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I. PROGRAM DESCRIPTION 

A. Rationale  

1. Palau is an island country with a population of 21,000 located in the western Pacific Ocean 
sharing maritime boundaries with Indonesia, the Philippines, and the Federated States of 
Micronesia.  The country comprises 340 islands and these form the western chain of the Caroline 
Islands in Micronesia. The islands gained full sovereignty in 1994 under a Compact of Free 
Association with the United States having voted against joining the Federated States of 
Micronesia in 1979. Palau's economy is based on tourism and subsistence 
agriculture and fishing, and its per capita income is twice that of the Federated States of 
Micronesia. The Government of Palau is the largest employer and it has made progress in 
improving public financial management, particularly in government financial accounting and 
reporting. 
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2. During program preparation, about two-thirds of the population lived on Koror, the most 
populous island. The Koror–Airai water supply system was operated and maintained by the 
Bureau of Public Works (BPW), a division of the Ministry of Public Infrastructure, Industry and 
Commerce (MPIIC). BPW was operating on high losses, with non-revenue water (NRW) at 43% of 
production. Water tariffs were low by international standards and collection rates were historically 
poor, at 60%–65% of billing. Only 20% of operational cost was recovered through water charges, 
with the balance subsidized by the government. The water supply and sanitation (WSS) sector 
relied on high subsidies, while power and telecommunications services had none.  

 
3. Key constraints identified were the fragmented responsibilities within the sector and 
inadequate legal and regulatory framework. The capital infrastructure project unit of MPIIC was 
responsible for the development of infrastructure, BPW for water supply and sewage treatment, 
the Ministry of Finance (MOF) and its Division of Utility Collections for billing and payment 
collection, while no agency was responsible for tariff setting, infrastructure investment, and 
planning. Legislation was outdated and required updating and consolidation to empower a new 
water and sewerage authority, particularly in the areas of water abstraction, sewage disposal, 
natural resource management, and rights of a utility to undertake its duties as a service provider. 
 
4. In October 2009, the government requested the Asian Development Bank (ADB) for 
support to facilitate an affordable and sustainable water and sewerage service.1 The Water Sector 
Improvement Program was subsequently discussed and agreed in May 2010. The policy-based 
lending modality of ADB was used to align with the government’s urgent development needs. The 
program supported the reform of Palau’s water and sanitation sector, focusing on improving policy 
and legal frameworks, institutional sustainability, and development. 

 
B. Expected Impacts, Outcomes, and Outputs  

5. The program’s expected impact was sustainable water and sewerage services and its 
targeted outcome was meeting the demand for water and sewerage services. The expected 
outputs were to have in place (i) a legal and policy framework for water sector improvement, 
(ii) improved services delivered by an independent Palau Water and Sewer Corporation (PWSC), 
(iii) full cost recovery in the water and sewerage sector, and (iv) effective public consultation. 
 
6. Output 1 required the policy and legal framework to provide sustainable and efficient water 
and sewerage services by an independent, government corporate entity, and to establish the 
PWSC.Output 2 required (i) preparing an organizational structure for the PWSC; (ii) transferring 
water and sewerage assets from the government to the PWSC; (iii) developing an asset-
management plan covering planned investments, operations, and maintenance; (iv) transferring 
staff by reduction in the force provision of the Public Administration Act; (v) agreeing on staff 
conditions of service and human resource management plan; (vi) adopting financial management 
systems; (vii) developing new billing and collection systems; (viii) developing guidelines and 
technical standards; and (ix) developing an institutional development plan.  
 
7. Output 3 required (i) a progressive increase in tariffs to full cost recovery, and (ii) the 
program provision for budget support to cover the difference in costs during the transition. At 
appraisal, full cost recovery was expected by FY2015 without budget support. However, Section 
D shows that the interpretation of full cost recovery significantly changed following the merger of 
the PWSC and the Palau Public Utilities Corporation (Palau’s electricity utility) in June 2013 under 

                                                
1  ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loans to Palau for 

the Water Sector Improvement Program. Manila. 

https://en.wikipedia.org/wiki/Population
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the Utilities Consolidation Act. After the merger, progressive water tariffs in the main states of 
Koror and Airai were maintained, but in the 14 outlying states water tariffs have been fixed at 
2011 rates as flat fees. The merger also had a significant impact on staffing. The consequence of 
these changes is discussed in this validation. Output 4 required the government to have effective 
public consultation seeking support on the creation of the PWSC, and for tariff reform.  
 
