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GENERAL CLAUSES

The Government of the Republic of Palau and the European Commission hereby agree as follows:

{1

(2)

(3)

{4)

The Government of the Republic of Palau and the European Commission hereinafter referred to as the
Parties, determined the general orientations for cooperation for the period 2014-2020.

These orientations which are included in the National indicative Programme, concern the European
Union Aid in favour of the Republic of Palau and were drawn up in accordance with the provisions of
Articles 2 and 4 of Annex IV to the ACP-EC Partnership Agreement, signed in Cotonou on 23 June 2000,
revised and signed in Luxemburg on 25 June 2005 and revised and signed in Ouagadougou on 22 june
2010.

The National Indicative Programme is annexed to the present document,

As regards the indicative programmable financial resources which the European Union envisages to make
avaitable to the Republic of Palau for the periad 2014-2020, an amount of EUR 1.6 million is foreseen
for the allocation referred to in Article' 3.2 {a} of Annex IV of the ACP-EC Partnership Agreement (A-
allocation). A B-allocation referred to in Article 3.2 (b) can be established to cover unforeseen needs,
This allocation is at EUR 0 until a need arises. These allocations are not entitlements and may be
revised by the Commission, following the mid-term and end-of-term reviews, in accordance with
Article 5.7 of annex IV of the ACP-EC Partnership Agreement,

The A-allocation is destined to cover macroeconomic support, sectoral policies, programmes and projects.
The National Indicative Programme concerns the resources of the A-allocation. it also takes into
consideration financing from which the Republic of Palau benefit or could benefit under other
European Union resources. It does not pre-empt financing decisions by the Commission,

The B-allocation is destined to cover unforeseen needs such as humanitarian, emergency and post
emergency assistance, where such support cannot be financed from the EU budget, contributions to
internationally agreed debt relief initiatives and support to mitigate exogenous shocks. The B-allocation
shall be established according to specific mechanisms and procedures and does therefore not constitute a
part of the programming.

Pending the entry into force of the Internal Agreement hetween the Representatives of the Governments
of the Member States of the European Union, meeting with the Council on the financing of European
Union Aid under the multiannual financial framework for the period 2014 to 2020, financing decisions for
projects and programmes can be taken by the Commission at the request of the Government of the
Republic of Palau within the limits of the A- and B-allocations referred to in this document under the
condition that sufficient financial resources are available in the transitional measures ("Bridging Facility")
composed of uncommitted balances from the previous European Development Funds (EDFs) and from
funds decommitted from projects or programmes under those EDFs. The respective projects and
programmes shall be implemented according to the rules and procedures of the 10" EDF until the entry
into force of the 11" EDF implementing rules and financial regulation.
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(7)

The European Investment Bank may contribute to the implementation of the present National Indicative
Programme by operations financed from the Investment Facility and/or from its own resources, in
accordance with Articles 2c and 3 of the 11" EDF multi-annual financial framework for the period 2014-
2020.

In accordance with Article 5 of Annex IV to the ACP-EC Partnership Agreement, the National Indicative
Programme as well as the A-and B-allocations can be revised following the mid-term review and the end-
of-term review or ad hoc reviews.

Signatures

For the European Commission
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PALAU : List of principal acronyms and abbreviations

ACP African, Caribbean and Pacific Countries
CRA Climate Risk Assessment

EDF European Development Fund

EIA Environment Impact Assessment

EU/EUD European Union / Furopean Union Delegation

EEZ Iixclusive Lconomic Zone

GDP Gross Domestic Product

MCT Micronesian Conservation Trust

MDG Millennium Development Goals

MTDS Medium Term Development Strategy

NAO National Authorising Officer

NEC National Energy Committee

NEP National Energy Policy

NMDP National Master Development Plan

ODA Official Development Assistance

PFM Public Finance Management

PEFA Public Expenditure and Financial Assessment
PFTAC Pacific Financial Technical Assistance Team
SEA Strategic Enyironmcnt Assessment

TA Technical Assistance




Summary

With a relatively high GDP per capita, Palau belongs to the high or upper middle income countries.
Palau has 20 000 inhabitants, a landmass of 459 km? and a 604 289 km? Exclusive Economic Zone
(EEZ).

