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CURRENCY EQUIVALENTS 
 

The currency unit of Palau is the United States dollar. 
 

ABBREVIATIONS 
 

 ADB – Asian Development Bank 
 COVID-19 – coronavirus disease 
 GDP – gross domestic product 
 IPP – independent power producer 
 PEA – Palau Energy Administration 
 PPUC – Palau Public Utilities Corporation 
 SOE – state-owned enterprise 
 TA – technical assistance 
 TRTA – transaction technical assistance 
 WWO – water & wastewater operations 

 
 

NOTES 
 

(i) The fiscal year (FY) of the Government of Palau and its agencies ends on 
30 September. “FY” before a calendar year denotes the year in which the 
fiscal year ends, e.g., FY 2020 ends on 30 September 2020. 

 

(ii) In this report, “$” refers to United States dollars. 
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I. THE PROPOSED PROGRAM  

 
1. The Palau Public Utilities Corporation Reform Program aims to strengthen state-owned 
enterprises (SOEs) in Palau by improving the corporate governance and financial management 
of Palau’s electricity and water utility company, the Palau Public Utilities Corporation (PPUC), and 
providing an enabling environment for private sector participation in Palau’s electricity and water 
subsectors. The programmatic approach will comprise two subprograms, which will (i) coordinate 
the sequencing of reforms with the International Monetary Fund and other partners, and (ii) ensure 
support for long-term reforms in electricity and water and sanitation. 
 

II. PROGRAM AND RATIONALE 
 
A. Background and Development Constraints 

2. Macroeconomic context. Palau consists of 340 islands with a population of about 18,400 
almost 80% of whom live in Koror and Airai states. Development grants under Palau’s Compact 
of Free Association with the United States, expected to expire in fiscal year (FY) 2024, contributed 
substantially to a per capita gross domestic product (GDP) of $15,068 in FY2019. Palau depends 
critically on tourism and services revenues, which contribute to almost 55% of annual GDP and 
employ three-quarters of the country’s formal workforce. Prior to the coronavirus disease (COVID-
19) disease, Palau had maintained annual fiscal surplus averaging the equivalent of 3.0% of GDP 
during FY2011–FY2019, extending an impressive period of solid fiscal management that has 
resulted in annual surpluses since FY2011. This was facilitated by tax and revenue reforms that 
resulted in tax-to-GDP ratio increase to an average of 20.2% in FY2015–FY2019 from 17.3% in 
the preceding decade. Similarly, on the expenditure side, Palau has successfully controlled the 
public sector wage bill, which has declined in proportion to GDP to an average of 14.7% during 
FY2015–FY2019 from 17.1% in the decade prior. Public debt, estimated at the equivalent of about 
32.5% of GDP in FY2019, was considered sustainable.1  
 
3. Coronavirus disease impact. With no tourists’ arrivals expected for at least 2 years, 
Palau’s economy is projected to contract by 9.5% in 2020 and 12.8% in 2021,2 compared with 
originally expected growth of 2.0% and 2.6% respectively. 3  Estimates suggest that total tax 
revenue will decrease by $11 million in FY2020 (4% of GDP) and $19 million in FY2021 (7% of 
GDP). With the drastic decline in revenues and increased health and social expenditures, fiscal 
deficits of $31.2 million (12.2% of GDP) in FY2020 and $53.4 million (23.8% of GDP) in FY2021 
are projected. The public debt-to-GDP ratio will rise from 32.5% in FY2019 to 66.9% in FY2020 
to help meet the estimated financing gap. Furthermore, the decline in tourism will result in 
increasing unemployment and poverty, particularly among women who were mostly employed in 
the tourism and hospitality sector. A sound macro-fiscal policy framework is seen to facilitate a 
steady reduction in the fiscal deficit and debt burden after COVID-19. An independent assessment 
shows that if tourism and economic recovery can commence in FY2022, Palau can revert to 
running a small but steadily rising fiscal surplus by FY2024, resulting in a gradual decline in the 
debt–GDP ratio to about 46.5% by FY2030.4 This is supported by the IMF’s latest assessment 