C. Provision of Inputs  

8. The loan was approved in November 2010; the loan agreement was signed in October 
2011 and became effective in December 2011. The loan closed in April 2014, earlier than the 
planned closing in February 2015.The 13-month delay from approval to effectiveness was due to 
delay in legalizing the creation of the PWSC and authorizing the President of Palau to sign the 
loan agreements. 
 
9. The estimated program cost was $17.2 million equivalent. The loan of $12.6 million came 
from ADB’s ordinary capital resources and in special drawing rights of $3.4 million equivalent from 
the Asian Development Fund. Counterpart funding was $1.2 million. The actual cost was 
$17.7 million. The cost increase due to the exchange rate variation was borne by the government. 
 
10. Consultants were not recruited for the design or implementation of the program. However, 
the Palau Public Utilities Corporation (PPUC) engaged short-term services of operations and 
management consultants for financial and technical support and for day-to-day operations and 
management of the new Water and Wastewater Operations (WWO) Division of the PPUC for 
15 months. There was no accompanying technical assistance (TA), however, an existing 
TA project2 was to be used to help develop the maintenance, operations, and infrastructure 
investment plans.  
 
D. Implementation Arrangements 

11. The MOF was to be the executing agency. A project steering committee (PSC) was to be 
established and tasked with overall direction, guidance, and monitoring. It comprised the Vice 
President (also the Minister of Finance) as chairperson, and officials from the MPIIC, Offices of 
the President, the Vice President, and the PPUC. A program implementation unit was to be 
established within the MOF to support the implementing agencies. To improve operational 
efficiency of service delivery, PWSC was to be legally established, including the appointment of 
a board and the board’s appointment of key staff. The necessary regulations, policies, and plans 
for the PWSC to deliver water and sewerage services were to be prepared. MPIIC would deliver 
the services while the PWSC was being established. The implementing agencies were to be the 
MPIIC and the PWSC. 
 
12. The implementation arrangements were initially as envisaged at appraisal. The PWSC, 
established in September 2011, started operations in August 2012. However, following the 
appointment of a new government, Presidential Executive Order No. 324 was issued in January 
2013, instructing PWSC to temporarily cease all incorporation and start-up activities. The reason 
for this was the preparation of a report addressing the state of water supply operations in Palau, 
and the financial status of PPUC and PWSC. The report reviewed the timing and process through 
which the PWSC should become operational by 31 March 2013 was to be reviewed, and whether 
it would be more financially appropriate for the water and sewer operations to be merged into the 
PPUC. 

                                                
2 ADB. 2009. Technical Assistance to Palau for Preparing the Sanitation Sector Development Project. Manila. 
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13. The government requested ADB to review the relative merits of a merger. ADB assessed 
it and discouraged the merger in the short term because PWSC was performing well, and an 
immediate merger would create confusion and a further diffusion of responsibility for service 
delivery, without generating near-term cost savings. In the longer term, ADB considered that a 
merger plan could be prepared, providing an opportunity to redraft the existing merger legislation 
to include best practice state-owned enterprise (SOE) governance arrangements. The BPW water 
and sewerage personnel and assets were transferred to the PWSC in April 2013. Despite ADB’s 
recommendations to defer it, the PWSC and the PPUC were consolidated in June 2013 to form 
an independent and autonomous electricity, water and sewerage corporation to improve cost 
efficiencies in the delivery of services. The financial management, billing, and collection systems 
developed by the PWSC were integrated into the PPUC’s financial management, billing, and 
collection system.  

 
14. A subsidiary loan agreement was prepared for the MOF and the PPUC in September 
2013 with two separate and distinct components. First, financing ($6.2 million) was to strengthen 
PPUC to transition to a financially sound commercial entity. The PPUC paid interest on the loan 
at the same rate as the government paid to ADB. Second, a grant of $2.6 million in FY2012 was 
to support the new WWO to reach full cost recovery. The PPUC Board implemented a user-pays 
policy including disconnection of illegal connections, auditing customer database, universal 
metering, and disconnection of customers with arrears over 60 days. Performance benchmarks 
were adopted for full cost recovery, reduction of NRW water to 25%, improvement in the continuity 
of the water supply, reduction of household water consumption by 30%, 20% reduction in the 
number of uncontrolled sewage overflows, increase in collections, and development of a 
community-awareness plan for water conservation and health awareness. Water tariffs were 
increased as required from 2011 to 2015. 3  Benchmarks were aligned with the design and 
monitoring framework (DMF). 