The Government of Palau recognizes that improving the efficiency of energy use has greater short
term value for reducing dependence on foreign sources of energy than any other action, and
contributes to the country’s shift to a low carbon economy. Since Palau joined the ACP group in 2000,
almost EUR 6 million have been provided under EDF 9" and 10" - almost entirely for sustainable
energy, with a small part for Disaster Risk Reduction and technical assistance. The focus on
sustainable energy will continue under 11™ EDF. This sector has been chosen to ensure the long-term
sustainability of the achievements of previous EU investments in that sector.

Due to the remoteness of Palau, an "innovative" approach to implementation is necessary.,
Implementation via scctor budget support, through a multi-country programme or through co-
financing/ blending with other development partners is achicvable. An appropriate implementation
modality will be defined during project formulation.

In choosing this sector the Government and the EU are cognizant of other donor programmes in the
country, particularly the US with its focus on Health and Education. A continued EU focus on the
energy scctor will be tailored to provide useful complementary support to other vital sectors such as
water and sanitation, health and education. The overall objective of this assistance is to improve social
and economic development and reduce poverty, contributing to an environmentally sustainable and
low-carbon development path through improved energy efficiency in terms of generation, transmission
and consumption,

Following the agreement with the Palau Government a single programme for EUR 1.6 million is to be
implemented during the 11*" EDF period 2014-2020 and it will include the following components:

Energy Efficiency EUR 1000 000 (62% of total)
Measures in favour of civil society EUR 200 000 (13% of total}
Support measures EUR 400 000 (25% of total)
Total EUR 1600000 (100%)

In addition, the NIP may be complemented by operations financed under the EDF Regional
Programme and the Investment Facility for the Pacific, and by the EIB from the Cotonou Investment
Facility and/or from its Own Resources.




NATIONAL INDICATIVE PROGRAMME 2014-2020

REPUBLIC OF PALAU

1. The overall lines for the EU response
L1, Strategic objectives of the EU's relationship with the partner country

The European Union (EU) and Palau have a 13-year long history of co-operation and partnership
which started in 2000 when Palau joined the Africa, Caribbean, Pacific (ACP) group. EU-Palau
cooperation is currently guided by the latest revision of the ACP-EU Partnership Agreement, signed in
Cotonou in 2000 and updated in Quagadougou in June 2010,

The ACP-EU Partnership Agreement will remain in force until 2020 and is centred on reducing, and
eventually eradicating, poverty through sustainable development and gradual integration of ACP
countries into the world economy.

Cooperation with Palau shall continue 1o pursue these objectives in keeping with the fundamental
principles of the Agreement such as human rights, democratic principles, the rule of law, good
governarnce, conflict prevention and resolution etc. As stated in the objectives of the partnership, “the
principles of sustainable management of natural resources and the environment, including climate
change, shall be applied and integrated at every level of the partnership”.

While a strong ownership of the country development strategy and the alignment of EU aid with this
strategy will remain essential elements, the EU development approach set out in 2011 "EU agenda for
change” and in the 2012 BU Communication "Towards a renewed EU-Pacific development
partnership” will also be reflected. As a result, efforts will be made to develop better targeted aid
delivery mechanisms to ensure maximum poverty reduction. Increased assistance will be provided to
address climate change challenges. These actions should facilitate a more general convergence of
views on global issues debated in international fora.

The principle of alignment of the EU development strategy with the National Master Development
Plan (NMDP) will guide the EU 11th EDF programming and implementation until 2020, The main
long-term development objectives of the NMDP are:

(i) a substantial shift in economic activity from the public sector to the private sector aimed at
increasing productivity and efficiency of the resource use; (ii) strengthening of government institutions
to improve co-ordination of the decision making processes while, at the same time, reducing the
relative size of government; and (iif) identification of financing strategics, including tax reform, to
offset the decline in US assistance over time.

Achieving more with fewer resources is the central theme of the Medium Term Development Strategy
(MTDS) and a central challenge for maintaining Palau’s favourable MDG position while addressing
poverty prevention and alleviation targets (sce annex 1B).