 
1  IMF. 2020. Republic of Palau—Assessment Letter for the Asian Development Bank: Linked Document 4 of ADB. 

2020. Health Expenditure and Livelihoods Support Program: Report and Recommendation of the President. Manila 
(July). 

2  Graduate School USA. Technical Note; Assessing the Impact of COVID-19 on the Palauan Economy. 2020. 
3  World Bank. 2020 East Asia and Pacific in the Time of COVID-19.  
4  Graduate School USA. 2020. Where do we go from here? Updating the Economic Impact of COVID-19 and 

Strategies for Mitigation in the Republic of Palau. Economic Monitoring and Analysis Program (EconMAP) Technical 
Note. August. 
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(footnote 1), which concludes that  Palau’s public debt will surge in the near-term but will remain 
sustainable, with concessional lending from development partners helping to mitigate debt risks. 
The IMF further notes that a track record of fiscal prudence allowed Palau to build adequate 
buffers ahead of the pandemic.  
 
4. Achieving sustainable economic growth is complex and context specific in the Pacific 
developing member countries of the Asian Development Bank (ADB). However, the provision of 
market-augmented public goods such as electricity, water, and sanitation is a key determinant of 
the quality of life for communities and, hence, the attractiveness of a country to private investment. 
With COVID-19 and no tourism revenues, Palau experiences a reduced demand for utility 
services (electricity, water, and sewage) and lower revenues to sustain its public infrastructure.  
 

5. Sector context: water supply and sanitation. Palau has established, through ADB 
assistance, the legal and regulatory frameworks for water and wastewater operations (WWO) on 
commercial principles and at full cost recovery.5 About 96% of Palau’s population has access to 
public water supply systems. The Koror-Airai water supply system services more than 80% of the 
population. The water supply systems outside of Koror-and Airai Palau are in poor condition and 
the service delivery standards are low. Frequent water outages have a significant impact on 
women’s time poverty. Palau has a sanitation policy and a sewerage master plan for Koror 
through 2035. Priority investments identified in the Koror sewerage masterplan are being 
delivered under the ADB-financed Koror-Airai Sanitation Project.6  
 

6. Energy sector. Since 2010, the government has implemented a number of significant 
reforms in the energy sector, including (i) signing into law the Palau Energy Act and creating 
regulatory framework; (ii) setting a renewable energy target of 45% by 20257; and (iii) approving 
energy efficiency benchmarks and tariff methodology. However, Palau remains highly dependent 
on fossil fuel (diesel) that contributes to 95% of energy generation (compared with 5% of 
renewable energy generation) which resulted in high cost of electricity production. 
Power generation, transmission, and distribution reliability and efficiency are below Pacific 
benchmarks and undermined by aged assets and no maintenance and replacement.8 Unreliable 
power has a disproportionate impact on women who are largely responsible for household tasks 
and contributes to women’s time poverty. Establishing a reliable and an efficient grid with 
financially sustainable network management will attract private sector investment in renewable 
energy and improve power sector performance.  
 
7. Palau Public Utilities Corporation. Established in 1994, PPUC is a government-owned 
utility for the generation, transmission, and distribution of power and became also responsible for 
the provision of public WWO in 2013.9 Women are underrepresented in PPUC and there has 
been no institutional gender mainstreaming or proactive actions to increase women’s employment 
to date. The Palau Energy Administration (PEA), acting as the energy regulator, determines the 
PPUC’s tariffs based on a cost-recovery methodology. In FY2016, the PPUC almost achieved its 
target of full cost recovery for energy and WWO, as total revenue had risen to over 90% of total 

 
5  ADB. 2010. Report and Recommendations of the President for Proposed Loan to Republic of Palau: Water Sector 

Improvement Program. Manila. 
6  The project has constructed 2.2 kilometers of gravity sewers and 3.1 kilometers of force mains, upgraded two major 

sewage pump stations and constructed two new sewage pumping stations, and constructed a new tertiary sewage 
treatment plant at Malakal through a design-build-manage contract. ADB. 2013. Report and Recommendations of 
the President for Proposed Loan to Republic of Palau: Koror-Airai Sanitation Project. Manila. 

