilities. debt managers should have access to a range of financial and 

macroeconomic projections. Where available. debt managers should also have access to an 

accounting of official assets and liabilities. on a cash or accrual basis. They also require complete 

inJ(mnation on the schedule of future coupon and principal payments and other characteristics of 

the company"s debt obligations. together with budget projections of future borrowing 

requirements. 

I o assess risk. debt managers should regularly conduct stress tests of the debt portfolio on the 

basis of the economic and financial shocks to which the Company-- and the country more 

generally--are potentially exposed. This assessment is often conducted using financial models 

ranging from simple scenario-based models. to more complex models involving highly 

sophisticated statistical and simulation techniques. When constructing such assessments. debt 

tnanaf!ers need to factor in the risk that the Company will not be able to roll over its debt and be 

I(Jrccd to default. which has costs that are broader than just to the company's budget. Moreover. 

debt managers should consider the interactions between the company's financial situation and 

those or the financial and non-financial sectors in times of stress in order to ensure that the 

company's debt management activities do not exacerbate risks in the private sector. In general. 

models used should' enable Company debt managers to undertake the following types or risk 

<ttJa!) sis: 

Project expected future debt servicing costs over a medium- to long-term horizon based on 

:tssttmptions regarding factors affecting debt-servicing capability, such as: new financing 

rcqttirc~ments: the maturity profile of the debt stock; interest rate and currency characteristics or 

new debt; assumptions for future interest rates and exchange rates and the behavior of relevant 

non-Jlnancial variables (e.g., commodity prices for some countries); 

< ienerate a "debt protile," consisting of key risk indicators of the existing and projected debt 

porti(JI io over the projected horizon; 
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( ·akulate the risk of future debt servicing costs in both financial and real terms by summarizing 

the results of stress tests that are formulated on the basis of the economic and financial shocks to 

which the Company ·and the country more generally are potentially exposed. Risks are typically 

measured as the potential increase in debt servicing costs under the risk scenarios relative to the 

expected cost; and 

Summarize the costs and 1·isks of alternative strategies for managmg the company's debt 

portfolio as a basis for making informed decisions on future financing alternatives. 

!'he appropriate strategy depends on the company's tolerance for risk. The degree of risk a 

( 'ompan; is willing to take may evolve over time depending on the size of the Company debt 

portfolio. and the company's vulnerability to economic and financial shocks. In general. the 

larger the debt portfolio and the vulnerability of the country to economic shocks, the larger the 

Jlotential risk of loss from financial crisis or Company default, and the greater the emphasis 

should be on reducing risks rather than costs. Such strategies include selecting maturities. 

cmTenctes and interest rate terms to lower risk, as well as fiscal authorities placing more 

stringent limits on debt issuance. The latter approach may be the only option available to 

countries with limited access to market-based debt instruments, such as those that rely primarily 

<>n concessional financing from bilateral or multilateral creditors. 

I )cbt managers in well-developed financial markets typically follow one of two courses: 

periodically determine a desired debt structure to guide new debt issuance for the subsequent 

period. or set strategic benchmarks to guide the day-to-day management of the company's debt 

portl(liio. Such portfolio benchmarks typically are expressed as numerical targets for key 

purtfolio risk indicators. such as the share of short-term to long-term debt, and the desired 

currency composition and interest rate duration of the debt. The key distinction between these 

two approaches is the extent to which debt managers operate in financial markets on a regular 

has is to adhere to the "benchmark." However, the use of a strategic benchmark may be less 

:1pplicahk fix countries with less-developed markets for their debt. since a lack of market 

liquidity may limit their opportunities to issue debt with the desired characteristics on a regular 

Jasis. Even so. many emerging market countries have found it useful to establish somewhat less 

;tringent "guidelines" for new debt in terms of the desired maturities, interest rate structure, and 
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c:LIJTCllC\ composition. These guidelines often incorporate the company's strategy for developing 

the domestic debt market. 

