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SECTOR ASSESSMENT: WATER AND SANITATION 
 
Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 
 
1. Anticipated water supply shortfall by 2010. The demand for water from the Koror–Airai 
water supply system is forecast to increase to 4.4 million gallons per day by 2020, unless 
measures to reduce system losses and the high per capita demand are implemented.1 The 
existing production capacity of the Koror–Airai water supply system is 4 million gallons per day. If 
unchecked, medium growth in demand will result in the demand for water from the Koror–Airai 
water supply system exceeding the existing production capacity in 2010. 
 
2. High water use. The Koror–Airai water supply system currently produces an average of 
3.8 million gallons of treated water per day. This equates to a daily per capita production rate of 
approximately 230–240 gallons.2 This rate is higher than in any other Pacific country (typically 
120–150 gallons per day) and higher than Asian countries by factors of 5–10. Even with the high 
system losses, per capita demand for water is very high and is attributed to limited consumer 
appreciation of the value of water and inadequate tariffs.  
 
3. Impact on economic growth. The maximum supply of 4 million gallons per day cannot 
be increased without a large investment in new water supply infrastructure. A new dam is 
estimated to cost $25 million. While there are less expensive alternatives, they are either not 
drought-proof or will impact the fresh-water lens that serves as Palau’s water source, and have 
longer-term climate change risks. Alternatively, measures to reduce demand and improve supply 
system efficiency can lead to sustainable use of available infrastructure through 2026. 
Preparatory assessments indicate that without maintenance investment and pricing controls to 
dampen demand, the supply will meet just 72% of demand by 2026. 
 
4. Financial sustainability. Government of Palau (government) revenue covers about 60% 
of total recurrent expenditure, but almost none of government’s capital costs.3 There is a need to 
develop alternative commercial arrangements for utilities that will lead to improved commercial 
performance of public enterprises and an improved enabling environment for the private sector. 
The cost of providing water and sewerage services is approximately $2.8 million per year, but 
only 20% of this amount is collected in fees annually, with the balance met through the 
government’s annual budget appropriation. The subsidy (80% of costs) results in lower tariffs, 
which does not encourage prudent consumption of water. The budget impact limits other 
development activities (e.g., schools and roads). In addition, the water subsidy does not target 
the poor and is therefore not an effective welfare tool.4 The government’s fiscal position does not 
enable ongoing system maintenance or development, and the infrastructure will continue to 
deteriorate under the current management arrangements. This will inevitably lead to further 
inefficiencies and losses, increased operational costs, and even greater financial shortfalls.  
 
5. All state water supplies are unmetered and the state governments charge a flat-rate tariff 
for access to piped water. Most states apply a monthly charge ranging from $2 to $5 to 
supplement subsidies provided by the national government for operation and maintenance. 
Water resource ownership is an issue in a number of states, particularly Airai state, which is the 
source of water for the Koror–Airai water supply system. Most states consider that their 
                                                 
1  The forecast demand for 2020 is based on a medium-growth scenario for population and tourist arrivals. 
2  Due to system losses, the production of 240 gallons per day equates to consumption of 167 gallons per day. 
3  ADB. 2007. Pacific Islands Economic Review. Manila. 
4  These subsidies disproportionately benefit Palau’s wealthy, with 53% of all subsidized water delivered to those in 

the top income quartile. Government of Palau. 2008. Household Income and Expenditure Report. Koror. 
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community should benefit most from the water resources located in the state. In the case of the 
Koror–Airai water supply system, residential customers living in Airai state receive water from an 
unmetered connection at a subsidized rate of $5 per month. Other customers (86%) are metered 
and pay a water tariff currently set at $0.85 per 1,000 gallons. 
 
6. System fragmentation and inefficiency persist. The national water supply systems, 
including water treatment plants, have been substantially improved over the past 15 years and 
the water supply networks expanded, particularly in Airai state. However, operations are still 
inefficient: losses are high (estimated at about 43%), unmetered usage continues in many areas, 
and the tariff is inadequate to cover operating costs.  
 