7  Intended Nationally Determined Contribution under the United Nations Framework Convention on Climate Change. 
Palau. 2015  

8  JICA. 2017. The Project for Enhancing Power Generation Capacity in the Urban Area in the Republic of Palau .  
9  Government of Palau. 2013. The Utilities Consolidation Act RPPL No. 9-04 2013.  
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operating expenses. In 2017, the Olbiil Era Kelulau froze tariffs for electricity and WWO because 
of perceived political concerns about service costs and quality. Subsequently, PPUC has incurred 
significant losses and has insufficient revenue to cover its basic operation without government 
support.  
 
8. Deteriorating financial performance of the Palau Public Utilities Corporation. As the 
largest SOE in Palau, PPUC’s negative performance is a key burden on Palau’s economy 
imposing high risk to both fiscal and financial sustainability. Since 2014, PPUC is the only SOE 
that failed to operate commercially and incurred significant losses, amounting to $21.9 million or 
8% of GDP.10 With operating losses of $6.87 million (2.6% of GDP)11 and its largest cash deficit 
(20% of revenues) in FY2019, PPUC maintained its liquidity by deferral of all maintenance works. 
Delayed metering and power grid upgrade have resulted in high network losses up to 16%. 
Coupled with inadequate financial management (poor accounting system, delayed reporting, and 
audit), it puts PPUC in a negative spiral of limited investments and poor efficiency, making losses 
a recurring cause of circular debt.  
 
9. Reliance on government support and widening fiscal risk. Over 85% of Palau’s public 
debt is owned by SOEs, and PPUC is a single largest borrower with outstanding debt of 
$21.9 million (32% of total SOEs debt or 8% of GDP). With negative liquidity, PPUC requires 
continuous government support to remain solvent. PPUC is also heavily dependent on annual 
subsidies for operations and maintenance and for the replacement of capital assets. Since 2013, 
PPUC has received over $20 million (7.5% of GDP) of state subsidies, including operational 
subsidies of $14.65 million and an equity injection of $5.5 million. 12  Without reforms, 
the government will need to increase its subsidies to PPUC by at least 80% (equivalent to a further 
8% of GDP) over the next 5 years. 
 
10. Poor corporate governance and transparency. Initiated since 2015, SOE 
corporatization is incomplete with mixed results in adopting and operationalizing corporate 
governance and transparency norms. The government’s SOE oversight mechanism and 
transparency framework are not yet established, which inhibits timely disclosure of corporate 
statements by SOE boards and reduces performance quality and accountability. The SOE boards, 
including the PPUC board, are mostly focused on basic legal compliance and are rarely held 
accountable for performance. Continuous reliance on subsidies has led to heavy public sector 
influence on PPUC governance and the quality of disclosure. Lacking corporate board practices, 
gender diversity and independent decision-making, PPUC failed to develop a high-performance 
culture in setting revenue and operational targets which has resulted in poor creditworthiness. 
 
11. Lack of private investment in renewable energy, and water and wastewater 
operations. PPUC is heavily dependent on public funds with no access to private capital available 
for energy or WWO. With fuel expense making up more than 65% of the generation costs, 
renewable energy is key to reducing energy costs. The government prioritizes transition to 
renewable energy by introducing long-term concessions for independent power producers (IPPs). 
While power purchase agreements are instrumental for hedging IPPs’ operational risks, PPUC’s 
underperformance and negative liquidity is a key country’s risk in attracting IPPs. It is estimated 
that the government’s contingent liability associated with power purchase agreements to keep the 
PPUC solvent costs about 1% of GDP annually. 13  Furthermore, Palau’s grid has not been 

 
10  PPUC Audited Statements FYs 2014-18 
11  PPUC Audited Statements FY2019 Draft. 
12  From PPUC Financial statements 2013-18. 2019-20 figures from Congressional Appropriation bills 2019 and 2020. 
13  IMF. 2018. Article IV Review Mission to Republic of Palau. Washington, DC. 
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augmented and the network upgraded as is required to meet its renewable energy target of 45% 
by 2025.   
 