For those Companys that frequently adjust their debt stock, strategic portfolio benchmarks can be 

powerful management tools because they represent the portfolio structure that the Company 

would prefer to have. based on its preferences with respect to expected cost and risk. As such, 

they can help guide sovereign debt managers in their portfolio and risk management decisions, 

lor example. by requiring that debt management decisions move the actual portfolio closer to the 

strategic benchmark portfolio. Companys should strive to ensure that the design of their strategic 

portfolio benchmarks is supported by a risk management frame\\Ork that ensures the risks are 

''ell speciiled and managed. and that the overall risk of their debt portfolios is within acceptable 

tolerances. Where markets are well developed, debt managers should try to ensure that their 

desired debt structures or strategic benchmarks are clear and consistent with the objectives for 

debt management, and publicly disclosed and explained. 
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CHAPTER THREE 

METHODOLOGY 

3.0 Introduction. 

!his chapter describes the methodology that will be used in addressing the set objectives. The 

chapter is organized under the following subsections: research design, research population, and 

sample size. sampling procedure, research instruments, validity and reliability of research 

instruments. data gathering procedures, data analysis, ethical considerations and limitations of 

!he s!udy. 

3.1 Resea•·ch design 

The study seeks to use descriptive research design, specifically cross-sectional survey design 

using both the quantitative and qualitative methods of data collection. Descriptive study enables 

!he researcher to collect information from a cross-section of a given population. This study 

design vvill be used because it is the most commonly used research method in social research. 

rhis is because results from such a survey are easily extrapolated to the entire population. 

3.2 Resea•·ch Population 

!his study will contain 280 in Total of the Debt Management Committee in Motor care Limited. 

!he researcher intends to select data from the different categories of respondents where by I 0 

members fi·om the Finance department, I 03 fi·om the field department. 5 from the branches, 80 

1i·01n !he sales department. 40 from the marketing department and 42 from the procurement 

department. 

3.3 Sample size 

Slmcn·s li.mmda will be used to compute the sample size. This formula will be employed so as 

10 sample fairly a large number of people Slovene's formula states that for any given population 

(N). the sample size (n)is given by: 

N 
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Where N is the known Population 

c is the level of significant which is fixed at 0.05, basing in the formula the 1111111mum 

sample size w ill be, 

n= 

n= 

280 

1 + 280(0.05 2) 

200 

1 + 280(0.5) 

n = 
280 

1.7 

n = 164 Respondents 

Following the formula, the established sample size will be 164 respondents from population of 

280 and this will be a enough guide in effective data collection on the topic under study. 

Table 1: Population and sample size Distribution. 

Category 

nranch managers 

I· inance department 

Sales department 

\llarketi ng department 

Procurement section 

Fie ld section 

Total 

3.6 Validity and Reliability of the instrument. 

Sampling Technique 

Simple random 

Simple random 

Simple random 

S imple random 

Simple random 

Systematic random 

Validity: To ensure the validity of the questionnaire, the research supervisor will act as an expert 

to assess the validity of the research instruments, in thi s regard. After constructing the 

.J ucstionnaires; they will be submitted to her to ensure their validity through their duties basis. 
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Reliability: reliability will be tested usmg Cronbach's coefficient alpha (a).Specifically. 

coetl!cient alpha is typically used during scale development with items that have several 

response options (i.e. I strongly disagree to s~strongly agree).To establish Cronbach's 

coel"l!cient alpha (a). reliability analysis using SPSS will be used. 

3.7.1 Data processing 

I he processing of data will be done after the collection of data for verification of the information 

gathered and lor attainment of completeness, accuracy and uniformity. Data editing will involve 

checking the information for errors which is advantageous because it will enable the researcher 

to delete and eliminate possible errors traced that can manipulate the results of the study. Data 

~Viii be analyzed concurrently to avoid duplication thereby guiding the entire study for balanced 

and critical analysis. The researcher will use hypothesis based on the questionnaire and lor other 

items. tabulation pie-charts and percentage methods will be used lor data presentation. analysis 

and qualification. 

3.7.2 Data Analysis 
lite study will explain, describe and present the study findings basing on the specific objectives 

,,r the study. and research questions where data analysis will first be clone through sketchy and 

).!Cileralizecl summaries of the Endings such as observation and conclusions in the process of claw 

,·llikction. Data analysis will be clone using salven's formula and presented in table or charts. 