 
15. Of the 26 covenants, 17 were fully complied. The nine that were partially complied were 
in five areas: (i) Schedule 5 of the Special Operations Loan Agreement, (ii) reporting 
requirements, (iii) staff not retained in position, 4  (iv) counterpart funds management and 
expenditure reports, and (v) monitoring and evaluation. The PSC did not function after merger- 
records of accounts were partially kept; there was limited reporting on quarterly reports, limited 
monitoring of performance, inadequate staffing of PPUC, and no project completion report 
provided.5  
 

                                                
3 Water tariff per 1,000 gallon (gal) increased from $1.28 in 2011 to $5.41 in 2015. Sewerage tariff per 1,000 gal 

increased from $1.28 in 2011 to $4.95 in 2015. 
4  Appendix 3 of PCR indicates that a large number of staff left the former PWSC for personal reasons. Appendix 1 of 

PCR indicates that only two of the original PWSC staff remained at the PPUC. 
5  Loan covenants that were partially complied with were as follows: 4.01—perform all obligations in Schedule 5; 

4.03b—furnish quarterly reports, 4.05 a—furnish all reports and information concerning counterpart funds, 4.05 b–
furnish quarterly reports to ADB; and in Schedule 5, para. 1c—program staff remain in position on a full-time basis; 
para. 2—PSC shall be formed and shall be chaired by the MOF, which will be responsible for the overall direction, 
guidance, and monitoring; para. 8—counterpart funds shall be used to finance local cost, provide necessary budget 
appropriation for implementation of reforms, and develop the water sector legal and policy framework; para. 10—
Program Performance Monitoring and Evaluation to monitor the implementation and outcomes of the program using 
a set of indicators and targets; and para. 11—Records of Accounts and Reporting—Borrower shall maintain separate 
records of accounts for the program. 
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II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

16. The program completion report (PCR) rated the design and formulation relevant. The 
program was considered aligned with the government’s development objectives and ADB’s 
strategy. The government’s Medium-Term Development Strategy (MTDS)6 was to support the 
implementation of the National Master Development Plan. 7  The Water Sector Improvement 
Program supported MTDS goals and actions by (i) investing in the water and sanitation sector, 
(ii) moving SOEs toward full cost recovery, and (iii) reducing government expenditure by 
eliminating subsidies.  
 
17. The ADB Country Partnership Strategy, 2009–20138 supported the goals and actions of 
the government and included technical and financial support for sewerage sector planning, 
improving water resource management, and developing water and sanitation sector infrastructure 
(i.e., TA for the Facility for Economic and Infrastructure Management supported development of 
the MTDS). This TA project was rated satisfactory. 
 
18. This validation views the program well aligned with government strategies, such as 
investing in the water and sanitation sector, moving SOEs toward full cost recovery, and 
eliminating subsidies. It was also aligned with the ADB Country Partnership Strategy, 2009–
2013 for inclusive, environmentally sustainable growth by improving public sector effectiveness, 
facilitating private sector development, and managing the threat of climate change by improving 
environmental resilience. It applied lessons from earlier policy programs in the Pacific concerning 
low water tariffs, high water consumption, government subsidies, water demand exceeding supply 
and water shortage that are expected to hinder tourism growth, fragmented responsibilities within 
the sector, inefficient operations and management, and an inadequate legal and regulatory 
framework. 

 
19. During program formulation, ADB agreed to establish a separate authority (the PWSC) 
with a new board, chief executive officer, and key staff. ADB provided advice on the merits of 
consolidating electricity, water, and sewerage operations into a single public utility corporation 
given the small population, shortage of skilled staff, and duplication that the second corporation 
would entail. There are examples of functioning utility corporations in the Pacific, which have 
successfully combined power, water, and sewerage functions in one organization.9 However, at 
appraisal, the government decided to form the PWSC. Later in 2013, the PWSC was merged with 
the PPUC under the Utilities Consolidation Act. This was intended to reduce costs and achieve 
savings through a single board of directors, a single chief executive officer and chief finance 
officer, and shared support services. ADB did not encourage the merger (para. 13). It is not 
possible to establish what savings were made. However, in practice the PCR argued in the impact 
section of the DMF (Appendix 1) that this was not achieved.  
 