12. ADB’s previous engagement and lessons learnt. Lessons from ADB operations in 
Palau suggest that (i) it is critical to allocate sufficient technical assistance (TA) resources to 
support reform implementation given shortages and/or high turnover of qualified staff, and (ii) the 
reform programs require more comprehensive (tariff and nontariff) dialogue with government 
stakeholders to ensure that agreed policy reforms can be implemented in a changing political 
environment. 14  Previous policy-based operations in the Pacific also show that (i) strong 
government ownership is critical to achieving results; (ii) sustained policy dialogue and 
coordination with development partners are important to advance reforms; and (iii) coordinated 
TA projects, provided in parallel with budget support programs, are crucial to implement the 
reform agenda. 15,16 The program also draws upon the lessons and recommendations confirmed 
by a recently concluded SOEs Reform and Engagement Evaluation, including supporting 
government oversight mechanisms for SOEs, SOEs’ board issues, accountability, and 
governance risks.17 
 

III. THE TECHNICAL ASSISTANCE 
 
A. Justification 
  
13. The proposed transaction TA (TRTA) attached to the policy-based loan will support the 
implementation of ongoing and future energy, and water and sanitation reforms. The primary 
outcomes of the transaction TA are (i) strengthening the capacity of the Ministry of Finance, PPUC, 
and PEA; and (ii) supporting the government to implement proposed policy actions under the 
programmatic approach. In particular, the transaction TA will help achieve outputs 2 and 3 of the 
program’s design and monitoring framework.18  
 
14. The TA is aligned with Palau’s overarching development objectives: (i) SOEs’ 
sustainability, including full-cost recovery of business and capital, achieved; and (ii) reliability and 
resiliency of energy supply improved based on adequate regulatory framework and tariffs. 19 
Additionally, the TA supports the following operational priorities of ADB’s Strategy 2030:20 (i) 
accelerating progress in gender equality, and (ii) strengthening governance and institutional 
capacity. It is also consistent with the objectives of ADB’s Pacific Approach, 2016−2020, which 
emphasizes the importance of reducing the cost of doing business by lowering the costs of 
connectivity and energy and creating a more enabling business environment.21 
 
15. The results framework, implementation arrangements, cost estimate, and scope of the TA 
in various areas were discussed with the government during the fact-finding mission. 
 

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

Palau for Water Sector Improvement Program. Manila. 
15  ADB. 2019. Completion Report: Fiscal Resilience Improvement Program (Subprograms 1 and 2) in Samoa. Manila. 
16  ADB. 2020. Completion Report: Building Macroeconomic Resilience Program in Tonga. Manila 
17  Independent Evaluation Department. 2018. State-Owned Enterprise Engagement and Reform. Manila: ADB.  
18  The program’s design and monitoring framework is in Appendix 1 of the report and recommendation of the president. 
19  Government of Palau. 2015. State Owned Enterprise Policy Statement, 2015. Ngerulmud.  
20  ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 

Manila. 
21  ADB. 2016. Pacific Approach, 2016–2020. Manila. The PBL was requested by the Government of Palau and 

proposed for ADB’s country operations business plan for Palau, 2021–2023. 
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B. Outputs and Activities 
 
16. The TRTA will have five outputs:  
 

(i) Tariff reforms and regulations for water and wastewater operations (WWO) 
supported. Support will be provided to prepare (i) WWO performance and reform 
assessment, and (ii) WWO tariffs and regulations appraisal and recommendations.  

(ii) Financial management and governance of the Palau Public Utilities 
Corporation improved. Technical support will be provided to develop (i) PPUC’s 
corporatization plan and linked documents, (ii) PPUC’s WWO revenue 
enhancement action plan, and (iii) corporate statement of intent and key 
performance indicator targets.  