Mean range Response mode Interp1·etation 

.126-4.00 Strongly Agree Very Effective 

.2.) l-.1 .. L') Agree Efkctive 

I. 76-2.50 Disagree Ineffective 

I .00-1 .75 Strongly Disagree Very ineffective 

I he data on dependent variable (performance) will be interpreted using the following mean 

ranges: 
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lVIean range Response Mode Interpt·etation 

1.2h-4.00 Strongly Agree Very high 

2.51-3.25 Agree High 

1.76-2.50 Disagree Low 

I.00-1.7'i Strongly Very low 

lo establish the debt management and the performance of an enterprise. A case study of motor 

care Uganda. 

fhe Pearson ·s linear correlation coefficient will be used. Qualitative data will be analyzed by 

cine loping different themes generated from research objectives and direct quotation. 

3. 9 Ethical considet'ations. 
I o ensure moral justification of the study, the following strategies will be adopted. 

I. T·he researcher will carry out the study with full knowledge and authorisation of the 

management of Motor Care Uganda. 

' The researcher will lirst of all obtain a letter of introduction from the university. 

assigning her to the field which he will use to erase suspicion by the respondents. 

\. The researcher thereafter shall go ahead to book respondents. after which she will 

deliver/pick the questionnaires or conduct interviews on agreed upon elates. 

4. The researcher will also have the task of assuring the respondents of utmost 

confidentiality in the process of coding data. 
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:1.1 (} l-imitations of the study 

Lack or co-operation by some respondents will be a possible constraint to this study. In Motor 

Care limited it is not un-common that research are viewed in a negative way; usually staff think 

it is a problem finding exercise that will render most of them jobless at the end of the exercise. 

This study however will emphasize to the respondents that the study is purely for academic 

purposes. Also where people still feel reluctant to participate in spite of the assurances the study 

11ill resort to willing.and available respondents. 

Limited time is already foreseen in this study. Because ofthis constraint. a meaningful sample of 

I 00 people will be chosen to participate in the study. Attempts will be made to stick to the 

deadlines that ''ill be pre-set before the study is done. 

Lack of literature on media and national development will be another constraint to this study: 

however the use of primary data collection methods will strengthen this area. Comparative 

'tudics li·mn other researches that have been conducted will also be used to understand 

c·lwlkngcs in a country like Uganda. 

Ignorance among participants may also affect this study. This lack of knowledge debt 

management performance will make some of the interaction difficult and un-meaningful. 

Related 11 ith lack of knowledge another problem that may present itself will be that of 

accessibility. Although many of the respondents may be willing to participate in the study. 

inllmnation on the debt management and it-11~-s performance. However. again this study will 

mak~ all efforts to explain to the relevant units that the study is purely for academic purposes. 
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CHAPTER FOUR 

DATA PRESENTATION, ANALYSIS AND INTERPRETATION 

4.0 Introduction 

In this chapter. the findings of the study are analyzed and presented according to the research 

q ucstions and study variables. 

-t I Respondents' Bio Data 

J"'he total response rate was 84 respondents. 

4.1.1 Gender of respondents 

The results in the table below 4.1 show the gender distribution of the respondents. 

!'able 2: Gender by respondent distribution 

Gender 

Male 

Female 

Total 

Source: primm)' data 

F1·equency 

92 

72 

164 

Percent/%, 

56.09 

43.91 

100.0 

I he result shows that 56.09% of the participants were males ancl43.9!% of the respondents were 

!Cmales respectively. 
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Figure 2: Gendet· by respondent distribution 

Gender 

.J. I .2 Age group of the t·espondents 

I' able .l: The table below shows the age of Respondents 

Age of the t·espondents 

.\gc 

11-40 

21-30 

41-'iO 

)()I 

Total 

Source: prinuu:r data 

Frequency 

76 

41 

22 

164 

Male 

Female 

Pet·cent/";(, 

100.0 

15.24 

46.3 

y _) 

13.41 

The result shows that 15.24% of the participants followed in the age group of31-40 years. 46.3% 

uf the participants belonged in the age group of 21-30, 25% of the participants followed in the 

age group of in the age group of 41-50 and 13.41% of the participants belonged in the age of 

)() I . 
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Figure 3: Shows below shows the age of Respondents 

Age 

-L l.J. IVIa.-ital Status of the Respondents 
the table below 4.3 shows marital status of respondents 