20. There were key design changes in the program when an executive order was issued in 
January 2013, instructing the PWSC to temporarily cease all incorporation activities (para. 12). In 

                                                
6  Government of Palau. 2009. Medium-Term Development Strategy: A Plan for Action. Koror. 
7  Government of Palau. 1996. National Master Development Plan. Koror. 
8  ADB. 2009. Country Partnership Strategy: Palau, 2009–2013. Manila. 
9  Examples include the UNELCO Engie, a private enterprise and the utilities concessionaire for the production, 

transport, and supply of electricity and water that supplies electricity and water in Vanuatu since 1994; and the 
American Samoa Power Authority, a public utility providing electricity, water, wastewater, and solid waste services 
in American Samoa since 1990. 
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June 2013, the PWSC and the PPUC—Palau’s electricity utility—were consolidated to form an 
independent and autonomous electricity, water, and sewerage corporation to improve cost 
efficiencies in the delivery of these services. Following the merger, the financial management, 
billing, and collection systems developed by the PWSC were integrated into the PPUC’s financial 
management, billing, and collection system. The PPUC Board adopted and implemented a user-
pays policy for water and sewerage services. At appraisal, it was envisaged that full cost recovery 
would be achieved by FY2015 without budget support. The PPUC is currently providing services 
at subsidized rates for outlying states. The PCR maintains that this change is not violating the 
PPUC’s primary objective of operating efficiently and sustainably. The government is paying a 
subsidy as water is provided below cost of delivery to outlying areas (PCR, para. 19).  

 
21. The program design was assessed relevant because it focused on increasing the low 
water tariffs and reducing high water consumption. It was also aimed at reducing and ultimately 
eliminating high government subsidies, which at program inception provided 80% of the total 
operational cost of providing water and sanitation services. It was cognizant of (i) the potential of 
water shortage to hinder tourism growth, (ii) the fragmented responsibilities within the sector with 
multiple agencies responsible for water supply and sewerage service delivery, (iii) the inefficient 
operations and management, and (iv) an inadequate legal and regulatory framework. The impact 
on the water sector’s financial sustainability and operational performance has fundamentally 
improved as a result of the program design and under the reforms introduced by the government. 

 
22. The DMF had some inconsistencies, although these did not impact on the delivery of 
expected outcomes and outputs. The baseline outcome targets for household water consumption 
and baseline and projected water demand were incorrectly estimated (PCR para. 45).10 The 
outcome statement and associated targets provided limited measures of institutional 
sustainability, such as operational efficiency—this is an important omission given the expected 
overall impact of sustainable water and sewerage services, and also given that Output 2 includes 
some measures of institutional capacity, like staffing levels and collection efficiency. 
 
23. Despite these design shortcomings, a legal and policy framework for water sector 
improvement was in place at completion, and an independent utility corporation was delivering 
improved water supply and sewerage services. This validation considers design and formulation 
relevant. 
 
B. Effectiveness in Achieving Project Outcomes and Outputs 

24. The PCR rated the program effective. An SOE responsible for water supply and sewerage 
was established and progressed toward full cost recovery. However, government subsidies were 
not fully eliminated. The PCR stated that five of the six outcome targets were largely achieved 
though high NRW persists at 39%. The program was to focus on key areas that were the most 
critical for reform, and could serve as a foundation for future reforms. These included 
(i) strengthening the policy and legislative arrangements within the sector, (ii) establishing an 
independent authority to deliver water and sewerage services on a full cost-recovery basis to 
reduce government subsidies, (iii) improving operational efficiency within the water and sewerage 
service delivery, and (iv) reducing water demand. 

 
25. The expected program outcome was that demand for water and sewerage services would 
be met. Three outcome targets were fully achieved: (i) water demand was reduced to 2.9 million 

                                                
10 The PCR argued that the baseline value at appraisal was an underestimate as the tariff was calculated based on the 

flat rate at the time and not on metered values. 
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gallons (gal) per day by 2015, (ii) water supply continuity was 100%, and (iii) sewage overflows 
were reduced to 8 per annum by 2015. NRW reduction was modest, reflecting a decrease from 
43% to 39% by 2015 (target of 25% by 2015).11 The outcome target for reducing household water 
consumption was not met—per capita consumption in 2015 was 173 gal per day per person 
against a target of 118. However, on this outcome target, the PCR argued that the baseline value 
at appraisal was an underestimate (para. 22). This validation accepts this explanation at face 
value and this issue is discussed as a design flaw under the section on relevance.  
 