7. The Koror–Airai and state systems are operated and maintained by the Bureau of Public 
Works (BPW) and services about 98.9% of the urban population and 86.2% of the rural 
population—or 96% of the total population. Based on 2005 census data, Palau’s population is 
growing by about 0.5% annually; the annual growth rate of the urban population (those living in 
Koror and Airai) is about 3.0%. 
 
8. Legal and policy framework inadequacy and fragmentation. Water supply and 
sewerage services are governed under the Utility Regulations, 1986, which contain provisions 
relating to the setting of utility charges for electric power, water supply, sewerage services, and 
some aspects of the supply of water to residential and commercial customers. Water rates 
scheduled in the regulations still apply.  
 
9. The national government is seeking to centralize the operations of all public water supply 
and sewerage systems in Palau under a state-owned water supply and sewerage corporation. 
Current laws relating to the operation of public water supply systems are generally insufficient to 
support current operations, and are not a sufficient legislative basis to allow reforms to current 
water supply arrangements, and in particular the establishment and operation of a corporatized 
water and sewerage entity. Tariff reform is urgently required as water rates and charges do not 
cover water supply operational, maintenance, and capital costs. The implementation of a 
transparent cost-recovery mechanism is essential to ensure the sustainability of Palau’s water 
supply and sewerage services. 
 
10. Palau’s drinking water quality standards are provided under the Environment Quality 
Protection Board Regulations, 1996 and Public Water Supply Systems Regulations, 1996. These 
regulations also make provisions for the development of new water supplies and design review, 
issue of permits for operation of water supplies, licensing certification of water supply operators, 
operation of private water supplies, and powers for enforcing the regulations. 
 
11. A recent review of legislative reforms to facilitate water supply infrastructure development 
and institutional reforms for Palau’s public water supplies include (i) a comprehensive new law 
dealing with all aspects of public water supplies; (ii) amendment to the Environmental Quality 
Protection Act, 1996 to provide a clear mandate for Environmental Quality Protection Board to 
regulate water abstractions based on an approved National Water Resources Management Plan, 
and to allow for the resolution of issues that involve competing access rights claims to water 
resources; and (iii) new regulations made under an amended Environmental Quality Protection 
Act.5 
 

                                                 
5  ADB. 2008. Technical Assistance to Palau for Preparing the Babeldaob Water Supply Project. Consultant’s interim 

report. Manila. 
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12. Koror–Airai water supply system. Most water supplies in Palau rely on surface water 
sources, including the Koror–Airai water supply system, which relies on the Ngerikill and 
Ngerimel rivers. There are currently 15 small water systems on Babeldaob Island. One system 
has a groundwater supply source while all the others use stream flow. Storage volumes in tanks 
and at the low head dams for stream intakes are small and not insufficient to substantially 
supplement stream shortfalls during dry periods. As a result, the stream sources must provide 
the system’s full consumptive use on a daily basis. 
 
13. Experience since 1990 indicates that the reliable yield of the current water sources on the 
Ngerikill and Ngerimel is substantially less than the current demand of 3.8 million gallons per day. 
Stream flow analysis indicates the reliable yield of the existing Koror–Airai water supply system 
is approximately 1.0 million gallons per day during a 25-year drought (a drought that is expected 
to occur once in 25 years). Disruptions to the water supply, affecting approximately 14,000 
people, are experienced during severe droughts, as in 1983, 1997, and 2003. The government is 
concerned that the frequency of severe droughts may increase due to climate change, and has 
identified the need to improve water supply security for the Koror–Airai area. 
 
14. Septic tank use. Sewerage and wastewater systems in Palau are predominately on-site 
systems with the exception of the Koror sewerage system, which services approximately 2,431 
residential customers and 578 commercial and government customers. The Melekeok sewerage 
treatment works caters for the Capital Building and the surrounding village. Palau’s sewerage 
systems and on-site wastewater treatment and disposal systems are regulated through the 
Individual Sewage Disposal Act, 1971 (administered by the Ministry of Health), Sewer Use Act, 
1984 (administered by the Environmental Quality Protection Board), and the Environmental 
Quality Protection Board Regulations Toilet Facilities and Wastewater Disposal Systems 
Regulations, 1996 (also administered by the Environmental Quality Protection Board). 
 