Table 4: Below shows marital status of Respondents 

Marital status 

Total 

ivlarriecl 

Single 

Divorced 

Separated 

Others 

Source: primmJ! data 

Frequency 

49 

81 

6 

18 

10 

164 

31-40 

21-30 

41-50 

50+ 

Pet-cent/'Y., 

29.8 

49.3 

3.65 

I 0.9 

6.09 

100.0 

T'he result shows that 29.8% of the participants were married and49.3% of the respondents were 

,jngle ~o~ohile 3.65% were divorced and none of the respondents had separated from their partners. 
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Figu•·e 4: Below shows marital status of Respondents 

Marital Status 

4.1.4. Number of dependents of the respondents. 

The table below 4.4 shows number of dependents for the respondents. 

l'ahlc 5: Below shows numbet· of dependents for the Respondents 
~ 

Number of Dependents Frequency 
- ~-~---~------

l-3 82 

4-6 41 

() 0 

(,I 41 

Total 164 
-~--

Source: primm:F data 

Married 

Single 

Divorc,~d 

Separated 

Others 

Percent/'Yo 

50 

25 

0 

·y _) 

100.0 

I he result shows tha·t 50% of the respondents had I -3 children. 25% of the participants had 4-6 

,·llildren. 11ilile 0% of the respondents were had no children. and 25% of the participants had 61 

children. 
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Figures: Below shows number of dependents for the Respondents 

Dependents 
GO 

50 

~0 

30 

20 

JO 

0 

Typ 1 Typ 2 Typ 3 Tpy4 

~.1.5. Education levels of I"Cspon<lents. 
I he table below shows educational levels of the respondents. 

Table 6: Below shows educational level of Respondents 

Education levels 

Diplonw 

Masters 

Certitlcate 

Professional Course 

Total 

Source: primw:v data 

Frequency 

42 

32 

5 

85 

164 

, "+"''Dependents 

Percent/0
/., 

25.6 

19.51 

3.04 

0 

51.8 

100 

The result shows that 25.6% of the respondents were degree holders, 19.51% of the respondents 

11ere Diploma holders. and 3.04% had Masters Degrees, 0% had certificates and the remaining 

~I .8'1<• of" the participants had done professional courses like ACCA and CPA. 
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Figure 6: Below shows educational level of Respondents 

Education 

Q%3% 

-1.1.6 Numbers of years spent working with company 

, Degree 

,::Diploma 

Masters 

Certificate 

Professional 

I he table below 4.6 shows the number of years the respondents hm·e been working with 

com 1Xlll) 

Table 7: Below shows number ofyeus respondents have been working with company 

Length of stay( Years) 

4-6 

61 

2-4 

1-2 

<I 

Total 

Source: prim{//y data 

Frequency 

32 

25 

46 

2 

0 

164 

Percent/%, 

15.51 

15.24 

28.04 

1.2 

0 

100.0 

I he result shows that 16.5 I% had been working with com pan) for 4-6 years. 1.52% of the 

respondents had been working with company for over six years. 28.04% of the respondents had 
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been there for 2-4 years and 1.2% of the participants had been working with company for 1- 2 

) ears and none of the respondents had been there for less than a year. 

Figu•·e 7: Below shows number of years respondents have been working with company 

Respondents working 

47% 

50 

Four 

Six + 

Two~ Four 

One -Two 

<One 



CHAPTER FIVE 

DISCUSSION OF FINDINGS, CONCLUSIONS AND RECOMMENDATIONS 

5.0 Introduction 

I his chapter indicates the conclusions and recommendations of relation to the case of debt 

management and performance of an enterprise. This stressed out ways how to handle the 

management and enterprise of Motor care limited. 

Fnterprise Performance Management (EPM) is a management field of Business Performance 

Management which considers the visibility of operations in a closed-loop model across all facets 

,,j" the enterprise. 

5.1 Discussion of Findings 

Despite the enormous sums involved there is no central strategy for managing debt owed to 

''Oiernment. While the ministerial taskforce included debt in its remit in 2011 there is still no 

published strategy or objectives for debt management across government. Strategic management 

ur debt is hampered by the centre not collecting figures for debt across all departments and 

q uangos. and by the Treasury not monitoring departmental debt forecasts, effectiveness of debt 

collection agencies. or reviewing the risks of debt when considering new policies. This lack of 

altention has resulted in government's debt balances and losses being higher than necessary. and 

in gon::rnment borrowing more as a consequence. We feel frustrated by the delay and inaction 

"' cr recent ) ears but welcome the Treasury's commitment to produce central guidance on 

managing debt that will encompass the recommendations made by the National Audit Office, 

including the suggested key performance indicators. 

