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SECTOR ASSESSMENT (SUMMARY): MULTISECTOR  
 

Sector Roadmap 

1. Sector Performance, Problems, and Opportunities 

1. Public financial management. Many of the public financial management (PFM) 
institutions and processes in place in Palau are based on the United States’ law. Although PFM 
has generally improved since Palau’s independence, progress toward developing new capacities 
of national institutions remains slow. Progress has been made on revenue policy and 
administration, macroeconomic policy, and in tracking and presenting economic statistics.1 
However, budget preparation, execution, and control systems remain weak, and identification 
and management of fiscal risks is an area of continual concern. Palau’s National Code (1986) 
includes a procurement law that applies to purchases of goods and services for government 
agencies. Procurement is processed by the Ministry of Finance, and the Attorney General must 
certify the legality of all contracts. An assessment by the Asian Development Bank (ADB) 
concluded that Palau’s procurement law is well observed among government agencies, but does 
contain some ambiguity, particularly in evaluation methods. Accounting and reporting standards 
comply with local laws, generally accepted accounting principles, and any requirements from 
external funding sources. An assessment of Palau’s state-owned enterprises (SOE) noted their 
poor performance, attributing it to several factors, including: (i) there is no requirement that SOEs 
operate at profitable levels, or at full-cost recovery; and (ii) service prices are designed to be 
“affordable,” as specified in enabling legislation.2 Inadequate pricing leads to poor maintenance 
and service disruptions. Apart from the submission of annual audits to Congress, there is no 
mechanism to monitor performance. Further, although these entities hold significant amounts of 
government-guaranteed external debt, the Ministry of Finance performs only annual operational 
or financial oversight related with subsidies or liquidity required by SOEs. An executive order 
issued in 2014 provides general guidance on best practices in SOE oversight, and addresses 
many of these issues. However, no law has been drafted to implement the order.3 
 

2. Water and sewage. Palau has made substantial progress in reforming its water and 
other urban infrastructure and services sector. It created an independent and autonomous water 
and sewerage authority operating on commercial principles and targeting full cost recovery by 
fiscal year (FY)2015. Following the adoption of the Water and Sewer Corporation Act (2010), the 
Palau Water and Sewer Corporation was established in September 2011 and started operating 
in August 2012. In June 2013, Palau Water and Sewer Corporation and the Palau Public Utilities 
Corporation (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 such services. 4 Within the PPUC, the Water and Wastewater Operations (WWO) 
Division was established to deliver water and sanitation services. 
 
3. Palau Public Utilities Corporation. The water supply system services about 98.9% of 
the urban population and 86.2% of the rural population—or 96% of the total population. 
The Koror–Airai water supply system is the largest system operated by PPUC, providing water 
to 13,900 people. Most water supply systems in Palau rely on surface water sources, including 
the Koror–Airai water supply system, which relies on the Ngerikil and Ngerimel rivers. Storage 
volumes in tanks and at the low head dams for stream intakes are small and not sufficient 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. The water supply systems in 

 
1  Pacific Technical Assistance Center. 2019. Annual Report 2019. Suva. 
2  ADB. 2017. Private Sector Assessment of Palau. “Policies for Sustainable Growth Revisited: A Private Sector 

Assessment for Palau, the Pacific Private Sector Initiative.” Sydney. 
3  Graduate School USA and Economic Monitoring and Analysis Program (EconMAP). 2019. Economic Review, Palau 

FY2018. 
4  Utilities Consolidation Act (2013).  
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Palau’s outlying states are generally in poor condition, having limited maintenance and no capital 
investment since 2010. Consequently, the reliability and quality of water supply services in 
outlying states is limited. 
 

4. PPUC operates two sewerage systems covering about 60% of Palau’s population: the 
Koror sewerage system, which services 10,300 people, and the Melekeok sewerage system, 
which services 250 people. The Koror sewerage system comprises 40 kilometers (km) of gravity 
mains, 13 km of force (pumped) mains, 46 pump stations, and a sewage tertiary treatment plant 
on the island of Malakal. Koror sits on a ridge falling to the coast on either side. For the most 
part, the commercial area is on the crest of the ridge, while residential hamlets stretch down to 
the coast. Sewage is pumped up to the ridge and flows to the sewage treatment plant (STP). 
Two other islands, connected by causeways, are also part of the network. The Koror sewerage 
system network and STP were built in the mid-1970s and is being rehabilitated under the ongoing 
ADB-financed Koror–Airai Sanitation Project.5 The STP was refurbished around 2001, but limited 
funds for maintenance and limited technical skills mean that much of the plant is unable to 
operate as designed. The sewerage flow already exceeds the design capacity of the network 
and the STP. 
 

5. PPUC was on track to reach full recovery of its water and sewerage operations and 
maintenance, depreciation, and debt servicing costs by 2017. However, legislation freezing 
water tariffs at 2011 levels and to prevent tariff increases in May 2018 placed PPUC in a 
precarious financial situation.6 In FY2018, PPUC’s WWO expenses exceeded its revenues by 
$2.0 million. PPUC’s WWO losses in FY2020 are likely to be substantially higher as demand for 
water from the tourism-driven private sector has plummeted because of the coronavirus disease 
pandemic, resulting in diminishing revenue. PPUC’s capacity to plan and deliver water supply 
and sewerage capital investments remains low. 
 