15. Sewer line replacement. The Koror sewer system needs remedial repairs to cater for 
increased growth from the tourism sector. Currently, hotels are asked to store sewerage until 
off-peak times. The Koror sewerage system has been improved with the upgrading and enlarging 
of the Malakal treatment station and ongoing repair and upgrading of 20 of the 46 pump stations 
that service the Koror sewerage network. Frequent sewage overflows occur at a number of pump 
stations servicing the Koror sewerage system, and the BPW reports substantial infiltration and 
exfiltration from sewers. BPW also reports that a number of key sewers within the Koror sewage 
system require augmentation to meet load growth, and a need to reduce electricity costs 
associated with pumping of sewage. Currently, sewerage services in Koror are provided free of 
charge. The operations and maintenance cost for the Koror sewerage system in FY2009 was 
$347,770; it is projected to rise to $427,394 in FY2010. 
 
16. Maintenance of Palau’s wastewater systems, including the Koror sewerage network, is 
reactive rather than planned. There is also an urgent need to increase funding for emergency 
maintenance of high-risk components, and to develop a sewerage master plan through 2035. 
Existing sewerage master plans are outdated, with the last master planning study undertaken in 
1994. There is growing concern on the adverse impacts of the existing sewage collection and 
treatment practices on the Palau’s fragile environment particularly in the Koror and Airai states. 
The government has requested assistance for the development of a sewerage master plan for 
Koror and Airai for the period through 2035. A national sanitation policy is also required to update 
waste collection and treatment standards and to identify and prioritize sanitation infrastructure. 
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 2. Government’s Sector Strategy 
 
17. The goal and actions of the government’s medium-term development strategy are 
(i) investing in the water and sanitation sector, (ii) moving state-owned enterprises toward full 
cost recovery, and (iii) reducing government expenditure by eliminating subsidies.6 Most of 
Palau’s nation-building projects are nearing completion, and country’s new challenge lies is 
taking responsibility for their use and maintenance. ADB assisted Palau in meeting the challenge 
through the recently completed technical assistance for a Facility for Economic and Infrastructure 
Management, under which the medium-term development strategy was developed. 
 
18. Capital Improvement Projects, a division of the Ministry of Public Infrastructure, Industries 
and Commerce, is responsible for the planning and implementation of Palau’s public 
infrastructure projects. The ability of Capital Improvement Projects to plan and implement new 
projects is constrained by its small staff. There is an immediate need to improve systems for 
monitoring, planning, and selection of maintenance and assets. Palau’s water supply systems 
are operated and maintained by BPW, which is also a division of the Ministry of Public 
Infrastructure, Industries and Commerce. BPW also manages and maintains a wide range of 
other services, including buildings and roads. Relative to its responsibilities, BPW’s budget is too 
small and erratic, and its productivity low.  
  

3. ADB Sector Experience and Assistance Program 
 
19. Palau is a relatively new member of ADB, and has only recently received ADB assistance. 
ADB supported the development of medium-term development strategy through technical 
assistance (TA) for the Facility for Economic and Infrastructure Management and supported 
improved public water supply services through TA for Preparing the Babeldaob Water Supply 
Project, from which the Water Sector Improvement Program evolved.7 ADB has also approved 
TA for Sanitation Sector Development to develop a national wastewater policy and prepare 
sewerage master plans for Koror and Airai, which began implementation in 2010.8 
 
20. Official development assistance provides almost all the capital budget, supports 
improved facilities and services, and supports general economic growth. Japan, Taipei,China, 
and the United States provide substantial official development assistance to Palau. Only 
Taipei,China has recently invested in the water and sanitation sector infrastructure. Development 
partners have no planned investments in the sector. 
 