26. Ten of 12 output targets were achieved, although achievement of two of these outputs 
were delayed. The output targets that were achieved were: (i) the National Water Resources 
Management Plan, which was adopted by April 2012 as planned; (ii) 100% staff employed at the 
PWSC by April 2013 against the target of January 2012; (iii) 100% of water and sewer assets 
registered in PWSC accounts by April 2013 against the target of January 2012; (iv) maintenance 
budget of 2% of asset value achieved as planned by FY2015; (v) revenue collection of 98% 
against the planned 95% by FY2015; (vi) water tariff for nonresidential at $4.51/1,000 gal against 
a target tariff of $3.36/1,000 gal by FY2015; and (vii) sewerage tariff for nonresidential at 
$4.13/1,000 gal against a target tariff of $3.73/1,000 gal by FY2015. The communication and 
consultation plan for establishing the PWSC was signed in October 2010 (target: the public 
supports the creation of PWSC during congressional hearings). The water conservation 
community awareness plan was also established in September 2012 (target: the plan was to be 
developed and implemented by April 2012), while the health awareness support plan was 
established in September 2012 as envisaged. 
 
27. Two important output targets were not achieved and have significant bearing on the 
project’s overall success. Their implications are discussed in the section on sustainability rating 
(para. 35). The staff–customer ratio for water and sewerage operations increased to 22:1,000 by 
FY2015 against the baseline of 21:1,000 in 2010 (footnote 4). The target ratio was 15:1,000 by 
2015. Government budget support to the sector was $3.54 million by 2015, while the target was 
to eliminate budget support by FY2015.  
 
28. The project was rated category C for environmental and social safeguards and no negative 
issues are reported. There were two environmentally related outputs: (i) the adoption of the 
National Water Resources Management Plan and changes to the appropriate legislation by April 
2012, which were met; and (ii) the reduction in the number of uncontrolled sewage overflows, 
which was also met. There were three public consultation outputs that were also met. These were 
(i) public support for the creation of a PWSC during congressional hearings, (ii) water 
conservation community awareness plan developed and implemented by April 2012, (iii) and a 
health awareness support plan developed and implemented by April 2012.  
 
29. This validation assesses that despite some shortcomings in meeting a few targets, most 
of the expected outputs and outcomes have been achieved. However, given the importance of 
the missed targets (on NRW losses, staff–customer ratio, and government subsidies) to the 
program’s overall expected impact of sustainable water and sewerage services, this validation 
gives a borderline rating of effective. 
 

                                                
11 It should be noted that these PCR figures for NRW disagree with the ADB report of October 2013, which indicated 

NRW to have decreased from 51% in January 2013 to 31% in August 2013. See ADB. 2013. Palau: Water Sector 
Improvement Program Second Tranche—Progress Report on Tranche Release. Manila.  
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C. Efficiency of Resource Use  

30. The PCR rated the program less than efficient in view of delays in releasing the tranches 
and completing outputs, changes in the operating context, and the unexpected merger of the 
PWSC and the PPUC.  
 
31. There were process inefficiencies during program implementation. There was a 13-month 
delay between approval and loan effectiveness due to a delay in signing the loan agreements and 
passing into law an Act creating the PWSC. There was another delay until December 2011 in 
establishing the legal and regulatory framework to create an independent and autonomous water 
and sewerage authority, leading to a delay in releasing the first tranche. The second tranche was 
also delayed due to parliamentary elections that brought a new government into power and the 
subsequent repeal of the PWSC as the implementing agency and the initiation of an investigation 
into the merits of merging PPUC and PWSC. The drivers of the decision to merge the two utilities 
included a belief that cost savings could be derived from the immediate merger of PPUC and the 
PWSC. The merger proceeded but further delays were incurred as a subsidiary loan agreement 
between the MOF and the PPUC was required before the second tranche of funding was released 
in November 2013. 
 
32. For a program loan, efficiency is assessed using a qualitative assessment of the timeliness 
in approving the loan, in implementing the actions agreed in the policy matrix, and in funding and 
utilizing counterpart funds. There were delays during implementation and issues with reporting on 
counterpart fund use. A financial analysis was undertaken as part of PCR preparation. Revenues, 
expenditures, tariffs, and government subsidies to the water and sewerage sector were assessed, 
taking into account the merger of PWSC and PPUC. These process inefficiencies have delayed 
the achievement of program outcomes and outputs during program implementation. Based on 
these, this validation rates the program less than efficient. 