(iii) Public–private partnership transparency and disclosure assessed. Support 
will be provided to develop disclosure procedures for public–private partnerships 
compliant with international best practices.  

(iv) Gender and social strategies implemented. The TA will support the 
implementation of (i) PPUC’s corporate gender policies and PPUC’s Corporate 
Gender Strategy (2020–2023), (ii)  gender-sensitive provisions of PPUC’s human 
resources management procedures, and (iii) the government’s social and subsidy 
programs for poor and vulnerable population.   

(v) Workshops and trainings held. The TA will provide support to financial 
management trainings and workshops for departments of the PEA and PPUC, 
including internship program assistance. 

  
C. Cost and Financing 
 
17. The TRTA is estimated to cost $400,000, which will be financed on a grant basis by ADB’s 
Technical Assistance Special Fund (TASF 6). The key expenditure items are listed in Appendix 1. 
The government and PPUC will provide counterpart support in the form of counterpart staff, office 
supplies, and other in-kind contributions.  
 
18. The government has been informed that approval of the TRTA does not commit ADB to 
finance any ensuing project. 
 
D. Implementation Arrangements 
 
19. ADB will administer the TRTA. The Energy Division of ADB’s Pacific Department will select, 
supervise, and evaluate consultants. The implementation arrangements for the TA will be aligned 
with those of the policy-based loan. The TA components will be monitored by the program director 
from the Ministry of Finance. ADB will engage international and national individual consultants 
following the ADB Procurement Policy (2017, as amended from time to time) and its associated 
project administration instructions and/or staff instructions.22  A total of 50 person-months of 
consultancy services (8 international and 42 national) will be required intermittently. 
The implementation arrangements are summarized in the table.  
  

 
22 Terms of Reference for Consultants (accessible from the list of linked documents in Appendix 2). 
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Implementation Arrangements 
 

Aspects Arrangements 

Indicative implementation period December 2020–June 2022  

Executing agency MOF  

Implementing agencies PEA, PPUC  

Consultants To be selected and engaged by ADB  

   

Individual: individual 
selection 

International (8 
person-months) and 
national expertise (42 
person-months) 

$400,000 

   

Advance contracting and retroactive 
financing 

n/a 

Disbursement The TA resources will be disbursed following ADB's Technical Assistance 
Disbursement Handbook (2020, as amended from time to time). 

Asset turnover or disposal 
arrangement upon TA completion 

n/a 

ADB = Asian Development Bank, MOF = Ministry of Finance, n/a = not applicable, PPUC = Palau Public Utilities 
Corporation, PEA = Palau Energy Administration, TA = technical assistance. 
Source: Asian Development Bank. 
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COST ESTIMATES AND FINANCING PLAN 
($’000) 

 
 

Item Amount 

Asian Development Banka  
1. Consultants  

a. Remuneration and per diem  
i. International consultants 250.0 
ii. National consultants 130.0 

b. Out-of-pocket expenditures  
i. International and local travel 13.5 
ii. Surveys 1.0 
iii. Training, seminars, and conferences 2.0 
iv. Reports and communications 1.0 
v. Miscellaneous administration and support costs 1.0 

2. Contingencies 1.5 
Total 400.0 

Note: The technical assistance (TA) is estimated to cost $400,000, of which contributions from the Asian Development 
Bank are presented in the table above. The government will provide counterpart support in the form of counterpart staff, 
office supplies, and other in-kind contributions. The value of government contribution is estimated to account for 11% 
of the total TA cost. 
a Financed by the Asian Development Bank’s Technical Assistance Special Fund (TASF 6). 
Source: Asian Development Bank estimates. 
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LIST OF LINKED DOCUMENTS 
http://www.adb.org/Documents/LinkedDocs/?id=54151-001-TAReport 

1. Terms of Reference for Consultants

http://www.adb.org/Documents/LinkedDocs/?id=54151-001-TAReport