Against this background, the EU cooperation strategy with Palau will be guided by the existing NMDP
and associated policies and strategics for the period 2014-2020. Particular attention will be given to
the National Energy Policy (NEP) and strategy adopted in 2009.

Palau’s Strategic Action Plan for the Energy Sector (2009) establishes as a target the achievement of
20% of energy demand satisfied from renewable energy sources by 2020 and a 30% reduction in
consumption. The EU support programme will contribute to achieve the Government’s commitments
to energy efficiency.

In addition, the NIP may be complemented by operations financed under the EDF Regional
Programme and the Investment Facility for the Pacific, and by the EIB from the Cotonou Investment
Facility and/or from its Own Resources.

1.2,  Choice of sector

With a relatively high GDP per capita, Palau belongs to the high or upper middle income countries.
Palau has 20 000 inhabitants, a landmass of 459 km? and a 604 289 km?* Exclusive Economic Zone
(EEZ). '

The Government of Palau recognizes that improving the efficiency of energy use has greater short
term value for reducing dependence on foreign sources of energy than any other action, and
contributes to the country’s shift to a low carbon cconomy. The 11" EDF therefore continue to focus
on energy cfficiency. This sector has been chosen to ensure the long-term sustainability of the
achievements of previous EU investments in that sector.

In choosing this scctor the Government and the EU are cognizant of other donor programmes in the
country, particularly the US with its focus on health and education. A continued EU focus on the
energy sector will be tailored to provide useful complementary support to other vital sectors such as
water & sanitation, health & education.

Due to the remoteness of Palau, an "innovative" approach to implementation is necessary.
Implementation via sector budgel support, through a multi-country programme or through co-
financing/ blending with other development partners may be possible provided eligibility for EU
budget support is confirmed. An appropriate implementation modality will be defined during project
formulation,

2. Financial overview (indicative amount)

Energy Efficiency EUR 1000 000 {62% of total)

Measures in favour of civil society EUR 200 000 {13% of total)
Support measures EUR 400 000 (25% of total)
Total EUR 1600 000 (100%)
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3. EU support per scctor

3.1 Energy Efficiency (indicative amount FEUR 1 million)

3.1.1 The following overall and specific objectives will be pursued:

Overall Objective:

The overall objective is to improve social and economic development and reduce poverty, contributing
to an environmentally sustainable and low-carbon development path.

Specific Objective:

The specific objective is to improve the overall efficiency of the energy sector.
3.1.2. For the specific objective the main expected result is:
¢ Improved energy efficiency in terms of gencration, transmission and consumption

3.1.3 The main indicators for measuring the aforementioned result are contained in the sector
intervention framework (Annex 3).

3.1.4. Denor coordination and policy dialogue:
External aid and internal implementation is coordinated through the Ministry of Finance.

Significant bilateral partners include US, Japan, and Taiwan, Palau’s ties with Asia, particularly Japan,
are expanding rapidly. In January 2000 Palau formally recognised Taiwan, guaranteeing the latter’s
increasing contribution to investment and tourism in Palau. The US, Philippines and Japan maintain
embassies in Palau. Neither the EU nor its Member States have permanent representation in Palau; the
country is served by the EC Delegation in Suva (a 2500 km roundtrip). Because of the great distance
policy dialogue is challenging with face-to-face meetings possible only once or twice per year, The US
is by far the most important contributor to Palau's economy donating in the region of 60% of total
transfers amounting to some EUR 35 million per annum. Approximately USD 25 million of this is
provided through Compact funds, while the remainder is made up of various Federal Grants, This is
followed by Taiwan (EUR 12 million) and Japan (EUR 10 million). Curtently the EU contributes
about 1% of ODA (EUR 0.6 million).

Donor coordination is coordinated by the Ministry of Finance (Budget office). Palau's progress toward
meeting millennium development goals (MDG) targets is good compared with other Pacific ACP
countries, making it a candidate for graduation.