 
D. Preliminary Assessment of Sustainability  

33. The PCR rated the program likely sustainable due to annual water and sewerage tariff 
increases, improving operational efficiencies, and maximizing revenue collection. Water supply 
and sewerage tariff increases have been made annually since 2010. Tariff targets set in the 
DMF have been exceeded. This validation notes that water tariffs in Palau can be adjusted at any 
time with proper notice to the public and by holding public hearings. The Water and Sewer 
Corporation Act 2010 specifically requires that tariffs be set to cover all operating and 
maintenance costs, debt servicing, and depreciation.  

 
34. However, government subsidies for WSS services have not been eliminated as planned. 
The Utilities Consolidation Act of June 2013 mandates the government to cover WSS services to 
outlying states (para. 7) although progressive tariffs are being applied to the states of Koror and 
Airai. This raises the question of whether government subsidies can ever be eliminated, as 
envisioned at appraisal. The PCR indicated that Koror and Airai states are covering their costs 
with the revenue collected; however, the data provided indicates that across all states, costs 
exceed revenues. The PCR argument that subsidies for WSS services have been reduced 
dramatically is not convincing and not borne out by the financial analysis presented (PCR, 
Appendix 5, Table 3), and the fact that government support has increased (para. 27). Projections 
in 2017 and 2018 indicate reduced subsidies but the basis for such optimism forecasts are 
unclear. From a technical sustainability perspective, NRW losses at 39% are still too high and will 
impact on operational efficiency.   
 



9 
 

35. In addition, there a number of institutional concerns to sustainability. The staff–customer 
ratio for water and sewerage operations has actually increased (para. 27) partly due to the merger. 
There are also concerns over the PPUC ownership of the program given that (i) after the merger 
in June 2013, ADB did not receive any further reports from the PPUC or the PSC; and (ii) after 
the merger, the PPUC made no systematic effort to monitor progress or performance of 
DMF indicators. There has been no reporting from PPUC since the merger. There is no 
completion report and no least-cost analysis. Following the discussion in this section, the 
sustainability is assessed less than likely sustainable. 
 

III. OTHER PERFORMANCE ASSESSMENTS 

A.  Preliminary Assessment of Development Impact 

36. The PCR did not provide a rating for developmental impact. The development impact 
assessment is focused on long-term, far-reaching changes to which the program has plausibly 
contributed. For projects approved before 1 July 2015, the assessment of development impact in 
PVRs relies on indicators and their baselines and targets in the report and recommendation of 
the President’s (RRP) DMF.12 The DMF impact target from baseline year 2010 was to eliminate 
government subsidies to the water sector by 2015 (2010 baseline: $2.4 million per annum) and 
for water supply and sewerage annual revenue to exceed costs by 2014 (2010 baseline: 
$2.4 million loss). Neither of these impact targets was met resulting in a development impact 
rating of less than satisfactory. 

 
37. However, this validation envisages that better impact would be seen with the passage of 
time given the progress made toward meeting the outcome and output indicators and targets. 
These include reduction in water demand to 2.9 million gal per day against a water supply capacity 
of 4.0 million gal per day in FY2015. This is reasonable progress compared with other Pacific 
island nations, which typically and historically have had high water consumption. Water supply 
continuity of service was 100% as planned. The number of uncontrolled sewage overflows was 
reduced to 8 by FY2015 against a 2010 baseline of 20 uncontrolled overflow events—with all the 
inherent environmental and health benefits that this entail. The planned maintenance budget of 
at least 2% of asset value by FY2015 was met against a 2010 baseline of 1.7%. Revenue 
collection efficiency of 98% was achieved against a target of 95%, and a 2009 baseline collection 
efficiency of 61%. Long-term reforms have also been accomplished—notably strengthening the 
policy and legislative arrangements within the sector and establishing an independent authority 
to deliver water and sewerage services independent of MPIIC, although not as originally 
envisioned. 
 
B. Performance of the Borrower and Executing Agency 

38. The PCR rated the borrower’s performance satisfactory, based largely on the early closing 
of the loan (PCR, para. 40), despite the delays in the program’s effectiveness date and in 
releasing the second tranche of funds because of the merger (para. 31).   
 