6. Energy sector. A reliable and sustainable energy sector is essential to Palau’s 
sustainable economic growth and development, given the government’s vision to achieve its 
renewable energy target of 45% by 2025, replacing expensive fossil fuel-based generation.7 
Palau has abundant renewable energy resources such as solar and wind; however, it is one of 
the most energy intensive economies in the Pacific, with a per capita electricity consumption of 
about 4,300 kilowatt-hours (kWh) per year, relying heavily on imported fossil fuel-based 
generation.8 Palau’s household electrification rate is almost 100%, but its aging infrastructure 
and insufficient investment have resulted in diminished reliability and security of the power 
supply. This adversely affects households’ quality of life, basic economic activity, and delivery of 
social services. 
 
7. Power generation. Palau’s installed power generation capacity is about 30 megawatts 
(MW), mostly owned (about 93%) by PPUC.9 As the actual peak demand has been steady at 
12.5 MW, the country has a reserve supply capacity of 17.5 MW.10 The share of fossil fuels 
(diesel) in electricity production is about 92%, and fossil fuel accounts for 70% of the annual 
generation expenses of PPUC. Renewable generation, mostly solar, accounts for less than 7% 
of total consumption. PPUC struggles to properly maintain its generation infrastructure, hence 
the electricity supply grid has become unreliable. In 2019, PPUC has been unable to meet the 
total demand for electric power, and has often had to resort to power rationing, causing severe 
economic disruptions. To reduce business disruptions from power shortages, about 5 MW of 

 
5  ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the 

Republic of Palau for the Koror–Airai Sanitation Project. Manila. 
6  Public Law 10-19 (2018).  
7  Government of Palau. 2015. Intended Nationally Determined Contribution under the United Nations Framework 

Convention on Climate Change. Ngerulmud. 
8  Our World in Data. Our World in Data.  
9 Japan International Cooperation Agency. 2017. The Project for Enhancing Power Generation Capacity in the 

Urban Area in the Republic of Palau.  
10  Evaluation Department. 2018. JICA Annual Evaluation Report 2017. Tokyo: JICA. 
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independent generators (2.45 MW of fossil fuel and 2.55 MW of solar) are installed at the airport, 
colleges, hotels, large stores, and two fish processing plants.  
  
8. Transmission and distribution. Palau’s electricity system is divided into four 
interconnected electricity grids. The country’s power grid covers about 114 linear miles of 13.8-
kilovolt (kV) distribution lines, which is interconnected by 47 linear miles of 34.5 kV transmission 
lines of an undersea cable maintained by PPUC. The country’s billed electricity grew by an 
average of 25% while generation expanded by 16% during 2014–2019.11 Network losses 
(transmission and distribution) are about 16%, among the highest in the Pacific region. PPUC’s 
customer base comprises commercial clients (2,788 connections), residential (1,768 
connections), government entities (1,836 connections), and others. Commercial consumers 
account for 32% of total power consumption, followed by households at 20% and government 
entities at 16%.  

 

9. Electricity tariffs and regulation. The Palau Energy Administration (PEA) is mandated 
to determine power tariffs based on a cost-recovery methodology. However, in 2018, Palau’s 
Parliament froze electricity tariffs because of consumers’ concerns about service cost and 
quality. As a result of the stalling of tariff revisions and the inadequacy of subsidies, PPUC has 
incurred significant losses and generates insufficient revenue to cover operation and 
maintenance (O&M) and debt repayments. Operational inefficiencies and electricity network 
losses amplify the liquidity deficit. In 2018, power grid losses were almost 16%, and collection 
for billed electricity was less than 70%. The residential electricity tariff ($0.28/kWh), is set below 
the full cost of electricity supply compared with tariffs for commercial and government customers 
($0.41/kWh).12 Residential electricity is heavily cross-subsidized also from deferral of schedule 
O&M, particularly for diesel-based power plants.13  
 

10. Single (fossil) fuel dependence, energy security and price volatility. Palau heavily 
relies on fossil fuel for electricity generation, transportation, and cooking.14 On average, 22.5 
million liters of diesel are used for power generation annually (footnote 11). At an average cost 
of $0.77 per liter, this resulted in a direct expense of more than $19 million in 2019. Pricing of 
petroleum products is not regulated, and oil companies build their retail prices based on 
Singapore’s Mean of Platts Singapore Published Price and the cost of supply.  

 

11. Environmental impact. The use of imported fossil fuels also significantly impacts 
Palau’s greenhouse gas emissions. In 2016, Palau’s fossil-fuel-based carbon dioxide (CO2) 
emissions were 41,732 tons, and CO2 emissions per capita were 14.11 tons per person, one of 
the highest among Pacific nations (footnote 5).  
 