5.2 Conclusions 

I he Cabinet O!Tice struggled to explain what savings it is seeking to achieve through better debt 

management. The Cabinet Ollice set out an ambition for government to save J 0 billion by 2014-

15 through initiatives on fraud, error and debt combined. In the evidence session the Cabinet 

0 fllce accepted that the wording of the target was confusing, but confirmed in response to 

detailed questioning that the debt element of the 10 billion target was to save 700 million in 
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:1014-15 li"om managing debt better compared to a baseline of 2009-10. However, in subsequent 

written evidence the Cabinet Office stated that the £10 billion figure actually refers to 

"improvements between 20 I 0-11 and the end of 2013-14 through efforts to reduce levels of 

fraud. error and debt as well as improved tax compliance". We are concerned. given the 

difllcrent answers we have received, that this target is unlikely to be clearly understood by those 

charged with delivering the savings required and will therefore fail to drive the changes needed. 

Departments have not focused sufficiently on debt management, allowing overdue debt to 

nccumulate and age unnecessarily. so that it becomes much more difficult to collect. Debt has 

hc·c·n increasing over the past six years in all departments except lor I-IMRC. Some of this came 

from improvements in the amount of debt recovered, but a significant proportion was secured by 

writing off or deciding not to pursue £3.5 billion of tax credits debts and other debts it considers 

"unco/lectable". A large propotiion of government debt is old. with 61% of HMRC's debt and 

X8% of" DWP's debt over 180 clays old at 31 March 2013. The older the debt the more difficult it 

becomes to collect. Departments have different definitions of debt. the level of which is not 

:tlways reported to their boards and is not set out clearly in their accounts. Some debt has sat in 

arms-length bodies like the Student Loans Company or Child Maintenance Enforcement 

( "ommission and is regarded simply as "terribly difficult". As a result the treatment of debt has 

hecn characterised by neglect and periodic large write-offs or remissions. This creates unfairness 

and injustice in the system which damages Government's ability to collect monies clue. The 

I reasur; recognises the need for a tighter financial focus on debt, for a set of standard key 

peri"ormance indicators on debt management, and for more transparent reporting on debt. DWP 

has 1110\ eel its debt operations from shared services to a core part of finance. and committed to 

reporting debt more transparently in its annual report and accounts. 

I Jepartments lack the information needed to target their debt collection activities and resources 

clppropriately. 

The completeness. timeliness and accessibility of data on debtors and their circumstances is 

generally poor across government, limiting departments' ability to tailor collection activities to 

individual debtors. For example, the National Audit Office reported that data on 97% of l-IM 

C "ourts and Tribunal Service debtors were missing one or more key fields. HMRC noted that the 
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introduction of new "Real Time Information" systems provided accurate monthly information on 

people's incomes. which had resulted in more cash being collected. However, departments still 

do not ha\·e a 'single view' of the total amount each individual debtor owes them. let alone a 

sin~k ,·ie\\ of what an indi,·idual debtor owes to government as a whole. partly because of the 

barriers that remain to sharing data across central government and with local authorities. A 

comprehensive view of what individuals owe across government is needed to ensure debtors are 

treated fairly and consistently and to prevent the possibility of one department's pursuit of a 

debtor creating greater costs elsev.rhere. 

Departments and the center were not able to demonstrate that they had sufficient understanding 

of the benefits and risks of using debt collection agencies. 