39. This validation views the borrower’s performance as mixed. There were delays in loan 
signing, program effectiveness date, and in the release of funds for the first tranche. A further 
delay in program implementation was caused by the new government’s decision to assess the 
viability of consolidating electricity, water, and sewerage operations into a single utility 
corporation– the subsequent merger. As a result, another delay occurred due to the need to 

                                                
12 ADB. 2016. Guidelines for the Evaluation of Public Sector Operations.  Manila. 
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amend the loan agreements between ADB and the Republic of Palau and also the agreement 
between MOF and PPUC for onlending. Further delay was incurred in releasing funds for the 
second tranche, which finally occurred in November 2003. 
 
40. While the merger of the PWSC and the PPUC was being examined (para. 12), effective 
program implementation came to a halt. The PSC stopped having meetings after 2011 and the 
role of PSC was taken over by the Board of the PWSC until its merger with the PPUC when 
monitoring and supervision of the program stopped.  After the merger in June 2013, ADB did not 
receive any reports from the PPUC or the PSC. At completion, PPUC did not provide a PCR (para. 
15).  
 
41. However, in the early years after PWSC was established, the implementation of the 
program was satisfactory and most of the outcome and output targets were achieved. The loans 
were closed 11 months earlier than envisaged (para. 8). Given the delays and the lack of 
engagement since the merger, this validation rates the performance of the borrower less than 
satisfactory. 
 
C. Performance of the Asian Development Bank and Cofinanciers 

42. The PCR rated the performance of ADB satisfactory, taking into account the review 
missions throughout the implementation of the program and the monitoring of the program’s 
progress and completion of policy triggers for the release of the first and second tranches. 
 
43. ADB conducted five missions, including midterm review in August 2012, and a special 
merger review in February 2013. The special review mission13 to assist the Water Task Force on 
the merger of the PWSC and the PPUC (PCR, para. 15) found that while a merger of the two 
utilities could achieve some cost savings and efficiencies, an immediate merger would create 
confusion and diffusion of responsibility for service delivery. The mission’s recommendations 
included (i) deferring a merger for further review; (ii) repealing Executive Order 324 allowing 
PWSC to complete its corporatization process; (iii) establishing an independent director selection 
committee; (iv) identifying contracts for shared services between PPUC and PWSC, generating 
savings; and (v) ensuring new legislation establishing that the merged utility reflected best 
practices for SOE management. While the back-to-office report indicates that the task force 
broadly accepted these recommendations, the government went ahead with the merger in June 
2013. The ADB progress report of October 2013 for the release of the second tranche notes that 
the government had, due to the merger, not technically maintained all policies adopted and 
actions taken under the program, but argued that, substantially, reforms were continuing as 
planned. Amendments were made to the loan agreements to reflect the new institutional 
arrangements and the second tranche was released in November 2013. After the merger, 
ADB received no further reports from the PPUC or the PSC. The PPUC made no systematic effort 
to monitor progress or performance around the program indicators.  
 
44. Once the merger occurred, ADB was unable to leverage greater commitment before 
releasing the second tranche because the government had met all policy matrix conditions. This 
highlights the need to develop ownership indicators for programs ex-ante that are sufficiently 
robust to ensure that government commitment is maintained (para. 47). Overall, the performance 
of ADB is rated satisfactory. 
 

                                                
13 ADB (Pacific Regional Department). 2013. Mission to Palau: Water Sector Improvement Program. Back-to-office 

report. 4 March (internal). 
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IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  
 

A. Overall Assessment and Ratings  

45. Overall, the program was rated successful by the PCR. This validation rates the program 
less than successful. Under the core criteria, the program is relevant, effective, less than efficient, 
and less than likely sustainable.  For the relevant rating, a legal and policy framework for water 
sector improvement was in place, an independent utilities corporation was delivering improved 
water supply and sewerage services, operational efficiency had improved, and progress to full 
cost recovery had been made. For the effective rating, progress was made in improving 
operational efficiencies, there was modest reduction in NRW, the continuity of water supply was 
100%, and the number of uncontrolled discharges of sewage flows was reduced. The less-than-
efficient rating was due to process inefficiencies resulting in delayed achievement of program 
outcomes and outputs during program implementation. For the less than likely sustainable rating, 
there is insufficient evidence provided to demonstrate that revenue is covering operating 
expenses. Also, there is no clear evidence that government subsidies are likely to be eliminated. 
In addition, there has been no reporting from PPUC since the merger and no completion report 
was provided. 

Overall Ratings 

   Validation Criteria PCR IED Review 
Reason for Disagreement  

and/or Comments 
Relevance Relevant Relevant  
Effectiveness  Effective Effective  
Efficiency  Less than 

Efficient 
Less than 
Efficient 

 

Sustainability Likely 
sustainable 

Less than likely 
sustainable 

While progressive tariffs are in place for 
Koror and Airai, overall costs continue 
to exceed revenue collected, 
government subsidies persist, and 
institutional capacity and commitment is 
uncertain. 