3.1.5. The Government's financial and policy commitments:

The Government is committed to improving Public Financial Management (PFM). With assistance
from the Pacific [Financial Technical Assistance Team (PFTAC) a Public Expenditure and Financial
Assessment (PEFA) is planned in 2014,

To help implement the National Energy Policy adopted in 2010 an Energy Act to determine functions
and aunthority required for effective Energy Administration will be developed and enforced. The Act
will be based on the National Energy Policy and determine roles and responsibilities in the energy
sector,

The Energy Administration will be located at an appropriate level in Government and be allocated
with adequate human and financial resources to effectively address important, practical energy policy
matters. A scparate annual budget line will be provided for the Energy Administration. This budget
allocation will allow for the devclopment of skills and capacity necessary to review, update and
implement the energy policy framework.

The creation of a National Energy Committee (NEC) will assist in the implementation of the National
Energy Policy. The NEC will convene at least twice a year and issue a progress report on new
initiatives and the status of energy projects and the linancial status of the National Energy Policy at the
end of each (iscal year.

Recognizing that improving energy efficiency will reduce the consumption of fossil energy more than
any other action, taxes and policics will be revised to encourage the import and sale of appliances,
vehicles and boats having the highest energy efficiency. Moreover energy efficiency standards for new
buildings and renovations including homes, businesses and government premises will be developed.
The policy target is set at a 30 % reduction in overall national energy consumption by 2020,

3.1.6. When needed, the appropriate type of environmental assessment (Strategic Environmental
Assessment or Environmental Impact Assessment) will be carried out: See guidelines
(http;//capacitvddev.ec.curopa.eu/public-environment-climate/documents)

The environmental assessment and climate risk assessment procedures in the Guidance for the
Integration of Environment and Climate Change in EU Development Cooperation will be applied to
determine the need for an environmental assessment (SEA in the case of a programme or EIA in the
case of a project) and/or a Climate Risk Assessment (CRA). Even if an environmental assessment or a
CRA is not deemed necessary, the screening questionnaire will help identify environmental and
climate change (adaptation and mitigation) aspects that could be integrated in the project/programme
formulation in order to enhance their environmental and climate change performance,

3,1.7. The overall risk assessment of the sector intervention;

The major risk associated with implementing the programme is the Government's ability to achieve
and maintain its 'eligibility’ to receive EU budget support. Mitigating measures will include the
provision of EUR200,000 for a technical assistance (TA) support programme to assist Palau prepare
and implement budgetl support in the focal arca. Should, however, budget support prove difficult to
achieve a project approach will be adopted.
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As indicated in Palau’s Strategic Action Plan for the Energy Sector, “extreme weather events such as
hurricancs and typhoons have in the past damaged and destroyed wind generators, photovoltaic
equipment, transmission systems and other energy technology in the Pacific and elsewhere.” Palau’s
history of natural disasters portrays medium risk, however, with impacts from Climate Change,
specifically rising sea level, and increasing incidence of carthquakes and tsunamis in the region the
probability of some type of natural disaster occurring in Palau during the period up to 2020 can be
considered moderate to high.

Political risks are considered minimal.

4, Measures in favour of civil society

In line with the Cotonou Agreement and its Annex 1V, an indicative amount of maximum EUR 200
000 will be set aside for support to civil society organisations involved in environmental protection
and conservation such as the Micronesian Conservation Trust (MCT) which supports Micronesian
Challenge goals,

5. B-allocation

A B-allocation may be included in the NIP for unforeseen needs (specifically relevant for fragility
situations). This allocation is at EUR 0 until a need arises. In casc of necessity, a Financing Decision to
meet an unforescen or urgent nced can always be taken notwithstanding the status of the indicative B-
allocation mentioned in the NIP,

6. Support measures

6.1.  Measures to support or accompany the programming, preparation or implementation of
actions

An indicative amount of maximum EUR 200 000 is foreseen for a Technical Assistance Support
project that will assist Palau in its efforts to become eligible for budget support in the focal area as well
as to prepare an alternate programme should budget support eligibility be difficult to achieve.

6.2.  Support to the National Authorising Officer

An indicative amount of maximum EUR 200 000 is foreseen for support to the National Authorising
Officer.

11
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Attachments

Country at a glance (i.e. macro-economic indicators and indicators derived from the MDGs, as
well as possible other indicators relevant for the country, including risk indicators for disaster
prone countrics).

Donor matrix showing the indicative allocations per sector
Sector intervention framework and performance indicators

Indicative timetable for commitment of funds
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