Departments use debt collection agencies to collect unpaid debts when they lack the capacity or 

specialist .skills to pursue the debts. Some £1.2 billion of debt was passed to debt collection 

a~cncies on a payment by results basis in 20 I 2- I 3. Debt collection agencies have collected 

approximately 22% of the amounts sent to them, with considerable variation according to the 

type of debt. They typically have retained 7% of the debt they collect as their fee. The use of 

debt collection agencies is set to expand significantly with the introduction of a "debt market 

intc~rator". intended to provide a single route for all government departments to access private 

sector debt services .. The Cabinet Office and HMRC acknowledged that they were still learning 

how and where to make use of debt collection agencies' resources and expertise and how to 

ensure debt collection agencies perform effectively across the board. We were concerned about 

the risks of vulnerable debtors being pursued inappropriately and government transacting 

unwillingly with unsuitable companies. HMRC told us that debt collection agencies must comply 

1\ith departmental standards. and that they would take action against any that did not meet their 

obli~ations. HMRC subsequently provided more details on the quality monitoring and 

compliance checks that are applied. 

5.3 Recommendation 
The Treasury should ensure appropriate key performance indicators for debt management are 

applied across gove1'nment. Departments and agencies should be required to report performance 

i 11 this area to their Boards and in their annual reports and accounts. 
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Departments should implement systems that collect the data they need to manage and target their 

debt recO\·ery resources effectively and reflect debtors' circumstances and ability to repay. The 

centre should ensure that departments share information and coordinate their debt management 

activities with a view to developing a single view of what each debtor owes to government as a 

whole. 

!"he Cabinet Office should set out clearly what savings it expects both government as a whole. 

:llld indi,idual departments and agencies. to achieve over a delined period tl-om managing debt 

better. 

The Treasury must ensure that it produces a comprehensive and effective strategy for managing 

debt. and related guidance. without fmther delay. 

I ransparency and A~countability As outlined in the Code of Good Practices on Transparency in 

Monetary and Financial Policies: Declaration of Principles (MFP Transparency Code), the case 

for transparency in debt management operations is based on two main premises: first, their 

cJ'Iectiveness can be strengthened if the goals and instruments of policy are known to the public 

'lln:lllci:d markets) and if the authorities can make a credible commitment to meeting them: 

'ccond. transparency can enhance good governance through greater accountability of central 

hnnks. tinance ministries. and other public institutions involved in debt management. 

I khl managers should carefully assess and manage the risks associated with foreign-currency 

and short-term or tloating rate debt. Debt management strategies that include an over reliance on 

lclreign currency or foreign currency-indexed debt and short-term or floating rate debt are very 

risky. For example. while foreign currency debt may appear, ex ante. to be less expensive than 

domestic currency debt of the same maturity, it could prove to be costly in volatile capital 

markets or if the exchange rate depreciates. Debt managers should also be aware of the fact that 

the choice of exchange rate regime can affect the links between debt management and monetary 

policy. For example, foreign currency debt may appear to be cheaper in a fixed exchange rate 

regime because the regime caps exchange rate volatility. However, such debt can prove to be 

'cry risky if the exchange rate regime becomes untenable. 
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!"here should be cost-effective cash management policies in place to enable the authorities to 

meet with a high degree of certainty their financial obligations as they fall due. The need for 

cost-effective cash management recognizes that the window of opportunity to issue new 

securities does not necessarily match the timing of planned expenditures. In particular, for 

governments lacking secure access to capital markets, liquid financial assets and contingent 

credit lines can provide flexibility in debt and cash management operations in the event of 

temporary financial market disturbances. They enable governments to honor their obligations. 

and provide t1exibility to absorb shocks where access to borrowing in capital markets is 

temporarily curtailed or very costly. However, liquid assets are a more secure source of funds 

than unconditionaL contingent credit lines, since financial institutions called upon to provide 

i"umls under these lines may attempt to prevent their exposures hom expanding by withdrawing 

uther I ines fi·Oin the government. 

5.4 Conclusion 
I he audit concluded that overall, the Department's management and control processes related to 

tilL' administration of the federal debt contribute to the effective management of this function. In 

particular. the following key positive aspects are worth noting: 

.\n oversight body of the debt process in the Department IS established with a clearly 

con1municated mandate 

\sscssmcnts of the Department's management activities, related to the federal debt, are 

regularly conducted and publicly disclosed 

I Jebi management activities in the Depmiment are supported by an appropriate management 

IIJI(mnation system with effective controls to ensure transactions are coded and recorded 

accurately. and in a timely manner 

fhe public is provided with relevant information regarding the federal debt such as currency, 

maturity. and interest rate structure 

!Vlauagement compares results achieved in its debt management practices against expectations 

on a periodic basis 
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