Overall assessment Successful Less than 
successful 

 

Preliminary assessment 
of impact 

Not rated Less than 
satisfactory 

Progress toward development targets is 
evident but the impact targets have not 
been met.  

Borrower and executing 
agency 

Satisfactory Less than 
satisfactory 

Delays and lack of engagement since 
the merger question the borrower’s and 
the executing agency’s ownership of the 
program. 

Performance of ADB Satisfactory Satisfactory  
Quality of PCR  Satisfactory  

ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report. 
 

B. Lessons 

46. This validation builds on the key lessons identified by the PCR.  
 
47. Project-level lessons. Consultation was undertaken at appraisal and fact-finding was 
done by ADB on alternatives to the establishment of the PWSC. However, the change in the 
government resulted in changes in the sector reform choices undertaken and resulted in less 
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commitment to the program. For similar policy-based loans, the lesson is to develop ownership 
indicators for programs ex-ante, which are sufficiently robust to ensure that government 
commitment is maintained irrespective of sector reform pathways. 
 
48. The RRP outlined that one of the program outputs was the establishment of the policy and 
legal framework to enable the provision of sustainable and efficient water and sewerage services, 
including allowing for outsourcing of the management function to a private company. Examples 
of merged power and water utilities and private sector-run water utilities include the 
UNELCO Engie in Vanuatu and the American Samoa Power Authority (footnote 9). These types 
of viable utility options need to be considered during the appraisal of similar programs. The Koror–
Airai Sanitation Project, approved in 2013, which includes a design, build, operate contract, is a 
positive step.14 
 
49. Country-level lesson. Insufficient technical support was provided to the Government of 
Palau by ADB at program commencement to assist with the initial work on alternative policy and 
legal frameworks, including merger and privatization options. Greater use of specialist water utility 
engineers and water company contractors with wide Pacific experience could have benefited the 
program. 
 
C. Recommendations for Follow-Up  

50. The PCR recommendations were for (i) further political and public sector reform to improve 
the efficiency of the WWO within the PPUC, (ii) the need for further technical advisory assistance 
for the government and the PPUC to improve sector operational ability, (iii) regular 
ADB monitoring of sector maintenance through the Koror–Airai Sanitation Project, and 
(iv) coordination with other development partners on the need for adequate maintenance. This 
validation agrees with the PCR follow-up recommendations. 

 
V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Reporting 

51. This validation finds the monitoring and reporting undertaken during the program less than 
satisfactory. After the establishment of PPUC, no reports were received or monitoring undertaken 
on water supply and sewerage service delivery. This shortcoming made it challenging to ascertain 
the program’s true level of achievement. There was limited reporting on counterpart funds and 
the use thereof, the implementation of the program, the accomplishment of targets, and on the 
implementation of the actions set out in the policy letter. Covenants concerning monitoring and 
reporting were only partially achieved. No quarterly reports were provided, and only monthly 
monitoring reports were provided from January to March 2013. The PCR DMF noted that only 
two of the original PWSC staff remained at the PPUC, which had consequences for the ownership 
of the program.  

 
B. Comments on Program Completion Report Quality 

52. This validation finds the quality of the PCR satisfactory. The PCR was well written and 
comprehensive. Details leading up to and including the government’s decision to merge the 
PPSC with the PPUC in June 2013 were very well described, as was the effect of the merger on 

                                                
14 ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Loans to Palau for 

the Koror–Airai Sanitation Project. Manila. 
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the delayed release of the second tranche. There were differences in the description of staff loss 
at PPUC’s WWO—in some places, several staff left; in another place, most staff left—and this 
requires clarification. The evidence provided in Appendix 5 was not sufficient to support a likely 
sustainable rating. The comment in PCR para. 51 that the subsidies have declined dramatically 
in recent years were not borne out by the evidence provided.  
 
C. Data Sources for Validation 

53. This validation is based on the RRP, the PCR, and loan review and mission reports.    
 
D. Recommendation for Independent Evaluation Department Follow-Up 

54. This validation agrees with the PCR recommendation that a program performance 
evaluation report is to be undertaken in 2–3 years to determine whether revenues exceed costs 
in the provision of WSS services, and to verify if government subsidies have been eliminated.  
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