12. Renewable energy and energy efficiency. Solar is an untapped energy resource in 
Palau with estimated irradiation of 5.5–5.9 kilowatts per square meter per day.15 Palau’s National 
Energy Plan set a target of 45% of renewable energy share in electricity generation by 2025.16 
Increased penetration of solar photovoltaic, diversification into cheaper fuels like biogas and 
biomass, and installation of wind micro turbines in coastal areas are some of the available 
options to realize this target. Decentralized solar generation is also supported by the country’s 
Net Metering Act (2009), which encourages residential customers to install grid-connected 
rooftop solar home systems and export surplus to the central grid for bill credits.  
 

 
11  PPUC. 2018. PPUC Audit Report. Koror. 
12  National Renewable Energy Laboratory (NREL). June 2015 
13  United Nations Development Programme. 2012. Palau Sustainable Economic Development Through Renewable 

Energy Applications. Suva. 
14   Republic of Palau Strategy Action Plan Energy Sector, 2009 
15   International Renewable Energy Agency. 2017. Palau Energy Roadmap. Abu Dhabi.  
16   Palau Energy Office. 2010. Palau National Energy Policy. Koror. 
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13. Governance and planning. Palau’s Energy Act (2016) prioritizes secure, reliable, and 
affordable energy. Through the Energy Act, the PEA was established under the Ministry of Public 
Infrastructure, Industries, and Commerce, becoming the primary focal for (i) developing the 
national energy policy and publishing an annual energy report; (ii) setting energy efficiency 
benchmarks for public utilities; (iii) implementing commercial, community, and residential energy 
efficiency programs; and (iv) educating communities on energy-related matters. The government 
remains the single shareholder and supervises PPUC functions and operations through the 
seven-member board of directors appointed by the President of the Republic of Palau, with the 
advice and consent of the Palau National Senate. The intended corporatization of PPUC has not 
yet been completed. In early 2020, the government announced significant energy sector reform 
commitments to corporatize PPUC, strengthening its governance and financial management 
capacity.17 The government intends to prepare the Power System Master Plan, 2021–2025, 
which outlines an investment target for power grid (transmission and distribution) capacity 
enhancement for renewable energy integration, including on-grid rooftop solar.   
 

2. Government’s Sector Strategy 
 

14. Energy. Energy security, affordability, and efficiency are key priorities of the 
government’s energy strategy.18 The government has adopted policy and legal frameworks with 
clear goals to reduce energy intensity and losses and step up sector investments and institutional 
change. The government aims to (i) maximize savings through rational use and application of 
clean energy, (ii) integrate energy efficiency into national planning, (iii) improve sector 
performance by corporatizing and commercializing PPUC operations, and (iv) attract private 
sector participation in renewable energy. Energy plans leading to 2025 and 2030 have been 
announced but are not yet in the public domain. 
 

15. In the medium term, the government's energy sector reform plan recognizes the need to 
address structural weaknesses, including empowering PEA to link tariffs and costs, improve 
PPUC’s corporate governance and financial management, and streamline the process for private 
sector investments in renewable energy in Palau. ADB continues to support such initiatives 
through loan projects, participation in the reform consultative group (comprising the PPUC 
supervisory and management boards), and technical assistance (TA).19 
 

3. ADB Sector Experience and Assistance Program  

16. Palau joined ADB in 2003 and was classified as an ADB developing member country in 
December 2005. Since 2005, ADB has provided loans totalling $84.8 million, a grant of 
$0.2 million, and TA worth $3.8 million for Palau in support of information and communication 
technology, water supply and sanitation, health, and public sector management. ADB’s 
experience in supporting PFM reform includes TA for implementing a medium-term budget 
framework and strengthening public administration systems to enable improved service 
delivery.20 Consistent with the government’s strategy, ADB support to Palau’s energy sector 
focuses on energy reforms and renewable energy, which underpins the country’s energy security 
and sustainability. ADB support for the energy sector during 2020–2022 includes (i) power grid 
enhancement,21 (ii) disaster-resilient clean energy financing, and (iii) public–private partnership 
transaction advisory services for the first ADB renewable energy project.  

 
17  PPUC corporatization and commercialization will be supported by ADB. Republic of Palau: Palau Public Utilities 

Corporation Reform Program (Subprogram 1). 
18  Strategic Action Plan Energy Sector (2009), Net Metering Act (2009), National Energy Policy (2010), Palau Energy 

Act (2014), Palau Climate Change Policy (2015). 
19   ADB. 2020. Technical Assistance to the Republic of Palau for Palau Public Utilities Corporation Reform. Manila. 
20  ADB. 2013. Technical Assistance Completion Report: Implementing a Medium-Term Budget Framework. Manila; 

and ADB 2020. Technical Assistance Completion Report: Strengthening Public Sector Management in the North 
Pacific. Manila. 

21  ADB. Palau: Grid Upgrade for Renewable Integration Project. (for processing) 
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Problem Tree: Multisector 
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Poor transparency and performance disclosure 

Outdated and inadequate electricity, water supply, 
and wastewater tariffs 

Inadequate asset planning and operation 
capacity 

Poor regulatory framework and outdated tariff settings 
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Income does not cover operation and maintenance 
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Poor corporate governance   