21. ADB assistance for infrastructure development in Palau will focus on water and sanitation. 
ADB will assist the national government finance high-priority water supply and sanitation 
programs and projects including (i) the reform of water and sewerage services in Palau through 
the Water Sector Improvement Program, (ii) the preparation of a sewerage master plan for Koror 
and Airai and an investment project to implement high-priority components identified in the 
sewerage master plan, and (iii) the development of a national wastewater policy. 

 
6  Government of Palau. 2009. Medium-Term Development Strategy: A Plan for Action. Koror. 
7  ADB. 2007. Technical Assistance to the Republic of Palau for the Facility for Economic and Infrastructure 

Management. Manila (TA 4929-PAL); ADB. 2007. Technical Assistance to the Republic of Palau for Preparing the 
Babeldaob Water Supply Project. Manila (TA 4977-PAL). 

8  ADB. 2009. Technical Assistance to the Republic of Palau for Sanitation Sector Development. Manila (TA 
7382-PAL). 



 

Problem Tree for Water and Sanitation 

 
BPW = Bureau of Public Works. 
Source: Asian Development Bank. 
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Sector Results Framework (Water and Sanitation, 2009–2013) 

 

Country Sector Outcome Country Sector Outputs ADB Sector Operations

Outcomes with  
ADB Contributions 

Indicators with Targets 
and Baselines 

Outputs with ADB 
Contributions 

Indicators with 
Incremental Targets 

(Baselines Zero) 
Planned and Ongoing 

ADB Interventions 
Main Outputs Expected 
from ADB Contributions 

Secure, reliable, and 
affordable water supplies to 
communities on Babeldaob 
and in Koror. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Improved collection and 
treatment of sewage in 
Koror and Aimeliik states. 
 
 

The average household 
water and sewerage bill 
does not exceed 5% of 
average household 
income (2010 baseline: 
1.0%) 
 
Accounted-for water 
losses from the 
Koror–Airai water supply 
network decrease to 
less than 25% by 
FY2015 (2010 baseline: 
43%). 
 
Average per capita 
consumption decreases 
30% per person per day 
by FY2015 (2010 
baseline: 169 gallons 
per person per day) 
 
Sewerage overflows 
from the Koror sewerage 
system reduce 20% by 
FY2015 (2010 baseline: 
20). 

 

Water supply and 
sewerage services 
reformed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sewerage infrastructure 
in Koror and Airai 
upgraded by 2015. 

Olbiil Era Kelulau (OEK) 
approves creation of the 
Palau Water and Sewer 
Corporation (PWSC) by 
30 September 2010. 
 
All public water and 
sewerage assets in 
Koror and Airai owned 
by PWSC by April 2012. 
 
Water and sewerage 
services are financially 
and technically 
sustainable with 100% 
recovery of operation 
and maintenance costs 
by 30 September 2014. 
(2010 baseline: 35%) 
 
PWSC’s staff–customer 
ratio does not exceed 
15:1,000 by 1 October 
2014. (2010 baseline: 
21:1,000) 
 
Sewerage coverage in 
Koror increases to 85% 
by FY2015 (2010 
baseline: 70%). 

Planned key activity 
areas 
Reform of water supply and 
sewerage services (57%). 
 
Improved sewerage 
services in Koror and Airai 
(43%). 
 
Pipeline projects with 
estimated amounts 
Water Sector Improvement 
Program ($16 million) 
 
Koror–Airai Sanitation 
Project ($12 million) 

 
Ongoing projects with 
approved amounts 
None. 

Pipeline projects 
Water sector policies and 
legislation approved by 
April 2012. 
 
Amended water tariffs 
applied from 1 February 
2011. 
 
Sewerage tariffs introduced 
and applied by 1 February 
2011. 
 
Universal metering of all 
Koror and Airai water 
supply customers by 
FY2015. 
 
Preparation of sewerage 
master plans for Koror and 
Airai and implementation of 
high-priority sewerage 
projects. 

PWSC = Palau Water and Sewer Corporation. 
Source: Asian Development Bank. 

 


